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Foreword

This document presents the findings of a study carried out by the OECD Working Party on SMEs and Entrepreneurship (WPSMEE). It aimed at improving the knowledge of the links between growth and innovation factors in small and medium-sized enterprises (SMEs) in order to inform policy design.

The project was structured into two parts: the main body of the project focused on the relationship between growth, innovation and intellectual assets management in SMEs; and a project module analysed the financing for innovative and high-growth SMEs and also examined the availability of comparable data on business financing.

The research involved:



	Country studies prepared by research teams, investigating the link between high growth and a number of drivers, including innovation, business practices, networking, intellectual assets management and financing.

	A policy survey among WPSMEE member countries and observers to collect information on government programmes that foster enterprise growth, in particular SMEs.


The study benefited from the collaboration and substantive input of several researchers and experts: Richard Seymour and Caterine Federspield (Australia); Shunji Wang (Canada); Michail Pazour, Ondrej Pokorny and Zdenek Kucera (Czech Republic); Soile Kotala, Seliina Päällysaho and Jari Kuusisto (Finland); Nadine Levratto (France); Giovanni Foresti, Frabrizio Guelpa, Virginia Tirri and Stefania Trento (Italy), Chitoshi Koga, Kenji Kutsuna, Yukiko Saito, Iichiro Uesugi and Tadanori Yosano (Japan), Geritt de Wit and N.G.L. Timmermans (Netherlands); Miguel Gonçalves (Portugal), Xavier Sáez, Joaquim Solà, Montserrat Termes (Spain); Paul H. Dembinski, Christian Cantale and Frédéric Quiquerez (Switzerland); Abdessalem Mansour (Tunisia); and Juan Llisterri and Jaime García Alba (Inter-American Development Bank).

This document is composed of two parts. Part 1 presents the synthesis report of the study and was prepared by the OECD Secretariat (Mariarosa Lunati, Yasuhiko Yoshida and Jorge Galvez-Mendez). Claire Massey, Martina Battisti, Tanya Jurado and Martin Perry (New Zealand), and Patti Poole and Roger Wigglesworth (New Zealand) contributed respectively to Chapter 1 and Chapter 2. Laurie Moore prepared the document for publication.

Part 2 contains a selection of country studies prepared by the national research teams who participated in the project.
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Executive Summary

At a time when policy makers are pooling efforts to restore growth and overcome the global economic and financial crisis, attention goes to those firms that by their extraordinary growth make the largest contribution to net job creation, despite typically representing a tiny proportion of the business population. These firms are called “high-growth firms” or “high-impact firms” and play an important role in contributing to economic growth. The spectacular success of several well-known new ventures in technological fields, which in little more than a decade jumped from start-ups to top international businesses, has pointed to innovation as a key factor in the high growth of firms. With their presence in the economy considered promising for the creation of more jobs and innovation, interest in high-growth firms has risen among policy makers. The current policy debate is therefore focussing on the factors that can be leveraged and the appropriate policies, if any, needed to create more high-growth firms.

While there is extensive theoretical and empirical literature on firm growth, including small firm growth, research that specifically examines the role of innovation in accelerating growth is relatively rare. This is partly explained by a different focus, with more literature concerning the patterns of firm growth (i.e. random processes versus sizedependent processes), as well as the scarcity of longitudinal databases that allow the growth of a firm and its innovative activities to be tracked at the same time. The present study looks at these questions through empirical analysis. In light of the complexity of the growth phenomenon, the project’s research strategy was based on a combination of research methods. Seventeen ad-hoc studies were conducted by national research teams in various countries to complement insights from existing literature. The following points summarise the main conclusions.

High growth represents a transitory phase in the life of an enterprise. High growth is an exceptional event that can occur in the life of virtually any enterprise. It is not a characteristic of a specific subset of firms (i.e. those that are young, with an educated managerial staff, in high-tech sectors, active in international markets, etc.), but a state, normally temporary, of a firm. This has important policy implications, in terms of who or what should be the target of policies to promote high firm growth.

High growth is the result of a mix of factors and it is normally not to be ascribed only to one reason. Yet, growth ambitions are critical. Most firms do not wish to grow, especially in employment, even under favourable macroeconomic conditions.

High growth can be a disruptive event for a small firm, because of the sudden pressure on managerial, financial and technical resources. Empirical analysis points to a possible trade-off between high-growth and survival.

Certain country studies find a correlation between innovative activities of enterprises and their high-growth, although the direction of causality was not elucidated by the regression analysis carried out.

There is not a generalised credit rationing problem among innovative and HGSMEs. The situation concerning the finance of innovative and HGSMEs appears to be country specific. The findings also seem to be dependent on the type of source on which the studies are based; in particular business surveys point to credit rationing or insufficient access to equity capital. However, studies that complement business surveys with other administrative data do not confirm the hypothesis of credit rationing. There is certainly an issue of scarcity of data and cross-country comparability in the area of SME financing that limits research.

Overall, it seems difficult to identify, at start up, firms that will grow faster based on a list of common characteristics. Therefore, an appropriate policy strategy would be to create the conditions for any firm to become high growth or experience one or more periods of rapid growth. The empirical work suggests that governments who aim at developing or realising the growth potential of enterprises should consider a policy approach that encompasses the following elements:



	Focus on improving the business environment, in particular by removing obstacles to growth and addressing disincentives to growth present in the regulation (for instance, administrative obligations related to entering a larger class size of the firm).

	Encourage entrepreneurial attitude in order to stimulate more growth ambitions in new and existing businesses.

	Support the provision of training in young and small enterprises, especially to facilitate the development of the management skills necessary to cope with the pressures on human, technical and financial resources created by the growth of the firm; and to acquire a culture of change that appears as a key element in the management of a growth process in a business of any age and size.

	Improve, when necessary, access to debt and equity finance for new and small firms in particular to fund investment in research and development and the acquisition of non-tangible assets. In the same way, the valuation of intellectual property and intangibles and their use as collateral for loans should be promoted.

	Promote innovation and internationalisation activities of new and small firms for their potential role as factors of enterprise growth, particularly when combined with other factors such as ambition to growth.


When these recommendations are confronted with actual policies implemented across OECD member countries, a difference in focus emerges. A survey carried out among members and observers to the OECD Working Party on SMEs and Entrepreneurship (WPSMEE) collected information on the policy measures implemented to stimulate enterprise growth, especially small and medium-sized enterprise (SME) growth.

Whilst the improvement of the business environment is a relevant aspect in the policy toward growth of many countries, most of the initiatives used to promote the growth and high-growth of firms rely on the facilitation of access to finance and the support to R&D and innovation. As argued, policy initiatives in these areas, though critical, need to be matched with support to training and skill upgrading in new and small firms, and with the encouragement of growth ambitions.

A few programmes exist in member countries that specifically target firms with growth potential, with a view to making them larger and more successful. Most of these programmes are recent and an in-depth evaluation of their impact and effectiveness has yet to be done. Provided that they are not the only policy tool designed in a country for the promotion of high-growth firms, these initiatives can be important parts of the broader policy approach to firm growth.




Part I

Addressing the needs of high-growth enterprises





Chapter 1

What powers high-growth enterprises?

This chapter presents an overview of empirical literature on high-growth enterprises. It reviews findings on the relationship between innovation and fast growth as well as the factors affecting this relationship. The chapter also presents evidence on the activities and experiences of high-growth and innovative SMEs in accessing finance.



Introduction

Recent economic studies have alerted policy makers to the importance of high-growth firms, in particular as job creators. One review of the literature (Henrekson and Johansson, 2008) makes it clear that, despite many differences among these studies regarding measures of growth, time periods, industries, firm sizes, firm ages, methods of analysis and geographical coverage, they all concur that a small number of rapidly growing firms generate a disproportionally large share of – or indeed, all – net jobs compared to non-high-growth firms.1 The two researchers remark that although most of the studies do not distinguish between organic growth (“internal growth”) and acquired growth through mergers and acquisitions (“external growth”), the results for net job creation do not seem to change whether organic growth or total growth is studied.

In fact, only a few small and large firms are effectively high-growth enterprises. Better familiarity with these firms would allow policy makers to develop appropriate approaches to maximise the chances of potential high-growth firms to develop.

This study investigates the links between high growth in SMEs and a number of factors thought to help determine that growth – notably the firm’s ability to innovate and manage intellectual assets, its networking activities and its business practices. It also looks at how high-growth SMEs and innovative SMEs finance their development and/or innovation projects. It does not, however, enter into the debate over the size of the impact of high-growth firms on employment or who, between small and large firms, makes the most significant contribution to employment.


Defining and measuring innovation

The starting point for measuring the impact of innovation is to establish an agreed definition of that word. Broader definitions employ the notion of novelty – whether something is new to an enterprise, an industry, an economy or even the entire world. Clearly, an activity that introduces something new to an established enterprise will be far more commonly encountered than one that introduces something “new to the world”.

Another approach is to classify innovation in relation to the activity within the firm that it impacts upon. The OECD-Eurostat classification of innovation makes a distinction between “product”, “process”, “marketing” and “organisational” innovation (Box 1.1), but also characterises innovation in relation to the degree of novelty.


Box 1.1. The Oslo Manual: Definitions of innovation

The OECD-Eurostat Oslo Manual: Guidelines for Collecting and Interpreting Innovation Data, Third Edition (OECD, 2005) differentiates four types of innovation: product, process, organisational and marketing. The first two are defined in the following way



	A product innovation is the introduction of a good or service that is new or significantly improved with respect to its characteristics or intended uses. This includes significant improvements in technical specifications, components and materials, incorporated software, user friendliness or other functional characteristics.

	A process innovation is the implementation of a new or significantly improved production or delivery method. This includes substantial changes in techniques, equipment and/or software.



Marketing and organisational innovations cover activities excluded from the above definitions – in particular, innovation activities where the technological dimension does not play a central role. They are defined as follows



	
Marketing innovation involves significant changes in product design or packaging, placement, promotion or pricing. (Design refers to product form and appearance; those changes do not alter the product’s functional or user characteristics).

	
Organisational innovation has to do with a firm’s business practices, workplace organisation or external relations. For example, new practices could improve learning and knowledge sharing within the firm (establishing databases of best practices, lessons and other knowledge; introduction of management systems for general production or supply operations, such as supply chain management, business re-engineering, lean production and quality management).



The Manual observes that the first two types and second two types of innovations tend to be positively correlated: firms that introduce more new products and/or processes are more likely to implement organisational and/or managerial changes as well. It also distinguishes three concepts related to the degree of novelty of an innovation:



	
New to the firm indicates the diffusion of an existing innovation to a firm

	
New to the market refers to the development of an in-house innovation new to the market

	
New to the world refers to the development of an in-house innovation new to the world



Information on the degree of novelty can be used to identify the developers and adopters of innovations.



In the past, attention had mostly been given to product and process innovations, the measurement of which is less complex. The more recent focus on marketing and organisational innovations is particularly important for research on firm performance, especially when dealing with service enterprises. This is because many areas of the service sector exhibit high levels of innovation and productivity growth, frequently associated with IT-driven changes in organisation, delivery and variety. That focus notwithstanding, existing studies still centre mainly on product and process innovations, due to data availability.

At the level of the firm, innovation definitions typically pass through a binary filter: enterprises are classified simply as either “innovators” or “non-innovators”. A few argue that there needs to be at least three categories: those that have attempted to innovate and been unsuccessful in their innovation efforts; those that have tried and succeeded; and those that have not tried (Audretsch, 1995; Freel and Robson, 2004). This refinement of the usual dual categories is based on the observation that firms that make no effort to innovate tend to outperform those that have tried but are unsuccessful in their efforts. Recent OECD work has developed new indicators of innovation by firms which allow to distinguish different types of innovative enterprises, for instance according to the novelty of their innovations or whether they engage in collaboration to innovate. This type of information is of great value for policy design (OECD, 2009).

A related concern is the time lag between adoption of an innovation and that innovation’s impact on growth. A number of researchers note that this time dimension should be incorporated into all investigations on the topic. However, even those studies that do attempt to assess the impact of time often fail to do so because the research does not allow sufficient time for the firms to capitalise on the innovation. This is not surprising, given the suggestion that it may take from five to ten years for the impact of innovation to be observable (Symeonidis, 1996). On the other hand, if a lag is accommodated, it introduces the possibility of complicating the research as additional influences affecting the outcome may be introduced.




Defining and measuring high growth

In terms of distinguishing high-growth firms from others, two basic attributes are usually agreed upon: there should be a strong growth in size (usually measured by numbers of employees within the firm), and this growth should be over an intensive period, so that “high growth” results in an observable and pivotal transition within the enterprise.

The Eurostat-OECD Manual on Business Demography Statistics (2007) recommends measurement of high-growth firms based on employment and current turnover (Box 1.2).


Box 1.2. The OECD-Eurostat definition of high-growth firms

The OECD-Eurostat Manual on Business Demography Statistics (2007) recommended the following definition of “high-growth enterprises”:

“All enterprises with average annualised growth greater than 20% per annum, over a three-year period, and with ten or more employees at the beginning of the observation period. Growth is thus measured by the number of employees and by turnover”.

The recommended definition of “gazelles” is:

“All enterprises up to five years old with average annualised growth greater than 20% per annum over a three-year period, and with ten or more employees at the beginning of the observation period”.

Note: As the two definitions are based on thresholds of growth, enterprise size and growth period, the OECD Entrepreneurship Indicators Programme has coordinated work with volunteer countries to test different thresholds; see Ahmad and Petersen (2008).



The above definitions do not take account of differences in growth rates between industries. It is important, however, to measure growth relative to industry peers. An example comes from Spanish research on the link between innovation and employment change in Spain based on data for 1998-2000 (Jaumandreu, 2003). During this time of rapid growth in Spain’s economy, manufacturing enterprises averaged sales growth of 10% while service enterprises averaged 12%. Also, recent research aimed at investigating the OECD’s definition of high growth as it relates to Italian firms points to the fact that an equal number of employees (for instance ten employees) has a different economic significance according to the sector of economic activity (Cella and Morrone, 2008). The employment average, which in Italy is below the threshold of ten employees for almost all economic activities, varies greatly from sector to sector.

Moreno and Casillas (2007) provide an alternative to the OECD approach: they define high growth simply as a three-year growth rate of more than 100% above the sector median. This approach removes the difficulty of a variation of sector growth rates.




How many firms are high-growth?

In any country, high-growth firms represent a small percentage of the overall number of firms. According to the data collected by the OECD-Eurostat Entrepreneurship Indicators Programme following the OECD definitions, these firms represent on average around 3-6% and 8-12% of the total business population respectively when growth is measured by employment (Figure 1.1) and by turnover (Figure 1.2).2 Enterprises appear to grow faster in terms of turnover than of employment. This is especially the case in manufacturing industries, while in the services sector – where high growth is, again, more prominent in turnover than in employment – the difference between the two measures is much smaller (OECD, 2009).

The number of young high-growth firms, the “gazelles”, is also very small in all countries. The gazelles represent on average less than 1% (by employment) or 2% (by turnover) of the total population, and less than one-fifth of high-growth enterprises. Compared to longer-established high-growth enterprises, however, the share of gazelles over the total population of enterprises (with more than 10 employees) appears more heterogeneous across countries. Nevertheless, the main trends regarding high-growth enterprises also apply to gazelles. First, gazelles are higher in number when high growth is defined in terms of turnover rather than employment. Secondly, high growth in young manufacturing firms is more likely to occur in terms of turnover, while in services high growth in gazelles occurs in terms of both employment and turnover (OECD, 2008).

It is important to underline that Figures 1.1 to 1.4 show aggregate numbers of high-growth firms, and do not distinguish between large firms and SMEs (excluding firms with less than ten employees, according to the OECD definition of high-growth firms).3


Figure 1.1. Share of high-growth enterprises (employment definition), 2006
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Source: OECD, 2009: Measuring Entrepreneurship. A Collection of Indicators. 2009 Edition.





Figure 1.2. Share of high-growth enterprises (turnover definition), 2006
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Source: OECD, 2009: Measuring Entrepreneurship. A Collection of Indicators. 2009 Edition.





Figure 1.3. Share of gazelles (employment definition), 2006
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Source: OECD (2009): Measuring Entrepreneurship. A Collection of Indicators. 2009 Edition.





Figure 1.4. Share of gazelles (turnover definition), 2006
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Source: OECD, 2009: Measuring Entrepreneurship. A Collection of Indicators. 2009 Edition.









Overview of empirical literature


Innovation and high growth

This section4 presents an overall review of current knowledge on high-growth SMEs and innovative SMEs. It is primarily a literature review drawing on existing research work on the various topic areas relevant to the project, with a particular focus on recent empirical studies at the national or comparative level.

The task is a challenging one, for a number of reasons. Firstly, while previous empirical work by the OECD (2002) found a positive relationship between innovation and high growth in small firms in a group of member countries, there is a lack of empirical data that would support this conclusively. Secondly, it is difficult to compare the studies that do exist because they are based on definitions that are not harmonised (e.g. high-growth firms, innovation, SMEs) and/or data that are not comparable. Thirdly, the effects of innovation at firm level may have consequences that can be seen as both positive and negative. For example, higher levels of innovation (a positive) may lead to fewer people being employed in a firm (a negative). Despite those three difficulties, some recent studies have effectively synthesised the existing knowledge base on the topic and so are in a position to provide recommendations for policy makers. These recommendations are an important basis for future work on this topic, which – it is hoped – will address some of the problems identified above.

Innovation is a key driver of economic growth, a fact reflected in the way governments fund or sponsor programmes designed to encourage innovation at the firm level. The rationale for such support seems well established: in a number of countries, encouraging innovation has been positive for the economy as a whole – i.e. by increasing levels of GDP and/or employment, two measures commonly used as a proxy for economic growth. However, the same cannot necessarily be said of individual enterprises, where adoption of innovations may in fact reduce employment. Similarly, adoption of an innovation may not stimulate enterprise growth, especially if it is merely a substitute for past activity or if it is imitated by competing enterprises within a short time frame. Exceptions to this (i.e. where individual enterprises have experienced high growth) are often cases where processes which offset substitution and/or imitation have been weak or absent. In situations of this sort it is also not clear if the rapid growth is a consequence of the strength of the innovation or the absence of processes that reduce the scope for firm-level growth.

The innovation-growth relationship can be studied both in terms of innovation’s own role, and for its importance relative to other potential sources of high growth. It is important to separate these two issues: even if there is a strong link between innovation and firm growth, public policy interventions might more effectively target other sources of rapid growth. When addressing the evidence, it is necessary to consider the different ways in which innovation and high growth have been measured, as this influences the results obtained.


The link between innovation and fast-growth SMEs

Studies of innovation’s effects on growth typically measure relative growth rates in enterprises that are classified as either “high growth” or “no growth” rather than in absolute terms. Often their focus is on the attributes of the high-growth enterprise and/or its owner (for example, in terms of the entrepreneur’s educational qualifications and business strategy) rather than on the specific act(s) that may lead to high growth (see Box 1.3).5 Finally, the link between high growth and innovation is not explored. While it might be argued that the link is inevitable, research has rarely been able to identify it. (One exception is OECD, 2002.)


Box 1.3. Who are the founders of business in high-growth industries?

A recent international study surveyed 549 company founders in a group of industries expected to be higher growth, namely aerospace and defence, computer and electronics, health care and services (computer services, engineering consultants, software and programming). Founders were asked detailed questions about their backgrounds, motivations and experiences in launching companies.

The findings show that entrepreneurs in the high-growth industries come typically from middle-class or upper-lower-class background, are well-educated and experienced. Also, they come from the existing workforce and are motivated to become their own bosses in a new venture. Many have significant work experience and a clear business idea that they want to commercialise. The researchers intend to continue the investigations of the formative factors that influence this group of entrepreneurs.

Source: Vivek et al., 2009



Among the few studies that explicitly address this link, Markides (1998) and Moreno and Casillas (2007) suggest that “pivotal transitions” do cause a significant change in an enterprise’s organisational and marketing capacities. In the case of wholly new ventures, rapid growth tends to suggest that the establishment has exploited a new technological or marketing opportunity that has not been detected previously, or at least not met adequately. In the case of established enterprises, it has been argued that changes in strategies, actions or behaviours are necessary to allow for a rapid concentration of growth.

In the framework of its research on innovation, the European Commission (2008) investigated the links between innovation and high growth firms (called ‘gazelles’) across a large sample of European countries (Box 1.4). Other research questions addressed by the study include: the co-operation behaviour of gazelles as compared to the other firms; the perception gazelles have of innovation obstacles; and the strategies gazelles use to protect their innovation, in comparison with the strategies of non-gazelles. The study finds mix empirical evidence in the existing literature on the relationship between innovation and firm growth, and supports the argument that firms can grow for a number of reasons, including the mere utilisation of market opportunities, and that innovation is not always a prerequisite for firm growth.

The conclusions of the cross-country analysis conducted by the EC study point to two distinct patterns in old and new member states regarding the relationship between innovation and high-growth firms. The study argues that high-growth strategies are dependent on the economic context of firms: the closer an economy is to the technological frontier, the more important innovation becomes as a factor of firm growth. Gazelles in countries close to the technological frontier (i.e. the old member states) have higher innovation inputs and outputs and higher probability to be in-house innovators instead of adopters, and derive much of their drive from the exploitation of comparative advantages stemming from their prevailing environment. While in countries close to the technological frontier, comparative advantages derive from novel and advanced knowledge and a high skilled work force, in catch-up countries (i.e. new member states) gazelles are instead much more export driven.


Box 1.4. Studying high growth firms and innovation: What data are appropriate?

A recent EC study investigated whether gazelles are more innovative than other firms. The study analysed firm-level data from the Third Community Innovation Survey (CIS3). The sample covered 20 EU countries (Austria, Belgium, Bulgaria, the Czech Republic, Germany, Denmark, Estonia, Finland, Greece, Hungary, Italy, Latvia, Lithuania, Luxembourg, Portugal, Romania, Slovakia, Slovenia, Spain and Sweden) over the period 1998-2000.

Firm-level data from the CIS3 provide detailed information on innovative firms, and this at an internationally comparable level. However, it is a cross-sectional dataset, while firm growth would be better understood through the analysis of longitudinal (time-series) datasets. With only one observation period (i.e. 1998-2000 in the specific case of CIS3), it is not possible to examine whether the high-growing firms identified continue to grow in the following period, or what did these high-growth firms were in the previous period. Also, there is a need to link together different types of firm-level datasets (for instance, innovation survey data with surveys on business practices, R&D surveys, administrative data on balance sheets, etc.) to gather a maximum of information about each firm.

The EC study recognises that “for most firms high-growth is a temporary phenomenon, and longitudinal data might provide greater insight into the beginning and end of the growth process in light of the life cycle of the firm or its products”.

Source: European Commission, Final Sector Report Gazelles, 2008.



Another study focuses directly on the link between innovation and growth in SMEs. Using data from a survey of 1 347 enterprises based in Scotland and Northern England, Freel and Robson (2004) examine the relationship between product and process innovation and three measures of growth – employment, sales turnover and productivity. This study incorporated a distinction between novel (new to industry) and incremental (new to the enterprise) innovations and reported results for manufacturing and service enterprises. While few significant associations were discovered, the researchers do find a positive relationship between novel product innovation and employment growth in service and manufacturing enterprise. Sales growth, on the other hand, is found to be negatively associated with both types of product innovation in the case of manufacturing. For incremental innovations, a positive association is found for service firm sales growth and productivity, but data for the other patterns tested are inconclusive. Freel and Robson acknowledge that their mixed results are partly counterintuitive, particularly in the absence of the connection between product innovation and manufacturing sales growth. They also acknowledge that their methods were unable to control the impact of “super” performers or underperformers in determining the strength of the associations sought, and this lessens the significance of their findings.

The relationship between firm performance and innovation is explored by the Australian Bureau of Statistics (2007) using linked firm-level data, e.g. innovation survey data augmented with information from other datasets including taxation data. The results show a positive relationship between innovation and firm performance, although the relationship is complex and varied depending on the dataset used, the industry sector coverage, and the performance measures used. Specifically, this study finds that labour productivity growth and innovation output show evidence of a positive relationship, although it is statistically weak and demonstrated only with respect to product innovations (regardless of firm size) and process innovations (particularly for medium-sized firms) but not for organisational innovation.

The influence of age and size on innovation and/or growth. While little literature addresses directly the relationship between innovation and firm growth, there is research that deals with the topic indirectly. The focus of that research is primarily the factors that influence whether a firm is innovative and/or high growth.

The first factor is firm age and size. Underpinning much of this literature is the “resource-based view” of the firm first postulated by Penrose (1959) and further developed by Barney (1991). The basic assumption of RBV is that a firm builds competitive advantage through the portfolio of resources it assembles. In the context of growth, this view argues that a firm can be seen as a set of resources – and that business growth can be explained through the availability of under-utilised resources (Penrose, 1959). Unlike other theories, the RBV emphasises factors inside the firm as the antecedents of growth and value creation. In particular, it sees certain resources as providing a competitive advantage – namely those that are valuable, rare and costly to imitate or substitute. More importantly, resources must be appropriately utilised to enable growth above the average of other firms in the industry (Pettus, 2001). This theory assumes that the indivisibility of resources is a particular phenomenon experienced by smaller enterprises and thus presents them with an unusual incentive to grow.

The “idle capacity” interpretation of firm growth has been linked to expectations that younger enterprises would be under a particularly strong incentive to pursue growth. Two alternative lines of argument have been proposed as to why this should be so (Moreno and Casillas, 2007, p. 74). The first is the “theory of learning” interpretation: younger enterprises will have higher growth rates than older enterprises because they have less understanding of the costs related to their activities and of how these costs vary over time. The insight of longer-established firms into the links between enterprise size and efficiency, on the other hand, is well developed and acts against the pursuit of growth. A similar argument is that new enterprises are characterised by a “liability of newness” because they have fewer opportunities to experiment with different resource combinations. In contrast, an entrepreneurial model of enterprise growth argues that young firms are more innovative, proactive and risk oriented than older firms; some emerge specifically to take advantage of a new opportunity.

Moreno and Casillas (2007) test these theories of enterprise growth with a dataset of 6 814 SMEs located in a Spanish region (Andalusia), using four years...
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