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SUSTAINABLE ENTERPRISES: CREATING GROWTH IN MID-SIZED COMPANIES

Alice J. de Koning, INSEAD
Daniel F. Muzyka, INSEAD

ABSTRACT

There have been many suggestions and prescriptions concerning the appropriate nature of
management practice in companies that are "growth oriented" and "self-renewing". Many of
these prescriptions come from research in larger organisations or organisations undergoing
transformation. These same suggestions regarding management practice are often
communicated as appropriate for the management of middle-sized companies hoping to maintain
and/or re-start growth. This research tests many of these prescribed management practices with
the managing directors of over 110 middle-sized businesses in Europe, to determine which of the
practices actually are associated with higher performing organisations. The results of this work
indicated that successful middle-sized businesses did not uniformly adopt the management
practices observed in the various case studies of "entrepreneurial firms".

INTRODUCTION

Research related to the question of "how to better ensure continuous growth and renewal
within organisations" has flourished over the last five years. In our own research, we have
investigated entrepreneurial organisations, transformations towards greater entrepreneurial
behaviour (e.g. Muzyka, Churchill & de Koning, 1996), and most recently entrepreneurial
behaviour in five German mittelstand companies (Muzyka, Brunninger & Rossell, 1996). To
gain insight into entrepreneurial processes and systems, we and others have relied on in-depth
case studies of companies that were successful at mobilising their staffs to be more
entrepreneurial or were clearly moving to greater success in this arena. With the exception of the
most recent German studies, most of the companies researchers have studied also tended to be
quite large. Notwithstanding this, the findings of the research have been prescribed for use by
managing directors in the mid-sized organisations. In this research project, however, we have
taken a set of suggestions regarding management processes in more "entrepreneurial"
organisations and set out to test them in the context of middle-sized companies. Presumably,
the suggestions made from prior work should be positively associated with company
performance.

This paper considers the managerial success factors which had been identified through the
case research, and tests them with a broader sample of 110 successful and failing medium-sized
firms. We developed a survey instrument, which requested data in five areas: management and
organisation, innovation, supply chain management, sales and marketing, and financial data and
other general company information. Questions regarding knowledge management, resource
allocation, organisational architecture and practice were embedded in these sections.

Our research goal was two-fold: first, we wished to test whether our own and other people's
conclusions about entrepreneurial organisations were biased by our "success" sample, and
second, we wanted to test whether the conclusions based on large companies would be equally
significant for middle-sized companies. Our dependent variable was financial performance,



controlling for the size of the companies when necessary. For example, we consider whether
teamwork processes and low hierarchical orientation are typical of all firms, regardless of their
success. In addition, even if these characteristics do, in fact, describe successful outcomes, we
hoped to identify more specific dimensions, which distinguished the use of these factors in the
different companies. This approach has led to some surprising and non-intuitive results,
suggesting that achieving sustained growth in mid-sized organisations may require different
managerial priorities than the literature suggests.

The paper is organised as follows. First we present our hypotheses, which were created
through an interactive process between the authors and the sponsoring organisation, a consulting
firm which undertakes projects aiding owner-managed and mid-sized business. Second, we
describe the methodology used, including the survey, sampling, gathering of public access data,
and multi-rater subjective measures of performance. Third, we present the results. Finally, we
conclude with a discussion of the results, including proposals for further work in this area.

LITERATURE REVIEW AND HYPOTHESES

The hypotheses which this project was designed to test, have been identified as five areas
relevant to management: knowledge management, resource allocation, organisational
architecture (hierarchy, centralisation, etc.), organisational processes (flexibility, teams, etc.),
and opportunity orientation. This "shopping list" of hypotheses is not driven by a consistent
theory of entrepreneurial organisations or sustainable growth; rather, the hypotheses draw from
many sources. (In the conclusion, however, we try to propose a more cohesive picture based on
the findings.) This section discusses six hypotheses, covering each area and giving some details
of the construct.

Opportunity Orientation

We have argued that sustainable growth is created when organisations are focused on
opportunities, not resources (Muzyka et al., 1995). The argument echoes Stevenson's (1973)
argument that trustees steward the resources, but promoters go after new opportunities.
Specifically, we would argue that in growth-oriented companies, employees have a stronger
orientation to getting new ideas from each other and from outside the organisation. On the other
hand, overall performance is unlikely to reflect a strong relationship to opportunity recognition,
because profitability can also be achieved through effective cost control while exploiting an
existing product line.

In preparing the study, we looked at the specifics of opportunity orientation as attitudes to
organisational innovativeness, sources of information for innovation projects, perceived
obstacles to launching innovation, and export orientation. These are mostly self-explanatory. Of
particular interest because it relates directly to identifying opportunities, is sources of
information. Burt (1992) argues that new information is more likely to be exchanged between
sources separated by structural holes. By implication, people outside the department or company
(particularly in smaller companies) should be a critical source of new ideas. One specific
implication of this theoretical argument from network theory, is that employees should work
closely with customers. This argument echoes von Hippel's finding that customers are frequently
the best source for innovation ideas (1978, 1986). If the company is opportunity focused, we
expected the top management would express satisfaction with the current level of innovation.
We also supposed that a company in survival mode would be forced to look for opportunities in
order to survive.

H1 :	 Organisations with a strong opportunity focus experience higher growth
performance.



H1 a: Organisations that gather new ideas from outside sources experience higher growth
performance.

Organisation Architecture

For many years, management scholars have argued that organisations should become less
centralised in decision-making, and thus exploit the knowledge of front-line employees (e.g.
Moss Kanter, 1989). In some cases, the argument relies more on improved motivation for
empowered employee; in others, the focus is on matching decisions to the main information
source. Whatever the precise mechanism, decentralisation is supposed to improve operations and
innovation through responsiveness to customers. Although our case research showed that
hierarchical structures continued to exist in entrepreneurial organisations, the organisations'
value systems would de-emphasise the role and inherent strength of the hierarchy. The 'new'
architecture is embodied in decentralised planning and organisational structure, and less directive
top management.

H2: Decentralised structures and processes lead to higher performance.

Organisational Processes

Our case studies showed that many entrepreneurial organisations had similar hierarchical
and divisional structures to other types of organisations. They differed more dramatically in their
organisational processes, however, encouraging a much more open sharing of information and
working across boundaries. In setting the survey, we focused on four elements: one, team
processes, two, openness to giving and receiving information and ideas, three, broad perspective
of employees (i.e. beyond a strict task orientation), and four, active relationship building with
customers. All these elements, we hypothesised, should assist the organisation in improving
innovation, and thus should have a major impact on growth. The impact on overall performance
we expected to be more ambiguous, because these generalised activities increase the slack (and
therefore costs) in the organisation.

H3: Organisational processes that include active employee involvement, with open
contact across the organisation and with parties outside, lead to higher growth.

The case research on entrepreneurial organisations suggested that teams play a critical role.
Use of teams also could be considered an architectural element that does not appear on
organisation charts, but is the structure of choice for achieving entrepreneurial projects. We
found that teams form and re-form as the tasks and issues change, allowing for a fluid "re-
structuring" according to the current needs. Thus, we expected performance to be enhanced by
flexible formation of organisational teams, cross-functional membership, and a general climate
of co-operation reflected in informal teams. Following von Hippel's findings (1986), we
expected growth through innovation to be reflected in employees working closely with
customers, regardless of whether team members were from R&D or sales. We also expected
teamwork to improve overall effectiveness, and thus contribute to overall performance.

H4: Use of co-operative teamwork leads to higher performance.

Knowledge Management

Knowledge management is growing more central to management education's prescription for
management (e.g. Nonaka & Takeuchi, 1995; Wikstrom & Normann, 1994). The broad literature
on this topic could generate endless hypotheses, but we choose to look more at the issue of
accessibility of knowledge and information in the organisation. Three elements, we believed,
were critical to achieving returns on knowledge. One, knowledge should be captured by the
organisation and not just remain part of an individual's private stock. Two, all information should
be available to a broad range of employees. Third, and more specifically, high customer



awareness should be promoted to increase knowledge of customers' perspectives. The contrary
hypothesis was that reliance on the hierarchy to communicate and disseminate information and
knowledge would limit growth potential. The survey was not designed to test the more complex
arguments about the transferability of knowledge, and the dynamics of tacit and explicit
knowledge (e.g. Hedlund & Nonaka, 1993).

H5: Effective management of knowledge leads to higher performance.

Dynamic Resource Allocation

Resource allocation has two aspects which are relevant to growth in organisations. Previous
research suggests that on the one hand, resources should be made available to explore new ideas
and projects, while on the other hand major investments are often required to bring ideas through
product development, production and market launch (see Belanger & McGrath, 1996). Taking
the first aspect, we note that one of the most compelling lessons from 3M case research is the
multi-staged and multi-sources of financial resources for new projects. It seems that any
potential innovator can shop around for funds, albeit small seed funding, to try out ideas, without
being funnelled into the main resource allocation and budget process. This funding flexibility
was reflected in other companies to a lesser degree. In contrast, for the second aspect, we agree
that it is logical that a strict budget planning process with limited opportunities for changing
expectations and allocations during the year would oppose the dynamic process of growth. Given
a competitive context of changing opportunities, the annual cycle seems too long and thus too
unresponsive to encourage the generation and early development of new ideas. Of course, the
cycle may be quite appropriate and sensible in later stage investments, where the organisation
must weigh the relative advantages of various ongoing projects and focus the major investments
in promising directions. These differing resource allocation requirements try to balance the need
to encourage creativity and ensure sufficient return on investments. Overall, we should find
strong support for flexible resource allocation processes.

H6: Flexible resource allocation processes lead to higher performance.

RESEARCH METHOD

For this study, we surveyed medium sized firms (150-2000 employees) in four countries
(U.K. Germany, Holland and Sweden), with the intention of testing the hypotheses generated in
earlier case research. The respondents were executive directors of the firms. The survey asked
for responses on a number of organisational systems and procedures and managerial practices, as
well as several performance measures (financial data covered the period 1992-1997). The
financial data was often left incomplete, and when supplied by the companies it varied in the
level of detail. To supplement the survey data, then, we used public data sources to confirm
financial and employment numbers (Amadeus database). The companies ranged from very
successful (i.e., "Where can I invest?") to failing (i.e., "Why haven't they declared bankruptcy
already?").

The statistical analysis was conducted in two stages. First, factor analysis was used to create
a reduced set of variables (we used principal component analysis with varimax rotation). If the
factors showed clear distinctions in the loadings of groups of variables, the factors were
interpreted and used in further analysis. If not, then the original responses were preferred for
further analysis.



Second, regression was used to test a series of hypothesis (OLS regression, weighted by
number of employees to control for scale effects where appropriate, WLS). When using growth
as the dependent variable, a control variable for the U.K. was necessary to eliminate the effects
of its economic cycle that differed dramatically from the other countries. For each model, we re-
confirmed whether weighting was appropriate, and then performed either weighted least squares
or ordinary least squares regression. When weighting was not used, employment still was used as
a control variable. Two different dependent variables were used: one, growth of sales of the last
5 years, and two, an average score from two independent judges who rated overall performance
based on all financial data. These variables were correlated at about .70, but as the measures
differed in orientation (growth versus overall) both were used in the regression tests. The
hypotheses were tested with a series of models, because a single model demanded too many
degrees of freedom for the data set. For some regressions, as few as 77 observations were
useable given missing values. The control models provide the basis from which we judged the
subsequent models. We consider a hypothesis confirmed if the model returned an improvement
in the R2 from the control model, with the caveat that the direction of causality is open to
question given the cross-sectional data.

FINDINGS

The study resulted in several unsurprising and some counter-intuitive results. The findings
are organised by hypothesis, reporting on the results for each dependent variable, and where
appropriate looks at alternative models. What emerged was strong support for knowledge
management and organisational processes, under the growth model. Using the overall
performance, we found strong support for organisational architecture and knowledge
management. A summary of the models and results is in the Appendix. Where possible, two
types of models were tested, one using factors created from all the relevant variables, and the
other using a reduced set of variables. Our concern was that some factors might be problematic
to interpret, and a reduced set of variables would perhaps provide a clearer picture. In fact, for
most hypotheses, the different tests had little impact. In the summary below, we usually report
only the factor model for the sake of brevity, and discuss the reduced set models when results are
different or richer interpretation is possible. The specific variables used in each model are
discussed below.

The control model with growth as the dependent variable gave an 18% adjusted R2,
significant at .0001 level. The weight estimation procedure confirmed that weighting for
employment was appropriate for this model. However, some models required no weighting, and
it is appropriate to contrast these results with an unweighted control model, which gave 15%
adjusted R2 (significance .001). In contrast, the independent judges apparently compensated for
the size and U.K. factors, because the control model for overall performance returned an
insignificant model (significance, .9691). Also, the weight estimation procedure consistently
rejected the use of employment to weight the models for this dependent variable.

Hypothesis 1, which argued that a pervasive attitude to opportunity was critical to growth,
was supported. Tests suggested that weighting was not appropriate for this model. This
hypothesis was supported for growth with .027 R2 over the unweighted control model, but not
significant for overall performance as hypothesised (growth: .177, .009; overall performance:
.047, .222). This model was the most complex tested with 10 factors, and a high number of
observations excluded because of missing values. A number of specific factors were significant
in the growth model. 'Managerial perception of organisational innovativeness' may signal
managerial hubris (standardised coefficient -.281, significance .012). Positive factors included
'use of information from conferences, consultants, and research institutes' (.175, .12), supporting
hypothesis 1A. The other significant factors were 'export orientation' (.173, .109), and 'focus on
survival' (.162, .145).



Hypothesis 2 argued for appropriate organisational architecture. This hypothesis was not
supported for the growth model, but was supported for overall performance using a reduced set
of variables. The growth model, using three factors summarising centralised planning,
decentralised or inclusive strategic processes and strong hierarchical structure resulted in
adjusted R2 .146 (significance .014, WLS). The overall performance model was likewise weak
(.002, .379). The alternative set of three variables was more promising as an explanation of
overall performance (.068, .037), though not for growth. Two variables (note, not factors) seem
important: 'planning for innovation' (std. coeff. 1 .252, significance .023) and 'decentralised
management' (-.222, .046). The variable focusing on just top management willingness to include
organisation in strategy building was not significant (.011, .997).

Hypothesis 3 argued that organisational processes were critical for growth. This hypothesis
was supported (.255, .0001, WLS). As expected, these organisational processes do not improve
overall performance (.001, .413). The difference in these results suggest that the organisational
processes were perhaps critical for achieving growth, but were either too costly or too sales
oriented to translate into more general profitability. Two factors were significant in the growth
model, 'R&D and sales staff visit customers' (std coeff .194, significance .064) and 'informal co-
operation across functions' (-.294, .009). The negative coefficient on informal co-operation is
counter-intuitive, and yet consistent with the results of the team processes model. Other factors
which were not significant were 'good at team work', 'cross-fertilization of ideas', and 'openness
to ideas from non-colleagues'.

Hypothesis 4 argued that team processes were critical for creating high performance in the
entrepreneurial organisation. The hypothesis was mildly supported with an adjusted R2 of .188
(significance .003, WLS) on the growth model, but not for overall performance. This support is
not convincing. Looking more closely at the specific model, we found strongest support for the
factor measuring 'working with customers' (std coeff .168, significance .122) and the variable
'cross functional teams are created informally' (-.165, .147). Other factors were 'customer
awareness', 'teams have fixed members and tasks', and 'style of top management team'.

Hypothesis 5 argued that knowledge management was a critical precondition that allowed
organisation members to recognise and pursue opportunities and thus improve performance.
This hypothesis received the strongest support, as it improved R2 for both dependent variables,
and for both the factor model and the alternative selected variables. The growth model with
factors as independent variables returned an adjusted R2 of .233 (significance .0001, WLS),
while overall performance showed .068 (.037). The most significant factor for growth (std coeff
.271, significance .011) can be interpreted as 'high level of information available' (from
customers, across the organisation and through the hierarchy). For overall performance, the
same factor is significant (.200, .051), and but counter-intuitively, we also find 'widely available
knowledge; capturing knowledge in organisation' has a negative coefficient estimate (-.221,
.031). This suggests either problems with the clarity of the survey, or that knowledge is more
personal and difficult to communicate efficiently than information. Thus, widely available
information allows people to apply data how and when they feel most appropriate to their tasks,
while knowledge suggests the information has already been 'digested' and thus people are limited
in their intellectual creativity. Alternatively, knowledge may have been understood by
respondents as higher level, technical knowledge, which perhaps has limited applicability to
most organisation tasks and thus carries a low cost-benefit ratio. This issue will be discussed
further in the next section. The other factors were 'customer awareness' and 'hierarchical
management of information and knowledge'.

The alternative model, with a reduced set of variables rather than factors, returned R2 .221
for growth (significance .001) and .053 (.05) for overall performance. The coefficient estimates
for overall performance are difficult to interpret, because of a probable problem with co-linearity

1 "Std. Coeff." stands for standardized coefficient estimate.



that was difficult to eliminate. In both models, the strongest variable was 'hierarchical
communication' (growth: .216, .035; overall performance: .279, .005). This reliance on
hierarchy is somewhat counter-intuitive, but may reflect the role of the respondent in their
organisation.

Hypothesis 6 argued that flexible yet well-structured resource allocation processes are
necessary to encourage entrepreneurial behaviour and performance. This was not supported for
either dependent variable (growth: .107, .016; overall performance not significant). This was
somewhat surprising, as we expected support for having resources available to pursue ideas to be
critical element (as we often found in the case studies). Again, this may reflect respondent bias,
but it also may reflect the greater need for care in managing resources in smaller companies. We
will return to this point in the discussion.

DISCUSSION

This study has demonstrated that at least some of the factors commonly associated with
"entrepreneurial organisations", as found in research in large organisation, are apparent in higher
performing middle-businesses. Being more effective at, or at least conscious of the need to,
manage knowledge within the organisation appears to be correlated with performance both in
terms of growth and value creation. This finding tends to confirm the notion that "smarter" is
"better".

However, many of the common prescriptions or suggestions regarding the practices
managing directors should adopt to achieve more growth and value creation demonstrate either
mixed association with performance (i.e., they are associated positively with "growth" but not
with "value creation") or appear to have no relationship with increased performance of any kind.
For instance, "opportunity orientation" appears to be appropriate when you want sales growth,
but not so much when you want bottom line financial performance. Some practices, such as
performing team practices or flexible resource allocation, do not appear to be associated with
increased performance.

The research suggests several points. One set of points for discussion involve the nature of
management practice in successful mid-sized business. It would appear from this study that
"keeping the balance" is a key to success at the stage of development of these businesses. The
message from the analysis of the survey is that one needs reasonable control, combined with
adequate flexibility. A wide variety of flexible management practices directed at overcoming
bureaucratic administrative mechanisms in large organisations, may not be relevant in smaller
firms which maintain a certain amount of inherent flexibility given their size.

Another set of observations is with regard to prescriptions of management practice for
managing directors of mid-sized companies. We may be reminded through these results that
mid-sized business, even those that are successful, do not necessarily have the same set of
management problems and solutions as "big" business. As noted earlier, many of the
prescriptions for entrepreneurial management practice come from case studies of larger
businesses (i.e., those seen as "dancing elephants"). Middle-sized (or small business if you wish)
is not little big business. Taking this point further, the research suggests a contingency model for
entrepreneurial practice, based on size rather than time (as in most stages models).

The results also serve as a caution to us in projecting case research results, no matter how
meticulously objective, onto management practice in general. More rigorous, broad-based
research is warranted to determine how generalisable the results may be.
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APPENDIX 1
Summary of Regression Results

Dependent
Variable

Growth of
	

Overall Performance
Sales

Model
weighted	 no weight	 weighted no weight

w/ uk & emp w/ uk & emp w/ emp w/ emp

0.183 0.15 -0.011 -0.011
10.309 8.298 0.002 0.002

0 0.001 0.969 0.969
83 83 91 91

0.177 0.047
2.486 1.343
0.009 0.222

83 77

0.146 0.002
3.157 1.041
0.014 0.379

63 79

0.1 0.066
2.556 2.91
0.036 0.04

70 81

0.255 0.001
4.517 1.019

0 0.413
72 90

0.246 0
5.184 0.991

0 0.416
77 98

0.188 -0.039
3.513 0.268
0.003 0.929

76 97

0.233 0.068
4.701 2.678

0 0.037
73 92

Control
adjusted R2

F-Stat
Significance

N
Opportunity Orientation
factors

Organisational Architecture
factors

Organisational Architecture
reduced set of variables

Organisational Processes
factors

Organisational Processes
reduced set of variables

Team Process
factors and variables

Knowledge Management
factors



Growth of
Sales

Overall Performance

APPENDIX (continued)

Dependent
Variable

weighted	 no weight	 weighted
w/ uk & emp w/ uk & emp w/ emp

no weight

w/ emp

0.183 0.15 -0.011 -0.011
10.309 8.298 0.002 0.002

0 0.001 0.969 0.969
83 83 91 91

0.221 0.053
4.236 2.478
0.001 0.049

80 105

0.107 -0.024
2.987 0.231
0.016 0.874

83 99

0.12 -0.016
3.829 0.187
0.001 0.829

83 102

Model

Control

Knowledge Management
reduced set of variables

Resource Allocation
factors

Resource Allocation
reduced set of variables

adjusted R2
F-Stat

Significance
N

f
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