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ABSTRACT:

The study herein discusses research aimed at elucidating the factors that contribute to a

business’ ability to maintain high growth.

The database from the Iberian Balance Sheet Analysis System (SABI, from its initials in
Spanish) was used to identify 250 industrial Catalonian businesses with high growth
during 2004-2007. These companies participated in a survey on strategies and
management practices; in 2013, they were re-analyzed to investigate the factors that

contributed to continued growth for certain companies.

Through diverse statistical techniques, business policies related to quality, innovation,
internationalization and finance were shown to influence business growth and

sustainability over time.

High-growth businesses have been studied throughout the world, but this is the first
study to investigate the evolution of businesses after a high-growth phase.

Keywords: Quality, high-growth businesses, business evolution, financial information,
innovation, internationalization.

JEL Codes: M1-Business Administration



1. Introduction

Businesses succeed through achieving objectives (Fisher and Reuber, 2003); growth is a
priority for many businesses (Goedhuys and Sleuwaegen, 2010).

This study examines high-growth businesses. According to the literature, the key
variable for high growth is typically sales growth. The most common definition of a
high-growth business is that it has at least a 20% annual sales growth rate for three
years (Eurostat 2007). Because certain studies also restrict the number of employees, a
10-employee minimum was required herein. Therefore, this study defines high-growth
businesses as businesses with a 20% sales growth minimum for three consecutive years
with at least 10 employees.

Business growth and its determining factors are relevant for multiple reasons; for
example, high-growth businesses promote a country’s economic growth because more
high-growth businesses enhance GDP growth (Hoffmann and Junge, 2006). Such
businesses also generate more employment than their competitors (Henrekson and
Johansson, 2008), which is especially interesting during high unemployment. For
example, Birch and Medoff (1994) estimate that high-growth businesses, which
compose 4% of total businesses accounted for 60% of new jobs in the United States
between 1988 and 1992. Notably, such businesses return high yields to investors (Acs et
al. 2008).

Given that businesses are interested in high growth, it is especially important to identify
the factors that promote such growth (Serarols and Urbano, 2007). Furthermore, it is
relevant to identify the factors that contribute to maintaining such high growth over
time. An analysis for competitiveness typically includes three levels (ESADE, 1996):
the general economic framework of the country or territory used for operations, sectoral
context and business strategy.

This study analyzes the evolution of high-growth businesses and evaluates whether such
businesses can maintain their sales, earnings and employee growth over time. Thus, the
objective of this article was to identify factors that contribute to maintaining high

growth in businesses.

2. Literature Review

Business Growth



Business growth can be explained from different theoretical perspectives (Coad, 2009):
neoclassical theory, dynamic analysis, entrepreneurial initiative theories, evolutionary
economics and organizational ecology.

In the neoclassical theory, the primary business objective is to reach the “optimum
dimension,” which is the productivity level with the greatest profit. From this
perspective, growth is not the primary goal, but it is a means to reach the “optimum
dimension” (Coad, 2009).

Penrose’s (1959) dynamic analysis attributes a business’ competitive advantage to
endogenous factors resources and abilities.

From the entrepreneurial initiative perspective, business scale and growth are relevant to
executive or entrepreneurial utility functions (Marris, 1963). This theory predicts that
such agents (in this case, the executives) who maximize utility also maximize business
growth, as long as the compensation is sufficiently motivating.

Evolutionary economics departs from the neoclassical ideas equilibrium as well as static
optimization and offers a more dynamic vision. Alchian (1950) provides evolutionary
mechanism theories that support economic expansion during which more solid
businesses survive, but the less viable businesses lose market share and fail. Downie
(1958) defends the hypothesis that profit reinvestment is decisive to business growth.
Nelson and Winter (1982) propose a theoretical model that explains competition
between businesses in a changing context. Under this model, businesses have a
competitive advantage through discovering innovations that reduce production cost or
imitate the market’s best production practices. The most productive and profitable
businesses grow, while the less successful fail.

Finally, beginning with the Hannan and Freeman study (1977), organizational ecology
theories use economic, sociological and biological elements to analyze the conditions
that determine business creation, evolution and failure. Primary predictions by various
branches of organizational ecology theory include such predictions that explain business
growth through discovering niches with valuable and unique resources. The earnings
that such niche businesses can generate (which facilitate rapid growth) attract new
organizations. The number of competitors is limited by inadequate resources and

expansion paths.

Factors that Favor Business Growth



The impetus for growth is also relevant and includes size, age, innovation and funding
source availability.

The majority of studies agree that smaller businesses tend to grow faster (Lotti et al.,
2003).

Various studies (Evans, 1987; Yasuda, 2005) have shown a negative relationship
between growth and age.

Evidence suggests that R&D investment increases competitiveness and sales (Freel,
2000 and Moraleda, 2004).

Funding availability is an important incentive for profitable growth. Multiple studies
have examined the relationship between growth and access to funds. The most common
thesis is that inadequate financial resources impede business growth, especially for
small or new businesses (Cabral and Mata, 2003). The effect is less pronounced for
larger businesses (Bechetti and Trovato, 2002). Therefore, small businesses with
difficulty accessing funds grow more slowly than others.

Based on the above discussion, this study assumes that rapid business growth implies a
strategic shift. Such a shift affects the company organization and necessitates that
multiple opportunities that require specific entrepreneurial skills are recognized and
used (Moreno and Casillas, 2007).

Previous Studies on High-Growth Businesses in Spain and Catalonia

Many studies have been conducted on high-growth businesses in Spain, most notably
with the Galician (Cabanelas and Vaamonde, 1995), Basque (Cabanelas and Vaamonde,
1996), Aragonese (Galve and Hernandez, 2007) and Andalucian (Villalba et al, 2008)

companies. These studies demonstrate the importance of a business strategy.

Various studies on high-growth businesses have been conducted in Catalonia.
Hernandez et al. (1999) shows that high-growth businesses during 1994-1997 created
value based on investments in human resources, innovation, process excellence, client
satisfaction and prudent finances; the majority of earnings were reinvested. Amat et al.
(2010) analyzed high-growth businesses during 2004-2007 with similar results to
Hernandez et al. (1999). By analyzing how the same businesses evolved after their high-
growth phase, it is clear that few companies maintain high growth for more than four
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consecutive years. These data are surprising because most of the years after such

businesses’ high-growth phases were boom years for the country’s economy.

These data demonstrate the relevance of research that elucidates the contributing factors

to maintaining high-growth in business.

3. Empirical Research Design

Consistent with the research objective, the study herein included the following items.

-Utilizing the high-growth business sample during 2004-2007: The sample was
selected by Amat et al. (2010). The businesses were industrial; thus, their primary
activity is industrial according to the National Classification of Business Activities,
which is used by businesses for their annual accounting summary with the Commercial
Registry.

The Iberian Balance Sheet Analysis System (SABI, for its initials in Spanish), which
gathers and reports data from the Commercial Registry, was used to identify high-
growth businesses. Businesses were selected from 141,071 Spanish companies with at
least 10 employees that presented accounting summaries in 2007; 29,278 were
Catalonian businesses. The indicator used to differentiate high-growth businesses was
invoicing (net turnover). Following the Eurostat (2007) definition, the criterion at least a
20% annual sales increase was adopted.

For this study, high-growth businesses are defined as industrial businesses based in
Catalonia that presented an annual accounting report to the Commercial Registry with at
least 10 employees during 2004 and at least a 20% invoicing increase during 2005-
2007.

Using the established criteria, 250 high-growth businesses were identified in Catalonia.
These companies represent 0.23% of the industrial businesses in Catalonia according to
SABI data.

-Strategies and management practices survey: The 250 high-growth businesses were
used for a 2008 survey on strategies and management practices.



The questionnaire attempted to determine the importance of six key factors in business
productivity: human resources and training; innovation and quality; internationalization;
marketing; financing; activity subsector; and family ownership.

The response rate was 50.4%; 126 of the 250 businesses returned a fully or partially
completed questionnaire. This study analyzed the responses from 2008, when the
companies were identified as high-growth. Thus, the correlations between the business
strategies in 2008 and business evolution in the following years were analyzed.

-Analysis of the economic-financial situation several years after entering the high-
growth phase: In January 2013, the 126 high-growth businesses from the 2009 survey
were analyzed. Thus, this survey was used to explore the factors that determine whether
a business maintains growth. An accounting analysis identified the business that
maintained growth, grew somewhat or contracted using the sales, profits and number of

employees.

-Analysis of the factors that determine sustainable growth: Finally, various
statistical analyses were conducted to identify the determining factors that underlie the
evolution disparities for the sampled businesses after entering the high-growth period.
The statistical analysis process was as follows.

-In the first phase, the data were refined. To conduct the regressions, the binary data
were homogenized (1=yes and 0=no), and indicators were introduced to quantitatively
measure the questions, such as the question on training level.

Because the behavior of the three growth variables (sales, profits and number of
employees) was examined and was identical for the businesses analyzed, they were
grouped into a single variable as an indicator of «growthx. This indicator was used as a

dependent variable.

-Once refined, a regression analysis was applied to the grouped variables.

-Human resources and training (training expenditures, training plan,

work survey administration, personal development plan and workforce

training level).



-Innovation and quality (sales returns, environmental policy, quality
certification, percent of R&D expenditure to sales, an R&D department
and the new product sales percentage).

-Internationalization (internationalization through collective action,
intermediaries, representatives and/or a matrix as well as export
percentage).

-Marketing (new forms of pricing, new product placements, new
promotion techniques, new product designs investment percentage for
the business’ own brands).

-Financing (percentage of a business’ own resources used for financing)
and other strategies such as product diversification, divestment in non-
lucrative products and new management practices).

-Cooperation with other businesses, the activity subsector and family
ownership (collaborative agreements with other companies, acquiring
other businesses, family control of the business and the activity

subsector).

-Tables were used to describe the percentage of “Yes, a lot,” “Yes,” or “No” answers
for sales, profits and employee growth in each variable. Such analyses better detail how
the results were produced for each variable that influences growth, and they corroborate

the critical values in Student’s t-distribution table.

-Finally, in a complementary study, the values were compared using contingency tables

and by calculating Pearson’s chi-squared test values for each variable.

4. Results

Evolution After Entering a High-Growth Phase

To analyze evolution for businesses that entered the high-growth phase during 2004-
2007, their 2011 accounting records were analyzed using the SABI database. Because

accounting records do not appear in the database until over a year after they close out,

the 2013 study used the annual accounting records through 2011. As surveys were only



received from 126 of the 250 high-growth businesses, the following analysis is based

such survey results.

Maintaining High-Growth Businesses

Considering the economic crisis that began in 2008, more high-growth businesses
survived compared with other businesses. For the 126 companies with high growth
during 2004-2007, evolution thereafter was disparate (see Figure 1). The percentage of
businesses with sustained high growth through 2011 was 8.74%, while 19.85% had a
sales growth similar to the inflation rate. The majority (63.49%) had reduced sales,
which is logical considering that these years included a significant drop in the country’s

economic activity. The remaining businesses were taken over, are in bankruptcy or do

not exist.
Business status at the end of 2011 Number of %
Businesses

Continue activities and maintain high growth 11 8.74%
Continue activities but with slow growth (similar to 25| 19.85%
inflation)

Continue activities with reduced sales 80 | 63.49%
Were taken over 2 1.58%
Bankruptcy 6 4.76%
Do not exist 2 1.58%
Total 126 | 100.00%

Figure 1. 2011 status for businesses with high growth during 2004-2007

Determining Factors for Growth Evolution

The adjusted R-squared value indicates variation in the dependent variable “growth,”
which is explained by the independent variables in each model. When the value is

higher, the variable group had more influence.

-Human resources and training: 0.073
-Innovation and quality: 0.414
-Internationalization: 0.238
-Commercialization: 0.039




-Financing: 0.219
-Cooperation with other businesses, activity subsector and family
ownership: 0.017

Such values indicate that the most influential policies on growth for the businesses
studied are innovation and quality; internationalization; and financing.

Figure 2 includes a summary of each variable’s Student’s t-test results. For the 126
businesses, considering that sales, profits and workers are typically distributed in each
variable, this is a recommended statistic. Values greater than 2 (1.9799) for Student’s t-
test in our sample indicate an error less than 0.05 for the variable’s influence (positive
and negative) on “growth.”

Figure 2 shows the business strategy and practice variables that most influence growth,
which are the percent of R&D expenditures to sales, percent of exports invoiced; and
percent of funding through a business’ own resources.

Figure 3 includes a descriptive table for the “Yes, a lot,” “Yes” or “No” answers in
sales, profit and worker growth for each variable. This table details how each result is
produced for variables that influence growth, and it corroborates the critical values in
Student’s t-distribution table.

These data are interpreted as follows. The questions are answered with “Yes” or “No”.
For example, in the question whether a company has a quality certification, 36.3%
without increased sales had a quality certification. In contrast, 64% with increased sales
had a quality certification, and 45.5% with greatly increased sales had such a

certification.
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t Stat

P8 7Brr Training spending over median ‘
P8 6 Personnel training plan

P8 5 Work surveys conducted

P8 4 Personnel development plan

P8 2 Level of training

P75 % Product return

P7 2 Has environmental policy

P7 1 Has quality certification

P65 % 1&D / sales

P6 3 Has R&D department

P6 1 % new product sales

P5 6C4 Internationalization through collective action

P56C3 ionalization through i

P5 6C2 Internationalization through matrix

P56C1 Ir ionalization through rep
P5 4 % exports
P4 6D New forms of pricing
P4 6C New product placement

P4 6B New promotion
P4 6A New designs
P42 % Own brands
P3.4 % Equity/ Assets

P3 3C6 Market di
P3 3C5 Product diversification

P3 3C4 Divestment in non-lucrative products
P3 3C3 New management practices

P3 3C2 Cooperation

P33C1 Company acquisition

P13 Family control

Industry

6 -4 -2 0 2 4 6 8 10

Figure 2. Summary of Student’s t-test values for each variable

Other questions ask for a percentage. In this case, the average percentage of the

businesses in each group is generated, which is demonstrated in the following.

-In the question on whether a business’ own resources were used for financing,
companies without increased sales had less capital (35.8%) than companies with
somewhat increased sales (66.9%) and greatly increased sales (74.1% financed by their
own resources)

-In the question on the export percentage for sales, companies that did not have
increased sales had a smaller percentage of exports for their sales (8.1%) compared with
companies that had somewhat or greatly increased sales.

-In the question on the percent of R&D expenditures to sales, the businesses without
increased sales had a 0.3% average R&D expenditure of the sales. In contrast, this value
was 2.2% for companies with somewhat increased sales and 3.6% for companies with
greatly increased sales. These data demonstrate that businesses with a sustained sales

growth were characterized by focusing on quality, R&D, exports and self-financing.
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Figure 3. Response percentage for each question as a function of growth

Sales_increase Profits_increase Employees_increase

P1_3 Family_control (% of yes) 50.0% | 40.0% 72.7% | 49.4% | 46.2% 66.7% | 50.0% | 40.7% 85.7%
P3_3C1_Acquisition_of other companies (% of yes) 17.5% 8.0% 18.2% | 17.3% 7.7% 222% | 17.1% 7.4% 28.6%
P3_3C2_Cooperation agreements with other companies (% of yes) 52.5% | 48.0% 90.9% | 53.1% | 46.2% 100.0% | 53.7% | 51.9% 85.7%
P3_3C4_Divestments_in_non_lucrative_products (% of yes) 21.3% | 12.0% 27.3% | 22.2% 7.7% 33.3% | 22.0% | 14.8% 14.3%
P3_3C5_Product_diversification (% of yes) 62.5% | 60.0% 72.7% | 63.0% | 57.7% 77.8% | 63.4% | 55.6% 85.7%
P3_3C6_Market_diversification (% of yes) 57.5% | 76.0% 63.6% | 58.0% | 69.2% 77.8% | 58.5% | 74.1% 57.1%
P3.4_Percentage_external_resources_/_(own+external) 35.8% | 66.9% 74.1% | 35.1% | 70.9% 73.9% | 36.0% | 71.0% 68.6%
P4 2 % own_brands 2.0% 1.9% 2.3% 1.9% 2.1% 2.9% 2.0% 2.3% 0.6%
P4 _6A New_designs (% of yes) 51.3% | 36.0% 27.3% | 50.6% | 34.6% 33.3% | 50.0% | 37.0% 28.6%
P4_6B_New_promotion_techniques (% of yes) 45.0% | 24.0% 27.3% | 45.7% | 23.1% 22.2% | 45.1% | 22.2% 28.6%
P4_6C_New_product_placement (% of yes) 43.8% | 20.0% 27.3% | 42.0% | 26.9% 22.2% | 43.9% | 18.5% 28.6%
P4 6D_New_forms_of pricing (% of yes) 58.8% | 24.0% 545% | 59.3% | 23.1% 55.6% | 58.5% | 25.9% 57.1%
P5_4 %_Exports over sales 8.1% | 22.9% 18.0% | 7.8% | 20.8% 264% | 8.3% | 23.8% 12.6%
P5_6C1_Internationalization_through_representatives (% of yes) 15.0% | 20.0% 36.4% | 13.6% | 23.1% 44.4% | 14.6% | 25.9% 28.6%
P5_6C2_Internationalization_through_matrix (% of yes) 25% | 16.0% 9.1% 25% | 15.4% 11.1% 24% | 18.5% 0.0%
P5_6C3_Internationalization_through_intermediaries (% of yes | 5.0% | 12.0% 0.0% 4.9% | 11.5% 0.0% 49% | 11.1% 0.0%
P5_6C4_Internationalization_through_collective_action

(% of yes) 3.8% | 16.0% 91% | 49%| 7.7% 222% | 49% | 11.1% 14.3%
P6_1 % new_product_sales_over_sales 18.5% | 27.1% 13.8% | 19.3% | 21.9% 20.0% | 19.4% | 25.7% 4.6%
P6_3 Has R&D_department (% of yes) 17.5% | 24.0% 27.3% | 17.3% | 19.2% 44.4% | 18.3% | 25.9% 14.3%
P6_ 5 %_ i&d / sales 03%| 22% 36%| 04%| 2.0% 37%| 05%| 2.3% 3.3%
P7_1 Has_quality_certification (% of yes) 36.3% | 64.0% 45.5% | 37.0% | 57.7% 55.6% | 37.8% | 59.3% 42.9%
P7_2_Has_environmental_policy (% of yes) 48.8% | 36.0% 45.5% | 48.1% | 38.5% 44.4% | 47.6% | 40.7% 42.9%
P7_5_%_Product_return 1.4% 0.7% 1.2% 1.4% 0.9% 1.2% 1.4% 1.0% 0.7%
P8 2 calculs_Level of training (anys) 12.97| 13.08 13.05| 12.95| 13.01 1347| 12.96| 13.10 13.09
P8_4_Personnel_development_plan (% of yes) 50.0% | 12.0% 18.2% | 48.1% | 15.4% 22.2% | 48.8% | 11.1% 28.6%
P8 5 Work_surveys_conducted (% of yes) 37.5% | 12.0% 27.3% | 37.0% | 15.4% 22.2% | 36.6% | 11.1% 42.9%
P8_6_Personnel_training_plan (% of yes) 60.0% | 16.0% 18.2% | 60.5% | 15.4% 11.1% | 58.5% | 14.8% 28.6%
P8_7Brr_Training_spending_over_median

(% of cases over median) 38.8% | 52.0% 36.4% | 40.7% | 38.5% 55.6% | 40.2% | 48.1% 28.6%

Finally, to further analyze the data, the values generated and shown in the graph as well
as tables were compared through contingency tables and calculating the Pearson’s chi-
squared value for each variable. In each case (for each variable) the results were

consistent with the values displayed.
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6. Conclusions, Limitations and Future Research

High-growth businesses are especially interesting because they significantly contribute
to employment and countries’ economic expansion. Prior studies have shown that the
majority of high-growth businesses cannot sustain expansion over many years. Thus,
this study sought to analyze the evolution of high-growth businesses and identify the
determining factors that contribute to long-term growth or contraction.

The results show that the businesses with sustained sales, profits and employee growth
over many Yyears use the strategies that originally facilitated their growth. Thus, the
primary contributing factors to a company’s continued growth are capital (less debt) as
the primary financing source; research and development investments; overall quality;
and internationalization. These findings may be useful public managers that direct
business development policy priorities as well as executives interested in creating and
developing high-sales and high-profit growth businesses.

This study has certain limitations. On one hand, it is focused on businesses with greater
than 10 employees in Catalonia’s industrial sector. Therefore, the conclusions generated
may differ from those in other geographic locations or economic sectors as well as for
smaller businesses. Moreover, this study was performed during an economic recession,
which undoubtedly influenced economic evolution for the businesses analyzed.

Another aspect that should be clarified is that high-growth businesses are important, but
they are not the only important businesses in a country’s economic development. A
desirable economy includes dynamic businesses, but typically such businesses are
limited in dimension because (among other factors) smaller invoicing facilitates high
growth rates. Clearly, countries are interested in large companies that compete on the
global market.

Future research will include a broader scope for the geography and sectors studied. On
the other hand, it is also important to repeat such studies under more favorable

economic conditions.
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