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A Final Assessment of Stages Theory:
Introducing a Dynamic States Approach to Entreprenearship

ABSTRACT
Stages of Growth models were the most frequent rétieal approach to understanding
entrepreneurial business growth from 1962 to 2@B6y built on the growth imperative and
developmental models of that time. An analysistte universe of such models (N=104)
published in the management literature shows nsamus on basic constructs of the approach,
nor is there any empirical confirmations of stagégory. However, by changing two
propositions of the stages models, a new dynaratestpproach is derived. The dynamic states
approach has far greater explanatory power thaprésursor, and is compatible with leading
edge research in entrepreneurship.
Keywords: stages of growth, life cycle, new vensuentrepreneurship theory, complexity
science
INTRODUCTION

Business growth is a core topic in entrepreneprahd organization theory (Shane and
Venkataraman, 2000; Van de Ven & Poole, 1995).dpnémeurial firms are said to display a
commitment to business growth (Stevenson and Gumi#85). Virtually all economic models
of business creation follow firm birth with firm awth (Aldrich & Reuf, 2006; Schoonhoven &
Romanelli, 2001). However, while growing entrepnene ventures contribute significantly to
the economic development of regions and nations,(A@06; Autio, 2007; Leibenstein, 1968),
most nascent entrepreneurs express very modestilgaombitions. One large scale cross-
national study found that only 10% of all startemngrepreneurs expect to create 20 or more jobs
within five years, representing some 75% of theottié expected total number of jobs in that

time frame (Autio, 2007)n short, new businesses that grow are seen aamdrealuable and

therefore worthy of study (Delmar, Davidsson, & tBar, 2003; Gilbert, McDougall, &
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Audretsch, 2006; Leibenstein, 1987; Penrose, 1868ne & Venkataraman, 2000; Stevenson &
Gumpert, 1985).

Most models of new business growth assume a kihmitenber of distinct stages through
which businesses pass as they age (e.g. Churchéiwlis, 1983; Greiner, 1972; Hanks, Watson,
Jenson & Chandler, 1994). The stages approaclodeimg growth can achieve extremely high
face validity; 100% of founding entrepreneurs ie @tudy were able to unambiguously identify
their company as being in one of five defined sta@gers, Leahy, & Churchill, 1994).

Even though the stages model of growth has bemaasingly criticized in the literature
(Phelps, Adams, & Bessant, 2007; Stubbart & Smallé99), new and different stages models
of business growth have been published more orclassnuously since the 1960s. In major
entrepreneurship textbooks, the stages approdmhfas the most popular tool for teaching
about business growth in entrepreneurship, evaigtinother models of business growth exist
(Bhidé, 2000; Greve, 2008; O’Farrell & Hitchins,88 Schoonhoven & Romanelli, 2001; Van
de Ven & Poole, 1995). However, even textbook nedgfer on the number of stages
described, whether three (Sahlman, Stevenson, Bobd@hidé, 1999, p.355), four (Timmons
and Spinelli, 2003, p. 276), five (Kuratko and Hettg, 2007, p.610) or six distinct stages
(Birley and Muzyka, 2000, p.251; Baron and Sha®@52p.336). Some authors introduce their
stages models in confident tones; for example, torand Hodgetts (ibid, p. 611) write:
“authors generally agree regarding a venture’'schfee. Presented next are the five major
stages” (Kuratko and Hodgetts, ibid., p611). Otle@esmore circumspect, for example:
“Company growth is a continuous process, so digdiinnto discrete phases is somewhat
artificial. Still, many experts find it conveniettt talk about six different phases through which

companies move” (Baron and Shane, ibid., p.336).



Final Assessment of Stages Theory

The questions we ask in this paper are: Are thesges models of business growth valid?
And if not, what might be a useful alternative? arswer these questions, we analyzed the 104
stages of business growth models published in adigakorks between 1962 and 2006.
Previous reviews of the field (e.g. Hanks, 199@ad‘ell & Hitchins, 1988; Phelps et al., 2007;
Stubbart & Smalley, 1999), have typically cover&daor less of the extant studies. By
undertaking a comprehensive review, we could ttheeconceptual origins and empirical tests of
all stages theories over the past four decadesgxaine the level of agreement within and
validity of this approach.

In the first part of this paper, we analyze ovelydars of effort in stages modeling, and
find there has been no agreement about model é&sgtoor has any particular stages model
become dominant in the field. Worse, two of thie@pal propositions shared by these models
appear to have no empirical validity when testeith \Wirge samples. Despite this disconfirming
evidence, new stages models continue to appebeimanagement literature and in new
textbooks. We conclude that stages of growth niiogeghas hit a dead end, and urge our
colleagues to abandon efforts to either preditésira specific set of stages that are meant to
describe the growth of business firms. In the sdquart, we offer an alternative approach — the
dynamic states approach — which retains the magtiire and accurate propositions of stages
theory, while replacing two major assumptions thake it better aligned with current
organizational theory and research. We concludsulggesting how the dynamic states
approach could provide a new and stronger founddtiounderstanding entrepreneurial and

business growth in theory and in practice.
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THE CORE PROPOSITIONS OF STAGES THEORY

The stages of growth paradigm — an amalgamatidnetlistinct theoretical frames (see
below) — are all based on the view that organisieiMelopment is a useful analogy for the
growth of companies. Often, this analogy is taétieactly from the human experience of aging:
“The life-cycle approach posits that just as hunaass through similar stages of physiological
and psychological development from infancy to dehdid, so businesses evolve in predictable
ways and encounter similar problems in their gré@hidée, 2000, p. 244). Overall, the core
assumption in this paradigm is that “Organizatigreswv as ifthey are developing organisms”
(Tsoukas, 1991, p. 575); from this assumption ghm®positions are made about organizational
growth (Kimberly & Miles, 1980).

The first proposition is that just as in a groworganism, distinctively different stages of
development can be identified in a growing orgazra The second is that, as in a growing
organism, the sequence and order in which a groafiggnization undergoes these recognizable
stages is pre-determined and thus predictable.thiteeis that just as all organisms of the same
species develop according to the same (genetigrgmg so all organizations develop according
to prefigured rules that progress from a laterfpomitive state” to one that is “progressively
more realized, mature, and differentiated” (Varveéa & Poole, 1995, p. 515). Some stage
theorists (e.g. Lippitt & Schmidt, 1967; Kroege®,74) take the analogy a step further and see
firms as having life cycles — an analogy first used895 by Marshall who likened the growth of
firms to the life cycle of trees in a forest. Taghout our analysis, however, we will focus on

the three most common propositions of the theory.
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These three propositions roughly correspond tott&his (1989) three primary elements
of a good theory. First, the different “stagesle¥elopment” correspond What are the core
constructs in the theory. Second, the pre-detexthand linear process of developing through
these stages represents the logiElofv these stages are related. Third, the generalizabil
these sequences within a defined population defrees the biological theory that the scope and
potentiality of an organism’s development is encbahin its original form. This immanent
potential becomes expressed through a “prefiguregram/rule regulated by nature, logic, or
institutions” (Van de Ven & Poole, 1995, p 514)hi§ encoded potential is the underlyufrgver
of the theory — th&Vhy.

We use these three propositions and the elemétigorizing they represent, to organize
our analysis of stages models and, in the follove@agtion, our theorizing of dynamic states. Our
structure is influenced by Whetten (1989) and atlferg. Ardichvili, Cardozo, & Ray, 2003)
who have drawn on the general model by Dubin (19%Bjch argues that a good theory
incorporates these three elements of What, HowVdimgl— constructs, relationships, and
drivers. The question that “energize[s our] ingu{t.ocke, Golden-Biddle & Feldman, 2008) is
whether and to what degree is there any agreersdnt(@)What a stage represents, (Hpw
many stages there are, and Why these stage transitions take place. Admittedlsagigms in
organization theory are rarely valued for their @mal validity (Weick, 1995; McKinley, Mone
& Moon 1999), and scholars in our field “...have kygabandoned the idea of cumulative work
within a paradigm...” (David & Marquis, 2005, p.334At the same time, a stream of studies
that fail to build on each other negates the prospegaining “reliable cumulative knowledge”
for management theory or practice (Tsang & Kwa®91$.767). In the analysis that follows

we will show that even worse than a lack of cumuéaknowledge, the stages of growth
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approach lacks reliability, consistency, and véjidiFollowing that analysis, we offer a new
approach for theorizing (Weick, 1995) how and whyamizations grow — a dynamic states

approach.

RESEARCH METHODOLOGY

Sample Frame

The sample for our analysis includes the univefsgages of business growth models that
appeared in published academic papers in jourredbs,eed academic conference proceedings,
monographs or business doctoral dissertationsn@igtudent textbooks) between 1962 and
2006. We excluded stage models of internationatimatind of organizations that were not
businesses. We started at 1962 because few nmafd®gporate growth appeared in the
literature before 1960 (see Starbuck, 1965 fowveaeve of that period). Stage models published
between 1962 and 2006 were collected by scouridgerand CD-based academic and quasi-
academic management literature databases inclédBigNFORM, Emerald, and Google
Scholar, hand-searching management journals arfdremce proceedings, and back-searching
of articles referenced by stage modelers, revieardsusers of stage models. Key word searches
made included “stages AND growth”, “life cycle”jfé-cycle”, “stages AND entrep*” “stages
AND development”, and “stages AND business”.

The search protocol yielded 104 identifiably sepafi.e. new) linear stages of business
growth models during this 45 year period (See agpeor full citations). Half of these studies
(50) purport to apply to any firm; the other h&#j specify certain types of firm, such as new,

small or technology-based firms. Although theresadull in publication of new general stages
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models between 1994 and 2000, we found 20 new mdaeh 1994 through 2006, reflecting
the fact that the stages approach to modeling basigrowth is still widely used.
Analysis and Coding Methods

In our analysis of the 104 stages models, we ddke content ofach model (i.e.
what is a stage) as follows. Starting with the stdvodel, the original description was read
carefully and each time a stage was described;ategjories used to describe it were noted. It
soon became apparent that some categories werepoypuéar than others and that some
categories had sub-categories, which we have ldbate&ibutes.” The description of each stage
of each model was scrutinized until all categoaed attributes had been noted. These were
entered on a spreadsheet, with a new row for eifichude and a new column for each model. As
a category or attribute was found in a model dpsion, the current list was consulted. If an
equivalent attribute was already listed, the attebwas coded as 1 in the column corresponding
to that model. If it was not, a new attribute wageeed in a new row. After all attributes of all
models were entered, the rows were sorted to gattputes of like categories together. The
master data sheet for this analysis and the om¢ddalfow is available on line: [insert unere].

Next, we identified the number of stages for eactlel, by extracting the number of
stages from each paper. In virtually every casertamber was clearly presented by the author;
we corroborated that information with the text amgy graphics within the paper.
Then, we carefully examined each paper to fisdheoretical precedent — the conceptual

“source node” for each distinct model within theggs field. Specifically, the'author
searched within the paper for direct referencesgther models or to a theoretical foundation that
guided the construction of that model. We codédudh sources of inspiration, reading

carefully to find just those citations which weally stages models and which were central to
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the development of the paper. The number of faiMiaks was calculated upon completion of
the entire table of source links, by counting thenber of times that a model was mentioned by
subsequent models, as an antecedent source. MiEenof stages, backward links and forward
links for each model are listed in the appendixe Téw data is available online: [insert hdre].

In the next three sub-sections, we present oultsg®rganized by the three primary
elements of theorizing: What is a stage? How méaayes exist? Why do stages change?
Following this presentation, our analysis of thesslts shows that there is neither correlation
nor consensus whatsoever in any of these issuesowiude that there is in fact no uniform

“stages theory” of business growth.

RESULTS

Attributes of Stages

The results of this coding — presented in Takded Table 2 — show the most common
attributes of stages, and the most common categpresented in the stages papers. According
to our analysis, the most common attribute of tagedels is “extent of formal systems,”
reflecting a long tradition of research on orgatiaradesign (Scott, 1981; Thompson, 1967). As
the theory suggests, this focus on formalizatidmighly correlated with the second most
common attribute, namely organizational structurbese two are correlated with the two most
common methods for tracking the growth of busingssamely sales growth rate and employee
growth rate. We have coded “growth rate” as amel# of the “Outcomes” category of stage

attributes — see Table 2.

Please see TABLE Most Common Attributes of a Stage
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Please see TABLE Most Common Categories (of Attributes) in Stage Models

Not counting the attribute “Outcomes of businesswih,” other frequently mentioned
attributes of stages include the complexity of gesthe centralization and formality of
communication, the primary focus of the businerd, the key problems that businesses tend to
face as they grow. These attributes correspotitetonost common Categories described in
Table 2, namely: Characteristics of the Firm’s Mgeraent; Organizational Structure; Strategy;
Problems, and Process- and Product Characteristics.

Beyond these lists, there appears to be no gecamakction between what one researcher
defines as a stage and the measures used by sabsezgearchers.

Number of Stages

A core question for the stages approach is howyratages does an organization move
through in its development. We will focus on tledeneral models published between 1962
and 2006, since the other 54 “mid-range” modelsldionly be comparable within their specific
population. Our analysis is guided by a “critiosdlist” proposition: If the stages approach
accurately reflects a pattern in the social envitent, we should find that most models contain
the same number of stages. Alternatively the feédy have bifurcated into two schools, each
with a different number of stages.

Figure 1 shows that neither of these proposittwids true: there is no agreement as to the
number of stages in these models. The majoritpyadels include 3 or 4 or 5 stages; the rest
have 6-11 stages. No clear preference for nundiestages is identifiable, nor is there a distinct

theoretical reason why more or fewer stages appesach model.

10
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This cross-sectional analysis ignores the podsibilat many models with different
numbers of stages were initially proposed, bur latéolars came to an agreement about the
“right” number of stages. This would be shown yeareasing variance of the number of stages

over time, ideally to a single set. Figure 2, hegre shows that this is not case.

Please see FIGURE General Stage Models by Number of Stages

Please see FIGURE Birst Appearance of General Stage Models, by Number of Stages

How Transitions Between Stages Occur

According to the core precepts of the stages a&gbr,dransitions from one stage to the
next are assumed to be linear and incremental (D& Lewis, 1983; Van de Ven & Poole,
1995). At the same time, a distinguishing chargstte of each model is the specific process or
mechanism it proposes for transitioning from oragstto the next. Essentially in our analysis of
104 stages models, all of them present a cleaflpe mechanism for transitions between
stages, and/or a specific process of developmesraby

The proposition that guides our analysis herenida to the one above: A cumulative
understanding within the stages approach wouldiyaalinitial increase in the number of distinct
models, followed by a decrease in the number ofetsoals more and more theorists agreed on
one specific process abw growth and development occurs over time, evelnaf process
might occur across differing number of stages.thHarr we would expect that this winnowing
down would occur within industry-specific (contimgemodels as well as across general models.

Our analysis, shown in Figure 3, shows that tras wot the case — there was no

winnowing down of models, nor is there agreemenduay framework for explaining how
11
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growth and development occur over time. In fdot, number of transition frameworkereases
over time, showing a growing diversity and heteragty of developmental processes in general
models and in mid-range contingent models. Spedifi, the number of distinct stage models
tripled from 11 in 1970 to 35 by 1980, then almastibled again to 68 by 1990, and finally

increased by 53% through 2006.

Please see FIGURE Bumulative Increasein Published Stage Models, 1962-2006

Why Stages Change

Next, we investigated each modeler’s descriptioti® underlying mechanisms fahy
businesses grow in the way that they do. Eachesfé mechanisms provides a distinct
explanation for the growth of businesses, whiatieisved from the conceptual foundations that
underlay each particular model. As above, we ssighat a cumulative understanding within
stages models would yield (a) a small number ofisaihmodels that virtually all papers
referenced, or (b) a smaller and smaller numbé&egfsources, reflecting the process of building
on the elements of the approach that were confiramelddiscarding approaches that were
disconfirmed.

Of the 104 models we analyzed, only four appe&etanique sources for the stages
literature, in that they are each cited as thedation for new models by later publications, and
they do not mention or cite each other. Thesecesuare Greiner (1972), Christensen & Scott
(1964), Lippett & Schmidt (1967), and Normann (1p7he classic Product Life Cycle model
constitutes a fifth source. Since these five appeaonstitute the theoretical foundations of the
field, we examined each of their conceptual origins

Evolution and revolution. Greiner’s (1972) model is cited as a source fdyf2l models,

12
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more than any other source. Greiner treated tip@nazation as if it were a developing person by
applying (1972, p. 38): "...the legacies of Eurp@sychologists, their thesis being that
individual behavior is determined primarily by pi@vs events and experiences, not by what lies
ahead.” Greiner set out 5 discrete stages of ségudavelopment that organizations pass
through on their way to a sixth, unknown, stagée prescriptive nature and evolution-revolution
dichotomy of Greiner’s model gives it plausibiland appeal. However, as Greiner later
explained(in Van de Ven, 1992, p.185 n,8My sample was small, mostly secondary data, and
limited largely to industrial/consumer goods comipanSo there is a need for a larger more
systematic study."

Stages of corporate development. Christensen & Scott (1964) is the second most
influential source, with 12 citations from later debs. “The Scott model” was inspired by
Rostow's (1960)The Stages of Economic Growth drawing rather arbitrary distinctions —
stages — in the development of a firm from a sinipla complex organization. (Some models
cite Rostow and/or Toynbee’s (1957) stages ofizaftiion directly as inspiration, and could be
seen as being in this tradition). Empirically, 8¢ook what was common to four cases of
corporate development in the United States, asleléta Chandler (1962). Chandler in fact
never claimed that the cases he described weriagynore than "chapters in the history” of
the large American enterprise. As a historiamdoegnized that the firms he studied all
operated within the same external environment.taatdother environments might spur different
organizational forms. Nevertheless the Scott masleich was revised several times, was used
as a universal framework for many influential engair studies at the Harvard Business School
(Scott, 1973), as well as an intuitively appealiegching aid.

Morphogenesis. Another lineage of the stages literature can leettdo Normann (1977).

Normann (p.45) cited Rhenman as arguing that th@ghogenesis" of an organization is a
13
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learning process, and that similar patterns of faomoss organizations are a product of similar

environmental conditions. Normann credited Rhen(@&i3) with proposing 4 distinct stages in

the development of a typical business idea, anikieadevelopment of a new single product

firm was mirrored in these 4 stages. After catgftdading Rhenman’s 1973 book we found no

trace of these four stages; instead, he arguessigaimmon stages of organizations. Normann
is cited as inspiration for model construction lIoyyawo other stages modelers, but one of these,

Kazanijian (1988), constructed an influential magih 11 citations from later models.
Organizational life cycle. The Lippitt & Schmidt (1967) model is based on ithea that

firms have life cycles; it is cited by 10 ten lateodels. Lippitt & Schmidt quote John W.

Gardner (1965, p. 20) as justification for theie wd the organismic life cycle analogy:

"Like people and plants, organizations have adyfele. They have a green and supple
youth, a time of flourishing strength, and a gnéudéd age... An organization may go on
from youth to old age in two or three decadest ordy last for centuries.”

For some reason, Lippitt & Schmidt omitted thedwaling middle section from that quotation:
"...But organizations differ from people and plamshat their cycle isn't even
approximately predictable. More important, it nggyythrough a period of stagnation and
then revive. In short, decline is not inevitab@tganizations need not stagnate.
Organizations can renew themselves continuously.”

In our view, this ‘missing’ passage undermingsplit & Schmidt’'s use of the analogy.
The product life cycle. The Product Life Cycle (PLC) is the explicit contiegd base of
three stage models in our collection. The PLC araginally developed as an explanation of
idealized product sales behavior under increasamgpetitive conditions (Dean, 1950). Although

more ecological than organismic (Lambkin & Day 19&8Be terms used to name various stages

14
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in the PLC (growth, maturity, decline) resultedtsibeing popularly viewed as an organismic
model. For example, Dhalla & Yuspeh (1976, p. 193j)e:

“The PLC concept, as developed by its proponestiiily simple. Like human beings or

animals, everything in the marketplace is presutodze mortal. A brand is born, grows

lustily, attains maturity, and then enters declinyears, after which it is quietly buried.”

Modelswith Multiple Drivers. These five drivers are conceptually distinct] #rerefore
we would expect that they would not be combinedhivia single model. In fact, 75% of the 32
models that explicitly link to any of these sounmzles are linked to two or moogthem. Only
eight of the 104 models build on just one of themgrce nodes, whether directly or through
citing models which themselves cite the source ndtdeough counting references to models that
have explicit links to source nodes, and througiogaition of multiple common patterns in
model design, we estimate that another 24 mod@lsaao be based on these nodes without
actually citing them. However a full 44% of the netglhave no theoretical connection to any
other stages models at all.

In summary, if the three basic propositions atstagies model have validity then only one
modelshould be correct. But which one? In the nextsedtion we consider this question, by

assessing the empirical evidence for the theotgirogositions of stages models.

An Empirical Assessment of Stages Models

Here we review the empirical tests of each ofrttaén sources, noting that we have found
no explicit tests of models based on the prodéettlycle using firm-level data.

Evolution and revolution. Tushman, Newman & Romanelli (1986, p. 32) set oudutild

on the Greiner model with data on “large samplesonfipanies in the minicomputer, cement,

15
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airlines and glass industries.” They found thastsuccessful firms in their samples did
undergo transformations under crisis, but theynditinecessarily follow the sequence that
Greiner specified, or indeed any one sequenceh fii@e seemed to follow a different sequence
of punctuated stages. They conclude (Tushman,et9%d6, p. 43), “There are no patterns in the
sequence of frame-breaking changes, and not ategies will be effective.” It appears that
Greiner was not aware of this study when he exptesarprise several years later thatdrger
more systematic [teStpf his model had not yet been conducted (Van da,\1992, p.185 n.8).

Eggers et al. (1994) tested Churchill & Lewis’'s§39five stages model (a partial
derivative of Greiner’s five stage model) on a &asgmple of high-potential firms. In that study,
nearly 40% of the companies sampled did not folleevpredicted growth model. In response
the authors conclude: “Due to our findings reveglimdividual company differences in
developmental progression, we believe using “Stafi&rowth” is no longer an appropriate
term to refer to this process, and may be mislegdigggers et al., 1994, p. 137).

Stages of development. The Scott model was used as a framework for asefiempirical
studies at the Harvard Business School in the E9AE more empirical information became
available on the development of multinational and-American firms, the number of sub-types
within stages increased, and it was increasinglggrized that the Scott model was not a
universal model, but rather a portrayal of the camrfeatures of many large American
corporations which evolved during the early to @@dh century (see e.g. Franko, 1974 for a
comparison with European corporations). As a ptediecnodel, therefore, it is of questionable
use beyond its particular geographic and temparahbaries.

Morphogenesis. Normann's model was taken further by Galbraith 2)@hd formed the

basis of a PhD thesis by Kazanjian (1983). Inreesef empirical papers, Kazanjian (1988;

16
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Kazanjian & Drazin, 1989; 1990) presented a posigiicture of the predictability of the
Kazanjian (1983) stages model. However, Kazanjtatained only modest support for his
model, despite restricting it and his sampling featm new high technology ventures. As Scott
(1992) has noted, Kazanjian’s predictive modelsifeesi many firms in the ‘error’ cells,
including firms which regressed back through stadeser, Koberg, Uhlenbruck & Sarason
(1996) modified this model to just two stages: earid late, suggesting a need to relax the
model as far as possible. These findings imply tiigrowth of firms is not as heavily
constrained into pseudo-stages as Normann proposed.

Organizational lifecycle. Miller & Friesen (1984), in a ground-breaking ennai test of
the stages hypothesis, built a composite life cyubelel from several previous models and tested
it on longitudinal data from 36 firms. They fouritht much organizational growth and change
was discontinuous in nature: periods of organizafidmomentum"” were punctuated by
guantum leaps in organizational form. Firms tenaeadopt a limited number of organizational
forms, which were different from each other "inyweervasive and multifaceted ways" (1984, p.
1177). However, and most importantly, these daifeforms were "by no means connected to
each other in any deterministic sequence” (19841p7). Similarly, Raffa, Zollo & Caponi
(1996) found the growth paths of 32 young Italiaftvgare firms to be quite complex, with firms
moving between seven different identifiable confagions, but not in any set order.

Drazin & Kazanjian (1990) reanalyzed Miller & Fsen's (1984) data, and were able to
improve the predictability of the model by reducthg number of stages (and by reducing the
number of firms which regressed back or skippedesta However, support or refutation of the
life cycle hypothesis depended on an arbitrary g of firms that did not move through

stages. This reduced finding was limited everhierrin the large scale empirical study by

17
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Dodge, Fullerton & Robbins (1994), who found thetrea two stage model was a poor predictor
of the problems affecting 645 small firms. Arguithgt competition effects provided far more
significant explanatory variables they conclude@dd, p.131):
“Our findings contradict...much of the relevant tgaure that describes stages of the
organizational life cycle in terms of determinisets of problems that can be

anticipated as an organization makes the tranditon one stage to the next.”

Birch (1987) specifically tested the organizatidifa cycle concept on very large
scale longitudinal data sets of US firms. Echothg ‘missing passage’ in Lippett and
Schmidt's quote from Gardner 20 years earlier, B{fi987, p.28) concluded:
“Companies do not develop like human beings. Youwngall firms, unlike youngsters
and trees, do not necessarily grow. And not afjdaold firms decline. We need to
discard anthropomorphic inclinations and obtain @aransophisticated model of the
economy, based upon empirical evidence ratherithagery.”
Subsequently, Birch, Haggerty & Parsons (1995) exada longitudinal database of 10 million
US firms. They concluded: “The relatively few firrtigat surviveand evolve exhibit their own
distinctive pattern, quite different from that awes [i.e. organisms]...” (Birch et al., 1995, p. 5).
Similarly, McCann (1991) examined the developnarit00 young independent
technology-based firms and concluded (McCann, 199206) that the simple, deterministic
model of venture development was unable to caphaeomplexity of situations facing young
ventures:
“Very importantly, the results offer little suppdor the life cycle as a device for
guiding choice taking. Stage is not, with minoception, a significant factor in this

study, thus suggesting that young ventures areaatalevilling to make a larger array

18



Final Assessment of Stages Theory

of choices at several points in their developméantconceptualized [in the stages

model employed].”

Garnsey, Stam and Heffernan (2006) also examireedribwth of high-tech ventures (N=93)
over a 10-year period, and found that less thartline of them followed growth paths that

could in any way reflect the paths predicted biyeadycle model.

FINAL ASSESSMENT

Summary of Findings

We set out to assess the validity and corroboratfstages of growth models. First, after
examining the documents that introduced 104 mdastiseen 1962 and 2006 we were unable to
find one definition for a stage that was used by laut a handful of authors. Thus we found no
agreement as to “What is a stage” in the modeléighéal to date. Second, our analysis found
no agreement in how many stages there are in stagesls. In fact, the continued production
of new models, and the declining proportion of gahmodels, confirms that no agreement has
been reached.

Next, we assessed the conceptual origins of stagels All of five explanations exhibit
a strong organismic view that businesses, likeruggas, have a growth imperative, propelling
them through distinct “growth stages.” At the saime, the five process frameworks differ
dramatically in their drivers for organizationavéépment. “Evolution/Revolution” and the
“Organizational Life Cycle” argue that stage traiosis are sparked by factors internal to the
firm, whereas “Morphogenesis” and “Stages of CoapmDevelopment” stress environmental
factors as influencing corporate growth. The “Ricdd_ife Cycle” provides no conceptual

framework for transitions. Finally, we found migietaes between the original sources of some
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of the conceptual origins of the field and the wlagy were described by stages modelers who
introduced them.

Far from reaching cumulative agreement as to whgrzations change from one stage
to the next, relatively few modelers cite any a thain theoretical sources in the field, and most
of those that do, cite multiple and conflicting smas. The proliferation of different stage models
in the literature and the absence of consensus @them is astonishing, given that 50 of them
are presented as “universal” models.

Finally, we reviewed large scale and multi-stueist$ of stages models. We found that
only one aspect of the stages model has held empirical tests, namely the claim that growing
businesses display distinguishable stages or amafigns at different times in their history.
However as we have shown above, there is no cons@msthe number of stages, nor on how
they are related. Moreover, the proposition thidtusinesses follow the same sequence is not at
all supported by the empirical evidence. Overalippears that stages theory is not appropriate

for understanding business growth.

Limitations to our Analysis

We acknowledge several limitations to our analysigst, we may not have captured
every single stages model, and new models are Ipeiblished all the time; there may ultimately
be a successful version which leads to consertidasiever, in contrast to all previous reviews
of stages models, ours is by far the most compraheno date; we doubt that one or two
additional models would significantly alter ourdings. Similarly we may have missed an
empirical test which does confirm a stages model, one confirmation would probably not

counteract all the disconfirmations that we havwefbin the literature. Third, our coding of
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individual models may be challenged, leading tgtgly different outcomes in our analysis.
Fourth, others might characterize the basic assongof stages theories differently, spotting
different commonalities than us. Be that as it pnvesy do not believe that these alterations would
disconfirm the overall thrust of our findings.

Given the lack of conceptual consensus, amplifiethe lack of empirical evidence, one
would expect stage modeling to have petered oet. ithhas not. We conclude our assessment
by examining why stages theory has persisted degptlack of consensus and evidence.

The Firm as an Organism: The Persistence of a Paragin

The stages approach is firmly established in thetgioner's domain, as evidenced by its
regular appearance, often in the form of new moaelarticles in trade journals and in internet
business sites. Strong predictability is claimediiese ‘popular’ models, and no evidence
offered. Why has our field continued to produce s¢éages of growth models, and why are old
ones reprinted as classics, recommended in texshoamkght in core business courses, and
marketed by business consultants? (e.g. Grein88;X3chori & Garee, 1998, Vastine, 1995).

There are several possible reasons why the stiatgesontinues to proliferate. One is the
narrow coverage of reviews of the field: d'’Ambass&uldowney (1988), Gibb & Davies
(1990), Hanks (1990), Gupta & Chin (1994) and Péelpal. (2007) capture just a fraction
(typically 25% or less) of published models. Thiada the field look less congested than it is
and reduced the awareness of empirical evidenteaisés doubt on the stages approach.

Another reason may be the intuitive appeal ofstiages approach — the “allure of stage
models” (Stubbart & Smalley, 1999, p. 273). Humeas instinctively empathize with the
notion of stages of development, since our owrsliead to be lived in socially categorized

periods of time marked by distinctive features argeriences (childhood, adolescence,
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adulthood, etc.). Other examples include the nietegpof conception, gestation and birth to
describe nascent entrepreneurship (Reynolds, 2008) and the metaphor of a new business as
a baby (Cardon et al., 2005).

Drawing on a sociological view of science, we bt these models proliferated during
the second half of the @entury when few questioned the association ofitirand progress,
and fewer still costed environmental externalitigs their growth cost/benefit calculations. The
element of pre-determination in the organismic ipleda provided a justification for growth and
a sense of security in what, for business, tent®tan uncertain world (Bhidé, 2000, p. 244-
245). This instinctive appeal (i.e. high face vijiimakes it particularly attractive as a teaching
or consulting tool, a reason used by Greiner (19724) to justify his model in a non-scientific
way:

“I hope that many readers will react to my modelskeging it as obvious and natural

for depicting the growth of an organization. To rties type of reaction is a useful

test of the model’s validity.”

One could conclude from this that stages of bssirggowth theory produces non-verified
yet comforting models, and that this approach shbeldiscarded by entrepreneurship scholars.
And yet, perhaps we should not be too quick tovhitte intuitive baby out with the theoretical
bath water. One element of stage theory that @r&sally true is that businesses tend to operate
in some definable state for some period of timeca3ionally — especially in times of growth (or
decline) of a business — that state changes, soe®incrementally (Churchill & Lewis, 1983),
sometimes in a rather dramatic way (Romanelli &himan, 1994). Within a specific range of
conditions, including industry and market dynamtbgse states and their changes may be fairly

consistent, albeit not necessarily predictablesscfoms. In the second part of this paper, we
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use these insights as the basis for a more fleajpeoach to modeling change in entrepreneurial

businesses, one which is not limited by the origmeapositions from stage theory.

THE DYNAMIC STATES OF ENTREPRENEURSHIP

We propose that altering two of the propositiaciosf stages theory addresses virtually
all of the issues we have raised. These two prapaosiare 1) that businesses develop through a
specific numbeof stages, and 2) that these stages represéminagnent progranof
development. These two propositions reflect tlodoigical foundations of the stages models,
which drives the assumption that organizations ldgvas if they were organisms. Instead, we
suggest replacing these with foundations from cexipt science, exemplified in accounts of
complex adaptive systems (Anderson, Meyer, Eiseith@arley & Pettigrew, 1999; Holland,
1985; McKelvey, 2004), and in the non-linear dynesyf economics and management (Meyer,
Gaba & Coldwell, 2005; Chiles, Bluedorn & GuptaPZD This new dynamic states approach is
theoretically closer to current explanations ofepteneurial organizing, and allows for an
integration of previous work into a simpler andgydtally more compelling framework.
Distinguishing an Organism’s Development from an Oganization’s Development

In biology the developmental growth of an indivadlerganism follows an immanent
(genetic) program that evolved through speciesptadeons over thousands and perhaps millions
of generations. That program of development leadsstate of relative efficiency and
effectiveness for the adult organism in its envinemtal niche. However, such “fitness” is a
two-edged sword, for it means that each partiosdganism requires access to a specific
environment for survival and growth. This enviramhis an instantiation of the species’ niche,

defined as: “a habitat supplying the factors nemgstor the existence of an organism or
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species” (Webster's, 1996). Assuming that theofaatecessary for existence are availablkhe
organism, then and only thevill the organism follow its pre-determined, immanerogram of
development.

A moment of reflection will reveal how obviousghs. For example, a nestful of baby
birds whose mother has (sadly) been killed, cadewelop into adults if they don't receive food.
Likewise an unweaned wild elephant that gets ségéifeom the herd is highly unlikely to
complete its development. Even adult organismkhgilunable to complete their average life
span when their habitat becomes severely distuwbééstroyed.

Does the same hold for new businesses? Assumiagexagely resourceful company
that starts within a growing industry, studies shbat as it grows it will likely follow a series of
states (usually identified as stages or phasedi), @avhich essentially reflects a configuration
of age, size, and structure (Baker & Cullen, 1998ti, Santarelli, & Vivarelli, 2003). Quite
consistently, across multiple industries and acnoshiple ages of firms, up to 60% of all small
firms seem to fit somewhere along this sequenaegdnizing states as they grow (e.g. Hanks et
al., 1994; Eggers et al., 1994).

If up to 60% of firms do fit into a general typghpof states, what about the other 40%?
That is where the organismic life cycle metaphealis down; but it is also where the biological
model can be transformed into a more effective mimgdional model. For unlike individual
organisms, individual business firms are not prexaheined by an unchangeable genetic program
(Aldrich & McKelvey, 1983; Kaufman, 1991). Facingpid growth or imminent decline the
most successful companies can and do change #tbivay of development by learning and
adapting in ways that increase their “fitness” wittheir changed environment. Firms

accomplish these changes by altering their res@etse(Chiles, Meyer & Hench, 2004;
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Lichtenstein & Brush, 2001), re-defining their nec{Garud, Kumaraswamy, & Sambamurthy,
2006; Meyer, Brooks, & Goes, 1990), or redefiningmselves in order to operate within the
evolving niche (Baker & Nelson, 2005; SarasvatiyD).

Another pathway, taken by the vast majority of hasses across the world, is to avoid
growing much beyond their original size, remainiaily firms or lifestyle businesses that
effectively support their founder and a small comityuof employees (Autio, 2007). For
example, more than 70% of businesses in the USitatés have no employees other than the
owner (Small Business Administration, 2004, p.198) most business owners are extremely
content to remain at a certain size and structureniny decades, assuming there are no
dramatic shifts in their niche market (Gartner &t€g 2003). In the next section we explore

how a revised set of assumptions can integrateddb of this story.

ASSUMPTIONS AND ELEMENTS OF THE DYNAMIC STATES APPR OACH

What is a “Dynamic State”

In order to capture the fact that business orgéinizs (like organisms) are dependent on
their environment for survival, dynamic states @pen (Ashmos & Huber, 1987; Scott, 1981),
complex adaptive systerdnderson, 1999; Axelrod & Cohen, 2000; Dooley97pthat operate
in dis-equilibriumconditions (Meyer et al., 2005; McKelvey, 2004igegine & Stengers, 1984).
In entrepreneurial terms, the firm is an “energgvarsion system” (Slevin & Covin, 1997) for
organizing resources (materials, capabilities,-etee Katz & Gartner, 1988) into products or
services that provide value for its customers (&mdili et al., 2003), thus leveraging a business
opportunity. The strategy for value-creation chmolsg the firm is enacted by its “business

model” (Afuah, 2004; Zott & Amit, 2007): the actilds, resources, collaborations, and strategic
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positions necessary to capitalize on the oppostunihe business model itself is derived from
the organizing activities, strategic decisions, arghnizational processes which reflect the
emerging “dominant logic” of the firm (Prahalad &#®s, 1995; von Krogh, Erat & Macus,
2000). In organization theory this entire setmmd&ed qualities has been described as a
“configuration” (Meyer, Tsui, & Hinings, 1993) or‘ahase of management” (Eggers et al.,

1994). These elements of a dynamic state arerpitin Figure 4.

Please see FIGURE Elements of a Dynamic State

On the surface, the term “dynamic state” is aariml contradictionStaterefers to a stable
mode — literally “a condition or stage of beindietoutcome of events. In contrastnamic
refers to “continuous and productive activity oanbe” (Websters, 1996), usually through time-
based processes and iterative interactions. Ttesnal contradiction, reflecting an inherent
tension between stability and change, gets atehet lof our complexity-inspired approach.

A Complexity Description of a Dynamic State

Complexity science suggests that the source ofrthexrent tension lies at the origin of
every dynamic state, in the formapbportunity tensionHere, opportunityneans a perceived
cache or pool of “resource potentials” — what Makegl (2004) calls an energy differential.
Tensionrepresents an entrepreneur’s desire and persosgibpao enact the opportunity (Adler
& Obstfeld, 2007) — a focused drive to capture ¢h@sources through creating an organization
that generates value for others. Opportunity tanss thus the perception (co-creation) of an
untapped market potentiandthe commitment to act on that potential by creptialue.
Empirical evidence shows that the greater thigmatedrive to action, the more likely that a

business will successfully emerge as a start-upuverfLichtenstein, et al., 2007).
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An important part of opportunity tension, and avdriof the dominant logic for the firm,
is the entrepreneur’s projection for the possibbngh and scope of the venture. This aspiration
reflects an educated belief about the ultimate gizBe market (i.e. perceived pool of potential
resources)anda commitment/skill/passion for creating the redqaeisirganization that can
capitalize on the anticipated energy potentiala imay, the scope of this projection is driven
most by personal desire and by perceived capagleiyecially when the market itself doesn’t
formally exist yet, as is the case in most highwglostart-ups (Bhide, 2000). At the same time,
the degree of opportunity tension is based on@arsee testing of an emerging business concept
— a co-evolution of exploration and exploitatiothat confirms the existence of an opportunity
and amplifies the entrepreneur’s belief that it aad must be exploited.

Functionally, what converts opportunity tensioroimtilue creation is the shaping of a
viable business model: the set of interactionsiwidm agent network that reliably create value
for every customer. To the degree that real custsrare gaining value through the venture’s
products or services, the organization existscart maintain itself in dis-equilibrium state
(Drazin & Sandelands, 1992; McKelvey, 2004; seer&tinger, 1944). Overall, a dynamic state
is a network of beliefs, relationships, systems stnactures that convert opportunity tension into
tangible value for an organization’s customersitBegenerating new resources which maintain
that dynamic state. Once emerged, a dynamic istatableas long asts business model
continues to create value that sustains the existehthe organization. A dynamic state will
tend to retain its internal structure even in theefof rapid external change. In other words, the
system of opportunity tensiofr business moded value creation is “all of a piece” — the
strategic choices, necessary competencies andipatjanal incentives are fully interdependent

(Siggelkow, 2002), retaining its viability by maéming the whole.
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Organizations tend to increase the stability igidity, of their dynamic states over time.
For example, aggregates of agents can form witih ten agendas (Holland, 1995) which may
differ from management’s expectations, departmentsits emerge with a distinct culture,
products take on a life of their own, and routiaes created which feed back to entrain the pace
of the venture (Ancona and Chung, 1996). Thesegsses limit the overall flexibility of the
dynamic state and, may limit novelty in the sys{&heming & Sorenson, 2001). Given these
processes, how and why do some organizations @akgechanges in their business models?

Why Do Dynamic States Shift?

A dynamic state represents the best perceivedmietween an organization’s business
model and the market potential which is fulfillegthe organization’s value-creation efforts
(Thompson, 1967; Pennings, 1992). Good manageks nnstant adaptations —“arder”
convergent changes (Bartunek & Moch, 1987; Tush&&womanelli, 1985) — to keep up with
ongoing changes in those needs and better senextihvgng interests of their customers. In
some measure, in order to stay alive as a busiaegpreneurs and managemgstmake these
changes. In contrast, failure to keep up withdh@nges in a market will result in a decreasing
share of the accessible energy differentials, fegath a disintegration of the business.

Significant and rapid shifts in the environmsametimes require the alteration of large
parts of the firm’s business model and/or a re-oigion of the configuration of activities that
create value in that business model (Chiles e2@04). These “¥ order” (Bartunek & Moch,
1987), punctuated shifts can transform the orgéioizgRomanelli & Tushman, 1994) into a
new dynamic state. In more unique cases, this chiidlyzes the emergenokan entirely new

dynamic state (e.g. Lichtenstein, 2000; Plowmaal.e2007).
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One way to conceptualize a shift in dynamic stetélsrough an analogy to NK fitness
landscape models (Kauffman, 1993; Levinthal, 19949cording to this simulation approach,
each point on a matrix represents an agent witlaicecharacteristics; in our case the agent is a
firm defined by certain elements of a business hodlke height (z-axis) of each point on the
matrix refers to the fitness or viability of thagemt, such that the most successful combinations
are represented as “hills” within the landscapbe model also assumes that agents are
interdependent: a change in one company’s busmeds! will lead to a change in others
(through their strategic responses), leading tmarease or decrease in viability of each
individual firm, expressed as a change in the Hefkheir point on the landscape (Davis,
Eisenhardt & Bingham, 2007, p.487).

Studies have shown that agents are good at mailergmental changes that increase the
viability of their current configuration — theseediown as “hill-climbing strategies” (Rivkin &
Siggelkow, 2003). In benevolent circumstances,mdnaiche is expanding and a business
model is working, these incremental improvementsfacilitate the growth of the company.
Further, drawing on Anderson’s (1972) classic madémore is different”, such incremental
changes can over time lead to qualitative shiftgimous components of the dynamic state,
shifts which are well described in the old stagesiefs.

These incremental changes may be ineffectivedrdhg run, however. Certain
configurations may have constraints that limit tlegipacity to change. In some cases, a very
high degree of component interdependence will cadsemplexity catastrophe” which can
destroy an organization (McKelvey, 1999). At theng time, that lack of change can also lead
to demise, especially when the entire landscapsfivams so as to make certain combinations

unviable. Rapid but incremental changes acrosspieudimensions may produce a shift from
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one dynamic state to the next (Siggelkow & RiviaA05). However, such moves are easier to
conceive of with computational agents than witlgal businesses, since any of the intermediate
steps may generate inconsistencies in the businedsl, making it impossible to generate value
in a consistent way.

Another approach that complexity researcherg identified is a process theory of
emergence which explains how new entirely new dyoatates can come into being as new
ventures (Baker & Nelson, 2005; Lichtenstein, et2006), within existing companies
(MaclIntosh & MacLean, 1999; Plowman, et al., 20@n)d across collaborative ventures
(Browning, Beyer & Shelter, 1995). This four-seqoeprocess theory, summarized Author
and colleague, 20093hows how entrepreneurs generate a new cycle arapyty tension that
extends the potential capability of their organiaad, responds to strategic threats, and helps re-
create their ventures in unique and transformatiags. Whether through emergence or through
rapid change, new dynamic states do come into lieiaiow organizations to access larger or
different pools of potential resources.

Formalizing the Assumptions of Dynamic States

The Dynamic states approach assumes that as anizagion grows, the likelihood is
that it will grow in a series of configurations (@hill & Lewis, 1983; Greiner, 1972). As in
previous stages theory, these changes may be,lm@@dare somewhat “predictable” given an
averagely growing market niche.

However, the propositions of dynamic states dififem the old stages theory in two
profound ways, as shown in Table 3. First, sileedynamic states approach aims to reflect an
optimal relationship between the firm’s businesglel@nd its environment, and since both sides

of the equation can technically change ad infinjtdrare can bany number of dynamic states
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in an organization’s existence. Further, theseaanir inany number of sequences. In other
words, there is neither a way to predict how mayryaghic states there will be throughout a
firm’s existence, nor, according to our approatioud we care about that question at all. By
relaxing the need to identify a specific numbeself stages, we can focus instead on a much
more relevant question to managers of entrepreadirms, namely: How is a given dynamic
state and its associated business model moregviksle in certain conditions (e.g. Baker &
Cullen, 1993)? And how are various progressiorgyafimic states related to knowable

environmental conditions (Garnsey et al., 2006)?

Please see TABLE Zssumptions andPropositions of the Dynamic States Model

How Organizations make Transitions between States

The dynamic states approach allows for multiplecpsses of change and transition, as
we have suggested above. The choice of transiteymdepend on the pace of external dynamics
(e.g. Meyer et al., 1990), and/or on the orgarirésiinternal capacity to change (Nicholls-
Nixon, Cooper, & Woo, 2000). In effect, as an oiigation expands its capacity to change
within an increasingly dynamic environment, one ldceexpect faster and faster shifts between
states. At the limit, these changes would appebhetcontinuous (Brown & Eisenhardt, 1997) as
described in recent models of “continuous morphifRRjhdova & Kotha, 2001; Stebbings &
Braganza, 2009). In other words, as the pacearigh increases, the cognitive structures that
insure reliability become more flexible; at the sanme the identity of the organization extends
beyond the “walls of the company”, dramaticallyrig&sing the interdependence between the
venture and its environment. As a result the bored@f each dynamic state become less

distinct, and the system moves into a regime oborgyself-organizing renewal (Tsoukas &
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Chia, 2002). This radical transformation is ranegd may only be viable for a limited period of
time.

Separately, this process can also occur in revelrat is, the dynamic states approach
infers that new states should reflect a more effedink between external demand and internal
capacity to produce. If the market is shrinkinge anove a managing entrepreneur can make is
to “right-size” the firm, i.e. find a better matbletween revenues and cost structures, even at the
expense of limiting products or services. In thi&sy, the approach readily explains regressions
to previous states as a viable and worthwhile opfioo organizational change (Eggers et al.,

1994; Garnsey et al., 2006).

CONCLUSION

Our overall claim in this paper is that stages et®adnd life-cycle theories of business
and entrepreneurial growth, although popular antesgarchers and practitioners, do not
accurately represent the growth and developmeatwépreneurial firms. As such, stages
models are like clear but misleading roadmaps wbiehte an illusion of certainty about the
path ahead. After more than 40 years there iggneement as to what the stages of growth are,
how they progress, or why they shift. Of the 1@80admaps published, each one points in a
different direction, while all of them are basedioaccurate assumptions about the firm.

In order to show these inconsistencies, we purtheedhost comprehensive review of
stage models that has ever been published, ingwiof the empirical research to date. We
found disconfirmation and virtually no substantatiof stages models within the academic

literature of management. Essentially, we conclhdé stage models should no longer be used
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by scholars of entrepreneurship, for they act laareer to advancement of research on the
growth of entrepreneurial organizations (c.f. RégffL983).

We then closely examined the underlying assumptiloatsdrive stages models, and the
propositions that flow from these assumptions.dntiast to the biological foundations of stages
models we argued that organizations are not ligamisms; they don’t have a genetic code
controlling their development. Far from it: orgaations can anticipate and even co-create their
environment, making internal shifts to fit curr@mtprojected changes. Replacing those
outmoded biological assumptions with more recemhtdations from complexity science
resulted in changes to two key propositions, leqttina new approach: A dynamic state is a
network of beliefs, relationships, systems andcstimes that convert opportunity tension into
tangible value for an organization’s customersitBegenerating new resources that maintain
the dynamic state.

We see several implications of a dynamic statesosgp. First, by integrating
opportunity into the creation of business moddiis, &pproach uniquely connects various
literatures on the nature of entrepreneurial vaheation (e.g. Sarason, Dean & Dillard, 2006;
Zott & Amit, 2007). Further, this direct link beé®n opportunity and business creation provides
a fresh view into how and why value is capturedulgh entrepreneuring (Lepak, Smith &
Taylor, 2007); a more process-oriented view thebiporates an array of individual,
organizational, and environmental elements. Theddation ofopportunity tensiomlso
provides a unigue solution to the debate abouthéreipportunities are objective or constructed
(Alvarez & Barney, 2007) by reframing the issueaty/namic tension between market potential

and a personal desire/commitment to capitalizehahgotential. In these ways and others,
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dynamic states presents a more grounded and IesBa@lview of entrepreneurial organizing,
which, like other complexity studies, emphasizexcpcal as much as theoretical insights.

Not only is the dynamic states approach more atetinan stages theory, it is also more
optimistic for entrepreneurs. With flexibility amdvareness, ventures can endure far longer and
in much greater variety than has ever been pratilnyestages theory. Further, the dynamic
states approach shows that it is normal for a forsurvive and maintain fithess by continual
change, whereas a more bureaucratic business dasaigtead to failure in the face of
environmental change. In fact, the dynamic stapggsoach suggests that smaller and newer
firms have more flexibility in making ongoing chasg as well as in making large-scale changes
if necessary. That is, it may be easier for siawadl new companies to create a high degree of
interdependence between themselves and their envéot, enabling entrepreneurs and
managers to organize for the current and anticipbdéenands of their market. In both these
ways, the dynamic states approach challenges aisiclnotion of a “liability of newness,” and
instead claims the “viability of newness.” Thigility of newness is demonstrated in a host of
studies into rapid changes within new and smaltwes (e.g. Baker & Nelson, 2005; Garnsey &
Heffernan, 2003; Lichtenstein, 2000; Nicholls-Nix@905).

Finally, perhaps the most intriguing contributmindynamic states is its theoretical
support for business sustainability (Hart & Milste2003; Schaltegger & Wagner, 2006). The
dynamic states approach eliminates a long-heldhgstson in the management literature that the
“right” way for a business to develop is to growcarding to a set number of stages (Churchill
& Lewis, 1983; Greiner, 1972). Those growth asstomg, based as they are on a biological
metaphor, may well be faulty when applied to socrgknizations. In its place we re-

conceptualize a more true energy-sharing relatiprisgtween a firm and its overall ecology.
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Rather than assuming growth, a more sustainable@agp would be to find the most effective
and efficient dynamic state between the entrepmremewhis organization, and the niche market.
Effectiveness and efficiency could be measureth@slégree to which an entrepreneur can find
the ideal balance between the value that theinozgtion generates (social benefits), and the
actual costs in triple-bottom line accounting tewhsreating that value, as well as their own
personal sustainability as manager of the firm.ei@V, this approach may improve our
understanding of sustainability at multiple levelthrough social entrepreneurship (Hawken,
1993), and through “emancipatory entrepreneuriiindova et al., 2009), as it is enacted within
organizations (Epstein, 2008; Hart & Milstein, 20@®rter & Kramer, 2006), throughout
industries (Ehrenfeld, 2007), and system-wide (8exical., 2007).

Given the generality of the dynamic states apgrpampirical research is required to
determine what makes dynamic states sustainabkn) ahd where dynamic states change, and
what contextual variables are most important ingiteeess. We hope that this complexity-

inspired framework catalyzes such research.
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Appendix 1. Citations of distinct stages models, 1962-2006wshg number of stages,

backward and forward links to other models and ggrog mid-range application.

Citation no.of |linksto | linksto
stages | previous | later
models* | models**

(bold denotes general models)

Abetti, P.A. (2001). Accelerated growth: Helpingmuanies get and stay on the fash 2 3
track.International Journal of Technology and Managem8(it/2) 15-30.

Adizes, 1. (1979). Organizational passages: diaigigosnd treating life cycle 4 2 15
problems in organization8rganizational Dynamic$(1), 3-25.

Anthony, J., & Ramesh, K. (1992). Association besw accounting performance | 3 1 1

measures and stock prices: A test of the life ciigleothesisJournal of
Accounting and Econom, 14, 20:-227

Auzair, S. & Landfield-Smith, K. (2005). The effaaf service process type, 3 2 0
business strategy and life cycle stage on burebadi€S in service
organizations.Management Accounting Reseg, 16, 39¢-421

Baker, S., & Cullen, J. (1993). Administrative mganization and configurational | 4 4 0
context: The contingent effects of age, size arahgh in size Academy of
Management Journ, 36, 1251-1278

Baird, L. & Meshoulam, I. (1988). Managing two fi§strategic human resource | 5 5 1
managemer Academy of Management Rey, 13, 11€¢-128

Basire, M. (1976). La théorie des cing niveaDitection et Gestior2, 11-21 ;3, 5 0 0
11-22 ;4, 13-20.

Berger, A.N. and Udell, J.F. (1998). The econoroifcsmall business finance: The 4 0 0
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TABLE 1

Most Common Attributes of a Stage

Mentioned in 7

of stages
ATTRIBUTE CATEGORY models
Extent of formal systems Systems 52
Growth rate (sales or employees) Outcomes (agégsmeth) 50
Organizational structure Structure 49
Nature of top management Mgt characteristics 48
Complexity Structure 40
Age Outcomes (age/size/growth) 38
Formality of communications system Structure 38
Size Outcomes (age/size/growth) 36
Primary focus of the organization Strategy 36
Managerial style Mgt characteristics 23
Owner involvement Mgt characteristics 23
Constraints, problems encountered Problem 22
Degree of centralization of decision-making Mgt refederistics 21
Number of top management Mgt characteristics 20
Product development and initial marketing Prodingtracteristics 20
Relationship with environment External factor 19
Resources or inputs needed Problem 19
Diversity Product characteristics 18
Concept development Strategy 18
Extent of bureaucracy in management control | Systems 18
system
Internal problems Problem 18
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TABLE 2
Most Common Categories (of Attributes) in Stageside

No. of

stages
CATEGORY models
Outcomes (age/size/growth) 74
Mgt characteristics 68
Org structure 60
Strategy 58
Systems 54
Problem 49
Process characteristics 44
Product characteristics 42
Staff 33
Market factors 24
Innovation 20
External factor 19
Profitability 16
Geography 13
Culture 10
Risks 9




TABLE 3

Assumptions and Propositions of Stages of Growthlétoand the Dynamic States Mdtel

Stages of Growth models

Dynamic states model

Assumption

Organizations grow as if they were
organisms

Each state represents
management’s attempts to most
efficiently/effectively match
internal organizing capacity with
the external market/customer
demand

Propositions: WHAT]

Configuration of structural variables
and management problems

Configuration of structural variables
and organizational activities
(aspirations)

Propositions: HOW

A specific number of progressive
stages

Any number of states

Sequence and order is predictable

Sequence andmayebe
predictable depending on context

Incremental and punctuated
transitions

Incremental and punctuated
transitions, and emergence

Propositions: WHY

Immanent program of
development

Adaptive process of retaining the
sustainability of a business model

Prefigured rules of development

Interdependentsride development

“Regulated” by environment

Driven by market change and
opportunity creation

*Major differences shown in bold font
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FIGURE 2

First Appearance of General Stage Models by Nurab8tages per Model from 1962 to 2006
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FIGURE 4
Elements of a Dynamic State
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