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Abstract

Background

Gazelles are high growth Small Medium sized Enterprises (SMEs) that constantly
are creating new job-opportunities and contributing positively to the Swedish
economy. In order to achieve competitive advantage and growth for SMEs, several
authors argue that a focus on differentiation is most suitable, which is a strategic
approach mainly underpinned by innovative ability. However, when competitive
advantage leads to rapid growth certain growing pains occur. Thus, when SMEs
are growing rapidly, what happens to their innovative ability and further how
does this affect their long-term growth?

Purpose

The purpose of this thesis is to explore how rapid growth in SMEs affects their
ability to attain long-term growth.

Method

In order to fulfil the purpose, a comparison analysis has been conducted based on a
holistic multi-case study. The cases included five manufacturing SMEs in
Jonkoping County, of which all have been appointed the Gazelle-award issued by
the Swedish financial newspaper Dagens Industri. This award is given to compa-
nies that have doubled its turnover in three years, while simultaneously having
positive growth and a stable economical situation.

Conclusion

After analysing the empirical results with appropriate theories, some main conclu-
sions could be reached. The study could demonstrate that the growing pains, often
emerging in SMEs experiencing rapid growth, influence the organization to adapt
itself to the increasing complexity and resource constraints in a way that has a
negative affect on the their innovative ability. There was further some support
that this in turn had a negative affect on SMEs ability to grow in a long-term per-
spective.
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Sammanfattning

Bakgrund

Gaseller dr sma- och medelstora foretag (SME: s) med hog tillvixttakt som kon-
stant skapar nya arbetstillfillen och har en positiv inverkan pa den svenska eko-
nomin. Minga forfattare anser att en differentieringsfokus dr mest limpligt for
SME: s {6r de ska kunna skapa konkurrensfordelar och tillvixt. Denna fokus dr ett
strategiskt val som underbyggs av innovationsférmaga. Dock, nir konkurrensfor-
delen leder till snabb tillvaxt sd uppstar vixtvirk. Foljaktligen, vad hinder med
SME: s innovativa formaga under snabb tillvixt och vidare, hur paverkar detta
SME: s f6rmaga att uppna langsiktig tillvaxe?

Syfte

Syftet med denna uppsats dr att undersoka hur snabb tillvixt 1 SME: s paverkar de-
ras f6rmaga att uppna langsiktig tillvixt.

Metod

For att uppna syftet med denna uppsats sa har en jimforande analys utforts baserat
pa en holistisk undersékning av ett flertal case. Undersokningen inkluderade fem
tillverkande SME: s beligna Jonkopings lin som alla mottagit utmirkelsen ”Ga-
sell” fran den svenska finansiella tidningen Dagens Industri. Denna utmirkelse de-
las ut till f6retag som fordubblat sin omsittning under en period av tre dr samtidigt
som de haft positiv tillvixt och en stabil ekonomisk situation (DI, 2005).

Slutsats

Efter att ha analyserat de empiriska resultaten med passande teori kunde nagra
overgripande slutsatser dras. Studien kunde visa att den vixtvirk som ofta uppstar
1 SME: s som genomgar en period av snabb tillvixt piverkar den interna organisa-
tionen att anpassa sig till 6kad komplexitet och resursbrist pa ett sitt som har en
negativ paverkan pa deras innovativa {ormdga. Det fanns ocksa tendenser att detta
1 sin tur hade negativ effekt pd SME: s formaga att vixa 1 ett langsiktigt perspektiv.
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Introduction

1 Introduction

This chapter consists of an introduction to the contents of this thesis. The authors start off
with a problem discussion, which leads the reader to the purpose that the authors seek to
Sulfil. This part is followed by stated delimitations of the subject of interest and definitions
of key terms. Finally, this chapter will explain the disposition of the thesis and how it is
structured in order to fulfil the purpose.

1.1 SMEs and the Swedish Economy

The economy of Sweden is growing, but statistics show that this is not reflected in an
increase in the number of new jobs. This is a consequence of the recent years of in-
creased productivity in large companies and a trend to move labor-intensive produc-
tion abroad. However, of the new jobs that are created, a large number of them are
generated due to Small- and Medium sized Enterprises (SMEs).

“Small and Medium-sized Enterprises play a decisive role in job creation...” (EU, 2005)

According to Statistics Sweden (2005), the number of employees in Swedish SMEs
represents 33% of the total Swedish workforce and they contribute with 59% of the
private sector’s total contribution to the Swedish GDP. Hence, as Smaforetagsdelega-
tionen '(1998) argues, the success of SMEs in Sweden has a great impact on the well-
being of the whole Swedish economy. Moreover, of the SMEs in Sweden there is a
substantial part that distinguishes themselves from the rest. This distinction is based
on the number of job they create and their exceptionally high turnover growth rate.
These companies are, according to Dagens Industry, called “Gazelles”.

“Outside the summarized statistics are all these smaller firms, that grows continuously,
that expand, and that ignore economic models but instead creates new jobs. They are the
gazelles of Sweden.” (DI, 2005-04-10)

Thus, it is important that Swedish SMEs, and particularly gazelles, experience con-
tinuous growth and sustained profitability in a long-run perspective in order for the
economy of Sweden to develop in a positive way.

1.2 Long-term Growth for Gazelles

It is widely accepted that whether or not a firm succeeds to be established and achieve
long-term growth is dependent on its degree of competitiveness on the market it is
operating in (i.e. its competitive advantage over other firms). This is in turn deter-
mined by its ability to acknowledge and exceed customer expectations regarding a
certain product or service and to do so in a better way than competing firms (John-
son & Scholes, 2002; Prahalad & Hamel, 1990; Hill, Jones & Galvin, 2004). In order
for a firm to exceed these expectations firms have certain means to their disposal, rep-
resented by their resources and competences. Resources can be categorized into four

! Small Enterprises Delegation
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main categories: physical, human, financial, and intellectual. However, resources
themselves are seldom a source for sustainable competitive advantage since their ro-
bustness, in terms of how much value they yield and how hard they are for competi-
tors to copy or substitute, tend to deteriorate over time (Johnson & Scholes, 2002).
Instead a firm should seek to utilize its resources into core competences embedded
within the organization with regards to the diversity of production skills and how
they are organized, and how several types of technologies are integrated (Prahalad &
Hamel, 1990). These core competences are the fundamental resources of the firm
where it can achieve dominance over competitors and create unique value for cus-
tomers. Hence it is a source for sustainable competitive advantage and long-term
growth (Quinn & Hilmer, 1994; Johnson & Scholes, 2002; Hill, et al., 2004).
Whether or not a competence can be considered as a core competence is, similarly as
for resources, a matter of robustness. According to Porter (1980), a competence can
be labelled as a strength and a source for sustainable competitive advantage if it is
valuable, rare, costly for competitors to imitate, and utilized by the organization.
Furthermore, in order for SMEs to achieve competitive advantage and long-term
growth they should pursue a differentiation strategy (Kuhn, 1982: Porter, 1980). Ad-
ditionally, several authors argue that the driver of a differentiated strategy for SMEs

is uniqueness, a factor reached through a constant pursuit of innovation (Buzzell &
Gale, 1987; Cavanagh & Clifford, 1983).

However, SME-gazelles that grow rapidly as a result of their competitive advantage
often experience certain negative implications since their organizations seldom are
suitable for the increasing complexity and have limited resources for large-scale ex-
pansion (Flamholtz, 1990; Hambrick & Crozier, 1985). Furthermore, rapid growth
in SMEs typically leads to a shift in how they approach strategy, which in turn affects
which resources and competences they seek to attain and refine (Sarasvathy, 2001).
Hence, rapid growth in SMEs tends to affect factors important for their innovative
ability. This makes it interesting and relevant for this thesis to explore the long-term
affects of rapid growth on SMEs’ ability to attain long-term growth.

1.3 Purpose

The purpose of this thesis is to explore how rapid growth in SMEs affects their abil-
ity to attain long-term growth.
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1.4 Delimitations

This thesis delimits its exploration of rapid growth’s affects to manufacturing SMEs
located in the Swedish county Jénkoping® that have been appointed the Gazelle-
award issued by the Swedish business newspaper Dagens Industri.

The authors have chosen to adhere to a “strategic choice” explanation of growth in
SMEs, which considers the strategic choices taken by the corporate management to
have a great impact on a firms ability to grow. This will be further discussed in the
first part of the theoretical framework.

1.5 Definitions

¢ Small and Medium Sized Enterprises

To define SMEs the authors have chosen the definition from The European Commis-
sion (2005). The reason for choosing the classification from The European Commis-
sion is that its recommendation is addressed to the member states of which Sweden is
one. The recommendation is defined as follows:

Enterprise Cate- Headcount Turnover o | Balance sheet total
gory r
Medium < 250 < € 50 million < € 43 million
Small < 50 < € 10 million < € 10 million
Micro <10 < €2 million < €2 million

Table 1 Definition of SMEs
e Growth

This thesis will only explore companies that have had an organic growth. A company
has organic growth when it is increasing in turnover of its existing business (Smith &
Smith, 2004).

e Rapid Growth

Rapid growth is in this thesis considered equal to the definition of “gazelle-growth”,
which is defined by Dagens Industri. Firms with “gazelle-growth” should for three
years have had a continuous increase in turnover and during the same period doubled
its turnover. Additionally, in order to be considered as a Gazelle a company should
also have; a turnover exceeding 10 Million Swedish Kronor (MSEK); at least 10 em-
ployees; published at least four annual reports; and had a positive operating result for
the four accounting years (Dagens Industri, 2005).

? The Jénkoping region includes the municipalities of Aneby-, Eksj6-, Gislaved-, Gnosjs-, Habo,
Jonkoping-, Mullsjs-, Nissj6-, Tranas-, Vetlanda- and Virnamo.
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1.6  Disposition of the Thesis

Chapter 2, Theoretical Framework:

This chapter will discuss the theory that 2. Theoretical framework

is relevant for this thesis. There will be 1 1 i
three major parts in the theoretical frame- Part 1 Part 2 Part 3
work. These parts will be used as a theo- il il >
retical platform from which research \ /

questions will be deduced. :
Theoretical platform +

Chapter 3, Method: This chapter con- Research Questions
sists of the choice of research method and
a selection of empirical sources. This part
also discusses the reliability and validity

of the study and states the analytical ap- 3. Method
proach.

Chapter 4, Empirical Findings: This

chapter will present the empirical findings 4. Empirical
that will be used for analysis. Findings

Chapter 5, Analysis: This chapter will
analyse the findings from the empirical
research using the theoretical platform, in 5. Analysis
light of the research questions.

Chapter 6, Conclusion: This chapter
aims to answer the research questions and 6. Conclusion
purpose of the thesis and further general-
ize the study.
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2 Theoretical Framework

This chapter will lay the basis for this study in terms of explaining competitive advantage
and core competence; rapid growth and its effects on SMEs; and what determines long-term
growth for SMEs.

There are several theories on what makes SMEs grow. For instance growth may be
the consequence of the strategic choices made by entrepreneurs; it could also be the
result of the ability to adapt internal structure to their expanding organizations; or
the impact of changes in the external environment (Hambrick & Mason, 1984; Al-
drich & Fiol, 1994). These different arguments can be categorized according to two
main explanations of growth in SMEs: the ‘strategic choice’ explanation and the ‘in-
dustry structure’ explanation. Defenders of the ‘strategic choice’ explanation consider
growth in SMEs as a result from the strategic choices of the entrepreneur whereas
‘industry structure’ defines the structural characteristics of the industry as the main
determinant of growth (Aldrich & Fiol, 1994). Growth in SMEs might be the result
of either or both of these explanations, but their extent of impact on sustainable
growth in SMEs has not been fully determined (O’Gorman, 2001). However, when
considering SMEs in any environment or market segment they grow at different
rates. This indicates that strategic choices of the entrepreneur have an important im-
pact on organizational growth. Strategic decision often includes decisions on how to
create a superior competitive strategy; how to manage different stages of develop-
ment; or how to overcome barriers for growth (Porter, 1980). This thesis will study
how rapid growth affects SMEs’ ability to attain long-term growth, in the light of the
‘strategic choice’ explanation of growth. Furthermore, little attention will be directed
towards the actual decision process of entrepreneurs. Instead the focus will be on
how the means (i.e. competences and resources) that are important for SMEs to
achieve sustainable competitive advantage and long-term growth, are affected if they
experience rapid growth.

This chapter examines relevant literature to fulfil the purpose of this thesis and is di-
vided into three main parts: The first part deals with the concept of competitive ad-
vantage and core competence, with an emphasis on the types of core competences
that exist and their ability to provide firms with competitive advantage. The aim of
this part is to narrow down which type(s) of core competences that is most important
for SMEs in general, to achieve sustainable competitive advantage. The second part
deals with how growth and in particular how rapid growth affects SMEs. The third
part deals with theory regarding how firms attain long-term growth. The aim of this
last part is, with a starting point in theory; to explain how SME:s tend to cope with
rapid growth and how certain strategic decisions affect their ability to attain long-
term growth.
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2.1 Competitive Advantage and Core Competence

This thesis will adbere to a ‘strategic choice’ explanation of growth. The primary focus of
the theory presented in this section is based on available means for entreprenenrs to grow
and remain competitive. Hence, a thorough description of competitive advantage and core
competence is necessary.

2.1.1 Competitive Advantage

All companies (at least in market economies) seek to achieve competitive advantage
over competitors and even though there is no standard way for measuring the extent
of competitive advantage a firm has over another, it is in general manifested in some
type of source of superior performance (Hill et al. 2004). There are, dependent on the
type of industry, several sources for firms to achieve superior performance. However,
the dominant reoccurring indicator is value creation. Value creation is a term that can
be defined in many ways depending on whether focus is on shareholders, customer
satisfaction, rise in profits, or some other aspect of a firm (Hill et al., 2004; Anderson
& Narus, 2004; Ford(ed.), Berthon, Brown, Gadde, Hikansson, Naudé, Ritter, &
Snehota, 2003). This thesis will however, mainly look at value creation in the light of
the concept of ‘customer value’ due to the fact that companies exist to satisfy custom-
ers, or as Drucker puts it: “to satisfy the customer is the mission and purpose of every
business” (Drucker, 1973 p. 79). According to Zeithaml (1998), customer value can
manifest itself according to four categories; (1) value is low price, meaning customers
primarily value a decrease in price as an increase in value; (2) value is product fea-
tures, where customers focus on the benefits received from the product rather then
the price; (3) value is the quality, where customers are concerned with the pay-off be-
tween price paid and quality, that is, value is created when value is delivered at a rea-
sonable price; (4) value is what is received for what is given, which means that cus-
tomers consider value as all the benefits they get from a product divided by the price
(Zeithaml, 1998).

Johnson & Scholes (2002) divides the demand conditions of the market, which have
an influence on a firm’s choice of what type of customer value to focus on into two
types: threshold requirements and Critical Success Factors. With threshold require-
ments they mean requirements on the features of the product or service that need to
be fulfilled for the company to stay in the business at all. For example, a car manufac-
turer would not stay in business for long if the cars produced would not include
those basic features that customers would expect (i.e. wheels, seats, safety belts). But
customers will likely value some features more than others depending on the market
segment. Some customers might be primarily interested in price, safety, post-purchase
service and so on. This ‘list” of particularly valued product features will be used by
customers for distinguishing among producers that all fulfil the threshold require-
ments and are called Critical Success Factors. Hence, a producer in a particular seg-
ment needs to identify and excel the Critical Success Factors of that segment in order
to achieve competitive advantage and high profitability. Consequently, the extent of
a company’s competitive advantage is determined by; (1) to what extent customers
value the products of the company; (2) the price the company charges; and (3) the cost
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for the company to create that value. Of course high profitability requires that a
firm’s costs for delivering the higher value do not exceed the income from the in-
creased demand. Depending on the demand conditions in the market the company is
operating in and the company’s cost structure and different levels of output, the
company has to construct its business strategy on which pricing option that lead to
the highest profitability. According to Hill et al. (2004) a company can choose to
lower costs of production in order to compete with a lower price and in that way
create superior customer value, in other words competitive advantage through lower
cost structure. It can also choose to focus on a strategy to increase the perceived value
of its products through differentiation by spending money on product performance,
service, quality etc. and in turn be able to increase price and profitability.

2.1.2 Core Competence and Unique Resources

For a company to fulfil the Critical Success Factors in the segment it is operating in,
the firm needs unique resources and core competence. There are various definitions
of both terms, but the vast majority of them are based on that core competence to-
gether with unique resources underpin a firm’s ability to achieve competitive advan-
tage over competitors (Hill et al., 2004; Johnson & Scholes, 2002; Prahalad & Hamel,
1990; Quinn & Hilmer, 1994). Resources can be categorized according to four main
categories; (1) Physical resources, such as production facilities, machines and ware-
houses; (2) Human resources, such as knowledge, adaptability and skills of people
within the organization. (3) Financial resources, such as capital, creditors and cash; (4)
Intellectual capital, which is the intangible resources of the company such as knowl-
edge stored in patents, brands, business systems, business relationships and so on
(Johnson & Scholes, 2002). According to Pringle and Kroll (1997) a resource can be
considered to be unique only if it is able to provide value for the customer; if it is bet-
ter than competitor’s resources; and if it is difficult to imitate or substitute. For ex-
ample a library can have unique resources if it possesses a unique collection of books
not available elsewhere or a coffee shop with a lucrative location can charge higher
than average prices. However it is important for companies to assess the long-term
value and the robustness of the resources they possess (i.e. how difficult they are for
competitors to imitate) (Johnson & Scholes, 2002). For example some firms might
have patents that give them advantage but these are often in need of defence from
imitators through expensive legal protection. Manufacturing firms might have a pro-
duction facility with high productivity but production methods grow old and com-
petitors might develop more effective ones. For other firms, unique resources might
be certain talented individuals such as sales people or lawyers but they might leave
the firm or be poached by competitors. Consequently, achieving long-term competi-
tive advantage through unique resources alone is very difficult and is seldom the ex-
plaining factor for the difference in performance between firms operating in the same
segment. Instead, superior performance is affected by the way resources are utilized
to create competences in the activities performed by the firm. Performance is also de-
termined by the ability of the firm to create processes that link separate types and ar-
eas of knowledge and activities together that underpin their products.
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Core competences are those activities or processes that create and sustain the ability
of the firm to exceed the Critical Success Factors better than competitors (Hill et al.,
2004; Johnson & Scholes, 2002). Hamel and Prahalad (1990) look at core competence
as a configuration of certain skills and technologies that enable a company to create a
particular value to customers. They further argue that core competences are not
product specific, but contribute to the competitiveness of several products or services.
Further on, core competence can provide a foundation on which new strategies can
be built since a certain configuration of core competences can break ‘rules of the
game’ in established markets and yield business opportunities for market and product
development. There are three tests widely acknowledged for identifying core compe-
tences in a firm: (1) a core competence provides potential access to a wide variety of
markets, (2) it should make a significant contribution to the perceived customer bene-
fits, and (3) finally a core competence should be difficult for competitors to imitate or
substitute (Hamel & Prahalad, 1990). These factors can be evaluated by using a single
framework, called the VRIO Framework (Barney, 2002).

The goal of a VRIO analysis is to understand the return potential associated with ex-
ploiting a firm’s resources or competences, as presented in appendix A. If a resource
or competence of a firm is not valuable, it will not enable the firm to exploit business
opportunities but will instead increase the firm’s costs or decrease its revenues. Con-
sequently a firm that exploits such a competence will develop a weakness, represented
by competitive disadvantage and will likely earn below normal economic profits. If a
competence or resource is valuable but not rare, it will if it is exploited by the or-
ganization generate competitive parity and normal economic returns. Such resources
and competences can be considered as strengths since they are means for fulfilling
threshold requirements of the market. If a resource or competence is valuable and
rare, but not costly to imitate, it will yield a temporary competitive advantage and
higher than normal economic return (Barney, 2002). Additionally, such competences
and resources can give a firm the opportunity to gain ‘first mover’ advantage (John-
son & Scholes, 2002). However, as competitors realize this competitive advantage
they will make sure to acquire or develop similar means leading to, that over time
any competitive advantage obtained by the first mover will be competed away. Since
these types of resources or competences create good foundation for a firm to
strengthen its position on the market it can be considered as strength or as a core
competence. If a resource or competence is valuable, rare and costly for competitors
to imitate it will, if exploited by the organization, yield a sustainable competitive ad-
vantage and above-normal economic profits. These types of resources or competences
create a significant cost disadvantage for competitors in imitating a successful firm
and ultimately make it impossible for them to imitate its strategies (Barney, 2002).
The reason for the cost advantage of successful firms might be a result of the unique
history of the firm, causal ambiguity about which resource to imitate, or the socially
complex nature of the resources or competences (Barney, 2002; Johnson & Scholes,
2002; Porter, 1980). These types of resources and competences can be considered as
organizational strengths and sustainable core competences (Barney, 2002).
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2.1.3 Building Blocks of Competitive Advantage

Hill et al. (2004) argue that core competence makes it possible for a firm to create su-
perior value by supporting four factors he calls building blocks of competitive advan-
tage: efficiency, quality, innovation and customer responsiveness. These factors support
a firm’s ability to differentiate its products or to lower its cost structure in order to
meet the Critical Success Factors of a particular segment, create superior value and
achieve competitive advantage, as illustrated in Figure 2-1.

Resources
Superior: Differentiation
. e Efficienc i
Distinctive I v Value crea- Superior
[ ] . . g
competences Qua 1y, tion profitability
e Innovation
e  Customer Low cost ‘|‘
responsive-
ness
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Figure 2-1 Achieving superior profitability (Hill et al., 2004)

2.13.1 Efficiency

Viewed in a very simplistic way, a firm is simply a tool for transforming inputs into
outputs, hence efficiency is measured by the amount of input it takes to produce a
certain amount of output (efficiency = outputs/inputs). If the processes in a com-
pany can produce more output or output of increased quality, using the same amount
of input, efficiency will increase. Efficiency also increases if it is possible to maintain
the same amount of output while at the same time reducing the use of inputs (Kra-
jewski & Ritzman, 2002). According to Hill et al. (2004) employee productivity; that
is output per employee, is the most important component of efficiency and typically
the firm with the highest employee productivity is the one with the lowest cost of
production. Hence, that company will have a cost-based competitive advantage. Cost
advantages are determined by factors called cost drivers that must be underpinned by
proper core competence and unique resource in order to yield competitive advantage.
These cost drivers are economies of scale, supply cost, product/process design, and
experience (Johnson & Scholes, 2002).

However, SMEs do not typically possess enough knowledge and ability to secure
funding for large-scale investments or the ability to establish and sustain networks of
partners or distributors to the same extent as large, well-established companies. Con-
sequently, efficiency is not a Critical Success Factor that SMEs should focus to meet
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when competing with large firms. Furthermore, competitive advantage derived from
product-price-performance-tradeoffs is most often short term since new technologies
and easy access to information has altered the existing boundaries of business. To
cope with this, firms instead need to build core competence that enable the parts of
the value chain to adapt quickly to changing opportunities. (Fisher, 1997; Hamel &
Prahalad, 1990)

2.1.3.2 Quality

The quality and reliability of output are important factors for firms in order to stay
competitive. This has become more and more apparent as global competition has in-
creased over the years. Additionally, changes in peoples’ lifestyles and economic con-
ditions have fundamentally altered customers’ perception of quality. Today a com-
pany’s competitiveness is more or less determined by its perceptions of customer ex-
pectations on quality and its ability to live up to and exceed those expectations (Hill
et al., 2004; Krajewski & Ritzman, 2002). As a result of this, products that customers
perceive as highly reliable and of high quality has a better chance of gaining market
share than those that do not. However, perceptions are based on information and
calls for core competence that can collect and interpret that type of information (Kra-
jewski & Ritzman, 2002). Hill et al. (2004) argue that the impact of quality on a
firm’s competitive advantage is also on the greater efficiency and lowered unit cost
derived from reliable products. This is due to the fact that less time of the employees’
time is spent on post-sales service, making defective products and fixing mistakes.
They further state that reliability of a firm’s products is not only a source of competi-
tive advantage, but has become a crucial factor for survival.

2.1.3.3 Innovation

Hill et al. (2004) argue that for many companies innovation is the most important
building block of competitive advantage and in the long run, competition can be
viewed as a process driven by innovation. Jong and Brouwer (1999) define innovation
as: “The development and successful implementation of a new or improved product, ser-
vice, technology, work process or market condition, directed towards gaining a competi-
tive advantage.” (Jong & Brouwer, 1999, pp.14). Schumpeter (1926) stated that there is
a difference between the concepts of invention and innovation. Invention is a model
or an idea for a new or improved product, process or technology. An innovation is a
new or improved product, process or technology, which is commercially successful.
Hence, for an invention to be considered an innovation it has to yield commercial
success. In order to develop a consistent flow of innovations Jong and Brouwer (1999)
state that a company must have innovative ability. Most often this ability lies in the
human resources of the firm; that is, it is the knowledge, motivation and skills of the
employees that give birth to vague ideas, concepts, and specifications, and turn them
into innovations. Hill et al. (2004) further state that even though not all inventions
succeed, those innovations that do can become a great source of competitive advan-
tage since they provide a firm with uniqueness. This uniqueness allows the firm to
differentiate itself from competitors and creates an option to either charge a premium
price for its output or to reduce its unit costs for its inputs, hence increasing effi-
clency.
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2.1.3.4 Responsiveness to Customers

Firms that withstand a high responsiveness to customers are typically in a better posi-
tion to charge higher unit prices for its products. This is due to a firm’s ability to in-
vest greater effort in identifying and satisfying the needs of its customers, taking
forms of increased quality, new product features and cheaper production methods
and so forth. Hence, achieving superior quality and innovation is crucial in order to
achieve superior responsiveness (Hill et al., 2004). Ford et al. (2003) argue that re-
sponsiveness makes it possible for a firm to create close relationships with customers,
which in turn enables them to learn about each others requirements and how to
benefit from each other’s competences and resources. This makes it possible for a
company to find the basis to enhance its responsiveness further through superior de-
sign, superior service and superior after-sales service. Hill et al. (2004) state, that this
makes it possible for a firm to differentiate itself from less-responsive competitors and
enables it to build brand loyalty and charge a premium price for its products.

Together these four building blocks make it possible for a firm to create more value
for its customers either by lowering its costs or by differentiating its products from
competitors’ (see Figure 2-2), which in turn enables the firm to attain competitive ad-
vantage.

Efficiency

A 4

Lower unit
costs

\4

Innovation Quality

Higher unit
prices

\ 4

Customer re-
spomnsiveness

Figure 2-2 The building blocks and value (Hill et al., 2004)
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2.1.4 Competitive Advantage in SMEs

In many markets large companies possess or have access to sources of competitive ad-
vantage that SMEs typically do not. For instance, attaining economies of scale re-
quires, as stated above, certain core competences of a firm; such as the ability to ac-
quire capital to invest in large-scale investments and ability to attain and sustain net-
works of distributors. These core competences are more likely to be found in large
companies due to several factors that also yield other sources of competitive advan-
tage. Examples of these factors are: high amounts of cumulative experience; strong
bargaining power over suppliers; premium access to distribution channels; ability to
inflict high switching costs (costs for changing supplier) on customers, and so on
(Porter, 1980). These factors give large companies opportunities to raise barriers
against SMEs that whish to compete on the same market and give them a competitive
advantage very hard for SMEs to beat. From this, one might wonder why and how
SME:s are able to exist, since they face so many profound disadvantages in compari-
son to large companies on the same market. There are however several explanations
for the existence of SMEs and their ability to grow.

As a consequence of the stated above difference between large- and smaller compa-
nies, the basis for competitive advantage is in SMEs generally not achieved by seeking
to meet Critical Success Factors of the market that are based upon economies of scale
or extensive financial investments. Instead, SMEs typically attain their competitive
advantage from sources strongly linked to customer responsiveness and innovative
ability (Kuhn, 1982; Porter, 1980; Cambridge Small Business Research Centre, 1992).
According to research performed by Kuhn (1982) and Porter (1980) SMEs and rapid
growth SMEs in particular, grow by pursuing a differentiated strategy. Furthermore,
successful SMEs are often those that have a customer base consisting of a few main
customers and face limited competition from other firms and focus less on cost and
price factors but rather on qualitative competitive factors such as personalised service
(Cambrige Small Business Research Centre, 1992). Pratten (1991) argues that SMEs,
since they have a smaller and less hierarchical structure and fewer customers, can al-
low themselves to invest more resources into their customer relationships. Business
agreements are typically founded on a wide range of explicit and implicit contracts
that all are based on trust between the buying and selling actors. In these developing
business relationships customers trust that suppliers will act reasonably and fairly, for
instance by delivering products at the times agreed. SMEs’ top management is often
more involved regarding these explicit and implicit contracts which increase the cus-
tomers trust in the supplier to a larger extent than in large firms, where customers
dealing with employees or agents have a harder time assessing the intentions of those
taking the decisions. Consequently, through less complex organizations and high
management involvement, SMEs can attract customers that value close business rela-
tions, hence achieve competitive advantage through customer responsiveness. Ac-
cording to Smallbone et al. (1993), this ability to respond to changes in the market is
essential for smaller firms in order to achieve sustainable growth. SMEs’ customer re-
sponsiveness is not only determined by their ability to perceive what customers
value, achieve trust in business relationships and commit management to enhance
these relationships, but also by their flexibility to adapt to the identified customer
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wants and needs. This requires innovative ability since customer wants and needs of-
ten is represented by value in terms of uniqueness taking forms of increased quality;
new product features; superior design or cheaper production methods and so on.
Hence, the driver of a differentiated strategy is uniqueness which is frequently ac-
complished by firms pursuing innovation (Buzzell & Gale, 1987; Cavanagh & Clif-
ford, 1983).

Innovative ability in SMEs is in itself, independent on whether it underpins customer
responsiveness or not, widely considered as a crucial source of competitive advantage.
For a firm to sustain its present customers and expand its customer base it has to in-
novate in a more effective way than competitors. To be able to do so, executives must
look beyond lower costs and product standardization and rather set aside financial
and human resources for innovation. Otherwise, the firm will inevitable end up with
obsolete products or services that will loose competitiveness on the market (Hamel &
Prahalad, 1985; Humble & Jones, 1989). This is also the argument of Penrose (1995)
who states that there is a strong relationship between competition and the internal
supply of new products and services. This calls for a high awareness of firms to new
technological developments, since continued profitability and competitive advantage
is likely associated with exploiting business opportunities through innovation. Thus,
for companies in general their ability to be innovative is their durable source of sus-
tainable competitive advantage. This is even more so for SMEs, since they possess less
experience and ability to attain financial means for large-scale investments that could
lead to other types of competitive advantage, such as economies of scale.

2.1.5 Conceptual Model for Explaining the Innovative Ability of a SME

There are according to Jong and Brouwer (1999) several determinants that determine
SMEs’ ability to be innovative. When SMEs possess several of the determinants they
are more likely to generate ideas for new or improved products.

manageable not manageable

| Peonple characteristics

| Strategv Innovation infrastruc-

| Culture

| Structure Innovative ability

| Availability of means

| Network economies Market characteristics

| Company characteris-

Figure 2-3 Factors affecting a firm's innovative ability (Jong & Brouwer, 1999)
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Since this thesis has a strategic choice perspective on growth, the following explana-
tion of the conceptual model above is limited to the factors that are ‘manageable’.
Furthermore, the model will be used in the analysis of the cases studied in this thesis,
which will be of a rather holistic nature. Hence, this part will not bring up all under-
lying factors affecting a firm’s innovative ability, but rather those that are suitable for
the empirical study of this thesis. Furthermore, in order to use these factors in the
analysis part, they will be summarized with theoretical arguments.

2151 People Characteristics

To pursue innovation is a high-risk activity since outcome of such activities is most
uncertain. Hence, high risk-taking is necessary in order be innovative and conse-
quently, high risk-taking of the employees contributes positively to the extent of in-
novativeness in an organization. In order to create a risk-taking environment the en-
trepreneur and the employees should accept ambiguity and uncertainties. Further, an
entrepreneur who has a high degree of commitment to innovation encourages crea-
tive behaviour. The entrepreneur will emphasize the importance of innovation both
in words and setting examples through his actions (Jong & Brouwer 1999). From this
the following arguments are formed:

a. Firms with more employees willing to take risks will have more innovative
ability.

b. Firms with an overall management that is more committed to innovation will
have more innovative ability.

2152 Strategy

According to Bunt et al. (1994), the mission statement answers the questions ‘why do
we exist’? and ‘what do we want to achieve’ for a company (cited in Jong & Brouwer
1999). Bart (1996) adds that the mission statement is crucial for influencing and en-
couraging employee behaviour within the organization. He further states that a com-
pany’s innovative ability increases if the mission statement incorporates innovation.
Additionally, the mission statement must be communicated clearly to the employees
(cited in Jong & Brouwer 1999). The strategy has also a major impact of the com-
pany’s innovative ability. A strategy “serves as a guideline for the allocation of re-
sources and efforts” (Bunt et al. 1994, pp. 30, cited in Jong & Brouwer, 1999). Jong
and Brouwer (1999) argue that strategic choices are essential choices with long-term
effects. Rothwell (1992) concludes by stressing that organizations with clear innova-
tion strategies constantly demonstrate to the employees the importance of having a
permanent process of renewal (cited in Jong & Brouwer, 1999). From this the follow-
ing arguments are formed:

a. Firms that communicate the importance of innovation in a forceful way to
employees will have more innovative ability.

b. Firms with an overall management that consider the development of the firm
in a more long-term perspective will have more innovative ability.
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2.1.5.3 Culture

Sanders and Neuijen (1992) argue that a culture characterized by loose control will
promote innovative ability. This is because innovative companies generally have
many non-standardized activities, and in order to cope with them loose control is
best suitable (cited in Jong & Brouwer, 1999). Further, since the entrepreneur does
not know which activities that will bring successtul innovations, tight control such as
cost control and regulated working procedures would most likely prohibit the flexi-
bility of employees to be innovative. The authors further argue that a result-
orientated culture affects the innovation generation in a company positively. A re-
sult-orientated culture focuses on the results of the work processes, and not so much
on how these results are realized. Hence, the culture has few rules and procedures for
carrying out the work and solving problems. According to Oden (1997), making in-
formation available throughout the whole organization has a positive effect on suc-
cessful innovations (cited in Jong & Brouwer, 1999). This since the accessibility of a
large diversity of information for the employees brings higher degree of idea generat-
ing of a company. From this the following arguments are formed:

a. Firms with loose control will have more innovative ability.

b. Firms that spread available information throughout the organization to a lar-
ger extent will have more innovative ability.

2.1.5.4 Structure

Shane (1994) argues that rules and procedures determine the reporting structure,
which channels to use to disseminate information and who will control and assess the
work of employees. These controls make sure that activities in the organization are
co-coordinated in an efficient way. Shane (1994) further states that the organization’s
ability to be innovative is negatively affected by rules and procedures. When employ-
ees in SME:s follow rules and procedures the company’s ability to adapt to environ-
mental changes will be deteriorated. Thus, an organization striving for innovation
should be de-standardized. De-standardization can be defined as “the degree to which
an organization’s work processes are established in rules and procedures” (Jong &
Brouwer 1999, pp. 41). Another structural factor that affect to innovative ability is
vertical integration. According to Jong and Brouwer (1999), vertical integration is
the presence of few numbers of hierarchical levels in an organization. They further
state that vertical integration advances a company’s ability for innovation. Daman-
pour (1991) argues that in companies with hierarchical structure it is more difficult to
exchange innovative ideas; this results in employees feeling discouraged coming up
with new ideas (cited in Jong & Brouwer, 1999). Feringa, Piest and Ritsema (1990)
stress the importance of direct contact between employees and the entrepreneur so
employees can get swift feedback on ideas and how the ideas progresses (cited in Jong
& Brouwer, 1999). Furthermore, multi-functional teams are another important factor
affecting innovation. Jong and Brouwer (1999) define such a team as a group of per-
sons with different functional backgrounds (e.g. educations, experience, work) who
carry out a particular job. Having multi-functional teams improves the innovative
ability. Brown and Eisenhart (1995) stress that the different background from people
in the team bring different views of the same problem. This result in an improved
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ability to generate ideas (cited in Jong & Brouwer, 1999). Kanter (1984) promotes the
significance of having a large extent of communication between departments. This
process brings increased diversity of the information being available during work.
The availability of the diversified information results in that employees and the en-
trepreneur can look at problems more thoroughly and hence produce more creative
ideas and solutions. According to Maira and Thomas (1999) job rotation can bring
innovations. This since when employees come into contact with other job areas, new
ideas and approaches for current or new products can be gained (cited in Jong &
Brouwer, 1999). From this the following arguments are formed:

a. Firms with more face-to-face communication between people within the or-
ganization will have more innovative ability.

b. Firms that frequently rotate tasks among employees will have more innova-
tive ability.

c. Firms with more vertical integration will have more innovative ability.

d. Firms that organize their tasks in multifunctional teams will have more inno-
vative ability.

2155 Availability of Means

New ideas for products are often discovered accidentally in a company. Hence, giving
employees time to try out ideas seriously increases the innovative ability (Jong &
Brouwer, 1999). However, when employees are aware of that there is no available
money for innovation; there will be no motivation to come up with ideas, hence hav-
ing financial resources to afford failure increase a firm’s innovative ability. Addition-
ally, education and training bring a larger body of knowledge and new experiences,
this leads to a greater capability to find solutions for unsolved problems (Tidd et al.
1997, cited in Jong & Brouwer, 1999). From this the following arguments are formed:

a. Firms with financial resources for trying out new ideas will have more inno-
vative ability.

b. Firms with better systems for education and training of employees will have
more innovative ability.

2.1.5.6 Network Economies

Jong and Brouwer (1999) states that companies with strong customer orientation will
acquire information concerning customers’ experience with the product. This
knowledge can then be used to improve the company’s products. Vrakking and Co-
zijnsen (1992) conclude, to the recently stated fact, by arguing that it is important
with a high contact frequency with customers in order to improve the company’s in-
novative ability (cited in Jong & Brouwer, 1999). Furthermore, Jong and Brouwer
(1999) argue that cooperating with external participants (such as competitors, cus-
tomers, universities and research institutes) through using their knowledge results in
an increase in the variety of information. The idea generation will benefit from this
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since the participants can look at problems from different angles. From this the fol-
lowing arguments are formed:

a. Firms with more cooperation with customers will have more innovative abil-
ity.

b. Firms that cooperate more with external knowledge partners will have more
innovative ability.

2157 Company Characteristics

Available technology is considered to be an important factor for the extent of success
of product innovations. This since without any updated technology it is hard to de-
velop new products that will satisfy needs of customers (Cooper & Kleinschmidk,
1995). Furthermore, Jong and Brouwer (1999) state that a high diversification scheme
(a wide range of business activities) will lead to more idea generation. This since and
increase in the variety of information and possibilities of interdisciplinary activities.
They further argue that a high range of activities along the production line (i.e. not
making extensive use of suppliers of raw materials or intermediate goods) also in-
creases the idea generation through a higher extent of interdisciplinary activities. Jong
and Brouwer (1999) continue to stress the benefits of companies located in urban ar-
eas since such locations increase the information density thorough closer contact
with for example competitors and knowledge centres. Additionally, a very complex
product design makes it harder for competitors to copy the product, which in turn
gives the firm a temporary monopoly with resulting benefits. From this the follow-
ing arguments are formed:

a. Firms with more modern technology will have more innovative ability.
b. Firms with a wider scope of activities will have more innovative ability.
c. Firms with more complex product design will have more innovative ability.

As this thesis concluded before, innovative ability is for SMEs closely connected to
success and thus growth. When considering the factors influencing a firm’s innova-
tive ability above in the light of the VRIO framework it is quite straight forward to
see that they can, if fulfilled, provide a great opportunity to enhance competitive ad-
vantage over competitors. The factors increase the causal ambiguity about how to
imitate an innovative firm and enhance its socially complex organizational nature.
Attempts of competitors to compete away this innovative ability will not generate
above-normal or even normal performance for imitating firms. Additionally, even if
competitors are able to acquire or develop such factors, the very high costs typically
needed to do so would lead to a competitive disadvantage compared to the firm that
is already the supreme innovator. Thus, SMEs with supreme innovative ability as
their main core competence underpinning its competitive advantage will be able to
attain a good foundation for long-term growth and are well protected against less in-
novative competitors. Yet how is their innovative ability affected when SMEs under-
goes rapid growth?
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2.2 Rapid Growth and its Effects on SMEs

As competitive advantage and core competence has previously been discussed in relation to
growth; this leads the study to the next step: implications of rapid growth in firms and
SMEs in particular.

Turnover growth at a rate less than 15 percent annually can in general be considered
as normal, but even though this is a rather moderate growth, a firm growing at a rate
of 15 percent per year will double in size in about five years. Further on, a growth
rate of 15 and 25 percent can be considered as ‘rapid growth’; a growth rate of 25 to
50 percent per year as ‘very rapid growth’; and a growth rate of over 50 percent per
year can be thought of as ‘hyper growth’ (Flamholtz, 1990; Hambrick & Crozier,
1985). Firms that have undergone rapid growth (or faster) over an extended time span
are often called ‘gazelles’. These Gazelles have yearly sales growth of, approximately,
20 percent or more over a three-year period, hence they double in size every four
year (DI, 2005).

Rapid growth has certain positive effects on a firm such as the possibility to increase
economies of scale. Furthermore, rapid growth might also improve the healthiness of
a firm’s internal culture, that is, the company’s soul is strengthened due to the rapid
growth which gives management and employees higher confidence in themselves
(Charan, 2004). However, the faster the growth rate in a firm, the more difficult for
management to keep the internal organizational structure at the level needed to sup-
port the firm’s growth rate. If a firm does not succeed in developing the internal sys-
tems it needs to support a certain stage of growth, it begins to experience growing
pains. Such symptoms are especially common to occur in a firm that has been able to
solve the problems related to finding a way to fulfil Critical Success Factors of a dif-
ferentiated market segment in a profitable way, and is experiencing rapid growth
(Flamholtz, 1990; Penrose, 1995). Flamholtz (1990) argues that there are ten common
growing pains in fast growing SMEs (see Appendix B) that all occur if a firm is unable
to acquire the required resources and competences and have not succeeded in devel-
oping the progressively more complex internal operational systems needed to cope
with the growth. Similar conclusions have been brought forward by Penrose (1995)
and Grenier (1972) who state that the consequence of rapid growth is that the organi-
zation becomes more complex because of the variety of tasks are changing and the co-
ordination between employees needs to be controlled. When the company expands it
needs to recruit new managers and it must replace present managers from their cur-
rent operational work in order to support the process of expanding the management
team. This situation will lead to problems of coordination and communication, new
functions will emerge, levels in management hierarchy will multiply and jobs will be-
come more interrelated. O’Driscoll et al. (2001) summarizes this discussion by stating
that high growth-firms will face resource constraints and internal turmoil.

The discussion above about rapid growth and its implications are valid for most firms
independent on their size or what type of market they are operating on. However
rapid growth firms are often found among SMEs that are strongly differentiated; that
have an extensive pressure to satisfy customers and deliver value; and have a constant
strive to react actively to changes in the environment (Catlin & Matthews, 2001; Por-
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ter, 1980). Hambrick and Crozier (1985) have through their study of thirty rapid
growth firms distinguished four fundamental challenges confronting SMEs that ex-
perience rapid growth:

221 Instant Size

A company that double and triple in size very quickly, often encounters problems of
disaffection of employees, since the former family like company culture might be
lost. For employees originally attracted to firms with more family like qualities, rapid
growth will be a major loss. It will have a negative impact on employee motivation
and on the sense of accountability towards senior management (Flamholtz, 1990;
Hambrick & Crozier, 1985). Furthermore, managerial skills needed to govern a lar-
ger firm are usually in short supply after rapid growth since most managers within
the firm were hired when the firm was small. Finally, instant size will have a pro-
found impact on the internal communication. The processes of decision making in a
small company with few key managers are typically face-to-face, informal and spon-
taneous. As a firm experience rapid growth, many firms seek to retain their former
informality completely which lead to severe decision-making breakdowns, due to the
growing magnitude of the internal flows of information and decisions (Hambrick &
Crozier, 1985).

2.2.2 A Sense of Infallibility

Firms that have experienced rapid growth often come to view their way for working
as infallible and see no sentiment to change. However, while this confidence is emerg-
ing within the firm, the external environment continues to change. Often one impor-
tant reason, besides the strategic actions of the managers, for rapid growth in a firm is
because the industry itself is growing. If that is, new competitors will emerge with
modified technologies; different distribution strategies; or more efficient production
processes (Hambrick & Crozier, 1985; Johnson & Scholes, 2002). Additionally, these
new competitors are often large sophisticated firms with greater resources. Conse-
quently, a firm with a sense of infallibility might not be aware of key events and
trends in their industry until after they took place (Hambrick & Crozier, 1985).

2.2.3 Internal Turmoil and Frenzy

In a firm that is undergoing rapid growth there is typically a constant stream of new
faces in the firm, and the amount of information and decisions that needs to be proc-
essed is exploding, which creates severe problems. The quality of the daily decisions
will suffer and product quality and production bottlenecks are likely to be the result
of the emerging turmoil within the firm. Another consequence of the internal tur-
moil is that the core vision and goals of the firm might be blurred or even distorted
leading to difficulties for managers to make the individuals within the firm to head in
the same direction (Hambrick & Crozier, 1985). Additionally, the frenzy of rapid
growth puts a lot of pressure on the individuals of the firm, especially key employees.
Long working days, a ceaseless stream of crises and fast decisions might even result in
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that key people may leave, become burnt out, or find themselves working with tasks
not related to their main competence. (Flamholtz, 1990; Hambrick & Crozier, 1985).

2.2.4 Extraordinary Resource Needs

Rapid growth firms are often experiencing financial constraints and are short of cash.
The investments needed to build plants, buying equipment and hire new employees
leads to that even though the firm might be making accounting based profits, it will
most likely have a negative cash flow (Hambrick & Crozier, 1985; Smith & Smith,
2004). Consequently, rapid growth firms often face a ‘bare bones’ situation leading to
organizational implications such as that the employees are pushed to the limit and
managers find themselves doing very various tasks since there is no money available
to expand the managerial ranks. Hence, morale and turnover becomes problems,
which in turn enhance problems of burnt out employees and low quality decision
making (Hambrick & Crozier, 1985).

As this part has concluded, rapid growth in SMEs typically lead to growing pains, of-
ten categorized by increased complexity and resource constraints. When considering
the nature of the growing pains discussed above it is quite obvious that when they
start to appear in a firm they will result in some kind of strategic action of the man-
agement. These strategic actions will in turn have different degree of impact on fac-
tors influencing a firm’s innovative ability. This notion will be the main focus to ex-
plain and discuss in the following chapter.

2.3 Long-term Effects of Rapid Growth

Until this point, this thesis has recognized innovative ability as a key competence for SMEs
to be competitive. This chapter will examine how SMEs approach strategy when experienc-
ing rapid growth and what strategic options they can chose from when considering long-
term development in order to sustain competitive advantage and long-term growth.

According to several authors (Blombick & Wiklund, 1999; Greiner, 1972), SMEs that
historically have grown and developed at a normal rate will typically undergo a shift
in how they approach strategy if they experience a period of rapid growth regarding
certain types of products or customers. Sarasvathy (2001) state that there is a shift
from effectual- to causal reasoning. She argues that a firm has certain means (i.e. com-
petences and resources) to its disposal determining what strategic goals it can pursue.
A SME that has a diversified product portfolio and an unfocused corporate strategy
use effectual reasoning. This means that its competences and resources allow strategic
goals to appear, hence business opportunities are pursued depending on the means
available. As the firm grows and develops, more precise goals appear as a consequence
of how it perceives it should focus its competences and resources to yield the most
success, which shifts its strategic approach to a more causal reasoning. Causal reason-
ing means that the strategic goal of a firm determines which competences and re-
sources it seeks to attain or refine (Sarasvathy, 2001). Thus a period of rapid growth
often leads to a shift in overall focus of a firm having an influence on long-term de-
velopment. As stated earlier, depending on how customers relate to a certain strategic
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goal perceive value, a firm can compete either by differentiating its products or by
producing an existing product at lower costs than competitors (Hill et. al, 2004). This
argument is further fortified by Porter (1985) in his model “Generic Competitive
Strategies” where he states that in order to attain competitive advantage and reach
sustainable growth, choosing one of the following strategies is appropriate: cost-
leadership, differentiation, or focus, as illustrated in the figure below.

Stuck in the middle

/Fggg Differentiator

Differentiation Cost

Figure 2-4 Generic Competitive Strategies (Porter, 1985)

Cost-leader- as well as differentiation strategies aim to reach a broad range of industry
segments whereas a focus-strategy is directed towards one or a very limited number
of segments. Firms that seek to deliver customer value in terms of low price have a
cost-leader strategy. This strategic focus implies being the lowest-cost producer in the
industry in order to attain competitive advantage. Firms with a differentiation strat-
egy strive to be unique in its industry along dimensions that are particularly valued
by consumers (i.e. Critical Success Factors) concerning certain product features. The
uniqueness allows the company to charge a premium price. The focus strategy im-
plies selecting a single segment or a group of segments to serve by tailoring the com-
pany’s strategy to the target segment(s) needs. This strategy can take two forms; fo-
cusing on being a cost leader within a certain segment; or focusing on differentiating
product-offerings to specific wants and needs in a chosen segment (Porter, 1985). If a
firm fails to adapt itself to either of these strategies it will according to Porter (1985)
be ‘stuck in the middle’; a situation where the company takes on several of the ge-
neric strategies and fails to attain any of them. It will compete at a disadvantage in
any segment due to the fact that the cost-leader, differentiator and focuser will be bet-
ter positioned.

Most theory argues that SMEs should pursue a focus strategy by choosing a favour-
able product-market environment (Flamholtz, 1990; Katz, 1970; O’Driscoll, 2001).
Katz (1970) explains this argument by stressing that SMEs, since they have limited re-
sources in relation to large companies, should direct their available means on a re-
stricted range of products, markets and customers. As mentioned before, this argu-
ment is further fortified by the research performed by Kuhn (1982) and Porter (1980)
which resulted in the conclusion that successful SMEs typically are those that face
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limited competition; that focus less on cost and price factors, but rather on offering
unique product features. Thus, SMEs should in general choose to pursue a focused
differentiator strategy in order to sustain competitiveness. However, if a SME enter a
period of rapid growth due to a differentiated focus strategy, new challenges will
emerge. It will for a short while benefit from first-mover advantages (such as brand
loyalty and experience). Yet, when the potential of the growing market is discovered,
imitators and second-movers will try to enter the market, often leading to hard com-
petition in terms of price (Hill, et al. 2004). For a highly differentiated firm this can
become a source of great concern since the bargaining power of their customers will
increase as they have a larger number of potential suppliers to choose from. This
might, if no countermeasures are taken, lead to a case where a highly differentiated
firm may find itself ‘locked in’ in an environment characterized by price-wars, which
in turn forces the firm to shift its focus towards a cost-leader strategy (Porter, 1980).
Of course, the firm can in this situation decide to further differentiate its products in
order to secure its competitive position, but this is seldom enough for retaining high
profitability and lost market shares. Thus, an increasing focus on cutting costs and
price is necessary in order to stay in business with a certain product in a certain seg-
ment. Additionally, another setback for firms with a highly differentiated strategic
focus is that they become vulnerable to the fact that most products as well as special-
ist segments could disappear in the long term (Hill et. al, 2004). These arguments il-
lustrate several problems for SMEs when trying to stay competitive in their current
segment. The following part will discuss options that are available for SMEs in order
to cope with them.

2.3.1 Renewal in Order to Attain Long-term Growth

Several authors discussing how firms should achieve long-term growth discuss the
importance of renewal (Henderson & McGrath, 1970, cited in Stern 1998; Lawrence
& Dyer, 1983, cited in O’Driscoll 2001; McGrath, 1998). Henderson (1970), founder
of the BCG-matrix, elaborates on the discussion about the importance of companies’
ability to renew themselves in order to grow in a long term perspective. He further
argues that the objective when formulating a corporate strategy is to identify how
corporate resources best can be used to maximize a company’s future growth and
profitability. Henderson (1970) goes on stating that in order to achieve long-term
growth, it implies having different types of products with different growth rates and
different market shares. The company must have a sufficient number of products
generating cash surplus in order to support the development of new products (i.e.
cash-cows). Furthermore, the company must possess sufficient number of products
that are growing rapidly regarding turnover and market shares that have the potential
to replace the current cash-cows (cited in Stern, 1998). To have this strategic approach
provides a firm with a driving force for renewal and long-term growth and is often
adopted by large companies consisting of several different SBU’s.

> A SBU is a unit comprising of one or more products having a common market base whose manager has
complete responsibility for integrating all functions into a strategy against an identifiable competitor.
(Jain, Ferrell & Reed, 2003)
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As concluded in the previous subchapter, for a highly differentiated SME producing a
product that is facing harder competition or a serious decline in market demand,
long-term survival is not granted. The ideal option for a SME in this situation would
be to use its available means (i.e. competences and resources) to find new strategic
goals that would allow the firm to enter new segments with a premium price. In
other words, performing a renewal of the firm. Typically this would require exten-
sive resources and allocation of time and competence from the firm’s current activi-
ties. Hence, renewal would require that the SME as it simultaneously defends its cur-
rent products from competitors, also invests in finding new business opportunities.
In other words, it would have to be innovative and efficient at the same time. How-
ever, this option is not an advisable option for a SME since focusing on several ge-
neric strategies at the same time leads to a situation where the firm’s competitive ad-
vantage is weakened (i.e. it would be stuck in the middle). Lawrence and Dyer (1983)
agree regarding the limited opportunity for SMEs to simultaneously focus on being
efficient and innovative. They argue that organizations being able to do this should
have an organizational form consisting of high degrees of organizational differentia-
tion and integration (cited in O’Driscoll, 2001). To have a differentiated structure
implies having a variety and subdivisions allowing different units to respond differ-
ently to varied aspects of the environment. Integration contains centralization and
control of the company's tasks. This organizational approach helps the firm's ability
to leverage current competences while simultaneously being aware of potential com-
petence obsolescence and of the need to acquire competences for the future. SMEs do
not possess these two features. Firstly they do not have a highly differentiated struc-
ture and secondly, since creativity is needed to underpin innovation, a flexible and
open organization is demanded, which typically is not the case in an integrated or-
ganization (Cannon, 1985).

2.4  Summary and Theoretical Platform

The theoretical framework of this thesis has concluded that a focus on refining and
acquiring core competences that underpin its innovative ability is important for
SMEs in order to attain sustainable competitive advantage. Furthermore, to be and
remain innovative, a SME’s organization should possess those characteristics de-
scribed in the Conceptual model for explaining innovative ability in a SME. If a SME
undergoes a period of rapid growth it will typically face growing pains that have a
impact on the complexity and hence the development of the internal organization.
To cope with these growing pains, rapidly growing SMEs typically make strategic de-
cisions that have a direct or indirect impact on those factors determining a SME’s in-
novative ability. Furthermore, rapid growth regarding a certain types of products or
customers often visualize more precise strategic goals for the firm, which affects
which competences it seeks to refine or attain. This development is in line with sev-
eral authors’ arguments that are based on that a SME should focus its competences
and resources on a restricted range of products and customers since it, in comparison
to larger companies, has severe resource constraints (i.e. it should have a focus strat-
egy). This is supported by research indicating that in general those SMEs that become
successful, in terms of competitiveness, growth and profitability, are those that pur-
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sue a differentiated focus strategy. However, as all markets will face maturity and
sooner or later decline, firms need to find new business opportunities to exploit.
Hence, in order to survive companies needs to be able to renew themselves. For
SMEs pursuing a highly differentiated focus strategy, it might in a long-term perspec-
tive find itself ‘locked in’ in an environment, where few options remain but to shift
towards a cost-leader focus. For a SME in this situation it ought to be very costly and
painful, if not impossible, to go back to an effectual approach to strategy, especially if
its innovative ability is deteriorating. Thus, a firm’s innovative ability is crucial for
SME:s both in a short term and in a long-term perspective which leads to the follow-
ing research questions:

1. How does rapid growth in SMEs affect their innovative ability?

2. How does rapid growth impact on SMEs’ innovative ability affect their ability
to sustain competitive advantage and renew themselves?

These research questions will be answered in the following way: Firstly, the authors
will distinguish to what extent the studied firms experienced growing pains during
their respective periods of rapid growth. Secondly, an analysis will be performed re-
garding how those strategic decisions taken to cope with the growing pains affected
their innovative ability. Finally, the analysis will include a discussion in order to es-
tablish whether the periods of rapid growth affected the studied firms’ ability to sus-
tain competitive advantage and renew themselves.
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3 Method

This chapter intends to explain the method chosen for carrying out this study. First the
methodological approach will be described, followed by data gathering, reliability & valid-
ity of the study and will end with how the analysis is going to be conducted.

The purpose of this thesis is to examine how rapid growth in SMEs affects their abil-
ity to attain renewal In order to achieve a profound understanding in the area of the
purpose an extensive literature search was conducted. The literature search was con-
ducted using library resources such as books, academic publications and the full text
databases ABI/INFORM® and JSTOR. The method chosen for this thesis is a quali-
tative approach. In regards to the purpose, a comparison analysis will be made be-
tween five companies through a holistic multi-case study.

3.1 Methodological Approach

To fulfil the purpose of the thesis a qualitative study will be conducted. This since the
thesis aims to make deeper analysis of what happens to five SMEs during rapid
growth, how the growth affected their core competences and put this in relation to
their ability to renew themselves and sustain competitive advantage. Patton (1985)
explains the appropriateness in usage of qualitative research for a thesis such as this
by arguing that qualitative research is the effort taken by a researcher to understand
situations and these situations’ uniqueness as part of a greater situation (Cited in Mer-
riam, 1998). Strauss and Corbin (1996) fortify the appropriateness of a qualitative re-
search for this study by arguing that qualitative research is “any type of research that
produces findings not arrived at by statistical procedures or other means of quantification”
(Strauss & Corbin, 1996, pp. 10). Merriam (1998) points out several key characteris-
tics in qualitative research. The first one concerns the importance of seeing and un-
derstanding the event through the eyes of the participants. The second characteristic
concerns the fact that it is the researcher that is the principal instrument responsible
for gathering of data and analysis of the collected data. The third feature of qualitative
research is that is requires fieldwork through observing situations and people with
own eyes. The fourth characteristic is the reality of qualitative research, which is
mainly focused on building new theories, rather then testing old ones. Qualitative
studies are usually chosen because theory might lack in that specific area and re-
searchers want to know more about it. The final characteristic concerns the presenta-
tion of the results from the study. In comparison to a quantitative study the result in
a qualitative study is very descriptive. Text and pictures are used, instead of numbers
to present what the researcher has learned and observed through the study.
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3.2 Case Study Approach

“The essence of a case study, the central tendency among all types of case studies, is that it
tries to illuminate a decision or a set of decisions: why they were taken, how they were im-
plemented, and with what result.”

(Schramm, 1971, pp. 71)

Schramm’s description of the case study fortifies the usage of case-study approach for
this thesis. This thesis intends to investigate how managerial decision, as an answer to
growing pains that arise from rapid growth, affects factors in SMEs determining their
innovative ability. Yin (2003) reinforces the adequateness of the case study method
for a thesis like this by arguing that case studies should be used (1) when the form of
research question starts with “How” or “Why”, (2) when there is no need for control
of behavioural events and (3) when there is a high degree of focus on contemporary
events. “How” and “Why” questions are exploratory and likely to lead to use of case
studies due to the fact that such questions deal with operational links needed to be
traced over time, rather than mere frequencies or incidence. Further, the case study
includes direct observation of the events being studied and interviews of the persons
involved in the same events (Yin, 2003). This thesis’ purpose starts with “How” and
moreover intends to seek links between growing pains evoked through rapid growth,
managerial decision and how these affected the SME’s innovation factors, conse-
quently a case study approach is chosen for this thesis Further, there will be no op-
portunity for direct observations of the different cases due to time constraints. In-
stead, persons that have participated in the company during the rapid growth period
will be interviewed.

The case study’s strength is its capacity to employ various methods such as inter-
views, participant observation and field studies (Hamel, Dufour, & Fortin, 1993).
This thesis aims to get a thorough description of the period before, during, and after
rapid growth through interviewing the CEO and employees at five different compa-
nies. In contrast to the case study’s strength, many researchers disdain this type of
study. They argue that it is a less desirable form of inquiry than either experiments or
surveys. Reasons for this is the lack of a rigid the case study research. Too often the
researcher has been careless, has not follow systematic procedures or has let its own
view affect the direction or findings making the research biased (Yin, 2003). Further,
another concern regarding case studies is that they do not provide a large basis for
generalization. Bryman and Burgess (1999) agree and ask the question of how it is
possible to generalize from one, or even two or three, studied case? They further ar-
gue that it can never be fairly representative (cited in Yin, 2003). Yet, the answer to
this concern is that case studies are generalizable to theoretical propositions and not
to populations or universes. Thus, a case study does not represent a sample, but a case
study can explore and give the opportunity to expand and generalize theories (Bry-
man & Burgess 1999, cited in Yin, 2003). These answers to Bryman and Burgess’ con-
cerns further fortify the choice of method for this thesis. This due to the fact that au-
thors of this thesis has developed a theoretical reasoning, which they seek to further
expand and generalize

26



Method

3.2.1 Designing the Case study

There are four types of designs for case studies; (1) single-case (holistic) design, (2) sin-
gle-case (embedded) design, (3) multiple-case (holistic) design and (4) multiple-case
(embedded) design (Yin, 2003). Since the intention of this thesis is to do a comparison
analysis among five cases, the multiple-case designs will be used. Advantages of mak-
ing a multiple-case study design is that it is considered as more persuasive and hence,
the study is seen as more robust. In a multiple case study every case must serve a spe-
cific purpose within the overall range of investigation. According to Yin (2003, pp.
470) “a major insight is to consider multiple cases as one would consider multiple ex-
periments - that is, to follow a “replication” logic”. Each case must be chosen care-
fully so that it either predicts similar results (a literal replication) or predicts contrast-
ing results but for predictable reasons (a theoretical replication) (Yin, 2003). This the-
sis intends to choose the cases in accordance to theoretical replications. Primarily, the
companies chosen must be manufacturing SMEs that has according to Dagens Indus-
tri been endorsed a gazelle nomination. The gazelle nomination is awarded to a com-
pany that have doubled its turnover over three years and had a positive cash flow
during the whole period (Dagens Industri, 2005). Secondarily, in order to examine
long term effects of rapid growth, companies with different development preceding
their respective period of rapid growth will be chosen. The five companies that ful-
filled all criteria were Proton Finishing, Liljas Plast, Mipac, ROL and Burseryds
Mekaniska.

The multiple-case study can either be embedded or holistic. An embedded design im-
plies the collection and analysis of highly quantitative data, including the use of sur-
veys within each case. The holistic design is used when the global nature of an or-
ganization is examined and is beneficial when the relevant theory is of a holistic na-
ture (Yin, 2003). Since the nature of the theory in this study is holistic and the fact
that the authors aims to discover only general changes in the innovative factors, a ho-
listic approach will be chosen.
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3.3 Data Gathering

In order to collect the data for this thesis, interviews with the CEO of the companies
and additionally with one more employee will be conducted. The different forms of
interviews are discussed by a number of authors. Merriam (1998) has summarized the
different varieties in the model “Interview Structure Continuum”:

Interview Siucture Contimium

Highly Structured) Standardized Semimtructure Unstrctared) Informal
wording of questions predetermined mix of more- and less- open-ended questions
order of questions predetermined strueutred questions flexible, exploratory
oral form of suzey moze bke a conversation

Figure 3-1 Interview Structure Continuum (Merriam, 1978, pp. 73)

Bryman and Burgess (1999) explain that the design of a verbal interview varies de-
pending on what the researcher wants to get out of the interview. They talk about
two extremes: one, where there is little structure and the other where there is a lot of
structure present. The third structure “semistructure” is a combination of the two ex-
tremes.

Structured: The first extreme gives the researcher a more controlled interview. The
highly structured or standardized interview structure is usually used when the re-
searcher does not have a great deal of information concerning the subject to ask a
specific question, instead broader question are asked. One disadvantage with this de-
sign 1s that the researcher needs to be excellent in managing the flexibility that comes
out of this type of interview. The feeling of being lost in the receiving information is
also a disadvantage. A clear advantage is its possibility to get perspective where both
the past and the future can be discussed; also the ease of organizing and analyzing data
is an advantage (Bryman & Burgess, 1999). Within this type of interview design Hol-
loway (1997) state that the interview has a formal design. Formal interviews have
most likely been planned ahead, while informal interviews are more conversations-
like and the discussion concerning observed activities is present.

Unstructured: The purpose of the unstructured design is to have a more conversa-
tion-like interview. Most interviews take the unstructured and informal design.
Open-ended questions results in a more conversation-like interview where a discus-
sion can arise and new questions are born to give insight to areas that are being dis-
cussed (Bryman & Burgess, 1999). Holloway (1997) suggests that unstructured inter-
views can be seen as a ‘conversation with a purpose’. During the interview the re-
searcher has a checklist with key points in order to help remember what information
he/she wants to get out of the conversation. Strengths of this design are things such
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as the ease to follow the conversation as it gradually progress in the researchers
wanted direction; information can however be different, since having ‘conversations’
with different people will, logically, result in different answers. Therefore, the data
can be difficult to analyze and organize. When using the structured design there is a
chance of only getting the required information, even though other related informa-
tion can be of relevance for the research paper. Additional information can lead the
researcher to other interesting questions and new subjects may arise. On the other
hand, the unstructured design can be too unstructured and there is a possibility of
getting off track, wasting time and not getting nearly as much information as the re-
searcher was hoping for. Therefore, this thesis will be based on the third interview
technique, semistructured.

Semistructured: Using a mixture of the both extreme, the semi-structured interview
can solve the problems with the two discussed designs. Holloway (1997) claims that
the semi-structured interview is more focused, in comparison to the other two. The
reason for this statement lies in the fact that the researcher can make certain to gather
all important information, using structured questions, but still giving the respondent
freedom to answer the questions in their own way. The researcher is able to mix
questions such as open-ended questions with pre-determined questions; the order of
the question can be flexible as well as structured and mainly, the researcher takes the
best of both extremes and is able to receive additional information.

This thesis intends to use the semistructured interview technique in order to exploit
advantages from both techniques. Due to the fact that there is a lack of theory in the
subject of interest, it is important to let additional information surface in addition to
what is intended. This is allowed using an unstructured interview technique. At the
same time the thesis seeks to study growing pains and further examine changes in the
factors affecting the ability for innovation. Hence, in order to find more exact an-
swers, this thesis will also make use of more structured questions.

3.4  The quality of the research

Four tests have frequently been used when assessing the quality of any empirical so-
cial research. The four tests are according to Kidder and Judd (1986/2003):

o Construct validity: establishing correct operational measures for the concepts
being studied.

o [Internal validity: does not apply to qualitative studies.

o External validity: establishing a domain to which a study’s findings can be
generalized.

o Reliability: demonstrating that the operations of a study - such as the data col-
lection procedures - can be repeated, with the same results. (Kidder & Judd,

1986/2003)

Yin (2003) discusses several tactics for dealing with these tests while doing case stud-
ies. The tactics should be used throughout the succeeding conduct of the case study.
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Construct validiry — This test is specifically problematic for researcher conducting case
studies. Critics argue that researchers fail to develop a sufficiently operational set of
measures and that subjective judgments are used to collect data. There are three tac-
tics in order to increase construction validity when doing case studies; (1) multiple
sources of evidence - evidence of two or more sources implying the same facts, (2) es-
tablishing a chain of evidence - explicit links between the question asks, the data col-
lected and the conclusions drawn, and (3) to have the draft case study report reviewed
by key informants. In order to attain high construct validity, this thesis has inter-
viewed two sources within each company. Further, the case study report has been
sent out to the companies to be reviewed.

External validity - To get higher external validity a replication on several cases must
be conducted. In order to attain high external validity, five cases were chosen for this
study. The reason why five cases were chosen was that when considering time con-
straints, five cases were considered optimal in order to make a fair study of each.

Reliability - In order to achieve high reliability, documentations of the procedures
when conducting the case study, is required. To be able to document the actions a
case study protocol or a case study database could be created. A good rule for carry-
ing out case studies is to conduct the research in a way allowing an auditor to repeat
the procedures and arrive at the same results (Yin, 2003). In order to attain high reli-
ability, the intention was to conduct each case in the same way by using same ques-
tions when interviewing persons in similar positions in all companies (will be further
discussed in the next section). A critique to the reliability of the study might be that
the study is not deep enough. Thus, the estimations regarding how the factors affect-
ing innovation was changed might be seen as subjective. Yet, as the main purpose is
to see broad trends when comparing the companies, this study was purposely under-
taken in this way.

3.4.1 Reliability & Validity of Interviews

An important factor in presenting reliable and valid results lies in the bias of the in-
terviewer and the interviewee. Data that is gathered during an interview is very much
influenced and dependent on the interviewer (Patton, 2002). Holloway (1997) ex-
plains how the interviewer can have a great impact on the results. The study can be
influenced both negatively and positively depending on how influential factors are
treated. Demographics (i.e. gender, age, ethnicity, etc.) should be considered in order
to present an objective view on the interview. In this thesis, the authors differentiated
backgrounds and the fact that they are coming from a business school with entrepre-
neurship as the area of expertise, might affect the interview. Yet, this is not believed
to have a negative impact on the results.

The subject of the interview has also an impact on the extent of bias of the results.
Depending on who is interviewed in a company might generate different results. For
instance, a blue-collar worker might not be truthful because of the risk of getting
fired or the CEO might withhold the truth because of not jeopardizing the com-
pany’s reputation. The biased view from the CEO can be solved through interview-
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ing several individuals active in the company. In this thesis in order to deal with these
problems, the CEO was interviewed in four of the companies and was further asked
about a second interviewee. This resulted in the fact that the second person were not
likely to say no and further that the person felt that the CEO had given permission
to talk. Yet, a critique against the study might be that in ROL the CEO was not con-
tacted or interviewed due to the fact that a contact person at ROL was given from
one of the interviews at Proton. Moreover the fact that only two floor workers were
interviewed is another factor that lowers the reliability of the study.

3.5 Method of Analysis

The empirical findings will be evaluated along three dimensions. First of all the ex-
tent of growing pains in each company will be examined by an comparison analysis
of empirical findings and the theory of growing pains. Further, the strategic choices
taken, as a consequent of the growing pains, will be examined. These strategic actions
will further be put in relation to the change in the factors underpinning SMEs inno-
vative ability. Finally rapid growth’s affect on SMEs’ ability to sustain competitive
advantage and attain renewal will be explored. As a tool to facilitate the analysis the
authors have constructed a model substantiated by the theoretical framework. The
model is, as further explained below, an analogy of a wheel.

Figure 3-2 Determining factors for a firm's future growth

The factors affecting a SMEs innovative ability are represented by the spokes in the
wheel. Longer spokes within the wheel frame builds a more stable wheel. This will in
turn make the wheel live/continue a longer distance without collapsing. Running on
a stable wheel is a simile for extraordinary innovative ability whereas running just on
the hub is a simile for suicidal in the long run. The extent to which the company is
affected by the growing pains and further how the organization handles these deter-
mines the length of the spokes. The practical logic of the wheel is as follows. The in-
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novative ability of the studied firms will be considered as perfect prior to the rapid
growth phase. In reality this is not true, but this notion should be considered as an
‘index’, this since their respective extent of innovative ability was enough to spawn
rapid growth. The analysis will include an evaluation of to what extent the factors
that determine innovative ability was affected by the strategic decisions taken due to
experienced growing pains. This will be done by using the theoretical arguments de-
duced in chapter 2.1.5 as determinants. Thus, the wheel will illustrate to what extent
the firms’ innovative ‘index’ was affected by rapid growth.
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4 Empirical Study

This section will present the findings from each company that was examined. The authors
will here present the competence at each company, as well as the rapid growth’s effect on
the company. The companies are: Liljas Plast AB, Mipac AB; Proton Finishing AB, Burs-
eryds Mekaniska AB, and ROL International.

4.1 Liljas Plast AB

Date of inter- 2005-04-25

view:

Location: Liljas Plast AB in Hillerstorp

Interviewees: Kjell Granstrand, CEOj and Peter Johansson, CFO

Liljas Plast (from now on called Liljas) is a family owned high-technological plastic
moulding company located in Hillerstorp. The company produces technical compo-
nents specializing in moulded fluorine alloys, but they also mould plastic onto metal
(metal insert). Liljas has currently got 21 employees of whom five work as manage-
ment staff. The largest customer is Ericsson, which represents approximately half of
the annual turnover (2004). Finnveden, Frigoscandia, Tetra Pak and Saab Bofors Dy-
namics represent the remaining 50 %. The fact that the customers are mainly located
in the electronic industry implies high demands of precision and quality from the
products (Liljas Plast, 2005). In 1996 Liljas entered a period of rapid growth, (as
shown in figure 4-1) under the four subsequent years the company turnover raised by
41.6%, 35.3%, 52.2% and 28.6 % respectively.
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Figure 4-1 Liljas Plast AB (turnover during rapid growth)
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The year 2001 the turnover dipped to 30 million Swedish Kronor as a result of Erics-
son’s bad performance. After the sharp decline in year 2001 the company started to
recover. In year 2003 the growth was 59.5 % compared to year before and the turn-
over was 59 million Swedish Kronor, an all-time-high for Liljas Plast, as shown in
figure 4-2.
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Figure 4-2 Liljas Plast AB (turnover after rapid growth)
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Liljas has always had an outspoken focus on being differentiated from other produc-
ers of injection moulded products, or as Granstrand puts it:

“We do not want our customers to consider us as one out of 300, but rather as one out of
five potential suppliers”. (Personal Communication, 2005-04-25)

Liljas have chosen to differentiate itself as a firm that delivers products of extremely
high quality. Furthermore Liljas puts a lot of resources on finding new materials or
combinations of materials that can yield new business opportunities or solutions to
customers’ problems. According to the interviewees, Liljas differentiation of quality
and innovation are reasons why they where able to secure profitable deals with large
established companies like Ericsson and TetraPak in 1996. The last couple of years
Liljas has experienced tougher competition due to several reasons, but mainly because
of poor development of customers. Year 2000, Ericsson began to experience financial
difficulties, which led to an increase in the number of activities they chose to out-
source. As a consequence of this Liljas was not longer selling their products directly
to Ericsson but to independent outsourcing partners to Ericsson. These partners con-
sidered low price as a key factor for choosing which supplier to purchase components
from. This affected Liljas in that way that they now were competing with other firms
in low-cost countries, which in turn led to a decrease in sales as well as revenue per
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sold unit of output. Granstrand strongly argues that Liljas has and should never com-
pete with low prices and especially not regarding products that are becoming mature
on the market. As a consequence of this attitude Liljas did not put a lot of efforts in
trying to compete with their emerging competitors in low-cost countries during the
decline in sales back in year 2000. Instead the company spent about 500 000 SEK on
educating employees and refining their production facilities while at the same time
actively seeking for new materials through cooperation with research institutes. This
action allowed Liljas to attract customers and remain as a key supplier to Ericsson’s
outsourcing-partners leading to increase in turnover during the last couple of years.
This development was further strengthen by Ericsson’s financial recovery which also
has a great opportunity to yield more business in the future.

4.1.2 Rapid Growth’s Impact on Liljas Plast

During Liljas’ period of rapid growth, only one employee was hired, no one quit the
company and the number of managers did not increase. No shifts were added but the
working hours for the employees increased and so did the number of tasks employed.
During the rapid growth phase, Liljas tried using rotation of tasks but the workers
were discontent due to the safety of doing familiar things. However, number of tasks
per person increased but the employees did not have to work outside their area of
expertise. Furthermore, the tasks became slightly more standardized and regulated
during the period of rapid growth. According to Granstrand, there has always been a
family spirit in the company and this did not change during the years of rapid
growth. Johansson concurred by stating

“During the rapid growth, we could find the workers work overtime without being told to
do so, just to get an order ready in time.” (personal communication, 2005-04-25)

During and after the rapid growth, the number of internal meetings remained the
same: one weekly meeting with the managers of each area and one monthly meeting
with all employees excluding representation of the owner family, hence excluding the
CEO as well. This system has according to Johansson been very appreciated by the
employees. Presenting ideas and problem solving have always been subjects for the
meetings before, during and after the rapid growth. Furthermore, members of man-
agement are frequently interacting informally with the floor staff, a practice that did
not change during the period of rapid growth. As discussed before innovation and
quality is very important for Liljas. These factors have always been highlighted and
communicated to the workers through meetings, personal contact between manage-
ment and employees and the company slogan: “Liljas + Plastic = Innovation”. This
has resulted in a very modest number of complaints from customers and no severe
brake-downs in the production. Moreover, the organizational structure did not
change during the rapid growth period. It stayed flat, flexible to environment changes
and customer demands and remained highly informal. At Liljas, the fact that employ-
ees can discuss problems and ideas directly with the management if needed has not
changed over time, even the minimal physical distance between management and
floor staff remained the same. The number of ideas generated by employees has not
changed during the period of rapid growth. If employees have ideas about process or
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product improvements, they have always been allowed to try them out. Moreover,
the number of customers has not increased during the period of rapid growth, but
rather the size of existing customers. During and after the period of rapid growth,
Liljas began producing more products in different plastics for its existing customers.

Liljas’ customers and suppliers have always been highly integrated in product and
process development. Yet, a difference during the rapid growth was a decrease in the
time spent with Ericsson, as Ericsson decided to put more resources on its own Re-
source and Development department. Due to customer demands of high-technology
products with high safety and quality features, the technology used in the production
at Liljas has always been updated frequently, complimented by continuous education
of staff. This however led to a higher degree of specialization of the employees since
some of them felt reluctant to work with the increasingly sensitive production tech-
nology.

4.2 Mipac AB

Date of inter- 2005-04-29

view:

Location: Mipac AB in Mullsj6

Interviewees: Agne Johansson, CEO; and Jacob Axell, Production Manager

Mipac AB is a privately owned company located in Mullsjo, producing plastic injec-
tion moulded products. The company was originally called Mullsjé Plast AB and was
started in the mid 1950s. Historically the firm has mostly produced customized lego
products but have also had some products of their own consisting of plastic mugs,
trays and coffee-thermoses. Year 2001 Mullsj6 Plast AB was renamed to Mipac AB, as
a consequence of a growing focus and presence on the market for packaging for the
food industry. Today the firm produces two main types of plastic products; custom-
ized lego products; and packaging for the food industry, where the latter part is ex-
panding rapidly.

In the early 90s Mipac had a modest turnover of about 5 million SEK but as the new
owners decided to invest in the company, its turnover and scope of activities ex-
panded. The focus of these investments and the whole reshaping of the firm was to
attract customers seeking for short lead times, high quality and high interacting busi-
ness relationships. This strategy paid off and Mipac were able to attract a large num-
ber of customers in a wide area of products. In 1994, Mipac got a large contract with
Stemo AB, a major supplier of storage bins, which lead to a strong increase in turn-
over during the following years. Furthermore, as Mipac invested in quality certifi-
cates, new machinery and robots they were able to attracted several other customers
such as Intenna AB and Nibe AB. This contributed to a strong development leading
to a very high growth between 1997 and 2000, from 12 MSEK to 25 MSEK, as illus-
trated in the figure below.
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Figure 4-3 Mipac AB (turnover during rapid growth)

In 2001, Mipac entered the market for packaging for the food industry. The firm’s
experience from previous products made it possible to attain very lucrative deals with
a large ice-cream producer in Norway, followed by similar deals with candy, ice-
cream and bakery producers located mainly in Scandinavia, Great Britain, US and the
Benelux. These products have represented a great source of income for Mipac and is
currently experiencing an annual growth rate of above 30%, as illustrated below.
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Figure 4-4 Mipac AB (turnover after rapid growth)
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421 Reasons for Growth

“Mipac’s ability to sustain high quality and short lead times while simultaneously sustain-
ing high productivity is the firm’s most important competence, being the underlying rea-
son for the positive development.” (Johansson, personal communication 2005-04-29)

Back in 1993, Mipac had a small organization with only five employees and the firm’s
portfolio of products was very small. Originally, Mipac produced small batches of
customized lego products for various small customers. Even though the machines and
technology used for production was very simple, inefficient and unreliable the actual
facilities was well developed and provided good potential for expansion. Johansson’s
had prior to his involvement in Mipac almost 20 years of experience from producing
injection moulded products. This experience made it possible to attract substantial
bank loans used for investing in modern machines, moulds and technology with the
aim to create a firm able to compete with high efficiency and high quality. In the late
90s, Mipac became a supplier of antennas to Intenna AB, a subcontractor to Ericsson.
Intenna’s very high requirements regarding quality and characteristics of the antennas
put a lot of pressure on Mipac to develop new ways of working with new not yet
used materials while at the same time sustaining quality, efficiency and reliability.
During this period Mipac also became quality certified according to ISO 9000. This
accumulated experience and a highly sophisticated production facility proved to be a
good foundation for Mipac’s decision to enter the market for food-industry packag-
ing.

4.2.2 Rapid Growth’s Impact on Mipac

In Mipac the number of employees increased from 11 to 20 persons during their pe-
riod of rapid growth. Before the rapid growth period the company had been working
two-shifts, but with increased workload the management added a night shift with
people only working nights. Mipac has always been working with rotation of work
tasks and they still did during that rapid growth phase. Axell stated:

“In Mipac at that time everyone should be able to do everything”
(personal communication, 2005-04-29)

Moreover, the work tasks did not get more standardized during the period of rapid
growth even though the new ISO 9000 system required a higher degree of regulation.
Due to the increased number of employees, the strong family feeling in Mipac was
negatively affected to a slight extent. Furthermore, since the number of employees in
the company was still relatively low, the management had time to visit the employ-
ees. In order to further maintain this interaction, a process and a technology manager
was recruited internally which allowed the CEO to delegate some of his tasks. This
made it possible to maintain a close contact with employees as well as customers. Ac-
cording to Axell:

“this made it possible to maintain an informal information flow in the company during
the rapid growth period. ”(Personal communication, 2005-04-29)
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Information was communicated through meetings, direct communication and notice
boards. The subject for information was almost always how things could be done
better; this was not changed during the rapid growth phase. Regarding idea genera-
tion from employees it has always been high and this fact was not changed as the firm
grew. Ideas and problem-solving was discussed on a day-to-day basis and an idea-box
was available for the employees. Yet, due to the upgrade in more complex and sensi-
tive machinery and robots, the employees could not to the same extent as before ex-
periment with production processes. In order to cope with this, an internal culture
for learning was developed, where employees gradually were taught how to operate
the new technology and depending on the characteristics of every individual em-
ployee, different levels of problem-solving ability emerged. Additionally, Mipac de-
veloped the existing internal technological department in charge of repairs, installa-
tion and developments of prototypes in order to cope with the increased complexity
of the used technology. In order to further strengthen Mipac’s competence regarding
shortening of lead-time the technological department, the production manager and
the CEO worked very close. This continuous dialogue was also a good forum for the
employees to bring up and deal with concerns regarding problems and improvements
regarding daily activities within the firm. This led to a small number of production
break-downs and customer complaints regarding the firm’s products.

Mipac has always emphasized the importance of integrating customers in the product
development process and sustaining high awareness of what new technologies that are
available that can further strengthen the firm’s competitiveness. Both the decisions to
increase the managerial ranks as well as making it easy for employees to fortify their
knowledge and competence was made in order to build an organization that was suit-
able for new challenges. In addition, Mipac’s technological competence was under-
pinned by a continuous study of industry journals and trends. One factor further ex-
plaining the rapid growth phase was that Mipac never ceased to look for new cus-
tomers and business opportunities where they would have the possibility to further
differentiate themselves with short lead-times, high productivity and high quality in
order to charge higher prices.

4.3  Proton Finishing AB

Date of inter- 2005-05-03

view:

Location: Proton Finishing in Huskvarna

Interviewees: Thomas Nilsson, CEO; and Jan Malmqpvist, head of Research and

Development Department and former CEO

Proton Finishing Huskvarna (from now on called Proton) is located in Huskvarna
and is a subsidiary to Proton Group. The company is presently specializing in sil-
ver/copper finishing on invar aluminium and copper-based alloy. In 1995 the com-
pany performed nickel/tin finishing on aluminium but as these metals were proved
dangerous, customers such as IKEA stopped using them for their products. In order
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to survive, Proton was forced to search for new customers wanting other types of
coverings. At this time the GSM-networks were expanding and Ericsson needed sub-
contractors that could process parts in their products through covering them with
aluminium. The CEO of Proton at this time searched all over of Europe in order to
find the best production methods and machinery for the silver covering process, pro-
duction methods that are updated every five to ten years. The manufacturing facility
in Huskvarna then became tailored to a large extent to produce the products for
Ericsson. Nilsson stated that

“there was no time to think about other products than the one growing” (personal com-
munication, 2005-05-03)

As a consequence of this, remaining customers were transferred to another company
in the Proton Group. The rapid growth for Ericsson led to an explosive growth for
Proton. In the year 1998 the company sales was 57 million Swedish Kronor, the next
year 90 million and the year 2000 180 MSEK, as illustrated below.
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Figure 4-5 Proton Finishing AB (turnover during rapid growth)

Yet, the dependency of Ericsson did not just result in success but also disaster for
Proton when Ericsson year 2001 made a rapid downward move and because the
competition on the market had increased. The preceding years after the rapid growth
period are illustrated below.
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Figure 4-6 Proton Finishing AB (turnover after rapid growth)

431 Reasons for Growth

The reason why Proton managed to become a large supplier for Ericsson in 1995 was
its differentiation from other suppliers through its vast knowledge in chemistry. This
knowledge was a contributing factor that enhanced their processes and simultane-
ously gave these processes very high quality. Additionally the company was superior
regarding delivery in time. The period of rapid growth attracted new competitors
and the competition became based on price. Overcapacity in the market plus the fact
that a great extent of Ericsson’s demand was low price forced Proton to cut costs.
Compared to its competitors, Proton had been doing these processes for a longer
time and hence, could realize advantages from learning effects and economies of scale.
Proton’s new advantage was its low costs and consequently they became a cost-leader
within this segment. Yet, when Ericsson faced a downturn in 2001, Proton followed.
Moreover, as a consequence of the dependency of Ericsson, Proton followed Erics-
son’s recovery in 2003 and remained as one of their biggest suppliers within the seg-
ment. Yet, the company discovered that they could not exploit new business oppor-
tunities and at the same time realized the danger of being to dependent of Ericsson.
This understanding led Proton to start a Research and Development department and
additionally, pursue a more active search for new customers within different braches

4.3.2 Rapid Growth’s Impact on Proton

During the period of rapid growth, the number of employees increased rapidly, from
30 in 1995 to 150 in 2001. The kind of people employed was only hired in order to
solve the present problems with productivity in the company and were due to time
constraints only taught the most basic tasks. Regarding the number of shifts, Proton
had already three-shift as well as a weekend shift. Even though the company was un-
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der an explosive growth and the workload increased dramatically, the employee
turnover was relatively low. Yet, as a result of the increased pressure in the company,
some employees got burned out. As an example of the increased workload Malmqvist
stated:

“one day we had to produce 5000 units, next day 8000.” (personal communication, 2005-
05-02)

Further, the degree of standardization of work tasks increased and the rotation be-
came non-existent since, or as Malmqvist argued:

“we had to solve the present situation and had no time for rotation” (personal communi-
cation, 2005-05-02)

Yet, the original core of employees that had a vast experience in the company had to
move around in order to solve problems. The organization remained relatively flat;
the only change was that Proton implemented a department with project managers in
order to cope with the increased workload in the company. This department had
close contact with the production department The number of meetings with project
managers increased and became more and more focused on how to solve the prob-
lems and how to attain higher efficiency. Further, Proton focused on retaining in-
formal communication throughout this time period, but since the number of em-
ployees had increased so drastically, not all people were reached. To solve this Proton
tried several ways of channelling information, but due to lack of time and resources
no proper structure was firmly established Additionally, as the number of forums for
communicating information did not increase proportionally with the occurring prob-
lems, the former dialogue-like interaction between staff and management diminished.
Consequently, this led to a decrease in the motivation from the original staff:

»

“They were discontent with the fact that they no longer were able to take a coffee together
(Malmgqpvist, personal communication, 2005-05-02)

At the same time, the quality and reliability of the products decreased. Moreover, the
number of innovative ideas from employees decreased in pace with the rapid growth
since there was no time to try out new ideas. The number of customers the company
had after rapid growth was only one, namely Ericsson. This led to a decrease in cus-
tomer contact since Ericsson’s only focus was costs and did not cooperate with Pro-
ton regarding product development. Furthermore, there was no cooperation with ex-
ternal knowledge partners.
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4.4  Burseryds Mekaniska AB

Date of inter- 2005-05-04

view:

Location: Burseryds Mekaniska in Burseryd.

Interviewees: Hikan Carlsson, CEO and Claes-Ake Bengtsson, programmer.

Burseryds Mekaniska (from now on called only Burseryd) is a steel manufacturing
company founded 1919 and located in Burseryd. After World War II Burseryd
Mekaniska got involved with the nuclear industry and gained experience of produc-
ing high quality products made of highly complicated materials. In 1960 Burseryd de-
cided to specialize in threaded details for the Swedish manufacturing industry. In
1994 the company’s production facilities were re-built leading the company to go
from a small-scale organization to an organization ready for taking on bigger and
more demanding customers. The vision of Burseryd’s founder has always been as fol-
lows.

“Burseryds Mekaniska should be a privately owned company with its headquarters in
Burseryd and further, it should be a manufacturing company and deliver primarily to the
Swedish manufacturing industry. The company should be considerate to customers and of-
fer exceptional service, employees should be treated as good friends and their work should
be appreciated.” (Carlsson, personal communication, 2005-05-04)

In the middle of 1990, when Burseryd became a major supplier for Ericsson, they en-
tered a period of rapid growth. As a consequence of this, as shown below, Burseryd’s
turnover increased dramatically between 1997 and 2000.
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Figure 4-7 Burseryds Mekaniska AB (turnover during rapid growth)
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However, as the telecom industry faced a decline in the end of 1990, Burseryd got
negatively affected. As shown below, its revenue dropped more than 10 million SEK
within three years. Nevertheless, during 2003 when Ericsson started to recover Burs-
eryd also started a positive trend as a result of their dependency of the telecom com-

pany.
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Figure 4-8 Burseryds Mekaniska AB (turnover after rapid growth)

44.1 Reasons for Growth

Burseryd developed its competences when working with the nuclear industry, the
company gained experiences to produce products of complicated materials demand-
ing high quality. Moreover, through this experience Burseryd could over the years
take on more customers that demanded high quality products.

When Ericsson was rapidly expanding in the middle of 1990s the company was
searching for a producer of its cabinets. The cabinets were required to be endurable
and have a high quality. Ericsson heard through a supplier that Burseryd could per-
form this kind of products and Burseryd was asked to produce the cabinets. Due to
the innovative ability, experience, and Burseryd’s constantly updated machine-park,
the company could, together with Ericsson develop a cabinet that fulfilled the re-
quirements. Further, Burseryd increased their cooperation with Ericsson and started
to produce other products for the telecom side of Ericsson. Yet, Burseryd realized
that it would be wise to not “put all eggs in the same basket” and adapt all its produc-
tion to Ericsson. Hence, Burseryd persevered all its existing customers.

In 2000, Ericsson increased their demand on cabinets from 300 to 1200. However,
seven weeks in to 2001, Ericsson lowered its demand to 400 and a few weeks later to
zero. This affected Burseryd seriously and the company faced the start of a decline.
Today the company has recovered, as a result of the dependency of Ericsson, and had
an increase in growth last year. Moreover, Burseryd still relies on word of mouth in
order to attract customers instead of focus any resources on marketing.
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4.4.2 Rapid Growth’s Impact on Burseryd’

The period of rapid growth led to an increase in number of employees at Burseryd,
from 10 to 21 within the three years. The people employed were hired with a long-
term perspective in mind, the management demanded certain skills and expertise
when employing for different tasks. This led to that some people that did not meet
these requirements either decided to leave the company after a short while, or got
fired after a trial period. Moreover, according to Bengtsson:

“Prioritizing an order from Ericsson was a necessity.” (personal communication, 2005-
05-04)

As a result some of the personnel was hired just handle the Ericsson related orders.
Extra night shifts were added in order to handle the increase in orders from custom-
ers, but even though the number of employees increased Burseryd managed to main-
tain the sense of a family company. This culture conveyed that everybody has a place
in the process of manufacturing and it emphasized that their tasks were of great im-
portance. This culture also encouraged employees to take initiatives of their own, this
since it required several number of failures in order to come up with new solutions.

According to Bengtsson, some employees who had been employed for a long time
experienced the rapid change as negative. Negative effects included teaching new em-
ployees how the machines worked required too much time and effort. During the
rapid growth Burseryd outsourced more simple tasks so that the firm could focus on
its core competence of producing high quality products of complicated materials.
This lead to a concentration of specific tasks and an increase in productivity per em-
ployee.

The weekly meeting that Burseryd had every Tuesday did not change during the
rapid growth. The subjects discussed during these meetings were not changed; yet,
more information was given when the company was doing well, while less informa-
tion was given when the opposite situation applied. The flow of information stayed
informal, yet the managements’ time to visit the workers decreased. Further, no
managerial positions were created which led to that the hierarchical structure was
barely affected. Additionally, Burseryd has never cooperated with external knowl-
edge partners. Regarding customer contact, Carlsson (personal communication, 2005-
05-04) argued that the time spent with customers decrease but he did not consider this
as a problem since:

“[ just had to skip the talk about golf and go direct to the business concerns” (personal
communication, 2005-05-04).
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4.5 ROL International

Date of inter- 2005-05-12

view:

Location: ROL International in Jénkoping

Interviewees: Christer Gustafsson, manager of the Human Resource Depart-

ment; and Bo Andersson, warehouse manager.

ROL International (from now on called ROL) is a company located in Jonkoping
producing complete interior retail solutions. ROL produces a major part of the inte-
rior itself, involving several types of materials such as wood and steel. The company
was founded in 1972 and sold to Kaj Ingemar Hjelm in 1982. The new owner started
with acquiring some of ROL’s subcontractors, and later brought them under the
same roof in the production facilities in Jonkoping. Moreover, in 1993 ROL started
to export and was contracted to manufacture new retail solutions for 50 % of BP’s gas
stations in Europe. This was the beginning of an internationalisation period for ROL
and presently the company has 80 % of their customers abroad. Major customers are
for example 7Eleven, Shell, BP, Pressbyrdn, Coop, Systembolaget, H&M and Philip
Morris. Since different companies change its interior at different phases, ROL has
aimed to have a diversified portfolio of customers. The internationalisation strategy
gave birth to a period of rapid growth for ROL. During the four subsequent years
the turnover went from 168 MSEK in year 1993 to 376 MSEK in year 1997, as shown
in the chart below.
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Figure 4-9 ROL (turnover during rapid growth)

After the period of rapid growth the turnover continued to rise with approximately
10 % annually, as illustrated below.
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Figure 4-10 ROL (turnover after rapid growth)

451 Reasons for Growth

A major reason why ROL was able to get the deal with BP in 1993, and entered its
period of rapid growth, was that ROL offered complete interior retail solutions of
very high quality. ROL produced a major part of the interior itself and got assistance
from chosen partners with areas outside the firm’s expertise. This was highly appreci-
ated by customers due to the fact that ROL could control most of production proc-
esses and make it coherent. A major contribution that allowed ROL to work as they
did was their innovative ability and flexibility. Given the example of gas stations,
every solution was unique for each station. This meant that to every interior solution
ROL had to build a tailor made design. Innovative ability was required in order to
find the unique design and flexibility in order to adapt the production to every new
design. During the period of rapid growth ROL started to get competition from low-
cost countries, hence the competition became more focused on price. Nevertheless,
ROL did never compromise its focus on quality, or as Anderson puts it:

“Sometimes we might produce with too high quality, yet we believe we will gain from it
in the long run.” (personal communication, 2005-05-12)

This approach allowed ROL to continue to grow and attract new customers which
was confirmed by Gustafsson:

“We aim to do our job exceptionally well for customers who are market leaders in their
segment. This hopefully leads to a good reputation and through word of mouth attracts
new customers.” (personal communication, 2005-05-12)

In order to always be highly attractive for customers ROL frequently review what
they do in order to add customer-value, or as Gustafsson argued:
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“If we feel that the extra screw do not add any value for customers, we remove it.” (per-
sonal communication, 2005-05-12)

This is a culture that permeated the whole organization, from top management to the
production. At the moment, ROL has outsourced parts of its production in order to
put more focus on the in-house activities of which they are superior. Still, the com-
pany continues to offer whole solutions, which create high customer value.

45.2 Rapid Growth’s Impact on ROL

ROL went from having 80 employees in the beginning of 1990 to 380 employees in
the end of 2000. One year during the rapid growth period the company had to hire
over 100 persons. The explosive increase in number of employees forced them to add
a night- and weekend shift. The people that were employed were not just hired to
solve the problems but also with the future in mind. For example, people capable to
speak several languages were hired in order to cope with the internationalization. As
a result of rapid growth, the workload for the employees increased. Nevertheless, the
enthusiasm among employees did not decrease and the employee turnover was low.
As Gustafsson stated

“With the growth, the company soul became reinforced, people felt proud to work for ROL
when newspapers wrote about its success.” (personal communication, 2005-05-12)

Moreover, the work tasks became more specialized, yet, ROL continued to use a low
degree of rules and routines. Furthermore, in order to cope with the growth ROL
created project managers and specialized departments, which lead to a more hierar-
chical organization. The company saw it as a necessity to have cross-functional meet-
ings, since:

“it is a must to sit down and discuss across boundaries.” (Gustafsson, personal communi-
cation, 2005-05-12)

With the exploding number of employees, top management experienced time con-
straints when it came to personal visits. Yet, in order to communicate with the new
added shifts the different project managers worked odd hours and further, as
Gustafsson stated,

“in order to communicate with the whole organization we had to have three information
meetings instead of one.” (personal communication, 2005-05-12)

Innovation has always been something that has been encouraged in ROL and the
number of new ideas from employees did not decrease during the rapid growth. Fur-
thermore, the number of customers increased during the growth period and it was a
must to work closely with them at all time in order to create a good product. More-
over, the production technology in ROL is updated on a frequent basis and this was
also the case during the period of rapid growth. Additionally, during the period of
rapid growth ROL continued to educate its staff and further maintained close contact
with experts regarding new materials and technology.
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5 Analysis

Here, the authors will scrutinize the empirical findings together with the theoretical
framework and through this be able to present findings of how the theory presented concurs
with reality of SMEs.

This analysis has its point of departure in the theoretical framework of this thesis.
The aim of this part is to analyse the studied firms in regards to the research ques-
tions and is structured as follows: Firstly, the rapid growth period’s affect on the
studied firms will be analysed in order to see whether there are signs of growing
pains. Secondly, the affect of the strategic decisions, taken as a result of rapid growth,
on those factors determining an organization’s innovative ability, will be analysed.
Finally, this part will analyse whether or not there are any clear signs of that the
firms® ability to attain long-term growth was affected by their respective period of
rapid growth.

5.1 Observed Growing Pains

This part will analyse whether or not the studied firms experienced those growing
pains stated by in the theoretical framework. The aim of this part is not to make an
in-depth analysis, stating clear linkages between the firms and a certain growing pain,
but rather to state to what extent the different firms were under the influence of
negative impact from rapid growth.

51.1 Instant Size

The firms included in the empirical study of this thesis have all grown rapidly in rela-
tive terms, that is, they have all doubled its turnover during three years. However in
actual numbers, in terms of increase in turnover or number of employees, the studied
firms differ quite drastically. Liljas, Mipac and Burseryds turnovers’ have increased
between 121 and 186 percent in a very short period of time. But when considering
their growth in terms of number of employees, they hired one, nine, and eleven peo-
ple respectively, during the same period. Proton and ROL on the other hand had a
turnover growth of 220 and 123 percent respectively, but the number of people em-
ployed increased with 120 people at Proton and 300 at ROL. Consequently, instant
size occurred in all the studied firms in relative terms, but not in actual terms.

When considering Proton and ROL, both firms had a rapid actual increase in number
of people employed, but the study of the firms indicates that Proton experienced
growing pains to a much larger extent than ROL. For Proton, this manifested itself
in that the employees that had been for a long time in the firm expressed concerns
regarding the decreased sense of family spirit, whereas the new employees showed in-
dications of low accountability towards senior management. This is coherent with
Hambrick and Crozier (1985) and Flamholtz’s (1990) arguments regarding implica-
tions from instant size. What is interesting is that at ROL on the other hand, a spirit
of pride to be a part of the firm’s success and a constant focus to enhance customer
value was maintained during the whole period of rapid growth. Additionally, ROL
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never experienced problems or any severe problems with quality or disloyal employ-
ees, which is contradictory to theory regarding instant size implications.

Hambrick and Crozier (1985) argue that those managerial skills needed to govern lar-
ger firms are usually in short supply after rapid growth since most managers within
the firm were hired when the firm was small. This is very similar to the situation at
Proton since they experienced severe problems regarding insufficient number of
managerial ranks during their phase of rapid growth and those that existed through-
out the organization were unable to deal with the increasing number of employees.
Furthermore, the management of Proton had a strategy to only expand managerial
ranks vertically and new employees were hired to solve the immediate crisis with low
productivity and this was done at in a very unstructured way, without a proportional
increase in new managerial positions. When considering Flamholtz’ (1990) stated
growing pain that people is hired to ‘put out fires’ there is a strong resemblance with
the situation at Proton. These actions also indicate that there were signs of a ‘lack of
long-range planning’ (Flamholtz, 1990). Furthermore, Proton was not able to control
those implications that followed, which most likely was an underlying reason for the
emerging problems with decreased quality and reliability of output. At ROL on the
other hand, the managerial ranks developed at the same rate as the needs for more
structure appeared. This expansion of the managerial ranks at ROL was focused on
making the top levels of the organization interact with all activities within the firm,
including those working night and weekend shifts, resulting in managers working
odd hours. These proactive actions at ROL are clearly contradictory to what usually
occurs at firms expanding so rapidly (Hambrick & Crozier, 1985; Flamholtz, 1990).

Regarding the affect from the increased information flow there was a large difference
between Proton and ROL. Proton did under the period of rapid growth try several
ways for communicating information, but due to time constraints and the constant
problems with quality and efficiency, no proper strategy for how to spread informa-
tion within the firm was firmly established. Hence, severe growing pains of ‘meeting
felt like a waste of time’ and ‘plans that are made are not followed through suffi-
ciently’ arisen (Flamholtz, 1990). This indicates that Proton experienced rather seri-
ous information breakdowns since they were unsuccessful in communicating decision
on how to solve current problems and efficiency goals, to a large amount of people
through its informal channels (Hambrick & Crozier, 1985). ROL on the other hand,
sought during its period of rapid growth, to enhance all employees’ focus on how to
increase customer value through product development and to generate a larger inter-
action between departments. This was implemented by increasing the number of
meetings, making sure that all employees were able to participate and make their
voice heard and introducing cross-functional meetings between the different depart-
ments. Hence, the information within ROL remained informal and dialogue-like, but
in a more fragmented and organized way, which resulted in no indications of infor-
mation breakdowns.

Burseryds hired eleven people during their period of rapid growth and there were
some indications of related implications from that during this period. The goal of the
management was always to maintain the team spirit within the firm and took this
into serious consideration when hiring new people. However, as not all newly hired
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employees fit well in regards to this goal, some of them decided to leave or got fired
after a short while. This is coherent with Flamholtz’ (1990) growing pain of ‘some
people feel they do not really belong in the company’ and was probably a factor in-
creasing the stressful situation of the more experienced employees. Liljas and Mipac
showed no indications of problems with disaffected employees during their periods
of rapid growth. On the contrary, at Liljas employees even volunteered to work over
time when needed. The rather small number of new employees at Liljas and Burs-
eryds during their respective phase of rapid growth did not lead to any severe prob-
lems with insufficient managerial skills and the firms did not experience any signs of
communication breakdowns. However, the fact that at Mipac the increased workload
of the CEO led to the decision to internally recruit a production- and a technical
manager, was a sign of that ‘the feeling that the managers are not capable enough to
take care of their workload’ (Flamholtz, 1990).

5.1.2 A Sense of Infallibility

Ericsson was the main reason for the rapid growth for Liljas, Proton and Burseryds.
However, since Proton considered their production for Ericsson as an established
cash cow this is a clear sign of ‘sense of infallibility’ (Hambrick & Crozier, 1985).
Proton appear to have experienced this growing pain to a great extent since the firm
adapted all its activities to Ericsson and since the management trusted everything
Ericsson said regarding future sales. As a result, Proton had a limited flexibility to
change its production and had no other customers to rely on when Ericsson dropped
rapidly in 2001.

Liljas and Burseryds did not seem to experience this growing pain to a great extent.
Both companies did not want to risk lowering their innovative and quality focus (i.e.
their ability to grow in long term) at the cost in of selling more to Ericsson. Due to
this fact the all the companies’ customers were maintained. This strategic choice also
signals that the companies saw the danger of “putting all eggs in the same basket”.
Their customers were in diversified industries leading to the fact that not all custom-
ers were affected by Ericsson’s downturn. Comparing Burseryd with Liljas, Burseryd
had a non-outspoken rule in the company of putting Ericsson in first hand. This
strategy implicit adapted Burseryd’s organization to Ericsson to a larger extent than
Liljas, thus Burseryd became more affected by the “sense of infallibility” growing
pain (Hambrick & Crozier, 1985).

ROL and Mipac followed the same strategy as Liljas and Burseryd of focusing at a
long-term perspective and were not affected to any large extent by the ‘sense of infal-
libility’ growing pain. ROL had as a rule of never compromising their image of a
flexible and quality company since it believed to gain from these qualities in the long
run. The company was actively looking for a diversified customer portfolio in order
to counteract effects from economical downturns in different customer markets.
Moreover, Mipac went from being fully focused on one way of working to pursuing
a long-term focus. This was manifested in the fact that the organization was succes-
sively adapted to making more advanced products and being able to take on future
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challenges. Thus, Mipac and ROL managed to sustain their ability to adapt to what
the environment demanded.

5.1.3 Internal Turmoil and Frenzy

The different companies in the study all experienced different degree of internal tur-
moil and frenzy, where again Proton and ROL sticks out in comparison to Liljas,
Mipac and Burseryds. As stated earlier Proton’s rapid expansion in terms of number
of employees resulted in problems of disaffection. Further on, as no clear decision
channels were successfully established, these two implications was most likely an im-
portant reason for the severe problems regarding the production processes and the
quality and reliability of output that characterized the firm’s period of rapid growth.
Another consequence of this not sufficiently developed organization was that as the
demand from Ericsson increased extensively, some employees at Proton became
burnt out which is coherent with Flamholtz’ (1990) and Hambrick and Crozier’s
(1985) conclusions.

ROL was less affected by these growing pains since they very early in the rapid
growth phase realized the importance of developing an organizational structure that
could handle a lot of information. When considering the situation at Proton, it seem
quite obvious that since the major part of the information that was spread through-
out the organization was about how to solve day-to-day problems this would have a
negative impact on what the employees considered to the firm’s core vision and goal,
i.e. coherent with Flamholtz (1990). At ROL on the other hand, the firm’s goal to be
a problem solving company that focus on delivering customer value with all its ac-
tivities was maintained throughout the continuous dialogue between the employees
and the managerial ranks.

Due to the fact that Liljas, Mipac, nor Burseryd not experienced a dramatic increase
in number of employees in actual terms, would not have decreased the quality of the
daily decisions or deteriorate their flexibility to correct wrong decisions. This argu-
ment is further strengthen by that neither Liljas, Mipac or Burseryd indicated that
they had any severe problems regarding product quality or bottlenecks in the pro-
duction. Further on, these three companies did not experience that their core visions
or goals got blurred, which most likely was made possible because they were able to
maintain face-to-face communication and organizations consisting of very informal
information channels where everybody were aware about where the firm was head-
ing. Moreover, Mipac and Liljas did not signal that employees were forced to work
with tasks outside their main competence during the period of rapid growth. The ex-
perienced employees at Burseryds were however forced to direct a lot of their focus
from their main tasks, during the rapid growth, towards teaching new employees
how to work independently, which also took quite some time into consideration.
For some of the employees at Burseryds this was considered as a rather stressful time
period. This resulted in a negative impact on motivation and affection to the firm’s
main objectives, which indicates some degree of the growing pain ‘lack of time in or-
der to accomplish tasks that are expected to be taken care of’ (Flamholtz, 1990). This
resulted in stress and the fact that employees were not comfortable with their job
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situation, which fits well with Hambrick and Crozier’s (1985) arguments regarding
internal turmoil and frenzy.

514 Extraordinary Resource Needs

Neither of the companies in this study experienced a shortage of cash. This was obvi-
ous before the study was conducted due to the fact that in order to be defined as a ga-
zelle, the company should have had a stable economical situation. Nevertheless, the
fact that the studied firms did not experience ‘extraordinary resource needs’ was fur-
ther fortified in the study due to the fact that of the companies made heavy invest-
ments during the rapid growth period and still managed to maintain a positive cash
flow. However, Proton had the toughest economical situation during the rapid
growth. The company had invested a lot of cash in order to have the best equipment
for their production. As a result of the investments and the fact that the margin on
each product sold to Ericsson was very low, the company had to work extremely
hard to sustain a positive cash flow. This put a lot of pressure of the employees. As
mentioned before, consequently some employees got burnt out and the quality of
production was decreased, which put even more pressure on Proton.

5.2 Growing Pains’ Impact on Innovative ability

The aim of this part of the analysis is to examine to what extent the studied SMEs’
innovative ability was affected negatively by the strategic decisions taken during their
respective period of rapid growth. This is done by evaluating those factors discussed
in chapter 2.1.5 that were possible to be examined during the empirical study of the
firms, hence, not all factors are included in this analysis. Then again, the focus of this
evaluation is to see if it possible to distinguish a trend within and between the firms,
regarding whether or not there innovative abilities were negatively affected.

5.2.1 People Characteristics

This evaluation is based on the theoretical arguments that:

a. Firms with more employees willing to take risks will have more innovative
ability.

b. Firms with an overall management that is more committed to innovation will
have more innovative ability

Liljas: The management’s encouragement of employees to be innovative at Liljas did
not decrease during the period rapid growth and focus remained on finding new ma-
terials and production methods. However, the employees did not feel comfortable
when doing very various tasks during the job rotation trials (i.e. both operating ma-
chines and doing more simple tasks such as assembling). This attitude was further for-
tified as more sensitive technology was implemented. Thus, even though the man-
agement did not prohibit risk taking, this signals that employees felt a reluctance to
work with more sensitive tasks. These facts indicate that the “People Characteristics”
factor in Liljas was affected negatively to some extent.
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Mipac: Similar to Liljas, Mipac introduced more advanced and sensitive technology
which made employees more reluctant to take initiatives of their own. Even though
people were continuously taught how to operate the new machines and robots, this
did in comparison to how it was before, reduce the employees’ willingness to take
risks. Moreover, the management of Mipac did not decrease its commitment to inno-
vation, but rather the contrary as a constant focus on preparing the firm for future
challenges permeated all decisions and activities within the firm. Thus, as happened in
Liljas, the “People Characteristics” factor in Mipac was negatively affected to some
extent.

Proton: At Proton, overall management commitment to innovation decreased drasti-
cally during the rapid growth phase as primary focus and resources was directed to
increase productivity. This was solved solely through additional product lines and
employees. The situation of having to ‘put out fires’ at Proton, where the organiza-
tion practically exploded in terms of new employees, led to a high standardisation of
activities where insufficiently experienced employees had to work with new tasks.
This had most likely a negative impact on employees’ willingness to take risks. This
argument is also supported by the fact that the number of ideas for product im-
provements decreased during the rapid growth phase, and that primary focus perme-
ating the whole organization was to reach cost and quantity related targets. Thus, as a
result of both decrease in management commitment to innovation and in employees’
willingness to take risks, the “People Characteristics” factor was negatively affected to
a large extent.

Burseryd: The management’s commitment to innovation most likely decreased in
Burseryd as the lucrative deals with Ericsson lessened their incentive for finding new
customers. Hence, there are signs of that the managerial focus became less directed
towards finding new problems to solve, but rather on how to further strengthen their
relations with current customers. However, there are no indications that the employ-
ees became more reluctant to take try out new ideas during this period since the firm
continued to work with as complicated products as before which required a lot of
problem solving and risk-taking. Thus, the “People Characteristics” factor was nega-
tively affected only to a slight extent.

ROL: The management at ROL was during the whole rapid growth phase focused
on finding new ways of increasing customer value through differentiation and real-
ized the importance of attracting customers from diversified segments in order to de-
velop long-term. This attitude was also transmitted towards the employees who con-
stantly were encouraged to take initiatives of their own. This strategy was further
underpinned by the continuous dialogue between departments and between man-
agement and employees. Hence, there were no indications in ROL of an increase in
employee reluctance to take risks or decrease in the management’s commitment to
innovation. Thus the “People Characteristics” factor was not negatively affected.
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522 Strategy

This evaluation is based on the theoretical arguments that:

a. Firms that communicate the importance of innovation in a forceful way to
employees will have more innovative ability.

b. Firms with an overall management that consider the development of the firm
in a more long-term perspective will have more innovative ability.

Liljas: There are no signs of that Liljas risked its differentiation, to make products of
supreme quality and with unique features. Furthermore, that the firm did not com-
promise the firm’s focus by lowering costs, in order to be more attractive for Erics-
son. By this action the management showed for its employees that the slogan “Liljas
+ Plastic=Innovation” always applies, even though short-term earnings might be
tempting. This indicates that the company’s internal mission and goal still was upon
innovation. Moreover, by this decision and the fact that Liljas also invested a lot in
state-of-the-art production technology during this period most likely fortified a long-
term perspective on development. Thus, Liljas “Strategy” factor was not affected
negatively by the rapid growth.

Mipac: The underlying goal of the management of Mipac has always been to develop
the firm in order to be able to attract more advanced and lucrative business in the fu-
ture. Since this was a matter of constant discussion during the rapid growth phase
there are no signs that the firm’s mission and goals became less focused on innovation
during this time. There are also, for the same reasons, no signs of that a more short-
term perspective on future development emerged within the organization during this
period. Thus this indicates that, in Mipac as in Liljas, the “Strategy” factor was not
negatively affected.

Proton: The message the management conveyed to its employees was maximum effi-
ciency of the production to Ericsson and how to solve the production problems.
Hence, this indicates that the internally stated mission and goal was affected to a large
extent, from being innovative to efficient. Moreover, to “put all eggs in the same bas-
ket” by pursuing a focus on producing for Ericsson indicated a short-term focus on
future development from Proton’s management. Consequently these actions taken
by the management affected the “Strategy” factor negatively to a large extent.

Burseryd: Burseryd image of innovation was maintained to its customers during the
period of rapid growth. The company reinforced its image being an innovative pro-
ducer working with advanced materials. Yet, the fact that more focus was put on
Ericsson indicates an internal mission and vision less focused on innovation. This due
to the fact that the satisfaction of having Ericsson was large and hence the company
felt less need to be innovative in order to attract new customers. Moreover, Burseryd
employed people suitable for their core competences and they outsourced the pro-
duction that was “too easy” for them. Consequently, this ways of working signals
that company had a long-term focus in mind. Additionally, maintaining the com-
pany’s other customers when having the opening to fully exploit opportunity with
Ericsson, fortified the company’s long-term perspective on development. Yet, having
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an internal mission and vision less focused on innovation is negative for future devel-
opment. Thus, an internal stated mission and vision less focused on innovation with a
more short-term focus in mind indicates a negative impact on the “Strategy” factor to
some extent.

ROL: There are strong indications that ROL fortified its internal stated mission and
vision of innovation during the period of rapid growth. Frequently, all parts in the
company reviewed what they did in order to create high customer value, and if it
could be done better. Further, working with a largely diversified portfolio of cus-
tomers, signals that the company’s long-term focus was reinforced. By having diversi-
fied customers, economical downturns can be met. Thus, in ROL as in Liljas and Mi-
pac, the “Strategy” factor was not negatively affected.

523 Culture

This evaluation is based on the theoretical arguments that:
a. Firms with a loose control will have more innovative ability.

b. Firms that spread available information throughout the organization to a lar-
ger extent will have more innovative ability.

Liljas: Before the rapid growth the work activities in Liljas had not been controlled
to any large extent and the employees had always been free to make changes in the
way they were doing things. This freedom was slightly deteriorated during the rapid
growth as the workload increased and more strict procedures were introduced on
how to operate machines. Furthermore, as a consequence of the rapid growth, the
amount of information increased at Liljas. Yet, due to the facts that Liljas already had
a well working system for channelling information and that number of employees
only increased with one person, this information - increase could be handled as good
as before. This indicates that the activities became slightly more controlled but that
people still was well aware of what was happening within the firm. Thus, the “Cul-
ture” factor in Liljas was only slightly negatively affected.

Mipac: At Mipac, more clear instruction on how to perform tasks developed during
the rapid growth as a consequence of the sensitive technology that needed to be han-
dled accordingly. Additionally, the ISO 9000 system that was implemented further
indicates tighter control regarding how to do certain tasks. However, as the knowl-
edge of the employees was constantly increasing, the internal culture, based on ‘free-
dom under responsibility’, remained which decreased the amount of tasks that had to
be standardized. Due to the fact that Mipac developed fast regarding new technology
and that a lot of new advanced projects were initiated, the amount of information in-
creased drastically. However, since the management was still able to interact in a face-
to-face manner with employees on a daily basis there are no signs of that people be-
came less aware of what was going on within the organization. Thus, in Mipac as in
Liljas, the rapid growth affected the “Culture” factor to a slight extent.

Proton: At Proton, management sought to make the activities related to production
more standardized in order to increase productivity. However, as many productions
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related problems emerged several standards changed during the rapid expansion. This
indicates that the activities within the firm became standardized, but only to some ex-
tent since they kept changing. Furthermore, the information spread throughout the
organization was primarily about how to solve daily crises which indicates that a lot
of other information about what is happening within the firm would not have
reached all people. Additionally, as no implementation of a system that could chan-
nel information to the increasing number of employees was successful, this also indi-
cates a lack of available information. Consequently, the larger extent of standardiza-
tion and the fact that the information did not reach to employees indicates that, in
Proton the rapid growth affected the “Culture” factor negatively to a large extent.

Burseryd: In the period of rapid growth at Burseryd, the company employed a num-
ber of assembling workers. These workers worked with tasks having highly standard-
ized procedures. However, in the rest of the production the standardization was
however limited. This was due to the fact that most of activities needed to maintain
the firm’s problem solving ability required a large amount of freedom for the em-
ployees to learn through trial and error. As in Mipac, Burseryd implemented ISO
9000 during the period of rapid growth, which to some extent further signals tighter
control regarding certain tasks. Moreover, the study of Burseryd indicated that some
employees felt that the face-to-face contact decreased to some extent as a consequence
of the rapid growth, which in turn decreased the amount of available information.
This was most likely a consequence of the managers’ drastically increased workload
giving not enough time to spread proportionally as much information throughout
the organization as before. Thus, due to some increase in standardization of work
tasks and some decrease in information available, the “Culture” factor in Burseryd
was negatively affected to some extent.

ROL: At ROL during the period of rapid growth all projects differed and new solu-
tions had to be developed in order to meet unique customer requirements, this
clearly signals that activities did not become more standardized. Furthermore, as
ROL experienced an increase in information from customers as well as an increase in
information concerning the internal organization it led to the development of more
forums for exchanging information. These forums made it possible for ROL to main-
tain a high awareness of employees regarding what was going on within the firm.
This availability of information was further strengthen by the employees interest and
pride in the positive development of the firm. Hence, there are no signs that employ-
ees were less informed about what was going on within the firm. As a result of main-
tained loose control and high level of available information, the “Culture” factor in
ROL was not affected negatively.
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524 Structure

This evaluation is based on the theoretical arguments that:

a. Firms with more face-to-face communication between people within the or-
ganization will have more innovative ability.

b. Firms that frequently rotate tasks among employees will have more innova-
tive ability.

c. Firms with more vertical integration will have more innovative ability.

d. Firms that organize their tasks in multifunctional teams will have more inno-
vative ability.

Liljas: In Liljas, the fact that only one employee was hired and that there were no
changes in the number or nature of the meetings indicates that the firm could pre-
serve the face-to-face communication within the organization. Further, Liljas tried
during the period a rapid growth to work with rotation of tasks. Yet, workers felt
uncertain and preferred to stay in their area of expertise. In Liljas there were no need
to hire more managers due to the low increase in employees. Further, Liljas growth
in real terms did not call for implementation and structure in terms of different de-
partments. This indicates that at Liljas, the “Structure” factor was not affected.

Mipac: As the management of Mipac never lessened their interaction with other em-
ployees within the organization on a day-to-day basis, there are no signs of that
communication channels became more formal during the rapid growth. There are
some indications that employees became more specialized as some of them did not
meet up to, or did not want to deal with the challenge of learning how to operate the
more sensitive technology. Hence, people became specialized either as technicians or
as operators with slightly less advanced responsibilities. The fact that a technical and
a production manager were hired indicates a slight increase in the number of hierar-
chical levels. Additionally, no department existed before the rapid growth; conse-
quently there was no decrease in interaction between departments. Thus, there are no
signs that the “Structure” factor at Mipac was negatively affected.

Proton: At Proton communication became more one-way. The management gave di-
rectives on how to solve problems and how to increase efficiency. Resource con-
straints led to that personal contact could not be carried out, which indicates that
communication between people became more formal than face-to-face. The people
that were employed to “put out fires” became specialized on the tasks they could
carry out. Yet, the “core-employees” became less specialized since they, because of
their knowledge had to move around in the company to solve crises. However, all in
all, rotation of tasks decreased. Further, Proton’s number of managerial position in-
creased, yet as discussed before, the increase was not proportional to the increased
number of information and workers. Regarding collaborations between departments,
the new department with project managers had close contact with the production,
but since the other parts of the organization was poorly structured this indicates that
the departments could not be considered as multifunctional. This indicates that the
“Structure” factor at Proton was affected negatively to a large extent.
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Burseryd: Due to the fact that the CEO of Burseryd could not spend time communi-
cating with the firm’s employees face-to-face to the same extent anymore, Burseryd’s
flow of information probably became more formal. Furthermore, the extent of spe-
cialisation increased to a slight extent since the number of employees was assigned to
only assemble the products for Ericsson increased. The number of hierarchical levels
did not increased in Burseryd due to the fact that the relatively low increase in num-
ber of employees did not call for any additional managerial position. Moreover, the
same condition as in Liljas applied regarding departments. Thus, at Burseryd the
“Structure” factor seem to have been negatively affected only to a slight extent.

ROL: In ROL the communication was structured in a more formal way, but all
meetings remained open for face-to-face dialogue between people. Furthermore, the
project managers had to change their working hours in order deliver the messages
from top management to people working night- and weekend shifts. Additionally,
the number of information meetings increased so all workers could be reached.
Hence, the company went from having a highly informal organization, to having an
informal organization in a more structured way, which indicates that communication
with the organization was negatively affected, but only to a slight extent. The fact
that ROL became divided into departments brought a decrease in the extent of job
rotation and lead to specialization to some extent. With the increased number of
managerial position and departments, the hierarchical levels increased. However, the
management highlighted cooperation between departments in order to benefit from
multifunctional ideas and innovations. Hence, the “Structure” factor at ROL was
negatively affected to a slight extent.

5.2.5 Availability of Means

This evaluation is based on the theoretical arguments that:

a. Firms with financial resources for trying out new ideas will have more inno-
vative ability.

b. Firms with better systems for education and training of employees will have
more innovative ability.

Liljas: Liljas remained very profitable during the period of rapid growth and allo-
cated a lot of resources for refining technology and processes. Furthermore, there
were never any problems with insufficient resources for trying and developing out
new ways of doing things. This was most likely signalled to the employees that re-
sources were available for new innovations to be implemented. Regarding education
and training this was performed to a larger extent as a requirement of the new tech-
nology that was acquired. Moreover, maintaining a well-educated work force has
been a goal at Liljas, which manifested itself when the company in year 2001invested
500 000 SEK in education of employees. Thus Liljas still had during the rapid growth
period financial resources for trying out new ideas and maintained its education and
training for employees. This indicates that Liljas’ “Availability of Means” factor was
not negatively affected.

59



Analysis

Mipac: At Mipac development and new ideas were primarily orchestrated by the
firm’s technological department, headed by the technical manager. Since the focus for
Mipac at this time was to develop the firm it never decreased the amount of resources
directed towards these activities. Thus, in Mipac as in Liljas, this indicates that man-
agement clearly showed for its employees that resources were available for imple-
menting innovations. Regarding education and training of employees the firm con-
tinued with continuous cultivation of employee competence and especially regarding
those that became technicians or was promoted to managers. Hence, there are, as in
Liljas, no indications that the “Availability of Means” factor was negatively affected
in Mipac.

Proton: Proton did not have any time or resources to educate the newly hired em-
ployees to any larger extent during the period of rapid growth, which might be one
major reason for the experienced problems with quality and productivity. Further-
more, since all resources was spent on increasing productivity in terms of additional
product lines and more employees, little attention was directed towards trying out
new ideas. Hence, this indicates that the employees in Proton got signals that the
company did not have available resources to implement new innovation. Addition-
ally, the fact that Proton decided to establish a Research and Development depart-
ment after the period of rapid growth indicates that the firm did not consider its cur-
rent situation as a good breeding ground for new ideas during the rapid growth. No
means for implementing new ideas and no time for education consequently brought a
strong negative affect on the “Availability of Means” factor.

Burseryd: At Burseryd education and training of new employees was important dur-
ing the rapid growth phase, which was a task performed by the more experienced
workers. Regarding resource allocation, trying out new ideas is crucial for most ac-
tivities at Burseryd and this was realized by the management. Furthermore, since the
firm remained profitable during the rapid growth period, there is no indication that
less amounts of resources was spent on trying out new ideas. Thus, the there are no
indications that the “Availability of Means” factor was not affected negatively in
Burseryd.

ROL: ROL was required to spend a lot of resources trying out new ideas since the
focus of the firm was to compete with unique concepts where almost every individual
sale led to unique problems and customization. Hence, as the cash flow was highly
positive there are no indications that less resource were spent on trying out new ideas
as a consequence of the rapid growth. Moreover, the fact that education that was car-
ried out on a continuous basis and that the amount of resources spent on innovation
was continued, signals a non-negative impact on the “Availability of means” factor in

ROL.
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526 Network Economies

This evaluation is based on the theoretical arguments that:

a. Firms with more cooperation with customers will have more innovative abil-
ity.

b. Firms that cooperate more with external knowledge partners will have more
innovative ability.

Liljas: Liljas interaction with customers except for Ericsson was maintained at the
same degree. However, as Ericsson decided to focus more on its own Research and
Development Department in order to develop its products, Liljas cooperation with
Ericsson decreased. Since Ericsson was Liljas’ major customer this indicates that co-
operation with customers decreased to some extent. Regarding external knowledge
partners Liljas continued to work closely with research institutes and material suppli-
ers during the rapid growth. Hence, at Liljas the “Network Economies” factor was
negatively affected only to a slight extent.

Mipac: As the new technological and production manager were hired in order to de-
crease the workload of the CEO, who previously had been responsible for all cus-
tomer contact. This indicates that Mipac was able to maintain the same extent of cus-
tomer cooperation as before. This argument is further fortified by the fact that the
firm was able to attract more high demanding customers regarding cooperative abil-
ity. There was previously to the rapid growth phase no close cooperation with exter-
nal knowledge partners at Mipac. Hence, regarding the factor “Network Economies,”
there are no indications that it was negatively affected.

Proton: The time Proton spent with customers decreased to a large extent during the
rapid growth. This due to the fact that the number of customer decreased drastically
and that Ericsson did not express any need for product development but primarily
demanded increased productivity. Furthermore, Proton’s interaction with research
institutes was non-existent during the rapid growth due to time-constraints. Hence,
there are strong indications that at Proton the factor “Network Economies” was af-
fected negatively to a large extent.

Burseryd: Burseryd did not have any interaction with research institutes before or
after the rapid growth period. Furthermore, the CEO clearly stated that due to time
constraints, time spent with customers was decreased but made more efficient. How-
ever, making customer cooperation more efficient might indicate that problem solv-
ing and the possibilities for teaming up to find new innovations was compromised in
order to save time. Hence, there are indications that the factor “Network Econo-
mies” was affected negatively to some extent at Burseryd.

ROL: At ROL, more managerial positions dealing with customer contacts was cre-
ated that indicates that the firm’s cooperation with customers did not decrease. Re-
garding external knowledge partners, the fact that ROL consulted several external
experts regarding new materials and technology indicates an increased awareness of
the importance of using external knowledge partners. Hence, there are no indications
that the factor “Network Economies” was negatively affected.
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5.2.7 Company Characteristics

This evaluation is based on the theoretical arguments that:
a. Firms with more modern technology will have more innovative ability.
b. Firms with a wider scope of activities will have more innovative ability.
c. Firms with a more complex product design will have more innovative ability.

Liljas: The customer demands of Liljas were, and still are, producing products with
high safety and quality features. This forced Liljas to maintain a frequent update of its
technology during the period of rapid growth. The scope of activities increased dur-
ing the rapid growth period through more products produced to existing customers.
Moreover, the fact that Liljas continued to have a low number of direct competitors
in its attractive segments indicates that the company’s products maintained to have a
complex product design, hard to imitate. Thus, Liljas period of rapid growth did not
result in any noticeable negative affect on the “Company Characteristics” factor.

Mipac: At Mipac, the management’s ambition to update the firm and make it more
modern was maintained during the period of rapid growth. Furthermore, these in-
vestments increased Mipac’s flexibility to change its scope of activities that also paid
off in terms of several new customers ordering very different types of products. Addi-
tionally, the new products produced at Mipac were of a more complex nature. Thus,
there are no indications that the “Company Characteristics” factor was negatively af-
fected.

Proton: In Proton, the updated technology and the knowledge how to use it, was a
major factor for its rapid growth. Moreover, as Proton adapted a full focus on Erics-
son, its other customers were ignored leading to a decrease in the scope of activities
carried out by the firm. In addition, there are some indications that Proton’s prod-
ucts were considered less complex since the number of competitors increased over
time. Thus, due to the fact that Proton worked with updated technology but had a
narrow scope of activities and a low degree of complexity of its products, this indi-
cates a strong negative impact on the “Company Characteristics” factor.

Burseryd: In order to work with high quality and complicated materials, Burseryd
had to have updated technology at all times. Furthermore, Burseryd as well as Liljas
did not pursue a full focus on Ericsson and hence did not let go of any customers.
Hence, the scope of activities did not decrease. As in Liljas and Mipac, Burseryd’s
products were highly complicated and hence difficult for competitors to imitate. This
manifested itself in the fact that the number of competitors having the specialization
as Burseryd did not increase. Thus, these facts indicate the “Company Characteris-
tics” factor in Burseryd was not negatively affected.

ROL: The technology used at ROL was updated continuously during the whole pe-
riod of rapid growth. Further, the firm’s scope of activities increased during this pe-
riod as a result of the fact that ROL became a supplier of unique solutions for highly
diversified customers with different requirements and problems. This fact also indi-
cates that that the company’s product became more complex over time. Thus, the
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“Company Characteristics” factor in ROL was, as well as in Burseryd, Mipac and Lil-
jas, was not negatively affected.

The results of this evaluation are summarized in Appendix D and are also illustrated
according to The Wheel analogy in the following part.

5.3 Rapid Growth’s Affect on Future Development

5.3.1 Liljas

Figure 5-1 Decrease in innovative ability in Liljas.

Liljas experienced rapid growth in relative terms, but this is not reflected in the actual
increase in number of employees. Furthermore, Liljas seems to have experienced
growing pains to a very small extent and there are no indications that a lot of strate-
gic decisions were taken as a consequence of those that did emerge. However, as
shown above, those strategic decisions that were taken due to the rapid growth de-
creased Liljas’ innovative ability, at least regarding those factors that were examined.
Thus, the period of period of rapid growth led to a negative impact on the firm’s in-
novative ability, even though this affect seem to have been rather modest. When con-
sidering Liljas development after the studied period of rapid growth, the firm was
able to recover very rapidly from the substantial decrease in sales to Ericsson. Fur-
ther, Liljas has during the recent years maintained a strong growth by keeping exist-
ing customer and attracting new ones. Thus, the rapid growth phase at Liljas do not
seem to have decreased their ability to remain competitive or deal with fluctuations
on the markets they are operating in, explicitly their ability to grow in a long term
perspective was not deteriorated as a result of the rapid growth period.
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5.3.2 Mipac

Figure 5-2 Decrease in innovative ability in Mipac.

Similar to Liljas, Mipac did not show any signs of severe growing pains during the
phase of rapid growth. The number of strategic decisions taken during this period
was however slightly higher than in Liljas, which at least partially could be an affect
of the fact that Mipac hired more people, that is, Mipac was more affected by grow-
ing pains related to “Instant Size”. When considering the change in innovative ability
at Mipac, there was a slight decrease regarding certain factors, as illustrated in figure
5-2. That rapid growth’s negative affect on Mipac was modest and is supported by the
fact that the firm has been able to successfully launch production of plastic packaging
to the food industry. These products have demands of high problem solving ability
and high quality standards. Hence, Mipac’s ability to remain competitive and to enter
new market segments did not decrease due to the period of rapid growth and conse-
quently not their ability to grow in a long-term perspective either.
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533 Proton

Figure 5-3 Decrease in innovative ability in Proton.

Proton was that firm in the study that in comparison to other firms experienced the
greatest degree of growing pains. The most severe growing pain seem to have been
the management’s “sense of infallibility” which made the firm misinterpret the sig-
nals from the market that the firm was operating in and guided the firm to make de-
cisions based on a short-term perspective. As shown in figure 5-3, these decisions led
to several changes throughout the organization that seem to have had a great negative
affect on Proton’s innovative ability. This argument is further fortified by the firm’s
development after the period of rapid growth since Proton has not able to perform
any product or market development that could have made up for the extensive de-
crease in sales to Ericsson. Furthermore, the fact that the firm during the recent years
have developed a Research and Development department is another indication of that
the innovative ability within the rest of the organization is not sufficient to sustain
competitive advantage and find new business opportunities. Thus, there are serious
signs of that the period of rapid growth in Proton decreased the firm’s ability to re-
new itself when needed and consequently also their ability to attain long-term
growth.
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5.34 Burseryd

Figure 5-4 Decrease in innovative ability in Burseryd.

Burseryd had, as Mipac and Liljas, a phase of rapid growth in relative terms (i.e. per-
cent), but in terms of increase in the number people employed the growth cannot be
considered as rapid. Particularly not in comparison to Proton and ROL which had an
explosive growth in actual number of employees. When further comparing the firm
with Liljas and Mipac, Burseryd seem to have been experiencing the most growing
pains, even though to a very slight extent. However, those strategic decisions taken at
Burseryd, as a consequence of the emerging growing pains, had a quite strong nega-
tive impact on the firm’s innovative ability, as shown above. The reason for this is
probably linked to the fact that the management allowed the firm to become rather
dependent on Ericsson, 1.e. a sense of infallibility. The fact the years subsequent the
rapid growth period was characterized by poor growth and no increase in the num-
ber of new customers supports the argument that there is a link between decreased
innovative ability and long-term growth.
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5.3.5 ROL

Figure 5-5 Decrease in innovative ability in ROL.

When considering the rapid growth phase at ROL the company had by far the high-
est growth rate, in actual terms of new employees and turnover. The fact that the
firm showed almost no signs of experienced growing pains during this period is quite
extraordinary, particularly in comparison with Proton’s situation. Furthermore, as il-
lustrated above, those strategic actions that were taken during the rapid growth did
not decrease the firm’s innovative ability more than slightly. The explanation for this
seems to be related to the long-term focus of the management in the early stages of
the rapid growth period. This manifested itself in strategic decisions regarding organ-
izational development focused on sustaining face-to-face communication through a
flat organization but with more managers and a strive to maintain the internal family
spirit. When considering the preceding years after the rapid growth phase there is
support for that the sustained innovative ability increased their ability to attain long-
term growth. This due to the fact that ROL has continued to grow steadily with sus-
tained profitability and also that the firm has been able to attract a large number of
new customers in several diverse segments.
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5.4 Rapid Growth’s affect on Competitive Advantage and
Renewal

This part of the analysis is based on the argument that the studied firms had sustain-
able competitive advantage over their competitors prior to their respective phase of
rapid growth. This, since none of entered their phases of above normal growth due to
a focus on low delivering customer value in terms of low price, which according to
several authors is an approach that only can lead to temporary competitive advantage
for SMEs (Porter, 1980; Hamel & Prahalad, 1990; Fisher, 1997). Instead the studied
firms’ respective period of rapid growth was initiated because they were able to dif-
ferentiate their products using their innovative ability: In Liljas, their rapid growth
phase was based on their extensive knowledge on how to use new materials. In Mi-
pac, their ability to enhance their competence regarding new technology and shorten
lead-times made it possible for them to attract new customers. In Proton, it was their
way of using existing knowledge and experience from previous business activities that
made it possible for the firm to become a major supplier to Ericsson. For Burseryd it
was their extensive knowledge on how to work with complex materials that was the
reason for the rapid growth. In ROL it was the firm’s ability to recognize what each
customer looked for and develop customized solutions that required extensive prob-
lem solving ability that spawned their phase of rapid growth. Hence the factors un-
derlying the success of the studied firms fits well with Barney’s (2002) requirements
for what conditions that have to be fulfilled in order to attain sustainable competitive
advantage. This since the firms’ innovative ability evidently created superior cus-
tomer value. It was furthermore relatively rare and hard or costly for competitors to
imitate since none of the firms expressed any signs of being under extensive pressure
from other actors in the market. According to Johnson and Scholes (2002) firms ful-
filling these requirements can yield benefits from first mover advantage that allows
them to further fortify their competitive advantage. Even though the study of the
firms in this thesis could not determine whether or not they had first-mover advan-
tages in the early stages of their rapid growth, there are at least indications that this
was the case at Proton. However, as Barney (2002) argues, a firm has to have an in-
ternal organization that understands the potential of a certain core competence in or-
der to attain sustainable competitive advantage. Otherwise the firm might not utilize
the competence properly and the causal ambiguity and complexity surrounding it
might be lost. The study of the firms in this thesis indicates that the growing pains
led to organizational change often imposed by managerial decisions. Hence there is
support for the argument of several authors; that firms that experience a period of
rapid growth often undergo a shift in how they approach strategy (Greiner, 1972;
Blombick & Wiklund, 1999; Sarasvathy, 2001).

Regarding the studied firms, this shift was most visible in those firms that seem to
have had the most short-term perspective on future development and that had no
clear strategic goal determining which resources and competences they sought to at-
tain. The behaviour in Proton and Burseryd is similar to what Sarasvathy (2001) con-
siders to be effectual reasoning, where firms’ available means allow certain strategic
goals to appear. In Proton this manifested itself in that their original facilities, em-
ployees, and competences were found suitable for pursuing a new focus on becoming
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a major supplier to Ericsson. Burseryd did not seem to have had any clear strategic
goal prior to their rapid growth other than that they were supposed to make highly
advanced products for the Swedish manufacturing industry. That both Proton’s and
Burseryd’s strategy became highly focused on being suppliers to Ericsson further in-
dicates a shifts towards a more causal strategic approach (Sarasvathy, 2001). The other
firms in the study showed indications that they prior to their respective period of
rapid growth already had a causal approach to strategy, which seem to have guided
them regarding the strategic decisions taken that had an impact on their innovative
ability. Hence, they remained focused on being differentiated and on delivering cus-
tomer value in terms of product features (Zeithaml, 1998). Or in other words; Liljas
remained focused on using their knowledge and experience of working with new ma-
terials; Mipac continued to develop itself to become more attractive for customers
that demanded high quality and short lead-times; and ROL enhanced their ability to
create unique concepts that required a large extent of problem-solving.

Furthermore, Proton and Burseryd that indicated a more effectual approach to strat-
egy prior to their rapid growth, seem to have become more focused on fitting their
activities and organization in a way not suitable for differentiation or ability to attain
renewal. This since they became very influenced by fluctuations in the market seg-
ments they were operating and that their success and failure was strongly linked to
the situation for their main customer, Ericsson. Hence, they became ‘locked in’ as a
result of the impact of success and rapid growth (Porter, 1980). In Proton this is more
evident since the firm became more focused on becoming a cost leader during their
rapid growth phase, which according to several authors is very inappropriate for dif-
ferentiated SMEs in order to attain renewal and long-term growth (Hamel & Praha-
lad, 1991).
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6 Conclusions and Discussion

This chapter presents the final conclusion that is based upon the research objectives of the
study. Further, a discussion about the findings derived from previous chapter, implications
for management, reflections and suggestions for further studies are presented.

6.1 Conclusions

The purpose of this study has been to explore how rapid growth affects SMEs’ long-
term growth, from a strategic choice perspective. To be able to reach a conclusion re-
garding the purpose two research questions were examined:

1. How does rapid growth in SMEs affect their innovative ability?

2. How does rapid growth impact on SMEs’ innovative ability affect their ability
to sustain competitive advantage and renew themselves?

Considering the first research question, this thesis has reached the following conclu-
sion:

When weighing the results of the analysis of the studied firms, it shows that the
growing pains, often emerging in SMEs experiencing rapid growth, influence the or-
ganization to adapt itself to the increasing complexity and resource constraints in a
way that has a negative affect on the their innovative ability.

Furthermore, the studied firms and their relationship to the argument that rapid
growth affects SMEs’ innovative ability revealed the following:

e SME:s that experience rapid growth in relative terms (i.e. percentage), but not
to a large extent in actual terms (e.g. number of employees) seem to experi-
ence fewer growing pains; less impact on the organization; and less negative
impact on their innovative ability.

e SME:s that experience rapid growth in relative terms as well as in actual terms,
i.e. increase in number of employees and performed activities, seem to be sub-
jected to a greater risk of experiencing growing pains.

e SMEs that get too caught up with adopting their activities to the prod-
uct/customer that was the reason for the rapid growth tend to take strategic
decisions that seriously affect their innovative ability negatively.

The answer to the second research question is 7ot that clear. There were to many fac-
tors excluded from the study in order to fully determine the full extent of rapid
growth’s affect on SMEs and those findings was derived from the analysis could not
be judged as entirely valid. However, it is believed that it is conceptually meaningful
to state the results of the study since some interesting findings were discovered. With
this in mind, the analysis of the studied firms and how their ability to sustain com-
petitive advantage and renew themselves when experiencing rapid growth, indicated
the following:
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e There seem to be a relation between rapid growth’s impact on SMEs’ innova-
tive ability and SMEs’ long-term growth. In the study the companies with
largest negative impact on innovative ability faced a downturn the years after
the rapid growth. Furthermore, companies with only a slight negative affect
on their innovative ability continued doing well.

e SMEs entering a period of rapid growth without a clear strategic goal in mind
tend to make strategic choices that make them less suitable for pursuing dif-
ferentiation and hence deteriorate their ability to sustain competitive advan-
tage and renewal.

e SMEs that grow rapidly but with a clear strategic goal in mind tend to be able
to sustain their differentiation and be more suitable for long-term growth.

6.2 Discussion

During the analysis of the studied firms, this thesis has observed certain findings that
did not fall directly in line with the chosen purpose but are worthy of a separate dis-
cussion.

The fact that three of the companies in this study are family firms might be an expla-
nation of their strategic choices. Family run firms might be more eager to have a
long-term focus in order to sustain the firm within the owner-family, than for in-
stance a SME that is a subsidiary or business of at short-term minded owner. In this
study Liljas, Mipac and Burseryds all are family firms. The decisions taken by the
managers during the rapid growth period were all taken in the light of a long-term
focus, which might be a cause due to the fact that they are family firms. Moreover,
Proton’s rather short-term focus when adapting all of its production to Ericsson
could be explained by the fact that the firm is a subsidiary. Their parent company
might be able to work through having several SBUs with different generic strategies.
Hence, it seems likely that Proton’s parent company tried to squeeze every penny
out of Proton’s opportunity with Ericsson.

As noticed in the empirical findings, three out of five companies’ rapid growth was to
a large extent dependent on Ericsson. Thus, was the rapid growth for these compa-
nies just luck as a result of being Ericsson’s supplier? However Ericsson typically de-
mands a lot of their suppliers in terms of high quality and problem-solving ability.
This supports the argument that it was not pure luck that made it possible for Pro-
ton, Liljas, and Burseryd to grow rapidly but rather because they possessed a large
amount of innovative ability.

Burseryd was not affected by growing pains to any large extent and could further
manage to sustain their innovative factors to a large degree. Still, the company had a
hard time to recover and find new business opportunities when Ericsson dipped in
2001. This could be the result of that the company did not search actively enough for
new customers, as the CEO of Burseryd stated that the company do not see a need
for active marketing but relies only on word of mouth.
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6.3 Implications for Management

Certain implications for management have been discovered through this study. These
implications aim to help SMEs to not lose their prospective for long-term growth
when undergoing rapid growth. To pursue a full focus on a growing product is very
tempting, yet not wise for long-term growth. Thus, working to adapt the whole or-
ganization exponentially to the growth and further for the future is the first implica-
tion. Hence, “Make today’s decisions with tomorrow in mind”.

The second implication is to avoid focusing all of the company’s resources and com-
petences to a growing product or product group. In order to grow in a long-term per-
spective, it is of high importance to successively work with new products or group of
products. Having a too large focus on a certain product or group of products seems
to be very dangerous in a long-term perspective. If the product or product groups
that the company relies on face a decline in popularity or a change in the dominant
design, a devastating situation will occur.

6.4 Reflections

The result from this study is based on a relatively small sample, thus no strong gener-
alizations can be made. Yet, the aim with the study was to try to generalize a theo-
retical reasoning, which resulted in a positive outcome. Further, the study has got a
high reliability and validity. In order to achieve high construct validity, this thesis
has interviewed two sources within each company. Moreover, the companies were
sent e-mail, containing information about the thesis and the questions, before the in-
terview in order to gain a deep understanding. Further, after the interview was con-
ducted, the key informants were sent the results and reviewed these in order to assure
that a fair picture was given. In order to attain high external validity, a maximum
number of cases were chosen. Five cases seemed to be best in order to simultaneously
gain a sufficient depth of the study when considering the time constraint.

A critique to the reliability of the study might be that the study is not deep enough.
First, some of the factors that were impossible to examine through a holistic view
were ignored. Second, in order to examine the innovation factors properly would
have required a more thorough study. This study would have included being in the
companies during the years of rapid growth in order to get a fair picture if the factor
determining innovative ability changed. Thus, the estimations regarding how the fac-
tors affecting innovation was changed might be seen as subjective. Yet, as the main
purpose is to see broad trends when comparing the companies, this study was inten-
tionally carried out this way.

Moreover, due to the strategic choice perspective of the study, the environment was
not taken into consideration. Thus, in the conceptual model of factors that deter-
mines innovative ability in SMEs, the environmental factors, innovation infrastruc-
ture and market characteristics, were not included. This can been seen a major cri-
tique against this study since the environmental factors has a major impact on SMEs’
innovative ability.

72



Conclusions and Discussion

Finally, since this thesis studied gazelles fulfilling the criteria stated by Dagens Indus-
tri (2005) none of the firms had a negative cash flow during their respective period of
rapid growth. This is however not the case in all other SMEs that experience a period
of rapid growth, which further limits the generalizations that can be made regarding
the conclusions of this thesis.

6.5 Directions for Further Studies

This study has examined how rapid growth affects SMEs’ long-term growth. Even
though several conclusions were reached, there are due to the small extent of research
on the topic several areas worth further investigation.

In order to get more comprehensive study about the affect on innovative ability a
study could be conducted by following two or more companies closely over a
long time. In this study the environmental factors could be included.

Since this thesis was conducted on manufacturing companies, a similar study
could be undertaken investigating service-companies.

This study was undertaken looking at SMEs with several different turnover- and
employee growth rates. Further studies could be more directed at investigating if
there is a critical “growth speed” where it is harder for SMEs to attain long-term
growth.

This thesis limited its research to firms that had a positive cash-flow during their
phases of rapid growth. Further studies could be performed regarding the affects
from rapid growth on SMEs ability to attain long-term growth, including firms
with different economic conditions during their rapid growth.
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Appendix A The VRIO Framework

Valuable? Rare? Costly to Exploited by Competi- Economic
imitate? organization? tive impli- performance
No - - No Competitive Below nor-
4 disadvantage ~ mal
Yes No - Com- Normal
petitive
Yes Yes No Temporary Above
competitive ad- narmal
vantage
M Sustained com- Above
etitive advan-  narmal
Yes Yes Yes Yes P

The Relationship Between the VRIO Framework and Organizational Strengths

and Weaknesses.

Valuable? Rare? Costly to
imitate?
No - - No
Yes No -
Yes Yes No
Yes Yes Yes Yes
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Appendix B Growing Pains

Growing Pains (Flamholtz, 1990)

1.

7.
8.
9.

Lack of time in order to accomplish tasks that are expected to be taken
care of. This result in stress and the employees are not comfortable with
their job situation.

The ‘lack of long-range planning’ or ‘putting out fires’. Short-term crises
must be handled before anything else and this consumes a lot of time.

The absence of coordination between the employees.
The lack of employees understanding what the goal of the firm is.

The feeling that the managers are not capable enough to take care of their
workload;

As a result, employees feeling that if they want to get something done they
have to do it themselves.

Meetings are felt to be a waste of time.
Plans that are made are not followed through sufficiently.

Some people feel that they do not really belong in the company.

10. The sales unit keep growing but profits are going nowhere.
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Appendix C Interview Questions

Below are those questions and pinpoints that were used as a guideline during the in-
terviews at the studied firms.

1. What was the cause of the period of rapid growth?

2. How was the organization affected by the period of rapid growth?

a.

f.

g.
h.

Employees
1. Burnt out
ii. Disaffection
iii. Type of workers employed
iv. Employee turnover
v. Shifts
vi. Willingness to take risks
Managerial structure
Vision and mission of the firm
Communication
i. Number of meetings
ii. Formal/informal
iii. Types of questions addressed
iv. Suggestions from employees.
Company culture
i. Family spirit
Internal training and education
Corporate strategy

Financial situation

3. How has the activities within the firm affected?

a.
b.

C.

Scope of activities
Outsourcing

Standardization
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d. Regulations
e. Specialization
f. Rotation of work tasks
g. Technological upgrades
h. Production break-downs and bottlenecks
4. What other changes emerged during the rapid growth period?
a. Competition
b. Customers
c. How new ideas were dealt with

d. Cooperation with external knowledge partners
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Appendix D Evaluation of Innovative Factors

No Dif- Affected Affected Affected
o ference | negatively to | negatively to | negatively to
Organizational Change a slight ex- some extent | alarge extent
tent
People Characteristics ROL Burseryd Liljas, Mipac Proton,
Strategy Liljas, Burseryd Proton
Mipac,
ROL
Culture ROL Liljas, Mipac Burseryd Proton
Structure Liljas Burseryd Proton
Mipac ROL
Availability of Means Burseryd Proton

Liljas,

Mipac,
ROL

Network Economies Mipac Liljas Burseryd Proton
ROL
Company Characteristics Liljas Proton
Mipac
Burseryd
ROL
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