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Motivation 
• Balancing between exploration and exploitation is critical for 

firm growth  
• Scholars consistently argue that both activities should be sought for 

(March, 1991; Lavie et al., 2010) 

• What about SMEs for this? 
• Due to lacking resources,  

they tend to focus on one activities more than the other (Voss & Voss, 
2013; Ebben & Johnson, 2005) 

• And it has been evidenced that “focusing” is beneficial for SMEs (e.g. 
Lin et al., 2007) 

• Maybe, they won’t even consider “balancing” 

• But, focusing may leads to learning myopia (Levinthal & March, 
1993) 

• Competency trap / Failure trap 
• Due to lacking the means to hedge risks or uncertainty, 

SMEs may be more vulnerable to the perils of learning myopia 

 



Motivation 

• Then, should SMEs pursue focusing or balancing? 
- A Dilemma  
 

• So, we jump into this issue 
- Do SMEs really fall into the focusing-balancing 
dilemma? 



Main Arguments 
• We examine that focusing entails learning myopia for 

SMEs 
• Assumption: SMEs are likely to do “focusing” to make their 

performance better 
• If focusing entails learning myopia, SMEs will have to 

seriously consider which one they should pursue, focusing vs. 
balancing? 

• Learning myopia makes organizations vulnerable to the 
environmental change  
- Inflexibility as a proxy for learning myopia 

• Learning myopia unfolds as the commitment to a 
certain activity is escalated (i.e. focusing)  
- Rapid performance feedback of exploitation leads to 
further commitment to it 



Hypotheses 

• In SMEs, the tendency of focused resource 
allocation will increase financial inflexibility 
 

• In SMEs, the escalated commitment of focused 
resource allocation will increase financial 
inflexibility 



Empirical Context 

• In this study, SMEs are defined as  
• The U.S. Public firms 
• Fewer than 500 employees 
• Less than $500 million asset values 

• Resource allocation for technology vs. market 
• Nucleus for constructing intangible capital 

 – Firm knowledge vs. brand equity 
• Investing technology or market is instantiated by R&D and 

advertising expenditures 

• Because of budgeting issues (resource constraints), the 
resource allocation between technology and market 
concerns the choice between focusing and balancing 



Empirical Context 
• Sample 

• 1,073 SMEs between 1971 and 2010 from Compustat 
• SMEs in High-tech industries 

• To discern the focus on “technology” from that on “market” 
 



Models 

Focused Resource Allocation 
- The tendency of focusing 

- The change in focusing 

Financial Inflexibility 
- Total leverage 

- Operating leverage 
- Financial leverage 

+ 



Measures 

• Dependent variables: Financial Inflexibility 
• Def: Inability to provide the capacity to raise additional 

financial resources when necessary (Kurt & Hulland, 2013: p. 61) 

• Captured by leverage 
• Operating leverage: sensitivity of a firm’s operating income to 

changes in revenue 
• Financial leverage: sensitivity of a firm’s net income to changes in 

operating income 
• Total leverage: combination the leverages above 



Measures 
• Two-stage approach to measure the leverage measures 

(Poulsen et al., 2013) 

• 1st stage 
 
 
 

• 2nd stage 
 
 

• Find the slopes between the error terms at the 1st stage models 
• β1: Operating leverage 
• β2: financial leverage 
• β1 * β1 : total leverage 

LnEBITt = a1 + b1*LnEBITt-1 + et,EBIT 
LnSalest = a2 + b2*LnSalest-1 + et,Sales 

        LnNIt = a3 + b3*LnNIt-1 + et, NI 

et,EBIT = β1* et,Sales +ε1t  
     et,NI = β2* et,EBIT +ε2t  



Measures 
• Independent variables 

• Tendency of focused resource allocation 
• The proportion gap between R&D and advertising expenditures 
• Consider intangible capital constructed by investments for R&D 

and advertising -> use weights to present the relations between 
intangible capital and current levels of expenditures 
 
 
 

• Then accumulate the value of Fit in a five-year window 
• Escalated focused resource allocation 

• The change in the tendency of focused resource allocation (=Fit) 
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Measures 

• Controls 
• Asset intensity 
• Market uncertainty 
• Market share 
• Market-to-Book ratio 
• Performance gap 
• # employees 
• Ln Age 
• Current ratio 
• Retained earnings 
• Debt-Equity ratio 
• Capital expenditures 
• Administrative expenditures 
• Other intangible assets 

 



Results 

• Hypotheses partially supported 

Total Leverage Operating 
Leverage 

Financial 
Leverage 

Tendency +*** +*** (n.s) 

Escalation +** +† +* 



Results  
- Total Leverage 



Results  
- Operating Leverage 



Results  
- Financial Leverage 



Conclusion 

• Learning myopia exists in SMEs 
• Focusing is not always beneficial for SMEs 
• It leads to financial inflexibility 

• A dilemma between focusing and balancing 
• Focusing can be a means to overcome the liabilities of 

“smallness” 
• Yet, it bears side effects: issues around adaptability  
• Maybe focusing is not a good solution for survival of 

SMEs 

• Then, what’s next? 
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