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Abstract 

Abstract 

This thesis is an investigation of the internal determinants of small firm growth in 

Ireland. This research study contributes to the understanding of small firm growth from 

two perspectives. Firstly, it assesses the contribution that the small firm sector made to 

the Irish economy during the period 1994 to 2005. Secondly, against this background it 

identifies the relative importance of the internal determinants of small firm growth in a 

sample of small firms. A variety of owner-manager characteristics, firm characteristics 

and strategic factors were investigated with a view to identifying if common 

characteristics were distinguishable amongst high-growth firms. Three measures were 

used to assess firm growth - employment, turnover and turnover per employee. 

The research approach incorporated a quantitative study (face-face interviews) with 80 

owner-managers in the Mid-West region of Ireland. 

The results of the empirical study suggest that firm size, age, industry sector are 

important when seeking to understand high-growth firms. In addition owner-manager 

age and educational levels were found to be important predictors of high firm growth. 

Other findings revealed that some of the accepted concepts such as motivation, career 

history and strategic focus need to be re-examined in their use as predictors of higher 

small firm growth. 

Ultimately, it is difficult to define a precise set of internal determinants of small firm 

growth, due to the unpredictability of the concept and the heterogeneity of the small 

firm sector. That said, with the profile of high-growth firms presented in the study 

government agencies can become more familiar with what to look for in screening 

potential high-growth firms, and thus be better informed to develop appropriate 

supports to achieve sustainable firm growth. 

It is vital that government policy adopt a more holistic approach, which, inter alia, 

focuses on the development of established small firms and focus attention on 

productivity, developing greater export activity, and building the competencies and 

skills of owner-managers for strategy development. The significance of the role of 

education on firm growth should be acknowledged in third level educational policy. 
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Chapter One: Thesis Introduction 

Chapter One: Thesis Introduction 
1.1 Introduction 

The general performance of the Irish economy improved dramatically during the 

1990s, resulting in the phrase ̀Celtic Tiger' in reference to the remarkable 

economic transformation experienced in Ireland between the years 1994 and 

2005. This period of rapid economic growth was largely attributable to the role 

of FDI and to a lesser degree to the contribution of small and medium 

indigenous firms. This is despite the fact that over 97 per cent of businesses 

operating in Ireland employ fewer than 50 people (The Small Business Forum 

2006; CSO 2008). This translates into a quarter of a million small businesses in 

Ireland, accounting for 54 per cent of private sector employment (Small 

Business Forum 2006). Additionally, small businesses in Ireland account for 

over 70 per cent of gross value added (GVA) in Construction (around £7.2 

billion), over 40 per cent in Services (615 billion - excluding financial services), 

and 34 per cent in Manufacturing (E2.1 billion) (Small Business Forum 2006). 

Furthermore, small firms are an important part of the supply chain activities and 

the support infrastructure needed to attract and retain foreign direct investment 

(FDI) in Ireland (Small Business Forum Report 2006). Despite the apparent 

importance of this sector a review of policy documents revealed a lack of 

discussion on their contribution as a driver of the economic growth in Ireland 

since 1994. Therefore, the objective of the thesis is to address a research topic 

hitherto overlooked in Ireland from two perspectives: 

Q Firstly, to evaluate the contribution the small business sector has made to the 

Irish economy during the period 1994 to 2005 by assessing the change in the 
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Charter One: Thesis Introduction 

number of firms, their role in employment creation, industry sector contribution, 

export performance and their regional distribution. 

Q Secondly, the research will investigate the internal determinants of small 

firm growth focusing on how a variety of owner-manager characteristics, firm 

characteristics and the strategic focus of the business impact on small firm 

growth. This will identify if it is possible to devise a set of internal 

characteristics that are common amongst the higher growth firms. 

Consequently, the findings of this research study will provide an improved 

understanding of how small firms contributed to the Irish economy post 1994 

and will signal areas that small firm policy must concentrate on. Additionally, 

the identification of the internal determinants of small firm growth will guide 

the development of appropriate government policy to facilitate small firm 

growth and will build on the scarcity of empirical research on the internal 

determinants of small firm growth in the Irish context. In Ireland small firms are 

broadly defined into three size classifications to include micro firms (less than 

10 employees); small enterprises who employ less than 50 people and medium 

enterprises (50 or more employees), and are collectively referred to as the SME 

sector. The rationale for the choice of these two objectives is further expanded 

upon in the next section. 
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Chapter One: Thesis Introduction 

1.2 An Assessment of the Contribution of the Small Firm Sector 
to the Irish Economy (1994 to 2005) 

In the mid 1990s the importance of the established small business sector to the 

Irish economy has been acknowledged in a number of research studies (Kinsella 

et al. 1994; Gudgin et al. 1995; Hart and Hanvey 1995; Barkham et al. 1996). 

According to Gudgin et al. (1995) a "plateau effect" was evident in the 

behaviour of FDI firms, where there was no real increase in either the numbers 

of new inward investment firms setting up in Ireland or in the contribution of 

existing FDI firms to employment generation. Likewise, Barkham et al. (1996) 

suggested that small firms showed a number of advantages which should be 

developed at a time when there was a reduction in the contribution of FDI firms 

to employment generation in Ireland. For example, small firms provided an 

important source of employment for regions with low levels of foreign direct 

investment; were not as constrained in their operations as larger multinational 

firms and were more stable in times of economic volatility due to their ability to 

operate in niche markets (Barkham et al. 1996). During the 1990s attracting FDI 

to Ireland and retaining existing FDI became more challenging for Government 

due to a number of factors. For instance, Ireland was not viewed as a cost 

competitive location to operate in due to the rising costs of conducting business 

and an increase in the number of alternative low cost production locations in 

Eastern European, India and China (O'Sullivan 2000). Despite these trends and 

endorsements in a number of academic studies on the importance of nurturing a 

small firm sector, government was slow to devote specific attention to 

identifying the needs of this sector. The publication of the Task Force Report on 

Small Business (1994) was the main document examining the needs of the small 

firm sector during the Celtic Tiger period. It was not until early 2000 that 

3 



Chapter One: Thesis Introduction 

government publications produced by Enterprise Ireland (2004) and The Small 

Business Forum (2006) highlighted the need to develop more targeted support 

interventions (financial and non-financial) to assist owner-managers achieve 

firm growth in a changing national and international marketplace. Further, the 

Small Business Forum called for the need to develop more comprehensive and 

reliable profile data and information on the economic activity of the small 

business sector in order to devise relevant interventions. 

Despite the necessity for this type of information, collecting such data is 

challenging for a number of reasons including the lack of quantitative baseline 

data on the numbers of small firms in Ireland, their employment contribution 

and export growth performance (Hogan and Foley 1996; Garavan et al. 1997; 

O'Sullivan 2000; Callanan and Cuddy 2004). Callanan and Cuddy (2004) 

argued that much of the data available on the SME sector in Ireland was purely 

statistical based on crude measures such as the number of firms in operation at 

one period of time and lacked sufficient detail to extract changes by firm size, 

industry sector or regional distribution. Government publications produced by 

The Small Business Forum (2006) and the Central Statistics Office (2008) 

attempted to compile such data when profiling the small firm sector in Ireland. 

That said, it is difficult to compare the findings of these reports or derive a 

consensus on the overall economic contribution that small firms have made to 

the Irish economy. This is due to the variations in the definitions of a small firm 

applied in the publications, in the base year used for the collection of data and a 

lack of clarity regarding how the data was compiled or analysed. These issues 

impact on the devising of a comprehensive profile of the economic activity of 

the small firm sector in Ireland and render it difficult to compare variations in 
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the population of small firms by size, age, and industry sector characteristics. 

Information of this nature is necessary to guide the development of relevant 

evidence based government policy. This research will present for the first time a 

comprehensive overview of the contribution that the overall SME sector has 

made to the Irish economy between 1994 and 2005. This assessment will extend 

beyond an examination of its employment contribution to include trends in the 

growth in the number of SMEs, their significance in the industry, services and 

construction sectors, an examination of their participation in export activity and 

their regional distribution. This information is presented in Chapter Two of this 

thesis. 

Perhaps related to the lacuna of this aforementioned data, is a lack of any clear 

explanation in the government publications (referred to above) as to why 

changes in the contribution of the small firm sector exist. Moreover, an 

understanding of why variations occur in the performance of small firms will 

address their heterogeneity and will identify what characteristics are linked with 

higher growth small firms. Such information will inform the design of small 

firm policy and result in the more effective allocation of government resources. 

1.3 An Investigation of the Determinants of Small Firm Growth 

- the Role of Internal Factors 

To facilitate owner-managers achieve small firm growth it is important to 

establish what factors impact on such firm growth. Small firms operate within a 

set of internal micro, and external macro environmental conditions which impact 

on the growth decisions made by the owner-manager. The relative significance 

of internal versus external factors on small firm growth is widely debated in the 

literature. While the role of external (economic, political, societal/demographic, 
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technological and regulatory factors) is acknowledged, the review of the general 

research studies on small firm growth suggested that the growth effects of these 

external environment dimensions are less well established (Davidsson 1991; 

Wiklund 1999; Dobbs and Hamilton 2007). 

While the external forces are largely uncontrollable by the owner-manager, 

knowledge of their possible impact on the strategic direction of the small 

business is necessary. How these external factors are accommodated for is 

managed internally by the owner-manager. Conversely, the evidence on the 

impact of the role of internal factors is more compelling (Storey 1994; Kinsella 

et al. 1994; Smallbone et at 1995; Barkham et al. 1996; Delmar and Davidsson 

1999; Dennis and Solomon 2001; O'Gorman 2001; Wiklund 2001; Delmar and 

Wiklund 2003; Wiklund and Shepherd 2003; Baum and Locke 2004; Wiklund 

and Shepherd 2005; Greve 2008; Andersson and Tell 2009; Blackburn et al. 

2009; Kirkwood 2009; Littunen and Niittykangas 2010). Therefore, examining 

internal factors as determinants of small firm growth gives consideration to the 

heterogeneity of small firm growth and will highlight those internal factors 

causing growth differences between firms. 

As the owner-manager is viewed as a central influence on small firm growth, 

where independent of the actual growth potential of the business itself most 

business founders have modest growth aspirations (Storey 1994; Kinsella et al. 

1994; Smallbone et at 1995; Barkham et al. 1996; North et a12001; Chaganti et 

at. 2002; Human and Matthews 2004; Kirkwood 2009) further provides a 

rationale for the focus on internal factors when examining small firm growth. 

Donohoe and Wyer (2005) advocated that while research studies on small firm 
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growth had increased, there was a need to continue to conduct investigative 

studies to address how internal factors and in particular the characteristics of the 

owner-manager impacted on firm growth. 

A review of the literature on small firm growth found that very few recent 

studies had been conducted in Ireland on this topic, the most notable by Kinsella 

et al. (1994) which drew attention to the need for developing a similar study in a 

changed economic Irish context - the Celtic Tiger era. This study is positioned 

within the internal determinants of growth framework and more particularly is 

guided by the Kinsella et al. (1994) Irish study. In addition to the Kinsella et al. 

(1994) study a number of other conceptual and academic studies undertaken 

during that period were reviewed to direct this study. 

The conceptual study by Storey (1994) is deemed as an important reference 

point to guide the review of the literature on this topic. A number of studies 

(Barkham et a1.1996; Roper 1998; Davidsson and Wiklund 2000; O'Gorman 

2001; Liao et al. 2001; Poutziouris 2003; Donohoe and Wyer 2005; Greve 2008; 

Andersson and Tell 2009; Blackburn et al. 2009; Kirkwood 2009; Littunen and 

Niittykangas 2010) were reflected on regarding how certain internal factors 

were associated with small firm growth. 

The following summarises the studies most frequently drawn upon for this 

research with an insight into the range of factors investigated and the research 

method adopted. 
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Table 1.1: Factors Influencing Small Firm Growth- A synthesis of the Evidence 
Author Study Description Research Methodology 

Storey A review of studies which examined how Review of 18 studies 
(1994) three sets of internal factors- owner- completed on this topic 

manager; firm specific and business 
strategy factors influenced small firm 
rowth. 

Kinsella et An examination of the characteristics of Quantitative study- 
al. (1994) fast growth firms with an emphasis on personal interviews 

owner-manager characteristics such as 
their age, education, work experience, 
ownership in another business, and their 
managerial practices 

Barkham et An investigation of how the nature of Quantitative study- 
al. (1996) firm, owner-manager characteristics and personal interviews 

business development strategies 
determined small firm growth. 

Smallbone An examination of relationship between Quantitative study- 
et. al. the choice of objectives for business personal interviews 
(1995) growth, the strategy devised and the 

influence of the owner-manager in the 
choice of strategy adopted. 

Roper An evaluation of the linkages between Quantitative study- 
(1998) strategic actions of the owner-manager interviews and telephone 

and small firm growth, with specific interviews 
emphasis on the process of strategy 
development and how the owner- 
manager characteristics influenced the 
management of growth in the small firm. 

Glancey An investigation of the relationship Analysis of firm data 
(1998) between characteristics of the firm such from existing data bases 

as the size, age location, and industry 
group of the firm and resultant small firm 
growth. 

Davidson An examination of the influence of Qualitative study - 
and owner-manager factors such as their personal interviews 
Wiklund experience profile and the type of strategy 
2000 adopted on small firm growth 

O'Gorman A review of how both internal and Qualitative- case studies 
(2001) external factors influence small firm 

growth with an emphasis on the role of 
strategy development and its relationship 
with small firm growth 

Liao et al. An examination of how the motivation by Quantitative study - 
(2001) the owner-manager to start a business and personal interviews 

other behavioural related management 
practices influenced small firm growth 

Poutziouris A determination of the influence of firm Quantitative study - 
(2003) age, size, industry sector and region on personal interviews 

small f inn growth. 
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The studies completed by Kinsella et al. (1994), Storey (1994) and Barkham et 

at (1996) are most frequently used in the development of the literature review 

and for the design of the empirical research for this study. Kinsella et al. (1994) 

conducted a quantitative study which examined the characteristics of fast growth 

firms with an emphasis on owner-manager characteristics and strategic 

practices. The study sampled small firms located in Northern Ireland and the 

Republic of Ireland. Barkham et al. (1996) conducted their study in four regions 

in the United Kingdom and Ireland and again adopted the quantitative research 

approach via face-to-face interviews. Some common findings emerged as 

follows: owner-manager characteristics such as the age of the owner-manager, 

the type of prior work experience and experience gained in the ownership of 

another small firm were important determinants of small firm growth. 

Additionally, a consensus emerged in these studies that younger firms displayed 

higher levels of firm growth. 

The conceptual study conducted by Storey (1994) analysed a sample of 18 

research studies undertaken mainly in the United Kingdom and the US. Storey 

(1994) concluded that small firm growth was determined by the integration of 

three sets of internal factors including the characteristics of the owner-manager, 

those of the firm and the type of strategies adopted by the owner-manager. 

In essence, a consensus existed between these three primary studies as to the 

importance of internal factors as determinants of firm growth, however 

variations occurred in relation to which ones were most significantly associated 

with higher firm growth. Each category consisted of a range of individual 

factors which are now briefly discussed. These studies are reviewed with a view 
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to identifying which set of internal factors are deemed most appropriate for 

inclusion in an Irish study. 

1.3.1 Owner-Manager Characteristics and Small Firm Growth 

General research studies suggested that an investigation of the range of internal 

factors on small firm growth should start by examining why the owner-manager 

started the business (Storey 1994; Kinsella et al. 1994; Barkham et al. 1996; 

Donohoe and Wyer 2005; Kirkwood 2009). 

Those who started their business for positive or `pull' factors had higher firm 

growth than businesses started for negative ̀push' factors (Kinsella et al. 1994; 

Storey 1994; Smallbone et al. 1995; Barkham et al. 1996; Hamilton and 

Lawrence 2001; Reynolds et al. 2001; Wiklund and Shepherd 2003; Acs 2006; 

Hessels et at 2008; Delmar and Wiklund 2008). The positive or pull factors 

were associated primarily with the identification of a market opportunity and 

secondly, the desire to work on their own. The motivation to start the business 

can impact on decisions taken for the subsequent growth of the firm and is 

therefore included in this research study. 

The more commonly researched owner-manager characteristics in the literature 

on the internal determinants of small firm growth focused on the age of the 

owner-manager, their education and work experience. Regarding the impact of 

the owner-manager's age on small firm growth, the majority of the research 

findings suggested that higher levels of firm growth were associated with firms 

managed by younger owner-managers (Davidsson 1991; Storey 1994; Barkham 

et al. 1996; Autere and Autio 2000; Orser et al. 2000; Welter 2001; Davidsson 
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et at 2002; Bullock et at 2004). In general the research argues that the age of 

the owner-manager reflects aspects of the human capital of the individual such 

as the accumulated work experience and the educational experience of the 

owner-manager which may in turn impact on small firm growth. For instance, 

older owner-managers will generally have more work experience and 

established contacts and business networks. That said, older owner-managers 

may be risk adverse and cautious about growing their business. Equally, a lack 

of accumulated work experience in the younger owner-manager could be 

compensated for by a greater enthusiasm to take risks to achieve higher levels of 

growth. Given these assertions, research on how the owner-managers age, 

education and work background impact on growth should be examined in this 

research study. 

A key aspect of the human capital of the owner-manager relates to their 

educational experience. In relation to the impact of the educational level of the 

owner-manager a number of research studies found that the higher educated 

owner-managers were more likely to manage a faster growing business 

(Kinsella et al. 1994; Storey 1994; Wiklund and Shepherd 2003; Barringer and 

Jones 2004). Such positive relationships were not obvious in research findings 

by Turok (1991); Barkham et al. (1996); Roper (1998) and Bullock et al. 

(2004). The education variable in these studies included membership by 

respondents in professional organisations as they were viewed as important 

informal learning and networking opportunities for the owner-manager which 

facilitated small firm growth. These findings highlight the importance of 

collecting more descriptive detail on the educational experience of the owner- 

manager beyond the level of their educational award. This study aims to find 
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information on how the level of the educational award and the subject area of 

the award are linked with firm growth. 

The third factor consistently examined in the research studies emphasised the 

positive impact of the career history of the owner-manager on firm growth 

(Kinsella et al. 1994; Barkham et al. 1996; Perren 1999; Shane 2000; Shepherd 

et al. 2000; Aldrich and Martinez 2001; Klepper 2001; O'Gorman 2001; 

Bellamy et al. 2003; Delmar and Shane 2006). Essentially, these research 

studies found that work experience in the same industry as their current small 

firm provided the owner-manager with the knowledge of markets, customers 

and the technological requirements of the business. This assisted the owner- 

manager in growing their business and resulted in higher levels of small firm 

growth. As was the case with the other owner-manager characteristics described 

to date there was not a consensus as to the impact of same industry experience 

on firm growth (Turok 1991; Storey 1994; Gartner et al. 1999; Hamilton and 

Lawrence 2001; Frankish et al. 2007). A second aspect of the experience profile 

of the owner-manager commonly linked with higher firm growth was that 

gained at a managerial level (Kinsella et al. 1994; Storey 1994; Barkham et al. 

1996; Roper 1998). An examination of the impact of these two aspects of the 

work experience of the owner-manager on small firm growth will identify their 

relative significance on small firm growth. 

Finally, in relation to the work experience of the owner-manager, research found 

that it was not limited to that gained in paid employment, but quite often in the 

ownership of another small firm (Storey 1994; Kinsella et al. 1994; Barkham et 

al. 1996; Roper 1998). This was deemed to have a positive impact on small 
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Firm growth (Storey 1994; Kinsella et al. 1994; Barkharn et al. 1996; Barringer 

and Jones 2004; Cooney and Malien 2004). Additionally, Barkham et al. 

(1996) found that ownership in a second small business which was related to the 

first business resulted in synergies between the businesses and small firm 

growth. These findings suggest the benefits of investigating if the owner- 

manager is involved in the ownership of another small business. 

This brief review of the literature highlights a range of owner-manager 

characteristics for inclusion in this investigation of small firm growth. 

Specifically, this study will address the influence of the following factors on 

small firm growth: 

o the motivation to establish the business (push or pull factors), 

Q the age of the owner-manager, 

v their educational experience and, 

Q the nature of prior work experience gained either as an employee or as an 

owner-manager. 

1.3.2 Firm Characteristics and Small Firm Growth 

Reviewing the literature highlighted the recurrence of three characteristics of the 

firm, namely the size of the firm (employment numbers), its age and ownership 

structure as determinants of small firm growth. Smaller firms generally 

achieved greater firm growth as they were more flexible in their operations and 

could quickly identify and respond to market demands (Storey 1994; Smallbone 

et al. 1995; Barkham et al. 1996; Davidson and Delmar 1997; Orser et al. 2000; 

Davidsson and Wiklund 2000; Audretsch et al. 2004; Bullock et al. 2004). 
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With regard to the age of the firm, the findings in the literature indicated that 

younger firms displayed faster rates of growth than older firms (Kinsella et al. 

1994; Storey 1994; Barkham et al. 1996; Glancey 1998; Orser et al. 2000; 

Robson and Bennett 2000; Poutziouris 2003; Bullock et al. 2004; Geroski and 

Gugler 2004). This was due to the need for the newer firms to grow quickly to 

gain a market presence and obtain economies of scale as quickly as possible. 

Research pertaining to ownership structure and small firm growth found that 

multiple owner-managed firms displayed higher levels of small firm growth 

(Kinsella et al. 1994; Barkham et al. 1996; Barringer and Jones 2004; Cooney 

and Malien 2004). It was viewed that a number of owner-managers would bring 

a range of complementary skills, knowledge and work experience which would 

result in higher firm growth. 

Finally a number of studies examined the role of the industry sector of the firm 

as a determinant of small firm growth. It was commonly found that firms 

operating in high technology industries performed better than those in the 

traditional manufacturing or general service sectors (Kinsella et al. 1994; 

Audretsch 1995; Almus and Nerlinger 1999; Weinzimmer 2000; Peneder 2008; 

Wiklund et al. 2009). In this study four industry sectors, combining high 

technology and traditional manufacturing sectors are investigated to determine 

industry sector impact on small firm growth. 

The primary firm characteristics researched in this study include: 

v the size of firm, 

Q the age of firm, 

Q the ownership structure of the business and, 

v industry sector of the business. 
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1.3.3 Strategic Focus of the Business and Small Firm Growth 

The third relevant category of internal determinants of small firm growth relate 

to the evidence of strategic planning and the type of growth strategies adopted 

by the owner-manager which are described as the strategic focus of the business. 

An overview of the literature found that a vast range of factors were researched 

within the broad strategic focus category. 

Based on a review of the most pertinent studies and keeping in mind the 

objective of this quantitative study a number of key strategic issues were 

identified. These included objectives for firm growth, the existence of a 

strategic plan, the type of strategy adopted, their customer profile, involvement 

in export activity and the use of external advice with strategy development. The 

examination of the particular objectives driving firm growth would provide an 

important foundation on which to understand subsequent strategic decisions 

made by the owner-manager. Additionally, where a strategic plan existed there 

was greater firm growth as the existence of such a plan was viewed to provide a 

better sense of direction to the business, improved allocation of resources and 

reduced uncertainty for the owner-manager (Storey 1994; Kinsella et al. 1994; 

Barkham et al. 1996; Roper 1998; Beaver and Ross 2000; Poutziouris 2003). In 

relation to the type of strategies adopted for firm growth, it was difficult to 

arrive at a consensus on a common range of strategies adopted. The Miles and 

Snow (1978) strategic typology was applied as a relevant framework to classify 

the type of strategies adopted by the small firm and to capture the general focus 

of the strategy of the small firm. The firm's strategy is contingent upon having 

an understanding of their customer as the number of customers and their size 

may influence the choice of strategy adopted by the owner-manager (Bridge et 

at 2003; Mazzarol 2005). Extending the focus beyond the strategy type, the 
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review of the research showed an increasing need to ascertain how involvement 

in exporting increased firm growth. From a policy context, increasing the level 

of export activity in Irish small and medium firms is a central policy priority. 

Therefore, the research investigates if small firms are involved in exporting, and 

if so, does it result in higher small firm growth?. Finally, the research on the 

strategic activity of small firm will capture how using external assistance with 

strategy development is related to small firm growth. 

In summary, in ascertaining the influence of the strategic activity of the owner- 

manager on firm growth, this study will investigate the following: 

Q the type of objectives for growth, 

o the existence of a strategic plan, 

Q the type of strategy adopted, 

Q the customer profile, 

o involvement in export activity and, 

o if external advice was used for strategy development. 

To date a brief preview is provided of the range of individual internal factors 

deemed relevant for further analysis in order to devise a comprehensive range of 

research hypotheses for investigation in this research study of Irish small firms. 

This review of the literature highlights that despite the increase in the number of 

studies on the internal determinants of small firm growth, there is still a lack of 

consensus as to which one or set of internal factors are most commonly viewed 

to impact on this growth. The findings of the various research studies are 

examined in more detail and the internal determinants identified for inclusion in 

the empirical study are presented in a framework in Chapter Three. 
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Fundamental to understanding the impact of the various internal factors on small 

firm growth is an awareness of how growth is measured in the studies. This is 

also important to identify when comparing the results of research studies. 

Variations existed in the levels of detail available on the measures applied to 

gauge the level of firm growth in small firms making comparisons across studies 

difficult. Therefore, it is important that the measures of growth adopted and the 

basis of their analysis is clearly identified in research studies on small firm 

growth. 

1.4 Measuring Small Business Growth 

Small firm growth takes different forms, albeit not necessarily all at the same 

time, where growth may occur in areas such as employment, revenue, market 

share product development and market development (national and international 

markets), (Kinsella et al. 1994; Storey 1994; Westhead and Birley 1995; 

Barkham et al. 1996; Pope 2002; Cremins 2006). A review of the studies 

suggested that growth in the small firm is multifaceted, making it difficult to 

define one single set of established measures (Barkham et al. 1996; Roper 1998; 

Delmar et al. 2003; Freel and Robson 2004; Davidsson et al. 2006; Dobbs and 

Hamilton 2007; Blackburn et al. 2009; Achtenhagen et al. 2010; McKelvie and 

Wiklund 2010). According to Daily et al (2002) and Haber and Reichel (2005) 

this led to a general absence of detail on the measures used to assess firm growth 

and a lack of clarity as to how the various measures were interpreted and 

compared in some of the research studies. However, a number of studies (Storey 

1994; Kinsella et al. 1994; Barkham et a1.1996 Davidsson et al. 2006; Kirkwood 

2009; Achtenhagen et al. 2010; McKelvie and Wiklund 2010) did engage with 

an explanation of the range of measures of growth. These studies promoted the 
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use of a number of measures, financial and non-financial to include measures of 

sales, turnover, profits, employment numbers and market share growth. The 

adoption of multiple measures captured the impact of different internal factors 

on firm growth and allowed for the potential identification of how growth 

measures are connected in the business. A combination of financial and non- 

financial measures was deemed most suitable for this study of growth in Irish 

small firms. Turnover growth was the financial measure adopted. The non- 

financial measures included employment numbers and turnover per employee 

(proxy for labour productivity). The rationale for the choice of these measures is 

discussed in greater detail in Chapter Three. This preliminary review of the 

various government publications, academic and conceptual studies assisted in 

the refinement of the two primary objectives and the development of a number 

of specific research questions. 

1.5 Research Aim and Objectives 

The overall aim of this thesis is to investigate the internal determinants of firm 

growth in a sample of Irish small firms with a view to identifying if there are 

common ones evident amongst the higher growth firms. The following 

objectives drive this research: 

Q To undertake an assessment of the contribution that the SME sector has 

made to the Irish economy during the period between 1994 and 2005. This will 

assess the change in the number of small firms, their employment generation, 

their industry sector contribution, their export performance and spatial 

distribution. 

Q To identify how a range of internal factors impact on small firm growth with 

a specific focus on the following: 
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-A selection of owner-manager characteristics (age, education and prior work 

experience). 

-A range of firm characteristics (firm age, firm size and industry sector). 

- The strategic focus of the business (the objectives for growth, the existence of 

a strategic plan, the type of strategy adopted, the customer profile, level of 

export activity and if external assistance was obtained with strategy 

development). 

Focusing on the above objectives will provide a comprehensive understanding 

of the profile of small firm which has contributed most to the dynamic of the 

Celtic Tiger period. The results of the empirical study will additionally highlight 

if the higher growth small firms have a set of common determinants which 

should be addressed in government policy. These objectives are further 

developed into a range of hypotheses which are discussed in Chapter Four. 

1.6 Research Approach 

The empirical research studies conducted by Kinsella et al. (1994); Barkham et 

al. (1996); Roper (1998); Liao et al. (2001); Poutziouris (2003) adopted a 

quantitative research approach with the majority of studies incorporating face- 

to-face interviews as the primary means of collecting the data. The review of the 

conceptual studies completed by Storey (1994) and Dobbs and Hamilton (2007) 

and Blackburn et al. (2009) included an assessment of studies which also 

predominantly applied the quantitative approach to data collection. The present 

study broadly replicates the methodology of the quantitative data collection 

method and uses a similar methodology to that adopted by Kinsella et al. (1994). 

These plus a number of other benefits associated with the quantitative approach 
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(as discussed in Chapter Four) resulted in the choice of in-depth face-to-face 

interviews as the primary means of data collection The interviews were carried 

out with eighty owner-managers in the Mid-West region of Ireland. The location 

of this study is concentrated to one region - the Mid-West region of Ireland. 

This region consists of counties Limerick, Clare and North Tipperary. It is one 

of Ireland's eight statutory regions comprising of approximately 10 per cent of 

the national population in 2002 (IBEC 2003). The focus on one region will 

capture the external conditions which are common to all small firms in that 

region and provide a context to understand the market and competitor conditions 

within which small firms operate. Furthermore, this is the first such regional 

study undertaken in Southern Ireland post 1994. 

1.7 Significance of the Research 

The findings from this research will make a number of important contributions 

to the policy and research domain. Firstly, the assessment of the contribution of 

the small firm sector to the Irish economy addresses the call for such data in the 

Small Business Forum Report (2006) and one not addressed to date in policy 

documents. Furthermore, this assessment identifies the industry sectors which 

have contributed the most to the Irish economy in terms of the number of firms, 

employment generation and export performance between 1994 and 2005. This 

identifies issues which require attention by policy makers in order to address 

those sectors showing a declining performance and those which have 

contributed most positively and show potential to contribute in a changing Irish 

economy. Secondly, the examination of the export performance of the small 

firm sector addresses a high priority issue of government policy (Building 

Ireland's Smart Economy Framework 2008) and draws attention to the grave 
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lack of data on how many, or, the type of small firm most active in international 

business activities. Thirdly, an investigation into how a range of internal factors 

influence the achievement of higher firm growth provides important evidence 

based information on why differences in firm growth exist across the small firm 

sector. It further provides empirical data which is not currently available in 

Ireland post the Kinsella et at. (1994) study. Finally, in a broader context the 

research will serve as a useful benchmarking study. It provides a foundation on 

which to develop further research studies on the determinants of small firm 

growth in Irish small firms and provides recommendations on opportunities for 

future research. 

1.8 Thesis Structure 

The thesis is presented in two parts. Part One "Introduction, Literature Review 

and Research Methodology" is concerned with the theoretical aspects of the 

research topic and presents the research approach. Part Two "The Research 

Findings" includes a detailed presentation and discussion on the findings of the 

empirical study. The overriding conclusions, the significance of the findings and 

areas for future research are presented. 

This chapter, Chapter One introduces the research topic and the two primary 

objectives driving the research. The rationale for the proposed research study is 

provided. The academic and conceptual studies underpinning the study are 

introduced. The chapter proceeds to explain the research objectives and the 

research approach adopted for the collection of the information to address the 

research objectives. The significance of this research from a policy and research 
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perspective is discussed. The chapter concludes by outlining the structure of the 

thesis. 

Chapter Two examines the contribution of the small firm sector to the Irish 

economy from 1994 to 2005. The chapter commences with a review of the 

definitions applied to the SME sector to arrive at a definition which is adopted 

in this study. Following from this, data is presented to reflect the change in the 

contribution of the SME sector in Ireland between 1994 and 2005. The 

contribution is examined by the number of SMEs in Ireland; the size distribution 

of small firms; their distribution by industry sector; their contribution to export 

performance and their regional distribution. To conclude the chapter identifies 

the industry sectors experiencing a decline and the implications for policy. It 

also discusses a number of issues in relation to the availability of data on the 

SME sector in Ireland. 

Chapter Three provides a comprehensive review of the relevant literature on the 

determinants of small firm growth. An assessment of the various measures of 

small firm growth highlights the importance of adopting multiple measures of 

firm growth. The chapter reviews the academic and conceptual research studies 

regarding the determinants of small firn growth and specifically the role of 

internal factors. The internal factors are classified into three categories; the 

characteristics of the owner-manager; the characteristics of the firm and the 

strategic focus of the business. This chapter highlights the pertinent themes 

common in the literature and identifies a range of internal factors for 

investigation in the empirical research study in the Mid-West region of Ireland. 

22 



Chapter One: Thesis Introduction 

Chapter Four describes the research approach adopted for the study. It discusses 

the data collection method (in-depth interviews) and the main topics examined 

in it, and the selection of the sample. It describes the data analysis method 

applied as appropriate for the study. An overview of the profile of respondents 

is presented. The results in relation to the level of growth achieved by 

respondents in the three measures of growth are discussed as is the relationship 

between the three measures of growth. The findings presented provide a 

foundation on which the subsequent more detailed statistical analysis is 

conducted in Chapters Five, Six and Seven. 

Part Two of the thesis, Chapters Five Six, Seven and Eight presents the findings 

from the empirical study. Chapter Five presents and discusses the research 

findings in relation to how the characteristics of the firm (age, size, industry 

sector and ownership structure) impacted on employment, turnover and turnover 

per employee growth (dependent variables). 

Chapter Six analyses how a range of owner-manager characteristics (motivation 

to start the business, age, education, work history and ownership in another 

small business) were linked to small firm growth for the three dependent 

variables. 

Chapter Seven presents the findings on how the strategic focus of the business 

(business objectives, strategic plan, type of strategy, involvement in 

international markets and use of external assistance) influenced employment, 

turnover, and turnover per employee growth. 
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A synthesis of the combined impact of the range of internal determinants (firm, 

owner-manager, and strategic focus) is presented in Chapter Eight by profiling 

the highest performing firms. The highest growth firms are selected according to 

the criteria applied by OECD (2008). A profile of the higher growth firms is 

compared to establish if it is possible to arrive at a common set of characteristics 

shared amongst these firms. This information is examined to establish how the 

findings compare with those of the Kinsella et al. (1994) study. 

Chapter Nine provides a concluding discussion which summarises the key 

findings of the research and how they relate to the literature in terms of the 

internal determinants of small firm growth. The chapter proceeds to identify the 

theoretical and empirical contributions of the research and their implications for 

policy. The chapter concludes by highlighting opportunities for future research 

and identifying the limitations of the research. A final concluding statement is 

then given. 
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Chapter Two: A Profile of SME Activity in Ireland 

between 1994 and 2005 

2.1 Introduction 

The Irish economy experienced a remarkable economic transformation between 

the years 1994 and 2005, where its extraordinary growth trajectory attracted 

international acclaim (Sapir et al. 2003; Andreosso O'Callaghan and Lenihan 

2006; Bailey et al. 2007). It was characterised by GDP growth that averaged 

8.5 per cent per annum, a substantially improved budgetary position, with the 

debt/GDP ratio declining from 93 per cent in 1993 to 30 per cent in 2003 and 

high levels of employment growth (Harris 2005). This period, although 

specifically dated by different authors in different ways, was known as the 

"Celtic Tiger" -a phrase coined to describe the rapid growth in the Irish 

economy. The Celtic Tiger's momentum slowed sharply in 2002 in tandem with 

a global economic downturn. The global slowdown became more pronounced 

with the crisis in the US financial markets and with a reduced growth rate in 

most EU countries which impacted negatively on the Irish economy, and in 

particular on Irish export activity (Honohan and Leddin 2005). The rate of 

annual inflation escalated to 5.6 per cent in 2000, fuelled by the rise of the US 

dollar and sterling against the euro (Honohan and Leddin 2005). The currency 

movements had a larger effect on Ireland than on any other EMU country 

because of Irelands relatively close trade and investment links with the EU 

(Honohan and Lane 2003). Additionally, the sharp depreciation in sterling 

affected the volume and prices of trade flows between Ireland and the UK which 

was Ireland's major trading partner and the strength of the sterling to the euro 

lowered the prices of UK imported goods in Ireland (Honohan and Lane 2003). 
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During the Celtic Tiger era, from an industrial policy perspective, most attention 

focused on the role of foreign direct investment (FDI) and only to a lesser extent 

on the significance of the small firm sector as a driver of economic growth. 

This is despite the fact that over 97 per cent of firms in Ireland are classified as 

small (Small Business Forum 2006). The establishment of the Task Force on 

Small Business was one of the few significant developments during this period 

where the government recognised the importance of the small firm sector as a 

key contributor to economic growth and employment generation. The Task 

Force on Small Business (1994), as well as defining and quantifying the sector, 

provided a set of recommendations for policy development to ensure the 

sector's survival and growth. It also provides a useful foundation on which to 

develop a study that examines the contribution the small and medium enterprise 

(SME) sector has made to the Irish economy during the period 1994 to 2005. 

The examination of the role of this sector during this Celtic Tiger period will 

establish if the profile of the SME sector as a whole or its constituent parts 

changed during this period of rapid economic growth and will also identify the 

general characteristics of higher performing SMEs and those in decline. 

Suggestions are put forward on how policy can address the needs of the sector 

post the Celtic Tiger period to ensure it is capable of playing a positive 

economic role in the recovery of the Irish economy. The chapter begins with a 

discussion on how SMEs are typically described in the Irish context. This 

provides a basis for the definition which is applied in this research study. 
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2.2 Defining SMEs in Ireland 

The European Union's (EU) description of a SME, proposed in 1996 and 

updated in 2006, applies three criteria, namely staff headcount, annual turnover 

and annual balance sheet details as the basis for differentiating between micro, 

small and medium and large firms, as described in Table 2.1. 

Table 2.1 -EU Definitions of 4MPc 
Enterprise 
Category 

No. of 
Employees 

Turnover Balance Sheet 
Total 

Micro < 10 <E2 million < E2 million 
Small <50 <E10 million <E 10 million 
Medium < 250 <E 50 million <E 43 million 

Source: European Commission DG Enterprise (2006). 

In addition, the EU definition requires that management have complete control 

over at least 75 per cent of the firm (European Commission DG Enterprise 

2006). The EU definition is helpful in describing a small firm across a number 

of important criteria and provides flexibility for its use in different country 

contexts. This definition is widely adopted as the basis on which SMEs are 

classified by Irish government organisations responsible for the development of 

policy to stimulate growth in the sector and those involved in the collection of 

statistical data on these firms. Table 2.2 presents a summary of the definitions 

adopted in Ireland. 

Table 2.2: Definitions of SMEs in Ireland -A Comparison 
Institution Definition Turnover 
Task Force on Small Micro firm ((10 employees) Annual revenue of 
Business (1994) Small firm (( 50 employees) less than E3.81 million 

Medium (50 - 249 employees)_ 
Enterprise Ireland High Potential Start Up Firm (HPSU) Annual turnover not 

- upper employee threshold of 250 exceeding Win 
Shannon Development High Potential Start Up Firm (HPSU) A turnover of ¬1.3 
Co. - employ between 10 and 50 million within 2 years 

of o eration 
City and County Micro firm - employing less than 10 N/A 
Enterprise Boards Persons 
Central Statistics Micro firm (up to 9 employees) N/A 
Office (CSO) Small firm (10 - 49 employees) 

Medium firm (50 - 249 emnlovees) 
Sources: CSO (2008); DKM Economic Consultants (2006); Task Force on Small Business (1994). 
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The Task Force on Small Business (1994) applied the number of employees as 

the primary criteria for defining the SME. It also defined three classifications of 

firm size - the micro, small and medium firm - with large enterprises defined as 

those employing 250 or more. In comparison, Enterprise Ireland, the 

government development agency charged with fostering the establishment and 

development of fast growth, knowledge-based and internationally-traded service 

firms, mainly High Potential Start Up Firms (HPSUs), applies a broader set of 

employment criteria and places a greater focus on turnover. The SME also has 

to be independently operated (not a subsidiary of a larger operation) and must 

not have an ownership share of more than 25 per cent in any other enterprise. 

Similar to Enterprise Ireland, Shannon Development, the government regional 

development agency for the Mid-West region of Ireland, focuses on the 

development of High Potential Start Up Firms (HPSUs), but applies lower 

employment and turnover thresholds (up to 50 employees and a turnover of £1.3 

million). Shannon Development also provides assistance to SMEs operating in 

the general manufacturing and service industry sectors and the agency applies 

the Task Force on Small Business (1994) definition to define this latter category 

of client. A central finding emanating from the Task Force Report on Small 

Business was that the micro firm was a significant constituent of the SME sector 

in Ireland. In response, the government established the City and County 

Enterprise Boards (CCEB) in 1994 (32 in total). The Enterprise Boards are 

located in each county in Ireland and a number in the larger urban areas. They 

adopt the definition for the micro firm promoted by the Task Force on Small 

Business (1994) given the CCEB remit to support the start up and the micro 

firm. 
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The Central Statistics Office (CSO), the primary producer of firm level data in 

Ireland classifies SMEs into three employment size thresholds: 0-9 employees; 

10-49 employees; 50-249 employees. The CSO provides data on the number of 

manufacturing firms (via the Census of Industrial Production (CIP)), on the 

number of service firms (via the Annual Services Inquiry (ASI)) and on 

construction firms (via the Census of Building and Construction (CBC)) for 

each of the three employment size categories of firm. 

Throughout these varied definitions, employment numbers take precedence over 

financial criteria and can be more easily compared over time and between 

industry sectors. The phrase ̀ small firm' is frequently used in government 

publications in a broad manner to include the micro firm (Task Force Report 

1994; Small Business Forum Report 2006). The CSO data makes a clearer 

distinction between micro, small and medium firms. However, they use the term 

medium firm to describe those with 50 plus employees, without any cut off 

point to distinguish between medium and large firms, thus giving rise to 

difficulties in determining what portion of this category constitute medium 

versus larger firms. These issues pose challenges to researchers when analysing 

and interpreting SME data to arrive at a depiction of their collective numbers 

and contribution and to isolate the relative contribution of the micro, small and 

medium firm. 

Given consideration to these challenges, the analysis of the data for this study 

details the contribution of the SME sector by disaggregating where possible the 

role of the micro firm (less than 10 employees), the small firm (less than 50 

employees) and the medium firm (less than 250 employees) as part of the 
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overall SME sector. In this chapter, all three sizes of firms will collectively be 

referred to as SMEs, as this definition provides an important starting point on 

which to collect, analyse and compare data sources profiling the contribution of 

the SME sector to the Irish economy. The information presented in the 

remainder of this Chapter relies primarily on the data sourced from the Task 

Force Report on Small Business (1994), a number of publications produced by 

the Central Statistics Office (CIP: ASI: CBC) and the Report of the Small 

Business Forum (2006). 

2.3 The Celtic Tiger Era - the Growth of the SME Sector 

In Ireland the period 1994 to 1999 saw the most positive economic results with 

GNP growing rapidly by 8 per cent each year extending into 2001 (Harris 2005). 

This growth was transmitted to the labour market where the numbers at work 

increased at an annual average rate of 2.1 per cent, and the unemployment 

decreased from a rate of 15 per cent in 1994 to 4 per cent in 2000 with a slight 

increase to 4.7 per cent in 2003 (Harris 2005). 

Following the high growth period of the 1990s, Ireland's economy settled down 

into a more steady growth phase from 2000 onwards. The impact of the 

economic slowdown in the US and in a number of EU economies on Ireland's 

economy became noticeable in the early 2000s, resulting in a sharp decline in 

the momentum of the Celtic Tiger (Harris 2005). The nature of the Celtic Tiger 

changed somewhat in the new millennium, where the primary source of 

economic growth moved from the traditional manufacturing sectors to domestic 

construction and consumer service sectors (Harris 2005). However, by 2005, the 
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construction market began to fall back from its unsustainable high growth levels 

and could no longer be relied upon for prolonged employment growth. 

From an industrial policy perspective, the factors that contributed to the success 

of the Celtic Tiger included the importance of FDI inflows (Gray 1997; Barry 

1999; Ruane and Görg 1999; World Investment Bank Report 1999; Harris 2005; 

Acs et al. 2007) and to a lesser extent, the performance of an indigenous stock 

of firms, which, in Ireland, comprises mostly SMEs. In the 1990s, the provision 

of subsidies and investment capital by such Irish state development agencies as 

IDA Ireland encouraged high-profile companies like Dell and Intel to locate in 

Ireland. These companies were attracted by the country's relatively low wages, 

government grants and low corporate tax rates. These monetary incentives in 

addition to EU membership, the availability of a skilled English speaking 

workforce and a stable economic environment provided further inducements to 

attract FDI firms to locate here (Hannigan 1998; Görg and Ruane 2000; Görg 

and Strobyl 2000; Buckley 2001). In addition to the direct employment 

generated by FDI firms they were viewed as important ̀ incubators' for new 

firms in added-value and higher-return industry sectors (e. g., software and 

Information Communication Technologies (ICT)) which were underdeveloped 

at that time in Ireland (Barry 1999; Buckley 2001). 

From the mid and late 1990s changes in the level and impact of FDI activity 

were notable in Ireland. For instance, a number of FDI firms operating in the 

electronics and engineering sectors ceased trading resulting in large scale 

unemployment (O'Sullivan 2000). Additionally, the profits made by FDI firms 

were transferred back to parent firms and did not benefit the local economy 
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(Gudgin et al. 1995; O'Sullivan 2000). Other concerns were highlighted by 

Gudgin et al. (1995) who suggested that a ̀ plateau effect' was evident in foreign 

investment firms whereby there was no real increase in their contribution to 

employment or in the number of new FDI firms locating in Ireland during the 

early 1990s. Furthermore, much of the FDI activity in Ireland was positioned at 

a relatively low point in the value chain. Functions such as research and 

development and marketing were not for the most part located in the Irish 

operations, thus no long term investment was allocated to the development of 

this type of expertise in Ireland. 

Moreover, with the continuation of these trends and increased competition from 

lower-cost economies for existing jobs and investments significant parts of the 

foreign-owned sector remained at risk in Ireland (Forfäs 2003). These features 

of FDI firm behaviour resulted in the loss of both direct and indirect 

employment and uncertainty for smaller indigenous firms who were part of the 

supply chain activities of these FDI firms. This continued in the context of 

declining economic growth, increased wage rates rising above EU levels and 

higher inflation rates (Forfäs 2003). In addition, Ireland was perceived as a high 

cost location in which to do business and the accession of ten new EU members 

in 2004 made it more difficult to retain and attract FDI investment here. As a 

result, a renewed focus emerged on how the indigenous sector, and in particular 

SMEs could be developed as a source of employment creation. 

The recommendations of the Task Force on Small Business (1994), which 

suggested the need for more proactive, targeted government policy to develop a 

sustainable small firm sector in Ireland were overlooked during the Celtic Tiger 

period. A sustainable established small firm sector was important for the Irish 
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economy as small firms were more committed to local regions than FDI firms, 

were deemed an important source of employment creation in regions where FDI 

would not locate and were not constrained by a parent firm as were the majority 

of FDI firms (Kinsella et al. 1994; Gudgin et al. 1995; I3arkham et a!. 1996). 

The importance of the SME sector during this period was captured by Barry and 

Milner (2002: 319) who stated that `the strong presence of small and medium 

sized enterprises (SMEs) is a key feature of the Irish economy. The sector is 

considered to be a crucial factor in the nation's competitive development'. 

Barry and Milner (2002) suggested the contribution of the SME was 

multifaceted, with small firms seen as contributing positively to job creation, as 

innovators of products and services and as catalysts for FDI. 

Despite this emphasis on the importance of the SME sector, it was not until 

2005 that government dedicated resources specifically to examine the 

contribution and the needs of this sector through the establishment of the Small 

Business Forum. This Forum was given the objectives of assessing the profile of 

the SME sector and evaluating the needs of this sector. The Small Business 

Forum (2006) presented details on the number of SMEs and put forward a set of 

recommendations to advise government on the appropriateness of public policy 

initiatives and supports for the SME sector. While this publication and that 

published by the CSO (2008) sketch the numbers of SMEs in operation (their 

contribution to employment, their regional distribution and export activity), 

difficulties exist in establishing a clear description of how SMEs as a cohort and 

its constituent micro, small and medium subsets have performed during the 

Celtic Tiger period. That said, what is known about how the SME sector has 
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contributed to the Irish economy during the period 1994 to 2005 is presented to 

produce for the first time a holistic perspective of the SME contribution to the 

Irish economy. This analysis begins by describing the overall change in the 

number of SMEs in Ireland during the period. 

2.3.1 The Number of Small Firms in Ireland (1994 to 2005) 

The Task Force on Small Business (1994) produced the first in-depth report on 

the profile and contribution of the small firm sector in Ireland. This seminal 

study which focussed primarily on the small firm, estimated that there were in 

excess of 160,000 non-farm small businesses (less than 50 employees) operating 

in Ireland in 1994. Furthermore, 98 per cent of these firms employed less than 

50 persons and over 85 per cent employed fewer than 10 people. This compares 

to a figure of 220,000 businesses with less than 50 persons in 2000 and a figure 

of 250,000 such businesses in 2005 (CSO 2008). Similar to 1994, in 2005, the 

vast majority (97 per cent) of the 250,000 firms employed less than 50 persons 

(CSO 2008). This data is reflected in Figure 2.1 below. 

2006 

2000 

1994 

0 50,000 100,000 150,000 200,000 250,000 

Figure 2.1: Small Firms in Ireland (1994,2000 and 2005) 

Source: CSO (2008). 
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The data published in the Small Business Forum Report (2006) emphasised the 

contribution of small firms, those employing less than 50 persons. This report 

indicated that there were just under 250,000 such firms in Ireland in 2005, which 

represented a growth of 38 per cent in their numbers between 1995 and 2000, or 

a 6.6 per cent increase per annum. From 2000 onwards to 2005 there was a 

slowdown in this growth, where the overall growth rate in the number of these 

small firms was 14 per cent, or 2.6 per annum (Small Business Forum 2006). 

2.3.2 Employment Contribution of Small Firms (1994 to 2005) 

Similar growth patterns were evident in the contribution SMEs made to 

employment during the period 1994 to 2005. In 1994, the 160,000 small firms 

(less than 50 employees) employed 435,000 people or just over one-third of the 

private sector workforce (Task Force on Small Business 1994). In 2005, 

employment by small firms (the number of which had now risen to 250,000) 

had risen to 54 per cent (equal to 770,000 employees) of the total private sector 

workforce (CSO 2007). This corresponded to an impressive 79 per cent increase 

in the number of persons employed in small firms since 1994. The greatest 

increase in employment in the sector was evident for the years 1994 to 2000. 

During this period, growth averaged 8.8 per cent per annum in the numbers 

employed in small firms, compared to a 3.2 per cent per annum growth between 

2000 and 2005. 

These statistics sketch the performance of the total number of small firms in 

Ireland, but do not describe the size of firm or the business sector that has 

performed best over the period. The chapter now turns to presenting data on the 

three sectors detailed in CSO publications: the industrial sector, the service 
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sector and the construction sector. Each sector is analysed to identify the pattern 

of change in the number of small firms and comparable data for medium firms 

as well as their relative contribution to employment during the period 1994 and 

2005. 

2.3.3 SME Activity and Employment in the Industrial Sector 

Data published by the CSO in the Census of Industrial Production (CIP) 

provides the most comprehensive detail on the number and size of industrial 

firms with three or more persons employed. The CSO adopt the NACE 

(Nomenclature gendrale des Activites economiques dans les Communautes 

Europdennes) classification, which provides the framework for collecting and 

presenting a large range of statistical data according to economic activity (e. g., 

production, employment and national accounts). The classification for industrial 

production includes manufacturing businesses operating in the mining, 

quarrying, manufacturing, electricity, gas and water supply sectors (NACE 10 - 

40). 

Unfortunately, the CSO presents CIP data relating to medium and large 

enterprises in one category, as those with 50 or more employees. This broad 

classification creates issues in the inability to draw out the medium (part of the 

SME category) versus large firms (not part of the SME category) or to 

determine what proportion of each contributes most to employment creation. In 

addition, as noted above the CSO's CIP data do not provide information on 

industrial firms that employ less than 3 persons, which makes it difficult to 

obtain a complete insight into the contribution of the SMEs in industrial 

employment. With these cautions in mind, Table 2.3 below presents the CSO's 
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data in a way that allows some commentary on the role of SMEs in the 

industrial sector over the 1994 to 2005 period. 

Table 2.3: Change in the Number of Industrial Firms in Ireland (1994 to 2005) 

Year Firms of 3-9 
employees 
(micro firms 
excluding those 
with under 3 
employees) 

Firms of 
10-49 employees 
(small firms) 

Firms of 50+ 
Employees 
includes medium 
sized together 
with 
(larger firms) 

Total 
firms 

1994 1,549 1,917 911 4,377 
1995 1,448 1,928 975 4,351 
1996 1,444 1931 1 001 4,376 
1997 1,483 2,004 1,029 4,516 
1998 1,438 2,016 1 037 4 491 
1999 1,527 2,063 1 009 4 599 
2000 1,780 2,099 995 4,874 
2001 1,843 2034 993 4,870 
2002 1,964 2,082 952 4,998_ 
2003 1,988 2,094 913 4,995 
2004 1 867 1,968 849 4,684 
2005 1,737 1,838 843 4 418 
% change 
1994 
to 2005 

12.4% -4.1% -7.4% . 95% 

Source: (CSO 2008). 

The number of industrial firms increased in the region of only 1 per cent 

between 1994 and 2005. This apparent stability in the overall figure disguises 

much change within the period. Growth was strongest in the micro firm (this 

excludes micro-firms with fewer than three employees) category (12.4 per cent). 

There was a decrease in the number of firms with between 10-49 employees 

(-4.1 per cent) as was the case with firms employing more than 50 persons (-7.4 

per cent). 

There were also differences within the 1994 to 2005 period. In the early years 

(1994-2000) the number of micro firms recorded in the CIP actually shrank, 

despite the overall increase from 1994 to 2005. Medium size and larger firms 

exhibited an almost opposite pattern with their numbers growing in the early 
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years, peaking in 1999 before declining rapidly to below their 1994 level by 

2005. There was a reduction in the number of industrial firms across all firm 

size classifications post 2003 which continued up to 2005. The declining 

contribution of this sector is further emphasised when an examination of its 

contribution to employment is undertaken (see Table 2.4). 

Table 2.4: Changes in the Contribution of Industrial Firms to Employment 
Between 1994 and 2005 

Year Numbers 
employed 
in firms of 3-9 
employees 

Numbers 
employed 
in firms of 
10-49 employees 

Numbers 
employed 
in firms of 
50+ employees 

Total numbers 
employed 

1994 8,658 42 735 171,655 223,048 
1995 8 037 43,326 184,639 236,002 
1996 8,117 43,74 1 189,535_ 241,393 
1997 8,444 45,455 201,135 255,034 
1998 8,255 46,140 203,334 257,729 
1999 8,682 47,420 206,954 263,056 
2000 9,889 47,370 211,375 268 634 
2001 9,563 46,697 207,938 264,198 
2002 10p636 47,024 196,183 253,842 
2003 10,464 46,237 187,536 244 237 
2004 9,845 43,351 182,293 235,489 
2005 9,029 40 837 181,118 230,984 
% change 
1994 
to 2005 

4.1 % 4.44% 5.5% 3.5% 

Source: (CSO 2008). 

In 1994, the 4,377 industrial firms employed 223,048 persons (CSO 2008). In 

2005, the 4,418 firms employed 230,984 persons, representing a 3.5 per cent 

increase in numbers employed between 1994 and 2005. 

As with the discussion of Table 2.3, on the number of SMEs, Table 2.4 shows 

some interesting differences between the various firm size categories and at 

different times. CIP counted micro firms increased employment numbers by 4.1 

per cent during the period under review which compared favourably with 

industrial firms that had in excess of 50 employees that showed employment 
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growth of 5.5 per cent. The data shows that employment in the small and 

medium/large firms peaked in 2000, whereas growth in the micro segment 

continued and reached its peak in 2002. 

Employment growth across all sizes of industrial firms declined after 2002 and 

that decline continued up to 2005. Going behind the figures of Table 2.4, the 

most notable decline occurred in the traditional manufacturing sectors (e. g., 

textiles, clothing, leather, electronics, paper and printing) (Forfäs 2004). In 

contrast, during this period there was an increase in employment in the added- 

value export oriented sectors, such as the food/drinks, medical devices and 

medical equipment sectors (DKM Economic Consultants 2006). Overall, while 

there was a decline in the contribution of industrial SMEs for the period of the 

study, of note is the significance of the small and particularly the micro firm as 

key components of employment generation until 2002. Despite the continued 

decline in their employment contribution since 2002 no information was 

produced by the CSO to provide an explanation for the decline in industrial 

SMEs. Surely, information on the reasons behind this decline would provide 

invaluable insights on the key business challenges which need to be addressed 

in SME policy. 

2.3.4 SME Activity and Employment in the Service Sector 

The CSO's Annual Services Inquiry (ASI) produces data on the number of 

firms operating in the service sector. Data is produced for all enterprises in the 

retail, wholesale, real estate, renting and business services and other selected 

sectors (NACE 45-96). As with the CIP data used in discussing the industrial 

sector above, the presentation of the ASI too combines the figures for medium- 
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sized with those for larger firms. ASI does however collect information on all 

micro firms employing one person or more. Since ASI data is only available 

from 2000 onwards, it is not possible to make a comparison with how this sector 

performed relative to the industrial sector prior to 2000. As medium-sized firms 

are conflated with larger firms in the presentation of the ASI data, it is difficult 

to plot the pattern of SME change within the service sector. However, we can 

see that the micro and small subset of the SME category in the service sector 

demonstrated substantial growth between the years 2000 and 2005, which is 

highlighted in Table 2.5. 

Table 2.5: Changes in the Number of Firms in the Service Sector between 2000 
and 2005. 

Year Micro Small Small Total of Firms of Total 
firms firms of Firms of Micro and 50+employees firms 

1-9 10-19 20 -49 Small firms (Medium- 
employees employees employees (1-49 sized and 

employees) large firms 
2000 55,600 2,653 2,204 60 496 1 205 61,700 
2001 61,885 3,082 2,555 67 552 1,437 68 958 
2002 67,026 4,662 3 053 74,741 1,572 76,313 
2003 72,077 6,531 2,898 81,506 1,771 83,277 
2004 73,215 7175 3,108 83,498 1,786 85,284 
2005 73,600 5,634 2,901 82,100 1 888 83,988 

change 32.3% 112.1% 31.6% 35.7% 56.6% 36.1% 
1994 
to 2005 

Source: CSO (2008). 

As can be seen from Table 2.5 there were 61,700 service firms in 2000, of 

which the vast majority (98 per cent) employed fewer than 50 persons and 87.5 

per cent constituted micro firms On the whole, across all size categories, there 

was a 36 per cent increase in the number of service firms between the years 

2000 and 2005 with the greatest level of growth evident in service firms 

employing between 10 to 19 persons. 
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The significance of the service sector during the years 2000 to 2005 is further 

reinforced through an analysis of its contribution to employment. Table 2.6 

compares the contribution to employment of the different size service firms 

between 2000 and 2005. 

Table 2.6: Employment Contribution of Service Firms (2000 to 2005) 

Year Firms of 
1-9 

employees 

Firms of 
10-19 

employees 

Firms of 
20-49 

employees 

Firms of 
Total 1-49 
employees 

Firms of 
50+employees 

Total 
numbers 
employed 

2000 174,925 45,718 69,939 290,582 263 168 553,751 
2001 188,493 51,663 76,168 316 324 292,296 1 608,62 
2002 199,949 66,316 89,336 355,601 313,275 

_668,876 2003 210,012 91,937 82,619 384,568 328,549 713,117 
2004 210,868 98 645 93 096 402.1609 334,359 736,969_ 
2005 210,077 81,955 88,172 380,204 360,216 740,419 

change 
1994 - 
2005 

20.9% 79.2% 26.0% 30.8% 36.8% 33.7% 

Source: CSO (2008). 

Table 2.6 shows that 290,582 persons were employed in service firms with less 

than 50 employees, accounting for 52.5 per cent of total employment in all 

service firms. By 2005, this number employed had risen to 380,204 people 

showing an increase of 30.8 per cent. Service firms with less that 50 employees 

accounted for 51.3 per cent of total employment in all service firms (CSO 

2008). Alas, whether or not the growth in firms with 50 or more employees was 

dominated by medium-sized or by larger firms is not discernible from the way 

the data is presented. 

The service sector is dominated by consumer services (ASI 2003) which 

expanded with the increase in consumer spending, changing lifestyle and 

increased discretionary income during the Celtic Tiger period. However, during 

an economic downturn these services are susceptible to economic shocks and 
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owner-managers need to identify opportunities for expansion or diversification 

from their current business activity to ensure sustainability in a changed 

business environment. 

2.3.5 SME Activity and Employment in the Construction Sector 

Concurrent with the growth in the service sector was the unprecedented activity 

in the construction sector. Statistics pertaining to the number of SMEs in the 

construction sector are compiled in the CSO's Census of Building and 

Construction (CBC), an annual inquiry of firms in the building, construction and 

civil engineering sectors employing twenty or more people (NACE 41-43). A 

number of points are noted about the deficiency of data pertaining to SMEs in 

the construction sector. Similar to the service sector, the most comprehensive 

statistics available for the construction sector are from 2000 onwards which 

does not allow for comparison of the data with the industrial sector. Further, the 

lack of pre 2000 statistics does not permit discussion on the pace of growth in a 

sector which emerged as a central tenant of the Celtic Tiger period. Finally, data 

is not produced on the number of construction firms who employ less than 20 

persons, which undervalues the real contribution of this sector as a whole. In 

1995 there were approximately 297 construction firms with 20 or more 

employees. The vast majority, 73 per cent, had fewer than 50 employees (DKM 

Economic Consultants 2006). Table 2.7 shows the change in the number of 

construction firms between 2000 and 2005. 
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Table 2.7: Changes in the Number of Construction Firms in Ireland (2000 and 
2005) 

Year Firms of 20-49 
employees 

Firms of 50+ 
employees 

Total firms 

2000 355 169 524 
2001 367 179 546 
2002 439 207 646 
2003 488 194 682 
2004 512 224 736 
2005 497 231 728 
% change 
1994 - 2005 40% 36.6% 38.9% 

Source: CSO (2008). 

In 2005,68 per cent of the 728 construction firm employed 20 and 49 persons. 

Between the years 2000 and 2005, there was an increase of 38.9 per cent in the 

overall number of construction firms with the highest increase of 40 per cent in 

firms employing between 20 and 49 persons. This compared with a 36.6 per 

cent increase in construction firms employing in excess of 50 persons (CSO 

2008). In 2005 there was a slight decline in the overall number of construction 

firms. However, larger construction firms (with over 50 employees) showed a 

slight increase in numbers, whilst the smaller firms (20.49 employees) showed a 

small reduction. There were almost 67,000 persons engaged in construction 

enterprises (20+ employees) in 2005 (CSO 2008) which represented an increase 

of over 48 per cent since 2000. Table 2.8 presents the detail for employment in 

construction firms between 2000 and 2005. 

Table 2.8: Changes in the Contribution of Construction Firms to Employment 
between 2000 and 2005 

Year Firms of 20-49 
employees 

Firms of 50+ 
employees 

Total numbers 
employed 

2000 9,950 35,015 44,965 
2001 9,840 36,531 46,371 
2002 10,780 40,958 51,738 
2003 11,124 45,432 56 556 
2004 16,254 48,770 65,024 
2005 19,942 49,747 66,689 
% change 
1994 - 2005 100.0% 42.07% 48.3% 

Source: CSO (2008). 
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Overall, the construction firms with more than 20 employees increased 

employment numbers by 48.3 per cent between the years 2000 and 2005. The 

most substantial growth was evident in firms with between 20 and 49 persons, 
0 

which effectively doubled their employment numbers. This compared to a 42 

per cent increase in employment by firms with 50+ employees. Furthermore, 

construction firms employing 20-49 persons accounted for over one quarter of 

all persons engaged in construction enterprises in 2005. The growth in 

employment in this sector slowed significantly from 2003 onwards. Of concern 

is how the firms operating in this sector will adapt to declining construction 

demand and the lack of alternative diversification options for construction firms 

in the current economic climate. 

2.3.6 SME Export Activity 

A characteristic of the business environment in Ireland between 1994 and 2005 

was an increasing emphasis on the need for Irish firms, irrespective of size, to 

consider international markets as a means of firm growth (Enterprise Strategy 

Group 2004). Despite this, little detailed data exists on the pattern of export 

behaviour of SMEs in Ireland (Lawless 2007). Data on export activity for the 

period 1994 to 2005 is primarily confined to FDI firms that in many instances 

used Ireland as an export base. This data did not highlight the specific 

contribution of the micro, small or medium or large firms rendering it difficult 

to isolate their relative contribution to exporting. Additionally, the level of 

export activity undertaken by indigenous firms between 1990 and 2002 was 

described as `negligible' (The Enterprise Strategy Group 2004). Moreover, 

export data for service and construction firms is sketchy for the period of the 

study. 
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Information on the export performance of SMEs is presented on the monetary 

value of their gross output exported and is mostly available from 2000 onwards 

(CSO 2008). Data for medium firms incorporates all firms with in excess of 50 

employees therefore, it is impossible to separate medium firm export data from 

the larger firm data to ascertain their specific contribution to export 

performance. This data is presented in Table 2.9 and shows the change in export 

activity by firm size between the years 2000 and 2005 denoted in the current 

value of their gross output exported (in billions of euro). 

Table 2.9: Gross Output Exnorted by Industrial Firms by Emnlovment Size 
Year Firms of 

3 -9 
employees 

Firms of 
10-49 

employees 

Total 
3-49 

em lo ees 

Firms of 
50+ 

employees 

Total 
Firms 

2000 184.5 2,491.2 2,675.6 69 049.8 71,725.4 
2001 204.4 2,798.7 39003.1 73585.9 76 589.0 
2002 184.5 2,491.2 2,675.6 69 049.8 78788.4 
2003 303.5 2,242.9 2,54 .3 74 520.3 79 629.6 
2004 292.4 1,828.9 2121.2 77 508.4 77 066.6 
2005 264.7 1,663.7 1.928.4 83 169.1 85,097.5 

Source: (LSU zoos). 

In 2000, firms with less than 50 persons exported E2.6 billion of their output 

relative to ¬69.8 billion by firms with more than 50 persons. In 2005, small 

industrial enterprises (less than 50 employees) exported over £1.9 billion of 

their gross output compared to ¬83.2 billion by firms with more than 50 

employees. Exports in smaller firms (10-49 employees) declined from 2002 

onwards, which was contrary to the performance of firms with more than 50 

persons. With regard to the micro firm, export activity peaked in 2003 and 

declined for the two subsequent years. These trends are worrying at a time 

when government policy was encouraging greater levels of export activity in 

SMEs. Disappointingly, the CSO (2008) publication did not provide any 

explanation as to why this was the case, for instance whether it might be related 
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to increased domestic demand for SME product and services; currency 

fluctuations and poorer exchange rates; demand changes in host markets or 

internal management issues. The lack of detail on the profile of SME exporting, 

their industry sector and markets exported into further compound the difficulties 

in isolating rationale for the aforementioned decline in export activity. The 

dearth of information on the export activity of service SMEs renders it 

impossible to determine their contribution. Moreover, data for the export 

performance of SMEs in the construction sector could not be obtained. 

In summary, export performance was dominated by firms employing in excess 

of 50 persons in the industrial sector. An understanding of the number and type 

of SMEs that export is a fundamental prerequisite for informing appropriate 

policies and support interventions to encourage exporting activity. The lack of 

firm size and industry sector export data hinders the development of such 

policies. The deficiency of export data is disappointing given that small firms 

constitute 97 per cent of enterprises in Ireland (Small Business Forum 2006). As 

a country with a relatively limited domestic market for both products and 

services, it is imperative that Irish SMEs that wish to expand continue to seek 

opportunities to grow through exporting to an increasingly globalised world. In 

order to achieve the focus of government policy (Enterprise Ireland Strategy 

Group 2004; Forfäs 2007; Building Ireland's Smart Economy Framework 2008) 

which recommends that Irish SMEs become more international, it is essential to 

strengthen the international growth achieving ability of Irish SMEs. In 

particular, SMEs operating in high growth, value-added sectors (ICT, 

biotechnology, food, financial services) need to be encouraged to avail of 

growth opportunities in international markets. 
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2.3.7 Regional Distribution of SMEs in Ireland 

Data detailing the regional distribution of the SME sector was sourced primarily 

from the Central Statistics Office publications (ASI 2006; CIP 2006; CSO 2007) 

and the DKM (2006) report. The CIP data for industrial firms divides Ireland 

into the Border, Midland and Western (BMW) and the Southern and Eastern 

(S&E) region. Information on the regional distribution of the service sector is 

found in the ASI survey. This provides data at a more aggregated level than the 

CIP sources distinguishing only between the BMW and S&E regions. While it 

was not possible to draw a comparison between the two sets of data an overview 

is presented on what statistical information is available on the overall regional 

distribution of SMEs in Ireland. 

The importance of the small industrial firm sector was biased towards the 

Southern and Eastern regions where in 1995,72 per cent of small industrial 

firms were located in the South and Eastern region, while 28 per cent were 

located in the BMW region. The Mid-East region accounted for 9.4 per cent and 

in the Mid-West region small industrial firms accounted for 6.6 per cent of 

firms. With regard to their contribution to overall employment, 25 per cent of 

industrial employment was in small firms; this varied from 20 per cent in the 

Mid-West to 31 per cent in the Border region whereas in Dublin the figure was 

28 per cent (DKM 2006). This trend continued for 2004 in the Border, Midland 

and Western (BMW) and the Southern and Eastern (SE) regions, where 82 per 

cent of industrial firms were small firms (i. e. up to 49 persons engaged) with the 

largest concentration in the greater Dublin region. The Mid-West region, the 

region chosen for this study is incorporated into the Border, Midland and 

Western (BMW) region. Information is only available for the overall region and 
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is not extrapolated for specific counties, which causes difficulties in isolating the 

spatial distribution of SMEs within the Mid-West region. During the period of 

the study the Mid-West's industrial base was predominantly supported by 

significant numbers of foreign owned firms mainly in the general manufacturing 

and engineering and electronic sectors (CSO 2008). However, employment in 

this sector decreased between 1998 and 2002 by 7.3 per cent which was higher 

than the national average of 0.8 per cent (IBEC 2003). 

In relation to firms in the service sector, the data is vague and provides more 

general information on their spatial contribution than for industrial firms. While 

the majority of such firms in both regions were small, the proportion was 

slightly higher in the BMW region. In 2005, the 20,000 service enterprises with 

less than 50 employees in the Border, Midland and Western (BMW) region 

accounted for 65 per cent of total employment in the services sector. In 

comparison the 62,000 such enterprises in the Southern and Eastern (S&E) 

region accounted 48 per cent of employment (CSO 2007). 

The data on the spatial contribution is vague and non comparable due to the 

different regional categorisations adopted in the CSO publications. It was not 

possible to disaggregate data on SMEs specific to the Mid-West region, as is the 

case for the other seven statutory regions of Ireland. This aggregate data masks 

differences in the profile of SMEs between and within regions and further points 

to the limitations in current SME profile data resulting in an inability to identify 

variations that occur in the composition of SMEs within and across regions in 

Ireland. 
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2.4 Contribution of the SME Sector to the Irish Economy 1994- 
2005 - Key Insights 

In conclusion, it is clear that SMEs were indeed an important growth dynamic to 

the Irish economy and a primary source of employment creation. 

Notwithstanding this, some overriding issues emerge that are worthy of 

consideration in preparing government policy: 

" In 2005, firms with less than 49 persons accounted for almost 22 per cent of 

employment in the industrial sector. Moreover firms with between 1-49 

persons accounted for more than half of total employment in the services 

sector and construction firms with 20-49 persons accounted for over one 

quarter of all persons engaged in construction enterprises in 2005. 

" In 2005, the highest concentration (98 per cent) of micro and small 

enterprises was in the service sector (CSO 2008). In comparison, industrial 

firms with fewer than 50 employees accounted for almost 81 per cent of all 

industrial enterprises (CSO 2008). Finally, in the construction sector over 68 

per cent of all enterprises employed between 20-49 persons (CSO 2008). 

The decline in growth in the number of firms in all sectors employing in 

excess of 50 persons is notable, which would suggest that micro firms are 

not growing into this larger cohort of firms. Of particular note is the 

considerable decline experienced in the construction sector. However, the 

underlying reasons behind the demise of these sectors are not forthcoming 

from the data. 

" It was impossible to comment with any degree of confidence as to the export 

activity of Irish micro and small and medium sized firms given the lack of 

available data. Of concern is the lacuna of data on the pattern of export 

performance of Irish micro and small firms. Overall, data on the export 
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performance of the SME sector is limited between 1994 and 2000 and the 

relatively more detailed data that exists from 2000 onwards relates primarily 

to the industrial sector. Export data for service and construction firms is 

vague. Understanding the number and type of small firms that export is a 

fundamental prerequisite for developing appropriate policies to encourage 

export activity. 

Overall, much of the data available on the SME sector in Ireland is purely 

statistical and based on crude measures, such as, the number of firms in 

operation at one period of time and lacks any explanation underpinning the 

statistics on established SMEs. Moreover, issues arise with the adoption of 

different size thresholds in the compilation of data by government agencies and 

the CSO, which, coupled with a lack of data on certain sizes of firm within the 

industry and construction sectors renders it difficult to obtain a holistic 

perspective of the SME sector in Ireland. The absence of commentary on the 

reasons why the contribution of the SME sector has declined, or on the issues 

associated with the low participation in export activity leaves a number of gaps 

in our knowledge on the complete contribution of the Irish SME sector. This 

detail is imperative to inform relevant and practical policy for SMEs. 

2.5 Concluding Remarks 

A key constituent of the Irish economy during the Celtic Tiger era was the SME 

sector. Given the decline in the number of SMEs in operation post 2003 and 

their reduction in employment numbers, this sector requires attention to ensure it 

continues to play a significant role in what is a very changed economic (national 

and international) landscape. While the Irish economy benefited in the 1990s 

from a combination of favourable national and international trends, post Celtic 
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Tiger Ireland faces challenges presented by a confluence of less favourable 

international economic conditions. These have resulted in more challenging and 

uncertain conditions for Irish SMEs. Moreover, a decline in the level of FDI in 

Ireland creates a greater need to develop a sustainable SME sector. The 

development of government policy is contingent on having a good 

understanding of the SME sector in Ireland. From the analysis of the available 

data it is clear that there are still omissions in our understanding of the role that 

SMEs play in the Irish economy. Fundamental to understanding the SME sector 

is a clearer marking out of the micro, small and medium firms as part of the 

SME sector. The adoption of a common set of criteria to define SMEs by 

government agencies will facilitate more equitable comparison of information 

and improve the ability to arrive at an agreed consensus on the significant 

contribution that the SME sector makes to the Irish economy. In a related 

context and of importance for small firm policy development, is the necessity to 

build on the scarcity of empirical evidence-based information on the factors 

which impact on small business growth. These factors, with a particular focus 

on how a range of internal factors impact on small firm growth are discussed in 

Chapter Three. 
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Chapter Three: The Determinants of Small Firm 
Growth - The Influence of Internal Factors 

3.1 Introduction 

The previous chapter established that the SME sector was an important driver of 

the economic growth in Ireland during the period 1994 and 2005. Despite the 

importance of this sector very little documented evidence is available to explain 

why differences occur in the growth performance of Irish small firms. Hence, 

an understanding of the determinants of firm growth has significant implications 

for the design of relevant and targeted Irish small firm policy (Kinsella et al. 

1994; Barkham et a1.1996; O'Gorman 2001). 

The focus of this chapter is to review the contributions of the literature relating 

to how a range of internal factors influence small firm growth. External macro- 

environmental and internal factors impact on the business growth decisions 

made by the owner-manager (Davidsson 1991; Wiklund 1999; Dobbs and 

Hamilton 2007). The external factors contain a range of economic, political, 

societal/demographic, technological and regulatory aspects which are largely 

outside the control of the owner-manager. It is important that the owner- 

manager is aware of how these will impact on business growth strategies. The 

internal factors are within the control of the owner-manager and will therefore 

greatly determine the level and type of firm growth achieved (Kinsella et al. 

1994; Storey 1994; Smallbone et al. 1995; Barkham et a1.1996; Glancey 1998; 

Roper 1998; Smallbone and Wyer 2000; Greenbank 2001; O'Gorman 2001; 

Donohoe and Wyer 2005; Dobbs and Hamilton 2007; Andersson and Tell 2009; 

Blackburn et al. 2009; Kirkwood 2009). 
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Owner-managers may be exposed to the same external challenges in achieving 

growth, but given the heterogeneity of small firms differences will occur in how 

these challenges are managed by the owner-manager. Examining internal factors 

as determinants of small firm growth will highlight those causing growth 

differences between firms and will assist in the isolation of the characteristics of 

higher growth achieving small firms. 

That said which one or combination of internal factors is the central prevailing 

determinant remains largely unanswered in the literature and is thus a subject of 

ongoing research. For this reason the impact of internal factors on small growth 

are of most interest to this study. In particular three sets of internal factors, the 

characteristics of the owner-manager, the features of the firm and the strategic 

focus of the business will be investigated. 

The first section of the chapter provides an overview of the concept of firm 

growth and examines what constitutes growth in the small firm. An assessment 

of the various measures of firm growth emphasise the importance of adopting 

multiple measures to accommodate the multifaceted nature of small firm 

growth. Since the conceptual framework was developed for the thesis (and 

locked as the data primarily relates to that) a number of the more recent studies 

debating the topic of small firm growth are briefly appraised in the literature 

review. The chapter then evaluates the academic and conceptual research 

studies which are deemed most relevant for the development of this Irish study 

and will identify if there are a common set of internal characteristics common 

across the higher growth firms. The chapter concludes by presenting an 

assortment of internal determinants and their expected impact on the three 

measures of firm growth adopted for the study (employment, turnover and 
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turnover per employee). These form the basis of the research hypotheses which 

will be tested in the empirical research on a sample of SMEs in the Mid-West 

region of Ireland. 

3.2 Small Firm Growth 

Small firm growth is an increasingly investigated phenomenon and is a subject 

of ongoing research in the general small firm research stream (Kinsella et al. 

1994; Storey 1994; Barkham et al. 1996; Sexton and Semilor 2000; Andersson 

2003; Delmar et al. 2003; Philipsen et al. 2003; Wiklund and Shepherd 2003; 

Massey et al. 2006; Davidsson, et al. 2006; Dobbs and Hamilton 2007; Greve 

2008; Andersson and Tell 2009; Blackburn et al. 2009; Kirkwood 2009; Leitch 

et al. 2010; Littunen and Niittykangas 2010). Heterogeneity of firm growth was 

promoted in seminal research on organisation development completed by 

Penrose (1959). She emphasised the importance of differentiating between large 

and small firms and suggested that the theories of firm growth applied to the 

large firm were not applicable. Furthermore, Storey (1994) concluded from his 

analysis of 18 research studies on small firm growth that the internal 

organisations of small and large firms were fundamentally different where the. 

development of a theory of firm growth based solely on the change in the size of 

the firm was not practical in the small firm context. Barkham et al. (1996) 

extended the findings of Penrose (1959) where they viewed the small firm as a 

collection of individuals whose knowledge, skills and abilities influenced the 

direction and level of growth. In particular they found as did Storey (1994) and 

Kinsella et al. (1996) that the owner-manager was the primary determinant of 

growth in the small firm. These findings suggested that understanding the type 
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of objectives for firm growth were an important precursor when examining 

overall growth. 

Similarly, the objectives for growth, if any were viewed as a fundamental 

starting point in researching small firm growth (Kinsella et al. 1994; Barkham et 

al. 1996; Beaver and Ross 2000; Delmar et al. 2003; Dobbs and Hamilton 2007 

Kirkwood et al. 2009). The assumption that all small firms wish to grow their 

business was debated in a number of research studies (Kinsella et al. 1994; 

Storey 1994; Barkham et al. 1996; Gibb 2000; Smallbone and Wyer 2000; 

Wiklund et al. 2003; Wiklund and Shepherd 2003; Donohoe and Wyer 2005; 

Gilbert et al. 2006; Dobbs and Hamilton 2007; Delmar and Wiklund 2008; 

Andersson and Tell 2009; Leitch et al. 2010). In summary, these studies 

suggested that it was incorrect to assume that all firms irrespective of their size 

wished to grow their business or indeed experienced the same challenges in the 

achievement of growth, thus reinforcing the diversity of small firm growth. 

Despite a large number of research studies on the area (see Gibb and Davies 

1990; Kinsella et al. 1994; Storey 1994; Barkham et al. 1996; Ardishvilli et 

al. 1998; Glancey 1998; Roper 1998; Davidsson and Wiklund 2000; Gibb 2000; 

Orser et al. 2000; Smallbone and Wyer 2000; Philipsen et al. 2003; Dobbs and 

Hamilton 2007; Greve 2008; Andersson and Tell 2009; Kirkwood 2009; 

Littunen and Niittykangas 2010) it is difficult to extract a single comprehensive 

perspective of the phenomenon. More recent reviews completed of the extant 

literature on the determinants of small firm growth suggested the research 

produced a disparate rather than a comprehensive understanding of what is a 

complex concept (Hugo and Garnsey 2005; Garnsey et al. 2006; Koeller and 
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Lechler 2006; Dobbs and Hamilton 2007; Blackburn et al. 2009; Achtenhagen 

et al. 2010; McKelvie and Wiklund 2010; Leitch et at, 2010). Additionally, 

these studies found that difficulties existed in arriving at a consensus of what 

constitutes small firm growth due to variations in the methodologies employed 

by such studies rendering it difficult to make comparisons between results and 

making generalisations and prediction problematic. Furthermore, the utilisation 

of the dichotomy of growth distinguishing only between `growing' and 

`declining' firms failed to adequately deal with the fact of most firms do not 

grow continuously (Smalibone et al. 1995; Blackburn et al. 2009). 

Consequently, despite the extensive research on this topic, variations in the type 

of growth objectives; differences in how growth is measured; disparity in the 

time frame of the research studies and a variation in the number of internal 

variables investigated result in a lack of coherence regarding a predictive set of 

internal determinants of small firm growth or the emergence of a single theory 

to describe small firm growth. 

Given that different and multiple objectives for growth can exist in the small 

firm, which may result in different growth outcomes, it is important that the 

choice of growth measures adopted in researching growth take cognisance of the 

multidimensional aspects of firm growth (Storey 1994; Kinsella et at 1994; 

Barkham et al. 1996; Davidsson and Wiklund 2000; Delmar et al. 2003; 

Pasanen 2006; Dobbs and Hamilton 2007; Morrison et al. 2008; Shepherd and 

Wiklund 2009; Achtenhagen et al. 2010; McKelvie and Wiklund 2010). 

Essentially, the choice of the most appropriate growth measure(s) to apply 
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should consider that the different aspects of firm growth may have different 

determinants. 

3.3 Measuring Small Firm Growth 

In a broad sense, Brush and Vanderwerf (1992) suggested that growth was a 

descriptor of the performance of small firms, where performance was gauged by 

different measures applied by the various firm stakeholders both internal and 

external. The main internal stakeholder is the owner-manager. External 

stakeholders can constitute funding agencies, government organisations, 

customers and suppliers who have different demands from the small firm. As 

firm growth may take different forms and is assessed by a range of stakeholders 

a number of measures should be applied to comprehensively capture the 

dynamics of small firm growth (Kinsella et al. 1994; Storey 1994; Westhead and 

Birley 1995; Barkham et al. 1996; Roper 1998; Davidsson et al. 2006; Dobbs 

and Hamilton 2007; Blackburn et al. 2009; Achtenhagen et al. 2010; McKelvie 

and Wiklund 2010). There are many measures available to assess the level of 

small firm growth ranging from key financial indicators such as turnover and 

profit and the commonly used non-financial measure of employment growth 

(Storey 1994; Westhead and Birley 1995; Barkham et al. 1996; Glancey 1998; 

O'Gorman 2001; Delmar et al. 2003; Freel and Robson 2004; Blackburn et al. 

2009; Kirkwood et al. 2009; Achtenhagen et al. 2010; McKelvie and Wiklund 

2010). 

Financial turnover is a useful output measure for assessing small firm 

performance with respect to aggregate sales and market share. According to 

Barkham et al. (1996) turnover is the main indicator small firm owner-managers 
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use in assessing the performance of their firm. In addition Barkham et al. (1996) 

found that turnover was the least problematic of the financial variables to use as 

it was easy to measure, record and was more readily obtained from the owner- 

manager relative to profit figures. Moreover, in a cross-industry study turnover 

growth provides a useful means for benchmarking the findings of research 

studies (Barkham et al. 1996; Ardishvilli et a1.1998; Liao et al. 2001). 

However, it is important to consider how the turnover figure is presented and 

identify any assumptions underpinning the data as these may impact when 

comparing the findings of research studies. 

The second financial measure less frequently applied in an assessment of firm 

growth is the level of profit achieved. Research evidence on the association 

between small firm growth and profitability is weak (Barkham et a!. 1996; 

Glancey 1998; Roper 1999; Hamilton and Lawrence 2001; Dobbs and Hamilton 

2007; Shepherd and Wiklund 2009). This challenged the idea that where firms 

did not achieve profit, small firm growth did not occur; or alternatively; that the 

achievement of profit did not necessarily result in growth in other aspects of the 

business (Barkham et al. 1996; Glancey 1998; Roper 1999; Dobbs and Hamilton 

2007). The fact that the profit figure of a firm may not reflect the real financial 

position of the firm and may be inversely related to firm growth limits its use in 

a research study (Storey 1994; Barkham et al. 1996; Glancey 1998; Roper 1999; 

Hamilton and Lawrence 2001). Further, as profit figures can change due to 

internal investments which absorb cash flow and may not result in immediate 

financial gains, it may present an inaccurate financial perspective of the business 

(Storey 1994; Barkham et al. 1996). 
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Finally, as the profit figure determines the tax liability for the firm there may be 

some manipulation of the data to reduce tax liabilities and hence, it may not 

reflect the actual performance of the firm. The limitations associated with the 

use of profit as a sole means of gauging small firm growth outweighed the 

benefits associated with it in this study, since the primary focus is on guiding 

government policy where employment is a primary concern. 

The restrictions of a financial measure as the only measure of small firm growth 

was further heightened in studies (Barkham et al. 1996; Roper 1998; Liao et al. 

2001; Kirkwood et al. 2009; McKelvie and Wiklund 2010). IIarkham et al. 

(1996) indicated the need to differentiate between firm growth and financial 

performance, as firm growth reflected a broader application which encompassed 

growth in areas such as employment, market share and product development. 

This directed consideration of appropriate non-financial measures to augment 

the limitations of the financial measures of either turnover or profit. The most 

frequently used non-financial measure of small firm growth encountered in the 

literature was on employment numbers. Employment growth is a popular 

measure adopted for research with a public sector orientation as job creation is 

an important focal point for government policy (Kinsella et al. 1994; Smallbone 

et al. 1995; Barkham et al. 1996; Davidson and Wiklund 2000; Cassar 2007; 

Moreno and Casillas 2007; Kirkwood 2009). This indicator is often applied as 

this information is easily collected, is not affected by inflation and is beneficial 

for cross-comparative purposes. That said, there are a number of issues which 

require consideration. Firstly, there is a changing pattern and composition of 

employees in the small firm towards part-time, temporary or sub-contract staff 

(see for example, SFA 2003). If small firms outsource aspects of employment, 
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then employment growth will not always be highly correlated with sales growth 

(Barkham et al. 1996; Delmar et al. 2003: Dobbs and Hamilton 2007). 

Information on employment numbers beyond full time staff to reflect part-time 

employment should be sought. 

Secondly, the employment profile of the small firm may vary by industry sector 

and requires consideration when adopting the employment growth measure in 

research studies across multiple industry sectors. Thirdly, employment growth 

may not automatically result in the financial growth of the firm or indeed the 

converse may not be automatic in the small firm which may affect the results of 

research findings. For instance, an increase in the number of employees may 

result in a strain on the cash flow of the firm for a period of time, thus 

negatively affecting the financial growth of the firm, or small firms may 

experience financial growth in turnover or profits but may not increase 

employment numbers. This may be the case in certain industry sectors where 

the need for increased staff is less due to greater use of technology in conducting 

business operations. These issues can be accommodated by incorporating a 

financial measure such as turnover and identifying if a relationship exists 

between the turnover and employment measures of firm growth. 

In addition to a focus on employment generation, government policy is also 

concerned with the cost competitiveness of small firms (Small Business Forum 

Report 2006; Building Ireland's Smart Economy Framework 2008). The 

productivity of a firm is an important indicator for individual enterprises as well 

as for policy. For the individual firm labour productivity or turnover per 

employee is a primary barometer of the their return on staff and of the 

60 



Chapter Three: The Determinants of Small Firm Growth-The Influence of Internal Factors 

performance of the firm, while from a policy perspective aggregate productivity 

is a key determinant of economic growth (Lindsay 2004; Brouwer et al. 2005). 

Productivity is concerned with the ratio of inputs and outputs in the production 

process, or how much production is generated with the available production 

factors (labour or all other production factors) (Brouwer et al. 2005). This 

study focuses on labour productivity or turnover per employee growth. Irish 

government acknowledge the importance of improving productivity levels in 

Irish SMEs as a basis of greater cost competitiveness nationally and 

internationally (Small Business Forum 2006). Therefore, cost management is a 

key challenge impacting on their competitiveness. Given that the cost of 

employing staff is a primary input cost for the small firm (SFA 2003; Small 

Business Forum 2006) it is imperative that owner-managers can assess the 

return on investment employees provide. 

Research conducted by Taymaz (2002) and Jensen et al. (2001) suggested that 

turnover per employee growth rates are connected to firm age and size. These 

suggested that new firms would show higher levels of productivity growth 

where after a number of year's productivity declined. It was also found that 

industry sector characteristics impact on productivity growth in the small firm 

(Taymaz 2002). The collection of this type of data provides an important means 

of benchmarking firm performance in a multiple industry sector study. The 

assumption that the more productive firms will grow while the least productive 

will achieve lower levels of firm growth was discounted by Coad (2007). This 

was also debated in studies by Disney et al. (2003) and Bailey and Farrell 

(2006) where it was suggested that some firms increase productivity through 

expansion while it occurs in other firms through downsizing. Additionally, 
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lower business growth in higher productive firms may be attributable to the fact 

that owner-managers may not have the desire to grow their business or may not 

have the internal capabilities to avail of growth opportunities (Bailey and Farrell 

2006; Coad 2007) thus, bringing to the fore the importance of investigating how 

internal factors can impact on this aspect of firm growth to obtain a more 

composite perspective of firm growth. As no single measure, financial or non- 

financial on their own will accurately capture the multifaceted nature of firm 

growth, where growing in one dimension does not necessarily result in growth 

in the others, thus a combination of measures should be applied in this research 

study. 

The use of multiple measures was recommended in a number of the research 

studies reviewed (Kinsella et al. 1994: Storey 1994; Barkham et al. 1996; Roper 

1998: Davidsson and Wiklund 2000; Hart and McGuinness 2003; O'Gorman 

2001; Dobbs and Hamilton 2007; Gilbert et aL 2006; Kirkwood 2009; Shepherd 

and Wiklund 2009; Achtenhagen et al. 2010; McKelvie and Wiklund 2010). In 

summary, these studies recommended that multiple measures capture the 

different types of firm growth (financial and non-financial) they also identify 

how measures relate to a range of internal factors and examine the relationship 

between the growth measures themselves. While it is sensible that a number of 

measures should be used to assess small firm growth, a consensus on what 

measures or how many to adopt was difficult to achieve from the literature. As 

firm growth has been measured in a number of ways in the various studies 

comparing different research results is a challenging task (Brush and 

Vanderwerf 1992; Glancey 1998; Hamilton and Lawrence 2001; Daily et aL 
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2002; Harber and Reichel 2005; Dobbs and Hamilton 2007; Blackburn et al. 

2009; Achtenhagen et al. 2010; McKelvie and Wiklund 2010). 

In a related manner, the time span over which firm growth is analysed in the 

literature varies considerably. In relation to the regularity of firm growth 

research suggests a need to incorporate measures to capture how firm growth 

changed over a time period (Robinson and Gallagher 1993; Storey 1994; 

Barkham et al. 1996; Deakins and Freel 1998; Hamilton and Lawrence 2001; 

Delmar et al. 2003; Dobbs and Hamilton 2007; Blackburn et al. 2009; 

McKelvie and Wiklund 2010). This can be achieved by comparing the data 

between two or more time periods (Barkham et al. 1996; Hamilton and 

Lawrence 2001; Dobbs and Hamilton 2007) or over periods of time that are 

sufficiently long to allow for growth patterns to become apparent (Barkharn et 

al, 1996; Dobbs and Hamilton 2007; Achtenhagen et al. 2010; McKelvie and 

Wiklund 2010). Such approaches would help to verify whether those variables 

associated with one period of growth are present and contributing to the 

sustained growth beyond that period, thus in some way accommodating the 

regularity/irregularity of small firm growth. In summary, as no single measure 

accurately captures the multidimensional nature of firm growth a combination of 

financial and non-financial measures are applied in this study investigating the 

determinants of small firm growth. This will also allow for some level of 

comparability with the existing growth studies. The financial measure applied is 

turnover growth and the non-financial measures include employment growth 

and turnover per employee (proxy for labour productivity). Further, growth is 

measured to capture the change in firm growth over a period of time (1996 to 
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2000). Just as the measures of growth vary, so do the independent variables or 

determinants that have been suggested to influence small firm growth. 

3.4 Determinants of small firne growth - the Influence of 
Internal Factors 

The role of internal factors as determinants of firm growth was emphasised in 

seminal research on organisation growth and development by Penrose (1959). 

She argued that firm growth was a function of the resource capabilities of the 

firm and the expectations of the owner-manager, where the sourcing and 

utilisation of these resources by the owner-manager determined the nature of 

small firm growth. This emphasis on the pivotal role of internal factors, most 

notably the characteristics of the owner-manager was reiterated in a number of 

academic and conceptual studies (Kinsella et al. 1994; Storey 1994; Smallbone 

et al. 1995; Barkham et a1.1996; Glancey 1998; Roper 1998; Smallbone and 

Wyer 2000; Baum et al. 2001; Greenbank 2001; O'Gorman 2001; Blackburn et 

al. 2003; Hart and McGuinness 2003; Poutziouris 2003; Wikiund et al. 2003; 

Barringer et al. 2005; Donohoe and Wyer 2005; Dobbs and Hamilton 2007; 

Andersson and Tell 2009; Blackburn et al. 2009; Kirkwood 2009). The review 

of the literature has extensively discussed the determinants of small firm growth 

with an emphasis on three dimensions, namely owner-manager characteristics, 

firm characteristics and strategic activities, which form the core of this study. 

The most commonly researched factors investigated in the studies are outlined 

in Figure 3.1 below. 

64 



Chapter Three: The Determinants of Small Firn: Growth-The Influence of Internal Factors 

f Owner-manager 
Chäräcteristics 

Age- 
Education,, ' 
Career history'' 

- -', " Second firm `�_ 

Firm Growth 
W66sur': 11 
Employment 

Turnover 
Turnover per employee 

Firm Characteristics 
ýý- Sie 

Industry sector 
- ". Ownership 

Structure 

:., Strategic Focus ;, °- 
. 

; Objectives for growth 
Strategic plan 
Type of strategy 
Use of external 
assistance 

Figure 3.1: Internal Determinants of Small Firm Growth 

Overall, the research framework for this study is that of the internal 

determinants of small firm growth and the academic study conducted by 

Kinsella et al. (1994) is the primary study drawn upon to direct this study. 

Secondly, the academic study conducted by Barkham et al. (1996) was deemed 

relevant as it addressed a comprehensive range of internal factors and adopted a 

similar research approach to that of Kinsella et al. (1994). The conceptual 

review completed by Storey (1994) was evaluated for its relevance as it 

provided an important insight and direction to subsequent studies on the internal 

determinants of small firm growth. Although primarily cushioned within these 

aforementioned studies the review of the literature engages with a number of the 

more recent studies and debates on small firm growth (Roper 1998; Davidsson 

and Wiklund 2000; Hamilton and Lawrence 2001; Liao et al. 2001; O'Gorman 

2001; Poutziouris 2003; Wiklund et al. 2003; Donohoe and Wyer 2005; Gilbert 

et al. 2006; Wilkund et al. 2007; Kirkwood 2009; Shepherd and Wiklund 2009; 

Achtenhagen et al. 2010; Leitch et al. 2010; McKelvie and Wiklund 2010). 
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The conceptual study completed by Storey (1994) provided a starting point for 

reviewing the literature on small firm growth. This study comprised of an 

evaluation of 18 studies on small firm growth which were completed mainly in 

the United Kingdom and United States from the late 1980s and early 1990s. In 

summary, Storey (1994) found that a positive connection existed with three 

categories of internal factors as follows: personal characteristics of the owner- 

manager (such as the motivation for starting the business, their age, education 

and work experience either in paid employment or in self employment); the 

characteristics of the firm (such as firm age, size, industry sector and location of 

the business); and the strategic focus of the owner-manager, which incorporated 

the type of strategies pursued for firm growth and the use of external advice in 

strategy development. Table 3.1 details the extensive range of factors identified 

by Storey in his review of the various research studies. 

Table 3.1: Factors Influencing Growth in the Small Firm 

Entrepreneur/ Resources The Firm Strategy 
Q Motivation 0 Age Q Workforce 
0 Unemployment 0 Sector Q Management training 
Q Education Q Legal Form Q External equity 
0 Management Experience Q Location Q Technological sophistication 
0 Number of founders Q Size Q Market positioning 
Q Prior self-Employment QOwnership Q Market adjustments 
0 Family history 0 Planning 
0 Social marginality Q New products 
0 Functional skills Q Management recruitment 
Q Training Q State support 
0 Age Q Customer concentration 
Q Prior business failure Q Competition 
Q Prior sector experience Q Information and advice 
Q Prior firm size experience QExporting 
Q Gender 

Storey (1994) 

In summary, Storey (1994) concluded that higher growth firms were operated 

by owner-managers who were motivated by the identification of positive market 

"I 
°, 
ý_t 

opportunities, were relatively well educated and held previous managerial äj 
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positions. With regard to the features of the firm, the evidence suggested that 

firm age, size, industry sector, legal form and location were positively related to 

small firm growth. Finally, more specific relationships emerged between the 

type of business strategies adopted and small firm growth. Storey found that 

growth was linked with firms where equity was sought with external 

organisations, those who had a strong management structure in place and firms 

that implemented market positioning and new product development strategies. 

While the majority of studies he reviewed were in agreement as to the positive 

impact of the aforementioned internal factors, a number of studies found 

contradictory results, further highlighting the heterogeneity of firm growth. 

Storey's (1994) categorisation of the internal factors influencing small firm 

growth provides a useful inventory or listing of relevant determinants for 

analysis in research studies. However, these findings were not combined into an 

integrated model rendering it difficult to ascertain how the factors related with 

each other in the explanation of small firm growth. Additionally, Cooney and 

Malien (2004) commented that while there was a great depth of singularity was 

associated with the discussion on each of the determinants there was a lack of 

evidence to support or arrive at a consensus on the exact nature or significance 

of their effect on firm growth or how they interacted with each other to determine 

small firm growth. 

The conclusions put forward by Storey (1994) were arrived at by comparing the 

findings of a broad range of studies which were predominately cross sectional 

and adopted a number of definitions of firm growth. Further, difficulties arose 

when comparing the research findings across the studies due to discrepancies in 
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the number of factors examined, in the sample sizes, the time frame of the 

studies and in the choice of growth measures applied. 

In essence, Storey (1994) did acknowledge the limitations of the comparative 

study and concluded that since all three sets of factors impacted on each other in 

the achievement of firm growth he recommended to investigate how these 

internal factors were related and interacted with each other to more 

comprehensively explain the dynamics of small firm growth. That said, his 

findings provide a useful context on which to review small firm growth research 

and the study is significant as it heightened the importance of continuing 

research on the internal determinants of small firm growth. 

In Southern and Northern Ireland, the first comprehensive study on this topic 

was completed by Kinsella et al. (1994). The primary focus of this cross border 

quantitative study (in-depth interviews) was to examine the characteristics of 

faster growing small firms in Northern Ireland and the Republic of Ireland. 

This was achieved by comparing the performance of a sample of firms defined 

as fast growth and matched firms. In total 80 firms were surveyed where 20 

firms were fast growth and 20 matched firms were interviewed in each 

jurisdiction. The criteria used for selection of the higher growth firms were 

profitability and return on assets. Correspondingly, the matched firms were 

identified from the same industry sectors and possessed similar ownership 

structure and age profiles. The survey broadly replicated the range of factors 

investigated and the methodology adopted in an earlier study conducted by 

Storey et al. (1989) on fast growing firms in North East England. The Kinsella 

et al. (1994) empirical study examined how three sets of internal factors, owner- 
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manager characteristics, firm characteristics and the choice of strategy were 

associated with small firm growth in both jurisdictions. 

With regard to owner-manager characteristics, factors such as the education 

levels, prior work experience and management experience were tested. Research 

on how the characteristics of the firm were associated with small firm growth 

included the product/service range, the firm's industry sector, firm size and the 

age of the firm. Finally, the research examined how management practices and 

business strategies were connected with small firm growth. 

In summary, Kinsella et al. (1994) found that the owner-managers who 

achieved higher firm growth established their firm for positive reasons, the 

majority had third level formal education, with a tendency towards technical 

rather than business qualifications. The faster growth firms in this survey had a 

greater awareness of their competitors and had a close relationship with their 

customers. Strategies which focused on new product and international market 

development were characteristic of higher growth firms in the research 

completed by Kinsella et al. (1994). 

Kinsella et al. (1994) concluded that due to the lack of a common collection of 

factors specifically associated with the faster growth firms, it was impossible to 

devise a ̀ blueprint of fast growth firms' as some of the characteristics associated 

with the faster growth firms were shared with matched lower growth firms. 

Rather what emerged was that the faster growth firms showed evidence of 

possessing more of these factors from the onset of their business. Based on these 

findings, from a policy perspective the Kinsella et al. (1994) study raised 
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important issues to inform government policy on small firm growth which was 

lacking at the point in Ireland and was timely given the publication of the Task 

Force Report (1994). The recommendations emphasised the importance of 

greater selectivity in relation to the provision of government polices aiming to 

generate sustainable growth in small firms. This selectivity would additionally 

assist those start-up firms which exhibited the characteristics of faster growth 

firms to increase their probability of continued business growth. 

In drawing comparisons between Kinsella et al. (1994) study with the findings 

of the conceptual study by Storey (1994) due recognition must be given to the 

variations in the methodologies adopted and the different economic and small 

firm industrial policy contexts of the jurisdictions of the studies. That said, 

common themes emerge between both studies as to the importance of owner- 

manager characteristics (motivation to start the business, age, education and 

prior same industry experience) as determinants of small firm growth. The 

Kinsella et al. (1994) was the primary empirical study in the Irish context and a 

similar one has not been undertaken since. Thus, it provides a very useful 

template on which to update much needed empirical research on the 

determinants of growth in Irish small firms. 

The second primary academic research study drawn upon to guide this research 

study was conducted by Barkham et al. (1996). Their primary objective was to 

analyse the determinants of small firm growth with a particular focus on the 

relationship between the growth of the firm and the characteristics of the owner- 

manager. In addition Barkham et at (1996) included how firm growth was 

impacted by the characteristics of the firm and the choice of business strategy. 

Barkham et al. (1996) obtained detailed feedback from 171 owner-managers in 
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four regions (Northern Ireland, Leicestershire, Hertfordshire and Wearside) for 

the period 1986 to 1990. The focus of the study was on manufacturing firms as 

it was deemed this sector was critical to the achievement of long term economic 

growth in local and regional economies. Turnover growth was adopted as the 

main measure of growth. Employment growth was applied as a second measure 

where the sample of firms was divided into three categories of employment 

growth. The first, defined fast growth firms as those who experienced 100 per 

cent or greater employment growth, the second category comprised of 

medium/slow growth firms who showed between 1-99 per cent employment 

growth and the third category were the static/declining firms who had zero or 

negative employment gain over the period. 

The Barkham et al. (1996) study examined how characteristics such as the 

gender, age, education, career history and involvement by the owner-manager in 

another business impacted on small firm growth. It also examined firm specific 

factors such as how firm age, size, location, and legal structure influenced it. 

The third group of internal factors researched how business planning, product 

and process development strategies, marketing activities and the use of external 

advice with strategy development impacted on firm growth. The firms that 

displayed the highest level of growth were operated by the younger owners who 

owned more than one small business. Formal academic or vocational 

qualifications of owner-managers were found to have little direct impact on firm 

growth except in the case of owner-managers who were members of 

professional organisations. Regarding the type of business strategy, there was 

evidence that a strategy of incremental product improvement resulted in higher 
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levels of firm growth. Finally, respondent owner-managers who sourced 

external capital grew faster. 

While the range of internal factors researched in the Kinsella et al. (1994) and 

Barkham et al. (1996) studies were similar, the latter study included a broader 

range of factors with a larger sample size of firms and engaged with more 

comprehensive quantitative statistical analysis of their findings. Furthermore, 

the recommendations emanating from that study contained more comprehensive 

insights for policy development and identified topics worthy of further research 

to enhance the understanding of the internal determinants of small firm growth. 

Recommendations emerged on how an understanding of the internal 

characteristics of higher growth firms facilitated more effective design and 

targeting of government policies. Common findings emerged from the Kinsella 

et al. (1994) and the Barkham et al. (1996) studies with respect to the positive 

impact of certain owner-manager characteristics (age and prior work experience 

at managerial level). In addition the two studies suggested that ownership in a 

second small firm, the existence of a strategic plan and engagement in activities 

such as market research, direct marketing and sales were characteristic of higher 

growth firms. 

Similar to Storey's conclusion Barkham et al. (1996) further argued for the 

development of an explanatory framework which incorporated how a range of 

owner-manager characteristics were linked to influence small firm growth. 

Notwithstanding the variations in the economic contexts, the range of internal 

determinants examined and in the methodological approaches between the 

Storey (1994); Kinsella et al. (1994) and the Barkham et al. (1996) studies, 
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ultimately they were unanimous in relation to the necessity of understanding 

how internal factors impacted on firm growth as a precursor for more effective 

and relevant government policy to stimulate sustained small firm growth. 

Essentially, the findings in these studies emphasised three internal areas of 

convergence; owner-manager characteristics, characteristics of the firm and the 

strategic focus of the business as key determinants of small firm growth. Each 

one comprises of a number of components which are now discussed in terms of 

their association with small firm growth. 

3.4.1 Owner-Manager Characteristics and Small Firm Growth 

A distinguishing characteristic of small businesses is that ownership and 

management are typically combined and subsequently the owner-manager of a 

small business has a strong influence on the functioning and direction of the 

firm (Kinsella et al. 1994; Barkham et al. 1996; Storey 1996; Baum et aL 2001; 

North et al. 2001; Wiklund et al. 2003; Barringer and Jones 2004; Barringer et 

al. 2005; Wijewardena et al. 2008; Kirkwood 2009). The desire to grow the 

small firm is not an automatic objective for the owner-manager irrespective of 

the growth potential of the business (Storey 1994; Kinsella et al. 1994; Barkham 

et al. 1996; Delmar and Davidsson 1998; Glancey 1998; O'Gorman 2001; 

Poutziouris 2003; Gilbert et al. 2006; Dobbs and Hamilton 2007; Andersson 

and Tell 2009; Blackburn et al. 2009; Leitch et al. 2010). These studies further 

suggested that many business founders may only have modest growth 

aspirations for their firm with just the minority wishing to achieve rapid firm 

growth. These findings reinforce the key role of the owner-manager as the 

precursor of firm growth which can be further explained when the reasons for 

establishing the business are examined. Why the small business was established 
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was a starting point in a number of research studies investigating the 

determinants of small firm growth (Kinsella et al. 1994; l3arkham et a1.1996; 

Hamilton and Lawrence 2001; Reynolds et al. 2001; Donohoe and Wyer 2005). 

The motivation to start the business may have implications for the decisions the 

owner-manager makes for the subsequent growth of the firm. 

3.4.1.1 Motivation to Start the Business 

Individuals start a new business for reasons which are classified as either 

`opportunity' or `necessity' driven (Reynolds et al. 2001; Davidsson and 

Wiklund 2000; Wiklund and Shepherd 2003; Acs 2006; Hessels et al. 2008; 

Delmar and Wiklund 2008; Littunen and Niittykangas 2010) a classification 

parallel to `pull' and ̀ push' factors. Opportunity entrepreneurship reflected a 

positive perception and attitude to self employment by the entrepreneur, 

whereas necessity entrepreneurship emerged where individuals started a new 

business due to negative reasons, mainly the absence of employment 

opportunities. A number of studies investigated variances across individual 

motivations for starting a business and their impact on the growth of the 

business. Agreement existed within the majority of research that owner- 

managers who started their business for positive ̀pull' factors such as to exploit 

an opportunity in the market achieved higher levels of firm growth compared to 

a business for which the primary reasons were negative ̀push' factors such as 

unemployment, dissatisfaction with present employment (Kinsella et al. 1994; 

Storey 1994; Smallbone et a1.1995; Smallbone and Wyer 2000; Hamilton and 

Lawrence 2001; Reynolds et al. 2001; Delmar and Wiklund 2008; Littunen and 

Niittykangas 2010). 
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While the majority of faster growth firms were started for positive reasons in the 

study conducted by Kinsella et al. (1994) twenty per cent of firms who had 

achieved higher growth had started their business for a negative reason - 

dissatisfaction with their previous job. Additionally, three of the seven relevant 

studies reviewed by Storey (1994) were unable to identify a direct association 

between positive motivations and subsequent firm growth. 

The lack of supportive evidence for motivation as a predictor of small firm 

growth was also endorsed in a number of studies (Liao et al. 2001; Papadaki 

and Chami 2002; Dobbs and Hamilton 2007). These studies did not support the 

hypothesis that individuals who started a business because they were `pushed' 

by unemployment would achieve less success in growing their business. Liao et 

al. (2000) commented that the studies investigating the impact of motivation on 

small firm growth were difficult to compare due to different research 

approaches and varying interpretations applied to the term motivation, thus, 

presenting difficulties in obtaining a clear consensus on its association with firm 

growth. A review of a range of studies on small firm growth by Dobbs and 

Hamilton (2007) confirmed that while the motivation to start the business might 

be a strong indicator of firm growth it may not necessarily convert into actual 

growth. These varied results indicate the need to continue to research this topic 

to identify its importance as a determinant of small firm growth where a 

question is posed in this study of established small firms on how the reason 

behind why the business was established (positive or negative motivation) 

impacts on the subsequent growth of the business?. 
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3.4.1.2 The Age of the Owner-Alanager 

A number of studies which found a significantly negative relationship between 

the age of the owner-manager and small firm growth argue that this negative 

relationship may be due to the owner-managers initial goal for growth, or due to 

a higher energy level and willingness of younger owner-managers to assume 

business risks compared to older owner-managers (Davidsson 1991; Storey 

1994; Barkham et al. 1996; Autere and Autio 2000; Orser et al. 2000; Welter 

2001; Davidsson et al. 2002; Bullock et al. 2004). 

However, Storey (1994) found that throughout six studies no clear relationship 

existed between the age of the owner-manager and small firm growth. Barkham 

et al. (1996) found that while the highest level of firm growth were associated 

with the younger owner-managers, positive levels of firm growth was also 

achieved by the oldest age cohort of respondents. They found that the younger 

owner-managers in their study (31-40 year age category) achieved the highest 

rate of small firm growth. The research also found that while growth declined in 

firms managed by the middle age group (41-50 years) it increased in the oldest 

age category (6lyears plus). The analysis suggested that younger owner- 

managers were more interested in growth and were more likely to adopt focused 

growth business strategies. Similarly, research by Kinsella et at (1994) revealed 

that faster growth firms were owned by the middle aged group of respondents 

who were aged between 35 and 44 years, with the second highest level of firm 

growth associated with the older owner-managers, those aged between 45 and 

54 years. 

Given the variations in the research findings on this area a number of issues 

should be considered for this study. For instance it is important to have common 
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age categories to allow for comparison of data findings between the research 

studies, which is lacking in the majority of studies. The age thresholds adopted 

for this study align with those applied in the Kinsella et al. (1994) study and 

should thus facilitate a level of comparison. Given the fact that individuals are 

starting a business at a younger age in Ireland (see Global Entrepreneurship 

Monitor Reports 2006; 2007) owner-managers in younger firms will have less 

accumulated work experience when starting a new business, but will more likely 

possess higher levels of education. These characteristics, in addition to the 

consensus in the findings in a number of studies (Davidsson 1991; Storey 1994; 

Barkham et al. 1996; Autere and Autio 2000; Orser et al. 2000; Welter 2001; 

Bullock et al. 2004) would suggest that younger owner-managers should 

achieve higher firm growth. 

3.4.1.3 The Educational Profile of the Owner-Manager 

According to Garavan et al. (1997) education encourages enterprising behaviour 

as it provides individuals with a sense of autonomy, independence and self- 

confidence, qualities which were perceived important when starting and 

managing a new firm. Wiklund and Shepherd (2003) further suggested that 

education formed an important part of the human capital of the business which 

would determine the type and quality of decisions made by the owner-manager 

to grow their business. 

Additionally, knowledge-intensive education should provide specialist 

knowledge and expertise in subject areas which can benefit if the business is 

established in that specific area (Kinsella et al. 1994; Smallbone and Wyer 

2000; Barringer and Jones 2004). In eight of the studies reviewed by Storey 
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(1994) he found that higher educated owner-managers were more likely to 

establish a faster growing business. A positive relationship between the 

educational level of the owner-manager and firm growth was also endorsed in 

other studies (Roper 1998; Kangasharju 2000; Smallbone and Wyer 2000; 

Wiklund and Shepherd 2003). That said empirical evidence on the effects of 

education on firm performance is mixed. Roper (1998) suggested, as did 

Barkham et al. (1996) that the educational variable had an indirect impact on 

growth as it impacted the type of business strategies adopted, which in turn 

impacted on the level of small firm growth achieved. 

The relationship between the formal educational award of the owner-manager 

and small firm growth was not obvious in other research studies reviewed. For 

instance, Turok (1991); Barkham et al. (1996) and Bullock et al. (2004) found 

no significant relationship between small firm growth and the academic or 

vocational education level of the owner-manager. Similarly, Storey (1994) 

found in the remaining eight studies which examined the role of education that 

there was no identifiable influence of the educational level of the owner- 

manager on small firm growth. These mixed results arise due to how education 

is defined or measured in the various research studies. The educational variable 

was generally referred to as the educational award obtained where there was not 

always a clear description of the level or subject area of the award. 

Lastly, in researching the educational profile of the owner-manager one should 

consider the level of education of the general population of owner-managers and 

how this may have changed over the last decade in Ireland. Findings in the 

Global Entrepreneurship Monitor Report Ireland (2006; 2007) reported that 83 

per cent of new firm owner-managers had Leaving Certificate (the final 
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examination in the Irish secondary school system) or post leaving certificate 

levels of education and a lower percentage (5 per cent) had a post-graduate 

qualification. High levels of education were also evident in UK owner-managers 

(Blackburn et al. 2003). Thus, as the younger owner-manager will possess 

higher levels of education, most likely third level qualifications, it is important 

to account for this when comparing results of research studies comprising of 

firms who are in operation for a number of years. 

Thus, investigating the educational profile of the owner-manager should gather 

detail on the type of educational programme completed and the subject area 

studied. Doing so, as will be the case in this study will distinguish if individual 

components of the educational experience of the owner-manager influence firm 

growth, where it is expected that the more educated owner-managers will be 

evident in the higher growth small firms. This type of detail can be used to 

identify if certain types of educational programmes, or if different subject areas 

of knowledge have a more positive influence on the achievement of firm 

growth. The educational status of the owner-manager is an important indicator 

of their human capital and may direct the early career choice of the individual 

and the type and level of work experience gained. 

3.4.1.4 Owner-Manager Career History 

Venkataraman (1997) suggested that the work experience gained by the owner- 

manager provided them with knowledge and skills either in a technical or 

business discipline which benefits the operations of their new business and thus 

complementing the human capital of the business. Similarly, Shane (2000) 

indicated that the work experience provided a repository of tacit knowledge, 
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competencies and access to networks which could be transferred into new work 

situations and the development of a new business. Other studies examined how 

work experience in the same industry sector and experience gained at 

managerial level impacted on small firm growth (Kinsella et a1.1994; Barkham 

et al. 1996; Roper 1998; Klepper 2001; O'Gorman 2001; Bellamy ct al. 2003; 

Wiklund and Shepherd 2003; Dobbs and Hamilton 2007; Peneder 2008; 

Beaudry and Swann 2009; Wikiund et al. 2009; Littunen and Niittykangas 

2010). 

Experience gained in a similar industry sector was found to have a positive 

impact on the growth of the small firm (Kinsella et al. 1994; Venkataraman 

1997; Perren 1999; Shane 2000; Shepherd et al. 2000; Aldrich and Martinez 

2001; Klepper 2001; O'Gorman 2001; Bellamy et al. 2003; Delmar and Shane 

2006; Peneder 2008; Wikiund et al. 2009; Littunen and Niittykangas 2010). 

These studies suggested that work experience provided knowledge of markets, 

customers and necessary technological requirements which assisted the 

individual in managing a new business. Work experience and knowledge of the 

industry sector of the new business were viewed as important in reducing the 

`liability of newness' associated with managing a new business and developing 

new business relationships with customers, suppliers and other external 

stakeholders (Barkham et at 1996; O'Gorman 2001; Wiklund and Shepherd 

2003; Delmar and Shane 2006; Littunen and Niittykangas 2010) and thus 

enhanced the growth achieving abilities of the firm. While in agreement with 

this aforementioned proposition, Storey (1994) found it difficult to establish a 

link with higher firm growth and prior experience in a similar industry sector in 

nine of the studies he reviewed. In developing the debate on this determinant, 
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Storey (1994) promoted two divergent propositions as explanations for the 

varied results. The first suggested that experience gained in a similar industry 

sector provided relevant knowledge and experience regarding the practices and 

dynamics of that sector which could result in enhanced firm growth. The second 

proposition suggested that the impact of the prior experience was dependant on 

the ability of the owner-manager to adopt the learning from the experience to 

their small business context. 

In a similar mode research by Gartner et al. (1999) and Frankish et al. (2007) 

found no evidence of a significant positive effect of prior industry experience on 

small business growth. Frankish et al. (2007) suggested that was based on the 

premise that `no two business situations are identical', therefore the test of the 

relevance of the experience was dependant on the ability to transfer this 

experience in a relevant manner to grow the business. The belief that same 

industry experience was advantageous to higher small firm growth was also 

queried by Turok (1991); Hamilton and Lawrence (2001); Papadaki and Chami 

(2002) who suggested that the benefits of the experience were dependent on the 

owner-manager and how the experience gained in one firm was representative of 

industry norms and practices especially in large diversified industry sectors. 

Given the above, the relationship between prior work experience and small firm 

growth remains ambiguous, therefore it is of consequence to determine if the 

results of the Kinsella et al. (1994) study hold true in this study despite the 

departure in the results of the more recent studies referred to. Further, an 

understanding of how the prior work experience adds to the human capital and 

learning of the owner-manager and higher firm growth has consequences for the 

design of owner-manager training and development programmes. The results 
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will also point to the relative importance of the prior work experience and the 

educational human capital dimension of the owner-manager on firm growth. 

As was the case with industry sector experience, differences occurred amongst 

research studies as to the impact of previous managerial experience on small 

firm growth. Managerial experience should provide an insight into the 

functional areas of the business and skills in people and resource management 

which are important for managing a small business. Four of the studies reviewed 

by Storey (1994) showed a positive relationship, while six studies found no 

impact of managerial experience and higher small firm growth. The lack of a 

significant relationship was associated with the nature of the previous 

managerial role, for instance, the level of autonomy and responsibility and the 

size of the organisation where the experience was gained could impact on its 

suitability to a small firm scenario (Storey 1994). Kinsella et al. (1994) found 

only marginal higher levels of firm growth in firms where owner-managers had 

gained prior work experience at managerial level. Therefore, managerial 

experience is likely to have a positive impact on small firm growth where the 

nature of the experience can be applied in a relevant manner to a small firm 

scenario. 

Given the variations in the studies as to the connection between same industry 

sector experience and experience at managerial level an important line of 

enquiry for this research is to ascertain which one aspect of the overall work 

experience of the owner-manager is most commonly linked to small firm 

growth. The findings on how small firm growth is impacted upon by prior same 

industry experience and managerial experience will provide useful detail for the 
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design of training and development programmes to accommodate for the 

knowledge and skills attained in previous work experience. 

In addressing the broader concept of work experience a number of studies (see, 

Storey 1994; Kinsella et al, 1994; Barkham et al. 1996; Roper 1998; Barringer 

and Jones 2004) indicated that the work experience of the owner-manager may 

not be exclusive to paid employment but that currently gained in the 

management of another small business. 

3.4.1.5 Ownership in a Second Small Business 

Ownership of a second small business provides the owner-manager with specific 

knowledge and skills pertaining to running a small business, managing people, 

autonomy in decision-making and relationship building with customers and 

suppliers. Thus, experience gained from multiple-business ownership should 

benefit in the management of the various businesses irrespective of the sector 

(Storey 1994; Kinsella et al. 1994; Barkham et al. 1996; Roper 1998; Barringer 

and Jones 2004). In many cases the new business was considered a natural 

extension of the current business or resulted from the identification of a new 

business opportunity. These findings were consistent with those of Kinsella et 

al. (1994) who found that the majority of owner-managers in fast growth firms 

were involved in either full or part time ownership of another small business. 

This suggests that this multiple business ownership enhanced both the existing 

and new business venture due to increased learning and the commercial 

synergies between both businesses. F3arkham et at (1996) examined ownership 

of another business from two perspectives firstly, ownership in another business 

which was related to and offered business advantages to the current business and 
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secondly, ownership in another business which did not offer any such benefits. 

In both situations Barkham et al. (1996) indicated there was a positive 

relationship with the growth of the business, where the most positive 

relationship was gained from the business less related to the current business. 

The experiences gained in both scenarios provided greater learning which would 

enhance overall business growth of one or both businesses. The aforementioned 

arguments suggest that multiple ownership has a positive impact on firm growth 

and is thus investigated to determine if this argument holds true in this study. 

In summary, the owner-manager characteristics deemed important to investigate 

in this research study are: 

Q their motivation to start the business, 

0 their age, 

Q educational profile (level and subject discipline of the award), 

Q work experience (the industry sector and level of their experience), 

Q experience gained as an owner of a second small business. 

These factors will further extend into decisions on how the firm is organised by 

the owner-manager. 

3.4.2 Firm Characteristics and Small Firm Growth 

The conventional firm attributes such as firm age and firm size the most 

commonly investigated in the studies reviewed. 
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3.4.2.1 The Age of the Firm 

The majority of the research studies reviewed suggested that younger firms 

displayed faster rates of firm growth than older firm (Kinsella et al. 1994; Storey 

1994; Barkham et al. 1996; Glancey 1998; Davidsson and Wiklund 2000; Orser 

et al. 2000; Robson and Bennett 2000; Smallbone and Wyer 2000; Bullock et 

al. 2004; Geroski and Gugler 2004; Heinonen et al. 2004). A frequent reason 

cited was the need for the businesses to achieve a minimum efficient scale as 

soon as possible after business formation. As resource constraints such as 

finance decrease the start up firm will achieve scale efficiencies which will 

result in temporary fast growth (Barkham et al. 1996; Orser et al. 2000; 

Smallbone and Wyer 2000; Rutherford et al. 2001). Once this is achieved 

businesses tend to grow less rapidly. Additionally, there may be a period of firm 

development where the owner-manager may be reluctant to assume the extra 

levels of risk associated with growing the business or to delegate responsibility 

to others in the firm (Smallbone and Wyer 2000), thus, one possibility 

explaining why older small firms achieve lower firm growth. 

Furthermore, six of the studies reviewed by Storey (1994) did not show a 

positive relationship. He indicated that the higher growth associated with the 

older firms was due to economies of scale, greater efficiencies in their 

operations and more experienced staff which collectively resulted in greater 

levels of growth. This was also referred to in research by Glancey (1998) who 

suggested that the potential for firm growth among the more mature firms 

should not be underestimated due to an accumulated repository of knowledge 

and experience which was held with staff and the existence of strong external 

networks. The difficulties at arriving at a consensus as to the impact of firm age 
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as a sole determinant of firm growth was based on the fact that firm age is not a 

continuous or sustained process (Storey 1994; larkham cat al. 1996; Orscr ct nl. 

2000; O'Gorman 2001; Dobbs and 1 iamilton 2007; Blackburn ct al. 2009). 

While there is strong evidence in the literature to support a positive relationship 

between younger firms and firm growth, the findings require deliberation. How 

firm age is classified or defined must allow for comparison between research 

studies. Since a broad range of firm ages were included in the studies 

investigated it was difficult to arrive at conclusions relating to the optimum age 

of firm most associated with the higher levels of firm growth. 

The age of the firm should be qualified and defined in the context of the industry 

sector the firm operates in. For example, the average age of a firm will vary by 

industry sector (fines in the ICT sector will have a greater number of younger 

firms compared to the food/drinks or the cnginccring/clcctronics) industry 

sectors. In this multi-sector empirical study it is important to ascertain the 

impact of how the age of the firm reflects the levels of firm growth where it is 

expected that the younger firms in the study will achieve highcr firm growth. 

This will also investigate how the findings concur with the majority of the 

studies promoting the significance of younger firms as the higher growth firms. 

3.4.2.2 The Size of the Firin 

Rclatedly, the rclationship between the size of the fine and firm growth has 

been frequently investigated in studies. Firn size is generally measured by the 

number of employees. It is presupposed that in the smaller firm the owncr- 

manager will have closer control over activities. In this instance it should be 
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easier to isolate the impact of the owner-manager on small firm growth than 

with the larger firm. The discussion on the relationship between firm size and 

firm growth has its origin in Gibrat's law which proposed that the rate of growth 

of a firm is independent from its size at inception, where all firms have the same 

probability to grow independently of their size within the same industry (Gibrat 

1931). 

Barkham et al. (1996) found that smaller firms achieved higher growth rates as 

they were more flexible in their strategic actions due to the dominance of the 

owner-manager as the primary decision maker in the firm. They also suggested 

that smaller firms grew faster as many firms tended to operate in niche markets 

where they had a distinct competitive advantage which allowed them to achieve 

growth for a period of time. Once this advantage was diminished firm growth 

slowed while firms invested to develop the business. This investment which can 

occur in the technical, people or process aspects of the business will incur costs 

which may not be recovered for a period of time and not result in firm growth. 

Another explanation by Barkham et al. (1996) as to why smaller firms overall 

displayed higher growth was due to the survivor bias where in any cohort of 

firms a number will fail and may not be recorded in datasets resulting in inflated 

mean growth data for surviving firms. 

These findings were consistent with findings in other studies (see for example 

Smallbone et al. 1995; Davidsson and Delmar 1997; Orser et al. 2000; 

Rutherford et al. 2001; Audretsch et al. 2004; Bullock et al. 2004; Moreno and 

Casillas 2007). The primary assertion for these findings was on the assumption 

that as smaller firms operated closer to their customer and supplier base which 
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afforded them an opportunity to develop personal relationships, thus providing 

the firm with a competitive advantage and hence greater likelihood of achieving 

firm growth. The majority of studies (12) reviewed by Storey (1994) also found 

a positive association between smaller firms and firm growth. 

Despite this, Glancey (1998) found that smaller firms in his research did not 

grow as fast as larger firms. Reasons put forward related to the management 

capabilities and the type of objectives for growth they devised. Ile suggested 

that larger firms were associated with higher growth where they were managed 

by more experienced managers who had a broader range of networks and may 

also have more managerial systems in place. The remaining six studies 

reviewed by Storey (1994) did not support the fact that smaller firms grew 

faster. These findings were resonated in studies completed by Marsili (2001) 

and Lotti et al. (2003). Finally, Kinsella et al. (1994) indicated that the faster 

growth firms in their survey were the larger ones and attributed their findings to 

the existence of more developed management systems and practices in the 

larger firm. Thus, research would suggest that Gibrat's law of size 

independence may only hold for firms above a certain size threshold - however 

a consensus on the size threshold was not clear from the studies reviewed. 

These assorted results and the difficulties in making direct comparisons by firm 

size renders it difficult to determine what is the optimal size of small firm most 

associated with the higher levels of firm growth. As was highlighted in Chapter 

Two, the micro firm and secondly the small firm (less than 50 persons) are 

primary constituents of the overall stock of SMEs in Ireland. Hence, it was 

important to capture the levels of growth achieved by both groups to investigate 

88 



Chapter Three: The Determinants of Sinall Firm Growth-The I fluence v Internal Factors 

if they are capable of achieving higher levels of firm growth relative to medium 

and larger firms. This will assist to clarify if there is an optimum size(s) of Irish 

SME that is more likely to achieve higher firm growth with the expectation that 

micro firms would exhibit the higher levels of firm growth. To facilitate this 

analysis the sample of firms was divided into three size categories comprising 

micro (less than 10 employees), small (11-50 employees) and medium firms 

(51+ employees). 

In addition to firm age and size, Kinsella et al. (1994); Storey (1994) and 

Barkham et al. (1996) examined how the location of the firm impacted on firm 

growth. These findings were consistent with the main ones emerging from the 

studies reviewed by Storey (1994). The use of location as a determinant of small 

firm growth is assessed from the specific location to extend into the broader 

regional context of the firm where its impact is debated. For instance Deakins 

and Freel (2006) concluded that the link between the location of the firm and 

firm growth has failed to reach a consensus as the actual physical location itself 

does not directly influence growth; rather cognisance need to be taken of the 

broader infrastructural context within which the firm operates, notably the 

physical infrastructural and support interventions and resources such as the 

availability and cost of skilled labour, technology etc which more directly 

impact on firm growth. 

The examination of location in the studies by Kinsella et al. (1994) and 

Barkham et al. (1996) was investigated within a regional perspective. Research 

by Barkham et al. (1996) focused on a number of regions in different countries 

and compared regional influences on firm growth. Kinsella et at. (1994) 
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undertook their study in the Southern and Northern regions of Ireland where the 

economic and policy infrastructural issues were considered when comparing the 

levels of firm growth between respondents in the two jurisdictions. As was the 

case in the Kinsella et al. (1994) and the Barkham et al. (1996) studies a 

regional perspective is applied to this study. 

The regional milieu establishes a context of the macro-environmental and the 

market and business infrastructural conditions within which the owner-manager 

has to manage and make strategic decisions. A regional dimension allows for the 

accommodation of similar external factors which were common to all surveyed 

firms and thus permits comparison of findings between firms in different sectors 

or possessing different firm characteristics within that region only. Given the 

lack of other regional studies in Southern Ireland, this one provides for a useful 

benchmarking study for replication in other regions of Ireland. The region of 

this study is the Mid-West region of Ireland. The profile of the region and the 

rationale for its choice as the broader location of the empirical study are 

provided in Chapter Four. 

3.4.2.3 Ownership Structure of the Small Business 

A business may be established by one individual or by a group of like minded 

individuals who wish to develop a business idea. Research into the size of the 

founding team suggests a link between multiple owner-managed firms and 

higher levels of small firm growth (Kinsella et at 1994; IIarkham et at 1996; 

Littunen and Tohmo 2003; Barringer and Jones 2004; Cooney and Malien. 

2004). This was based on the idea that with a number of owner-managers a 

range of complementary skills, knowledge and work experience is available to 
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enhance decision-making in the firm. However, Storey (1994) found that it was 

difficult to conclude from the studies he reviewed whether a second or 

subsequent owner was likely to result in higher firm growth. He further 

indicated that where owner-managers complimented their knowledge and skills 

by employing managers or sourcing this expertise externally equally can result 

in higher firm growth. The notion that multiple owners resulted in higher firm 

growth was also debated in studies by Hamilton and Lawrence (2001) and 

Barringer et al. (2005). They suggested that the number of founders was not a 

distinguishing feature of higher growth firms in their studies. Potential 

contributing reasons related to the composition of the team of owners and their 

level of involvement in the day to day operations of the business. 

In view of the fact that the bulk of the studies reviewed were in agreement as to 

the significance of multiple ownership on small firm growth this variable was 

tested to determine if similar results would emerge in this study. The inclusion 

of this determinant would help ascertain if multiple ownership is more prevalent 

in certain industry sectors or by other firm characteristics. This detail will 

identify the portfolio of skills and knowledge in the senior management team 

which are most advantageous for higher firm growth as a basis for determining 

how this combination can be compensated for in single owner-managed firms. 

3.4.2.4 Industry Sector 

An industry sector describes a group of companies that operate in the same 

segment of the economy, share a similar business type and possess similar 

business activities. Small firms operating in a particular industry are constrained 

by the type of product or service they provide and are constantly competing 

with one another for market share, consumer acceptance as well as 
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technological leadership in their particular sub-sector. These competitive and 

consumer forces shape a firms behaviour and determine the status of the 

industry as a whole (Weinzimmer 2000). A number of studies found that higher 

growth firms operated in certain industry sectors where firms operating in 

mature industry sectors are likely to have lower average growth rates, all other 

things being equal, due to reduced opportunities for firm expansion (Coad 2007; 

Wiklund et al. 2009; Littunen and Niittykangas 2010). In particular higher 

growth was associated with firms operating in the high technology sectors 

(Kinsella et al. 1994; Orser et al. 2000). Similarly, small firms operating in 

industries characterised by high technological demands, innovation and product 

development and higher barriers to entry were associated with higher levels of 

firm growth (Audretsch 1995; Almus and Nerlinger 1999; Weinzimmer 2000 

Peneder 2008; Wiklund et al. 2009; Littunen and Niittykangas 2010). 

In contrast, in the general service sectors, where barriers to entry were low, with 

intense competition between rival firms and with little requirements for product 

innovation or differentiation results in less potential for smaller firms to grow 

(Cooper et al. 1994; Weinzimmer 2000). The industry sector variable is 

important to consider when researching internal determinants of firm growth as 

it fashions a sense of the external factors affecting firm growth. While certain 

industry sectors should result in the greater potential for firm growth it is 

important to assess if factors related to the owner-manager and or the 

characteristics of the firm might impact on the achievement of this growth 

potential. 
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The inclusion of the industry sector characteristic as an indicator of small firm 

growth will establish if industry sector focused interventions are required. The 

examination of how internal factors might vary by industry sector serves to 

highlight the profile of the small firm who is competent in achieving growth and 

are worthy of cultivating due to their higher firm growth potential. 

In summary, firm age and firm size received the most attention in the literature 

reviewed for this study. The impact of firm age follows similar principles to 

those mentioned for firm size (Storey 1994; Barkham et al. 1996; Orser et al. 

2000; Bullock et al. 2004). Smaller firms and younger firms grow more rapidly 

as they attempt to achieve efficiencies in their operations. Equally, a positive 

relationship may be expected if a larger firm benefits from economies of scale, 

or between age and growth if an older firm benefits from reputation effects 

(Glancey 1998). Therefore, these two characteristics are of prime concern to this 

study in the Irish context. In addition ownership structure and industry sector are 

examined to determine if multiple ownership results in higher growth. 

In this study, the following characteristics of the firm are examined for their 

association with small firm growth: 

U firm age, 

Q firm size, 

Q ownership structure, 

C) industry sector. 

These firm characteristics should be examined with some owner-manager 

characteristics to provide a more accurate representation of their impact on small 

firm growth. Likewise, the research should address how the characteristics of 
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the firm and those of the owner-manager influence the strategies for growth 

adopted by the owner-manager. 

3.4.3 The Strategic Focus of the Business and Small Firm Growth 

Strategy is a term widely used and has taken on multiple meanings and 

definitions in the academic literature (Zimmerer and Scarborough 1996; 

O'Regan and Ghobadian 2002; Porter 2004: Wickham 2004; McGee et al. 2005; 

Kirkwood 2009). Common across the definitions of strategy was a focus on the 

long term direction of the business, the development of a strategic plan and the 

ability to gain a competitive advantage. The strategic choices of the owner- 

manager are expected to have an important impact on the growth performance 

of the business. Central to strategy development in the small firm is the type of 

objectives for business development which provide a starting point on which to 

assess the strategies adopted to achieve business growth. The strategic focus of 

the owner-manager is an important driver of the strategic direction and type of 

strategy adopted in the small firm, where a strategically oriented owner-manager 

pursues opportunities regardless of resources available to them (Barkham et al. 

1996; Roper 1998; Beaver and Ross 2000; O'Gorman 200; Poutziouris 2003; 

Mazzarol 2005). 

Strategy and its role in business growth straddles a broad range of activities, for 

instance Storey (1994) listed 14 components under the strategy classification. 

An assessment of the direct impact of these strategic components on firm 

growth was difficult to elicit due to variations in how they were investigated and 

how they were defined in the studies. The Kinsella et al. (1994) study 

emphasised how the existence of a formal written business plan (that produced 
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at the onset of the business) its nature and use were connected with small firm 

growth. In comparison Barkham et al. (1994) in their study examined how the 

objectives for growth, the type of strategies adopted, the use of business 

planning and the type of marketing and product development strategies were 

linked with small firm growth. Other studies (O'Gorman 2001; Poutziouris 

2003; Kirkwood 2009) examined the type of strategies adopted and the process 

of strategy development. As variations existed in the objectives of the research 

studies, in the number and diversity of strategic indicators investigated and the 

methodologies adopted (which extended into qualitative methods to examine 

process and management practice issues) it was necessary to distill a range of 

factors relevant for a quantitative study on the role of strategy on small firm 

growth and with a focus on informing government policy. 

The focus of this study remains with how a set of core strategic activities impact 

on small firm growth, in particular topics such as the specific objectives for 

business growth, the existence of a strategic plan, the strategies adopted and if 

external advice was sourced for strategy development will be investigated. 

Additionally, information on the impact of the customer profile and involvement 

in international business activities on small firm growth adds to the 

understanding of general strategic focus of the small business. Information on 

these issues will provide an integrated insight into the primary outputs of the 

strategic behaviour of the owner-manager and serve as an important yardstick of 

the effectiveness of this strategic behaviour. Each strategic topic and how it 

contributes to the research aim is now discussed in greater detail. 
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3.4.3.1 Business Growth Objectives 

Paramount to the understanding of the strategic activities was an investigation 

into the type of objectives the owner-manager had for their business. The 

majority of owner-managers have multiple objectives for firm development 

(Storey 1994; Barkham et at. 1996; Gibb 2000; Smallbone and Wyer 2000; 

Wiklund and Shepherd 2003; Barringer and Jones 2004; Wickham 2004; 

Donohoe and Wyer 2005; Gilbert et al. 2006; Dobbs and Hamilton 2007; Delmar 

and Wiklund 2008; Andersson and Tell 2009; Littunen and Niittykangas 2010). 

An assessment of the objectives for business growth were researched in a 

number of ways from a dichotomy of whether growth objectives or aspirations 

for firm growth existed in the firm (Storey 1994; Kinsella et al. 1994) to studies 

which identified the type of objectives for growth that owner-managers had for 

their business (Barkham et al. 1996; Smallbone and Wyer 2000; Poutziouris 

2003; Andersson and Tell 2009; Littunen and Niittykangas 2010). The latter 

studies elicited more comprehensive detail on firm growth objectives which 

provided a more detailed context within which subsequent strategic actions were 

devised in the firm. 

In particular Barkham et al. (1996) suggested that four categories of commercial 

objectives were associated with higher growth firms. These included expansion 

of profit, improving margins, having a marketing strategy and improving 

production processes. Objectives for profit and commercial gain were most 

prevalent in higher growth firms (Smallbone et al. 1995; IIarkham et al. 1996; 

Smallbone and Wyer 2000; O'Gorman 2001; Poutziouris 2003). Additionally, 

Storey (1994) found that multiple objectives for firm growth existed in the 

majority of the studies he reviewed, which in the main targeted profit growth. 

96 



Chapter Three: The Determinants of Small Firnt Growth-The Influence o Internal Factors 

Overall, supportive evidence was provided in the literature that higher growth 

firms had strong growth objectives for their business. Kinsella et al. (1994) did 

not elicit the type of business growth objectives from their surveyed firms, but 

investigated the overall growth ambitions the owner-manager had for their 

business. Whilst this was useful in ascertaining the more general perspective of 

the owner-manager towards firm growth it did not articulate how these 

ambitions were translated into specific business objectives. Hence, an 

examination of the precise objectives for firm growth is important and will 

determine what aspects of the business are prioritised by the owner-manager. 

Furthermore, obtaining detail on the objectives for firm growth provides a basis 

on which to assess subsequent decisions on the type of strategies adopted and 

proposes an important starting point for personnel in development agencies 

when assessing the effectiveness of strategy in the small firm. 

3.4.3.2 Strategic Planning 

There was a general consensus in the literature of the positive relationship 

between strategic planning and firm growth (Kinsella et al. 1994; Storey 1994; 

Lussier 1995; Barkham et al. 1996; Roper 1998; Beaver and Ross 2000; 

Poutziouris 2003). In summary, a strategic plan was reflective of greater 

understanding by the owner-manager of their customer needs, competitor 

behaviour, awareness of market opportunities and challenges encountered in 

growing their business. In the majority of studies strategic planning was 

primarily measured by the existence of a strategic plan. Within many of these 

studies the term `business' and `strategic' planning were used interchangeably, 

differences existed in the level of detail on the content of the plan and the type 

of strategies adopted rendering it difficult to make comparisons between the 

97 



Chapter Three: The Determinants of Small Firm Growth-The In fluence o lirternal Factors 

studies. Kinsella et a!. (1994) investigated if respondent firms had a business 

plan on the establishment of their business as opposed to a strategic plan or if 

they subsequently introduced one into the business. 

Notwithstanding the importance of a business plan at the start of the business, in 

a study on established small firms information on the business plan would not 

capture the longer term strategic perspective of the owner-manager. While the 

majority of the studies concurred on the positive link with the existence of a 

strategic plan and firm growth some researchers debated its impact (French et al. 

2004; Gibson and Cassar 2005; Kraus et al. 2006). In these studies no 

differences existed between higher and lower growth firms for the existence of a 

strategic plan or for the use of strategic planning frameworks. The primary 

reason was due to problems in the implementation of the strategy and a lack of 

consensus as to whether the choice of strategy was the correct one in the first 

instance. For this study the primary focus is to determine if the higher growth 

small firms show evidence of engaging in a greater number of strategic 

activities. This will also identify how the reliance on the discrete measure of 

having a strategic plan or not adequately reflects how the strategic focus of the 

business impacts on small firm growth. 

3.4.3.3 Customer Concentration 

Bridge et al. (2003) and Mazzarol (2005) argued that an understanding of their 

customers was a central foundation for the development of a focused and 

targeted competitive strategy and in gaining a competitive advantage. The firm's 

strategy must be built on an ongoing understanding of their customers. 

Customer numbers and size may influence the leverage and flexibility in the 
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choice of strategy adopted by the owner-manager. Hendry et al. (1995) found 

that small firms who sold to a limited number of customers generated higher 

profitability but had had less flexibility over firm activities due to the leverage 

of their customers compared to small firms who had a broader customer base. 

Thus, there may be disadvantages to committing firm resources to a few 

customers, as it can restrict growth to other existing or new customers. 

Conversely, Storey (1994) and Smallbone and Wyer (2000) found that faster 

growing small firms tended to have a diverse customer base. Kinsella et al, 

(1994) found that no clear pattern emerged in terms of customer size, however 

there was a slight tendency for faster growth firms to sell to a greater number of 

larger organisations. Gaining a consensus on the number of customers and their 

impact on small firm growth was difficult in the literature. The studies provided 

varied results in terms of the impact of the customer (size and the number) on 

small firm growth due to a lack of detail on contextual issues such as the 

industry sector the firm operates in, which may have a bearing on the leverage 

of the customer on small firm activities. Additionally, little detail was provided 

on the nature of the customer profile. Therefore, it is useful to examine if the 

number of customers and the type of customer influence firm growth. This two 

dimensional profile of the impact of the customer can be compared across the 

industry sector dimension or the size of the firm to provide a more composite 

perspective of the impact of customer mix on small firm growth. 

3.4.3.4 The Type of Strategy 

Strategy relates to the set of actions performed by the owner-manager to achieve 

its business objectives and position their firm competitively in the marketplace 
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(Smallbone et al. 1995; Wickham 1998; Poutziouris 2003; French et al. 2004; 

Steffens et al. 2009). Arguably of critical importance are the actual strategies 

enacted by the owner-manager and the purported influence of these strategies on 

firm growth. There are a number of strategic options available to the owncr- 

manager in the pursuit of their business growth objectives. From their analysis 

of the extant strategy literature Miles and Snow (1978) produced a typology of 

four business-level strategies which were deemed suitable for adoption by the 

owner-manager in the achievement of small firm growth. The strategies are the 

defender, analyser, reactor and prospector strategies which are summarised as 

follows; 

Q Defender: Maintain and defend existing position by securing a market 

niche with a limited range of products /services than competitors. 

Q Prospector: Firms who are first in the market with new products, and 

adapts to changing customer needs on a proactive basis through product 

and process innovation. 

Cl Reactor: A `wait and see' approach and respond to competitive 

pressures to avoid losing customers and for firm survival. 
Q Analyser: Firm maintains a stable and limited line of products, while 

researching the market to identify potential product and market 

opportunities for expansion. 

While these strategic typologies were first identified in the 1970s they have been 

applied as the basis for researching strategy in the small firm since (see Smith et 

al. 1986; Conant et al. 1990; Parnell and Wright 1993; I3eekun and Gin 1993; 

Schenk 1994; Collins et al. 1997). Further those more recent studies endorsed 

the findings of Miles and Snow (1978). With regard to the adoption of the 

prospector strategy Conant et al. (1990) found firms who adopted the prospector 

strategy had a longer term focus and were prepared to invest in the continued 
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development of the business and focused on ongoing identification of new 

market opportunities. Prospectors were viewed as sources of innovators and 

competed on gaining differentiation through product or process innovation and 

speed to market. They operated in dynamic rapidly changing and unpredictable 

industry environments. 

With respect to the defender strategy, Lumpkin and Dess (1996) and 

Rajagopalan (1996) found that owner-managers who chose this strategy were 

satisfied as followers in the marketplace. These owner-managers were satisfied 

to react to competitor behaviour and wished to assume less risk in the 

marketplace. Defenders were most prevalent in stable and mature markets and 

less innovative driven industries. 

The reactor strategy was associated with firms who experienced difficulties in 

adjusting to market and industry changes due to more rigid organisational 

structures and risk adverse decision making by the owner-manager. Finally, the 

analyser strategy was viewed to combine elements of the prospector and 

defender strategies, where it was placed between the extremes of both (Miles 

and Snow 1978; Gimenez 1999). While overall the evidence supported the 

association of the prospector strategy with higher levels of firm growth a 

number of studies found that this was not always the case. This latter point was 

based on the idea that firms moved between strategies (Miles and Snow 1978; 

Conant et al. 1990; Gimmnez 1999) and that growth could be attributed to all 

strategies, for example the adoption of reactor strategies outperformed the other 

three strategies and the defenders outperformed analysers and prospectors 

(Conant et al. 1990). 

t 
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In summary, the review of empirical evidence related to Miles and Snow's 

(1978) taxonomy of generic strategies provide a template for the investigation of 

which one or combination of strategies adopted by the owner-manager arc 

linked with higher levels of firm growth. The use of this framework will test 

its relevance in what is a changed business environment. 

On the whole, with respect to the impact of the strategic focus of the owner- 

manager on firm growth the research findings suggest a positive influence of 

profit focused objectives and the existence of a strategic plan. Less conclusive 

results emerged in relation to the impact of the customer or the type of strategy 

adopted on firm growth. The inclusion of these aspects as part of the broader 

strategic orientation of the owner-manager will capture how multiple aspects of 

the strategic focus of the owner-manager, separate to the emphasis on a strategic 

plan impact on small firm growth. This information will address a call for the 

need to improve managerial and strategic capabilities in Irish SMEs (Small 

Business Forum Report 2006) by highlighting what are the needs of owner- 

managers to enhance their strategic capabilities and competencies. 

Overall, what is of concern to this study is whether the development of specific 

growth objectives and the existence of a strategic plan are likely to result in 

higher firm growth. If so then their benefits need to be heightened in small firm 

policy and further it should be an important message communicated to owner- 

managers when providing advice on how best to achieve higher firm growth. 

Consequently, the lack of supportive evidence of these strategic determinants 

will highlight issues which need to be remedied in order to develop 

102 



Chapter Three: The Determinants of Small Firm Growth-The L fluence of Internal Factors 

competencies and skills in these areas and better guide the development of 

government 'soft support' training and development interventions. 

As discussed in Chapter Two the Irish SME sector and in particular the micro 

and small firm underperformed in export activities despite endorsements in 

policy for the need for such activities amongst SMEs (Small Business Forum 

Report 2006; Fortas 2007; Building Ireland's Smart Economy 2008). 

3.4.3.5 Internationalisation 

Historically, only a small percentage of SMEs engaged in exporting (Chetty and 

Campbell-Hunt 2003; Deakins and Freel 2006), yet according to Deakins and 

Freel (2006) exporting and internationalisation are increasingly important 

particularly to achieve higher firm growth. 

Similarly, Irish government agencies view it as a vital option as the Irish market 

presents relatively limited domestic market opportunities for Irish SMEs (Forfds 

2007; Building Ireland's Smart Economy 2008). The internationalisation of 

business activities by Irish owner-managers tends to occur in markets close to 

the domestic market where the primary mode of market entry is through exports 

as it allows the owner-manager to maintain control of primary decisions for firm 

growth (O'Gorman 2001; Zahra and George 2002; Pope 2002; Lawless 2007). 

The body of research on the relationship between exporting and growth in Irish 

SMEs is scarce. This may be attributable to the fact that the majority of 

international activity is located within FDI and large indigenous firms in Ireland 

(Small Business Forum 2006; CSO 2007; Forfäs 2007; CSO 2008). This also 

reflects the status of such research outside Ireland. Dobbs and Hamilton (2007) 

in their assessment of small firm growth research studies found that while this 
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topic was gaining increased interest, research had not produced strong 

conclusions as to the impact of internationalisation on firm growth, Research on 

exporting and the small firm tends to focus on the reasons why small firms 

export and the process they engage in (Bell 1994; Tybejec 1994; Bell and 

Young 1998; Lawless 2007). Tybejee (1994) and Bell (1994) remarked that 

industry membership determined the need for and the potential to export. This 

was related to the nature of the product or service, where those with shorter 

product life cycles are motivated to accelerate entry into export markets to 

remain competitive Bell (1994). With regard to the association of exporting and 

small firm growth Kinsella et al. (1994) found that higher growth firms were 

less reliant on local and domestic markets than lower growth firms. They found 

that greater importance was placed on exporting due to the perceived limitations 

of their domestic market. Hitt et at. (1997) and Littunen and Niittykangas 

(2010) found that moving into new international markets had a positive effect on 

firm performance as a result of increased market expansion and through product 

innovation which also benefited domestic market expansion. 

However Bloodgood et al. (1996) found only a marginal positive relationship 

between export activity and increased revenue for the firm. This was endorsed 

by other authors such as McDougall and Oviatt (1996) and Westhead et al. 

(2001) whose research indicated that exporting was not significantly related to 

firm growth. These results suggested that the initial costs and investment 

required for exporting resulted in delayed profits and return on investment. In a 

similar manner Lawless (2007) suggested that the notion of `sunk costs' which 

reduced the initial financial returns from investment in international markets 

dissuaded the owner-manager from this route to business growth. 
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In general, the literature on small firm internationalisation has mostly 

concentrated on the reasons why owner-managers engage in export activity with 

less empirical evidence available on how involvement in such export activity 

impacts on higher firm growth. As the link between the level of 

internationalisation and small firm growth remains ambiguous in the general 

growth literature and is severely lacking in the Irish context this study attempts 

to identify if higher growth small firms are more active in internationalisation of 

their business activities. This will further augment the research conducted by 

Kinsella et al. (1994) to establish the level of export activity engaged in by 

respondent firms and to determine if higher growth is associated with those 

firms who export greater levels of their product and services. Moreover, it 

addresses a key government policy issue for Irish SMEs. 

ý! 

3.4.3.6 The Use of External Advice with Strategy Development 

Small business owners may gain expertise and access to information through the 

use of formal and or informal sources which may consist of professional 

advisors, suppliers, customers and membership of business associations or 

networks. A number of studies found some evidence that the use of external 

advice did positively impact on the performance of the firm (Bennett and 

Robinson 1999; Bennett et al. 1999; Boter and Lundstrom 2005). Bennett and 

Robinson (1999) found that structural factors such as the extent to which the 

firm used technology, was involved in R&D and engaged in export activity 

determined their use of external advice. 

Other studies suggested that owner-managers who availed of external sources of 

assistance in strategy development were more effective in implementing their 
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strategy which contributed to improved overall business performance (Kinsella 

et al. 1994; Storey 1994). Additionally, Smallbone et al, (1995) found that older 

and mature firms also benefited from external advice which resulted in enhanced 

firm performance. In this instance advice was important for managing the 

challenges encountered in achieving and sustaining firm growth. As firms with a 

number of structural and business related variables and with different business 

requirements source external assistance, establishing a clear link between the 

use of external advice and higher firm growth was difficult to arrive at. Bennett 

and Robinson (1999) and Wren and Storey (2002) confirmed that it was difficult 

to establish the specific impact of this external advice on the performance of the 

firm due to the complexity of the relationship between both parties, where it was 

difficult to ascertain if seeking advice was a consequence of past performance 

and or intended future growth. Moreover, a lack of discussion on the source of 

the advice and the nature of the detail of the advice further rendered 

comparisons problematic. 

In this study the focus of the use of external assistance is for strategy 

development only. Given the complexities of strategy development it was useful 

to ascertain if owner-managers sought assistance with this function, and, if so, 

who the advice was sourced from and how it might be linked with higher firm 

growth. From a policy viewpoint this information will have value for 

individuals in development agencies and service providers by profiling the type 

of small firm that avail of their services and the level of satisfaction with their 

experience. It will further unearth areas that require attention by owner- 

managers in strategy development. 
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Taken as a whole the investigation of a composite set of strategic related 

activities (objectives for firm growth, existence of a strategic plan, the type of 

strategy adopted, the customer profile, level of export activity and the use of 

external assistance with strategy) will highlight the profile of the higher growth 

firms who engage in what are viewed as the core strategic activities needed to 

achieve firm growth. 

From the research perspective the findings will add to the debate on which 

combination of strategic issues are most commonly evident in the higher growth 

small firms and will address what is an under researched topic in the Irish 

context. Moreover, from a policy perspective the findings of this study will 

identify areas requiring attention in terms of how owner-managers can be 

assisted in enhancing their performance in strategic planning and in strategy 

development. 

Thus, an investigation of the influence of the strategic focus of the business and 

firm growth includes: 

Q objectives for business growth, 

o the customer profile, 

o detail on the type of strategies pursued to achieve small firm growth, 

Q level of export activity, 

Q if external assistance was used for strategy development. 

To sum up, strategy in the small firm is not just reflected in the existence of a 

strategic plan, it encompasses a range of components. Examining how a number 

of strategic components might affect firm growth will provide a more holistic 

perspective on the strategic focus of the business. As strategies can vary by firm, 
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then strategy as a determinant of small firm growth should be examined with 

consideration of firm and owner-manager characteristics. Given that owner- 

managers tend to maintain a high level of control over the strategy development 

in the small firm, then owner-manager characteristics such as their age, 

educational profile, and prior work experience warrant investigation. In addition 

the characteristics of the firm (age, size and industry sector features) should be 

considered as to how they are linked to the type of strategy devised and thus on 

the level of firm growth. Irish Government policy stresses the importance of 

developing a more competitive and international focused small firm sector. To 

achieve this they need to decide on how best to create conditions and supports to 

facilitate owner-managers to grow their business. The information obtained 

from this investigation profiling the characteristics of higher growth small firms 

can be used to devise more targeted and relevant financial and non-financial 

supports to facilitate sustained firm growth in these firms. Likewise, 

information on the characteristics of the lower growth small firms draws notice 

to the issues which require attention when devising training and development 

programmes to ensure the differences between the needs of higher and lower 

growth firms are accommodated for. 

The review of the literature on the internal determinants of small firm growth 

has identified a considerable number of factors embodied in three aspects of the 

small business (owner-manager characteristics, firm characteristics and the 

strategic focus of the business). Despite the substantial research, there still 

remains a lack of agreement as to which one or combination of factors which are 

consistently connected with higher growth firms. The breadth of factors 

investigated, the variation in the range of research methodologies adopted, the 
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different time frames applied in the studies and the use of an assortment of 

growth measures further resonates the difficulties in arriving at a precise 

blueprint of what constitutes a higher growth small firm. Thus, the debate 

continues in the research, where this study will add to that debate and will set to 

establish which one or combination of internal factors arc most significant for 

higher firm growth in a sample of Irish SMEs in the Mid-West region of Ireland. 

In this pursuit of identifying higher growth small firms a number of internal 

factors were selected for investigation in the empirical study. These factors and 

their expected impact on the three measures of growth applied are listed in Table 

3.2. These form the basis for the development of the research hypotheses to 

guide the empirical study which are presented in Chapter Four. 

Table 3.2: Internal Determinants and their Expected Impact on Small Firm 
Growth 

Determinants of firm growth (Independent 
variables) 

Dependent Variables 
(employment, turnover and 
turnover per employee) 

Owner-manager Characteristics 

Motivation to start the business Positive 

Younger owner-managers Positive 

Post second level education Positive 

Experience gained in the same industry sector Positive 

Work experience at managerial level 
Positive 

Ownership of another small firm 
Positive 

Firm Specific Characteristics 

Younger firms Positive 

Smaller firms Positive 

Industry sector Positive 
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Existence of multiple ownership Positive 
Strategic focus of the 

Objectives for profit Positive 

The existence of a strategic plan Positive 

The choice of the prospector strategy Positive 

Customer concentration Positive 

Internationalisation Positive 

The use of external advice in strategy Positive 
development 

3.5 Concluding Remarks 

The review of the literature has discussed a range of internal factors and their 

impact on small firm growth in different contexts. Essentially, it is concluded 

that the establishment of a new business relies on the ability of one or a few key 

people to identify a business opportunity and develop it into a commercial 

business venture. Once the firm is established the owner-manager(s) develop a 

direction or vision for the business. This is reflected in the objectives of firm 

growth (financial and or non-financial objectives) and the strategies adopted to 

ensure this vision is realised. The review of the literature provides a list of 

factors focussing on the individual owner-manager, the characteristics of the 

firm, and the strategic focus of the business as determinants of small firm 

growth. Whilst many internal factors are viewed to contribute to small firm 

growth, no single factor appears to make a dominant contribution and the debate 

in the literature continues on the ability to do so, given the heterogeneity of the 

small firm sector. The variations in the research findings further endorse the 

heterogeneous nature of growth in the small firm and reinforce the importance 

of understanding how a range of internal factors impact on small firm growth. 
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This leads to the development of a number of research hypotheses which are 

tested empirically. The choice of the internal factors and the associated 

hypotheses for inclusion in this study are presented in the next Chapter, Chapter 

Four as is the methodology adopted for the empirical study. 
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Chapter Four: The Research Approach 

4.1 Introduction 

The primary objective of the empirical research was to investigate how a range 

of internal factors influenced growth in a sample of small firms in the Mid-West 

region of Ireland. Small firm growth is an increasingly investigated phenomenon 

where the focus of empirical studies are diverse in terms of the number of 

variables researched, the methodologies adopted, the sample size and the 

measures of growth applied. The review of the extant literature highlighted a 

range of internal factors which were commonly found to positively impact on 

small firm growth. A selection was chosen for inclusion in this study, as 

presented in Table 3.2 in the previous chapter. This chapter describes the 

research approach adopted for the empirical study. The chapter commences by 

outlining the hypotheses underpinning the research study and describes the 

measures of small firm growth applied (dependent variables). The data 

collection method (in-depth interviews) and the main topics examined are 

presented. It also discusses the selection of the sample and describes the data 

analysis methods applied as appropriate for the study. An overview of the 

characteristics of the surveyed firms and the average percentage level of growth 

for employment, turnover, and turnover per employee is provided. The results 

of a range of scatter plots and correlation tests are presented to highlight the 

relationship between the dependent variables. 

While the research approach adopted is guided primarily by the methodology 

applied in the Kinsella et al. (1994) study, a number of other small firm growth 

studies were examined to combine different perspectives and to aid the 

112 



Chapter Four: The Research A> , roach 

description and classification of the determinants and measures of small firm 

growth. 

4.2 Developing the Research Hypotheses 

As discussed in Chapter Three, the internal factors were classified into 

three primary categories, namely owner-manager characteristics, firm 

characteristics and the strategic focus of the business. The measures of 

growth were employment, turnover and turnover per employee. Within 

these three categories of internal determinants a number of features 

emerged as noteworthy for investigation in this study and formed the basis 

of the research hypotheses. The core focus of the empirical aspect of the 

study was to identify what internal factors had a significant impact on 

small firm growth. The internal factors chosen for investigation in this 

study are briefly revisited as the basis for developing a number of research 

hypotheses to guide the empirical research study. 

4.2.1 The Characteristics of the Firm 

In the literature reviewed firm age, size, industry sector and ownership structure 

were heavily investigated to explain small firm growth. The dominant research 

findings which informed the development of the hypotheses are summarised. In 

the majority of cases, younger firms achieved higher levels of firm growth 

(Kinsella et al. 1994; Storey 1994; Barkham et al. 1996; Glancey 1998; 

Davidsson and Wiklund 2000; Orser et al. 2000; Bullock et al. 2004; Geroski 

and Gulger 2004; Heinonen et al. 2004). Additionally, smaller firms were 

associated with higher firm growth (Storey 1994; Smallbone et al. 1995; 

Barkham et al. 1996; Davidsson and Delmar 1997; Glancey 1998; Orser et al. 
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2000; Rutherford et al. 2001; Audretsch et al. 2004; Bullock et al. 2004; 

Moreno and Casillas 2007). Small firms operating in the high technology 

industry sectors displayed greater firm growth relative to those operating in the 

traditional manufacturing sectors (Kinsella et al. 1994; Storey 1994; Audretsch 

1995; Almus and Nerlinger 1999; Weinzimmer 2000; Coad 2007; Peneder 

2008; Wiklund et al. 2009; Littunen and Niittykangas 2010). 

With regard to ownership structure (Kinsella et al. 1994; Barkham et al. 1996; 

Barringer and Jones 2004; Cooney and Malien 2004) found that higher firm 

growth was more prevalent where the owner-manager had ownership in a 

second small business. Based on the above arguments the hypotheses presented 

in Table 4.1 were put forward for investigation in this study. 

Table 4.1: Firm Characteristics and Small Firm Growth 
Firm Characteristics Expected association with firm growth 
Firm Age H1.1: Younger firms (under 10 years) will 

exhibit the higher rates of firm growth 
Firm size H1.2: Firms employing less than 10 persons 

will achieve higher levels of firm growth 
Industry Sector HI. 3: Small firms operating in the high 

technology sector (ICT) will display higher 
firm growth 

Ownership Structure H1.4: Greater firm growth will be associated 
with firms operated by more than one owner- 
manager 

4.2.2 The Characteristics of the Owner-Manager 

The results of research in relation to the impact of owner-manager 

characteristics on small firm growth were less clear cut than those of the firm. 

Higher growth firms were managed by owner-managers who were ̀ pulled' into 

self employment or started their business for positive motivations (Kinsella et 

al. 1994; Smallbone et al. 1995; Barkham et at. 1996; Delmar and Davidsson 

1998; Hamilton and Lawrence 2001; Reynolds et al. 2001; Poutziouris 2003; 
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Delmar and Wikiund 2008; Andersson and Tell 2009). Despite some divergent 

results in studies by Liao et al. (2001) and Papadaki and Chami (2002) the bulk 

of the studies promoted that a positive motivation to start the business would 

result in greater levels of small firm growth. 

Primarily, younger owner-managers displayed faster rates of growth (Davidsson 

1991; Storey 1994; Welter 2001; Bullock et al. 2004). The impact of owner- 

manager human capital was largely determined by an examination of the 

education and work experience profile of owner-managers in the studies. The 

influence of education was mostly examined by the formal highest educational 

award. Owner-managers who had a higher level of education were associated 

with higher firm growth (Kinsella et al. 1994; Roper 1998; Turok 1991; 

Wiklund and Shepherd 2003; Barringer and Jones 2004). There was a lack of 

focus on how other aspects of the educational experience of the owner-manager 

were linked with small firm growth. Given this, two aspects of education, the 

level of the award and the subject area of the award are tested for their impact 

on small firm growth. 

A number of the aspects of the career history of the owner-manager were found 

to positively impact on small firm growth. In particular, owner-managers who 

had work experience in a related industry sector and at a managerial level 

attained higher levels of small firm growth (Kinsella et al. 1994; Storey 1994; 

Barkham et al. 1996; Shane 2000; Shepherd et al. 2000; Aldrich and Martinez 

2001; Klepper 2001; O'Gorman 2001; Bellamy et al. 2003; Delmar and Shane 

2006; Peneder 2008; Wiklund et al. 2009; Littunen and Niittykangas 2010). 

Additionally, owner-managers who had experience in owning another small 
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business achieved better growth (Kinsella et a!. 1994; Storey 1994; I3arkham et 

al. 1996; Roper 1998; Wiklund and Shepherd 2003; Barringer and Jones 2004). 

Hence, it is concluded that higher firm growth would be associated with the 

owner-managers characteristics as advanced in the hypotheses described in 

Table 4.2. 

Table 4.2: Owner-Manager Characteristics and Small Firm Growth 
Owner-manager Expected association with firm growth 
characteristic 
Motivation to start the H 2.1: A positive motivation to start the 
business business will result in higher levels of firm 

growth 
Age of the owner- H 2.2: Younger owner- managers will obtain 
manager high r levels of firm growth 
Education profile H 2.3: Owner-managers holding a post 
" Educational level of secondary level award or higher will achieve 

the owner-manager higher levels of firm growth 

" Subject area of H 2.3.1: The nature of the educational award 
educational award will positively impact on small firm growth 

Industry sector of H 2.4: Experience gained in the same industry 
experience sector will result in higher levels of firm 

growth 

Level of experience H 2.4.1: Experience gained at managerial 
level will result in higher levels of firm growth 

Ownership of another H 2.5: Owner-managers involved in the 
small firm ownership of a second small business will 

achieve higher levels of firm growth 

4.2.3 The Strategic Focus of the Business 

The strategic focus of the small firm embodies a broad range of factors where 

the objectives for firm growth, the existence of a strategic plan, the type of 

strategy adopted, the customer profile, the level of export activity and the use of 

external advice with strategy development were deemed most relevant for 

inclusion in this empirical study. The findings from the literature strongly 

endorsed a positive association between multiple objectives (profit focused) and 
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higher levels of firm growth (Smallbone et al. 1995; t3arkham et al, 1996; 

Smallbone and Wyer 2000; O'Gorman 2001; Poutziouris 2003). There was a 

strong agreement in the majority of studies that having a strategic plan was 

found to positively impact on the achievement of small firm growth (Kinsella et 

al. 1994; Storey 1994; Barkham et al. 1996; Roper 1998; Wickham 1998; 

Beaver and Ross 2000; Smallbone and Wyer 2000; Poutziouris 2003). The 

Miles Snow Strategic Typology (1978) was applied as a basis for investigating 

the nature of the general type of strategy in place in the small firm. Within the 

studies reviewed it was found that owner-managers who adopted the prospector 

strategy were the best performers (Smith et al. 1986; Miles and Snow 1978; 

Conant et al. 1990; Parnell and Wright 1993; Collins et al. 1997). Additionally, 

owner-managers who sourced external advice for strategy development 

achieved the higher levels of small firm growth (Kinsella et al. 1994; Storey 

1994; Bennett and Robinson 1999; Bennett et al. 1999; Boter and Lundstrom 

2005). This line of investigation highlighted six topics outlined in Table 4.3 

which formed the basis of a number of hypotheses: 

Table 4.3: Strategic Focus of the Business and Small Firm Growth 

Strategic focus of the Expected association with firm growth 
business 
Growth objectives H 3.1: Objectives for profit is associated with 

higher levels of firm growth 
Strategic plan H 3.2: The existence of a strategic plan will 

have a positive influence on small firm growth 

Type of Strategy H 3.3: The adoption of the prospector strategy 
adopted is associated with higher levels of firm growth 

H 3.4: Finns who have a broad customer base 
Customer Concentration will exhibit higher levels of firm growth 

H 3.5: Involvement in international markets will 
result in higher levels of firm growth. 
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Internationalisation 

Use of external advice H3.6: The use of external advice with strategy 
with strategy development development will impact positively on small 

firm rowth. 

In summary, the findings of the literature review indicated that a number of 

factors at the individual, firm and strategic focus levels were implicated as 

determinants of small firm growth. These internal factors are examined as to 

their impact on growth in a sample of Irish SMEs in the Mid -West region of 

Ireland to ascertain if the findings of the survey lend support to those of the 

Kinsella et al. (1994) and the other studies examined. 

4.3 Measuring Small Firm Growth - Dependent Variables 

The adoption of multiple measures of small firm growth was recommended in a 

number of the research studies reviewed (Kinsella et at 1994: Storey 1994; 

Barkham et al. 1996; Roper 1998; O'Gorman 200; Dobbs and Hamilton 2007; 

Blackburn et al. 2009; Achtenhagen et al. 2010; McKelvie and Wiklund 2010). 

These studies concluded that they captured the multifaceted nature of firm 

growth (financial and non-financial) and described the relationship between the 

growth measures. Three measures of firm growth were applied to this study; 

employment growth, turnover growth and turnover per employee growth (proxy 

for labour productivity). 

Employment growth is a popular measure adopted for research with a public 

sector orientation as job creation is an important focal point for government 

policy (Kinsella et al. 1994; IIarkham et al. 1996; Davidsson and Wiklund 2000; 

Moreno and Casillas 2007; Kirkwood 2009; Shepherd and Wiklund 2009). 
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Employment data was collected from each respondent firm on the number of 

owner-managers and full and part-time staff for each year of the study. The 

second measure of growth adopted the financial measure of turnover. Turnover 

comprised the net selling value of goods/services manufactured by the 

enterprise, of services provided by the enterprise for others and of goods sold 

without further processing. 

The final measure for growth adopted for use in the study was turnover per 

employee. This served as a proxy for labour productivity. Turnover per 

employee was defined as sales per employee and calculated before deducting 

profits. Given that the cost of employing staff is a primary input cost for the 

small firm (SFA 2003; Small Business Forum 2006) owner-managers need to be 

able to assess the return on investment employees provide. In addition the need 

for small firms to improve their levels of productivity to compete more cost 

effectively in national and international markets was highlighted by the Small 

Business Forum (2006). Information obtained on the level of firm growth in 

these three areas addressed the core activities of the business. Data on 

employment growth captures information on employment generated in firms to 

address the focus of government policy. Additionally, results on the turnover of 

the firm provide an insight into the external market and competitive position of 

the industry sector the firm operates within. Finally, detail on turnover per 

employee offers important data on the ability of the owner-manager to manage 

firm resources across all functions of the business and also addresses a key 

government industrial policy issue. The inclusion of this measure since it was 

relatively unused in other research studies provides an extra dimension to the 

Kinsella et al. (1994) study and will benefit policy makers and researchers. The 
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adoption of multiple measures of growth provides an integrated perspective, 

portrays its multidimensional nature and explains how growth may differ due to 

internal owner-manager characteristics, firm characteristics and the strategic 

focus of the business. Furthermore, the inclusion of multiple measures of small 

firm growth extends on the metrics adopted in the Kinsella et al. (1994) study. 

4.4 Sample Selection 

The survey examined the growth performance of established SMEs in the Mid- 

West region of Ireland. In selecting the most appropriate sample of firms a 

number of criteria were applied. Firstly, as the main focus of the research was 

on the determinants of small firm growth in established SMEs it was important 

that the surveyed firms were old enough to have experienced the issues 

associated with the achievement of firm growth and to ensure the owner- 

managers were able to answer the questions in the survey. As various age 

thresholds were applied across the studies reviewed it was difficult to elicit a 

common minimum age threshold. Therefore, an arbitrary decision was made 

that firms in this survey had to be in existence for at least five years before the 

start of the study period. The inclusion of this minimum age threshold ensured 

owner-managers were in a position to discuss the issues associated with growing 

their firm and would have gone beyond the `volatility of newness' associated 

with the start up of a business. Furthermore, a number of documents indicated 

the importance of directing government policy to the established small firm, not 

just on "start-up" or newly established firms (which are given attention in the 

various Global Entrepreneurship Monitor (GEM) publications) in order to 

develop a more sustainable indigenous internationally directed SME sector in 

Ireland (Small Business Forum 2006; Building Ireland's Smart Economy 
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Framework 2008). Similarly, a number of academic studies (Storey 1994; 

Smallbone et al. 1995; Barkham et al. 1996; Barringer and Jones 2004; Kinsella 

et al. 1994) suggested that a focus on the established small firm was necessary, 

as government investments solely nurturing start up firms were less cost 

effective if these firms were not developed into sustainable growing small firms. 

Finally, the inclusion of this age threshold provides empirical insights into a 

profile of small firm which is under-researched in Ireland. 

The second criteria applied considered the unit of analysis. As the focus of 

the research was on the owner-manager who owned and managed their 

own firm, only single plant, indigenously owned firms were included. 

Thirdly, in selecting the sample it was necessary to ensure a representation 

of the key industry sectors in the Mid-West region were included in the 

final survey. Firms were drawn from the manufacturing and business 

service sectors (consumer service firms were excluded) in the Mid-West 

region of Ireland and represented high and low growth industry sectors. 

The four industry sectors chosen were the 

electronics/engineering/manufacturing; the food/drinks and agribusiness; 

the software/ICT and the business service as these were representative of 

the most important sectors in the Mid-West region during the period of the 

study (IBEC 2003). The adoption of a multi-sector approach establishes if 

small firm growth is industry sector specific and to what extent internal 

factors are the sources of growth differences irrespective of industry sector 

characteristics. 
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Finally, as the study adopted a regional focus it was important that the 

region chosen was reflective of other regions in Ireland. The Mid-West 

region of Ireland was chosen as the general location of the firms surveyed. 

The Mid-West region is incorporated into the Border, Midland and 

Western (BMW) region. It is one of the eight statutory regions in Ireland 

and accounts for 7.5 per cent of national GDP (Mid-West Task Force 

Interim Report 2009). 

Overall, the industrial base of the region is dominated by light industry 

such as electronics, instruments, metals and engineering. Food processing 

is particularly important, where pharmaceuticals and healthcare also have 

a presence. The sectoral profile of employment is similar to the national 

picture, with the exception of the manufacturing sector, which accounts 

for a larger share of employment in the Mid-West region relative to other 

regions in Ireland (Mid-West Task Force Interim Report 2009). The 

corollary of this is that the services sector in the region though growing, 

represents a smaller proportion of the region's economic activity than is 

the case nationally. ICT dominates the regions internationally traded 

activity and is in turn dominated by multinational corporations (Mid-West 

Task Force Interim Report 2009). 

Similar to the national situation, the traditional manufacturing and 

construction sectors are showing decline as is the level of employment 

activity in FDI firms in the Mid-West region. The choice of a single 

regional focus, that off the Mid-West region of Ireland, provides empirical 

data not previously available on how internal determinants influence small 
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firm growth in four key industry sectors where the results can guide local 

and national development agencies on the growth needs of these small 

firms. Additionally, this regional multi-sector study can form a useful 

benchmarking study for replication in the other statutory regions of 

Ireland. Moreover, this study is timely in the region where the influence of 

FDI firms is declining as is activity in the general manufacturing and 

construction sectors. 

As was shown in Chapter Two, no single comprehensive national database 

of SMEs exists in Ireland or for the Mid-West region. In this absence, the 

sampling framework used in the construction of the sample was the 

databases for the Mid-West region compiled by local development 

agencies, such as Enterprise Ireland, Shannon Development Company 

Limited and the County and City Enterprise Boards. In addition, personal 

contact was established with representatives from these organisations to 

ensure the lists were up to date and to obtain profile data omitted from the 

listings. A number of commercial business databases such as the 

Kompass Irish Business Directory and the Golden Pages were also 

consulted for the names of firms who were not eligible for assistance 

from government agencies and thus, ensured that a comprehensive sample 

as possible was obtained. All sources of data were cross-checked to avoid 

duplication and double counting of firms. 

The lists showed that there was approximately 2,000 SMEs 

(manufacturing and business services) operating in the Mid-West region 

of Ireland in 1996. This inventory of firms was screened to eliminate 

firms who did not adhere to the sample selection criteria (see Section 4.4) 
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which resulted in a potential sample of just under 900 firms eligible for 

inclusion in the survey. It was hoped to obtain a sample of 100 of these 

firms to provide a fair reflection of the relevant population of SMEs in 

the Mid-West region of Ireland (this figure was arrived at from an analysis 

of the number of relevant firms in the databases and interviews with 

personnel in Shannon Development, Enterprise Boards and Enterprise 

Ireland). Also as the research involved face-to-face interviews it was 

deemed that the depth of information obtained from this number of firms 

would be off value to policy makers. 

4.4.1 Response Rate 

The one hundred owner-managers selected were contacted via an introductory 

letter and a follow up telephone call to inform them of the objectives of the 

research and to determine their commitment to participate in the survey. 

However, despite assurance from 100 owner-managers to partake in the survey, 

80 interviews were successfully completed. A number of follow-up telephone 

calls were made with the outstanding 20 owner-managers to arrange or 

reschedule interviews, but to no avail. The eighty interviews completed 

provided all the necessary financial and non-financial detail requested and was 

usable for data analysis purposes. It is considered that the 80 firms were 

representative of the 100 firms initially approached. A summary of the key 

stages and activities involved in the sample selection process are detailed in 

Table 4.4 below 
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Table 4.4 Samnle Selection nrocess 
Stage Activity 
Identification of the number of Enterprise Ireland, Shannon 
SMEs in the Mid-West region of Development, County and City 
Ireland Enterprise Boards, Kompass Irish 

Business Directory and the Golden 
Pages 

Removal of non-relevant firms Selection criteria applied - i. e. firms 
from the listings had to be in operation for at least five 

years, be owner-managed; not part of a 
subsidiary and operate in either the 
Electronics/Engineering; Food/Drinks; 
ICT or Business Service sectors 

Selection of respondents Random sample selection of 100 firms 
Contact with 100 firms Via letter and follow up telephone call 
Follow up with 80 owner- Personal contact to arrange schedule for 
managers the interviews 

Once the sample was secured it was necessary to ensure the contents of the 

Questionnaire was suitable for administration through face-to-face interviews. 

4.5 The Questionnaire 

Central to the methodology was the design of the questionnaire. A semi- 

structured questionnaire was deemed the most suitable method of collecting the 

data as it provided flexibility in the collection of comments to complement the 

quantitative data collected in the in-depth interviews. It gave consistency in the 

collection of the data from respondent firms. The questionnaire was divided into 

four sections which are described below. (See Appendix A for the full version of 

the questionnaire). 

" Company characteristics, 

" Owner-manager characteristics, 

" Measures of small firm growth, 

" Strategic focus of the business. 
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4.5.1 Company Characteristics 

The questions in this section were designed to gain a description of the 

characteristics of the firm in terms of firm age, number of employees, the 

industry sector the firm operated in and its ownership structure (number of 

owner-managers). In addition, detail was elicited on the primary area of activity 

of the firm (product/service range). 

4.5.2 Owner-Manager Characteristics 

This section of the questionnaire concentrated on collecting information on the 

characteristics of the owner-manager such as their age, educational experience 

(level of education and the subject area of their highest educational award) and 

information on their career history (industry sector and the level of experience 

gained). Questions were also included to identify if the owner-manager was 

involved in the ownership of a second business. 

4.5.3 Measures of Small Business Growth 

This segment of the questionnaire requested information on the number of 

employees and the level of turnover achieved for each year of the period of the 

study (1996 to 2000). 

4.5.4 Strategic Focus of the Business 

Information collected in this section of the questionnaire elicited detail on the 

nature of business development strategies adopted by the owner-manager. 

Respondents were asked to outline their objectives for firm growth, if they had a 

strategic plan, a description of the growth strategies adopted and their 

involvement in export activity. Detail was also obtained on their customer 
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profile. Finally, detail was gained on the use of external assistance with strategy 

development. 

A pilot study of the questionnaire was undertaken to ensure the questions would 

be understood by the respondent, that the questionnaire was easy to administer 

and that the detail solicited provided the necessary information to address the 

requirements of the research hypotheses. 

4.6 The Pilot Survey 

A pilot survey is a small scale replica and rehearsal of the main study. It assists 

in determining the suitability and ease of use of the research instrument and the 

operational aspects of administering the questionnaire. Sarantakos (1993) 

suggested that the purpose of a pilot survey was to discover possible 

weaknesses, inadequacies, ambiguities and problems in any aspect of the 

research process. The pilot test involved a "participating pre-test" in that the 

selected sample of respondents were informed that it was a pre-test of the 

questionnaire and were encouraged to provide open and constructive feedback 

on their ease and ability to answer the questions as given. This interaction 

allowed for the interpretation of both verbal and non-verbal reaction of the 

respondent to the content and wording of the questions, the timing and duration 

of the interview, the relevance of certain questions and the ability of the 

interviewer to facilitate the process in a non-biased manner. 

Piloting of the questionnaire was undertaken by face-to-face interviews with 

eight owner-managers at their premises. The selected firms represented each of 

the four industry sectors and a variation in firm age and firm size. On 
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completion of the pilot test of the survey a number of modifications were made 

to the questionnaire. This resulted in more specific grouping of questions (in the 

owner-manager profile section) and rephrasing of questions which were 

problematic for respondents to answer (questions on strategy development and 

objectives for firm growth). Feedback from the pilot test also resulted in the 

reduction in the length of the questionnaire to accommodate the limited amount 

of time owner-managers were willing to give for the interview. 

4.7 Data Collection - The Quantitative Approach 

Curran and Blackburn (2001) evaluated the quantitative approach in studying 

small firm growth. They suggested that the merits included its ability to capture 

knowledge on the dynamics of the operations of the small firm and accurate 

descriptive quantitative evidence on relationships between events and factors in 

the small firm. Further, they suggested that data obtained from a quantitative 

study provided important snap shots of firm activity and how they may change 

over time. The findings of quantitative research studies are useful to identify 

relationships between independent and dependent variables and provide for a 

standardised and systematic method for gauging variations in the research 

findings. Curran and Blackburn (2001) suggested that quantitative research 

study findings serve as useful benchmarking studies. A review of the literature 

highlighted the prevalence of the quantitative approach (Kinsella et al. 1994; 

Barkham et al. 1996; Roper 1998; Liao et al. 2001; Poutziouris 2003). 

Additionally, the majority of research studies reviewed by Storey (1994) and 

Dobbs and Hamilton (2007) showed a bias towards the quantitative research 

approach. Since the focus of this study was on Irish SMEs it was considered 

that the use of a similar research approach to that adopted in the Kinsella et al. 
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(1994) study would allow for some general comparisons to highlight how 

internal factors influenced small firm growth in changed economic 

circumstances. Furthermore, as there was no recent research study undertaken in 

Ireland post the Kinsella et al. (1994) study, the findings of this study provide a 

point of reference for future research in the Irish context. Thus, the adoption of a 

quantitative research approach. 

While a number of benefits were associated with the quantitative approach, it 

was also important to consider some of the potential limitations of this approach. 

One of the primary limitations associated with the quantitative approach is it's 

over reliance on the collection of quantitative data. In many instances, the 

quantitative approach is designed to provide an insight into "what" is happening 

in a quantifiable manner and does not provide an insight into the "why" behind 

the decisions made by respondents. This limitation was to a degree compensated 

for in the design of a semi-structured questionnaire and through the completion 

of in-depth face-to-face interviews which allowed for soliciting comments from 

the owner-managers. 

4.7.1 The Choice of Face-to-Face Interviews 

The face-to-face interview was chosen as the primary means of data collection 

as it facilitated the collection of quantitative data and ensured all the data was 

provided by the respondent. Given that the interview schedule was detailed and 

contained a large number of questions the pre-interview personal contact 

ensured that the respondents were prepared and had available the necessary 

employment and financial data when the interviewer arrived. As with other 

data gathering methods it was important to be mindful of some of the potential 
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limitations in the use of face-to-face interviews. One such limitation was the 

potential occurrence of interviewer and interviewee bias during the interview. 

To reduce interviewer bias occurring one interviewer was responsible for the 

completion of all interviews which reduced any inconsistencies that might have 

occurred if multiple interviewers were employed in the administration of the 

questionnaire. 

Respondent bias was also liable to occur particularity in their recollection of 

certain detail or their reluctance to provide financial data for each year of the 

study. This latter issue was accounted for in the initial personal contact with the 

respondents when a discussion took place on the type and level of financial and 

non-financial detail required. A commitment was obtained from the respondents 

that they would provide this detail. The selected owner-managers were initially 

sent a letter explaining the purpose of the research study, a list of the questions 

and the topics addressed in the questionnaire and their time commitment. This 

letter was followed up with a telephone call to introduce the researcher and 

expand further on the purpose of the research and the benefits of the research for 

practical small firm policy development. All respondents were guaranteed 

complete confidentially. As many of the owner-managers had limited time 

available it took a number of attempts to finalise interview details. In some 

instances interviews were rescheduled to accommodate the owner-manager. 

Each interview was held with the owner-manager in their business and lasted for 

approximately one to one and half hours. The interviews were tape-recorded 

with the permission of the respondent and formed the primal input for the 

statistical analysis. The in-depth interviews were in some instances 

130 



Charter Four; The Research Approach 

supplemented with secondary data from business plans and articles from 

newspapers or business magazines. In striving for reliability and data 

verification the information obtained was cross checked with published annual 

reports. 

While it is not possible to prepare and legislate for all eventualities that might 

occur in the administration of the questionnaire, a thorough pilot testing of the 

questionnaire and stringent management of the interview process ensured the 

necessary information was obtained in a rigorous manner. 

4.8 Data Analysis and Interpretation 

Small firm growth measured the change in firm performance of the surveyed 

firms for the years 1996 to 2000 where the findings from the eighty owner- 

managers were analysed as one cohort. The type of data analysis was also 

guided by the methods adopted in the primary research studies reviewed, in 

particular, the Irish study conducted by Kinsella et al, (1994). 

In the first instance, data for the completed eighty surveys were analysed using 

the Statistical Package for the Social Sciences (SPSS). Initial data analysis 

produced general frequencies and some cross analysis to provide a profile of 

respondent firms by a selection of owner-manager, firm characteristics and their 

strategic focus. In addition, information was produced on the levels of firm 

growth attained regarding employment, turnover and turnover per employee. 

In calculating the data for the three measures of small firm growth, 1996 was 

treated as the base year on which the other years figures were calculated. The 

effect of inflation was removed from the turnover data by deflating it in 1990s 
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rates. This real value of the turnover data was obtained by adjusting it for price 

movements and to allow for inflation using the Consumer Price Index (CPI) 

which differentiated separately between goods and services. 

In relation to employment the growth index calculated figures for employment 

in 2000 minus those for 1996 and computed the change in employment 

performance for the period of the study. 

Data were calculated to provide detail on the average percentage change in 

employment, turnover and turnover per employee growth for the cohort of 80 

firms for the period of the study as a useful indicator on how the sample of firms 

grew in the three measures of firm growth. The percentage change was 

calculated as follows: (value at the end of 2000-value at 1996)/value at 

1996* 100 and averaged for the three years of the period of the study. The 

findings for all 80 firms were included in the analysis despite some extreme 

cases as it was believed that an examination of their performance was important 

to determine how internal factors impacted on their growth relative the 

remaining firms in the survey. 

Because normality is a critical assumption which underlies the use of many 

statistical tests and inferences, it is an assumption which must be checked. The 

first step was to test the data for normality to guide the choice of the most 

appropriate statistical tests. Given that the sample size was relatively small and 

the nature of the data collected there was a belief that the data would not be 

normal. Observation of how the data for employment and turnover was 

distributed in histograms showed skewed data. The completion of Kolmogorov- 

Smirnov (KS) test confirmed that the data was not normally distributed. This 

suggested that non-parametric tests should be used as they test data that is not 
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normally distributed and allows for the testing of observations in groups to 

ascertain if a significant difference exists between the variables. 

A combination of tests was run. For instance, The Kruskal-Wallis 11 test is the 

non-parametric version of ANOVA, a one way analysis of variance for data 

collected on ordinal scale or for interval data that are unsuitable for parametric 

testing was conducted. In addition the non-parametric version of the `t test'- the 

`Mann Whitney U test' was adopted to test the relationship between two 

independent variables. The 95 per cent confidence level (p>0.05) was applied in 

the analysis. 

In attempting to determine if matching internal factors were shared among the 

higher growth firms in the survey, the 80 firms were further segmented. From 

the sample of 80 firms, the higher growth firms who adhered to the threshold 

measures proposed in the EUROSTAT-OECD Business Demography Manual 

(2008) were selected for further investigation. The higher growth firms were 

those who complied with the following criteria: 

"All enterprises with average annualised growth greater than 20% over a 

three year period, and with 10 or more employees in the beginning of the 

observation period, should be considered as high-growth enterprises. 

Growth can be measured by the number of employees or by turnover" (OECD 

Manual on Business Demography Statistics 2008). 

Each of the higher growth firms were studied to determine how the three sets of 

internal determinants impacted on their growth. Analysis was also undertaken 

to ascertain the differences and similarities between the profiles of the higher 
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growth firms. The primary themes emerging from the findings on the 

characteristics of the higher growth firms were compared to the Kinsella cl al. 

(1994) study. This narrative dimension of the analysis enhanced the overall 

robustness of the research findings as it allowed for the special features of the 

higher growth firms to be identified and to tease out relevant growth process 

issues. 

The following provides a brief overview of the general characteristics of 

respondent firms as a precursor to the presentation of more detailed findings of 

the statistical analysis testing the range of hypotheses in Chapters Five, Six, 

Seven, and Eight. 

4.9 Characteristics of Respondent Firms 

All respondents were the owner-manager of the business. The vast majority 

86.2 per cent were involved in the business since its establishment. 

4.9.1 Industry Sector 

Owner-managers were asked to identify which one of four industry sectors their 

business was associated with. The breakdown of respondents across the four 

sectors was dominated by Electronic/Engineering and Manufacturing firms (32 

per cent) and secondly by firms in the Food/Drink/Agribusiness sector (22 per 

cent). The remaining firms were fairly evenly divided between the Software/ICT 

sector (16 per cent) and the business service sector (10 per cent). 

The majority of firms (83.8 per cent) were involved primarily in manufacturing 

activities and 16.3 per cent involved in service delivery. Eighteen per cent of 

firms provided a combination of product and services. 

134 



Chapter Four: The Research Approach 

4.9.2 Firm Agc 

The respondents were asked to indicate the year of establishment of their 

business. From this three age groups were defined to analyse the data. The age 

profile of respondents is presented in Table 4.5. 

Table 4.5- Acre Profile of Resnondent Firms 
Firm age N Percentage 
5- 10 years 26 32.5 
11 - 15 years 32 40.0 
15 + ears 22 27.5 
All Firms 80 100.0 

The average age of the firm was 14 years. 

4.9.3 Firm size 

The majority of respondents employed less than 50 persons. The largest firm 

had 100 employees. The percentage breakdown of firms in each size category 

for each year of the study is outlined in Table 4.6. 

Table 4.6: Emnlovment Profile of Respondent Firms (1996-1999) 
Employment 
Categories 

1996 1997 1998 1999 

0- 10 employees 25.0 20.0 15.0 11.3 
11 - 50 employees 70.0 72.5 75.0 80.0 
51 - 100 employees 5.0 7.5 10.0 8.8 
Total 100.0 100.0 100.0 100.0 

Q Firms operating in the software/ICT sector and the service sector did not 

have more than 50 employees. 

Q Twenty two per cent of firms in the software/ICT sector employed 

between 0 and 10 employees where 11.1 per cent of firms in the service 

sector employed less than 10 persons. In comparison 33.3 per cent of 
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firms in both the electronics/engineering/manufacturing and the 

food/drinks/agribusiness sector employed less than ten persons. 

This preview provides a general context within which to examine the 

relationship between the three dependent variables. 

4.10 Employment, Turnover and Turnover per Employee 
Growth 

Information was provided by all 80 respondents on the numbers they employed 

and for their turnover for each year of the study. A brief overview of the 

findings for each of the dependent variables is presented 

4.10.1 Employment Growth 

In 1996 the eighty firms had a total 1,756 employees which increased to 2,278 

in 1999. These variations highlighted some exceptional cases. Sixteen firms had 

more than doubled employment, 20 firms experienced between 50 and 99 per 

cent increase in employment and 18 firms experienced between 25 and 49 per 

cent increase during the period. On the opposite end of the spectrum, eight firms 

accounted for a decrease in employment numbers over the period. The 

following figure shows the distribution for of employment for the eighty firms. 
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Figure 4.1: Distribution of Employment for Respondent Firms 

The average level of employment growth was 29.80 per cent for the period of 

the study. 

4.10.2 Turnover Growth 

In 1996, six firms accounted for a turnover of less than ¬50,000, whereas at the 

other end of the continuum one firm accounted for a turnover in excess of E15m. 

Table 4.7 provides details on the minimum and maximum level of turnover 

growth for respondent firms and how they varied for each year. The mean 

turnover for respondent firms is included to highlight the disparity that exists 

between the minimum and maximum levels of turnover. 

Cable 4.7: A re ate Turnover Data for Respo ndent Firms 
Turnover E Minimum 

E 000) 
Maximum 

millions 
Mean (E) 
Millions 

Median (E 
000) 

1996 10,160 15,240,000 1,232,973 53f7500 
1997 12,700 15 494,000 1,325,223 5897500 
1998 19,050 15,875,000 1,443 287 61,5000 
1999 28,600 16,383,000 1,551,628 63,5000 
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In 1999 only three firms accounted for turnover of less than ¬50,000. However 

there was an increase in the number of firms (five firms) who reported a 

turnover of excess of 10 million Euros in 1999. The scatter plot in Figure 4.2 

highlights the variation in the eighty turnover growth observations. 

Average growth rate in turnover 96-99 

Figure 4.2: Distribution of Turnover for Respondent Firms 

The average growth rate in turnover was 48.32 per cent for the cohort of 

respondents. 

4.10.3 Turnover per Employee Growth 

With regard to turnover per employee (proxy for labour productivity) the highest 

level was recorded for 1996 with a decline for the subsequent two years to a 

level of E45,862 in 1998. Table 4.8 describes the mean and median figures for 

each year. 

Table 4.8: Turnover ner Emnlovee for Resnondent Firms 
Turnover per 
employee 

Mean (E) Median (E) 

1996 51,623 35,975 
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1997 48,334 33,733 
1998 45,862 30,017 
1999 46,823 30,250 

In 1999 where there was an increase to a level of ¬46,823 per employee. The 

average percentage change in turnover per employee for the sample of firms was 

5.72 per cent. The growth rates for the three dependent variables are 

summarised in Table 4.9. 

Table 4.9: Average Employment, Turnover and Turnover per Employee growth 
(1996 to 19991. 
Growth measure N Average growth 

Average growth rate in employment 80 29.83 
1996 and 1999 
Average growth rate in turnover 1996 80 48.32 
and 1999 
Average growth rate in Turnover per 80 5.72 
employee 1996 and 1999 

Each of these three measures will be examined for their association with a range 

of internal factors. Preceding this analysis the relationship between the three 

dependent variables is explored. 
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4.11 Relationship between Employment, 'Turnover, and 
Turnover per Employee Growth 

Given the multifaceted nature of small firm growth where growth may occur in 

a number of areas of the business an examination of the relationship, if anti that 

exists between the dependent variables provides a more integrated perspective 

of the dimensions of small firm growth. For instance, would an increase in 

turnover result in an increase in employment or turnover per employee growth 

or would an increase in employment growth show growth in turnover per 

employee?. To establish if a relationship existed between the three variables a 

series of scatter plots with a line of best fit was completed. This allowed for a 

visual inspection of the direction of the relationship between the measures 

examined. The first scatter plot examines the relationship between employment 

and turnover growth. Figure 4.3 shows the results. 
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Figure 4.3: Relationship between Turnover and Employment Growth 

Initial examination of the line of best fit in the scatter plot did not suggest a 

noticeable relationship. A Spearman's rho correlation was run between the two 

variables to identify the degree to which the variables were related. This 
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produced a result of rho. 441 and a p= . 000 which suggests a modest positive 

association between the two variables. "Therefore as turnover increases so does 

employment growth and vice versa showing the multidimensional nature of firm 

growth. The results show the prevalence of turnover growth in a number of 

respondent firms and heightens the need for policy to consider this when setting 

criteria for the allocation of funding. 

Secondly the relationship between employment growth and turnover per 

employee growth was explored. Figure 4.4 presents the scatter plot. 
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Figure 4.4: Relationship between Employment and Turnover per Employee Growth 

The detail in the scatter plot indicated that there was some association between 

the two variables. The completion of a Spearman's rho correlation found that 

there was a strong positive relationship between employment growth and 

turnover per employee or labour productivity growth (rho . 696; p= . 
000). Thus, 

as firms increase the numbers employed there is an increase in the level of 

turnover per employee growth and vice versa. This relationship continues to 

reinforce that growth can occur in a number of aspects of the firm. Additionally, 
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the findings show that turnover per employee growth is aligned with 

employment growth in a number of firms resulting in increased efficiencies in 

many of the more labour intensive firms. 

Finally an investigation of the relationship between turnover growth and 

turnover per employee found a weak positive association (rh . 
193; p =. 086). The 

result is presented in Figure 4.5. 

Figure 4.5: Relationship between Turnover and Turnover per Employee Growth 

An increase in turnover growth does not result in a corresponding increase in 

turnover per employee. This result shows a less positive relationship that was 

found between employment growth and turnover per employee growth as 

highlighted in Figure 4.4. This would indicate that firms who are increasing 

turnover are not necessarily the most productive firms. This highlights potential 

for improving efficiencies in these firms to ensure profits are maximised. 

Further analysis in Chapters Five, Six, Seven and Fight will establish how these 

relationships hold true by a range of' firm, owner-manager and strategic 
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activities with firm growth. This will indicate the profile of firm who is most 

likely to produce turnover growth and those most concentrated on employment 

growth. 

To date the analysis has shown that the use of multiple measures of firm growth 

provide a means of examining how growth can occur in a number of aspects of 

the small business, but not necessarily concurrently . While growth occurred in 

the majority of respondent firms for the three dependent variables, it is expected 

that their level will vary by a range of internal factors. This information forms 

the basis of the statistical analysis on how the levels of firm growth for the three 

dependent variables vary by a range of firm characteristics, owner-manager 

characteristics and the strategic focus of the business. 

4.12 Concluding Remarks 

This chapter has provided information on the research approach adopted for the 

study. The quantitative approach incorporating the face-to-face interview was 

considered the best means of obtaining the type of information required to 

address the range of hypotheses developed. The quantitative study surveyed 80 

owner-managers in the Mid-West region of Ireland. 

The initial findings indicate that the highest level of firm growth occurred for 

turnover growth and secondly for employment growth. A positive relationship 

existed between turnover and employment growth and also between 

employment growth and turnover per employee growth. These findings form the 

basis for more detailed statistical analysis to ascertain how they are impacted 

upon by a range of firm, owner-manager, and strategic focus characteristics to 
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address the research hypotheses. These findings arc presented in Chapters rive, 

Six, Seven and Eight. 
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Chapter Five: Determinants of Small Firm 

Growth - The Influence of Firm Characteristics 

5.1 Introduction 

The characteristics of the firm are the subject of much study within the general 

small firm growth literature. Within this stream of research the evidence has 

shown that attributes such as firm age and size are important predictors of small 

firm growth. The existence of a team of owner-managers was viewed to enhance 

firm growth through the provision of an assortment of knowledge and 

competencies. The industry sector of the firm was discussed in a number of 

studies as a useful indicator of firm growth where stronger growth was evident 

in the high technology sector. These factors are included for investigation in this 

study. This chapter presents the analysis of the statistical differences in the 

dependent variables with the characteristics relating to the firm. The hypotheses 

tested are presented in Table 5.1 as are the primary research studies which 

explored the role of the selected firm characteristics as determinants of firm 

growth. 

Table 5.1: Firm Characteristics - Research Hvnotheeec 
Firm 
characteristic 

Studies which found a 
positive association 

Research hypothesis 

Firm Age Storey (1994) H 1.1: Younger firms 
Kinsella et al. (1994) (under 10 years) will 
Barkham et al. (1996) exhibit higher levels of 
Glancey (1998) firm growth. 
Orser et al. (2000) 
Bullock et al. (2004) 
Geroski and Gul ar 2004 

Firm Size Storey (1994) H1.2: Firms employing 
Barkham et al. (1996) less than 10 persons 
Orser et al. (2000) will achieve higher 
Davidsson and Wiklund levels of firm growth. 
2000 
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Industry Sector Kinsella et al. (1994) 111,3: Firms operating 
Storey (1994) in the high technology 
Almus and Nerlinger (1999) sector (ICT) will 
Jensen et al. (2001) display higher firm 
Taymaz (2002) growth. 
Barringer and Jones (2004) 
Peneder 2008 

Ownership Kinsella et al. (1994) H1.4: Greater firm 
Structure Storey (1994) growth will be 

Barkham et al. (1996) associated with firms 
Barringer and Jones (2004) operated by more than 
Littunen and Tohmo (2003) one owner"mana er. 

Preceding the testing of the hypotheses information is provided on the average 

percentage level of employment, turnover and turnover per employee growth 

connected with each firm characteristic for the period of the study. The results 

emerging in this study are compared with those found in the relevant literature 

as discussed in Chapter Three. 

5.2 Firm Age 

A general pattern emerging in the literature was that younger firms were 

associated with the higher levels of firm growth due to their ability to increase 

their scale of operations and gain economies of scale quickly to respond to 

customer and competitor challenges (Kinsella et at. 1994; Storey 1994; 

Barkham et al. 1996; Glancey 1998; Orser et al. 2000; Bullock et al. 2004; 

Geroski and Gulgar 2004). Additionally, research completed by Jensen et al. 

(2001) and Taymaz (2002) found that turnover per employee growth was 

strongest in younger firms. A prior expectation of this study was that the 

younger firms would exhibit higher firm growth for all three measures. 

H 1.1: Younger firms (those in operation for less than 10 years) will exhibit 

higher levels of fir»: growth. 
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Respondents were asked to indicate the year their business was established. The 

findings were grouped into three age categories, between 5 and 10 years, 11 and 

15 years and 16 years plus. The majority of firms (40 per cent) were in 

operation for between 11 and 15 years, 32.5 per cent were in business for 

between 5 and 10 years and the remaining 27.5 per cent were established for 

over 16 years. 

The youngest firms exhibited the highest level of growth for the three measures 

of employment, turnover and turnover per employee (79.4 per cent; 37.0 per 

cent and 11.3 per cent respectively). Conversely, firms who were in operation 

for sixteen years or more showed the lowest level of growth for all three 

measures. The average percentage level of growth evident for each age group is 

presented in Table 5.2. A Kruskal-Wallis H Test was conducted to test 

Hypothesis 1.1. which showed a positive significant impact of firm age for the 

three measures of firm growth. 

Table 5.2: The Average Level of Employment, Turnover and Turnover per 
Emnlovee Growth and Firm Ace 

Firm age N Employment 
growth (%) 

Turnover 
growth (%) 

Turnover per 
employee 
rowth 

5 -10 years 26 79.49 37.03 11.39 
11 - 15 ears 32 41.87 29.11 7.95 
16 + years 22 20.87 22.36 4.20 
All Firms 80 29.83 48.32 5.72 
Note: Significant differences were evident for employment growth p=0.000 1; turnover 
growth p=0.007 and turnover per employee growth p=0.005. 

Further statistical analysis was conducted to identify which age groups were 

significantly different from the others. The completion of a Mann-Whitney U 

test found a significant difference in the levels of growth between: 

0 The youngest and oldest firm for employment growth p=0.0001; turnover 

growth p=0.003 and turnover per employee p=0.004. 
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" Firms aged between 11 and 15 years and those aged 16 years and over for 

employment growth p=0.006 and turnover growth p=0.036. 

Overall, the findings show that younger firms are an important source of growth, 

particularly employment growth. Growth declines with firm age for all three 

measures. These findings support Hypothesis 1.1 as the younger firms (those in 

operation for between 5 and 10 years) exhibited higher average levels of firm 

growth for all three dependent variables. Furthermore, there is a significant 

difference between firms in operation between 11 and 15 years and 16 years 

plus for two measures (employment and turnover per employee) growth. These 

findings concur with the primary studies reviewed (Kinsella et al. 1994; Storey 

1994; Barkham et al. 1996; Glancey 1998; Orser et al. 2000; Bullock et al. 

2004; Geroski and Gulgar 2004). Equally, the findings provide comparable 

results to those of Jensen et al. (2001) and Taymaz (2002) in relation to turnover 

per employee growth where the youngest firms performed better than the other 

two older age categories. 

5.3 Firm Size (employment numbers) 

The size of the firm, measured in employment numbers is viewed to influence 

the growth potential of the small firm and is therefore a useful predictor of 

higher firm growth. A number of studies identified higher growth among 

smaller firms (Storey 1994; IIarkham et al. 1996; Davidsson and Wiklund 2000; 

Orser et al. 2000). The reasons cited for this higher growth related to the fact 

that smaller firms were flexible in their business operations, had a greater ability 

to react quickly to address customer needs and respond to competitor and 
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industry sector changes. In order to test the impact of this dimension on firm 

growth the following hypothesis was developed. 

H1.2: Firms employing less than 10 persons will achieve higher levels of fir»t 

growth. 

Firm size was assessed in terms of the number of employees in the firm. 

Respondents were requested to indicate the number of employees (full. time and 

part-time) into one of three employment groups; 0-10,11-50 and 51 plus 

employees. These categories represented those size classifications most 

commonly used to describe SMEs in the Irish context (Small Business Forum 

Report 2006; CSO 2008). Given the importance of the micro and small firm 

(less than 50 persons) as part of the overall population of Irish SMEs (Small 

Business Forum Report 2006; CSO 2008) it was important to identify how they 

performed relative to the medium firm. In 1996, the micro firm accounted for 

11.3 per cent of surveyed firms, 80.0 per cent of firms employed between 11 and 

50 persons and 8.7 per cent of respondents employed between 51 and 100 

persons. 

The micro and small firm performed better than firms employing in excess of 51 

persons for all three measures of firm growth for the period of the study. Growth 

was highest for turnover growth. Micro-enterprises achieved an average growth 

of 94.62 per cent for the period of the study, more than twice the growth rate 

achieved by firms employing between 11 and 50 persons and approximately 60 

per cent higher than firms with in excess of 51 employees. Similar variations 

occurred for employment growth between firm sizes. Table 5.3 describes the 

average percentage levels of firm growth for firm size with the results of the 

Kruskal-Wallis H Test conducted to test this hypothesis. 
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Table 5.3: The Average Level of Employment, Turnover and Turnover per 
Emalovee Growth and Firm Size 

Firm size N Employment Turnover Turnover per 
growth (%) growth ("/o) employee 

growth (%) 

0-10 9 67.42 94.62 24.45 
11- 50 64 27.09 45.80 3.85 
51 plus 7 46 6 11.90 1 20 
employees . . 
All firms 80 29.83 48.32 5.72 

Note: There was evidence of a statistically significant difference between firm size for 
employment growth p=0.008 and turnover growth p=0.023. Turnover per employee 
growth p= 0.232 was not significant. 

The completion of a Mann-Whitney U test found a significant difference in the 
levels of growth between: 

9 The smallest firms (0-10) and those with 51 plus employees for employment 

growth p=0.008 and turnover growth p=0.039. 

" Firms with 11-50 employees and 51 plus employees for employment growth 

p=0.032 and turnover growth p=0.039. 

These findings provide support for two of the three dependent variables tested in 

Hypothesis 1.2 as the micro firm showed a significant difference in turnover and 

employment growth. The results strengthen the evidence in the literature and 

support the important role of the micro and the small firm in employment 

generation (Kinsella et al. 1994; Barkham et al. 1996; Glancey 1998; Davidsson 

and Wiklund 2000; Orser et al. 2000; Rutherford et al. 2001; Bullock et al. 

2004). Additionally, given the significant contribution of the micro and small 

firm to the Irish economy (as described in Chapter Two) this finding reinforces 

the need to ensure their specific growth needs are understood and 

accommodated for in government industrial policy. 

In relation to turnover per employee growth, the results diverge from those of 

Taymaz (2002). This study did not show a positive significant relationship 

between firm size and turnover per employee growth. The average percentage 

150 



Chapter Five: Determinants o Small Firm Growth - The Lf uence of Firin Characteristics 

level of turnover per employee growth highlights the most positive contribution 

of the micro firm and as firm size increases there is a corresponding decline in 

turnover per employee growth. This would broadly align with the findings of 

Taymaz (2002). This is further substantiated by the very low levels of turnover 

per employee growth associated with the larger firms in the sample. 

5.4 Industry Sector 

The majority of the studies which addressed the impact of industry sector on 

firm growth found that growth was higher in small firms in certain industry 

sectors, where firms operating in high technology industry sectors characterised 

by high technological demands experienced speedier rates of growth relative to 

those operating in the traditional manufacturing sectors (Kinsella et al. 1994; 

Storey 1994; Almus and Nerlinger 1999; Jensen et al. 2001; Barringer and Jones 

2004; Peneder 2008; Wilkund et al. 2009). Conversely, industry sectors where 

the barriers to entry are low, characterised by non-differentiated 

products/services and low levels of R&D investment will attract a greater 

number of new firms resulting in more intense competition. This may reduce the 

potential of a small firm to achieve higher firm growth (Cooper et al. 1994; 

Audretsch 1995; Almus and Nerlinger 1999; Weinzimmer 2000). It is 

hypothesised in this study that higher firm growth is characteristic of small firms 

operating in the high technology sector, in this study those firms operating in the 

ICT sector. 

H1.3: Firms operating in high technology sectors (1C1) will display higher 

firm growth. 

Respondent firms were categorised into four industry sectors comprising of the 

electronic/engineering/manufacturing; food/drinks/agribusiness; software/ICT 
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and service sectors. These reflected the most important industry sectors in the 

Mid-West region of Ireland at the time the study was completed. 

Employment growth was strongest for firms operating in the 

food/drinks/agribusiness sector (36.81 per cent), followed by firms operating in 

the electronics/engineering/manufacturing sector (31.45 per cent). In 

comparison, the greatest average level of turnover growth was evident in the 

software/ICT sector (87.14 per cent) followed by the food/drinks/agribusiness 

sector (64.82 per cent). The highest level of turnover per employee growth was 

also associated with firms in the food/drinks/agribusiness (24.14 per cent) and in 

the software/ICT (16.87 per cent) sectors. In general the two highest levels of 

turnover per employee growth were evident in firms with the highest levels of 

employment and turnover growth as described in Table 5.4. The results of the 

Kruskal-Wallis H test completed to determine if there was a significant 

difference between the average levels of growth across the four industry sectors 

is also noted below Table 5.4. 

Table 5.4: The Average Level of Employment, Turnover and Turnover per 
Emnlovee Growth and Industry Sector 
Industry Sector N Employment Turnover Turnover 

growth (%) growth per 
(%) employee 

growth (%) 

Electronic/Engineering/ 32 31.45 20.48 8.71 
Manufacturing 
Software/ ICT 16 24.77 87.14 16.87 

Food/Drink/Agribusiness 22 36.81 64.82 24.14 
Services 10 17.37 39.04 3.16 
All Firms 80 29.83 48.32 5.72 

Note: Significant differences were evident between turnover growth p=0.014 and 
turnover per employee growth p=0.036. Employment growth p=0.452 was not significant. 

152 



Chapter Five: Determinants of Small Firm Growth - The Iq uence v Firm Characteristics 

The findings are significant for two of the three dependent variables (turnover 

and turnover per employee growth) where the firms operating in the high 

technology sector achieved higher rates of firm growth. This provides support 

for two of the three dependant variables in Hypothesis 1.3. 

Further statistical analysis (Mann-Whitney U test) established that for turnover 

growth: 

" There was a significant difference (p=0.006) between the sofware/ICT and 

electronic/engineering/manufacturing sectors. 

" There was also a significant difference (p=0.016) between the 

food/drink/agribusiness and electronic/engineering/manufacturing sectors. 

In relation to turnover per employee growth; 

" There was a significant difference (p=0.003) between the 

food/drink/agribusiness and the service sector. 

These findings show that an identification of the industry sector the firm 

operates in is important to establish when investigating the determinants of 

small firm growth. The results correspond with a number of studies (Kinsella et 

al. 1994; Almus and Nerlinger 1999; Weinzimmer 2000; Barringer and Jones 

2004; Peneder 2008; Wilkund et at. 2009). For instance, firms operating in high 

technology areas are more likely to achieve higher turnover and turnover per 

employee growth and are thus more likely to be revenue generators as opposed 

to employment generators. Additionally, in relation to turnover per employee 

growth the general findings showing the higher average growth rate of turnover 

per employee associated with the software /ICT sector align with the findings of 

Jensen et al. (2001) and Taymaz (2002). 
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There was also a significant difference between firms in the 

food/drink/agribusiness and electronic/engineering/manufaeturing sectors for 

turnover and turnover per employee growth. The food/drinks/agribusiness sector 

performed very positively when consideration is given to the high level of 

employment growth attained (36.81 per cent). The findings in relation to these 

specific industry sectors do align with the more general trends in the 

manufacturing sector as highlighted in Chapter Two. As was discussed in 

Chapter Two, the most notable decline occurred in the traditional manufacturing 

sectors (e. g., textiles, clothing, leather, electronics, paper and printing) (Forfas 

2006). In contrast, during this period there was an increase in employment in 

the added value export oriented sectors, such as the food/drinks, medical devices 

and medical equipment sectors (DKM Economic Consultants 2006). These 

trends taken in conjunction with the results of the empirical study direct 

attention to the importance of understanding the different growth outputs by 

industry sector as a basis for devising relevant policy supports. For instance how 

can policy address and encourage more employment growth in the food/drinks 

sector and provide supports that recognise the potential for higher turnover and 

revenue generation activities in the ICT sector?. 

5.5 Ownership Structure 

The majority of the studies examining the impact of multiple ownership on 

small firm growth found that the higher growth firms were associated with 

multiple ownership (Kinsella et al. 1994; Storey 1994; Barkham et al. 1996; 

Jensen et al. 2001; Taymaz 2002 Barringer and Jones 2004; Littunen and 

Tohmo 2003). 

154 



Chapter Five: Determinants 0/ Small Firm Growth -- The In hence n Firm Characteristics 

A number of owner-managers were viewed to provide an assortment of 

knowledge, expertise, resources plus access to an enlarged pool of networks 

which serve to enhance firm growth. Despite these advantages opposing results 

were found in a number of studies (Hamilton and Lawrence 2001; Barringer et 

al. 2005). In essence these studies suggested that not all teams possessed 

complementary skills and knowledge and that where a team consisted of 

individuals with the same knowledge, skills and management practices then 

higher levels of firm growth may not be materialised. The hypothesis testing the 

impact of multiple ownership and small firm growth was posed as follows: 

H1.4: Greater firm growth will be associated witli firms operated by more 

than one owner-manager. 

All eighty small firms were independently owned and managed operations 

where the majority, (51.3 per cent) were single owner-managed firms, 35 per 

cent had two owner-managers and the remaining 13.7 per cent had three or more 

owner-managers. While single owner-managed firms were associated with 

higher average levels of growth for turnover, similar levels of employment 

growth were recorded between single owned and firms owned by two 

individuals. The greatest variation occurred in relation to turnover per 

employee growth where a substantial decline occurred with an increase in the 

number of owner-managers. These findings are presented in Table 5.5. 
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Table 5.5: The Average Level of Employment, Turnover and Turnover per 

Employee Growth and Ownership Structure 

Number of owner- N Employment Turnover Turnover 
managers growth (%) growth per employee 

(%) growth (%) 

One owner/manager 41 31.74 52.12 16.61 
Two owner- 28 32.16 47.43 1.45 
managers 
Three owner- 11 16.76 36.43 -3.78 
managers 

- All Firms - t 
80 29.83 48.32 5.72 

Note: The differences between employment (0.545), turnover (p=0.297) and turnover 
per employee (p=0.155) growth and the number of owner-managers were not 
significant. 

Hypothesis 1.4 was not supported after the completion of a of the Kruskal- 

Wallis H test. These results suggest that multiple ownership is not a significant 

indicator of higher small firm growth. An overview of the sample of surveyed 

firms provides some clarification for the results. Single ownership was dominant 

(53.8 per cent) amongst firms who were in existence for less than 10 years. This 

age group of firm displayed significantly higher levels of growth for all three 

measures. Additionally, the nature of the ownership structure was similar across 

the highest turnover growth industry sector, the software/ICT sector comprising 

of 56.2 per cent of single owner and 43.8 per cent multiple owner-managed 

firms. In relation to employment growth, the reverse occurred. Firms in the 

food/drinks/agribusiness sector performed best which contained 36.4 per cent of 

single owner-managed firms and 45.5 per cent two owner-managed firms. 

Furthermore, with regard to firm size 55.5 per cent of micro firms were single 

owner-managed compared to 44.5 per cent comprising of two or more owner- 

managers. The micro firm showed the highest level of employment and turnover 

growth. Given the above, the single ownership structure was most prevalent 
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with the firm age and size groups which exhibited higher firm growth (bar the 

food/drinks/agribusiness). This would point to other non-structural or perhaps 

behavioural aspects of the team that may contribute to the differences in the 

results. However, these issues are best examined in a qualitative based research 

study. The findings in this research study promote that the impact of the 

ownership structure should be further examined bearing in mind the relative 

impact of each team member as opposed to the team size as a determinant of 

small firm growth. While the findings run counter to the proposition that a team 

of owner-managers results in higher firm growth, nevertheless they support the 

findings of research completed by Hamilton and Lawrence (2001) and Barringer 

et at. (2005) and raise issues on how best to capture the necessary information 

on the team dynamics as a determinant of small firm growth. 

To sum up, a number of hypotheses were tested to identify how a range of firm 

characteristics were linked with three measures of small firm growth. The 

results are summarised in Table 5.6. The ̀ +' sign denotes a significant positive 

impact on firm growth whereas ̀-' indicates that there was not a significant 

influence of the factor on employment, turnover and turnover per employee 

growth. 
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Table 5.6: Summary of Research Results 
Research Hypotheses Employment Turnover Turnover 

growth growth per 
+ or - + or - employee 

+or- 
H1.1: Younger firms (in operation + + + 
for less than 10 years) will achieve 
the higher rates of growth 
H1.2: Firms employing less than + + - 
10 persons will achieve more 
positive growth 
H 1.3: Firms operating in the high - + + 
technology sector will display 
higher firm growth 
H 1.4: Greater firm growth will be - - - 
associated with firms operated by 
more than one owner-manager 

The findings presented provide supportive evidence of the significance of firm 

age, firm size (for employment and turnover) and industry sector (turnover and 

turnover per employee) growth as internal determinants of small firm growth. 

Therefore, higher growth firms are likely to be less than ten years in operation, 

be micro firms and operate in high technology industry sectors. 

;ý 

5.6 Concluding Remarks 

The results of this study draw attention to the importance of firm age, size and 

industry sector in deriving a profile of higher growth small firms. Contained 

within these findings are a number of points for consideration. The strong 

performance of the micro and small firm in employment and revenue generation 

is reinforced. This is reflected in the significant levels of turnover growth 

associated with the high technology and the higher levels of employment growth 

associated with the food/drinks/agribusiness sector. The results suggest a profile 

of firm in the high growth industry sectors that should be cultivated to achieve 

higher firm growth. Furthermore, both of these sectors performed positively for 

turnover per employee growth. Productivity is an issue for firms and for z, ̀ { 
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government policy. Turnover per employee growth was higher in the smaller 

firms and those operating in the high technology sector. Likewise, it highlights 

the firm characteristics achieving lower turnover per employee growth which 

require further examination to determine if potential for greater efficiencies and 

enhanced productivity can be developed in this cohort. 

In addition to the positive growth levels achieved amongst surveyed firms there 

are concerns in relation to the lower performance of the electronics/engineering 

and the general service sector, particularly for employment and turnover per 

employee growth. Coupled with the findings presented in Chapter Two on their 

decline in the number of firms and their employment contribution signals the 

need for policy attention. 

While the findings did not show a positive impact of multiple owners on higher 

firm growth, the ability to establish such a relationship may be connected to the 

dynamics of the team of owner-managers. This dimension merits further 

research to determine how the profile and behaviour of individual team 

members impact on small firm growth as opposed to the existence of the team 

per se. This preview of the firm characteristics of higher growth firms provides 

a foundation on which to assess the impact of owner-manager characteristics. 
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Chapter Six: Determinants of Small Firm Growth 

- The Influence of Owner-Manager 

Characteristics 

6.1 Introduction 

In the small firm, ownership and control of key decisions are typically held by 

the owner-manager who influence the growth orientation and the way the firm 

pursues its business objectives. This chapter will examine whether certain 

characteristics of the owner-manager influenced firm growth in the sample of 

firms surveyed in the Mid-West region of Ireland. Factors such as the 

motivation to start the business, educational profile, career history and 

involvement in another small business were investigated for their impact on firm 

growth. Table 6.1 describes the range of owner-manager characteristics and 

their expected impact on small firm growth as expressed in a number of 

hypotheses. These results are compared with those studies listed in Table 6.1 

Table 6.1! Owner-Manaaer Chnrnctericticc - Recenrch 1Hvnotheses 
Owner-manager Research studies which Research hypothesis 
characteristic found a positive association 
Motivation to start the Kinsella et al. (1994) H 2.1: A positive 
business Storey (1994) motivation to start the 

Smallbone et al. (1995) business will result in 
Davidsson (2000) higher firm growth. 
Smallbone and Wyer (2000) 
Reynolds et al. (2001) 
Delmar and Wikiund (2008) 

Age of owner-manager Storey (1994) H 2.2: Younger 
Barkaro et al. (1996) owner- managers will 
Orser et al. (2000) obtain higher levels 
Bullock et al. (2004) of firm growth. 

Educational level of the Kinsella et al. (1994) H 2.3: Owner- 
owner-manager Roper (1998) managers holding a 

Smallbone and Wyer (2000) post secondary level 
Wiklund and Shepherd (2003) award or above will 

achieve higher levels 
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Subject area of 
educational award 

Barringer and Jones (2004) 

Kinsella et aL(1994) 

of firm growth. 

112.3.1: The nature 
of the educational 
award will positively 
impact on small firm 
growth. 

Industry sector of Kinsella et al. (1994) H2.4: Owner - 
experience Perren (2000) managers who gained 

Shane (2000) experience in the 
Shepherd et al. (2000) same industry sector 
Aldrich and Martinez (2001) will accomplish 
O'Gorman (2001) higher levels of firm 
Bellamy et al. (2003) growth. 
Barringer et al. (2005) 
Peneder (2008) 

Level of experience Kinsella et al. (1994) 
Roper (1998) H 2.4.1: Experience 
Bellamy et al. (2003) gained at managerial 
Wiklund and Shepherd level will result in 
(2003) higher levels of firm 

growth. 
Ownership of a another Storey (1994) H 2.5: Owner- 
small firm Kinsella et al. (1994) managers involved in 

Barkham et al. (1996) the ownership of a 
Roper (1998) second small business 
Barringer and Jones (2004) will achieve higher 

levels of firm growth. 

As was the case in Chapter Five, the results for the average percentage level of 

growth for the three dependent variables for the eighty firms for the period of 

the study are presented in advance of discussing whether or not the results 

supported the range of hypotheses tested. 

6.2 Motivation to Start the Business 

The decision to start the business is driven by a range of factors broadly 

classified into `push' and ̀ pull' factors (Reynolds et at. 2001; Davidsson 2000; 

Wiklund and Shepherd 2003; Acs 2006; Hessels et al. 2008). A common theme 

emerged in the literature that where small firms were established for positive 
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reasons higher firm growth was achieved, compared to a business for which the 

main motivation was negative (Kinsella et al. 1994; Smallbone el a!. 1995; 

Barkham et al. 1996; Davidsson 2000; Smallbone and Wycr 2000; Reynolds et 

al. 2001; Delmar and Wiklund 2008; Littunen and Niittykangas 2010). When an 

individual started a business for positive reasons they were deemed to have a 

more growth oriented vision to drive the activities of the business. While the 

vast majority of studies were affirmative of the significance of a positive 

motivation and small firm growth it is noteworthy that Dobbs and Hamilton 

(2007) concluded from their analysis of a number of studies on small firm 

growth that evidence of a positive motivation for business establishment did not 

necessarily convert into actual firm growth thus, rendering it difficult to isolate a 

direct relationship between both variables. 

Nonetheless, an understanding of the reason why the owner-manager started 

their business is important when researching the determinants of firm growth as 

it serves to link pre entrepreneurial activity and its subsequent influence on firm 

growth. For this study it was hypothesised that where a positive motivation 

existed to start the business then higher levels of firm growth would occur. 

H 2.1: A positive motivation to start the business will result ißt higher firm 

growth. 

The surveyed owner-managers were asked to rank in importance from a 

prescribed list of factors (combining positive and negative) the motivation they 

had for starting their business. Overall positive (pull) factors were most 

prevalent in influencing the decision to start a business. The three most 

important reasons cited are discussed. For instance, previous work experience 
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was the most important factor influencing 37.5 per cent of respondents and 

ranked as an important factor by a further 41.3 per cent of owner-managers. 

The desire to work on their own was chosen as the most important factor by 

33.3 per cent of owner-managers and important by 8.3 per cent. Redundancy 

was ranked as the most influential factor by 16 per cent, bringing to the fore the 

impact of a negative push factor. 

The average percentage level of employment, turnover and turnover per 

employee growth associated with these three most important factors are 

displayed in Table 6.2 as are the results of the Kruskal Wallis Test undertaken to 

ascertain if a significant difference occurred between the factors. 

Table 6.2: Employment, Turnover and Turnover per Employee Growth and the 
Motivation to Start the Business 
Motivating factor Employment Turnover Turnover per 

growth (%) growth (%) employee 
growth (%) 

Prior work 25.79 51.55 13.13 
experience 

Work on their own 36.22 26.34 13.52 

Redundancy 18.50 40.93 . 488 

N= 70 

Note: No significant difference was evident between the motivation to start the business 

and employment growth p=0.360; turnover growth p=0.265 and turnover per employee 
growth p=0.360. 

These findings do not support the premise that a positive motivation leads to 

higher firm growth and argues that motivation on its own is not a reliable 

predictor of small firm growth. The lack of a significant relationship can in 

some part be explained when the profile of the surveyed firms is reviewed. 
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The average age of the firm in this study was 14 years. Thus, for a number of 

owner-managers there may be a possibility that their responses were tempered 

by their actions and decisions post firm establishment. This issue of ex post 

commentary was mentioned by Dobbs and Hamilton (2007) when debating the 

difficulties of arriving at a conclusion on the role of motivation to start the 

business as a determinant of small firm growth. 

Furthermore, the results indicate that there is a link between the age of the 

owner-manager and the type of motivation to start their business. Redundancy 

was the primary influencing factor for 66.7 per cent of owner-managers aged 

between 45 and 54 years and for all of the respondents in the 55 years and over 

age group. These were involved in the longer established firms (11-15 years 

and 16 plus years) and were set up in the early 1980s which was a time of high 

unemployment in Ireland. This could be a driver of the motivation to start a 

business where such a push factor shows the importance of taking into 

consideration the role of external conditions. Conversely, none of the 

aforementioned older managers (over 45 years) cited education as an important 

influence on the decision to start their business, whereas the youngest age group 

(25-34 years) of owner-manager did so. Accordingly, these results suggest that 

motivation can be determined by a combination of factors which may be a blend 

of positive and negative. This challenges the notion of testing the motivation to 

start a business from a dual perspective of `push' or `pull' factors. The results 

also emphasise the need to consider the motivating factors in the context of the 

broader economic environment which will better establish the circumstances of 

the motivation to start the business. 
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6.3 Age of the Owner-Manager 

The literature investigating the impact of the age of the owner-manager on small 

firm growth produced varied results. The bulk of studies found that the younger 

owner-managers displayed faster rates of firm growth (Storey 1994; T3arkham et 

al. 1996; Orser et al. 2001; Bullock et al. 2004). Essentially, the discussion on 

the age of the owner-manager as a determinant of firm growth focuses on the 

younger owner-managers possessing a greater eagerness for firm growth and to 

take risks to achieve economies of scale and sales. A prior expectation of this 

study was that the younger owner-managers would exhibit higher levels of firm 

growth. The age of the owner-manager represents their age in 1996. 

H 2.2: Younger owner-managers will obtain higher levels of firm growth. 

The owner-managers ranged in age from 32 years to 63 years. Table 6.3 sets out 

the data in relation to the age profile of respondents in 1996. 

Table 6.3: Age Profile of Owner-Managers 

Age group (years) N Percent 

25 - 34 12 15.0 

35 - 44 43 53.8 

45 - 54 20 25.0 

55 plus 5 6.2 

All Firms 80 100.0 

The sample was dominated by owner-managers aged between 35 and 44 years 

(53.8 per cent) with an additional 25 per cent represented by those aged between 

45 and 54 years. The age profile of the owner-manager can be further 
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contextualised by examining their distribution across a number of firm 

characteristics. Firms in the service sector had the highest percentage (90 per 

cent) of owner-managers aged less than 44 years. This compared with 77.2 per 

cent in the food/drinks/agribusiness sector and 68.8 per cent of owner-managers 

in the software/ICT sector. Firms in the engineering/electronics/ manufacturing 

sector had the least number of owner-managers of this age. With regard to firm 

size, the majority of (80 per cent) of owner-managers in the micro firm were 

under 44 years, compared to 60 per cent in the small firm and seventy one per 

cent in firms with more than 51 employees. Finally, the vast majority (97.6 per 

cent) of firms in operation for less than 10 years had owner-managers aged 

under 44 years, compared to 54.3 per cent in firms aged between 11 and 15 

years and 17.6 per cent for the firms in existence for 16 years plus. 

Employment growth was similar across the two younger age groups of owner- 

managers (35.66 per cent and 31.76 respectively). Employment growth declined 

with an increase in owner-manager age. Turnover growth was highest for 

owner-managers aged between 35 and 44 years. Turnover per employee growth 

was strongest for the youngest age group of owner-manager with a very 

noticeable decline with an increase in the age of the owner-manager. These 

findings are detailed in Table 6.4 with the results of the Kruskal Wallis Test 

conducted to determine if the differences between owner-manager age and the 

three measures of firm growth were significant. 
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Table 6.4: Employment, Turnover and Turnover per Employee Growth and Age of 
the Owner-Manager 
Age of N Employment Turnover Turnover 
owner- growth (%) growth (%) per 
manager employee 

growth ("/o) 

25 - 34 12 35.66 49.01 32.23 

35 - 44 43 31.76 54.05 3.56 

45 - 54 20 26.34 36.04 4.78 

55+ 5 13.16 50.57 2.73 

All firms 29.83 48.32 5.72 
80 

Note: There was a statistically significant difference between age of the owner-manager for 
employment growth 0.002; turnover growth p=0.016 and turnover per employee growth 
p=0.013. 

These results support Hypothesis H 2.2 as the younger owner-managers 

obtained higher levels of firm growth across all three dependent measures. 

The completion of a Mann-Whitney U test highlighted the significant difference 

between the various age groups as described in Table 6.5. 

Table 6.5: Mann-Whitney U Test for Owner-Manager Aye and Firm Growth 
Firm Age Asymp. Average Average Average growth rate 

Sig. growth rate growth in turnover per 
in rate in employee (2-tailed employment turnover 

25- 34 P=. 0007 P=. 001 P=. 001 

35- 44 

35-44 P=. 039 P=. 026 n/a 

45-55 

These findings further endorse owner-manager age as a determinant of small 

firm growth across for all three measures between the oldest and youngest age 
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groups. There was also a significant difference for two measures (employment 

and turnover) for owner-managers aged between 35 and 44 and those aged 

between 45 and 55 years. The findings concur with those of the literature 

advocating that younger owner-managers achieve higher firm growth (Storey 

1994; Barkham et al. 1996; Orser et al. 2000; Bullock et al. 2004). In relation 

to turnover per employee growth, the findings suggest that it declines with 

owner-manager age most notably between the ages of 24 and 34 and 35 and 44 

years. 

The positive growth associated with the younger owner-manager coupled with 

the tendency for individuals to start a business in Ireland between the ages 25 

and 34 years (GEM 2006; 2007) highlights the need to ensure policy address 

the knowledge and skills requirement of this profile of owner-manager to grow 

their businesses. Additionally, the age profile of the owner-manager is important 

to consider when designing training and development programmes to ensure 

they accommodate the younger owner-manager who may not have substantial 

industrial experience but are more highly educated. 

6.4 Educational Profile of the Owner-Manager 

An individual's educational experience provides subject specific knowledge and 

the acquisition of a broader set of skills and competencies and forms a key 

aspect of the human capital of the owner-manager which equips them to cope 

with challenges encountered in the workplace. The significance of the 

educational level of the owner-manager has been acknowledged as an important 

determinant of small firm growth (Kinsella et al. 1994; Storey 1994; Roper 

1998; Wiklund and Shepherd 2003; Barringer and Jones 2004). However, 
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according to Storey (1994), Barkham et al. (1996) and Bullock et al, (2004) it 

was difficult to establish a direct relationship between the formal educational 

award of the owner-manager and small firm growth. The difficulties in arriving 

at a consensus on the impact of owner-manager education on firm growth were 

due to the scarcity of detail provided in studies to describe the characteristics of 

the educational expertise of the respondent. Therefore, to build on the more 

composite role of education on firm growth, detail on two aspects of the 

educational experience was collected in this study, the highest formal level of 

educational award and the nature of its subject area. It was expected that higher 

levels of firm growth would be associated with owner-managers who had 

attained a post Leaving Certificate educational award as posed in Hypothesis 

2.3. 

H2.3: Owner-managers holding a post secondary level educational award or 

above will achieve higher levels of firm growth. 

All respondents had attained a Leaving Certificate secondary education award. 

The Leaving Certificate is the final examination in the Irish secondary school 

system where most students taking the examination are aged between 17 and 19 

years. This was the highest educational award for 18.7 per cent of respondents. 

The majority of respondents (41.2 per cent) had secured a Degree, a 

Postgraduate/Professional qualification was held by 21.4 per cent of 

respondents. These latter awards were granted by a number of Professional 

organisations in the Accountancy, Financial Services, and Marketing areas. A 

further 10.0 percent held a Diploma award and the remaining 8.7 per cent had 

completed a Certificate level award. 
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The level of education varied amongst the owner-managers. Over eighty per 

cent of owner-managers managing a firm less than ten years in operation had a 

degree or higher level of education, compared to 53.1 per cent of owner- 

managers in firms aged between 11-15 years and 54.4 per cent of owner- 

managers in firms 16 years plus. Firms in the software/ICT sector were 

managed by more highly educated owner-managers. The vast majority 93 per 

cent held a degree or higher level of education compared to 43.7 per cent in the 

electronics/engineering/manufacturing and 45.4 per cent of owner-managers in 

the food/drinks/agribusiness sectors. Owner-managers in the service sector 

showed higher levels of education than the preceding two sectors where 55 per 

cent had a degree or higher award. 

The highest level of growth for the three dependent variables was for owner- 

managers holding a diploma or higher educational award. The lowest levels of 

growth were clearly evident for the Leaving Certificate award, where the most 

negative level was associated with the turnover per employee growth measure. 

This draws attention to the issue of the level of education and its impact on 

turnover per employee growth which is a topic not commonly examined in the 

research studies reviewed. A summary of the educational qualifications and 

the associated levels of employment, turnover and turnover per employee 

growth are presented in Table 6.6 as are the results of the Kruskal-Wallis H test 

conducted to test Hypothesis 2.3. 
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Table 6.6: Employment, Turnover and Turnover per Employee Growth and the 
Level of Education 
Educational Qualification N Employment 

growth (%) 
Turnover 
growth 
(%) 

Turnover 
per 
employee 
growth 
(%) 

Leaving Certificate 15 9.6 14.35 -5.74 

Post leaving Certificate 7 47.27 61.88 39.51 

Diploma 8 20.29 21.64 28.43 

Degree 33 37.09 68.41 8.31 

Postgraduate 8 64.99 51.13 36.20 

Professional 9 17.63 67.41 5.56 

All Firms 80 29.83 48.32 5.72 

Note: Evidence was found for a statistically significant difference between the educational 
qualification of the owner-manager for employment growth (p=0.014), turnover growth 
(p=0.038) and turnover per employee growth (p=0.031) 

These findings support Hypothesis 2.3 where higher levels of formal education 

significantly impact on small firm growth across the three measures of firm 

growth. The completion of a Mann-Whitney U test determined if a significant 

difference existed between the levels of firm growth associated with a Leaving 

Certificate or higher educational award. There was a statistically significant 

difference (employment growth p=0.010; turnover p=0.032 and turnover per 

employee p=0.037). The findings provide support for the Kinsella et al. (1994); 

Storey (1994); Smallbone and Wyer (2000); Wiklund and Shepherd (2003) and 

the Barringer and Jones (2004) studies. 

In addition to finding that higher educated owner-managers achieved greater 

levels of firm growth, Kinsella et al. (1994) discovered that higher growth firms 

had owner-managers who completed technical and engineering related 
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programmes. The second aspect of education examined the nature of the subject 

area and its impact on the growth of the small business. The purpose of this 

question was to ascertain if a difference existed in the levels of small firm 

growth between specialist technical subject disciplines and the general business 

subject areas. 

H 2.3.1: The nature of the educational award will positively Impact on small 

firm growth. 

A large variety of subject areas was reported by respondents to this question 

which were grouped into a number of primary topics to allow for meaningful 

statistical analysis. Business and management related disciplines, incorporating 

general business studies, accounting, finance and management constituted the 

primary subject area for 28.8 per cent of respondents. The second most popular 

subject area (18.8 per cent) was in the engineering/electronics discipline 

(production, mechanical and electronic engineering). Programmes with a focus 

on food science and agribusiness accounted 11 per cent and subjects with an 

information technology and computer software focus featured for 6.4 per cent of 

owner-managers. The responses for Leaving Certificate were included in the 

analysis as it was mentioned by 19.0 per cent of respondents and as this was 

their highest level and subject area of formal education. The remaining subject 

areas were quite diverse and included hospitality, tourism, nursing, childcare 

and retail subject disciplines. 

When these primary educational subject areas were examined for their impact 

on firm growth, the average percentage level of employment growth was highest 

for educational awards in the engineering/electronics disciplines (62.85 per cent) 

172 



Chapter Six: Determinants of Firn Growth - The Ins uence of Owner-Afamsager Characteristics 

and, secondly for disciplines related to food science and agribusiness (21.98 per 

cent). In comparison the average percentage level of turnover growth was 

highest for the food/science/agribusiness areas (68.17 per cent) and secondly, 

with the business and management (59.0 per cent) subject areas. 

Finally, the average level of turnover per employee growth was higher for the 

food science (25.19 per cent) and for engineering/electronics (20.80 per cent) 

disciplines compared to business and management subjects (8.82 per cent). This 

would suggest that the specialist knowledge contributes in a positive manner to 

greater efficiencies in labour productivity. The average percentage growth in 

employment, turnover and turnover per employee growth for the primary subject 

areas is presented in Table 6.7 as are the results the Kruskal-Wallis H test. 

Table 6.7: Employment, Turnover and Turnover per Employee Growth and the 
Nature of the Educational Award 

Subject area of Employment Turnover Turnover per 
educational award growth (%) growth employee 
for owner/manager (%) growth (%) 

Business and 20.02 59.00 8.82 
management 

Engineering/electronics 62.85 42.61 20.80 

Food science 29.18 68 17 25.19 /agribusiness . 

Leaving Certificate 9.54 14.95 -2.1 

N= 63 

Note: A significant difference was evident between the different subject areas for 
employment growth p=0.025 only. Results for turnover growth p=0.094 and turnover 
per employee growth p=0.300 did not provide a significant difference. 

A Mann-Whitney U test was conducted to identify if significant difference 

existed between the levels of firm growth and the subject areas. 
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There was a statistically significant difference between the Leaving Certificate 

and the other three subject areas: business areas (p==0.046); engineering 

/electronics (p=0.003) and food science/agribusiness (p=0.050) only. The lack 

of a significant difference between the three subject areas (business, 

engineering/electronics; food science and agribusiness) may be explained by the 

following points. 

Information was elicited on the subject area of the formal educational award of 

the owner-manager. This did not take into account other informal training, 

development or mentoring programmes engaged in by the owner-manager 

which could have complemented the learning obtained from their formal 

educational award and facilitated firm growth. This is likely to be the case 

where the Leaving Certificate was the highest award and in the older firms. 

(This award was most prominent amongst the older owner-managers and in the 

longer established firms). In a related manner, given the average age of 

surveyed firms and that of the owner-manager it may be difficult for the 

respondent to disaggregate the impact of a factor which may be affected by 

more recent learning situations. For instance, in the longer established firm and 

for the older owner-manager their perception on the single impact of the subject 

area of their educational award on firm growth may be masked within the 

learning obtained from other formal and or informal training and development 

programmes and membership of networks or professional organisations which 

could have contributed to higher firm growth. 

Furthermore, it is not clear from the results if the individuals who completed 

post graduate programmes in business had previously held a non-business 
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primary degree/diploma/certificate award. If so, this blend of business and non- 

business knowledge could greatly enhance small firm growth. 

Finally, of note was the fact that turnover per employee growth was higher for 

the technical subject areas compared to business subjects. When linked with the 

level of education it would appear that higher levels of education in technical 

subjects are linked to enhanced levels of turnover per employee growth. 

Understanding the connection between education, specifically at postgraduate 

level and turnover per employee growth is important for consideration in the 

design of entrepreneurship education or small business training programmes to 

ensure knowledge is provided on how to increase business efficiencies. 

To conclude, the analysis endorses the significance of the level of the owner- 

managers educational award, where higher growth for employment, turnover 

and turnover per employee growth was linked with the possession of a Diploma 

or higher educational award. 

Together with the fact that individuals are starting new businesses in Ireland 

younger and in high technology sectors (Global Entrepreneurship Monitor 

Report, Ireland 2006; 2007) then the role of entrepreneurship education should 

be used as a catalyst for imparting business acumen and knowledge amongst 

technical programmes to enhance the overall human capital dimension of 

individuals who start a new business. Moreover, as education influences the 

initial career choice of individuals (Krueger et al. 2000) it is important that an 

understanding of the career option of self employment is introduced into 

educational programmes across disciplines and at all levels. 
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6.5 Career History of the Owner-Manager 

In the literature reviewed the impact of the career history of the owner-manager 

was most frequently ascertained by examining the nature of that experience and 

the seniority of the experience. Experience gained in the same industry was 

viewed to have a positive impact on firm growth as it provided the owner- 

manager with relevant knowledge and skills which could be transferred into new 

work situations. Additionally, this experience was believed to supply greater 

access to external networks which facilitated the achievement of enhanced small 

firm growth (Kinsella et al. 1994; Barkham et al. 1996; Venkataraman 1997; 

Perren 2000; Shane 2000; Aldrich and Martinez 2001; O'Gorman 2001; 

Bellamy et al. 2003; Barringer et al. 2005; Peneder 2008; Littunen and 

Niittykangas 2010). 

Some deliberations emerged in the research as to how or what specific aspects 

of the experience gained in the same industry directly impacted on higher firm 

growth as it depended on how relevant it was to the specific needs of a new 

business in that industry, and secondly, on the capacity of the owner-manager to 

apply this experience in a relevant manner to their specific business context 

(Turok 1991; Hamilton and Lawrence 2001; Papadaki and Chami 2002). 

Similar debates emerged in the literature in relation to the impact of the seniority 

of the experience gained. A number of studies found in favour of a positive 

relationship between managerial experience and higher levels of small firm 

growth (Kinsella et al. 1994; Storey 1994; Roper 1998; Bellamy et a1.2003; 

Wiklund and Shepherd 2003). Nevertheless, this was not found to be the case in 
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seven of the studies reviewed by Storey (1994) or in the research completed by 

Barkham et al. (1996). 

The first dimension of experience investigated in this study was on the nature of 

the experience gained by the owner-manager prior to business establishment. 

Owner-managers were asked to indicate the industry sectors they worked in. 

The majority (33.7 per cent) had gained experience across a variety of industry 

sectors (depicted in the ̀ other' category). Experience was gained in sectors such 

as general manufacturing, textiles and agriculture. With regard to experience 

gained in a specific industry sector, 21.3 per cent gained experience in the 

electronic/engineering sector. Experience gained by owner-managers in the 

service sector (18.8 per cent) spanned areas such as tourism, financial services, 

banking, professional services and general retail. A further 18.7 per cent had 

gained experience in the food/drinks sector and 7.5 per cent of owner-managers 

acquired experience in the high technology sector. 

Of the owner-managers who had gained experience in the engineering and 

electronics sector, 70.6 per cent started a business in that area, another 23.5 per 

cent started a business in software/ ICT and 5.9 per cent started a business in the 

general service sectors. Where experience was gained in the high technology 

(ICT) area, the vast majority (90 per cent) started a business in this field. 

Finally, 85 per cent who acquired experience in the food/drinks sector started a 

business in this sector. The research investigated to what extent this experience 

influenced the growth of the business as proposed in Hypothesis 2.4. 
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112.4: Owner-managers who gained experience lit the saute industry sector 

will accomplish higher levels of firm growth. 

The greatest average level of employment growth was related to experience 

gained in the food/drinks sector (39.56 per cent) which also recorded the highest 

level of turnover per employee growth (15.83 per cent). In comparison average 

turnover growth was by far the highest with experience in the high technology 

areas. The results obtained from the analysis are detailed in Table 6.8 below. A 

Kruskal Wallis Test was conducted to determine if the results were significant. 

Table 6.8: Employment, Turnover and Turnover per Employee Growth and 
inausiry sector tx erienc e of ine owner-Ma nager 

Industry sector 
experience for owner- 
manager 

Employment 
growth (%) 

Turnover 
growth (%) 

Turnover per 
employee 
growth (%) 

Electronics/Engineering 26.52 40.17 13.99 

High technology 32.96 124.40 14.75 

Food /drinks 39.56 28.11 15.83 

Service 30.41 119.98 21.14 

Other/combination 18.81 32.14 6.02 

Total 29.83 48.32 5.72 

Nnte. - There was no statistienllv cionificant [liFferpnee between the industry sect Note: There was no statistically significant difference between the industry sector 
experience and employment growth p=0.470; turnover growth; p=0.403 and turnover 
per employee p=0.931. 

These results meant that Hypothesis 2.4 was not supported. That said, the 

findings do indicate a positive influence of the prior work experience on the 

choice of industry sector the owner-manager starts a business in, but would 

suggest it is less influential on the growth of the established firm. While 

contrary to the findings of the primary studies drawn upon (Kinsella et al. 1994; 
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Barkham et al. 1996; Aldrich and Martinez 2001; O'Gorman 2001; Bcllamy et 

al. 2003: Peneder 2008), the findings align with a number of research studies 

which have debated the positive impact of same industry experience on small 

firm growth (Storey 1994; Turok 1991; Gartner et al. 1999; Hamilton and 

Lawrence 2001; Papadaki and Chami 2002; Frankish et al. 2007). 

A number of points emerge from the profile of respondents which provide a 

rationale on why same industry experience may not result in higher firm growth. 

Firm age is viewed as an important consideration in the explanation of the 

results. The average age of the firm in the survey was fourteen years. As was the 

case with recollection of how the subject area of education impacted on business 

growth, ex post rationalisation (where respondents rationalise their behaviour 

after the events have taken place) may temper their recollection on how their 

prior industry experience directly influenced small firm growth. It is also 

asserted that the diversity, scale, and technological complexity of most industry 

sectors have changed since the inception of a number of the firms surveyed (e. g. 

ICT or Food Sector). Thus, these changes can have a bearing on how the prior 

experience gained, in some cases fifteen years previously impacted on small 

firm growth. The fact that younger owner-managers in the study had less 

accumulated experience, yet, exhibited higher growth points towards other 

factors that in some way compensate for this experience and contribute to the 

human capital development of the individual. For instance, does education or 

training compensate to provide a theoretical understanding of industry sector 

technological knowhow, or, can the employment of individuals with the 

necessary experience and expertise or sourcing external assistance assist in the 

achievement of higher firm growth?. 
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The second aspect of work experience examined how managerial experience 

influenced small firm growth. Hypothesis 2.4.1 was developed to test this 

association. 

H 2.4.1: Experience gained at managerial level will result irr higher levels of 

firm growth 

The minority of owner-managers (13.8 per cent) held previous managerial 

positions and were those linked with the highest levels of employment (60.87 

per cent) and turnover (122.76 per cent) growth. Turnover per employee growth 

was 19.05 per cent for those respondents who had acquired prior managerial 

experience. 

It emerged that experience gained at managerial level did not significantly 

impact on small firm growth for any of the three measures (employment growth 

p=0.098; turnover growth p=0.630 and turnover per employee growth p=0.177). 

In interpreting these results note should be taken of the small number of 

respondents (11) who had gained managerial experience. Some comments are 

provided on the results as a basis for their explanation. 

The nature of the managerial experience provides a useful context to determine 

the relevance of the knowledge gained to managing a small business. For nine 

of the respondents experience was gained in large multinational firms in 

Production and Financial Management. Thus, a question arises as to how the 

technical or functional specialist experience gained in a large firm context will 

benefit or can be replicated for the diverse role of owner-manager ?. Apart from 

the functional and technical expertise it is imperative that good leadership and 
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people management skills are part of the legacy of the managerial experience 

gained which may not be obtained in a large firm context, particularly in a 

specialist functional context. 

These results promote that prior same industry sector experience and managerial 

experience do not deterministically result in higher firm growth. Essentially, 

central to establishing the relationship between these two variables and firm 

growth is an understanding of their relevance to a small firm coupled with the 

ability of the owner-manager to transfer the learned knowledge, skills and 

competencies in an appropriate manner to the context of a small business. 

6.6 Ownership in a Second Small Business 

A number of research studies investigated if involvement in the ownership of 

another small firm impacted positively on small firm growth. A number of 

advantages were afforded to ownership in another small firm, which 

incorporated relevant small business management skills and competencies, the 

existence of established networks and credibility in the marketplace (Barkham et 

al. 1996; Scott and Rosa 1997; Roper 1998: Rosa 1999; Barringer and Jones 

2004; Dobbs and Hamiltion 2007). These findings lead to a prior expectation 

that where a number of owner-managers were involved in the business then 

higher levels of firm growth would occur. 

H 2.5: Owner-managers involved in the ownership of a second small business 

will achieve higher levels of firm growth. 

Owner-managers in this study were asked whether they were involved in the 

ownership of another business(s) concurrent with the business under study. 

,ý 
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Thirteen per cent of owner-managers were involved in the ownership of another 

business. Of these 2.8 per cent were involved in two other businesses. This 

involvement was only on a part-time basis and respondents described 

themselves as ̀ sleeping partners' or only had a passive role in the day to day 

running of the business. 

The higher levels of employment growth were evident with owner-managers not 

involved in a second business (31.13 per cent) relative to 21.67 per cent for 

those who were involved in another business. Similarly, turnover growth and 

turnover per employee growth were higher (51.34 per cent and 6.31 per cent 

respectively) for those not involved in a second business. These findings are 

shown in Table 6.9. A Mann-Whitney U test was used to test for differences 

between two independent variables. 

Table 6.9: Employment, Turnover and Turnover per Employee Growth and 
Ownership in a Second Business 

Ownership in a 
second small 
business 

N Employment 
growth (%) 

Turnover 
growth (%) 

Turnover per 
employee 
growth (%) 

Yes 11 21.67 29.37 2.05 

No 69 31.13 51.34 6.31 

All firms 80 29.83 48.32 5.72 

Note: The results were not significant (employment growth p=0.489 turnover growth 
(p=0.883) and turnover per employee growth (p=0.368). 

The results did not validate hypothesis H 2.5 that owner-managers involved in 

the ownership of a second small business would achieve higher levels of small 

firm growth. 
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The findings were inconsistent with the primary studies reviewed (Kinsella el al. 

1994; Storey 1994; Barkliam et al. 1996; Scott and Rosa 1997; Roper 1998; 

Barringer and Jones 2004). However, it is important to note the low response 

rate for the number of owner-managers who were involved in a second small 

business. Caution is therefore required in the interpretation of the findings. 

Furthermore the role of the owner-manager in their second business may 

attribute to explaining the results. As noted respondents indicated they were 

only involved as ̀ sleeping partners' in the other business and did not appear to 

have an active involvement in its day to day operations. In this capacity they 

may not be in a position to directly impact on firm growth. The results highlight 

that the adoption of a discrete measure (number of other businesses owned), 

without differentiating the link between the businesses and between the 

management of both firms limits the ability to determine the overall impact of 

multiple ownership on small firm growth. 

The analysis in this chapter examined the impact of a number of owner-manager 

characteristics on small firm growth. These incorporated the motivation to start 

the business, the educational experience of the owner-manager, their career 

history and their involvement in another small business. The results arrived at 

for the various hypotheses tested are summarised in Table 6.10. 
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i able my: summa of tcesearc n ºtesuns 
Hypotheses Employment Turnover Turnover per 

+ or - + or- CnlployCC+ 

or- 

H 2.1: A positive motivation to 
start the business will result 
in higher levels of firm 
growth 

H 2.2: Younger owner- + + + 
managers will obtain higher 
levels of firm growth 

H2.3: Owner-managers holding + + + 
a post secondary level 
degree or higher level of 
education will achieve 
higher levels of firm growth 

H 2.3.1: The nature of the 
educational award will 
positively impact on small 
firm growth. 

H2.4: Experience gained in the 
same industry sector will 
result in higher levels of 
firm growth 

H 2.4.1: Experience gained at 
managerial level will result 
in higher firm growth 

H 2.5: Owner-managers 
involved in the ownership 
of a second small business 
will achieve higher firm 
growth 

Generally, the findings reinforced the significance of owner-manager age and 

education as predictors of higher small firm growth. The results did not support 

the viewpoint that motivation, same industry sector experience, managerial 

experience or ownership in another small business were linked with higher firm 

growth. 

184 



Chapter Six: Determinants of Firm Growth- T/! e In ltuencce n Ownner"hfunna ger Characteristics 

6.7 Concluding Remarks 

The evidence on the impact of owner-manager characteristics on small firm 

growth was not as clear cut or defined as was the case with the characteristics of 

the firm, which point to the complexities of establishing a prescribed set of 

owner-manager characteristics with financial and non-financial growth. The 

evidence endorses the significance of the age and education of the owner- 

manager as determinants of higher firm growth. The younger owner-managers 

(25-34 years) with a post leaving certificate (Diploma or higher) educational 

award are more likely to achieve higher levels of firm growth. 

Notwithstanding the fact that a number of owner-manager characteristics were 

not found to have a significant influence on firm growth the results do augment 

a number of studies and present areas for re-examination in future research 

studies. For example, the motivation to start the business was found to consist of 

a combination of positive and negative factors which varied due to the 

situational and external influences of the owner-manager. Thus, it is suggested 

that it may be too simplistic to divide motivation into a dichotomy of `push'or 

`pull' classifications. 

While prior same industry experience can be an important determinant on what 

industry sector the firm is associated with, its direct impact on firm growth is 

questionable without assessing what relevant and transferable knowledge and 

skills were gained and applied in a workable manner to achieve small firm 

growth. An entrepreneur needs to be an effective manager and leader, however 

a manager is not necessarily an entrepreneur, and therefore the benefit of prior 

managerial experience lies. in how the skills and knowledge learned in one 

context can be effectively replicated in the context of the small firm. Thus, 
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educational and management training interventions need to deliver the relevant 

knowledge and skills on how to manage a small business in order to assist 

owner-managers achieve and maintain firm growth. 

The results on the link between the levels of growth in turnover per employee 

and owner-manager characteristics produced very mixed results rendering it 

difficult to elicit a connection. The majority of research studies on turnover per 

employee growth focus on its relationship with firm characteristics. This study 

adds an extra dimension by researching its association with owner-manager 

characteristics. The findings emphasise the significance of the age of the owner- 

manager and their educational award only. Comparisons between business and 

technical qualifications and the level of turnover per employee growth should be 

further researched to gain an improved understanding of a topic - turnover per 

employee which is a key focus of industrial policy in Ireland (Small Business 

Forum 2006; Building Ireland's Smart Economy 2008). Overall, these results 

highlight the multi-dimensional construct of firm growth where growth did not 

occur for all three measures concurrently for the majority of owner-manager 

characteristics. 

Finally, when owner-manager age and education are combined with firm 

characteristics a more developed profile of a higher growth small firm emerges. 

The inclusion of owner-manager characteristics reveal that smaller (micro) and 

younger (less than 10 years) firms operating in high technology sectors owned 

by more highly educated owner-managers (Diploma award or higher) display 

the greatest levels of firm growth across a range of the three measures 

(employment, turnover and turnover per employee). 
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Chapter Seven: Determinants of Small Firm 

Growth - The Strategic Focus of the Business 

7.1 Introduction 

A well defined strategy gives direction to the firm and reflects the objectives for 

business growth and the actions taken by the owner-manager to achieve these 

objectives. This chapter presents the findings of the empirical study on how a 

number of the strategic activities engaged in by the owner-manager influenced 

small firm growth. The objectives for business development, the existence of a 

strategic plan, their customer profile, type of strategy implemented and the use 

of external advice with strategy development were investigated, as these factors 

are more easily measured by those involved in small firm policy. 

The hypotheses devised to determine their influence on firm growth are 

described in Table 7.1 as are the studies which found a positive impact of these 

factors on small firm growth. 

Table 7.1: Strategic Focus of the Business - Research Hviuotheses 
Strategic focus of 
the business 

Research studies reviewed Research hypothesis 

Growth objectives Kinsella et al. (1994) H 3.1: Objectives for profit 
Storey (1994) will result in higher levels 
Smallbone et al. (1995) of firm growth. 
Barkham et al. (1996) 
O'Gorman (2001) 
Delmar and Wiklund 
(2003) 
Dohonue and W er (2005) 

Strategic plan Kinsella et al. (1994) 113.2: The existence of a 
Storey (1994) strategic plan will have a 
Smallbone et al. (1995) positive influence on small 
Barkham et al. (1996) firm growth. 
Smallbone and Wyer 
(2000) 
Poutziouris (2003) 
Delmar and Wiklund (2003 
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Type of strategy Miles and Snow (1997) 113.3: The adoption of the 
Conant et al. (1990) prospector strategy will 
Lumpkin and Dess (1996) result in higher firm growth 
Ra ao alan (1996) 

Customer Storey (1994) H 3.4: Firms who have a 
concentration Kinsella et al. (1994) broad customer base will 

Smallbone and Wyer exhibit higher levels of 
(2000) growth 

Internationalisation Kinsella et al. (1994) H 3.5: Involvement in 
Hitt (1997) international markets will 

result in higher firm growth 

Use of external Kinsella et al. (1994) H 3.6: The use of external 
advice with strategy Storey (1994) advice with strategy 
development Bennett et al. (1999) development will impact 

Bennett and Robinson positively on small firm 
(1999) growth. 
Boter Lundstrom (2005) 

Preceding the testing of the hypotheses, information is provided on the average 

percentage level of employment, turnover and turnover per employee growth 

evident with the strategic focus variables investigated which are compared with 

the relevant literature as discussed in Chapter Three. 

7.2 Objectives for Business Growth 

The choice of strategy is underpinned by the type of growth objectives devised 

by the owner-manager. Therefore, the objectives for firm growth were an 

important foundation on which to examine the level of firm growth achieved 

(Beaver and Ross 2000; Delmar et al. 2003; Wickham 2004; Donohue and Wyer 

2005). Further, a number of studies suggested that a combination of objectives 

which prioritised profit resulted in higher levels of firm growth (Kinsella et al. 

1994; Storey 1994; Smallbone et al. 1995; Barkham et al. 1996; Smallbone and 
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Wyer 2000; O'Gorman 2001; Delmar and Wiklund 2003). There was a prior 

expectation in this study that where owner-managers had objectives which 

emphasised profit then higher levels of firm growth would occur. This was set 

out in Hypothesis 3.1. 

Hypothesis 3.1: Objectives for profit will result In higher levels offirin growth 

Owner-managers were requested to rank in order of importance the primary 

objectives they had for the development of their business. The responses 

obtained were quite similar which facilitated their grouping into a number of 

key themes. An objective for profit was ranked as the primary objective for 57.5 

per cent of respondents. Objectives for new product development/add to current 

product range was the primary objective for 13.8 per cent of owner-managers. 

Following these two primary objectives, a number of objectives were fairly 

equally prioritised by respondents. Despite the low numbers cited for some of 

these objectives, given that they were quite distinct and reflected the 

multidimensional nature of firm growth of the respondents they were included in 

the analysis. The variety of objectives and their ranking among the respondents 

is presented in Table 7.2. 

Table 7.2: Business Growth Obiectives 
Business Objective N Percentage responses 
Increase sales/ profits 46 57.5 
Develop new products or add to 
current products 

11 13.8 

Consolidate current position 8 10.0 
Other objectives 6 7.5 
Survival 5 6.2 
Develop international markets 2 2.5 
Improve marketing/sales 
activities 

2 
12.5 

All Firms 80 100.0 
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Consolidation of current business activities was the most important objective for 

10 per cent of respondents. Of those, fifty per cent commented that it involved a 

period of business assessment to identify areas for future growth through the 

identification of new market and product opportunities. For the remaining 50 per 

cent of respondents in this category, activities in the business were driven by a 

need to manage and reduce costs to achieve increased economies of scale. The 

`other' category (7.5 per cent) of responses contained a mix objectives to 

include the development of production facilities, implementation of new ICT 

systems, succession planning for the sustainability of the business and 

generating external venture capital funding to continue current expansion plans. 

The 6.2 per cent of owner-managers citing survival as their primary objective 

were focusing on managing costs and cash flow, in particular production costs. 

These objectives for survival were most prevalent with firms in the 

electronics/engineering/manufacturing sector and those in operation for more 

than 16 years. Lastly, of note were the very few respondents who cited 

international market development as a primary objective. Those who did were 

already involved in exporting and wished to expand this dimension of their 

business. 

The levels of growth connected with each objective provided varied results. The 

greatest level of employment and turnover growth were linked with the 

objective of consolidation (59.1 per cent and 91.9 per cent respectively). 

Turnover per employee growth was most positive for the objective of 

developing international markets (32.6 per cent). The levels of growth for each 
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of the objectives are presented in Table 7.3, with a note on the results of the 

Kruskal Wallis Test conducted to test this relationship. 

Table 7.3: Employment, Turnover and Turnover per Employee Growth and 
Business Objectives 
Business Objective N Employment Turnover Turnover per 

growth (%) growth employee 
rowth 

Increase sales/ profits 46 30.40 52.57 4.65 
Develop new products or 11 22 51 
add to current products . 36.37 16.91 
Consolidate current 8 59.13 91.95 9.30 
position 
Other objectives 6 11.33 17.91 1.24 
Survival 5 18.21 11.38 31.2 
Develop international 2 28 80 
markets . 50.35 32.6 
Improve marketing/sales 
activities 2 23.02 23.50 1.66 

All Firms 80 100.0 48.32 5.72 
Note: There was no significant difference between the type of objectives and the levels 
of firm growth obtained in employment p=0.865; turnover growth p=0.876 or for labour 
turnover growth p=0.498. 

The results did not support Hypothesis 3.1. The analysis produced results which 

were contrary to the bulk of studies reviewed. Further analysis suggested that 

the objectives for growth varied by industry sector. 

The majority of respondents (42.2 per cent) who cited the profit objective were 

in the electronics/engineering/manufacturing and secondly in the 

food/drinks/agribusiness (24.4 per cent) sector. It was accounted for by 22.2 per 

cent of firms in the software/ICT sector and for 11.2 per cent of service firms. In 

comparison the objective for consolidation was accounted for mainly by firms in 

the food/drinks/agribusiness sector (50.0 per cent), by 37.5 per cent of firms in 

the electronics/engineering/manufacturing sector and 12 per cent of 
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software/ICT firms. This was not mentioned as an objective by service firms. 

Consolidation was linked with the highest average percentage level of 

employment growth. 

The objective for developing new products was fairly evenly distributed 

between the engineering/electronics/manufacturing (36.4 per cent), 

food/drinks/agribusiness (36.5 per cent) and the software/ICT sector (27 per 

cent) sectors. This objective was not cited by any firm in the service sector 

which would suggest a lack of innovation in this sector which may restrict 

growth by these small firms. The results show that the three primary objectives 

were evident in firms across the four industry sectors and with a range of firm 

characteristics denoting the wide-ranging perspective of the growth intentions of 

respondent owner-managers. 

Additionally, the results highlight the merit in including industry sector when 

examining the findings. For instance, in this study the objective for profit was 

stronger in the electronics/engineering sector, yet firms in this sector had lower 

turnover and employment growth which directs the need to identify what issues 

are at play that in some way impact on the achievement of those growth 

objectives. Furthermore, the objectives cited by the respondents were not 

quantified which may mask variations that existed in the level of ambition and 

the scale of the objectives, which if available would allow for greater 

contextualising of the results within other strategic activities to obtain a more 

detailed understanding of the specific growth intention of the owner-manager. 
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7.3 Existence of a Strategic Ilan 

Planning provides a sense of direction to guide firm activities and for the 

allocation of resources around the achievement of firm objectives. The topic of 

business planning is widely debated in the small firm context. A number of 

studies provide broad support for a positive relationship between the existence 

of a strategic plan and small firm growth (Storey 1994; Smallbone et al. 199S; 

Barkham et al. 1996; Roper 1998; Wickham 1998; Beaver and Ross 2000; Orser 

et al. 2000; Delmar and Wiklund 2003; Poutziouris 2003). Within the majority 

of these studies the existence of a strategic plan was the primary indicator of 

strategic planning activity in the small firm where the term business and 

strategic plan were often used interchangeably. In keeping with the findings of 

the primary studies drawn upon, this research examined if the existence of a 

strategic plan was more prevalent in higher growth small firms. 

H3.2: The existence of a strategic plan will have a positive influence on small 
firm growth. 

The majority of respondents (67.6 per cent) had a written strategic plan. These 

respondents showed higher levels of employment and turnover growth relative 

to firms who did not have a strategic plan. The reverse was the case for turnover 

per employee growth. Table 7.4 presents the results of the analysis for this 

hypothesis and the results of the Mann-Whitney U test applied to determine if 

the difference between two variables was significant. 
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Table 7.4 Existence of a Strategic Plan and Small Firm Growth 
Existence of a N Employment Turnover Turnover per 
strategic plan growth (%) growth (%) employee 

growth 
Yes 53 33.88 54.34 3.08 
No 27 21.88 36.51 10.91 

All Firms 80 29.83 48.32 5.72 
Note: No significant difference was evident for the existence of a business plan and 
small firm growth (employment growth p=0.752; turnover growth p=0.803 and 
turnover per employee growth p=0.. 955). 

Contrary to the expectations of Hypothesis 3.2 the findings did not suggest that 

having a strategic plan leads to higher small firm growth. 

The reasons why this result emerged can in part be explained when a profile of 

respondent firms who had a strategic plan is examined. A strategic plan was 

most prominent with firms in the engineering/electronics/manufacturing sector 

(44.2 per cent) compared to 26.9 per cent of firms in food/drinks/agribusiness 

and 21.2 of respondents in software/ICT sectors. The lowest evidence of 

strategic planning was with the service firm (7.7 per cent). Therefore, the sector 

which showed the highest evidence of a strategic plan achieved low average 

levels of employment, turnover and turnover per employee growth. Conversely, 

firms in the software/ICT sector who showed the highest average level of 

turnover growth constituted 20 per cent of firms who had a strategic plan. 

With regard to the age of the firm, the existence of a strategic plan showed very 

little variation. Of the firms who had a strategic plan 34 per cent were less than 

10 years, 37.7 per cent were aged between 11-15 years and the remaining 28.3 

per cent were in the 16 year plus age. More noticeable differences occurred in 

the size of the firm. The majority 75 per cent of respondents who had a strategic 

plan had between 11-50 employees, with 13.2 per cent employing less than 10 

persons. This latter figure was similar to that for the firms who had in excess of 
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51 persons. A strategic plan was more widespread amongst firms with more than 

one owner-manager where they represented 60.4 per cent of respondents who 

had a strategic plan. Thus, strategic plans are more common in firms in the 

engineering/electronics/manufacturing sector, in fines employing between 11 

and 50 persons and firms who had more than one owner-manager which, bar 

firm size are characteristics common to the lower growth firms in the survey. 

Thus, the strategic plan on its own is not a sufficient indicator of firm growth, 

rather the content of the plan and the strategies contained therein require 

consideration. 

Information was also obtained on the time frame associated with the plan where 

the majority of the respondents who had a strategic plan (44.2 per cent) devised 

one for a 2-4 year period, followed by 38.5 per cent of respondents who had a 

one year plan. The remaining 17.3 per cent of owner-managers had a strategic 

plan which covered a five year period. A time frame of between 2 and 4 years 

was most prominent in the food/drinks/agribusiness sector (64.3 per cent). In 

comparison firms who had a one year strategic plan were evenly distributed 

between firms in the software/ICT (45.5 per cent) and the services sector (40 per 

cent). This may reflect the nature of the rate and pace of change in this sector 

where the firm is forced to move with changing market demands. The five year 

strategic plan was most obvious in the electronics/engineering/manufacturing 

(66.7 per cent) sector. This information would suggest that the nature of the 

industry sector the firm is associated with has a strong bearing on both the 

existence of a strategic plan and in the time frame covered by the plan. This is of 

consequence for those providing assistance and guidance for strategy 
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development in terms of the type of strategic advice required by firms in 

different industry sectors. 

Equally, the fact that over one third of respondents did not have a strategic plan 

but yet achieved growth would lend support to the debate on the use of a 

strategic plan as a primary indicator of strategic activity or firm growth (French 

et al. 2004; Barringer et al. 2005; Gibson and Cassar 2005; Kraus et al. 2006). 

These findings also bring to the fore comments put forward by Kinsella et al. 

(1994) in relation to the role of strategic planning and small firm growth. 

Kinsella et al. (1994) indicted that as the term business and strategic plan were 

often used in an interchangeable manner by owner-managers it was difficult to 

elicit the content of the plan thus, rendering results of studies difficult to 

compare. This issue was also raised by French et al. (2004) and Barringer et al. 

(2005). In order to ensure there is commonality of meaning on what is 

researched under the term `strategic plan' it is necessary to capture an 

understanding and perception of the term from the owner-manager perspective. 

The findings unearth a number of important issues in relation to the role of a 

strategic plan as an enabler of small firm growth. The results show that the 

majority of owner-managers had a strategic plan to guide the achievement of 

business growth. While certain characteristics were more evident across some of 

the firms who had a strategic plan (industry sector, firm age, ownership 

structure) there was no clear set of distinguishable factors common to all of 

those firms. It is noteworthy that the small firms who did not have a strategic 

plan exhibited firm growth and possessed some similar characteristics to their 

counterparts who had a strategic plan. This advances that the choice of strategy 
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may be a more informative indicator of higher firm growth relative to the impact 

of the existence of a strategic plan. 

7.4 Type of Strategy 

Owner-managers have a myriad of strategic options to choose from in 

developing their business. For this research study the Miles and Snow Strategic 

typology (1978) was adopted as a guide to elicit information on the general 

strategic direction of the surveyed firms. The Miles and Snow Strategic 

typology presented a selection of four strategies, defensive strategy; reactor 

strategy; prospector strategy and analyser strategy. A number of research 

studies reviewed their application to the small firm (Conant et a1.1990; Lumpkin 

and Dess 1996; Rajagopalan 1996). It was found that the prospector strategy 

was most commonly adopted by higher growth firms (Conant et al. 1990). This 

study examined if the prospector strategy would result in significantly higher 

levels of small firm growth in this study. 

Hypothesis H 3.3: The adoption of the prospector strategy will result in higher 

firm growth. 

The most popular strategies adopted are displayed in Table 7.5 below. 

Table 7.5: Strategies adopted by Resnondent Firms 
Type of Strategy chosen N Percentage of respondents 
Analyser strategy 26 32.5 
Prospector strategy 19 23.8 
Combination of strategies 19 23.8 
Defensive strategy 11 13.8 
Reactor strategy 5 6.3 
All Firms 80 100.0 
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While the analyser strategy was most popular (32.5 per cent) the prospector and 

a combination of strategies were each implemented in 23.8 per cent of surveyed 

firms. 

The highest average level of turnover growth was associated with firms who 

adopted the prospector strategy (62.51 per cent) and secondly the defender 

strategy (46.66 per cent). In comparison average percentage employment 

growth was highest with respondents who adopted the defender strategy (53.13 

per cent), followed by firms who adopted a combination of strategies (48.15 per 

cent). Finally, in relation to turnover per employee growth, the highest level of 

growth was associated with the adoption of the defensive strategy (27.69 per 

cent) and a combination of strategies (27.13 per cent). 

A Kruskal-Wallis H test was undertaken to determine if a significant difference 

existed for the various strategies and the three measures of small firm growth. 

The results are presented in Table 7.6 with details the of average percentage 

level of firm growth associated with each strategy. 

Table 7.6: Strategic Choice of Owner-Manager and Employment, Turnover and 
Turnover ter Emolovee growth 

Type of 
market 
strategy 

N Employment 
growth (%) 

Turnover 
growth (%) 

Turnover per 
employee growth 

Analyser 
strategy 

26 16.07 43.72 5.67 

Prospector 19 23.51 62.51 10.33 
Combination of 

strategies 
19 48.15 46.35 27.13 

Defensive 11 53.13 46.66 27.69 
Reactive 5 4.43 29.48 ' -3.58 
All Firms 80 29.83 48.32 5.72 

Note: There was no significant difference for employment growth p=0.089; turnover 
growth p=0.906 or turnover per employee growth p=0.058. 
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The results do not support Hypothesis 3.3 and do not link any one strategy type 

with significantly higher levels of small firm growth. The lack of a significant 

difference may be clarified by describing how the type of strategy varied among 

respondent firms. 

The highest prevalence of strategic planning was evident in firms who adopted 

the reactive type of strategy, followed by those firms who choose the analyser 

strategy. The majority of firms who adopted the prospector strategy were in the 

food/drinks/agribusiness sector (33.3 per cent). A similar number of firms in the 

electronics/engineering/manufacturing (27.8 per cent) and in the soßware/ICT 

(22.2 per cent) sectors implemented it. A lower percentage (16.7 per cent) of 

service firms choose this option highlighting that the same strategy can be 

implemented by firms who have different growth objectives and operate in 

different industry sectors. 

With regard to firm age, the popularity of the analyser strategy was evident 

across all firm age groups. In the youngest firm the analyser strategy was most 

popular (30.8 per cent), where 23.1 per cent of these firms each adopted the 

analyser and combination of strategies. The analyser strategy was also most 

popular (31.2 per cent) for the firms in the 11 and 15 year age group. This was 

also the case for 36.4 per cent of firms in the oldest age group of firm. 

As the choice of strategy shows little variation across industry sector or age of 

firm, the findings point to the need to consider other factors, most likely related 

to the process and implementation of the strategy or indeed if the strategy 
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chosen was the most appropriate for the business for their impact on small firm 

growth. 

Finally, the prescriptive nature of the Miles and Snow (1978) framework did not 

allow for eliciting information on what aspects of each strategy were 

implemented, or, on other specific activities contained within these strategies 

which could have impacted on firm growth. 

7.5 Customer Concentration 

The number and size of the customers may influence the flexibility of the 

owner-manager in their operational and strategic activities and thus impact on 

small firm growth. There was a lack of consensus in the literature on whether a 

reliance on one or a few major customers or having a wide diversified customer 

profile impacted most on firm growth. 

A number of studies indicated that the reliance on a single or few customers 

placed constraints on small firm activities and reduced their potential for firm 

growth beyond that customer (Kinsella et al. 1994: Storey 1994; Smallbone et 

al. 1995). Therefore, customer diversification is important for small firms to 

create a competitive advantage and facilitate firm growth. It was expected that 

a wide customer base would result in higher firm growth as posed in Hypothesis 

3.4. 

Hypothesis 3.4: Firms who have a broad customer base will exhibit higher 
levels of growth 

Respondents were asked to provide details on the profile of their customer 

according to the percentage of sales they accounted for. The categories included: 
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`I depend on one major customer for over 50 per cent of my business'; ̀ I have a 

number of key customers who each account for over 20 per cent of my 

business'; `I have a wide customer base none of whom accounts for more than 

10 per cent of my business' and a'combination of customers'. 

The majority of firms (62.5 per cent) had a wide customer profile. Twenty five 

per cent revealed that their customer profile was dominated by firms who 

constituted over 20 per cent of their sales. Only 3.8 per cent had a dependency 

on one major customer with 8.8 per cent having a combination of customers. 

Variations existed in the levels of growth for the three measures across the 

selected customer types. Employment growth was greatest (61.5 per cent) for 

firms who had a major customer for over 50 per cent of their sales, while the 

lowest growth (13.7 per cent) was associated with firms who had a combination 

of customers. Average turnover growth was highest (64.53 per cent) with firms 

who had a number of key customers, each consisting of at least 20 per cent of 

their sales, with the lowest level of turnover growth associated with firms who 

had a combination of customer sizes. Finally, with regard to turnover per 

employee growth, as with employment growth the highest level of firm growth 

was evident with firms who had a dependency on one major customer for over 

50 per cent of sales (43.72 per cent) and the lowest levels were more obvious in 

firms who had a wide customer base. 

A Kruskal-Wallis H test was conducted to ascertain if significant differences 

existed between the customer size and small firm growth. The results are 

201 



Chapter Seven: Determinants of Small Firm Growth - The Strategic Focus qf they Busliness 

presented with the average growth rates for employment, turnover and turnover 

per employee growth in Table 7.7 

Table 7.7: Customer Size and Employment, Turnover and Turnover per 
Emnlovee Growth 

N Employment Turnover Turnover per 
Customer size growth (%) growth (%) employee 

growth (%) 

I depend on one 3 
major customer for 61.50 33.00 43.72 
over 50% of my 
business 
I have a number of 20 
key customers who 
each account for 42.72 64.53 14.00 
over 20% of my 
business 
I have a wide 50 
customer base none 
of whom accounts 25.03 45.40 . 419 
for more than 10% 
of my business 
Combination of 7 13.70 29.48 3.71 
customer types 
All Firms 80 29.83 48.32 5.72 

Note: No significant difference existed between customer size and employment growth 
p=0.388; turnover growth p=0.851; turnover per employee growth p=0.221 

The findings do not support the view that greater levels of growth are 

characteristic of firms who have a broader customer base. The low number of 

respondents having one major customer for over 50 per cent of their sales and 

those with a combination of customers should be noted in the analysis. The 

highest average levels of employment and turnover per employee growth were 

associated with the one major customer. These three firms had over 51 

employees and operated in the electronics/engineering sector. They were 

supplying in excess of eighty per cent of their output to large FDI firms. The 

fact that the a small firm sells over eighty per cent of their output to one 
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customer should result in greater efficiencies in production and process 

activities which can explain the very high levels of turnover per employee 

growth. 

Additionally, the benefits of concentrating on fewer customers was also borne 

out when the average levels of employment, turnover and turnover per employee 

growth was examined for the small firms who had a number key customers who 

each accounted for over 20 per cent of sales. Therefore, working with fewer 

customers would appear to result in higher revenue and the creation of 

opportunities for employment growth. The profile of firm here would suggest 

this is particularly prevalent in the electronics/engineering and ICT sectors, 

where it may be the case that as the customer increases their turnover, 

consequently so will the revenue for the small firm. The broader and more 

fragmented customer profile was most common amongst firms in the service 

sector and to a lesser degree in the engineering/electronics sector who were the 

lower growth firms. 

7.6 Internationalisation 

Market expansion through internationalisation is an important route for growth 

for Irish SMEs as the Irish market presents relatively limited market 

opportunities (Forfar 2007). How best to increase the export performance of 

Irish SMEs is a central policy issue (Small Business Forum Report 2006; 

Building Ireland's Smart Economy Framework 2008). The literature on how an 

international market presence impacts on small firm growth is scare where the 

majority of the studies focus on the reasons why small firms export and the 
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process they engage in as opposed to establishing its impact on higher firm 

growth. Kinsella et al. (1994) and Hitt (1997) in their research found that higher 

growth firms were less reliant on local and domestic markets than lower growth 

firms. The difficulty in arriving at a positive determination of the impact of 

exporting on small firm growth was highlighted in a number of studies 

(Bloodgood et al. 1996; McDougall and Oviatt 1996 and Westhcad et al. 2001). 

These indicated that it was difficult to disaggregate the specific impact of the 

exporting activity on overall small firm growth from other growth activities in 

the firm. This research study identified the level of export activity of respondent 

firms and if participation in this activity resulted in higher levels of firm growth. 

Hypothesis 3.5: Involvement in international markets will result in higher 

firm growth 

Fifty per cent of firms were involved in international markets which consisted 

primarily of the UK, French, and German markets in order of popularity. In 

order to determine the degree of export activity each firm was involved in 

respondents were asked to indicate what percentage of their sales was exported. 

This detail would establish if different levels of exporting activity had a 

significant impact on small firm growth. The findings are described in Table 7.8. 

Table 7.8: Exnort Activity for Recnnndent Firme 
Percentage exported N Percentage 
0-25 18 43.9 
26-50 9 22.0 
51-75 8 19.5 
76+ 6 14.6 
All Firms 41 100.0 
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The majority of respondents exported less than 50 per cent of their output with 

only a minority (14.6 per cent) exporting over three quarters of their output. A 

Kruskal-Wallis H test examined if differences existed between the different 

levels of export activity and small firm growth. The results are displayed in 

Table 7.9. 

Table 7.9 Export Activity and Employment, Turnover and Turnover per 
FmnlnvPP frnvvth 

Percentage 

exported 

Employment 
growth (%) 

Turnover growth 
(%) 

Turnover per 
employee growth 
M 

0-25 36.06 19.47 10.41 

26-50 18.37 85.21 10.87 

51-75 22.93 68.08 24.88 

76+ 82.70 98.21 23.80 

Note: There was no significant evidence of a significant difference between 
the various categories of export activity and employment growth p=0.678; turnover 
growth p=0.307 or turnover per employee growth p=0.498. 

The findings reveal that firm growth is not impacted on by the level of export 

activity engaged in by the small firm and further draws attention to the poor 

export performance of Irish small firms. It also signals to policy that an 

understanding of the level of export activity per se is not a sufficient barometer 

to gauge successful small firm intemationalisation. The higher level of export 

activity was more prominent in the ICT and Food/Drinks/agribusiness sector 

and in younger firms. 
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This topic requires further examination to determine the underlying reasons that 

interfere in the achievement of higher firm growth by firms operating in 

international markets. This promotes the development of research as endorsed in 

studies by Bloodgood et al. (1996); McDougall and Oviatt (1996) and 

Westhead et al. (2001) who recommended the need to obtain more detail on the 

nature of the export activity as part of the overall growth strategy of the firm. 

7.7 The Use of External Advice with Strategy Development 

A number of studies found some evidence that the use of external advice with 

aspects of business development positively impacted on the performance of the 

firm (Storey 1994; Kinsella et al., 1994; Barkham et al., 1996; Bennett and 

Robinson 1999; Bennett et al. 1999; Boter and Lundstrom 2005). Some studies 

suggested that owner-managers who availed of external sources of assistance 

with strategy development were more effective in implementing their strategy 

(Kinsella et al. 1994; Storey 1994). Despite this, studies by Bennett and 

Robinson (1999) and Wren and Storey (2002) found that due to the diverse 

structural and business related features of small firms seeking advice and for a 

wide ranging set of issues it was difficult to establish its direct link with higher 

firm growth. This research study examined the impact of external advice on 

strategy development where it was expected that its use would result in 

increased firm growth. Respondents were requested to identify if they used 

external advice for strategy development and from whom they sought this 

advice. 
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H3.6: The use of external advice with strategy development will impact 

positively on small firm growth 

Less than half of the respondents availed of external assistance with strategy 

development (43.75 per cent). This advice was obtained primarily from 

government development agencies (Shannon Development and Enterprise 

Ireland) and secondly from their accountant. This finding is useful for 

government agencies as it highlights the level of engagement by respondent 

owner-managers with local development agencies in the Mid-West region as a 

primary source of advice with strategy development. This has consequences for 

development agencies to ensure they understand the needs of small firms in 

terms of the type of advice required and that their promotional activities reach 

out to owner-managers to encourage them to obtain advice for this aspect of the 

business. 

In relation to firm growth, the higher average levels of employment (41.32 per 

cent) and turnover growth (66.97 per cent) were associated with firms who 

sought external advice with strategy development. The reverse was the case for 

turnover per employee growth (3.46 per cent for firms who sought external 

advice compared to 7.48 per cent for firms who did not seek external advice). 

The results are presented in Table 7.10 below as is the outcome of the Mann- 

Whitney U test. The results do not support Hypothesis 3.6. 
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Table 7.10: Use of External Advice and Employment, Turnover 
and Turnover ner Emnlovee Growth 
Use of N Employment Turnover Turnover per 
external growth (per growth employee 
advice cent) (per cent) growth (per 

cent 
Yes 35 41.32 66.97 3.46 
No 45 20.89 33.82 7.48 

Note: There was not a signi ficant difference for firm growth and use of external t1 Note: There was not a significant difference for firm growth and use of external advice 
and firm growth for employment p=0.372; turnover growth p=0.354 and turnover per 
employee p=0.254 

The majority of firms who used external advice were in the 

electronics/engineering/manufacturing sector (40.0 per cent) with the lowest 

take up on external advice evident for service firms (5.7 per cent). This may be 

due to the fact that many service firms are operating businesses which are 

outside the remit of government development agencies for funding and thus may 

not contact them for assistance. 

The use of external advice was evenly distributed across firm age. Of those who 

sourced external advice 37.2 per cent were less than 10 years old and 31.4 per 

cent were aged between 11 and 15 years. In relation to the size of the firm, of 

those who sourced external advice the majority (74.3 per cent) employed 

between 11 and 50 persons and 17.1 per cent were micro firms. Given the higher 

usage of government development agencies for strategy advice (relative to 

commercial consultants or accountants) and its perceived lack of impact on firm 

growth indicates points of concern from the policy perspective as to the 

effectiveness of the advice provided. The findings also provide a speculative 

profile of the small firm more likely to seek advice for strategy development as 

a basis for targeting by development agencies. Notwithstanding the lack of a 

significant relationship between the use of external advice for strategy 

development and firm growth the results have consequences for service 
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providers in terms of how they can devise an appropriate range of services to 

accommodate the heterogeneity of the small firm and on how to persuade more 

owner-managers to obtain advice with strategy development. 

This chapter presented the findings on how a range of strategic activities 

impacted on small firm growth. The variables tested were the objectives of 

business growth; the existence of a strategic plan; customer concentration; the 

type of strategy adopted; the level of internationalisation and the use of external 

advice with strategy development. These results are summarised in Table 7.11. 

Table 7.11 Summary of Research Results 
Hypotheses tested Employment Turnover Turnover per 

growth growth employee 
+or- +or- +or- 

H 3.1: Objectives for profit 
will be associated with 
higher levels of firm 
growth 
H 3.2: The existence of a 
strategic plan has a positive 
influence on small firm 
growth, 
H 3.3: The adoption of the 
prospector will result in 
higher level of firm growth 
H 3.4: Firms who have a 
broad customer base will 
exhibit higher levels of 
growth 
H 3.5: Involvement in 
international markets will 
result in higher firm growth 
H 3.6: The use of external 
advice with strategy 
development will impact 
positively on small firm 
growth. 
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While the results did not provide evidence of a significant impact of any of the 

strategic variables tested with higher firm growth, the findings do provide an 

important insight into what core strategic activities are undertaken in the small 

firm. The variations in the results confirm the multidimensional nature of small 

firm growth and show the difficulties in arriving at a strategic profile common 

across the higher growth small firms and signal areas in need of development at 

the strategic activity level of the small firm. 

7.8 Concluding Remarks 

This chapter examined the final set of internal characteristics for their impact on 

small firm growth, the strategic focus of the business. In general there was a 

positive intention towards firm growth exhibited in the high percentage of 

respondents who indicated profit as their primary objective. Additionally, the 

majority of firms had a strategic plan and where one existed the average levels 

of employment, turnover and turnover per employee growth were higher than 

for firms who did not have a plan. Strategy development is a complex issue in 

the small firm, highlighted in the inability to devise a set of strategic factors 

which are most important for higher firm growth. Consideration must be given 

to decisions and activities underpinning the development of growth objectives 

and the choice of strategy adopted which will capture an integrated perspective 

of how strategic planning as opposed to the strategic plan influences small firm 

growth. 

Involvement in export activity does not increase the likelihood of higher firm 

growth which would imply that the Irish government focus on encouraging 

increased levels of export activity may not be effective. This finding, coupled 
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with the low level of export activity amongst Irish small firms (see Chapter 

Two) resonate the necessity to devise more appropriate export enhancing 

policies which are based on a more insightful and interrelated perspective by 

policy makers as to what internationalisation entails as part of the overall small 

firm growth strategy. 

In relation to the use of external advice for strategy development, the findings 

provide a skeletal outline of the profile of the small firm who seeks this type of 

advice and exposes the important role of local development agencies as focal 

reference points for the owner-manager. Given this, it is beholding on 

development agencies to track how the advice provided is applied by the owner- 

manager as a means of increasing its potential to have a greater impact on small 

firm growth. 
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Chapter Eight: A Profile of High-Growth Small 

Firms 

8.1 Introduction 

A primary objective of this study was to identify the characteristics of high- 

growth firms in the Mid-West region of Ireland and isolate variables that may 

be important in determining why some firms emerge as high-growers. 

Ultimately, the aim is to facilitate more effective use of government resources in 

their policy design and delivery of small firm supports. The results of the 

empirical study were presented in Chapters Five, Six and Seven and showed the 

significant impact of a selection of firm, owner-manager and strategic focus 

characteristics on firm growth. This chapter expands upon these findings by 

profiling the 10 highest growth firms in the survey. This second stage analysis 

provides a deeper investigation to unearth issues which explain the research 

findings and will expose aspects of the growth process. 

This chapter commences by describing the criteria used to define a high-growth 

firm. The ten highest growth firms are evaluated to establish if they possess the 

same owner-manager and firm characteristics and if they engage in similar 

strategic activities. The results are also compared with the Kinsella et al. (1994) 

study. The chapter concludes by presenting the distinguishable internal 

characteristics of the high-growth firms and draws conclusions on the ability to 

arrive at a consensus or a blueprint on the archetypical high-growth small firm. 
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8.2 Defining High-Growth Small Firms 

As was discussed in Chapter Three it is difficult to extract a single 

comprehensive perspective of the phenomenon of small firm growth due to its 

multidimensional construct, the fact that the majority of small firms do not grow 

continuously and that very few reach the status of a higher growth firm (Storey 

1994; Smallbone et al. 1995; Barkham et al. 1996; Hamilton and Lawrence 

2001; Garnsey et al. 2006; Dobbs and Hamilton 2007; Andersson and Tell 

2009; Blackburn et al. 2009; Leitch et al. 2010). Consequently, despite the 

extensive research on this topic variations in the type of growth objectives, 

differences in how growth is measured, disparity in the time frame of the 

research studies and a variation in the number and type of internal and external 

variables investigated result in a lack of coherence regarding the emergence of a 

single theory to describe small firm growth. Therefore, identifying a common 

definition of what constitutes a high-growth firm becomes more important to 

facilitate better comparison of research results. Addressing this issue, the 

OECD in their Business Demography (2008) have proposed a common 

methodological framework for business demography statistics to maximise their 

international comparability. They define high-growth small firms according to 

how they exceed selected threshold measures of growth on a number of 

different indicators, namely, employment, sales output and labour productivity. 

The OECD definition of a high-growth firm is as follows: 

"All enterprises with average annualised growth greater than 20 per cent over 

a three year period, and with 10 or more employees in the beginning of the 

observation period, should be considered as high-growth enterprises. Growth 

can be measured by the number of employees or by turnover" (OECD 2008: 61). 
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High-growth enterprises can be defined both in terms of employment numbers 

and in terms of turnover where the OECD (2008) recommends that both criteria 

are used. 

The definition also called for the adoption of meaningful size thresholds to 

avoid the growth of very small enterprises distorting the results, whilst the size 

threshold should be low enough to avoid excluding too many enterprises. A 

provisional size threshold of 10 employees at the beginning of the growth 

period was recommended for use (OECD 2008). The provisional size threshold 

of 10 or more employees holds for both the turnover and employment measure 

as it ensures that the initial population is the same regardless of whether growth 

is measured in employment or turnover. Using this definition the characteristics 

of the 10 highest growth firms from the overall survey of 80 firms are now 

examined. 

Prior to profiling the 10 firms a preview of the average percentage level of 

turnover and employment growth is presented for each firm. Greater detail on 

the industry sector of these firms and their type of products and services is 

provided in Section. 8.3 below. The average percentage levels of employment 

and turnover growth for the period of the study for each firm are displayed in 

Table 8.1. 

Table 8.1: Profile of High-Growth Small Firms 
Company Name Average growth Average Year on year 

in employment growth rate in growth 
(%) turnover (%) 

Company One 109.44 52.81 Yes for employment 
Company Two Yes for employment 

97.94 62.85 and turnover 
Company Three 48.04 80.80 Yes for turnover 
Company Four 45.63 23.51 

Yes for employment 
Company Five 39.21 43.50 and turnover 
Company Six 34.13 106.82 Yes for employment 
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and turnover 
Company Seven 24.62 98.60 
Company Eight 22.80 80.81 Yes for turnover 
Company Nine 22.12 28.93 Yes for employment 
Company Ten 20.83 26.12 

The highest level of employment growth was evident for one firm operating in 

the general engineering sector (Company One). The second highest level of 

employment growth was associated with Company Two, a firm operating in a 

specialised segment of the electronics sector producing customised products for 

large firms in the pharmaceutical and medical devices market. In comparison 

higher turnover growth was primarily with the ICT sector (Companies Six, 

Three and Eight) and for one firm operating in the Food Sector (Company 

Seven). As displayed in Table 8.1 above three firms exhibited year on year 

growth for employment and turnover. Three firms experienced intermittent 

growth during the period where they experienced dips in both employment and 

turnover growth. For all firms the highest rate of average turnover and 

employment growth was experienced for the latter two years of the survey 

(1998 and 1999). 

Two important issues emerge from this brief preview of the high-growth firms. 

The first is the temporal nature of small firm growth. Six of the firms were 

found to have experienced periods of plateaued growth or discontinuous growth 

primarily in the area of turnover. This would align with a strong body of 

research which advanced that continuous growth in the small firm was rare 

(Storey 1994; Smallbone et al. 1995; Barkham et al. 1996; Deakins and Freel 

1998; Hamilton and Lawrence 2001; Garnsey et al. 2006; Dobbs and Hamilton 

2007; Andersson and Tell 2009; Blackburn et al. 2009; Leitch et al. 2010). 
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The second issue relates to the multidimensional nature of firm growth where 

growth in one aspect of the business may not result in corresponding growth in 

other areas. For instance turnover growth does not automatically result in 

employment growth, or indeed the converse may not be automatic. This 

reinforces the necessity of adopting multiple measures of small firm growth to 

capture where growth occurs and substantiates the call for such in the literature 

(Storey 1994; Barkham et a1.1996; Roper 1998: Davidsson and Wiklund 2000; 

Hart and McGuinness 2003; O'Gorman 2001; Davidsson et al. 2006; Dobbs and 

Hamilton 2007; Blackburn et al. 2009; Achtenhagen et al. 2010; McKelvie and 

Wiklund 2010). The high-growth firms are now evaluated on each set of 

internal characteristics (firm, owner-manager and their strategic focus) to 

establish if common ones emerge amongst the group. 

8.3 Firm Characteristics 

The findings from the sample of 80 firms as presented in Chapter Five indicated 

that firm age, firm size, industry sector significantly impacted on firm growth 

where considerably higher growth was evident- in firms less than ten years in 

operation, in micro firms and those who operated in high technology industry 

sectors. The firm characteristics of the 10 high-growth firms are summarised in 

Table 8.2. 

Table 8.2: Firm Characteristics of High-growth Small Firms 
Firm Firm Firm Size Industry Sector Ownership Structure 
Name Age (emp) 

Company 6 80 Engineerin Single owner-manager 
One 
Company 6 48 Electronics Single owner-manager 
Two 
Company Three 6 22 ICT Two owner managers 

10 21 Electronics Single owner-manager 
Company Four IICT 
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Company Five 7 47 ICT Two owner-managers 
Company Six 8 45 ICT Two owner- managers 
Company Seven 6 30 Food Two owner-managers 
Company Eight 6 23 ICT Single owner -manager 
Company Nine 11 37 Food Single owner -manager 

Company Ten 

14 28 Healthcare 
/ Medical 
Device 

Single owner-manager 

The firm age is that in 1996. The most striking characteristic of the high-growth 

firms was their relative youth, where the majority of firms (8) were less than 10 

years in operation and the group had an average age of 8 years. A sectoral 

analysis showed a bias by firms in the ICT industry sector who achieved higher 

levels of turnover growth relative to employment growth. Two firms were 

represented from the Food Sector where both operated in niche high value 

markets. Another firm, Company Ten, operated in the general healthcare and 

medical equipment sector manufacturing and supplying products to public and 

private hospitals, medical centres and to the medical retail sector. Company One 

operated in the general engineering (fabrication) sector and primarily acted as a 

subcontractor for the production of standard pieces for a large FDI firm. Two 

owner-managers classified their firm in the electronics sector where the owner- 

manager in Company Four commented that he operated between and within the 

electronics and ICT sector due to the nature of their customer and their diverse 

range of production capabilities. 

With regard to identifying the optimal size of the high-growth firms, note 

should be taken of the exclusion of firms with less than 10 employees (micro 

firms) in the calculation promoted by OECD (2008). Within the high-growth 

firms the vast majority (9) had between 20 and 50 employees, reinforcing the 

proposition commonly held in the literature on the negative effect of firm age on 
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firm growth and supports a number of studies reviewed (Storey 1994; Barkham 

et al. 1996; Glancey 1998; Davidsson and Wiklund 2000; Orser et al. 2000; 

Robson and Bennett 2000; Jensen et al. 2001; Taymaz 2002; Bullock et al. 

2004; Geroski and Gugler 2004). The findings in this study also concur with 

those of Kinsella et al. (1994). 

The exceptional case was Company One who employed 80 persons. Further 

analysis of their customer profile revealed that this firm sold in excess of 80 per 

cent of their output to one large foreign direct investment (FDI) customer. The 

greatest growth occurred for this firm in the latter 3 years of the study period 

due to a substantial increase in demand from their customer who was expanding 

their business. Moreover, 15 per cent of their workforce were temporary and 

contract staff whose numbers fluctuated according to customer requirements. 

Thus, it is contended that the growth for Company One appeared to depend on 

the firm's proximity to their customer and its ability to accommodate their 

increasing demands for products. 

Recognition must also be given to the rapid pace of growth in the general ICT 

sector during the period of the study which most likely contributed to the 

growth opportunities for certain firms. That said, only a small number of the 

ICT firms from the overall survey achieved a high-growth firm status. This 

surely indicates that credit is due to the owner-managers in the high-growth ICT 

firms for effectively availing of and executing the opportunities offered by the 

overall industry growth. 
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Of note is the absence of general service firms in the pool of high-growth firms. 

This is despite the fact that the assessment of the Irish SME sector showed an 

increase in the growth of this sector during the Celtic Tiger period (see Chapter 

Two). The relatively low contribution of small firms in the Food/Drinks sector 

is also off concern given its significance to the Mid-West region and nationally 

which points to a need to identify how an increased number of high-growth 

firms can be developed in these two sectors. 

Concerning the ownership structure of high-growth firms, six were owned by 

one owner-manager. The single owner-managed firms were obvious across all 

industry sectors and with no discerning difference apparent by firm age or firm 

size. Thus, multiple ownership was not found to be a significant predictor of 

growth in the high-growth firms and this finding does not accord with the 

findings of the Kinsella et al. (1994). 

Going behind the data on the number of owner-managers to the information 

provided by respondents on the characteristics of the team of managers provides 

a number of likely explanations to support these results. In two of the high- 

growth firms (Companies Five and Six) the second owner-manager was a 

technical specialist in the software and electronics areas respectively, which was 

similar rather than complementary experience to that of the owner-managers 

surveyed. This resulted in a strong technical bias in the team with little evidence 

of general business acumen in the senior management team. In the third firm, 

Company Three, the second owner-manager had a minority share (15 per cent) 

in the business and held a role of Software Designer. This would strongly 
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suggest that this partner assumed the role of owner as opposed to the more 

composite function of owner-manager. As staff retention was a key challenge 

for small firms during the Celtic Tiger era the allocation of a percentage 

ownership to a key technical employee was not unusual thus, proffering a 

reason for the nature of the percentage breakdown of the ownership of this 

business. In the fourth firm the second partner was the owner's wife who 

occupied the role of company secretary for the firm. 

The portrayal of the composition of the owner-manager team and the roles they 

assumed endorse the rationale for the result that multiple ownership per se is not 

a reliable indictor of higher firm growth. Of more consequence when examining 

the impact of multiple ownership on small firm growth are issues related to the 

diversity of the team, their level of ownership and their relative power in the 

management of the firm. Furthermore, these findings accord with those found 

by Hamilton and Lawrence (2001) and Barringer et al. (2005) who raised 

issues on the importance of capturing this type of descriptive information on the 

team composition and dynamics as a determinant of small firm growth. 

From a policy support viewpoint this finding has implications for government 

agencies such as Enterprise Ireland and the City and County Enterprise Boards 

who organise management development programmes for entrepreneurial teams. 

When assessing the development needs of the team it is important that beyond 

the number of owners to obtain information on the primary area of expertise of 

each member, their role and function in the management of the business and 

their level of control in the business as a foundation on which to devise 

220 



Chapter Eight: A Profile of High-Growth Small Firms 

integrated programmes suitable to each team members management 

development needs. 

Given the analysis of firm characteristics, high-growth firms are likely to be less 

than ten years in operation, employ between 20 and 50 persons, operate in high 

technology industry (marginal difference) sectors and be single owner-managed 

firms. The characteristics of the firm are now explored in conjunction with the 

range of owner-manager characteristics investigated in the empirical study. 

8.4 Owner- Manager Characteristics 

Much of the literature on the determinants of small firm growth suggested that 

high-growth was positively related to the age of the owner-manager and their 

human capital dimensions. In this study the human capital dimension was 

assessed from two perspectives, the educational profile of the owner-manager 

and secondly their prior work experience. Preceding the analysis on how the 

human capital dimension impacted on the high-growth firms the reasons why 

these owner-managers started their business is explored to establish the relative 

existence of positive and negative motivations. 

The majority of high-growth firms (6) were started for positive reasons, 

primarily due to the owner-managers desire to work on their own. Of the 

remaining firms, two owner-managers started their businesses due to 

redundancy (Companies Three and Six) and the other two owner-managers 

started their business due to dissatisfaction with their then current work situation 
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(Companies Eight and Ten). These results strongly suggest that a positive 

motivation to start the business is not a necessity to become a high-growth firm. 

In developing a rationale for the findings it is proposed that while the reason to 

start the business is classified as negative, it can result in a strong determination 

in the individual to ensure their career choice of self employment is successful. 

Overall, these owner-managers had the higher levels of education which is 

characteristic of owner-managers aligned with higher firm growth. The industry 

sector the firm operates in also contributes to the explanation on how firms 

started for a negative reason can achieve high firm growth where the overall fast 

growth in a sector creates greater growth opportunities for the small firm. A 

further point for deliberation when researching the impact of the motivation to 

start the business with higher firm growth is the age of the firm. In the longer 

established firm it becomes more problematic for the owner-manager to directly 

connect pre start up motivation with firm growth separate from other 

intervening motivations or experiences. 

The results emphasise that the dichotomy of motivation into positive or negative 

reasons is insufficient to fully capture the intervening impact of other individual 

or situational factors that can collectively propel an individual towards self- 

employment. Thus, while not in unison with the findings of the Kinsella et al. 

(1994) study they do accord with the increasing debate on this topic (Liao et al. 

2001; Papadaki and Chami 2002; Dobbs and Hamilton 2007) and promote the 

need for a broader contextual understanding of the motivation to start a business 

in small firm growth research studies. Perhaps in the more established small 
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firm, a move to explore the specific motivation of the owner-manager for firm 

growth may be more pertinent as a context within which to examine the type of 

objectives for firm growth in the small firm. 

The next stage of profiling of the owner-manager concentrated on their age and 

educational profile which are summarised in Table 8.3 

Table 8.3: Aae and Educational Profile of High-Growth Owner-Managers 
Firm 
Name 

Age of 
owner 
manager 

Educational 
Award 

Subject area of 
award 

Company 
One 

39 Leaving 
Certificate 

General 

Company 
Two 

33 Certificate Engineering 

Company Three 
39 Postgraduate 

Diploma 
Engineering 

Company Four 34 Diploma Engineering 
Company Five 32 Degree Engineering 

Company Six 
34 Degree Software 

Design 
Company Seven 35 Degree Food Science 

Company Eight 
40 Professional 

(accounting) 
Business 

Company 37 Degree Business 
Company 42 Professional Science 

The owner-managers in the 10 high-growth firms were aged between 32 and 42 

years. This age group closely mirrors those associated with high-growth in the 

study completed by Kinsella et al. (1994) and confirm a significantly negative 

connection between the age of the owner-manager and higher small firm 

growth. 

The nonexistence of owner-managers aged 43 years upwards is noticeable 

within this group and indicates that firm growth declines with owner-manager 

age. This finding would place some doubt about the apparent success of current 

small firm supports if firm growth is not sustained with either the age of the 

firm or by older owner-managers, which are connected. These results raise 
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issues at two levels that have a bearing on government supports. The first relates 

to the ineffectiveness of broad training and development supports which cannot 

attend to the needs of the different age profiles of owner-managers. Secondly, 

greater targeting and selectivity is needed to support the younger owner- 

managers who may not have substantial industrial experience but are more 

highly educated to equip them with the managerial and technical knowledge and 

competencies that will facilitate them in achieving longer term sustainable small 

firm growth. Conversely, programmes aimed at the older owner-manager need 

to address the challenges and obstacles (internal and or external) that militate 

against the achievement of higher firm growth and address the personal 

challenges encountered due to a change in their role and responsibilities that 

occur with business growth. The successful transition by the younger owner- 

manager to longer term sustainable firm growth is imperative to develop a 

strong indigenous Irish small firm sector and to ensure resources targeted at 

developing younger owner-managers are not wasted. 

The significant impact of a higher education award and one in a technical 

discipline was reiterated when the educational profile of the owner-managers in 

the high-growth firms was reviewed. The higher levels of education were more 

popular in the Engineering and Science disciplines. These findings align with 

those of Kinsella et al. (1994). Therefore, education does have an important role 

in equipping individuals with the necessary subject specific knowledge (mainly 

technical) which is important for the development of a high-growth firm. Given 

the technical bias in the educational awards of the high-growth owner-managers 

it is imperative that education encourages enterprising behaviour across all 
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disciplines to provide individuals with a broader sense of autonomy, 

independence and self-confidence, qualities which are important when 

managing a new firm. 

Building on the knowledge and skills accumulated through education the second 

aspect of the human capital investigated the nature of the prior work experience 

and the seniority of the experience gained by the owner-managers in the high- 

growth firms. This is described in Table 8.4. 

Tnhle R_4- Prinr Industry Exnerience of Hi! h-growth Owner-Managers 
Firm Name Industry sector 

Experience 
Managerial 
Experience 

Ownership in a 
second business 

Company 
One 

Engineering No No 

Company 
Two 

Furniture No No 

Company Three ICT sector No No 

Company Four 
Engineering and 
electronics 

No No 

Company Five 
Education and 
Training 

No No 

Company Six Electronics No No 
Company Seven Food No No 
Company Eight Financial Services Yes No 

Company Nine 
Services / hotel 
sector 

No Yes 

Company Ten Healthcare No No 

As was the case with the overall sample of 80 firms, owner-managers in the 

high-growth firms had gained experience in a variety of industry sectors. 

This study found that prior experience in the same industry was not a significant 

predictor of small firm growth and thus did not accord with the findings of the 

Kinsella et al. (1994) study. A review of the nature of the experience gained and 

the size of the firm where it was gained posits some explanations for the results. 

The majority (8) of owner-managers had gained experience in a specialist 

function in an organisation with in excess of 120 employees. The respondents 
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had gained experience in roles such as Software Consultant, Teacher, Quality 

Assurance, Senior Fitter, Software Programmer, Food Technician, and Medical 

Sales Representative and in Information Technology Systems support and 

maintenance. 

Given the diversity of roles assumed by the high-growth owner-managers and 

their lack of a significant impact of any one on higher firm growth resonates the 

views endorsed in a number of research studies (Turok 1991; Hamilton and 

Lawrence 2001; Papadaki and Chami 2002). As was the case in the 

aforementioned studies, the notion that the same prior industry experience was 

advantageous to higher firm growth is queried. In particular issues such as the 

direct relevance of this experience to a small firm context is difficult to ascertain 

in a quantitative study given the lack of detail on the learning acquired from the 

experience and how it was applied by the owner-manager to benefit small firm 

growth. Furthermore, given the assortment of the experience and that it 

primilarily occurred in a larger firm context further supports the findings 

emerging in research conducted by Papadaki and Chami (2002). For instance, 

the owner-manager of Company Five initially gained experience as a teacher in 

a second level educational institution which helped him identify an idea for a 

software product, however it is doubtful that working in a public sector 

organisation would have exposed him to the realities of running a small 

business in a rapidly changing industry sector. Likewise, the owner-manager of 

Company Six gained experience in the electronics sector, whereas his o%vn 

business operates in the high margin value added market segments of a rapidly 

changing ICT sector, thus the relevance of the experience gained is questionable 

as to how it benefited him directly in developing the business. 
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The proposition that managerial experience results in higher firth growth was 

discounted in the sample of the 10 high-growth firms as was the case in the 80 

firms. The most prominent finding relates to the lack of managerial experience 

in the cohort of high-growth firms as only one owner-manager held managerial 

experience (Company Eight). This experience was gained in the Financial 

Service sector. His position was a Technical Operations Manager leading to the 

contention that the tacit knowledge and skills required to manage a new 

business may be acquired through other sources other than from a dedicated 

managerial role. It is also construed that individuals with a technical 

background (as is the case with the majority of owner-managers in the high- 

growth firms) can learn managerial skills via daily operations, networking, the 

completion of management training and development programmes or source it 

through the employment of the external managerial expertise. In the high- 

growth firms where owner-managers did not have managerial cxpcricncc they 

had employed functional managers in their business. The majority of firms 

employed Financial Managers (8 firms), with four firms employing one 

Marketing/Sales Manager and three firms employing between 2-4 Senior 

Marketing/Sales Personnel and two firms employed Human Rcsourcc 

Managers. Thus, it may well be the case that the lack of managerial expertise 

by the owner-manager was compensated for by the employment of the 

necessary know-how which compliments the technically accomplished owner- 

managers who are more aware of the technical opportunities which may be the 

key source of firm growth. 
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As was the case with managerial experience, only one owncr"managcr 

(Company Nine) was involved in the ownership of a second business. lliis 

business was a retail outlet for the sale and promotions of their range of food 

products and had five employees. A manager was appointed to take 

responsibility for this retail business. Thus, the role of the owner-manager was 

primarily focused on production and product development in the core business 

and was not directly involved in the management of the retail outlet. As was 

advanced in Chapter Six, further endorsement is given to the recommendation 

that the adoption of a discrete measure (number of other businesses) without 

differentiating the link between the businesses and the management of both 

results in an incomplete understanding of how multiple ownership impacts on 

higher firm growth. 

Overall, with regard to the work experience component of the human capital of 

the owner-manager the results mirror those of the general higher growth firms 

in the overall survey and strongly indicate that the lack of same prior work 

experience by the owner-manager should not restrict the achievement of highcr 

firm growth. Likewise, the fact that an individual has managerial cxpcricncc 

should not lead to the assumption they are better equipped to achieve higher 

firm growth. These points are important when designing training and 

development interventions to ensure the real knowledge and skills requirements 

of the owner-managers are identified and not assumed on a premise that with 

certain experience or with a managerial role comes a prescribed range of skills 

and knowledge. Furthermore, where there is evidence that the owner-manager is 

involved in a second small business it is imperative that information is obtained 
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on the link between the management of the two businesses in addition to the 

synergies that exist between the businesses themselves. None of the findings in 

relation to the work profile of the high-growth owner-managers align with those 

in the Kinsella et al (1994) study. 

To conclude, taken in conjunction with the firm characteristics, the more 

developed profile of a high-growth firm shows they are likely to be less than ten 

years in operation, employ between 20 and 50 persons, operate in high 

technology industry sectors and be single owner-managed firms, with owner- 

managers aged between 32 and 42 years who have a third level educational 

award, most likely in the technical disciplines. The final category of internal 

factors examined the strategic activities in the high growth firms. 

8.5 Strategic Focus Characteristics 

The strategic perspective of the owner-manager is primarily reflected in their 

objectives for business growth and the strategies adopted which are given 

direction through the development of a strategic plan. The objectives for 

business growth, the existence of a strategic plan, their customer profile, the 

type of strategies implemented and the use of external advice with strategy 

development were investigated for their impact on firm growth, as these factors 

are more easily measured by those involved in small firm policy. 

There was a lack of support for their significant impact on higher firm growth in 

the main survey of 80 owner-managers. Thus, the purpose of this section is to 

explore the potential reasons contributing to these results and to examine the 

range of strategic activities common across the high-growth firms. This 

information identifies issues that need to be addressed by government agencies 

229 



Chapter &, ht: A Prnfile vf1tigh-Crowds Small Ffrus. c 

to ensure owner-managers become more proficient and effective in the strategic 

activities of the small firm. 

The initial analysis explores the objectives for growth, the existence of a 

strategic plan and the type of strategies adopted by the high-growth firms. The 

responses are displayed in Table 8.5. 

Table 8.5: Strategic Activities (objectives for growth, a strategic plan and type 
of strategv adonted) 

Firm 
Name 

Objectives for 
Growth 

Existence of 
a strategic 
plan 

Type of strategy 
adopted 

Company 
One 

Increase sales/profits Yes Combination 

Company 
Two 

Increase sales/profits No Prospector 

Company Three Increase sales/profits Yes Analyser 
Company Four Increase sales/prof its Yes Combination 
Company Five New product development Yes Prospector 
Company Six Increase sales/profits No Combination 
Company Seven New product development Yes Defensive 
Company Eight Con olidate Yes Combination 
Company Nine Manage costs No Prospector 
Company Ten Consolidate Yes Prospector 

The majority of owner-managers indicated that they had a strategic plan for 

their business. Of the seven firms who had a strategic plan, four used it as a 

`reference point' for their business and three indicated that it was used to `check 

performance' which would suggest a sense of vagueness with regard to how the 

strategic plan is applied to guide the activities of the business or that its benefits 

are obtained by the owner-manager. On the contrary, the three owner-managers 

who did not have a strategic plan used operational and sales plans to guide their 

business activities. It is contended that this latter group adopt a more operational 

focus based on sales targets and managing costs as the basis for achieving their 

objectives. A number of questions emerge on why there arc such variations 
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between firms on the use of a strategic plan versus more operational plans. One 

lies in the perception of what a strategic plan is and its purpose?. Another issue 

relates to the potential ambiguity regarding the term strategic plan and a 

blurring of interpretations between what constitutes a strategic and business 

plan where the term may be used interchangeably. This point was strongly 

endorsed in the Kinsella et al. (1994) and Barkham et al. (1996) studies. 

Furthermore, is there a perception by the owner-manager that they should say 

that they have a strategic plan when in essence it probably does not fulfill the 

prescribed content or level of formalisation of a strategic plan?. One could also 

query what comprises a strategic plan for a firm such as Company One who is 

predominantly linked to one major customer. Likewise for Company Six, 

operating in a constantly changing competitive environment may render the 

development of a strategic plan difficult and too time consuming due to its 

dating quickly. 

The third component of the strategic activity examined the type of strategy 

adopted by the high-growth firms. The results showed that the same strategies 

were adopted by firms operating in different industry sectors and that different 

strategies were adopted by firms within the same industry sector. No one 

strategic type was dominant amongst the high-growth firms. However, common 

themes emerged amongst all firms for the need to focus on increasing sales, cost 

management and to increase production efficiencies. The choice of strategy 

was largely influenced by customer and market demands and changes made by 

larger competitors. These same factors may also impact on the type and use of a 

strategic plan developed in the high-growth firms. 
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The responses show the heterogeneity of strategy in the small firm in that the 

same type of strategy was adopted by firms who had and did not have a strategic 

plan and across all industry sectors. Furthermore, the lack of a positive link 

between the strategy variables and higher firm growth raises questions about the 

feasibility of the strategy making or implementation activities and not just the 

strategy per se in the high-growth firms. Moreover, it is argued that issues may 

also arise in the choice of growth objectives and their suitability in the context 

of the resources and capabilities of the small firm. Further research is needed 

before conclusions can be drawn with regard to the extent and nature of the 

interaction between the various strategic variables and small firm growth. This 

information is required when developing financial and non-financial supports 

aimed at embedding a strategic orientation perspective more strongly in the 

small firm which emphasises strategic planning practices, processes and 

techniques that can be beneficial for firm growth. 

The research also examined if high-growth firms were involved in export 

_ activity. Five firms engaged in export activity. The majority (3) were in the ICT 

sector and exported between 25 per cent and 50 per cent of their output. The 

USA, UK and France were the most popular destinations. The remaining two 

firms were in the food sector and exported less than 25 per cent of their produce 

to the UK and US markets. The fact that only 50 per cent of high growth firms 

were involved in export activity reinforces the concerns discussed about this in 

Chapter Two and further confirms the need for policy to develop an improved 

understanding of the issues and challenges encountered by the high-growth and 
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all small firms in exporting to develop suitable strategies to accommodate 

different industry sector needs. 

Finally, respondents were asked to indicate if they sought assistance with 

strategy development, and if so from whom. External advice was sourced by 

four owner-managers in the high-growth firms. In all four cases it was sourced 

from local development agencies (Enterprise Ireland and Shannon 

Development). The level of satisfaction was evenly divided where 2 were 

satisfied and 2 were dissatisfied with the quality of the advice received. Reasons 

why the owner-managers were dissatisfied were not forthcoming in the survey. 

Given the insignificant impact of the strategic activities on firm growth, this 

finding is noteworthy and suggests a lack of proactive engagement by local 

development agencies to ensure the demand led needs of the small firm sector 

are accommodated for. 

8.6 Discussion 

To date the chapter has provided an overview of the primary firm and owncr- 

manager characteristics distinguishable amongst the 10 high-growth firms in the 

survey. Some discussion was presented on the rationale for the results to 

provide a context within which the analysis was undertaken and to highlight 

issues which were not apparent in the quantitative analysis. As the study was 

given impetus by the Kinsella et al. study (1994) a summary of the primary 

areas of alignment between both studies are identified and presented. 

The importance of firm age, firm size and industry sector dimensions were 

found in both studies as presented in Table 8.6. 
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Table 8.6: High- Firm Growth Characteristics -A Comparison of the research 
studies 

The impact of firm Current KI nsella el at (1994) 
characteristics Study 
Younger firms (less than 10 + + 
years) achieve higher levels of 
growth 
Smaller firms obtain more + + 
ositive growth 

Firms operating in the high + + 
technology sector display 
higher firm growth 
Higher firm growth is + 
associated with firms operated 
by more than one owner- 
manager 

The role of education and having a technical qualification were common 

between the studies. However, divergent results emerged in relation to 

motivation, their work experience aspect of the human capital dimcnsion as did 

the results for the impact of ownership in a second business. These comparisons 

are presented in Table 8.7. 

Table 8.7: High Growth Owner - Manager Characteristics -A comparison of 
the research studies 

The impact of Owner- Current Kinsella et 
Manager Characteristics study aL(1994) 
A positive motivation to start the + 
business result in higher levels 
of firm growth 
Younger owner-managers obtain + + 
higher levels of firm growth 
Owncr-managcrs holding a post + + 
secondary level degree or 
higher level of education 
achieve higher levels of finn 
growth 

The nature of the educational 
award positively impact on + + 
small firm growth. 
Experience gained in the same + 
industry sector results in higher 
levels of firm growth 
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Experience gained at 
managerial level results in 
higher firm growth _ Owner-managcrs involved in 
the ownership of a second small 
business achieve higher firm 
growth 

The third set of factors examined the strategic focus of the business and firm 

growth where the more comparable variables investigated wcrc in relation to the 

existence of a strategic plan, the customer focus, involvement in export activity 

and the use of external advice with strategy development. Thcrc was no 

alignment with the results of this current study and those of the Kinsella et aL 

(1994) study. These are presented in Table 8.8. 

Table 8.8: High-Growth Firms and Strategic Focus -A comparison of the 
research studies 

The impact of Strategic Focus 
Characteristics 

Current 
study 

Kinsella et aL 
(1994) 

Strategic plan + 
A concentration on a wide customer 
base 

+ 

Involvement in export activity + 
Use of external advice with stra 
development 

+ 

While there are some noteworthy similarities in the findings of this study and 

those of Kinsella et d (1994) some variations emerge particularly in relation to 

the human capital dimension and the impact of strategic activitics on small firm 

growth. 

As is the case with any comparison between studies due rccognition must be 

given to factors which may impact on the direct comparison. For instance, in 

this case the empirical study was conducted during the CcItic Tiger cra which 

was a different economic landscape than that during the compIction of the 
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Kinsella et al (1994) study. Additionally, there was a difference in tile measures 

of growth adopted. The Kinsella ct aL (1994) study applied two mcasurcs 

whereas in this study, three measures were adopted (cmploymcnt, turnovcr and 

turnover per employee) and a further classification promoted by OECD (2008) 

was applied to identify the high-growth firms in the study. That said, the studics 

do lend support to the importance of a range of firm and owncr-managcr 

characteristics which should be considered in the development of govcnuncnt 

policy. These policy recommendations are developed on in Chapter Nine. 

While it is ambitious to seek to derive a one specific typology that encompasses 

the heterogeneity of a high-growth firm, this study has drawn together a numbcr 

of common features at the firm and owner-manager level that clearly distinguish 

high-growth firms in the Mid-West region of Ireland. Conversely, the rcsults of 

the study have identified a number of issues which require attention in order to 

enhance the growth achieving activities of firms in the more general small firm 

populace. 

8.7 Concluding Remarks 

There is the constant strive to identify what is a high-growth small firm. The 

results of the overall empirical study and the profiling of the 10 high-growth 

firms confirm that small firm growth is a complcx, dynamic and longitudinal 

phenomena - thus rendering it difficult to determine tile arclictypical Iligh- 

growth small firm. The findings strongly endorse that small firm, gro%Ih cannot 

be explained by one particular dimension or set of determinants. Ncvcrthclcss, 

236 



Chapter Eight: A Prcofile a Ilig/r"Grou-th Su, a! 1 Firm 

the findings provide evidence of a number of internal factors at the firm and 

owner-manager level which clearly distinguish Migh-growth small firms. 'mis 

information provides important and useful insights that can be used by policy 

makers when devising small firm policy. It further highlights issucs and 

challenges encountered in researching the dynamics and process aspccts of firm 

growth. Finally, the results provide the basis for a number of rccommcndations 

for both the policy and research domains which are discussed in Chaptcr Ninc. 
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Chapter Nine: Concluding Comments, Policy and 
Research Implications 

9.1 Introduction 

The topic of small firm growth is an important focal point for public policy and 

is a subject of much ongoing debate in empirical research. TIlis research study 

contributes to the understanding of small firm growth from two pcrspcctivcs. 

Firstly, it assesses the contribution that the SME sector made to the Irish 

economy during the period 1994 to 2005. Secondly, against this background it 

identifies the relative importance of the internal dctcn-ninants of small firm 

growth in a sample of firms in the Mid-West region of Ireland. 

The first part of the thesis comprised a Literature Review. Chapter Two 

presented an appraisal of the employment contribution, industry scctor 

breakdown, level of export activity and the spatial distribution of small firms in 

Ireland. Chapter Three reviewed the academic and conceptual research studies 

which primarily related to the period of this study regarding the detcnninants of 

small firm growth and specifically the role of intcmal factors. A number of 

important internal factors at the owner-manager, firm and the strategic focus 

levels were identified for investigation in the crnpirical study. In addition, the 

combination of financial and non-financial measures of firm grovAli adopted in 

the empirical study was described. Chapter Four discusscd the primary 

elements of the research approach. The methodology involved in-dcptli facc-to- 

face interviews with 80 owner-managm in the Mid-Wcst region of Ircland and 

was strongly guided by the methodology adoptcd by Kinsella ct at (1994). 
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The latter part of Chapter Four presented information on the prorilc of surveycd 

firms and the average percentage level of growth obtained for each of the three 

growth measures of employment, turnover, and turnover per employee groNWi 

(dependent variables). The Chapter concluded with an examination of the 

relationship between the dependent variables. 

Part Two of the thesis (Chapters Five, Six, Seven and Eight) presented the 

analysis of the findings from the empirical study. Chapter Eight proffled the 10 

highest growth firms to ascertain if there was a common set of internal 

determinants across these firms. The findings were also compared with the 

Kinsella et aL (1994) study. This Concluding Chapter summariscs the kcy 

messages arising from the research and discusses their policy and research 

implications. The study limitations are also discussed. A concluding statcmcnt is 

provided. 

9.2 Contribution of the SME sector to the Irish economy 1994 
to 2005 - Some Key Messages 

The assessment of the contribution that the SME scctor made to the Irish 

economy between 1994 and 2005 provides a number of critical points for 

consideration by government. It is clear that small firms play a significant role 

in the Irish economy, where in 2005 small firms were a primary componcrit of 

established firms (97 per cent of firms) and contributed 54 pcr ccnt of privatc 

sector employment (Small Business Forum 2006). 

A number of key conclusions which emerged from the assessmcnt arc now 

discussed. The growth in the number of SMEs in Ireland was strongcst between 
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1995 and 2000 (6.6 per cent per annum), compared to a growth rate of 2.6 pcr 

cent between 2000 and 2005. The industrial scctor showed a morc gradual 

decline in the number of firms during the period relative to the scrvice and 

construction sectors which were characterised by strong grow-th. That said, aftcr 

the year 2000 the most noticeable decline in the number of small finns and thcir 

employment contribution was evident in those two sectors. However, the 

underlying reasons behind the demise of these sectors are not forthcoming from 

the data. 

Of concern is the limited evidence on the export performance of small firms. 

Irish firms with less than 50 persons are undeffcprcsentcd in export activity. It 

was impossible to comment with any confidence as to the cxport activity of 

these finns given the lack of available data, or to identify which industry sector 

contributed best, what size of small firm was exporting, or indccd, the regional 

location of the small firms exporting. Moreover, export data for scrvicc and 

construction firms is vague. In order to achieve the focus of govcmmcnt policy 

(Enterprise Ireland Strategy Group 2006; Forfds 2007; Building Ireland's Smart 

Economy 2008) which recommend that Irish firms become more international, it 

is essential to strengthen the international growth achieving ability of Irish small 

firms. An understanding of the number and type of small firms that cxport is a 

fundamental prerequisite for developing appropriate policies and support 

interventions to encourage export activity. 

Finally, the information on the spatial distribution of SME activity in Ircland is 

sketchy and not comparable between regions due to diffcrcnccs in regional 
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classifications and variations used vis-A-vis, how small firms are deflned by size. 

Furthermore, the collection of this type of data is largely dependent on rcgional 

development agencies with no set guidelines for the collection of the data. 

The above issues render it difficult to obtain a comprehensive understanding of 

SME activity in Ireland and to determine their overall economic contribution. 

Bearing this in mind, Section 9.4 below puts forward a numbcr of 

recommendations regarding the policy implications arising from a 

comprehensive and holistic assessment of the role of the SME sector in Ireland 

covering the period between 1994 and 2005. Against this background the 

empirical study develops an enhanced understanding of the intcmal 

determinants of small firm growth in a sample of Irish small firms. 

9.3 The Empirical Study - Principal Research Findings 

The empirical study investigated how a number of internal factors incorporating 

the characteristics of the owner-manager, the characteristics of the rin'n and the 

strategic focus of the small firm impacted on business growth in 80 firms in the 

Mid-West region of Ireland. The findings from the survey wcrc furthcr 

developed by examining the profile of 10 high-growth firms in the survcy Nvith a 

view to idcntifying if these firins exhibited disccmible intemal characteristics. 

The results of this empirical study corroborate the majority of the conclusions 

from previous conceptual and academic studies that stress the central role of the 

owner-manager as the primary precursor of small firm groNNIh (Storey 1994; 

Kinsella et al. 1994; Smallbone et al. 1995; Barkharn et aL 1996; Delmar and 

Davidsson 1999; O'Gorman 2001; Wiklund 2001; Dclmar and Wiklund 2003; 
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Wiklund and Shepherd 2003; Baum and Locke 2004; Wiklund and Slicphcrd 

2005; Dobbs and Hamilton 2007; Greve 2008; Andersson and Tcll 2009; 

Blackburn et aL 2009; Kirkwood 2009; Littunen and Niittykangas 2010). 

The primary findings on how the three sets of internal factors impactcd on small 

firm growth in the empirical study are briefly revisited as a forcrunncr to 

discussing their policy and research implications. 

9.3.1 Firm Characteristics 

The finn characteristics investigated in this study included firm age, sizc 

industry sector and its ownershiP structure. Consistently finn age and size wcrc 

found to have a significant impact on higher firm growth in the survey of 80 

firms and amongst the 10 high-growth firms. Of significance was that within 

the overall survey of 80 firms, the micro firm (these werc not cligiblc for 

inclusion in the OECD definition of high-growth firms) was a major source of 

employment and revenue growth. These findings concur with the majority of 

studies (Kinsella et al. 1994; Storey 1994; Barkham et al. 1996 Glanccy 1998; 

Orser et al. 2000; Jensen et al. 2001; Taymaz 2002; Bullock et al. 2004) for firm 

age and fin-n size and with those of Kinsella et aL 1994; Storey 1994; Wcsthcad 

and Storey 1994; Almus and Nerlinger 1999; Jensen ct al 2001; Barringcr and 

Jones 2004) for industry sector. It is necessary that policy rccognisc the 

contribution of small firms beyond employment generation when assessing 

small firm eligibility for financial supports. Additionally, the results point to the 

positive perfortnance of the younger firms for turnover per cmploycc growth. As 

firms incrcase in size and get older turnover pcr cmployce gro%klh dcclincs quitc 

substantially which concurs with those of Jenscn et al. (2001) and Taymaz 
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(2002). These results direct attention to an important govemmcnt policy isstic 

that is, how to increase productivity in Irish Small firms (Small Business Forum 

2006). 

The existence of a team of owner-managers did not have a significant impact on 

business growth in the high-growth firms. This to some degree dispels the idca 

that with multiple ownership enhanced aggregate knowledge and cxpcrtise 

exists. Delving behind the number of owner-managers, the composition of the 

sarne technical expertise and the percentage ownership held by the partners and 

their roles contributed to explain this result. The findings of this study support 

the debate on such in studies by Hamilton and Lawrence (2001) and Barringer et 

aL (2005). It is argued that the team dynamic and the relative diversity of 

knowledge, skills and resources play an important role in determining the 

composite impact of multiple ownership on small firm growth. 

9.3.2 Owner-Manager Characteristics 

A number of owner-manager characteristics including their motivation to start 

the business, their age, education, career history and involvcmcnt in anothcr 

small business were investigated within the empirical study. Two owncr- 

manager variables, their age and educational profile were found to have a 

significant impact in the high-growth firms and concur with a numbcr of studics 

reviewed (Kinsella et al. 1994; Storey 1994; Barkharn et al. 1996; Orscr et al, 

2000; Bullock et al. 2004). In the overall survey, oNvncr-managcrs aged 

between 24 and 34 years were associated with higher firm growth. In 

comparison the age profile of owner-managcrs in the 10 high-growth firms was 
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slightly older (32 to 42 years). Notwithstanding these differences, tile potential 

for younger owner-managers to achieve higher firm growth is clearly sign 

posted. 

The significance of having a technical educational award was cndorscd within 

the high growth firms. This finding is in accord with a number of studies 

(Kinsella et al. 1994; Storey 1994; Orser et al. 2000; Bullock et al. 2004) and 

shows that education is undoubtedly an important human capital dimcnsion 

which assists the owner-manager in developing their business. 

Furthermore, given that a combination of younger and more highly educated 

owner-managers in technical disciplines achieve greater levels of firm growth 

merits targeting this profile of owner-manager to develop how best thcir 

managerial skills and competencies can be enhanced to cquip them grow a small 

business. 

Factors such as the motivation to start the business, same industry cxpcricncc, 

prior managerial experience and involvement in another small firm were not 

significant growth indicators in the high-growth firms. These results divcrgc 

from a number of studies reviewed (Kinsella et al. 1994; Storey 1994 Smallbonc 

et al. 1995; Davidsson and Wiklund 2000; Smallbone and Wycr 2000; Reynolds 

et al. 2001; Delmar and Wiklund 2008). The findings do however echo the 

issues which have emerged in more recent academic and conceptual studies 

which have questioned the comprehensiveness of researching motivation ftom a 

dichotomy of push or pull factors (Hamilton and Lawrcncc 2001; Dobbs and 

Hamilton 2007) For instance, the influence of ex post validation of information 
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by the owner-manager must be bome in mind when examining this variablc. 

Issues also arise on the ability of an individual to isolate the impact of the reason 

they started their business from other intervening learning and business 

experiences exposed to after the establishment of the business. This concern is 

further compounded in longer established firms. The deeper analysis of the 

profile of the 10 high-growth firms revealed that with regard to motivation, its 

examination through a neat dichotomy of positive or negative factors without 

consideration of personal, situational and external economic intervening factors 

is deemed insufficient and ignores the capacity of the owncr-managcr to change 

their behaviour or learn over time. 

A possible factor weakening the impact of prior industrial experience and higher 

firm growth is that the experience was gained by the owner-managcr when the 

dynamics of the industries were different (in particular the ICT scctor) and the 

fact that the experience was predominately gained in a large firm scenario. This 

supports findings in research studies who indicated that the benefits of the 

experience was reliant on how the owner-manager could replicate it to a small 

firm context in a relevant manncr (Turok 1991; Hamilton and Lawrence 2001; 

Papadaki and Charni 2002; Frankish et al. 2007). 

Prior managerial experience was not an indicator of higher firm growth as only 

one of the high-growth owner-managers held managerial experience and the 

results run contrary to those of Kinsella et aL (1994). As the managerial 

experience was gained in a functional specialist discipline within a large firm 

the relevance of this experience to higher firm growth is questioned. Likewise, 
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in the remaining high-growth firms managerial expertise was available through 

the employment of functional managers as was found to bc the casc in Storcys 

(1994) review of a number of studies. These findings deserve consideration 

when assessing the training and development needs of the owncr-managcr and 

the belief that seniority of experience will result in higher firm growth should be 

challenged. 

9.3.3 Strategic Focus 

The study investigated a number of aspects associated with stratcgy 

development which are of most concern to policy makers and morc casily 

measured in a quantitative study. The objectives for firm growth, the cxistcncc 

of a strategic plan, the customer profile, type of strategy implemented, the level 

of export activity and the use of external assistance Nvith strategy development 

were researched. The evidence did not produce a positive support for thcir 

impact on small firm growth showing a departure from the results of a number 

of studies (Kinsella et al. 1994; Storey 1994; Orscr et al. 2000; Bullock et al. 

2004; Delmar and Wiklund 2003; Poutziouris 2003). That said, some important 

findings emerge which require attention in the design of supports and in 

particular owner-manager training and development interventions targeted at 

enhancing the strategic capabilities of the owncr-managcr. Additionally, the 

findings in this section draw attention to the challenges cncountcrcd in 

researching the diverse range of content and process aspects of strategy as 

highlighted by Poutziouris (2003) and Frankish et al. (2007). 
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In essence the owner-managers in the high-growth firms, wcre involvcd in a 

range of strategic activities. The majority of owner-managers had a strategic 

plan. Of concem is that despite this there was little evidence to support its 

positive impact on higher firm growth. 

The findings suggest that there was a diversity of strategic practices at play in 

the high-growth firms without clear connections between the activities to 

establish how they collectively impacted on small firm growth. Given the above, 

policy makers face challenges in developing supports which progress the o%vncr- 

manager to the role of strategist and planner to facilitate higher firm growth. 

Due to the heterogeneity of how the strategic variables investigatcd were 

adopted by respondents in the high-growth firms, the supports provided by 

policy makers and advisers need to be flexible and adjustable to accommodate 

the diverse needs of the growing small firm. 

Moreover, the findings showed a higher dependency on the use of development 

agencies relative to accountants or commercial consultants as a sourcc of 

assistance with strategy development. The results highlight the nccd for thesc 

agencies to ensure that they are active at the level of the small firm and engage 

in dialogue with the owner-manager to ensure that the advice given is demand- 

lead and relevant to the changing and temporal nature of growth in the small 

firm. This will ensure that the services provided arc making more cfficicnt usc 

of govermnent resources and will assist to clarify the cause and cffcct 

relationship between these two variables. This interaction will fccd into morc 

targeted management development training programmes. It is contcndcd that 

due to the nebulous nature of the process and practice of stratcgy dcvclopmcnt 
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in the small firm it is difficult to measure its direct impact on small firm growth 

and thus, makes it a less attractive policy undertaking. The findings in this study 

clearly argue that it should be a stronger policy priority with greater allocation 

of resources to support and assist owner-managers adopt a more embedded long 

term strategic orientation to their business. 

From the researcher perspective the role of strategy as an cnabler of small finu 

growth remains much debated and with many unanswered questions which must 

be addressed. These relate to how strategic planning as opposed to the existence 

of a strategic plan is linked with small firm growth and how stratcgy is 

implemented and evaluated in the small firm. 

Overall, the empirical study confirms that small firm growth is indeed a 

complex issue challenging the development of a clearly distinguishable profile 

of a high-growth firm (as defined by OECD 2008). That said the high-growth 

firms in this study have a number of distinguishable features at the firm and 

owr! er-manager level. A firm employing between II and 50 persons, in 

operation for less than 10 years, is largely in the high technology sector, omed 

by a single owner-manager aged between 32 and 42 years with a Diploma or 

higher educational award most likely in the technical discipline contains the 

central characteristics of higher-growth firms. While some of the findings in this 

study support commonly held beliefs that firm age, size, industry sector, owner- 

manager age and education positively impact on higher small firm growth, the 

remaining findings suggest that some accepted concepts (motivation, carccr 
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history and strategic focus activities) regarding small business growth nccd to bc 

re-examined in the prediction of higher firm growth. 

Ultimately, it is difficult to define a precise set of internal detcrminants of small 

firm growth. Firm growth is unpredictable and intermittent where the impact of 

internal factors will vary as the business develops. Furthen-nore, they arc liablc 

to vary in different industry sector and market conditions. In connceting thcsc 

two areas of research, the assessment of the contribution of the small firm scctor 

to the Irish economy and an identification of the main internal factors which 

impact on higher firm growth, they present a number of important suggestions 

for inclusion in small fmn government policy. 

9.4 Policy Implications 

The development of small firin policy in Ireland occurs in a vcry changcd 

economic environment with the termination of the boom that was the Celtic 

Tiger (FitzGerald et al 2008). Furthermore, the limitations of FDI-led growth 

have been increasingly (if belatedly) recognised by govcmmcnt. While not 

diminishing the benefits of high-quality FDI in assisting cconornic 

development, this should not come at the expense of ignoring small firms whcrc 

valuable lessons can be gleaned from Irclands over reliance on FDI as the 

primary source of employment creation. 

Irish government industrial policy has at its core securing the enterprise 

economy and restoring competitiveness to stimulate the capability of business 

for growth (Forfds 2007; FitzGerald et al. 2008). 11owcvcr, within these 

documents enterprise is applied in a generic manner with only a cursory 
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emphasis on the small firm sector. Small firms are fundamentally differctit to 

their larger firm counterparts therefore, it is imperative that govcrnmcnt put in 

place appropriate responses to facilitate sustained firm, growth in the small finn. 

It is recommended that core to effective policy is an understanding of the 

characteristics of higher firm growth firms, a focus on increasing productivity, 

developing greater export activity and building the competencies and skills of 

owner-managers. Suggestions on how these can be achieved arc further 

elaborated upon below. 

In the current policy arena firm growth is predominately measurcd by an 

increase in employment numbers, where the provision of financial supports to 

small firms is generally conditional on job creation. This sole focus may 

underestimate the other areas that growth can occur in the small firm. As was 

the case in this study, 'jobless'growth or turnover growth and turnover pcr 

employee growth will occur in certain profiles of firms but may not 

simultaneously result in growth. in employment. High growth in rcvcnucs may 

be different from those that will generate growth in employment. This rcquircs 

recognition when considering the provision of financial and non-financial 

supports to the small firm sector. 

Therefore, policy with a focus on creating employment growth should also 

introduce support for revenue generation activities where this invcstment can 

lead to employment indirectly (in areas such as R&D, innovation and cxport 

activities) which will in turn generate employment, albeit not immediately. 71iis 
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necessitates a change in funding eligibility criteria set by many govcrnnicnt 

organisations and in the type of finance or venture capital investnicnts madc 

available for larger scale investment in areas such as R&D. This is particularly 

important in the high technology and added value industry sectors. 

In a related manner, increasing firm productivity is at the core of Govcrnmcnt 

policy (Forfds 2007; Building Ireland's Smart Economy Framework 2008). 

Despite this, these policy documents concentrate primarily on providing 

recommendations on how to improve productivity in the larger firms, who arc 

predominately foreign owned. Attention should focus on assisting small finns 

to improve performance in productivity to successfully compete in more intcnse 

and cost competitive national and international business environments. For 

instance, notable differences existed in the study between industry sector and 

the levels of firm growth. Service firms compared less favourably to those in 

electronics/engineering and in the food/drinks/agribusiness sector, which in tum 

compared less favourably to firms in the software/ICT sector. Government 

agencies need to provide practical assistance to owner-managers on how they 

can improve productivity across all functions of their business, how to achieve 

cost efficiencies, increase the quality of their labour force, improve the use of 

technology, engage in more R&D and create more efficient systcms and 

procedures. Mentoring and in-company training and development programmes 

are potential options that will achieve this. 

Building an export led growth enterprise sector is a policy objectivc cited in 

Building Ireland's Smart Economy Framework (2008). This objective nccds to 
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be devised with a small firm focus separate to the broader population of larger 

indigenous firms and should act at two levels. The first is to encourage a greater 

level of export activity by non-exporting small firms and to encourage those 

exporting to expand this activity in a more efficient manner. In particular, the 

micro and small firms operating in high growth value-added sectors and in the 

services sector need to be strengthened in this area. Secondly, policies need to 

devise training and development interventions to enhance the export capabilities 

and competencies in Irish small firms and provide owner-managcrs with 

assistance in the development of adaptable strategies with appropriate sales 

skills and support structures to deliver sustained export growth. Policy should 

consider how they can create exposure to and facilitate the building of networks, 

alliances and business partnerships for small firms who wish to export. 

An area of concern in the empirical study pointed to the lack of a signiricant 

impact of a number of aspects of strategy development on higher firm growth. 

The study confirms that competencies and skills for strategy development need 

to be_ strengthened across the small firm sector even if they arc classified as 

high-growth firms. Owner-managers need to be facilitated in understanding the 

importance of engaging in core strategic activities to remain competitive and 

achieve sustainable growth. Furthennore, given the feedback by respondents on 

their use of, and the level of satisfaction with development agencies for advice 

on strategy development, agencies need to more actively communicate and 

engage with owner-managers to develop their strategic capabilities. The role of 

development agencies is essential in ensuring that the advice provided is 

relevant for the small firm given their individual context. Current management 
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development programmes on offer from the City and County Enterprise Boards 

and Enterprise Ireland which contain a strong mentoring element should be 

developed with a strategy development focus where the leaming can bc 

experientially applied by the owner-manager. 

Education is an important determinant of small growth. Of note were the higher 

levels of education in technical subjects which were linked to highcr firm 

growth. Given, that individuals are starting a career in self employment younger 

and have higher levels of education (GEM 2006; 2007) it is important that 

educational policy integrates knowledge and skills for starting and managing a 

small business. This is particularly important at postgraduate level and in non- 

business disciplines. 

The empirical research demonstrates the importance in recognising variations in 

firm performance across industry sectors. The assessment of the small firm 

sector presented in Chapter Two highlighted a decline in the service and the 

general engineering/electronics/manufacturing sectors, which were also those 

who underperformed in the empirical study. Relatcdly, understanding the 

broader sectoral context of the small firm, for instance, requirements in terms of 

innovation, product development, export activity and their productivity levels 

provides a means of developing more tailored financial and non-financial 

supports which can enhance the performance of small firms in different scctors. 

The development of government policy to accommodate the aforcmcntioncd 

recommendations must acknowledge the heterogeneity of small firm gro%Nlh. 
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The development of a 'one-fits-all' inflexible approach will not work. Policy 

needs to obtain a flexible and pragmatic fit between the capabilities that exist in 

small firms and those that are required by the owner-managcr and their busincss 

to achieve business growth in a changing national and international cconomic 

context. This requires a level of selectivity to identify and match the needs of 

higher growth small fir m-s. The profile of the high-growth finns produccd from 

this empirical study provides insights into the differentiating charactcristics of 

these particular firms on which a more targeted policy approach should focus. 

Likewise, policy must also continue to assist those owncr-managcrs who wcrc 

not classified as high-growth firms but yet showed strong levels of firm, gro%%Ih 

with appropriate interventions and supports. With the profile of these high- 

growth firms government agencies can become more familiar Nvith what to look 

for in screening newer firms and those showing potential for high-growth and 

thus, be better informed to develop appropriate supports to achicvc sustainablc 

firm growth. 

Fundamentally, the above recommendations are contingent on having a good 

comprehension of the small firm sector in Ireland. While recent publications 

(Small Business Forum 2006; CSO 2008) provide much-improvcd information 

on the Irish SME sector, they undercount the numbcr of small firms in Ircland as 

this data is collected at varying intervals by different government agcricics. I'his 

demands the development of a small firm register with total firm sizc, scctoral 

and spatial coverage and export performance information. The inclusion of the 

following data will strengthen the level of profile infonnation to provide a morc 

composite register of Irish small firms: 

254 



Chapter Nine: Concluding Comments, Ilolýqy and Researchinydicallims 

0 Size profile - add in detail on industrial firms with less than 3 cniployces, 

plus construction firms with less than 20 employees. 

0 Regional distribution of small firms - producc rcgional data on the 

numbers of SMEs, their employment numbers and tlicir industry scctor to: 

(a) determine if certain regions of the country are more dcpcndcnt on the 

SME sector: (b) establish if particular industry sectors arc more prevalent 

in particular regions; and (c) allow for comparisons bct%vccn rcgions on a 

more equitable basis. 

0 Data on the export performance of the SME sector - to idcntify which 

business sector contributes most to export activity, what sizc of small firm 

exports and the regional location of small firms who export. 

Core to understanding the Irish SME sector is a c1carcr marking out of the 

micro, small and medium firms as part of the overall SME sector. Tlcrc should 

be a cut off point placed within the 50 plus employce category to distinguish 

between medium and large firms. The adoption of a common sct of critcria to 

define small firms- by government agencies will facilitatc morc cquitable 

comparison of information and the reaching of an inclusive conscrisus as to the 

pivotal contribution of the SME sector to the Irish cconomy. This study, in 

addition to having policy implications also raiscs a numbcr of points on how 

research on small firm growth should progress to addrcss its lictcrogcncity and 

highlights opportunities for future research. 
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9.5 Rcscarch Implications 

A consensus exists amongst the academic and the incrcasing numbcr or 

conceptual studies that small firm growth is hetcrogcncous and muldraccicd, 

rendering it difficult to arrive at an integrated pcrspccti%-c or what constitutcs a 

higher growth small firm. The findings in this cmpirical study concur, and 

suggest that a greater emphasis should bc placed on the i5sucs Mating to tljC 

process of firm growth, in particular at the owncr-managcr and strutcgic focus 

levels. 

Conceptually, in developing a more insightful pcrspcctivc of ffic proccSs or rIMI 

growth, we need to deepen our undastanding of tlic intcmal gromh d)=mics or 

the firm and owner-manager capabilities. Futurc rcscarch must cxtcnd bcyond 

the pursuit of who is the ideal high gro%Nlh finn to dctcrTninc why and how 

owner-managers grow their business and it-hat are the outconics or the gromi, 

process. Within this research a central focus should rcst %ith how the broadcr 

set of the human capital dimensions of the o%ýmcr-rnanagcr (cducational 

experience, work experience, fonnal and infortnal training and Icaming) 

transforms the behaviour of the o%%mcr-managcr and dicir busincss opcrations to 

achieve firm growth. 

The findings of this study also highlight the nccd to rocus rcscarch on the 

process of strategy development, imp[cmcntation and evaluation to give 

expression and meaning to how factors such as the obicctivo ror firni gromli. 

the existence of a strategic plan and the stratcgic dccision, making processcs 

cngaged in by the owncr-managcr impact on small firm gmNsih. llic inclu3ion 

of the above process issues in studics of small firm gro%Wi Nvill providc a more 

intcgratcd comprchcnsion of the rclationship bct%%-ccn the owncr-matutga 
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(characteristics and objectives for their business) and what flicy do (proccss or 

growth) to guide Policy development. 

Furthermore, it is important to extend the research beyond a rocus on the higher 

growth firms to obtain detail on the process of growth in lowcr gromh firms in 

recognition of the fact that only a minority of small firms rcach high gro%%1h 

status, as important lessons can be learned on the barriers to gro%NIh which can 

be addressed in policy interventions. 

The collection of the aforementioned information is difficult to unravcl in 

quantitative studies as they hinder the ability to elicit the dynamics and dic 

behaviour which typify the finn profiles that are linked with highcr firin growdi. 

Successfully capturing the process and behavioural issucs corc to small firm 

growth necessitates a more open acceptance of blended rcscarch upproaclics 

which combine the both positivist and non-positivist mcthodologics. Data 

collection methods using qualitative approaches should build on the findings in 

the predominately quantitative studies (such as this one) and include the more 

active participation of owner-managers in studies to capturc how thcir human 

capital dimensions and their decision making processes change as the rinn 

develops. 

As more researchers now recognise that growth is patcntly a longitudinal 

phenomenon then research studies should rcflcct this. In contrast to the singlc 

snapshot, longitudinal studies provide data about how gro%Nlh varics at difrcrcnt 

points in time allowing the researcher to track change at thc individual firrii lcvcl 

to accommodate the temporal order of business activities and to capturc gromh 

and strategy processes in the small firm. 
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Given the above, the study of small firm growth beconics morc cotiiplcx nnd 

time consuming for researchers who should focus on growth as a dynamic nnd 

longitudinal phenomenon, applying multiple measures of firn, gro%%1h ntid 

utilising a combination of different methodologies -a cliallcngc indccd ror 

researchers. 

From the point of view of advancing the empirical rcscarch on the intcrnal 

determinants of firm growth in Irish small firms the study reconimcnds the 

following areas for research. 

Intemationalisation provides a route to growth and expansion for many Irish 

small firms. Yet there is a lacuna of empirical research on understanding its role 

in the small firm or how it contributes to additional firni gro%%Ih. It is ncccssary 

to build a more comprehensive body of empirical rcscarch on why owncr. 

managers grow through internationalisation, the choice of markcts, the proccss 

adopted and the challenges encountered in developing suitable market entry 

strategies. An examination of how owner-managcrs asscs the rctum on 

investment of this activity will determine how it contributcs to the growth of the 

small firm. This research will have value for informing policy on the most 

suitable interventions to create a more export led small firm sector. 

Strategy development entails a number of intcrrclatcd activitics cmbcddcd in the 

strategic thinking of the owner-manager. Therefore, understanding strategy as a 

process not as an activity is important to develop in the research. Furthering this 

line of inquiry in the small firni growth literature rcquircs the inclusion or 
0 

qualitative research questioning to include issues on the perception of the 
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owner-manager of a strategic plan versus a business plan and the practicc or 

strategy in the small firm which should include an idcritification of the stages 

involved in strategy development, its implementation and cvaluation. 

This research provides an important vantage point to position future rcscarch 

studies on the internal determinants of small firm growth. 17his study can bc 

replicated in other regions of Ireland and broadened into a gcncmi Irish contcxt 

to provide some useful regional comparisons. A rcpcat study in this currcnt 

economic climate would highlight if the internal determinants of small rimi 

growth have changed post the Celtic Tiger em. 

9.6 Study Limitations 

This study could be enhanced through the adoption of a longitudinal approach. 

In contrast to the single snapshot, longitudinal studics providc in-dcpth 

information about the process of growth and the underlying actions of the 

owner-manager in the achievement of firm growth. A longitudinal study %%vuld 

also have allowed for the tracking of changes in firm growth to idcntify why the 

changes occurred and how they were managed by the owncr-managcr. 

A larger response rate would have facilitated more robust statistical multivariatc 

analysis which would enhance the level of detail on the significancc of 

relationships between the dependent and independent variabics and for flic 

controlling of certain factors. 

259 



j- vylic(Itions Chapter Nine: Concluding Comments, 
_ 
Policy and Resraýc i lný 

The low response rates to certain questions rendered it problematic to miduct 

statistical analysis to determine their impact on small firm growth. 11iis wns 

evident in areas such as ownership in a second small busincss, prcvious 

managerial experience and the choice of strategy adopted for small firm gromli. 

The quantitative study could have benefited from morc qualitativc information. 

While efforts were made to elicit comments from rcspondcnts thcy %vcrc not 

forthcoming. The lack of detailed narratives from the owner-managcrs rcsultcd 

in a shortage of detail on the rationale for decisions they made in arcas such as 

strategy development, internationalisation and the type of gro%%Ih objcctivcs 

devised for their firm. 

9.7 Concluding Remarks 

These findings report the growth determinants of a sample of 80 small flnus in 

the Mid-West region of Ireland and present the distinguishing finn and owncr- 

manager characteristics of 10 high-growth firms. This research mak-cs a nunibcr 

of important contributions to the policy and research domains. 

Firstly, the completion of an assessment of the contribution of the SME scctor to 

the Irish economy presents analysis not previously availablc in such a 

comprehensive and holistic manner in Ireland. This assessmcnt draws attcntion 

to the profile of SME (size, industry sector) which arc cxpericncing gromh and 

indicates serious concerns in relation to the level of export activity of Irish small 

firms. In addition, the findings form the basis of a number of recommendations 

for the development of a more composite rcgister of Irish SME nctivity nnd the 
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type of information which should be contained therein as a ccntral foundation on 

which to develop small firm policy. 

Secondly, this is the only Irish empirical study undertaken post the Kinscila ct 

al. (1994) study. Thus, it provides an important body of empirical rcscarch on 

the internal determinants of high-growth firms in Ireland in what was a vcry 

changed economic landscape (the Celtic Tiger era). It provides insights into the 

distinguishing internal characteristics of high-growth f irms and how this 

understanding can inform policy. 

The regional perspective is novel in that an individual regional contcxt has not 

been used in empirical studies on the internal determinants of small finn growh 

in Southern Ireland. This provides valuable feedback to local dcvclopnicnt 

agencies on how to more effectively identify and target high-gromh firms and 

develop more appropriate supports to facilitate the achievement of highcr firm 

growth. 

Finally, the completion of an Irish study adds value to the international litcrature 

on the internal deten-ninants of small finn growth by developing the theoretical 

and empirical research on the topic. The findings chalicngc somc of the 

commonly held findings in the literature and recommends how a number of 

internal variables merit re-examination in futurc rcscarch studics. 
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Contact Name: 
Company Name: 
Company Address: 
Tele hone / Fax Number: 
E-mail: 
Position within. Company: 
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SECTION ONE; CompanE Characteristics 

1. 

2. 

What year was the f inn established? 

Were you involved in the establishment of the firm? 

Yes 0 No 11 

3. 

4. 

5. 

6. 

Please indicate your age from the following categories 

25- 34 years 
35 - 44 years 
45-54 years 
55 plus 

Pleases rank in order of importance, where I is most important, the factors which 
influenced your decision to establish or become owner-manager of tile business. 

Factors Rank 
Previous work experience 
Educational influence 
Family influence 
Redundancy 
Dissatisfaction with currentjob 
Other, please specify: 

Please indicate the industry sector the firm operates in. 
Electronics/Engineering/Manufacturing Sector 

Software / Information Technology Sector 

Food /Drinks Sector 

Service Sector 

Other (please specify) 

Please list your primary products Iservices and indicate the contribution of each to total 
sales. (Primary products/services are those which contribute to the majority of your sales). 

Product / Service Contribution 

1. % Sales 

2. % Sales 

3. % Sales 
Ii 

How many partners (excluding yourselo are involved in ownership of the business? 
Please indicate the % ownership of each. 
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Partner 
Numbers 

% Ownership 
of Each 

1. 
2. 
3. 

14. 

7 (a) Current Employment: 

Please provide details of the employment profile of your firm by inserting the number of 
employees that exist in each category in the relevant boxes 

Category Full 
Time 

Part 
Time 

Permanent Total 

Owner/manager 
Managerial Staff 
Supervisors 
Administrators 
Operators 
Others (please 
specify 

-- 
I I I 

-i 

SECTION TWO: OWNER MANAGER CHARACTERISTICS 

8. Please list the highest educational achievement to date of each of the owner managers 
involved in the firm. 

Qualification 1A ward Subject A rea 
Owner/ Manager I 
Owner / Manager 2 
Owner/ Manager 3 

9. Please provide a brief description of the owner/managm careers prior to becoming involvcd 
with this firm. Provide details of experience, industry sector, levels of experience, etc. 

OwnerlManager Ownerl OwnerlManager 
Manager 2 3 

Industry sector 
worked in 

Position in 
finn(s) 

Description of 
experience 
obtained 
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10. Are you involved in the ownersh ip of another bus i ncss? 

Yes 11 No 11 

If yes, please indicate the number and type of business interest involved in tile following areas. 

Ownerl 
Manager I 

Ownerl 
Mana er 2 

Ownerl 
Manager 3 

Number of other business 
interests 

Industry Sector(s) 

Position in Firm 

SECTION THREE. - MEASURES OF SMALL FIRM GROWTH 

Please indicate detail for the following three aspects of your business for tile period 1996 - 
1999. 

1996 1997 1998 1999 
a) Employment Numbers 
b) Tumover (IRf. ) 
c) Profit (Net) 

In your opinion, could higher levels of growth have been achieved in the above areas? 

Yes 13 No 0 Don't Know 

If yes, please comment on the reasons why: 

If no, please comment on the reasons why: 

12. Do you review and monitor the output of your firm's growth activities? 

Yes 13 No 11 

If yes, how frequently do you assess firm growth? 
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6 months 
Yearly 
As needs arise 

S TRA TEGIC FOCUS OF THE BUSINESS 

Customerproftle 

13 (a) Which of the following best describes your customer base? Please enter a response in one 
box only. 

Customer Size Customer Description e. g. type, 
location, manufacturer, retailer, end 
user 

I depend on one major customer for 13 
over 50% of my business 

I have a number of key customers 13 
who each account for over 20% of 
my business 

I have a wide customer base none of 
whom accounts for more than 10% 
of my business 

Combination(please specifý) 

l3b) Has this customer profile change in the last four years? 

Yes 11 No 11 

If Yes, please describe the changes in the profile and why it has changed. 
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14. What is the percentage breakdown of your firm's sales from the following markets? Please 
provide examples of geographic locations. 

Year Local Markets % 
(within 60 mile 
radius) 

National Markets 
% (rest of 
Ireland) (specify) 

European 
Markets % 
(specify 
countries) 

Non-Europcan 
Markets % 
(specify countries) 

1999 

1998 

1997 

1996 

15. Indicate which of the following statements best describes your position in the market for 
the period 1996-1999. 

a) Defensive strategy 
Maintain and defend existing position by 
securing a market niche with a limited range of 
products/ services than competitors. 
b) Reactor strategy 
A 'wait and see'approach and respond then to 
competitive pressures to avoid losing customers 
c) Prospector strategy 
Firms who is one of thefirst in the market with 
new products, and adapts to changing customer 
needs on a proactive basis. 
d) Analysor Strategy 
Firm maintains a stable and limited line of 
products, while researching the market to 
identify potential. 
Combination ofthe above or other (please 
specify details) 

16 (a) Does the firm have a strategic plan to guide the firm's activities? 

Yes 1: 1 No 11 

(b)If not, please comment on how activities are guided in the f inn. 

(c) How is this plan used in directing the activities of the firm? 
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i) used as reference point only 11 
ii) guide day to day activities 11 
iii) used to check performance 11 
iv) used infrequently 11 
v) never referred to 13 
vi) other (please specify) 13 

17. What time frame does the strategy cover? 

-I year 112 
-4 years 115+ years 11 

18. List the key ohjectives guiding the direction of this firm for the period 1996-1999. (Key 
objectives can be classed into objectives met by management both on an internal and external 

basis). 

19. Comment on how your objectives have changed and why they might have changed over the 
period 1996-1999. 

How Changed Why Changed 

III 

20. Will the focus of these strategies change in the next year? 

Yes C3 No E3 

Please comment on your answer. 
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21. Please rank in order of importance the factors, which influenced your choice of thc above 
strategies. 

1= most influential, 2 next most influential etc. 

a) personal judgement and experience 
b) the need to innovate 

c) chosen strategy reduced risk 
d) financial resources dictated choice of strategy 
e) competitor influence 
f) changes in current market 
g) strategy emerged with no one influence 
h) influence of board of Directors IJ 
i) other please specify 13 

22. What are the primary selling methods used to promote and sell to your customers? 

a) Direct selling by sales team 
b) Agents 

c) Catalogue / Direct Mail 
d) Internet access 
e) Trade Unions / Exhibitions 
f) Other (please specify) 

How is the product distributed to the customer? 

a) Wholesalers e) Control own distribution 13 
b) Retailers f) Licence agreements 11 

c) Agents El g) Other (please specify) 
d) Internet 1: 1 

23. Do you use external professional assistance for strategy development? 

Yes 11 No 1: 1 

If yes, from whom do you get this advice and please indicate your level of satisfaction with 
the advice. 

Very 
Satisfied 

Satisfied Neutral Dissatisfied Very 
Dissatisficd 

Board of Directors 
Bank Manager 
Consultants (general) 
Accountant 
Professional 
Organisation 
Development Agencies 
Other (please specif y) 
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25. Please indicate the activities of your firm, which have received invcstmcnt over tile period 
1996-1999.1 
Activity/Function Level of investment (fr. f) Source of funds 

26. What were the primary sources of finance obtained to finance the business activities over the 
period 1996-1999? Please rank in order of importance, where I was primary source, ctc. 

a) Source of Finance Rank 

b) Own finance 

C) Retained profits 
d) Commercial financial loans 

e) Government agency (please specify) 

f) Joint Venture 

g) Equity Sale 

h) Business Expansion Scheme 

i) Venture Capital 

j) Other (please specify) 

I 
-. 

j 

Thankyouforyour time and co-operation 
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