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1. INTRODUCTION 

 

In the aftermath of the Covid-19 pandemic and Brexit, there is an increased urgency to focus 
on how we can help SMEs to address the crucial issues of productivity and growth against a 
growing economic trajectory of soaring energy prices, supply chain problems, labour/skill 
shortages, and increasing inflation and interest rates.  

 

To date, most of the empirical research has focused on factors that enable or hinder SME 
growth. While there is a robust evidence base, studies do not particularly bridge the gap 
between this evidence base and its practical use through applied frameworks. This link is 
important not only to support managerial decision-making but more importantly for 
policymaking.  This study is an attempt to develop a comprehensive growth framework that 
is built on the findings from our research while taking the most recent economic 
developments into consideration.  

 

Based on an analysis of key economic data on SMEs in the West Midlands, our first report 
highlights a paradox that was happening in the West Midlands economy up until the start of 
the Covid-19 pandemic.1 We call it a ‘drag effect of SMEs’ in the West Midlands’ burgeoning 
economic growth since 2012. We have shown that while the West Midlands is among the 
few regions in England (with London and East England) to successfully surpass the adverse 
economic impact of the 2008 Global Financial Crisis (GFC), it has nonetheless continued to 
suffer productivity problems like the rest of the UK.  

 

Our secondary data analysis of the West Midlands SMEs substantiated the results of an ONS 
study on the differences in labour productivity across the regions in 2015 (ONS 2018a).2 The 
ONS study displayed the West Midlands as the only region in England presenting an 
unhealthy balance between positive but small size industry-mix effects on productivity and 
large and negative effects on firm-level productivity.3  Our findings confirmed that the shift 
from production to services sector in the last twenty years might have contributed to 
improving the West Midlands’ economy, but in terms of productivity, the outcome is not so 
conclusive. Our findings also established the link between low firm productivity in the West 
Midlands and the SME economy (i.e. the latter being less productive than it could have 
been), which called for an exploration of the shortcomings within the SME sector that might 
cause a drag effect. 

 
1 For the detailed analysis of the origins and the conceptualisation of the drag effect of SMEs in the West 
Midlands, Yoruk and Gilman (2021a).  
2 The Figure A.1 in the Appendix sums it up visually. 
3 In Figure A1, while Scotland presents a similar trend, as opposed to Scotland, in the West Midlands the rising 
productivity level due to the changing industry structure is not sufficient to reverse the drag effect created by 
the low firm-level productivity. 
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Table 1. The difficulties SMEs experience and their association with three key areas 
 

KEY AREAS FOR 
CHANGE 

IMPEDIMENTS TO GROWTH 

 
STRATEGY 
 

 

 
BUSINESS STRATEGY 

• creating an effective competitive advantage 
• efficient management of finance and investments 
• making use of performance measures to develop appropriate 

and efficacious strategies for the relevant business operations 
MARKET STRATEGY 

• promptness in spotting opportunities and acting on them 
• operationalising expansion into international markets 

INNOVATION STRATEGY 
• transforming the abstract notion of innovation (what innovation 

really is) into concrete products and services (how it is managed) 
NETWORKING STRATEGY 

• converting their supply chain to value chain 
• effectively cooperating with their suppliers and customers 

HUMAN RESOURCE STRATEGY 
• strengthening Human Resources, empowering employees by 

investing in their training and development (even only when an 
owner-manager) 

 
 
MINDSET 
 

 

 
• understanding what growth means for their organisation, 
•  understanding leadership 
•  applying management and leadership skills into practice 
•  comprehending the importance of technology use for their 

business 
•  understanding what strategy entails 
•  understanding the importance of collecting and utilising 

information and advice for improved performance 
 

 
TECHNOLOGY 
 

 
 

 
• finding the right technologies for their business 
• finding the right technology supplier for their needs  
• integrating the right technologies into their operations 
• introducing a variety of performance measures via the use of 

technology 
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Our second report presented findings from our PSP survey in 291 GBSLEP and BCLEP SMEs 
during March 2018 - March 2020.4 We distinguished the underlying reasons behind the SME 
drag effect in the West Midlands by analysing our primary data through statistical analysis 
of four groups of SMEs, namely high growth, low growth, static and declining SMEs, against 
a wide range of indicators that emerge out of multiple academic disciplines that range from 
management and strategy, external relations, innovation and technology, human resource 
and knowledge management. 

 

We found that SMEs’ difficulties are rather complex and wide-ranging. However, while the 
recent dramatic changes in the national and global business environment have been 
affecting the operations and performance of SMEs, firms that focus primarily on overcoming 
internal impediments manage these external hurdles better.      

 

Our research identified the impediments SMEs face en route to growth (Table 1) and the 
fact that small businesses fail to address these problems in a timely manner turns these 
drawbacks into drag effects in improving their productivity and achieving growth.  

 

Deeper analysis of these drawbacks indicates that:  

 
(i) how SME managers perceive and influence the business operations and 

strategies affect the level of growth in their organisation, and more often than 
not leave no room for change (i.e. 47% of our sample are static growth SMEs), 
 

(ii) the fact that most businesses do not have a full understanding of what strategy 
entails becomes an obstacle for successful organisational transformation that 
could pave the way for a swift/rapid increase in efficiency and productivity, 
 

(iii) under-investment in technology and a lack of understanding of how to 
implement new digital technologies hold back most SMEs from becoming higher-
growth SMEs that will otherwise help to improve business productivity and 
growth in the SME sector. 

 

Consequently, successful handling of these drawbacks requires a systematic and 
transformational change within the organisation in three key areas, namely strategy, 
mindset, and digitalisation. 

 

 
4 Yoruk and Gilman (2021b). 
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Figure 1. Transformation Triangle 
 

 

 

 

 

 

 

 

 

 

 

This report generates a framework that addresses possible interventions to overcome the 
SME drag effect based on the insight we derive from the SME growth processes, as 
examined in detail in our second report. The framework focuses on the transformational 
effect of the identified three key areas, namely mindset transformation, strategy 
transformation and digital transformation (Figure 1).  

 

The interdependent but dynamic relationships between these three areas are framed 
through what we call a ‘Transformation Triangle’ to achieve and sustain SME productivity 
and growth.  The triangle is composed of: 

  

1. transformation of business strategy development, as strategy is at the core of firm 
growth,  
 

2. transformation of mindsets to enable the ability to understand and overcome 
barriers and transition to different stages of innovation and growth  
 

3. the adoption of digital technologies, which constitute the technological paradigm of 
a new industrial revolution that cannot be ignored by any size of business.  

 

 

 

Digital 
Transformation 

A 

Mindset 
Transformation 

Strategy 
Transformation 

B 

C 

D 

Growth Opportunity 

Value Creation 
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The digital transformation in this framework is a fluid process, as it will be replaced with 
new paradigms as they emerge. For instance, once one phase of digital transformation is 
successfully achieved, SMEs can address others e.g., green transformation with net-zero 
economy goals. While these emerging paradigms seem to be in their infancy and rather far 
away goals now, businesses can soon find themselves as laggards if they do not initiate a 
timely planning and gradual implementation process for it. 

 

We argue the joint application of these perspectives to organisational transformation can 
produce economic benefits that are greater than the individual sum of the parts. Formal 
strategy planning reinforced with adopting new mindsets and strategic agility with new 
technologies can create a competitive advantage that carries the SMEs to sustainable 
growth. Yet, small firms tend not to realise how beneficial the complementarities between 
these transformations are for their organisations. Instead, they may choose short-term 
solutions such as replicating the behaviour of successful firms which seemingly are 
presented as a recipe for success (a la ‘mimetic isomorphism’ by DiMaggio and Powell, 
1983). For instance, our findings suggest that declining firms tend to imitate the activities of 
high growth firms in the areas of collaboration, innovation, and human resources, yet they 
only address the surface issues expecting an abrupt change without realising that the major 
source of success in these areas is dynamic capabilities developed within the firm via 
organisational learning. Hence, their short-term efforts do not necessarily lead to higher 
performance.   

 

Although our empirical research was conducted up to the start of the Covid 19 pandemic, 
we have continued to work with many of the companies throughout Covid 19. Therefore, 
we build this transformation approach, not as a temporary response to the Covid crisis, but 
rather as a systematic approach to organisational transformation that forward-looking SMEs 
can adopt. The resilience of organisations towards externally generated barriers or shocks 
(e.g. Brexit, Covid-19 pandemic, floods, etc.) largely depends on their strong internal 
capabilities. So, we suggest an approach to SME Growth that derives from the sources 
within the firm while taking the effects of their external environment into consideration. 
SMEs that have started the application of this framework found themselves in an 
advantageous position when the Covid pandemic came.  

 

Successful implementation of the transformation triangle by the SMEs supported by the 
targeted SME policies in these areas by the local and national governments promises to 
create higher productivity and sustainable regional and national economies. Therefore, we 
believe it will be useful to SMEs and policymakers as a new tool in the aftermath of the 
Covid-19 pandemic.   
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In the following sections, we will explain each node of the Transformation Triangle in detail 
and show how SMEs, policymakers and practitioners can utilise our framework for building 
increased productivity and growth in the 21st century. 
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2. A NEW PERSPECTIVE ON SME GROWTH  

 

Growth is an aspiration for all SMEs. Despite the focus of the SME literature being on high 
growth firms (HGFs), we postulate that growth should encapsulate many different growth 
trajectories. While we learn a lot from the findings of extant empirical research on HGFs, 
due to firm heterogeneity, these studies are not so conclusive on what drives HGFs’ success. 
As we cannot expect all students in a classroom to excel in every subject, it is common sense 
that not all organisations can become HGFs. Nor do all HGFs remain so over sustainable 
periods with some research highlighting that the majority of HGFs are not in that position 3 
to 5 years later. So, it is only natural to expect variety in the performances of SMEs. Yet, it is 
realistic to expect that companies can scale up, improve the productivity and performance 
and thus enhance overall economic performance. So, we need to take heterogeneity among 
SMEs into account, not only regarding their varying characteristics and needs but also the 
states of growth they aspire to. 

 

In this study, we adopt a process approach to SME growth (McKelvie and Wiklund, 2010), 
and concentrate on the importance of increasing productivity levels within an organisation 
to achieve growth. By “productive,” we mean a workforce, use of technology, or introducing 
innovations that produce a higher and growing level of output, hence creating more value 
than is consumed. High levels of productivity (at firm, sector, or country level) lead to high 
levels of savings, which leads to high levels of investment, which leads to high levels of 
growth, which leads to more jobs in the overall economy. Aiming at increasing productivity 
levels through the existing processes within organisations is an initial response for SMEs 
considering the financial constraints and the crises they have been exposed to. However, we 
anticipate that the changing technological dynamics of the business world will force SMEs to 
create resources for catching up with the digital advances.     

 

2.1 SME Characteristics: Particular attention to Static SMEs  

 

Our recent research highlights that when you break SMEs down into differing growth 
characteristic – high growth, low growth, static, declining – the largest single group are 
static SMEs. These static SMEs are less likely to utilise sophisticated business practices than 
high or low growth and generally tend to focus on day-to-day business operations and 
increasing sales. They focus much less on strategy, innovation, technology, value chain 
relationships, internal capabilities, etc., inadvertently creating a drag effect on our 
economies (Yoruk and Gilman, 2021). In the literature, these static SMEs are often 
compared to high growth firms as ‘stumblers and stars’ (Hambrick and Crozier, 1985), ‘mice 
and gazelles’ (Birch and Medoff, 1994), or simply referred to as a ‘lifestyler’, ‘trundler’ or 
‘economic core’ business (Storey, 2011), Main Street entrepreneur (Audretsch, 2015) or 
everyday entrepreneurs (Welter et al. 2016). By focusing our attention on HGFs, we ignore 
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that our economies around the world are actually made up of these kinds of small firms 
(Storey, 2011; Kuratko, et al., 2021) and that they are a necessity for a sustainable economy 
as a major source of net job creation (Davidsson et al., 1996, 1998),  and if we do not put 
the effort to help to improve their productivity and promote their future growth, we cannot 
solve our very own low productivity problem.  

 

We tend to treat these static SMEs as ‘invisible’ as if they do not exist or never in need of 
assistance. As if they are in sleeping mode, operating on a day-to-day business that helps 
keep our economy going but not growing. The reason for this is that they display a relatively 
passive presence and a lack of active engagement in many business areas (Yoruk and 
Gilman, 2021).  One thing that is highly possible is that they are in fact performing way 
below their potential due to escaping the attention of policy priorities (Audretsch 2015). 
Hence, studies also recognise that these firms can move from one state to a higher growth 
state (Smallbone et al. 1995, cited in Storey 2011), with some guidance. Similarly, firms with 
low growth need to be considered as companies with the potential to higher growth if they 
can address the obstacles they face, particularly with support from policymakers. Static 
SMEs stand out as by far the largest group and deserve more of our attention than research 
so far has concentrated on (Welter et al. 2016). When the proportion of static SMEs 
operating in our economies is considered, one realises how we sit on one sleeping giant's 
potential for economic growth but do little about it.  

 

2.2 SME Needs: Strategic Direction and Technological Capabilities 

 

The intention to grow the business is an essential characteristic of entrepreneurial 
behaviour (Sadler-Smith et al. 2003). Every entrepreneur, however, they are defined – as 
survival, lifestyle, managed growth, high growth entrepreneur (Morris et al., 2015), aspires 
to grow their business. Turning aspiration into achievement is a difficult leap for many SME 
owner managers, who most of the time do not know how to do it rather than not wanting 
to.  

 

Even if an SME comes into being because of necessity, there is an underlying ambition of its 
owner manager to make things work, to keep going, and never to give up. What the owner 
managers lack is not ambition, determination, and resilience, but the strategic direction, 
knowledge and technological capabilities for developing and sustaining competitive 
advantages. This particularly shows itself in management, where sole traders may find it 
relatively easier to lead at the onset of the business because they know the product/service 
very well, but often fail to see the necessity of changes required in managerial skills and 
approaches as their business transitions and grows (see also Dimitriu, 2019).  
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Hence, for a long time, the focus has been on the role of strategic management in firm 
growth. Nowadays, it also involves technological changes and their indispensable impact on 
businesses from various perspectives such as operational management, market entry, 
supply chain, etc. For instance, two decades ago, it would have not made sense to turn our 
attention to static SMEs and talk about their potential growth possibilities. We are able to 
do so today because of the technological paradigm we are living in. Digital technologies are 
a means to increasing productivity and route to growth even for today’s static firms, which 
may be tomorrow’s growing firms. Certainly, the Covid-19 pandemic highlighted how many 
small businesses used digital transformation to sustain themselves and adapt through shock 
and crisis. 

 

2.3 Continuum of Growth States  

 

We strongly believe that the SME drag effect can only be eradicated by guiding SMEs in their 
transitioning from one growth state to a better growth state because we argue that firms 
are in a continuum of growth states and every little positive change in their growth rate (not 
necessarily over 20%, but 2%, 5%, or 10%) is a contribution to our economy. 

 

Every SME has its own business journey, and no SME goes through the same journey as the 
other, merely because their understanding of growth differs, and hence, each interpretation 
of growth harnesses different levels of objectives, aspirations and anticipations for achieving 
firm growth (Dutta and Thornhill, 2008). SMEs should be allowed to grow at their chosen 
path, rate and speed. If given a chance to grow efficiently at a rate higher than before, all 
SMEs have the potential to contribute to the economy. For each SME choosing the right 
growth path at the onset is as important as aiming for high growth. Also, continuity in small 
but constant growth is the key. Therefore, our efforts should go into creating support 
mechanisms for SMEs’ business environment to grow healthily, steadily and continuously. 
Hence, it is not a trade-off between quantity and quality; it is a question of having both by 
implementing the right strategies.   
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3. A GROWTH FRAMEWORK FOR SMEs: TRANSFORMATION TRIANGLE 

 

Our growth framework aims to guide SMEs, regardless of size, age or state of growth, to 
determine and pursue the growth path they aspire to achieve in terms of future growth. It is 
designed to enhance their productivity levels by changing their perception of the growth 
of their business now and in the future. It envisages what types of intervention may be 
required to improve SME growth in general, particularly how to accomplish short-term 
growth aspirations and to create businesses capable to cope with future crisis and 
transitions in the long term. By taking the emerging business environment in the post-
Brexit, Covid-19 pandemic and inflationary era into consideration, it aims at assisting the 
revival and growth of SMEs. 

 

 

 

 

3.1 Why this framework? 

The motivation behind this framework is 
rooted in the urgent need for bringing 
internal and external aspects of SME 
growth together for the changing nature 
of the business environment, and to help 
SME owner managers and local 
policymakers start thinking differently 
about SME growth. Enabling SMEs to build 
strong foundations for the future rather 
than finding themselves in need of help to 
survive crises.  

The profound impact of the Covid-19 pandemic on businesses is a timely reminder of why 
businesses need to consider adapting sustainable production and services. It has taught us 
that we need to consider making dramatic changes in the way we do business and better 
prepare for crisis and transition.  

 

Simultaneously, we experience the increasing impact of revolutionary technologies on our 
lives, economies and societies. Businesses are compelled to rapidly understand and 
integrate digital technologies into their strategies and operations to achieve higher 
productivity and performance. The times we are living in does not afford us having a laissez-
faire approach to organisational transformation. We need to provide small businesses with 
direction and support from multiple stakeholders.  This framework aims at assisting SMEs to 
find their own ways of managing the scale of growth they aspire to achieve by asserting 
the importance of strategic re-positioning of their businesses and their changing mindsets at 
the organisational level to introduce radical and strategic changes such as digital 
transformation. 
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The barriers derived from the external environment to small business growth are not just 
about changing market needs and adaptation of market strategies or lack of government 
policies. These barriers are shaped by global social and economic changes, technological 
developments and climate change-related events, such as disasters, and pandemics. While 
they seem to be beyond the capacity of small businesses to overcome these barriers, the 
key to developing resilience and adaptability is by developing internal capabilities in 
alignment with these changes in the external environment. So, a growth framework needs 
to prioritise SMEs’ internal capability development or the elimination of any barriers to such 
development. Our framework aims at helping SMEs to balance their focus on effective 
short-term performance management with long-term planning for growth, to invest in and 
effectively use advanced digital technology, and develop capabilities for innovation while 
managing resources and knowledge on a constant basis through comprehensive strategic 
management. In other words, our framework balances the trade-off between short and 
long-term approaches to strategic management. 

 

3.2 Strategy Transformation 

 

Our findings reveal that the success of high growth firms is concealed in their 
comprehensive approach to formal and effective long term strategy development and 
planning. Their ability to move beyond a focus on ‘market growth’ assists in viewing firm 
growth as a function of internal capability development that supports their adaptive 
capability (defined as a firm’s proficiency at altering its understanding of market 
expectations, Lockett et al, 2011; Eshima and Anderson, 2017) to the changing business 
environment. They are acutely aware of the importance of developing a portfolio of 
competitive advantages to appropriate value from the opportunities, or to overcome 
identified threats. This is possible with multi-aspect strategy development, not just market 
development. Such strategy transformation is what most SMEs lack but need for strategic 
revival, and it is the starting point to overcome major barriers to small businesses, such as 
financial planning and projections, building performance systems, etc.  
 
 
Most SMEs attempt to cover distinct business aspects from a narrow perspective often by 
relying on standard accounting data analysis with no written strategy and objectives and by 
aiming for profit without addressing growth. They can gain strategic leverage over large 
firms if they build strategies on their agility and flexible structures, however, neither the 
concept of strategy, though widely used, is clearly understood by the owner-managers, nor 
how to link various aspects of the strategy to each other. The former emanates from 
mistaking a business plan (which, often, is little more than a plan to secure loans or 
investment funds from banks, etc.) for business strategy. While having a business plan is the 
starting point for small firms, it focuses on short-term goals, relies on an analysis of the 
product market in the short term and has no depth to cover strategic areas such as value 
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creation through supply chain activities, networks, innovation, and sustainability for long 
term growth. The latter is related to strategy development and implementation, which is a 
management matter, owner managers often need to learn and/or delegate. They tend to 
mistake their structural advantages such as their smallness and flexibility, which allow quick 
decision making and response to their markets, as the core of their strategy, because these 
characteristics give them the best tools to deal with problem-solving during turbulent times. 
Yet, they detract their attention from increasing efficiency and productivity. As a result, they 
show reluctance, for instance, to introduce formal management structures that clarify the 
operational boundaries, or to systematise their business’s overall strategies in every aspect 
for the fear of losing attention on one aspect, i.e., their market and their cost leadership. In 
the absence of strategic management, they also feel vulnerable to pursuing risky innovation 
projects or undertaking transformation to become a more sustainable business because 
they fail to evaluate the true risks and opportunities.  

 

Figure 2. Components of Strategy Transformation 
 

 

 

 

 

 

 

 

 

 

 

 

 

Strategy transformation is mainly related to developing the ability to start new strategic 
initiatives by matching the firm’s strategic or core competencies and resources to market 
opportunities (i.e. new product and market development), using the firm’s strategic or core 
competencies and resources to overcome any organisational weaknesses and external 
threats, which in turn generates a series of critical success factors. Strategic management of 
long-term growth aspirations entails prioritising the elimination of barriers related to their 
internal capability development over market-related barriers, which eventually helps 
alleviate any external barriers originating from their market, industry, or the overall 

STRATEGY 

 TRANSFORMATION 

Business 
Strategy

Innovation          
Strategy

Human 
Resource 
Strategy

Market 
Strategy

Networking 
Strategy

Corporate 
Social 

Responsibility 
Strategy 
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economy (e.g., economic instability, Brexit or coronavirus). Hence, SMEs that look inside the 
firm realise the features of strategic planning are manifold and linked to each other. 

 

Growing markets lead to SME growth, but not all SMEs operate in growing markets. Where 
markets are not growing, that may lead to an excessive focus by SMEs solely on increasing 
their sales turnover. Some SMEs engage in developing relationships with customers through 
improving in-house sales and marketing operations (e.g., low growth firms). Some SMEs put 
more emphasis on relationships with suppliers to develop higher quality products at a lower 
cost to gain a competitive advantage over their rivals in the market (e.g., declining firms). A 
holistic approach to market development that comprises long-term relationships with both 
customers and suppliers turns simple supply chains into value chains where knowledge 
management becomes the focal strategy (e.g., HGFs). This follows purposeful collaborations 
that seek not only knowledge on markets, but also professional, scientific and technical 
knowledge via links with universities that may lead to improvement in managerial skills, 
innovation activities, and access to the newest technologies and so on.   

 

 

 

The growth of the internet and digital technology means that companies may be able to 
broaden their markets from local to regional to national, etc. SMEs can reinforce long-term 
growth aspirations with an export strategy that favours wider experience in differing 
international markets than focusing on one or two international markets for many years. 
Learning effects from a variety of markets positively affect the innovativeness of the firm in 
its core markets. The need for innovation is a widely recognised concept, but its application 
is not as easy as it sounds. Getting innovations from the idea stage to the market can be 
complex for small businesses. Having the motivation and finance for innovation is not what 
promotes firm growth (as reported by most SMEs in our sample as a factor and barrier to 
innovation respectively). It is the strategic planning behind the innovation activities such as 
establishing links with universities and/or other firms in the industry as a source of 
knowledge, hiring qualified people, and training in-house personnel (e.g., HGFs). A sound 
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human resource strategy secures and leverages employee skills as embedded competencies 
of the firm. In addition, evidence from HGFs suggests that the presence of a proper business 
strategy gives leeway to the focussed knowledge and innovation management within the 
firm, rather than vice versa. Strategic planning may also allow rapid growth if there are 
minimal financial constraints - a barrier SMEs commonly report. Having a risk-averse 
attitude, most SMEs prefer organic growth through reinvestment of internal capital. 
Evidence from HGFs also suggests that using a mixture of externally sourced finance 
strengthens the growth possibilities of SMEs by increasing the ability to finance arising 
opportunities (Yoruk and Gilman, 2021b).  Employee training that focuses only on 
compulsory training such as health and safety rather than developmental training does not 
prove to be efficient. If SMEs pursue human resource management that can effectively turn 
human resources into a firm’s competitive advantage, then HR strategy becomes the glue 
that integrates other strategies into the core business strategy.   

 

Moreover, unlike many small firms, HGFs do not let a short-term focus take precedence 
over the long term. They understand that growth requires long term planning, and it does 
not mean developing a strategy and pursuing it no matter what. As the markets and 
industries are fast changing, the strategy needs to evolve to accommodate these changes 
with a recurring process of strategy development. Concerns over regulations, economy, 
competition, and market demand can pull SMEs into a vicious cycle of single-mindedly 
pursuing a market-oriented strategy in the short-term. They tend to concentrate only on 
increasing sales revenue (which positively associates with growth) or profit (which 
negatively associates with growth) (Yoruk and Gilman, 2021b).  

 

Strategy transformation is the starting point of organisational transformation, and for this, 
SMEs need guidance in perceiving firm growth not merely as ‘market growth’ but seeing 
business aspects as a comprehensive whole (Figure 3).  Then they can learn to develop a 
structured and written strategy that is not only inclusive but also integrated into the 
strategic areas within the boundaries of their firm. However, few SMEs understand what a 
comprehensive strategy looks like, let alone have one. Strategy should not be an academic 
theoretical exercise. Rather, it should drive an organisation long term and day-to-day. It 
should start with the purpose, vision and values of the organisation and drive down through 
strategic outcomes, to strategic objectives, to individual goals and activities. 
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Figure 3. Characteristics of a comprehensive SME strategy that brings about high growth, based on our findings 
 

 BUSINESS STRATEGY 
 
Written strategy             Staff inclusion in strategy planning                    Wider coverage of business areas than market development  
Communication of strategy within the SME                           A mix of financial sources to fund investments and arising opportunities 
Data collection on wider areas than accounting            Financial analysis and planning   

MARKET 
STRATEGY 
 
Quality and 
differentiation 
strategy (niche 
products and 
personalization of 
services) 
 
Competition (as a 
means for growth, 
not the target itself) 
 
New markets 
 
Internationalisation 
to wider markets 
 

 HUMAN  
 RESOURCE     
 STRATEGY 
Long term view on HR as 
a source of competitive 
advantage: 
-value HR practices; 
-commit dedicated 
resources; 
-strategic investment to 
HR 
 
Formal pay system 
 
Balanced average 
working hours (no 
excessive overtime) 
 
A variety of forms of 
communication with 
employees 

NETWORKING 
STRATEGY 
 
Long-term view to 
networking: 
 
Purposeful 
collaboration (not the 
number of but the 
content of 
collaborations) 
 
Aim at accessing 
different sources of 
knowledge 
 
Horizontal 
collaborations with  
Higher Education 
Institutes 

INNOVATION  
STRATEGY 
 
Emphasis on knowledge 
and innovation 
management 
 
Lack of qualified 
personnel differentiating 
obstacle to innovation 
 
Increased use of 
technologies 
 
Purposeful use of 
technology (integrating 
technology into wider 
firm operations as well as 
infrastructural) 
 
Digitalisation of Value 
Chain operations 
 

CSR 
STRATEGY 
 
Actual 
implementation 
of influential 
CSR initiatives 
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3.2 Mindset Transformation 

 

Often those organisations and entrepreneurs who begin to understand their transitions will 
need to build a different mindset to envisage the changes, capabilities and challenges to 
their new worlds. Mindset is the set of knowledge, attitudes and beliefs we hold. It is 
powerful in influencing our perceptions and ways of doing. Nowadays everyone talks about 
mindsets; growth mindset, entrepreneurial mindset, positive mindset, and so on and the 
fact that to achieve certain goals we need to change our mindset and develop the ability to 
perceive certain situations from different perspectives. By changing mindsets, we instigate 
radical changes in our lives.  

 

In the business context, changing mindset is not a new concept (see Kedia and Mukherji, 
1999; Gupta and Govindarajan, 2002). When globalisation took hold in the early 21st 
century, managers were recommended to develop a ‘global mindset’ to become effective 
global managers. In the entrepreneurship literature, developing an entrepreneurial mindset 
is viewed as a key to having more of high growth ventures, as it ‘allows and empowers us to 
come up with new ideas, solve problems, generate creative solutions, and take action to 
pursue opportunities’ (Kuratko et al., 2021).  
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The mindset we talk about here is more than moving into one state of mind. We talk about 
mindset change in terms of transforming the approach to the way owner managers organise 
their business, starting with themselves but gradually involving their employees and 
expanding the whole transformation to the organisational level to create high performing 
work systems ((HPWS) Martinez-del-Rio, Pingshu and Guthrie, 2022). In our framework, 
mindset transformation is about the vision for what the organisation expects to create value 
for and the kind of culture the organisation can thrive on. Therefore, changing mindsets 
does not only concern the owner-managers in building new instincts and to adopt new 
behaviours, (as is commonly discussed under the concepts of an entrepreneurial mindset 
(Kuratko et al., 2021), entrepreneurial orientation (Wiklund, 1999; Wiklund and Shepherd, 
2005), entrepreneurial style), but also the management teams and even employees. It relies 
on the creation of strong leadership effects and culture within the organisation. It is about 
changing the individuals’ (i.e. everyone involved in the firm) perceptions and attitudes 
towards how the business is managed, how well the business can perform, what level of 
growth the business aspires to achieve and their role and responsibility to achieve it all. The 
latter brings in the inclusivity of the employees and helps create an organisational culture in 
which employees feel motivated and engaged. Staff who are involved and developed 
become more willing to build innovation, efficiency and productivity within the firm. This all 
requires a change in approach to human resource management. As Harney et al. (2022) 
argue, the resource-constrained and hierarchically contracted nature of SMEs mean that the 
impact of HRM is all the more telling. SMEs offer a perfect platform to work with contextual 
issues, and their resource poverty and labour-intensive nature mean that they have a 
greater reliance on the effort, engagement, and the discretion of employees. Our research 
found the lack of qualified personnel as a pronounced barrier to achieving high productivity 
and growth even in HGFs (Coad, Pellegrino and Savona, 2015). Since this is an issue deriving 
from the rigidity of UK labour markets, the partial solution is for SMEs to assume an 
important role in creating their very own qualified personnel by investing in their human 
resource management with the right mindset. 

 

In terms of the relationship between mindset and organisational culture, Argyris (2004), 
whose seminal work on organisational learning changed perspectives and deepened our 
understanding of experiential learning, argues that some organisations suffer from an 
underground culture of covering things up to protect the existing system of doing things. 
This kind of defensive reasoning mindset setbacks progress and an open-minded approach 
to new ideas, new ways of doing things and new learning. Argyris (2004) shows how the lack 
of a productive reasoning mindset brought the end of big corporations such as Enron and 
Arthur Andersen; previously awarded year after year for good management practice but 
ending up with scandals and high-profile bankruptcies due to their below-ground 
management rather than above-ground.   
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Mindset transformation becomes a sine qua non to move an organisation’s structure, 
process, people, and culture. Growth after all is not only a responsibility of the 
entrepreneur/owner manager, but a collective activity of the whole organisation, and 
mindset transformation can only be fully transformative if it is achieved at organisational 
level. The whole business becomes entrepreneurial collectively, continuing to take risks, be 
innovative and proactive towards market needs and changing circumstances. Such mindset 
change can be in line with the chosen business model, in other words, can be informed by 
strategy transformation in the organisation. 

 

Figure 4. Mindset Transformation: Illustrative examples  
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Having said this, one of the biggest barriers for SMEs still tends to be the confinement of 
entrepreneurs/SME owner managers to one state of mind or defensive reasoning mindset 
(Arygris 2004), namely the well-known ‘busy fool syndrome’. This cognitive style often 
serves as the pretext for the overwhelming day-to-day operations where SME managers 
hardly find the time to direct their attention to growing their business. Working greater 
hours to compensate for this is also not the way to solve the problem. Our research findings 
suggest that having longer than usual working hours and excessive overtime do not prove to 
be efficient and are associated with declining rather than growing firms. Changing from this 
‘busy fool' state to ‘strategic leader’ state requires mindset change towards a more open 
mindset, for instance, to collaborate with others, delegate roles and responsibilities and 
systematise management, all of which lead to higher productivity with significant 
implications for strategy development and human resource management, as explained 
below.    

 

First, managers need to learn to prioritise planning for growth in the long term rather than 
ad hoc reactions in the short-term.  Favouring short-term achievements, solutions and 
returns often stems from lack of confidence or ability of the owner managers in strategising 
especially when buried under the current workload. Their mindset is shaped by reactionary 
business decisions, and fear of transitions to business stages where they feel they might lose 
control. What was once a strength in nurturing one’s business alone in the early stages can 
turn into a disadvantage once the business has room to grow. More precisely, often blinding 
owner managers to the inherent potential in their employees, which with the right 
investments in human resources and technological improvements can be turned into a 
competitive advantage. Planning for long-term growth requires mobilising today’s scarce 
resources and making investments for the long term, many of which may not show visible 
returns in the short term.  

 

Second, a growing business needs leadership and a structured system of management. The 
lack of capability to transform into a leader who can delegate roles and responsibilities, 
involve managers and employees in decision making, and inspire employees for further 
learning and development, etc., requires a significant mindset change in owner managers. 
Only then can they transform their businesses. An ability to change mindset when a new 
approach is required for organisational transformation is a progressive development that 
cannot be expected to happen overnight. While there are many barriers to growth - lack of 
finance, human capital, infrastructure, social capital, or resources - mindset is often at the 
top of this list. Mindset becomes a barrier especially when there is a wish to maintain the 
status quo and when there is resistance to change. So, the mindset may block potential for 
growth at different levels in a business i.e., owner manager level or employee level. Once 
this barrier is overcome, the transformation of mindsets will enable the ability to overcome 
other barriers and allow the transition to different stages of development, innovation, and 
growth.  
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Third, for successful and sustainable firm growth, SMEs are frequently recommended to 
develop and sustain competitive advantages, but they are not explicitly guided on how to do 
so with their limited resources (especially compared to large firms). Smallness is often said to 
produce an advantage of greater discretion and swift decision making and therefore greater 
impact on firm behaviours and outcomes than large firms. Yet, the advantage of being small 
is often overtaken by the rather wide-ranging, complex, and long list of shortcomings (see 
Table 1). Most of these shortcomings can be overcome through leveraging existing resources 
to create capabilities, e.g., by making effective use of their human capital, through effective 
development, incentives, and rewards. If financially viable, expanding resource stocks 
through consulting, hiring, or employing a team of professionals who would guide, clarify and 
simplify these processes within the firm, and/or recruiting, selecting and planning the right 
kind of workforce for long-term growth is not only a part of strategy transformation, but also 
reinforced by mindset transformation. Similarly, if expanding internal resources is not 
possible, developing the social capital of the firm and positioning in valuable networks will be 
instrumental. However, only the right kind of mindset, in combination with strategy 
transformation will create the necessary processes for turning external resources into firm 
capabilities for long-term growth.   

 

 

 

Mindset transformation has therefore 
significant implications for developing 
resilience against unexpected crises, and 
external shocks.  Resilience can only be 
part of the organisational culture when 
mindsets are transitioned into a state 
where crisis is understood as a norm and 
failures are seen as opportunities. Our 
research found that half of today’s HGFs 
are in their second and third ventures, 
indicating that successful growth is often a 
result of lessons learnt from successive 
failed ventures: instead of giving up, 
grasping new opportunities and building a 
better experience. 

 

Finally, a mindset that embraces openness to radical changes, such as the use of state-of-the-
art technology, comes only if SMEs are aware of the emerging challenges in their business 
environment. Yet, a quarter of SMEs in our research reported that they are not sure or do not 
know whether they are aware of these challenges. 

Without mindset transformation, neither strategy transformation nor acquiring digital 
solutions can prove to be effective and yield the expected productivity increase.     



23 
 

3.3 Digital Transformation 

 

The changing local and global business landscape and the introduction of technological 
advances are bringing about new opportunities and very different ways of doing business: a 
new digital revolution. If we had asked before the Covid-19 pandemic, few SMEs would 
know what their technological needs are: now and in the future. Our research, concerning 
the two years just before the Covid-19 pandemic, found not only underinvestment in the 
use of technology by most SMEs but also a lack of understanding of how technology would 
help their business (Yoruk and Gilman, 2021b). With the Covid-19 pandemic, however, the 
business environment has been so dramatically transformed digitally (e.g. raised awareness) 
in such a short time that digital transformation (DT) has become a must-do for any 
organisation.  
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Digitalisation refers to the integration of digital technologies into the core business 
operations to improve the existing business model and create new revenue and value 
adding opportunities (Fitzgerald et al, 2013; Matt et al, 2013), and enhance the productivity 
of organisations by bringing efficiency to the processes (OECD, 2019). These digital 
technologies range from the simple use of the internet and social media and the creation of 
a website for online sales to buzzwords such as Big Data, Artificial Intelligence, Industry 4.0, 
and the Internet of Things. Most SMEs use digital technologies to extend into online 
markets. However, the wider use and benefits of digital technologies are not well 
understood by SMEs which they either find financially beyond their capacity or they may not 
know where to start.  

 

Digital transformation is distinguished from digitalisation as a more overarching concept and 
it refers to the implementation of new digital technologies to radically improve the 
performance of organisations (Westerman et al., 2014). It is concerned with the changes 
that digital technologies cause in a firm’s business model, products, processes, and 
organisational structure (Hess et al. 2016). It goes beyond developing social media presence; 
it allows brand rejuvenation in online/ digital markets and can even lead to opening up new 
international markets. 

 

 

 

Digital transformation assists with increasing productivity and business efficiency via 
optimising existing processes by establishing a strong technology foundation that facilitates 
the integration of the use of digital technology tools into the entirety of firm operations. 
Most importantly, to collect and use data for sensible and accurate strategy development. 
Such data may be all around the SMEs but may not be utilised effectively to optimise 
processes (e.g. average time needed for the execution of a complete business transaction, 
etc.) or to effectively manage supply chain operations through exchanging data in real time.  
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It may be within different IT systems such as the customer relation or contract management 
system (CRM, CMS) but not used to develop products or services according to market needs 
or demand. It might be obtained from external sources, such as social media, but not 
processed to structure the market strategy of the firm and to prepare them for external 
shocks such as the financial crisis or the Covid-19 pandemic.  

 

We found that the integrated use of such technology by SMEs is very limited and restrained 
to isolated purposes such as finance, IT, advertising, and marketing, etc. For example, a 
company may already be monitoring market trends, but when utilised together with other 
digital transformations, this awareness can empower them to set the trends in their 
markets. Growing SMEs effectively use technology to collect data on customer satisfaction, 
quality of product and services, training and development and productivity. Additionally, 
high growth firms adopt digital technology use in areas such as management information, 
strategic thinking, and human resources, and use technology in analysing these data to 
influence their strategic decision-making. The drawback of poorly performing SMEs in 
having limited performance measures is to have standalone data analysis with no link 
whatsoever to the whole business operations of the firm. Data is only useful when it allows 
the integration of business operations at every level to develop a systematic strategy that 
takes every possible aspect of the business into account.  

 

Digital transformation is an important step of organisational transformation that 
complements efficiency in business assessments with performance measures. Digital 
transformation has the power to structure business assessments via a wider range of 
performance measures than firms may realise. It is completed when SMEs bring together 
the designated technologies that originally seem to be unrelated and construct a 
comprehensive data analysis. This approach not only integrates knowledge about the SME 
and its operations but also about what is happening in their market, sector, and the 
economy (Figure 6). 

 
Figure 6. Benefits of digital transformation on SME operations 
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Digital transformation also improves time management. Only when SMEs acknowledge the 
influence of widespread and systematic use and analysis of performance measures on their 
operations in both internal and external business environments, will they appreciate the 
time-saving characteristics of digital transformation.  

 

Digital transformation involves the broader adoption of technology in association with 
people and processes. In particular, assimilation of digital technology use within the firm can 
improve the capabilities of employees via purposeful training and development in the use of 
these technologies (digital capabilities) and nurtures the internal ability to turn data 
collection and analysis into sensible strategies by taking into account not one, but many 
factors (external & internal). Such internal capability development, an invaluable asset to 
SMEs, allows employees to understand how the business is run more efficiently so that they 
find their own role from which to contribute within this new structure. 

 

Hence, the use of digital technologies depends on the maturity of the level of organisation 
with respect to processes and capabilities, and therefore there are discernible differences in 
digital transformation processes and rates between large and small companies as well as 
between manufacturing and services sector (Rummel et al., 2021; Frank et al., 2019). 

 

Figure 5. Digital Transformation 
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Digital transformation becomes a part of organisational transformation when it is closely 
linked with changes in strategy, management and organisational behaviour. Both academic 
and practitioner-based studies emphasise the role of strategy in driving digital 
transformation and creating value and competitive advantage for organisations. However, 
in practice, gaining these transformational effects from new digital technologies prove 
difficult for many SMEs (Capgemini Consulting, 2011).  

 

Digital transformation is no ordinary transformation, and often requires a clean break from 
past and present ways of doing business. It enforces the development of new strategies, 
structures, routines, and capabilities (e.g., digital). It requires strong strategic leadership, 
changes in organisational structure, dynamic capabilities for innovation, and receptiveness 
of employees for cultivating a different kind of culture within the firm.    

 

Digital transformation not only has close links with strategic elements, but it situates at the 
nexus of technological, organisational and market elements of strategy. Because it requires 
a redesign of organisational processes and routines, it needs alignment between firm 
strategies and firm employees’ acceptance and adoption of new digital technologies, and it 
keeps customer needs and expectations at the centre of attention. As it induces a change in 
organisational culture internally (e.g., employees) and externally (e.g., networking relations 
with partners), digital transformation involves the management of many inter-related actors 
at individual to organisational levels, whose mindsets need to align with initiatives of digital 
transformation and strategies (Solberg et al, 2021).  

 

Hence, we argue that digital transformation is not a simple prescription of strategy but 
requires cognitive mechanisms that support its success. Mindsets observing growth barriers, 
not as challenges but as opportunities for change, may lead to transformative strategies, 
such as transforming the firm digitally. Yet, mindsets approaching digital transformation as a 
technology initiative driven by IT departments or specialists undermine the complexity 
surrounding digital transformation in an organisation. There are several implications of this 
approach. The first and most often discussed implication is the human side of it. It not only 
creates fear among the employees but also defeats the whole purpose of digital 
transformation before it starts (i.e., creating efficiency, improving productivity). When the 
employees are not convinced by the digital transformation, how can an organisation solely 
rely on computer-generated data management for efficiency improvement? An open-
minded approach to changes, in some cases a complete transformation of mindset, go 
naturally hand-in-hand with digital transformation. Such mindset transformation not only 
refers to changing the mindsets of employees but also of the management who are not 
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necessarily ready to fully perceive what a digital transformation means for their business. 
Hence although trillions are spent on digital transformation not as many successes are 
forthcoming (Tabrizi et al., 2019).  

 

Mindsets perceiving digital transformation as a ‘process’ rather than an automatic 
‘outcome’ of technology acquisition become successful implementers of digital 
transformation. Not only is digital transformation a process itself, but it is also surrounded 
by other processes that are within the organisation. As our transformation triangle 
highlights, strategy transformation would help if it precedes digital transformation by 
clarifying business strategies so that the organisation has a clear and focused understanding 
of digital transformation and its expected future impact on the business performance. In 
turn, adopting new digital technologies might entail completely new strategy development 
and implementation within the organisation, which eventually creates a new business 
model for the organisation. Digital transformation will lead to new capability development 
to enact these new strategies. This process naturally will be different for each organisation 
depending on its idiosyncratic characteristics, conditions, and capabilities: the end product 
being the same – digital transformation.  

 

Once achieved, digital transformation paves the way for easier transitioning of SMEs in the 
short term from one state of growth to the desired other. Rather than playing catch-up, 
SMEs need to start re-inventing themselves to be both resilient and strategic. 
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Figure 7. TRANSFORMATION TRIANGLE: 
SME Growth Framework for Organisational Transformation  
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4. WHAT CAN REGIONAL ECONOMIES DO TO HELP SMES IMPLEMENT 
TRANSFORMATION TRIANGLE (FIGURE 7)? 
 

Despite the financial difficulties local authorities are facing, they need to prioritise 
supporting and incentivising SMEs’ survival, revival and growth as the engine of local and 
regional economies. The Covid-19 pandemic created the trigger effect that is required for a 
radical strategic change, which might help solve productivity problem. 

 

What the SME economy needs is not generalised business support policy for all SMEs, but 
bespoke policies for SMEs of different sizes and other characteristics than just their turnover 
or employment growth. For instance, targeted policies or facilitating mechanisms might be 
put in place to stabilise the presence of sole trader (up to 1 employee) and small-sized (10-
49 employees) enterprises in the economy and to facilitate their growth. Our research 
found a positive correlation between the employment levels and turnover of these SME 
categories, indicating their capacity to grow in terms of both size and economic effect with 
the right guidance (Yoruk and Gilman, 2021a). Yet they need support to sustain themselves 
in the long run. This is not to say that there are no means available for enhancing the 
contribution of these firms. Physically there are start-up hubs, industrial clusters, science 
parks, and so on supported by public funding and policies. However, SMEs’ needs are more 
contextualised, complex, and urgent. Academic research intensively investigates the barriers 
to SME growth. Qualification and skills development is one of the major issues that could be 
addressed.  
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We recommend consulting with SMEs and creating opportunities in line with their needs. 
This is feasible at the level of regional and local economies. Policy makers and stakeholders 
need to assume the role of coordinating all of the actors who will ensure enabling the 
bottom-up support systems, such as banks, NGOs, universities, business development and 
technical assistance providers. They also need to synchronise their SME policies with local 
and regional factors such as business environment, available opportunities, and 
coordination capabilities. The interventions need to ideally revolve around our three 
framework elements but need to include the abovementioned broad range of specific key 
areas (Table 1) if they are to develop the potential for SMEs' future growth, enhance SME 
productivity and introduce digital transformation in SMEs. For such interventions, individual 
and sustainable one to one intervention would be important given the nature of some of 
the transformations required. 

 

For example, mindset transformation would include:  

 understanding human capitals’ role in building competitive advantage (leaders & 
management),  

 empowering employees through purpose, mastery & autonomy (Pink, 2010)  
 understanding the creation of competitive advantage.  

 

Strategic transformation requires a written strategy:  

 understanding how to build strategy and become more strategic,  
 emphasis on knowledge and innovation management,  
 HR as a source of competitive advantage  
 quality and differentiation strategy (niche products and personalisation of services),  
 a long-term view to networking - effectively cooperating with their suppliers and 

customers,  
 implementation of influential CSR initiatives which involves understanding Corporate 

Social Responsibility.  

 

Digital transformation requires: 

 an understanding of technology for efficiency improvements (productivity),  
 value Chain integration,  
 the right skills and capabilities,  
 broader integrated measures and ability to measure wider indicators  
 comprehending the importance of technology use for their business  
 integrating the right technologies for their business into their operations.  
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Tailored workshops for SME groups with similar characteristics and /or needs, bespoke 
grant schemes and specialist accelerator programs would also be useful. The question is 
whether they are achievable, and if so, how? To make this leap, the national government 
has started to support SMEs through various programmes. SMEs that have a growth 
mindset are already the frontrunners participating in these programmes. What about the 
abovementioned static, everyday SMEs which are the backbone of the economy but are 
largely lethargic, inactive, and seem uninterested in matters other than their legal 
obligations to run their business? 

 

We take the example of the West Midlands. At the time of the completion of our study, it 
was among the hardest affected regions by the Covid-19 pandemic outside of London. The 
West Midlands is expected to suffer the worst economic and social impact in the near 
future. The region has made investments in business infrastructure and support in 
innovation over the years, which ranked it high amongst its peers in the EU28. It has 
progressed at similar levels in technological readiness to the EU28 regions. However, with 
the Covid-19 pandemic, it is now vital for the region to supplement its infrastructural 
superiority by prioritising policies that assist with building the digital skills of SMEs, 
incentivise the adoption of digital technology in SMEs, supporting their digital 
transformation and aligning their growth processes with the characteristics of the 
predominant sectors in the local authorities of the West Midlands.  

 

Some of the declining sectors in the West Midlands’ economy in the last decade do not 
present a significant productivity problem. For instance, while the employment levels 
considerably decline in the agriculture sector and slightly increase in the real estate sector, 
their turnover dramatically increases, which might be attributed to the use of advanced 
technology. Similarly, digital transformation in a variety of sectors would improve 
productivity by boosting operational efficiency (e.g., in manufacturing, finance, healthcare), 
through keeping up with the competition (e.g., in transportation), or simply by growth (e.g., 
in retail), as the digital transformation will naturally have a different outcome in different 
sectors. Hence, the variations in local sectoral distribution and factors need to be taken into 
consideration by the policymakers in the West Midlands. 

 

If regional economies like the West Midlands continue to thrive, their policies should not 
just target SMEs with the potential to become HGFs, but to facilitate levelling up as many 
SMEs as possible to the most efficient and productive forms of growth. Regional policies and 
funding need to be designed in a way to allow SMEs to grow at their chosen path, rate and 
speed that stimulates the economy. While every SME is exposed to the same challenges in 
this environment, some will exit and some will come out of it stronger. To achieve a positive 
outcome not for the few but many SMEs, the West Midlands local authorities must consider 
the policies that create the necessary financial, economic and education-related tools for 
SMEs in their quest to develop strategic resilience through adaptability.  
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APPENDIX 

 
Figure A.1. Regional Productivity assessed through firm-productivity and industry mix effects, 2015  

 

Source: ONS, (2018a) Regional firm-level productivity analysis for the non-financial business economy, Great Britain: April 
2018. 


