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Abstract— The aim of this paper is to elaborate that the indirect root cause for most existence-threatening crises of SMEs is related 

to the neglect of a specific company strategy, namely: 

achieving a strong market position by developing a competitive advantage based on a unique selling proposition. 

Design/methodology/approach: 

Firstly, available literature dealing with crises in SMEs in relation to four categories - crises indicators, root causes of crises, crisis 

management and reasons for SMEs resilience was analyzed in order to obtain indications for the influence of the corporate strategy 

on the occurrence of existence-threatening crises in SMEs. 

Secondly, an own survey was carried out to get information in regards to the financial performance (development of annual turnover 

and gross margin were used as key financial indicators) of SMEs in correlation to the strategy process and the strategy targets.   

Findings:  

The literature review carried out shows that the connenction between the strategy process of SMEs and the occurrence of existence-

threatening crises in SMEs was not really in focus of scientific investigation. 

The own survey results indicate a strong correlation between the annual revenues and gross margin development over five years as 

crises indicators of SMEs and the strategy defined above. 

Research/practical implications: 

In our global, highly competitive world it is essential for SMEs to develop and implement above defined strategy to prevent 

existence-threatening crises, means make SMEs resilient against crises. That leads to the conclusion that the management of SMEs 

must focus today much more than in the past on developing and implementing the specific strategy defined above.  

Originality/value:  

This paper contributes to the general knowledge about the emergence and the indirect root cause of existence-threatening crises in 

SMEs and the conditions for crisis resilience of SMEs. It is intended to serve as an impetus for SME practitioners to give priority to 

developing and implementing a strategy defined above over the management of day-to-day problems and challenges. 
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I. INTRODUCTION 

In short, small and medium enterprises (SMEs) are described as independently operating companies with less than 250 

employees and less than 50 Mio € revenues or a balance sum below 43 Mio € [1]. 

 

In 2017 99,5% of all German companies were small and medium sized enterprises; that was 35% of revenues of all German 

enterprises [6]. In 2018, SMEs accounted for 99.8% of all enterprises in the EU-28 non-financial business sector (NFBS), 

generating 56.4% of value added and 66.6% of employment in the NFBS [2].  

 

In the years of 2001-2011 15% to 23% of all German SMEs experienced a downward trend in return on sales for at least two 

consecutive years. This means roughly 400.000 to 600.000 enterprises per year go through a crisis [13]. Economic shifts in 

today`s business world occur with greater frequency than in the past and with this being the case, companies might quickly see 

themselves facing a possible company crisis [8]. 

 

Although SMEs play such a significant role in the world-wide economy, they are rarely focus of investigation and theory 

building, especially in the field of strategic management, strategic positioning and resilience, although SMEs are particular 

vulnerable for existence-threatening crises [5].  
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Various research papers can be found which investigate crises types, direct root causes for company crises, early warning 

models, crisis management, corporate restructuring and reorganization. But only few papers investigate the correlation of 

company strategy, the occurrence of existence-threatening crises and crisis resilience of SMEs. 

 

This paper concentrates on the following thesis: Existence-threatening crises of SMEs have their root cause mainly not in 

suddenly happening (unforeseeable) events or management mistakes in reaction to threats, like recession, loss of large 

customers, higher cash demand, market downturn trend, new competitor(s), end of product life cycle, etc. but usually in the 

negligence in developing and implementing a specific strategy. In our global, competitive world, this specific strategy must 

focus on developing a competitive advantage [11] and continuously improving that competitive advantage to achieve a strong 

market position. In this article, the term `strong market position` is used when the firm achieved the leading market share or the 

second largest market share position in that specific market. Other strategies than the above described may even endanger the 

company because the limited SME resources are then focused on misleading targets.  If managers of SMEs do not realize the 

importance of this context or lose the focus because of short term challenges they risk the long-term success of the company 

and with that its crisis resilience.   

 

This paper concentrates on direct, business related reasons (not natural disasters, fraud, etc.) for existence-threatening crises 

in SMEs and discusses these direct reasons in connection with their implemented strategy. It concentrates specifically on 

SMEs which are active in industries and compete in more and more global markets.  

II. METHODOLOGY 

A literature review was carried out to identify current status of science in that matter and an own survey was conducted to 

get deeper insight into the correlation of the business performance and the implemented strategic process. 

 

A. Definition of an existence-threatening crisis in relation to this paper 

SMEs are exposed to various types of crises: ecological disasters, political and social changes, national and global economic 

changes, changes in the competitive surrounding, drop in demand, end of product life cycle, poor business performance, lack 

of equity along with other reasons. An existence-threatening crisis exists when events occur that may lead to lack of liquidity 

and insolvency and when appropriate countermeasures cannot be successfully implemented within a short period of time [4]. 

The beginning of a company crisis can be described as a situation in which several indicators point towards a negative 

development of the company or to threats for the company. Obviously, the earlier these signs are recognized the more time is 

available to take countermeasures before the crisis becomes an existence-threatening crisis for the SME. 

 

B. Literature review 

SMEs literature covers a wide range of topics. This paper analyzes currently available literature dealing with crises in SMEs 

in relation to four categories - crises indicators, root causes of crises, crisis management and reasons for SMEs resilience - in 

order to obtain indications for the influence of the corporate strategy on the occurrence of existence-threatening crises in 

SMEs. 

 

Tab. I summarizes the content of the analyzed papers in regards to the above mentioned categories. 

The results of the investigated papers in regards to corporate strategy are as follows: 

Crises indicators:   no indication to strategy  

Root causes of crises: in paper of Nau: strategic weakness, weak market position & too little real competitive 

advantage 

Crisis management: in paper of Hong et al.: sustainable growth, continuous expansion & need of strategic plans 

with focus on product-, process- and market position development to overcome crisis  

in paper of Rüthenbudde: long term strategy development to overcome crisis 

in paper of Nau: improve product and market competitiveness 

Reasons for SMEs resilience: in paper of Wishart: strategic & operational flexibility, competitive advantage 

 

The reviewed scientific literature gives some hints on the influence of strategy on overcoming of crises but only one paper 

notes specifically that competitive advantage (as a main strategy target) is a resilience factor. However, the analysed papers do 

not sufficiently investigate the indirect, general cause behind the direct reasons (recession, decreasing demand, economic 

crises, nature disaster, leadership mistakes, not enough equity, fraud, operating losses etc.) of the described crises. 
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TABLE I 
LITERATURE REVIEW 

Theme of paper Crises indicators Root causes of crises Crisis management  Reasons for SMEs 

resilience to crises 

How companies 

recognise, exploit and 

overcome crises [13] 

Sales-, market share 

decrease 

Debt-, inventory 

increase 

Increasing losses 

Increasing interest 

expenses 

Decreasing cash flow 

 None Seek professional advice None 

Crisis and turnaround 

management in SMEs: a 

qualitative-empirical 

investigation of 30 

companies [8] 

Regular check of 

managerial 

accounting data 

Recession- financial crisis 

Decreasing demand-

dropping orders 

Personal contact to 

stakeholders 

Focus on core business 

and growth 

Job cuts 

Reduction of working 

time 

None 

Risk Classification of 

SMEs by Early 

Warning Model Based 

on Data Mining [10] 

Profit before tax to 

own funds  

Return on equity 

None None None 

Resilience and 

competitiveness of 

small and medium size 

enterprises: an 

empirical research [3] 

None None None Flexibility 

market & learning 

orientation 

Crisis management for 

SMEs: insights from a 

multiple-case study [5] 

No specific Economic crisis 

IT shut down 

Customer de-sourcing 

Supplier suspension 

Nature disaster 

4 stage crisis management 

model with specific major 

tasks per stage 

Market diversification 

Management auditing  

Innovation 

Insurance 

Erfolgreiches 

Krisenmanage-ment in 

klein- u. 

mittelständischen 

Unternehmen [12] 

No specific  

Quantitative & 

qualitative forecasting 

methods 

Scenario method 

Diffusion theory 

Leadership mistakes 

Not enough equity 

Recession 

Company Growth 

Classical restructuring 

plan with short term 

actions (liquidity 

improvement) and long 

term actions (strategy 

development) 

No specific 

Crisis Strategic 

Planning for SMEs: 

Finding the Silver 

Lining [14] 

None Nature disaster 

Health & safety incident 

Fire 

Crisis strategic planning 

based on 4 main factors: 

leadership organizational 

culture, decision making, 

situation awareness 

Finding the “silver lining” 

during the crisis 

Business resilience in a 

SME context: A 

Literature review [15] 

None Economic recession 

Environmental events 

Man-made disasters 

Reputational damage 

Fraud, terrorist attacks 

Drop in sales 

 

none Access to finance 

Networking 

Strategic & operational 

flexibility 

Competitive advantage 

Globalization 

Leader resilience 

Organizational 

development 

Collaboration & coaching 

Innovation 

Warnsignale für eine 

drohende Insolvenz [9] 

Declining unit 

revenue 

Increasing fix costs 

Low revenue per 

capita 

Continuing credit 

spread 

 

Operating losses 

Termination of credit 

lines 

Unfunded financial 

requirements 

Strategic weakness 

Weak market position  

Too little real competitive 

Focus on healthy core 

business 

Closing sources of losses 

Improve product and 

market competitiveness 

Cost reductions (material 

& personnel) 

 

none 
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advantages 

Wrong decisions by 

managers & shareholders 

 

 

C. Why is a strategy in the sense of the thesis essential to avoid existence-threatening crises today? 

After the second world war and over several decades, companies in general (SMEs, large private held and public 

companies) all benefited from the general growth of the markets and the increasing demand of consumer goods in Europe and 

the Western World. 

 
Fig.1: Declining Growth Rate in Germany 

 

Source: Development of Gross Domestic Product (GDP) of West-Germany; from 1991 onwards of Germany, changes in % in comparison to previous year, 

from 2011 onwards annually; source: Statistisches Bundesamt, Germany (Deutsche Bank Privat und Geschäftskunden, 2016)  

 

During the growth phase a stringent strategy was not necessary for companies to grow and to be profitable. The general 

growth of the overall economy gave enough opportunities for most SMEs, especially as markets and the competitive situation 

were fare less global than today [3]. 

 

However, over time more and more (local) markets became saturated and stagnated. Long term strategies became necessary 

to be successful and avoid existence-threatening crises of entities. Larger entities with their larger resources focused much 

earlier on strategic development than SMEs, especially as economic theories and management tools were developed for larger 

entities, for example Porter`s Competitive Advantage [11] or later Balanced Scorecard by Kaplan and Norton [7].  

 

D. Method and results of own research 

1)  Survey:To obtain greater insight into the thesis an own survey was carried out.A questionnaire was developed 

(Appendix) with 10 open, semi-open and closed questions to the company`s strategy, the implementation process and the 

targets of the strategy. 

Annual revenue and gross margin developments over five years are used as easily accessible indicators of the business 

performance and crises indicators of SMEs. Gross margin is defined as: turnover – direct sales costs – material costs – variable 

costs of production.  

 

The survey was conducted in 2016 and covered the company`s strategy process and performance of the years 2011 to 2015. 

The questionnaire was handed out to twelve personally known CEOs of SMEs in South West Germany; eight returned the 

questionnaire. All companies are non-financial companies active in industries in South West Germany. 

 

During 2011-2015 the number of employees of all eight SMEs was in the range of 51-250; with annual revenues ranging 

between 5 Mio € to 50 Mio €, with one exception as A5 had revenues level above 50 Mio €. 
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2)  Results: 

 

TABLE II 

SURVEY RESULTS, ANSWERS TO QUESTIONS OF QUESTIONAIRE 

SME 

Answers to strategy questions: 

S strategy defined and implemented 

1 strategy target: develop or have a unique selling 

proposition 

2 strategy target: improve competitiveness  

3 strategy target: achieve or hold strong market 

position 

Numbers of performance indicators: 

revenues in Mio €, annually 

gross margin in % of revenues 

S 1 2 3 2011 2012 2013 2014 2015 

A1 yes no yes no 
20 18 16 12,5 13,5 

- - - - - 

A2 yes yes yes yes 
11 12 15 14 15 

50% 50% 43% 50% 50% 

A3 yes yes yes yes 
27,4 30,3 19,7 26 26,4 

27% 24% 28% 32% 32% 

A5 yes yes yes yes 
60 82 120 75 82 

-3% 6% 5% -9% -0,4% 

A9 yes yes yes yes 
- - - - - 

20% 20% 20% 20% 20% 

A10 yes no yes no 
45,5 23,7 21,6 21,5 21,9 

- - - - - 

A11 yes no no no 
24 21 19 28 28 

21% 18% 15% 14% 7% 

A12 yes no no yes 
37 40 37 34 42 

23% 21% 19% 19% 23% 

 

 100 % of the companies declared that they defined and implemented a strategy (column S) 

 50 % (A2, A3, A5, A9) of the companies declared to develop or already have a unique selling proposition (column 1) 

 75 % (A1, A2, A3, A5, A9, A10) of the companies targeted to improve their competitiveness (column 2) 

 63 % (A2, A3, A5, A9, A12) of the companies targeted to hold or to achieve a strong market position (column 3) 

 

III. DISCUSSION OF SURVEY RESULTS 

A. Performance of the companies in correlation to their strategy process and strategy targets 

 

A1 had a significant decrease in sales (no gross margin numbers provided) with 1 of 3 defined strategy goals – company in 

crisis. 

 

A2 achieved an increase in sales while maintaining gross margin level with 3 of 3 defined strategy goals – healthy company. 

 

A3 maintained sales level while increasing gross margin with 3 of 3 defined strategy targets – healthy company. 

 

A5 showed strong fluctuations of annual sales at a poor gross margin level although 3 of 3 strategy goals were defined – 

indicates that company is active in a bad industry or product is at the end of its life cycle.  

 

A9 did not provide sales numbers but maintained gross margin level with 3 of 3 defined strategy goals – healthy company.  

 

A10 had a significant decrease in sales from 2011 to 2013, then stabilized revenues (no gross margin numbers provided) 

with 1 of 3 defined strategy goals – company seems to be stabilized on lower performance level after crisis. 

 

A11 had a significant decrease in sales from 2011 to 2013, then a strong increase in sales but only achieved by continuously 

decreasing gross margin with 0 of 3 defined strategy goals – company in existence-threatening crisis. 
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A12 maintained sales level with fluctuation at decreasing gross margin from 2011 to 2013, then increase of gross margin in 

2015 with 1 of 3 defined strategy goals – SME is not in a crisis, but seems to be vulnerable for crises. 

 

B. Summary 

 

Three (A2, A3, A9) out of four companies that pursued three out of three defined strategy goals show positive performance: 

 
Fig. 2: well performing SME A2 as an example of this category 

Positive development of performance indicators if all three defined strategy goals are pursued: unique selling proposition, improvement of competitiveness, 

strong market position 

 

sphere size indicating gross margin in % of sales per year 

Four SMEs (A1, A10, A11, A12) that pursued only one or zero out of three defined strategy goals show poor performance 

and are or were in crisis: 

 
Fig. 3: poor performing SME A11 as an example of this category  

Poor development of performance indicators if none of the defined strategy goals is pursued: no unique selling proposition, no improvement of 

competitiveness, no strong = weak market position 

 

Sphere size indicating gross margin in % of sales per year 

 

IV.  CONCLUSIONS 

The literature review carried out indicates that the relationship between the strategy process of SMEs and existence-

threatening crises of SMEs was not really in focus of scientific investigation. However, the own survey supports the thesis that 

the negligence of a strategy with the focus on a strong market position, based on a competitive advantage, based on a unique 

selling proposition is the indirect root cause of most existence-threatening crises of SMEs.  
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That leads to the additional conclusion that today the management of SMEs needs to focus much more on strategy 

development and strategy implementation than in the past. In practice the paper shall encourage industrial practitioners to 

spend more time on strategy development and change their organization in a way that strategic objectives can be pursued with 

the highest priority, even when daily challenges and short-term menaces need to be addressed. 

 

The survey results are based on a small sampling of returned questionnaires. Therefore, expert interviews will be conducted 

to gain more and detailed insight in the relationship of strategy process and targets in relation to crisis occurrence and 

resilience to crises. 

 

In a further step, a literature search will clarify whether there exist already applicable guidelines for an appropriate strategy 

process for SME practitioners.  

 

Another essential factor in preventing existential crises in practice is the time available to management between the 

recognition of an initial crisis and the actual occurrence of an existential crisis [13]. Therefore, already existing early crises 

warning models are to be examined for their applicability in SMEs. 
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Appendix 

Jürgen Klausmann Höheweg 19 79104 Freiburg 
Tel: 0176 1262 4471  j.klausmann1@web.de  
   

1. Unternehmen: 

Jahresumsatz  

0 – 10 Mio €  

10 -100 Mio €  

>100 Mio €  

 

Mitarbeiteranzahl  

0 – 10   

10 -100   

>100   

 

2. Fragen: 

a. Haben sie Strategieprozess implementiert, ist eine Unternehmensstrategie definiert?  

Ja nein 

 

Wenn ja, seit wann? …………………………………………………………………………….. 

 

b. Überprüfen/ weiterentwickeln sie die Strategie? 

 Strategieüberarbeitung 

Mindestens Jährlich   

Alle 2 Jahre   

> 2 Jahre   

 

c. Zielt ihre Strategie darauf ab, ihre Wettbewerbsfähigkeit in Ihrem Hauptgeschäft zu stärken? 

Ja nein 

 

Wenn nein, was ist ihr Schwerpunkt…………………………………………………………………….. 

 

d. Zielt ihre Strategie darauf ab, Nr1 oder Nr2 in Ihrem Hauptzielmarkt zu werden oder zu bleiben? 

Ja nein 
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e. Zielt ihre Strategie darauf ab, ein Alleinstellungsmerkmal zu entwickeln oder zu stärken? 

Ja nein 

 

f. Definieren sie Aufgaben zur Zielerreichung und kontrollieren sie in regelmäßigen Abständen die 

Fortschritte in der Zielerreichung? 

Ja nein 

 

g. Ist Ihre Strategie allen MitarbeiterInnen oder zumindest allen Führungsebenen bekannt und sind diese in 

den Strategieprozess eingebunden? 

Ja nein 

 

h. Sind sie Marktführer oder Nummer 2 in ihrem wichtigsten Markt? 

Ja nein 

 

i. Liefert ihr Unternehmen ein zufriedenstellendes Betriebsergebnis in diesem Geschäftsjahr? 

Ja nein 

 

j. Erwarten sie ein verbessertes Betriebsergebnis für das nächste Geschäftsjahr? 

Ja nein 

 

3. Angaben zur Deckungsbeitrag und  Jahresumsatz: 

 2011 2012 2013 2014 2015 

Deckungsbeitrag      

Jahres-Umsatz      

 

Deckungsbeitrag = Jahresumsatz- Materialkosten- direkte variablen Produktionskosten 

Jahres-Umsatz = Umsatz (ohne Mwst) wie fakturiert 

 

 

Herzlichen Dank für Ihre Zeit und Unterstützung! 
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