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Abstract The objective of this study is to identify factors for poor performance and
failure faced by small and medium-sized enterprises (SME) and to investigate a
potential bias between real causes and attribution for stranding. In order to achieve
this objective, we have adopted entrepreneurial personal story explorations in eight
Portuguese SME. Our research reveals that the most important factors are limited
access to finance, poor market conditions, inadequate staff, and lack of institutional
support, as well as co-operation and networking. Hereby, at a first glance, external
factors were more often cited, but qualitative analysis revealed that internal factors
are imminent and not satisfactorily recognized. Even though some owner–managers
showed a certain awareness regarding their internal weaknesses, many problems
such as lacking strategy and vision, low educational levels, and inadequate social
capital are not sufficiently recognized. Therewith, we found a strong attribution error
when SME owner–managers judge the causes of their ventures’ unsuccessful
performance and failure. Finally, we draw conclusions and suggestions for
policymakers, small business owners, consultants, and researchers.
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Introduction

Small and medium-sized enterprises (SME) are of utmost importance for the
economy. On the one hand, this alone is true in quantitative terms. In the European
Union (EU), more than 99% of the existing firms are SME; they stand for two-thirds
of all employment possibilities and account for 60% of value added (ENSR 2003).
On the other hand, for a variety of qualitative reasons, SME are economically and
socially significant. They are not only seen as a main driver for generating
employment, they also promote innovation, put business ideas into practice, foster
regional economic integration, and maintain social stability (ENSR 2003). The high
figures of SME inject economic variety (Hannan and Freeman 1989) and generate
competition, positive for economic output (Porter 1990). Furthermore, SME often
occupy niche markets in a very flexible and tailored manner. In fact, features such as
flexibility, innovativeness, and problem-solving orientation are considered as key
factors for SME success (Lin 1998).

In spite of these facts, over a long period of time, policy-makers paid much
attention to large enterprises, and SME were simply neglected in the public and
academic focus. Only at the beginning of the 1990s, specific strategies and
improvement of economic conditions for SME became a subject; meanwhile they
rank high on the political agenda. Recently, much has been done to improve the
environment for SME. A series of particular and appropriate legislation has been
introduced to try to support growth and stability of SME and to redress the
difficulties they face. This seems to be mandatory, since research indicates that
failure of SME is high, above all within the first years after starting. Timmons (1994)
shows that over 20% of new ventures fail within one year and 66% within six years.
Other scholars like Paffenholz (1998) and Woywode (1998) state that approximately
50% of small start-ups survive for more than five years.

Given that such a large percentage of SME is unsuccessful, it is meaningful to
investigate the causes of poor performance and failure faced by these firms.
According to Storey (1994), the failure of SME is a vitally important area for
research and he rightly states that no policy can be formulated for SME without a
central understanding of business malfunction’s significance. This comprises the
identification of major problems that are assumed to discourage and obstacle SME
performance. Much research has been done about success and growth factors of new
firms (e.g. Barber et al. 1989; Brüderl et al. 1992, 1996; Audretsch 1995; Audretsch
and Mahmood 1995; Gatewood et al. 1995; Almus and Nerlinger 1999; Dowling
2003; van Praag 2003; Kakati 2003; Hemer et al. 2006; García-Muiña and Navas-
López 2007). In contrast, little has been done to examine factors of poor
performance and failure of established SME, more than ever in European regional
contexts. Among the few examples for the latter there are ENSR (2003) and Gallup
Organization (2007).

Against this background, the objective of our paper is to identify the factors for
unsuccessful performance and failure of SME. Moreover, our intention is to
investigate a potential bias between the perceived and real causes, i.e. to explore
whether the causal attributions made by SME owner–managers about their ventures’
failure are diverging from the actual causes’ loci. Therefore, we refer to attribution
theory (Heider 1958; Kelley 1967; and Weiner 1979, 1985), a social psychology
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construct to explain certain behaviors and reactions of SME owner–managers. Albeit
attribution theory have become integrated into many aspects of psychology, their
application to organizational psychology (e.g. Kent and Martinko 1995; Martinko
1995; Weiner 1995) or entrepreneurship and small business (e.g. Zacharakis et al.
1999, Tang et al. 2008) has only received limited attention and is a much more
recent phenomenon.

Given the exploratory character of this study and our research objective, we adopt
qualitative research, which is gaining acceptance in the small business and
entrepreneurship research community (Perren and Ram 2004). As attribution theory
builds up on the subjectivity of individuals’ perceptions; accordingly, we apply
‘entrepreneurial personal story explorations’ as the appropriate research methodol-
ogy. Herein, our research has the SME owner–manager as the primary unit of
analysis and was performed in the Portuguese context.

The article is organized as follows. Next section gives a theoretical overview
about the main factors for poor performance and failure of SME and demonstrates
that attribution theory provides a useful framework to explain the failure attribution
bias. “Methodology and data”, based on a qualitative approach, presents method-
ology and data from eight cases of unsuccessful SME studied in Portugal. “Findings
and discussion” exposes and discusses the explorative findings, paying special
attention to external and internal factors. Finally, “Conclusions, implications, and
limitations” concludes, puts forward suggestions for policy-makers, SME owners,
supporting institutions, and researchers, and presents some limitations of the study.

Theoretical framework

Failure factors in SME

Small business literature identifies a huge range of SME success and failure factors.
Hereby, one of the most important problems concerns liquidity constraints. Financial
capital is convertible into other types of resources and, for that reason, the most
general kind and the basis of other resources (Dollinger 1999). Obtaining equity and
debt financing seem to be two of the major difficulties SME face and impose severe
restrictions on their development (Storey 1994; Winborg and Landström 2001;
Brown et al. 2005).

Strongly linked with liquidity constraints, lacking innovative capacity also affects
SME development. From the resource-based view, the survival and performance of a
firm strongly depends upon the ability to obtain distinctive capabilities that lead to
competitive advantages (Barney 1991). This implies the implementation of research
and access to external knowledge and technology in order to develop firm-specific
assets. Empirical literature has proven that the extent of innovative activities
influences firm survival positively (Audretsch 1991, 1995; Audretsch and Mahmood
1995). Moreover, technology-orientation also leads to higher survival rates
compared with firms in other sectors (Westhead and Cowling 1995).

The constraints on financial capital and lacking innovative activities severely
affect SME competitiveness. At the industry level, several studies, for example those
of Audretsch (1991, 1995), Audretsch and Mahmood (1995), Wagner (1994),
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Agarwal and Gort (1996), and Mata and Portugal (2002), point out the main
determinants of competitiveness and survival. These comprise market growth and
concentration, economies of scale, as well as barriers to entry. Furthermore, limited
access to public contracts and subcontracts, often because of cumbersome bidding
procedures and lack of information, inhibit participation in these markets. Also,
inefficient distribution channels and their control by larger firms pose important
limitations to market access for SME. In fact, Gallup Organization (2007) states that
competition for SME in EU has intensified over the last years and that limited
purchasing power of customers is the most important business constraint.

For corporate performance in general, contacts, networks, and co-operation are
key determinants. The relationship between networking capability and success has
been intensively studied in small business literature. Scholars like Birley (1985),
Aldrich et al. (1987), Pennings et al. (1998), or Lechner and Dowling (2003) have
empirically proved that higher levels of networking activities or social capital are
associated with greater firm performance. However, due to firm size, regional-
limited operating range, and owner-focused management, an inadequate social
capital and therewith lack of co-operation and networking is likely to impose severe
constraints for SME.

Furthermore, human resources are a chief factor for a firm’s development. Teece
(1998) says that the tacit knowledge, embodied in human beings, is a unique source
for firm-specific assets. Indeed, apart from financial aspects, the quality of human
capital and effective recruitment of appropriate workforce has proved to be one of
the main success and survival factors (Bosworth 1989; Brüderl et al. 1992, 1996;
Mata and Portugal 2002).

Hand in hand with the difficulties in recruiting qualified staff before-mentioned,
qualifications and experience of SME founders or managers itself often causes
severe constraints on SME’s development. In general, the argument that firms
founded or managed by individuals with greater human capital perform better than
other firms has been extensively scrutinized and corroborated by literature, examples
are those of Bates (1990), Brüderl et al. (1992), Storey (1994), Pennings et al.
(1998), Van Praag and Cramer (2001), and Van Praag (2003). Research clearly
indicates that formal qualifications are positively associated with small firm’s
success (Westhead and Cowling 1995; Brüderl and Preisendörfer 2000; Bates 2005).

Along with insufficient qualification and experience of SME managers and
often a consequence of that factor, there may occur deficiencies in management.
Scholars like Brüderl and Preisendörfer (2000) pointed out the importance of
organizational strategies for business growth. Jennings and Beaver (1997) stress
that strategic management in SME is unique and cannot be compared with
professional management in larger organizations. Furthermore, they state that the
reasons for failure or poor performance are due to the multiplicity of roles expected
of owner–managers.

Another barrier for SME survival and development seems to be the lack of
institutional support, along with inadequate legislation and excessive regulations.
Many SME managers complain about the bureaucratic processes that come along
with these hindrances; furthermore, they find many services inadequate. Gallup
Organization (2007) emphasizes that nearly half of SME in EU consider themselves
as operating in an over-regulated environment and detect administrative regulations
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as the most important business constraint. What aggravates this situation is the
scarce awareness, absence of information and time to take advantage of existing
support. In addition, Ghobadian and Galler (1996) refer that SME are usually
sceptical of outside help.

To sum up, the literature review reveals a series of constraints and failure factors
SME face. In order to classify them, Storey (1994) asserts that there are both
endogenous and exogenous factors causing small firms’ failure, and their relative
significance will depend on the posture and composition of the firm and the
prevailing characteristics of the operating environment. Here, we follow Zacharakis
et al. (1999) who mentions SME failure factors to be a result of a combination of
internal and external determinants. In doing so, we consider external factors as
acting upon the firm from outside, and firms are hardly able to abscond from them.
Contrariwise, internal factors can be controlled by the firm or its members
themselves.

However, in pondering the relative significance of these internal and external
factors for a firm’s poor performance and failure, reality and individual
perception might be different. Due to specific traits of founder-managers, such
as overconfidence (Forbes 2005), it is likely that, when asked about what kind of
hindrance caused failure, a perceptual bias would result. To understand certain
reactions and allocation of blame, a deeper analysis of this process is appropriate.
In this, we think that attribution theory is a promising tool, exposed in the
following section.

Attribution theory

As stated before, the origins of poor performance and failure of SME have various
rootcauses. However, what individuals judge to be the underlying cause of events
does not always correspond to the real situation. Perception of failure is a subjective
phenomenon and, thus, frequently biased or in error. In this context, a research area
that explains how people perceive circumstances and make judgments about
problems is to be related to attribution theory. This social psychology construct
was mainly developed by Heider (1958), Kelley (1967) and Weiner (1979, 1985).
For Kelley (1967), attribution relates to the process through which individuals
deduce or perceive the causes of events, the behavior of others, or the dispositional
properties of any entity in the environment. Herein, through affective and cognitive
reactions, people search for causes in a variety of domains, and typically either
within themselves or within their environment. In this study, attribution theory plays
an important role in explaining the failure factors that SME owner–managers
perceive and judge.

Scholars have classified these causal attributions along various attributional
dimensions. Within the several dimensions proposed by Weiner (1979, 1985), the
locus of causality appears to be the most widely accepted, and for our purposes the
most important aspect. This approach is based on a backward-looking perspective
and distinguishes whether the cause is respectively internal or external. Therewith,
it refers to whether individuals believe the cause of a particular outcome resides
within or outside them (Tang et al. 2008). As such, the locus of causality
differentiates if the event’s cause can be linked to the actor or rather associated to
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the specific situation (McAuley et al. 1992). Linked with this concept, attributional
style refers to the systematic way by which people try to explain their own
successes and failures (Kent and Martinko 1995). In doing so, psychologists like
Fiske and Taylor (1991) found that a quantity of people usually activate a
particular behavior, a so-called ‘chronic schema’, regardless of its appropriateness
to the moment.

In this sense, the attribution theory predicts that individuals are likely to ascribe
their failures or mistakes to external causes (Bettman and Weitz 1983; Davis and
Gardner 2004), attributing causes to situational factors rather than blaming
themselves. Then again, other people’s failures are habitually attributed to internal
causes, arguing that it is due to their internal personality factors. Fiske and Taylor
(1991:73) underpin “the fundamental attribution error is to attribute another’s
behavior to dispositional qualities, rather than to situational factors”. For the
opposite, individuals tend to attribute their own problems to situational factors.
Moreover, literature highlights that attributions may be self-serving or hedonic, as
unfavorable outcomes are typically attributed to external forces (Miller and Ross
1975; Zuckerman 1979). In other words, people prefer to be a victim of
circumstance rather than of their own doing (Zacharakis et al. 1999).

When analyzing internal and external causes, it was Heider (1958) who firstly
described the key socio-psychological components. In his view, internal determi-
nants include ability and effort, whereas the main external factors are task difficulty
and luck. Again, Weiner’s (1979) taxonomy comprises ability and motivation as
internal, and difficulty and luck as external causes. Hereby, Weiner (1979, 1985)
showed that internally attributed failures are particularly important for feelings of
shame or dissatisfaction.

Applied to the small business context, Tang et al. (2008) combined both
models and generated two attributional styles of entrepreneurs: (1) an internal
attributional style depending on causes such as ability and effort and (2) an
external attributional style based on task difficulty and luck. For our attributional
analysis, we also follow Heider’s (1958) and Weiner’s (1979) taxonomies, bearing
in mind the failure factors stated before while adding a few specific elements. We
consider ability, social skills, and knowledge to be internal causes, stemming from
the inside of the individual. In contrast, we regard market conditions, institutional
support, and luck to be external causes, originating from the environment. Overall,
we believe that SME owner–managers will attribute their difficulties more likely to
external factors, arguing that the causes of failure were market forces rather than
poor management. In the same vein, Zacharakis et al. (1999) argued that
entrepreneurs are predisposed to attribute the current negative outcomes to external
factors.

In sum, the attribution theory is an interesting framework and has significant
implications for SME failure analysis. Hence, in our study, this concept plays an
important role in explaining the cognitive processes that SME owner–managers go
through when they judge the reasons for their ventures’ poor performance and
failure. However, studying failed ventures is a difficult undertaking, not at least
because it is hard to gather data once a firm has failed. Therefore, we chose to
perform a qualitative investigation of a sample of selected SME. The following
section presents the methodology and data used in this research.
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Methodology and data

Type of approach and research design

Given the exploratory character of this study and our research objective, we
adopt qualitative research to examine factors for poor performance and failure in
SME. Case studies are recommended when the social and personal context is of
fundamental importance for the understanding and interpretation of the
phenomena (Yin 1989; Newman 1994). In particular, a multiple holistic design
is suitable (Yin 1989), since several cases are to be analyzed.

As noted by Perren and Ram (2004), qualitative methods have been gaining
acceptance in the small business and entrepreneurship research community. As
attribution theory stresses the subjective aspects of the individuals’ perceptions;
consequently, ‘entrepreneurial personal story explorations’ appears to be the
appropriate research strategy for the inquiry. According to Perren and Ram (2004),
this approach focuses on the individuals’ interpretation of events, recognizing that it
is only one subjective dimension amongst the many different accounts from social
actors sharing the world. In the same vein, Cope and Watts (2000) also favor
voluntaristic and subjective explanations, referring to the individuals’ reasons
attributing criticality to certain events.

The distinguishing feature of entrepreneurial personal story exploration lies
in privileging the subjectivity of the individuals’ experience (Perren and Ram
2004). For this reason, we focus on the approach of assigning a SME founder
respectively SME owner–manager to embody the primary unit of analysis.
Moreover, as Chetty (1996), Grant and Perren (2002), and Perren and Ram (2004)
state, topics such as survival, development, and growth of SME cannot be
understood without analyzing and understanding the relationship between above
mentioned factors and the environment in which the business person is
embedded.

The research design was conducted by a set of steps. First, we developed the
theoretical framework from the literature review. Second, we used this theory to
create the appropriate data collecting, as well as a mechanism for analyzing the
empirical evidence and findings. In this phase, according to Yin (1989), there is a
continuous interaction between the theoretical issues studied and the data collected.
Finally, we interpreted the findings in terms of the data collected in the field
research. However, as Yin (1989: 35) alerts, “there is no precise way of setting the
criteria for interpreting these types of findings”; each researcher can create his or her
own criteria.

Cases selection and data collecting

Since our research targets concentrates on unsuccessful SME, the Portuguese reality
is an adequate laboratory for our research. On the one hand, the economic structure
in Portugal is mainly composed of SME, i.e. 99.0% of the firms are small and
medium sized (IAPMEI 2004). On the other hand, their failure rate is high: in the
manufacturing sector, 20% of them fail in the first year only and merely 50% make it
to year four (Mata and Portugal 1994). More recent studies indicate that over 20% of
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new ventures do not survive the first year, and one third fail within three years
(CIEBI 2005).

The individual entrepreneurial stories for the present study were selected from
the convenience sample method (Patton 1990). The task was to choose SME that
would have less successful activities, poor performance, and tendency to fail. In
Portugal, unsuccessful business stories of varying degrees are not frequently
reported in national or local papers and magazines. The selection of stories was,
therefore, primarily determined by personal contacts to SME owner–managers, in
order to gain trustworthy information about the real situation of their businesses.
Based on these insights, we undertook an exemplary selection of eight SME which
face poor outcomes in terms of business performance, such as low sales amounts
or growth level.

Our data collection consisted of personal interviews, direct observation made
through on-site visits, and document analysis. According to Yin (1989) and Patton
(1990), these sources of evidence can be the focus of data collection for individual
case stories. The majority of the data was collected from interviews, which were
conducted using semi-structured questionnaires as a guide. They included questions
about the firms in order to obtain key figures and facts, the owner–managers’
characteristics and attitudes, the main determinants for poor performance and failure
in the development of his/her business, and the owners’ perceptions about the main
obstacles in their firms.

However, even when the person responsible was identified, we noticed that he or
she was often hesitant to discuss his or her failure factors. This phenomenon was
also described by Bruno et al. (1986), studying failure patterns among high-
technology firms. Therefore, in addition to the interviews, we exploited secondary
data sources to verify the statements and to obtain supplementary information. Such
multiple-data collection allows conducting a more thorough examination of each
firm. Herein, document analysis was considered for data triangulation (Denzin and
Lincoln 1994) and for larger construct validity (Yin 1989). The documental analysis
we performed embraced all types of documents provided by the firms or that were
available at the public domain, such as the firms’ website, annual reports, product
descriptions, customer and supplier catalogues, as well as other documents.

The interviews were run from March to May 2006, and lasted on average two
hours each. In all cases, the respondent was the founder (or one of the founders) of
the firm. Thus, the units of analysis were SME and the respective owner–managers.

Firm and interviewees characteristics

With reference to above, the data reported in this work were based on eight SME.
Table 1 presents a profile of these cases. As shown, the sample is composed of firms
with some diversity within the industry, mainly acting in engineering and
manufacturing. While one firm was founded several years ago, the majority (five
of them) had been in business for less than five years. As for the year of failure, all
firms stopped their business activities within the range of 2003 to 2006.

According to European Commission Recommendation (2003/361/EC), in terms
of headcounts as the main criterion, four firms (1, 2, 4, and 5) were micro
enterprises, employing fewer than ten people, whereas three (3, 6, and 8) belonged to
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the small enterprises category, and one (7) was a medium-sized enterprise. When
considering the turnover measure, only one firm (5) fulfilled the micro enterprise
criterion, while all the others fitted into the small enterprise classification.

Regarding their juridical form (legal status), S Corporation (Sociedade por
Quotas) was more representative (seven firms). S Corporation is different from
Corporations (Sociedade Anónima) due to the limited capital permitted by law
(5.000 Euros contrasted to 50.000 Euros) and the minimum number of partners (two
versus five).

In Table 2 we present our findings relating the characteristics of the SME owner–
managers. The management of the firms consisted of a small team, sometimes, just
the owner–manager. Only one out of eight firms had a female founder. With regard
to the possession of an academic degree, only two owner–managers (cases 2 and 8)
had higher education or qualifications.

Data analysis

The empirical work in this paper consists of entrepreneurial personal story
explorations. More precisely, this study focuses on descriptive and exploratory
approaches to explain the problems faced by the SME. The data were analyzed using

Table 2 SME owner–managers’ characteristics

Cases Gender Age (Years) Education Previous position

1 Female 42 Secondary Independent

2 Male 37 Higher Independent

3 Male 33 Secondary Skilled worker

4 Male 27 Secondary Skilled worker

5 Male 35 Basic Skilled worker

6 Male 46 Secondary Student

7 Male 47 Secondary Skilled worker

8 Male 33 Higher Skilled worker

Table 1 Sample profile

Cases Economic sector Year of
foundation

Year of
failure

No
employees

Annual sales
(Euros)

Juridical
form

1 Optical engineering 1998 2005 8 2.500.000 S Corporation

2 Electrical engineering 2002 2004 7 3.500.000 S Corporation

3 Furniture manufacturing 1999 2005 13 3.500.000 S Corporation

4 Computer components 2004 2006 9 3.000.000 S Corporation

5 Civil engineering 2000 2004 6 150.000 S Corporation

6 Textile equipment manufacturing 2001 2005 45 5.500.000 Corporation

7 Plastic manufacturing 1979 2004 52 4.200.000 S Corporation

8 Commerce 2000 2003 10 2.800.000 S Corporation
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content analysis (Weber 1985; Patton 1990). Interviews were transcribed, which was
extremely useful during data analysis. It was thus possible to reproduce and re-
analyze the collected data. In order to achieve this purpose, we compared the notes
systematically to build a database. The interview results were then combined with
other documentary evidence cited in “Cases selection and data collecting”, to
produce a detailed individual story report.

Variables about difficulties in SME were identified for each firm. These items
were then ranked according to the frequency they cited. The development of these
techniques allows analysis to focus on specific data, thus overcoming the major
problem on qualitative research, i.e. the huge volume of data that is generated. In this
study, we selected the failure categories from our literature review, but space was
also left for other alternatives that might emerge from the data.

The data interpretation was based on what the respondent stated (first order
interpretation) and on a subsequent validation (second order interpretation) to
verify the coherence of all the information collected. Finally, a theoretical
meaning (third-order interpretation) was applied to the empirical evidence
(Newman 1994).

Findings and discussion

Failure factors faced by SME

The objective of this section is to identify the main factors for poor performance and
failure faced by Portuguese SME and to determine the real causes and attribution of
failure. The list of factors derives from the theoretical framework in “Failure factors
in SME”; they were subdivided into external and internal factors. The factors cited
by the SME owner–managers are shown in Table 3.

For the economic sector, we found less failure factors cited by optical and electrical
engineering firms (cases 1 and 2), whereas the firm dealing with civil engineering faced
the broadest range of problems. Interestingly, only the owner–manager of the firm acting
within textile equipment manufacturing (case 6) mentioned more internal than external

Table 3 Firms’ failure factors

Factors Cases determinants identified 1 2 3 4 5 6 7 8

External Limited access to finance X X X X X X X X

Poor market conditions X X X X X

Strong competitiveness X X X X

Inadequate staff X X X X X

Lack of institutional support X X X X X

Internal Lack of co-operation and networking X X X X X

Obsolete technology and lack of innovation X X X X

Lack of entrepreneurial qualification X X X X

Poor management strategy and vision X X X
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failure factors. Keeping in mind the type of business is important because the factors of
failure might be associated with the characteristics of each sector. If there are low entry
barriers within a business sector, it demands lower initial capital and less technological
knowledge. What also matters, low entry barriers create stronger competition, reducing
profit margins and causing difficulties maintaining and developing the businesses.

Likewise, failure factors may be related to the dimensions of the firm. However,
considering failure factors from the SME subgroups reveals a heterogenic picture,
and in the cases we did not find a specific relationship between firm size and the
occurrence of typical external and internal failure factors.

On the whole, from the empirical evidence we can elucidate that more than
half of the eight SME studied cited factors for poor performance and failure such
as limited access to finance (8), poor market conditions (5), inadequate staff (5),
lack of institutional support (5), and lack of co-operation and networking (5).
Note that the respondents did not explicitly rank (degree of importance) the
factors they mentioned. The low levels of performance mainly originated from or
had its root causes in financial and commercial difficulties of the business. Also
non-economic criteria were quoted in some cases. However, we emphasize that
the key failure factors were found in the growth and development of the firms
rather than in their creation.

At a first glance and in a pure quantitative view, external factors were more often
cited by the interviewees. Hereby, the problems identified by the majority are hardly
new; nevertheless, it is not enough to judge the causes of failure in purely
quantitative measures. In fact, in our study we pursue a more qualitative approach in
order to gain a richer understanding of the relationship between the failure factors
named by the respondents and the ‘real’ causes that we judged as fundamental for
stranding. Thus, each factor we identified is going to be completed with content
analysis, starting with external factors.

External factors

Within the external factors, all interviewees indicated and described ‘limited access
to finance’ to be the main factor that negatively influenced their firms. According to
the correspondents, even with considerable planning, the start-up phases of their
firms proved to exceed financial estimates. Even if some SME owner–managers
received financial support and other types of assistance from local and national
government agencies, the chief types of financing to start and develop their firms
were personal savings, credit from suppliers and/or clients, and loans from family
and friends. This last source was especially used in cases 2 and 5. The owner–
manager in case 2 said:

“The very limited use of external financing is due to the fact that supply of
funds does not meet the demand… I prefer to maintain control of my business,
I do not want to assume disproportionate risks, and lack confidence in the
financial institutions.”

The female business-owner in case 1 said that financing agencies demand
extensive securities comprising private and business property, which complicates the
raising of credit. In sum, we could corroborate the insights from Storey (1994) and
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Winborg and Landström (2001) that place emphasis on the fact that obtaining equity
and debt financing are key difficulties for SME.

Furthermore, ‘poor market conditions’ (cases 2, 3, 5, 6, and 8) as well as ‘strong
competitiveness’ (cases 1, 4, 5, and 7) were the determinants mostly cited by the
correspondents. Sample quotes follow:

There is a depressed cycle in the market (case 3).
There are extremely strong competitors in the industry (cases 4 and 5).

These quotes illustrate that because of their size and limited resources, the SME
studied face severe problems due to the surrounding market conditions. This
observation goes along with the insights of Gallup Organization (2007), who found
that in comparison with other EU countries especially Portuguese SME complain
about high and increasing competition, limited purchasing power of customers, and
low turnover growth rates.

Nonetheless, when asked for the reasons of these fierce market conditions, our
correspondents’ answers revealed interesting insights. As an example, the owner–
managers in cases 3 and 5 mentioned a certain ignorance and non-use of
marketing techniques. In general, inadequate product development, lack of
market knowledge, as well as problems in product commercialization were
frequently cited arguments to justify poor market positioning. The latter are
altogether internal factors, which can surely be influenced by the owner–
managers themselves and stand for an attributional bias when it comes to judge
the causes of poor performance and failure.

Beside the strong competitiveness quoted by most owner–managers, they also
mentioned ‘inadequate staff’ (cases 2, 4, 5, 7, and 8) as a difficulty felt by their
firms. In concordance with our theoretical considerations (e.g. Bosworth 1989;
Gallup Organization 2007), recruiting problems were, in fact, often cited by the
interviewees. Due to limited financial resources, engagement of qualified or
specialized individuals was described as not easy. Even if they have a university
degree, adequate professional experience is often lacking. As a matter of fact, the
latter appears to be the key eligibility criterion for human resources. Thus, the female
owner–manager in case 1 reported that staff selection is based on experience and not
on education. This is the reason why they started to train the staff in-house in a
special program in quality and business concepts. The same applies to case 2, whose
owner–manager recruits staff from about six other electric companies selecting on
the basis of experience rather than education.

The discussions with the owner–managers revealed a remarkable insight.
Although most talked about the need for education, the comments from some
suggest that they do not necessarily ask for a very high level of education in the
small firms. When asked what is the ideal qualification for his firm some
respondents suggested basic literacy. Also, the hiring practice of many, which
favors the experienced over the educated somewhat, confirms this. Most employers
appear to prefer lower educated staff that they could extensively train and
indoctrinate into loyalty and long service. Indeed, this theory has support from
some educational studies from Portugal (Sousa 1991). Thus, the SME studied are
quite conscious about the importance of in-house education and training programs
for their employees.
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The factor ‘lack of institutional support’ (cases 1, 3, 4, 5, and 7) was also a
difficulty frequently cited. Interestingly, all interviewees are aware of the importance
and advantages of physical, organizational, and cultural support institutions. In some
cases, mainly in cases 2 and 6, when institutional support was used to create and to
develop the business, respondents refer that this support is very important: without
that incentive, they would probably not have started the venture. However, in the
majority of cases studied this institutional support does not exist, which is
particularly true for financial assistance. The correspondents also complained about
disequilibrium between the offers made by support institutions and the real demand
on the part of the SME. The type of support most needed was financing to acquire
equipment and to hire employees. In some cases (case 2), training and help on the
bureaucratic processes was solicited.

In the sample, some owner–managers did not even have knowledge about the
existence of institutional support or they did not trust the system. For example, in
case 5 the respondent mentioned that he still has not decided yet whether to attend
the supporting institution to further develop his business. Scepticism against outside
help, as noted by Ghobadian and Galler (1996), can be found also among our
correspondents. However, problems with institutional assistance, also in terms of
pecuniary support, were mostly assigned to the local authorities. That is, many of the
difficulties before mentioned were judged, from the business-owners perspective, as
a consequence of a lack of support from public authorities.

Internal factors

Concerned with internal factors, we found that five firms mentioned ‘lack of
co-operation and networking’ (cases 1, 3, 5, 5, and 7). The main reasons were that
the co-operation and information sharing created some friction and conflicts among
partners. The interviewee in case 8 confirmed that he already collaborates with some
subcontractors. He also indicated that the relationships are not always without
friction. The main problems arise from ‘stealing’ employees from other companies,
which again was attributed to outside reasons. Overall, our observations confirm
that, generally speaking, inadequate social capital and therewith lack of co-operation
and networking impose severe problems for the development of the SME studied.
Nevertheless, we also observed that the SME owner–managers were not really
concerned about the importance of co-operation and networking, which literature
identifies as crucial for the firm’s success (e.g. Brüderl and Preisendörfer 1998;
Franco 2003; Teng 2007).

‘Obsolete technology and lack of innovation’ (cases 4, 5, 6, and 7) was another
problem faced by some cases studied. The firm of case 7 produces complex products
(plastics manufacture). However, the company does not have a complex system of
producing, packaging, and delivering directly to the warehouse. The company also
does not renovate its product development by investing in the development of
products for specific customers. Similarly, other companies (cases 4, 5, and 6) are
not seeking for innovations and improvements. High technology and research is not
common in these firms as observations and discussions revealed. This is in line with
Gallup Organization (2007), who found that one third of all Portuguese SME seem
to have difficulties in implementing new technologies. This failure factor also relates
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to the low-level of education, and the personalized managerial style of running the
business, as follows.

Four interviewees mentioned ‘lack of entrepreneurial qualification’ (cases 2, 3, 4,
and 8) as a difficulty in starting and managing their firms. Table 3 reveals that only
two out of eight owner–managers (case 2 and 8) have university-level degrees,
whereas most of our interviewees (five cases) possess education at the secondary level.
There appears to be a trend that years of schooling and higher education level are
positively associated with a firm’s performance, as already shown by Bates (2005).

With regard to prior experience in running a business, positively related with a firm’s
success (Gimeno et al. 1997; Madsen et al. 2003; Bosma et al. 2004), in Table 3 we see
that the majority of firms studied (cases 3, 4, 5, 6, 7, and 8) had no practice or
experience in running a business before. Even if our sample is very limited in
quantitative terms, we strongly believe that, despite the problems of hiring qualified
staff, the real concern for the low education and experience seems to originate from
the owner–managers themselves. Lacking higher education levels and entrepreneurial
experience are main difficulties for the SME in our sample. Nonetheless, these
constraints were not thematized in the discussions we had with the interviewees.

Strongly linked to the factors discussed before, is ‘poor management strategy and
vision’ as another important determinant of poor performance and failure. Due to
their size and limited human resources, SME typically lack the middle managers or
functional specialists who in large firms play a major role in developing and
implementing organizational strategies. As a consequence, SME owner–managers
carry out a multiplicity of roles (Jennings and Beaver 1997), which makes strategic
management complex and owner-focused. We found sensitivity for the importance
of planning skills and management vision in the medium-sized enterprise with
organizational complexity (case 7). Those few who complained about this weakness
were the owners of the small businesses (cases 3, 6, and 8). The following quote of
case 8 is illustrative:

“The major difficulty in my firm is probably the lack of planning and strategy
and its inability to recognize the marketplace and strong competition.”

Nevertheless, we detected only little efforts to overcome these deficiencies.
Again, the micro-sized businesses (cases 1, 2, 4, and 5) showed the lowest
preoccupation in this field. Not surprisingly then, lack of management strategy and
vision which was one of the most frequent failure factors we found through our
explorations, and an evident attributional error seems to go along with this factor.

In sum, the analysis indicates some interesting findings. In general, we found
support for the assumption of an attributional bias among SME owner–managers
when it comes to identify the causes of poor performance and failure. That is to say
because poor performance and failure were attributed mainly to the external factors
such as limited access to finance, poor market conditions, inadequate staff
availability, and lack of institutional support. However, through our exploration the
real causes appear rather to be related to a lacking strategy and vision, low
educational levels, and an inadequate social capital. The awareness regarding
internal weaknesses were found to be limited, and if internal factors were cited they
were sometimes assigned to external influences, as it is the case of co-operation and
networking.
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Conclusions, implications, and limitations

SME play a predominant role in fostering income stability, growth, and employment.
As they have specific strengths such as flexibility and adaptability, they also face a
series of difficulties and disadvantages with respect to larger companies. These
weaknesses require special policy responses. In order to formulate adequate SME
support, it is not sufficient to merely analyze the factors for poor performance and
failure, it is rather imperative to explore if SME owner–managers are really aware of
the actual causes. In fact, if SME owner–managers attribute their problems to
external factors independently from the real origins, they admit that they cannot
control the success or failure of their firms (Zacharakis et al. 1999). Consequently, if
SME owner–managers call for specific assistance and programs, those measures
might end up to be designed far from the real constraints they face. Attributing poor
performance and failure to the true causes is, thus, an important step towards the
development of appropriate SME policies.

Nevertheless, our qualitative research performed within the Portuguese context
reveals that the SME owner–managers attribute poor performance of their firms
mainly to causes that differ from reality. External factors were more often cited, but
qualitative analysis shows that internal failure factors are imminent and not
satisfactorily recognized. When considered along with attribution theory (Heider
1958; Kelley 1967 and Weiner 1979, 1985), this insight is not amazing; as from an
attributional perspective individuals are likely to ascribe their failures to external
causes (Miller and Ross 1975; Zuckerman 1979; Bettman and Weitz 1983; Davis
and Gardner 2004) and to situational factors (Fiske and Taylor 1991), rather than
blaming themselves. For the SME owner–managers in our study, we can confirm a
strong attributional bias in form of an attribution error, apparently a key determinant
in their firms’ failure.

These insights lead us to some recommendations for policy-makers, small
business owners, consultants, and researchers. Specific legislative and administrative
provisions for SME must take into account that SME owner–managers might
sometimes not be aware of their real constraints. Educators and practitioners in small
business management are suggested to consider cognitive biases and attributional
errors. Overcoming deficiencies in management skills, strategy and vision, as wells
as co-operation and networking is the main task when designing SME support.
Eventually, SME owner–managers should be more sensitized for the numerous
programs including financing, training, further education, and information services
provided by public or private institutions.

For future research lines, based on our findings from face-to-face interviews,
observations, and other evidence, we conclude that the unsuccessful SME could be
best explained by qualitative explorations. Thus, we advocate that researchers should
redirect some efforts from the vast number of cases to study the particular failure
factors faced by selected firms. In addition, as our study focuses on Portuguese
SME, a comparison within different economic and cultural settings could be helpful
to obtain more general conclusions.

Finally, it should be noted that our study has a number of limitations. First,
the applied methodology might have potential pitfalls. The explicit subjectivity
of entrepreneurial personal story explorations, which concentrates on the
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individuals’ narrative, neglects other social actors’ interpretations and objective
validations. General policy conclusions should, therefore, be drawn cautiously
(Perren and Ram 2004). Second, besides secondary data sources, our findings are
mainly based on interviews with the owner–managers as well as on our personal
observations and impressions when visiting the firms, which may result in self-
report and auto-evaluation bias. Third, readers are asked to keep the focused
number of cases in mind. Fourth, our findings are taken from the Portuguese
context, with an idiosyncratic economic structure and climate. Nonetheless, we
hope that this exploratory study sparks further research interest to explore the issue
of failure factors in SME and their attributional errors.
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