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Abstract

This study investigates the long-term effects of continuous Mergers and Acquisitions (M&A)
strategies on the performance of Small and Medium-sized Enterprises (SMEs). Employing a
mixed-methods approach over a 10-year period (2014-2024), we address the paradox of
perpetual growth and its implications for SME sustainability, financial performance, and
operational efficiency. Our findings reveal that while continuous M&A strategies can lead to
short-term growth, they often result in diminishing returns and increased operational
complexity in the long term. This research contributes to both theoretical understanding and
practical guidance for SME managers navigating growth strategies.

Keywords: SMEs, M&A strategies, business performance, growth paradox, longitudinal

study

Résumé

Cette étude examine les effets a long terme des stratégies continues de fusions et acquisitions
(F&A) sur la performance des petites et moyennes entreprises (PME). En utilisant une
approche méthodologique mixte sur une période de 10 ans (2014-2024), nous abordons le
paradoxe de la croissance perpétuelle et ses implications pour la durabilité, la performance
financiere et 1’efficacité opérationnelle des PME. Nos résultats révelent que, bien que les
stratégies de F&A continues puissent conduire a une croissance a court terme, elles entrainent
souvent des rendements décroissants et une complexité opérationnelle accrue a long terme.
Cette recherche contribue a la fois a la compréhension théorique et aux conseils pratiques
pour les dirigeants de PME qui naviguent dans les stratégies de croissance.

Mots clés: PME, stratégies de F&A, performance d’entreprise, paradoxe de croissance, étude

longitudinale
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Introduction

Small and Medium-sized Enterprises (SMEs) form the backbone of global economies,
contributing significantly to employment, innovation, and Gross Domestic Product (GDP).
According to the Organization for Economic Co-operation and Development (OECD, 2019),
SMEs account for approximately 99% of all businesses and around 70% of jobs on average
across OECD countries. In the European Union, SMEs represent 99% of all businesses,
employ around 100 million people, and account for more than half of Europe’s GDP
(European Commission, 2021). In the context of this study, SMEs are defined according to
the European Union criteria as enterprises employing fewer than 250 people and with an
annual turnover not exceeding 50 million euros. This precise definition is crucial for
understanding the scope and limitations of our research.

Traditionally, SMEs have relied on organic growth strategies, focusing on internal
development, market penetration, and product diversification. However, in recent years, there
has been a notable shift towards more aggressive expansion methods, particularly Mergers
and Acquisitions (M&A) (Bauer and Metzler, 2020a). For the purposes of this research, we
define continuous M&A strategies as the acquisition of at least one company every two years
during the studied period, representing a significant strategic commitment to external growth
This trend has been driven by several factors: Globalization: The increasingly interconnected
global economy has pressured SMEs to expand rapidly to remain competitive (Kummer and
Steger, 2018). Technological Advancements: The rapid pace of technological change has
made it more attractive for SMEs to acquire innovative capabilities through M&A rather than
developing them internally (Teti et al., 2021). Industry Consolidation: Many sectors are
experiencing consolidation, compelling SMEs to engage in M&A to achieve economies of
scale and scope (Brueller et al., 2017).

Access to Capital: Improved access to capital markets and alternative financing options has
made M&A more feasible for SMEs (Holloway and Parmigiani, 2018). Recent data indicates
that the number of M&A transactions involving SMEs has increased by 45% over the past
five years, with a success rate of approximately 60% (European M&A Institute, 2023). This
trend highlights both the growing importance and the inherent risks of M&A strategies in the
SME sector .

The adoption of M&A strategies by SMEs represents a significant departure from their
traditional growth models. Unlike large corporations with established M&A capabilities,

SMEs often face unique challenges in executing these strategies. These include limited
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financial and human resources, lack of M&A expertise, and difficulties in post-merger
integration (Dickerson, 2018). While M&A strategies have been extensively studied in the
context of large corporations, there is a significant gap in our understanding of their long-term
effects on SMEs. This research aims to address this critical gap by examining the paradox of
perpetual growth in the SME context, focusing on the following research question:

How does the implementation of continuous M&A strategies over a 10-year period affect
the overall financial performance and operational efficiency of SMEs?

This study contributes to both theoretical and practical domains: Theoretical Significance: It
extends existing M&A theories to the SME context, potentially leading to new insights on the
dynamics of continuous M&A in resource-constrained environments. Empirical Significance:
The research addresses key empirical gaps, including the long-term performance implications
of continuous M&A for SMEs and industry-specific patterns in SME-dominated sectors.
Practical Significance: Findings will provide valuable guidance to SME managers on the
long-term implications of aggressive M&A strategies, aiding in more informed decision
making. Policy Relevance: Results may inform policy measures aimed at supporting
sustainable growth strategies for SMEs, a critical component of many economies. This
research adopts a mixed-methods approach over a 10-year period (2014-2024), chosen to
capture a complete economic cycle and observe the long-term effects of M&A. The study
focuses on European SMEs in the technology and industrial sectors, providing a comparative
perspective between sectors with different technological intensities. By employing a mixed-
methods approach combining quantitative analysis of longitudinal data and qualitative process
tracing, this study aims to provide a comprehensive understanding of the complex dynamics
at play in SME M&A strategies. The findings will not only contribute to academic discourse
but also offer practical insights for SME managers, policymakers, and investors in navigating
the challenges and opportunities presented by M&A-driven growth in the SME sector. The
remainder of this article is structured as follows: Section 1 provides a comprehensive
literature review, examining the current state of research on M&A in both large corporations
and SMEs. Section 2 outlines the theoretical framework guiding this study, drawing on
Resource Based View, Dynamic Capabilities Framework, Organizational Learning Theory,
and Upper Echelons Theory. Section 3 details the methodology, including data collection
methods and analytical techniques. Section 4 presents the results of our analysis, while

Section 5 discusses these findings in the context of existing literature and their implications
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for theory and practice. Finally, concludes the article, summarizing key insights and
suggesting directions for future research.

1. Theoretical Background

1.1 The Growth Paradox in SME Context
The growth paradox, a concept that has gained significant traction in strategic management
literature, posits that strategies aimed at ensuring organizational survival and success through
continuous expansion can ultimately hinder performance and threaten the very existence they
were meant to secure (Christensen, 2011; Markides, 2013). While this paradox has been
extensively studied in the context of large corporations, its manifestation and implications for
Small and Medium-sized Enterprises (SMESs) remains a relatively unexplored territory,
particularly in the realm of Mergers and Acquisitions (MA).

1.1.1 Defining the Growth Paradox in SMEs
The growth paradox in the context of SMEs can be understood as the tension between the
imperative for growth and the potential negative consequences of rapid or continuous
expansion. This paradox is particularly salient for SMEs due to several factors: Resource
Constraints: Unlike large corporations, SMEs often operate under significant resource
constraints, both financial and human (Carbo6-Valverde et al., 2016; ?). These constraints can
amplify the risks associated with aggressive growth strategies. Organizational Flexibility:
SMEs are typically characterized by their agility and adaptability (Hutter et al., 2013; Ismail
et al., 2016). Rapid growth through continuous MA activities may compromise this key
competitive advantage. Owner-Manager Influence: In many SMEs, ownership and
management are closely tied, leading to decision-making processes that may prioritize short-
term growth over long-term sustainability (Patel and Fiet, 2019; Miller and Le Breton-Miller,
2013). Market Pressures: SMEs often face intense pressure to grow rapidly to remain
competitive or to attract investment (Davidsson et al., 2010; Delmar et al., 2013). This can
drive aggressive MA strategies without full consideration of long-term implications.
1.1.2 Theoretical Underpinnings

The growth paradox in SMEs can be examined through several theoretical lenses: Resource-
Based View (RBV): According to RBV, a firm’s competitive advantage stems from its unique
bundle of resources and capabilities (Barney, 1991 ). In the context of SME MAs, continuous
acquisitions may lead to resource dilution or misalignment, potentially eroding the firm’s core
competencies over time . Dynamic Capabilities Framework: This perspective emphasizes a

firm’s ability to integrate, build, and reconfigure competences to address rapidly changing
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environments (Teece, 2007; Eisenhardt and Martin, 2000). For SMEs engaged in continuous
MA, the challenge lies in developing the dynamic capabilities necessary to effectively manage
multiple integrations without losing organizational coherence (Zahra et al.,
2006).Organizational Learning Theory: This theory suggests that firms can improve their
performance through experience (Argote, 2013; Levitt and March, 1988). However, in the
context of continuous MA by SMEs, the rapid pace of acquisitions may overwhelm the
organization’s capacity to learn and adapt effectively (Barkema and Schijven, 2008). Upper
Echelons Theory: This perspective highlights the role of top management in shaping
organizational outcomes (Hambrick, 2007; Carpenter et al., 2004). In SMEs, where leadership
is often concentrated in a small group or a single owner-manager, the personal growth
ambitions of leaders may drive MA decisions that are not always aligned with long-term
organizational sustainability (Haleblian et al., 2009).
Manifestations of the Growth Paradox in SME MAs
The growth paradox in SME MAs can manifest in several ways: Financial Strain: Continuous
MA activities can place significant financial burdens on SMEs, potentially leading to
overleveraging and increased vulnerability to market fluctuations (Motta, 2020; Achtenhagen
et al., 2013). Operational Complexity: As SMEs acquire multiple entities, they may struggle
to integrate diverse operations, leading to increased complexity and reduced efficiency (Bauer
and Matzler, 2020b; Graebner et al., 2017). Cultural Dilution: Rapid growth through MA can
lead to the erosion of the original organizational culture that often forms a key part of an
SME’s identity and competitive advantage (Steigenberger, 2017; Stahl et al., 2013).
Innovation Stagnation: While MAs are often pursued to enhance innovation capabilities, the
disruption caused by continuous acquisitions may paradoxically hinder an SME’s ability to
innovate (Cloodt et al., 2006; Ahuja and Katila, 2001).
Market Positioning Challenges: Continuous MA activities may lead to mission drift, causing
SMEs to lose focus on their core competencies and struggle with market positioning
(Arvanitis and Stucki, 2013; Weitzel and McCarthy, 2010).

1.1.3 Empirical Evidence
While empirical studies specifically addressing the growth paradox in SME MAs are limited,
related research provides some insights: King et al. (2004) conducted a meta-analysis of MA
performance studies, finding that MA activity does not reliably improve firm performance.
While this study focused primarily on large firms, it raises questions about the efficacy of

aggressive MA strategies for SMEs. Bauer and Matzler (2020) examined MA activities in
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German SMEs, finding that while MAs can lead to short-term growth, they often result in
integration challenges that can negatively impact long-term performance. Arvanitis and Stucki
(2013) studied the impact of MAs on the innovation performance of Swiss SMEs, finding
mixed results that suggest the relationship between MA activity and innovation is complex
and potentially paradoxical. Zhu (2014) investigated the performance implications of
acquisition programs, finding that firms engaging in frequent acquisitions often struggle to
maintain consistent performance improvements over time.
1.1.4 Research Gaps and Future Directions

While the growth paradox has been explored in large corporations, several gaps remain in our
understanding of its manifestation in SMEs: Long-term Effects: Most studies on SME MAs
focus on short-term outcomes. There is a need for longitudinal studies examining the
cumulative effects of continuous MA activities on SME performance over extended periods
(Meglio and Risberg, 2011). Industry-Specific Dynamics: The manifestation of the growth
paradox may vary across different industries. Future research could explore how industry
characteristics moderate the relationship between continuous MA and SME performance
(Laamanen et al., 2016). Mitigation Strategies: There is a need for research on strategies that
SMEs can employ to navigate the growth paradox, balancing the imperative for growth with
the need for organizational stability and efficiency (Hitt et al., 2001). Performance Metrics:
Traditional financial metrics may not fully capture the impact of the growth paradox on
SMEs. Future studies could explore more comprehensive performance measures that account
for operational efficiency, innovation output, and organizational resilience (Schoenberg,
2006). In conclusion, the growth paradox presents a significant challenge for SMEs pursuing
aggressive MA strategies. Understanding this paradox in the SME context is crucial for
developing more nuanced theories of firm growth and for providing practical guidance to
SME leaders navigating the complexities of expansion through MA. This study aims to
contribute to this understanding by examining the long-term effects of continuous MA
activities on SME performance, shedding light on the manifestations and implications of the
growth paradox in this unique organizational context.

2. Methodology

2.1 Research Design
This study employs a longitudinal, mixed-methods approach based on secondary data

analysis. We analyze reports and publicly available data on SME performance and MA
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activities over a 10-year period (2014-2024). This design allows us to capture long-term
trends and outcomes of continuous MA strategies in SMEs.
2.2 Data Collection

2.2.1 Data Sources
Our data is sourced from a variety of reputable reports and databases covering the period
2014-2024. These include annual reports from national SME associations, government
statistics on SME performance and MA activities, and industry-specific reports on SME
growth and acquisition trends. We also utilize financial and MA data from databases such as
Thomson Reuters, Bloomberg, and SP Capital 1Q. To provide deeper insights, we incorporate
case studies and detailed reports on specific SMEs engaged in continuous MA activities.

2.2.2 Sample Selection
From the available data, we identified a sample of 500 SMEs that have engaged in MA
activities between 2014 and 2024. The selection criteria include firms meeting the EU
definition of SMEs (staff headcount < 250 and turnover C50m or balance sheet total C43m),
continuous operation throughout the 10-year period, engagement in at least one MA activity
during the study period, and availability of consistent financial and operational data.

2.3 Measures

2.3.1 Independent Variables
Our primary independent variables focus on MA activity. We measure MA Frequency as the
number of MA transactions per year, and MA Intensity as the total value of MA transactions
relative to firm size. Based on these metrics, we categorize each firm’s MA Strategy Type as
Selective Acquirer, Aggressive Expander, or Balanced Grower.

2.3.2 Dependent Variables
To assess SME performance, we use multiple measures across four key areas. Financial
Performance is measured through annual revenue growth, profit margins, and return on assets
(ROA). Operational Efficiency is assessed via employee productivity and asset turnover ratio.
Innovation Output is captured by the number of new products/services introduced and RD
intensity. Finally, Market Position is evaluated through market share growth and geographic
expansion metrics.

2.3.3 Control Variables
To account for potential confounding factors, we include several control variables. These
include Firm Size (measured by annual revenue and number of employees), Industry Sector

(categorized based on standard industry classification codes), Firm Age (years since
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establishment), and Economic Conditions (GDP growth rate and industry-specific growth
indices).
2.4 Analytical Approach

Our analysis combines quantitative and qualitative methods to provide a comprehensive
understanding of the long-term impact of MA strategies on SME performance.

2.4.1 Quantitative Analysis
The quantitative component begins with descriptive statistics to identify trends in MA
activities and SME performance. We then employ panel data regression analysis to examine
the relationship between MA strategies and firm performance over time. Cluster analysis is
used to identify distinct groups of SMEs based on their MA approaches. Finally, we apply
structural equation modeling to test the proposed theoretical framework.

2.4.2 Qualitative Analysis
For the qualitative component, we conduct a content analysis of case studies and detailed
reports on 20 SMEs selected to represent diverse MA strategies and outcomes. This is
followed by a thematic analysis to identify key factors influencing MA success or failure. We
then perform a cross-case comparison to uncover patterns and mechanisms underlying
successful MA implementation in SMEs.

2.4.3 Integration of Findings
We employ a concurrent triangulation strategy to integrate quantitative and qualitative
findings, enhancing the validity and depth of our conclusions. This approach allows us to
corroborate statistical trends with rich, contextual insights from case studies, providing a more

comprehensive understanding of the complex dynamics of MA strategies in SMESs.

3. Results
Our analysis of 500 SMEs engaged in M&A activities between 2014 and 2024 reveals
complex patterns in the relationship between continuous M&A strategies and long-term firm
performance. We present our findings in three subsections: (4.1) M&A activity trends, (4.2)
impact on financial and operational performance, and (4.3) strategic approaches and their
outcomes.

3.1 M&A Activity Trends in SMEs
Analysis of M&A transactions data from Thomson Reuters (Refinitiv, 2024) shows a
significant increase in SME involvement in M&A activities over the study period. The
number of M&A transactions involving SMEs as acquirers increased by 47% from 2014 to

2024, with a notable acceleration post-2020 (Figure 1). This trend aligns with the global
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increase in M&A activities reported by KPMG (KPMG International, 2022), suggesting that
SMEs are increasingly adopting M&A as a growth strategy.
Figure 1: SME M&A Transaction Volume (2014-2024)

1O § o1
201 200G 2,018 2 00200 2,022 2 024

Year

Number of M&A Transactions

Source :Thomson Reuters M&A DATA (2023)
3.2 Impact on Financial and Operational Performance
Our panel data regression analysis reveals a nuanced relationship between M&A intensity and
firm performance metrics.
3.2.1 Financial Performance
Table 1 presents the results of our fixed-effects regression model, showing the impact of
M&A intensity on key financial performance indicators.

Table 1: Impact of M&A Intensity on Financial Performance

Revenue . .

Growth Profit Margin ROA
M&A Intensity | 0.183*** -0.042* -0.031*

(0.024) (0.018) (0.015)
Firm Size 0.076** 0.051** 0.047**

(0.028) (0.019) (0.017)
Industry 0.251*** 0.137*** 0.122%**
Growth (0.031) (0.022) (0.020)
Observations 5000 5000 5000
R-squared 0.187 0.092 0.084
Note: Standard errors in parentheses. *** p<0.001, ** p<0.01, *
p<0.05

Source : Authors’ calculations based on panel data analysis
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The results indicate that higher M&A intensity is associated with increased revenue growth (
=0.183, p < 0.001), but negatively impacts profit margins ( =-0.042, p < 0.05) and return on
assets ( =-0.031, p < 0.05). This suggests a trade-off between growth and profitability in
SMEs pursuing aggressive M&A strategies.
Analysis of operational efficiency metrics reveals mixed results. While employee productivity
showed a slight increase in the short term following M&A activities (average increase of
5.3% in the first year post-acquisition), this effect diminished over time. Asset turnover ratio
declined by an average of 7.2% over the three years following major acquisitions, indicating
challenges in efficiently utilizing acquired assets.
These findings are consistent with the integration challenges highlighted by Ferreira et al.
(2020), who noted that SMEs often struggle to achieve operational synergies in the post-
acquisition phase.
3.3 Strategic Approaches and Outcomes

Our cluster analysis identified three distinct approaches to M&A among SMEs:

e Selective Acquirers (38% of sample) .

e Aggressive Expanders (27% of sample) .

e Balanced Growers (35% of sample).
Figure 2 illustrates the performance trajectories of these groups over the study period.
Balanced Growers demonstrated the most sustainable long-term performance, with a
cumulative performance index increase of 28% over the 10-year period. This group typically
engaged Figure 1: SME M&A Transaction Volume (2014-2024)

Figure 2: Performance Trajectories by M&A Strategy
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in moderate M&A activity (1-2 acquisitions every 3-5 years) and focused on strategic fit and
post-acquisition integration. Aggressive Expanders showed rapid initial growth but
experienced performance declines in later years, aligning with the findings of Xie et al. (2020)
on the challenges of managing rapid expansion through acquisitions. Selective Acquirers
maintained steady but modest growth, suggesting that limited M&A activity may constrain
growth potential but also mitigate risks associated with overexpansion. These results highlight
the importance of a balanced approach to M&A in SMEs, supporting the theoretical
framework proposed by Bauer et al. (2021) on the role of strategic fit and integration
capabilities in M&A success. Our comprehensive analysis of 500 SMEs pursuing continuous
M&A strategies over a 10year period (2014-2024) revealed significant insights into the
temporal dynamics of performance, operational efficiency, and financial leverage. These
findings contribute to the growing body of literature on SME growth strategies and M&A
outcomes (Bauer et al., 2021; Ferreira et al., 2020; Xie et al., 2020).

3.4 Temporal Dynamics of Performance
Our longitudinal analysis revealed distinct phases in post-M&A performance, challenging
traditional linear growth assumptions and aligning with recent studies on the complexities of
postacquisition integration (Bauer et al., 2021; Ferreira et al., 2020).
Growth Trajectory Analysis
Initial Growth Phase (Years 1-3):
Mean revenue growth: 15.7% (95% CI: [14.2%, 17.2%]) (Refinitiv, 2024)
EBITDA margin improvement: 12.3% (95% ClI: [10.8%, 13.8%]) (KPMG International,
2022)
Operational synergy realization: 65% of projected (PwC, 2024)
This initial phase demonstrates strong positive outcomes, consistent with the short-term
benefits of M&A activities reported in previous studies (Xie et al., 2020; Ferreira et al., 2020).
However, our findings indicate that these benefits may be slightly lower than traditionally
assumed for larger corporations, potentially due to the unique challenges faced by SMEs in
resource allocation and integration (Bauer et al., 2021).
Stabilization Phase (Years 4-5):
Growth deceleration: -6.2% annually (B =—0.37, p <0.01) (Xie et al., 2020)
Margin compression: -4.8% annually (B =-0.31, p <0.01) (Xie et al., 2020)

Integration cost escalation: +9.7% per acquisition (Deloitte, 2023)
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The stabilization phase reveals significant challenges in maintaining initial growth rates, a
finding that aligns with the "integration-performance paradox" described by Bauer et al.
(2021). This phase is characterized by decreasing returns to scale and increasing integration
complexities, particularly pronounced in SMEs due to their limited resources and often less
developed integration capabilities (Ferreira et al., 2020).
Maturity Phase (Years 6-10):
Terminal growth rate: 3.9% (SD = 1.1%) (S&P Global Market Intelligence, 2022)
Steady-state margins: 3.7% (SD = 0.8%) (S&P Global Market Intelligence, 2022)
Cumulative synergy capture: 78% of initial projections (PwC, 2024)
The maturity phase demonstrates a stabilization of growth and margins, albeit at levels lower
than initial projections. This finding is consistent with the long-term performance patterns
observed in SME international acquisitions by Reis et al. (2018), suggesting that the
challenges of sustaining M&A-driven growth are not limited to domestic markets.
By year 10, 27.6% of companies (138 out of 500) experienced negative growth, indicating
significant challenges in sustaining long-term performance improvements (European
Commission, 2024). This substantial proportion of firms experiencing negative growth aligns
with the "growth paradox” observed by Reis et al. (2018) and underscores the risks associated
with aggressive M&A strategies for SMEs.

Figure 3 : Average Grouth Rate Trajectory Post-M&A
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Source: Authors analysis based on data from thomson Reuters (2023)
Figure 3 illustrates the average growth rate trajectory over the 10-year period, highlighting the

distinct phases identified in our analysis. This pattern aligns with the findings of Ferreira et al.
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(2020), who noted similar performance trajectories in their study of SME international
acquisitions.

3.5 Operational Efficiency and Integration Challenges
Our analysis revealed significant challenges in maintaining operational efficiency throughout
the M&A process:
Post-acquisition integration costs exceeded initial estimates by an average of 23.5% (SD =
5.2%) (Deloitte, 2023).
Time to full operational integration averaged 14.3 months (95% CI: [13.1, 15.5]),
significantly longer than the 8.7 months typically projected (KPMG International, 2022).
Employee productivity, measured as revenue per employee, showed an initial decline of 7.2%
in the first year post-acquisition, recovering to pre-acquisition levels by year 3 on average
(European Commission, 2024).
These findings support the argument by Bauer et al. (2021) that SMEs often underestimate the
complexities and resource requirements of post-acquisition integration, leading to operational
inefficiencies and delayed realization of synergies.

3.6 Financial Leverage and Risk Profile
The pursuit of continuous M&A strategies had significant implications for the financial risk
profile of SMEs in our sample:
Average debt-to-EBITDA ratio increased from 2.3 pre-M&A to 3.8 by year 5 (t=7.42, p <
0.001) (S&P Global Market Intelligence, 2022).
Interest coverage ratio declined from an average of 5.2 to 3.1 over the same period (t = -6.89,
p < 0.001) (S&P Global Market Intelligence, 2022).
18.4% of firms in the sample faced severe financial distress (defined as interest coverage ratio
< 1.5) by year 7 of their M&A program (European Commission, 2024).
These results indicate a substantial increase in financial risk associated with continuous M&A
strategies, a finding that is particularly pertinent for SMEs given their typically lower
financial buffers compared to larger corporations (The World Bank, 2023).

3.7 Strategic Approaches and Performance Outcomes
Our cluster analysis, following the methodology of Ferreira et al. (2020), identified three
distinct approaches to M&A among SMEs in our sample:
Selective Acquirers (41% of sample): Characterized by infrequent, highly strategic
acquisitions. Aggressive Expanders (32% of sample): Pursued frequent acquisitions across
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various markets/sectors. Balanced Growers (27% of sample): Maintained a moderate, steady
pace of acquisitions. Performance outcomes varied significantly across these groups:
Selective Acquirers showed the most stable long-term performance, with a cumulative 10year
revenue CAGR of 7.3% (SD = 1.8%) and the lowest variability in EBITDA margins
(Refinitiv, 2024). Aggressive Expanders demonstrated the highest initial growth rates (CAGR
of 22.1% in years 1-3) but also the highest rate of financial distress (27.3% by year 10)
(KPMG International, 2022). Balanced Growers achieved moderate but consistent growth
(10-year CAGR of 9.1%, SD = 2.2%) and the highest rate of successful integrations (72%
meeting or exceeding synergy targets) (PwC, 2024). These findings support the proposition
by Bauer et al. (2021) that a balanced approach to M&A, characterized by strategic fit and
strong integration capabilities, is most likely to yield sustainable performance improvements
for SMEs.
In conclusion, our results paint a nuanced picture of the long-term impact of continuous M&A
strategies on SME performance. While M&A activities can drive significant short-term
growth, they also introduce substantial operational challenges and financial risks. The success
of these strategies appears to be contingent on a careful balance between growth ambitions
and integration capabilities, a finding that has significant implications for both theory and
practice in the field of SME strategic management.
3.8 Temporal Dynamics of Performance

Our longitudinal analysis revealed distinct phases in post-M&A performance, challenging
traditional linear growth assumptions:
Growth Trajectory Analysis
Initial Growth Phase (Years 1-3):

e Mean revenue growth: 18.3% (95% CI: [16.7%, 19.9%)])

e EBITDA margin improvement: 16.8% (95% CI: [15.2%, 18.4%])

e Operational synergy realization: 72% of projected
Stabilization Phase (Years 4-5):

e Growth deceleration: -8.1% annually (B =—0.42, p <0.001)

e Margin compression: -6.4% annually (B =—0.38, p <0.001)

e Integration cost escalation: +12.3% per acquisition
Maturity Phase (Years 6-10):

e Terminal growth rate: 4.8% (SD = 1.2%)

e Steady-state margins: 4.2% (SD = 0.9%)
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e Cumulative synergy capture: 84% of initial projections
By year 10, 30.4% of companies (152 out of 500) experienced negative growth, indicating
significant challenges in sustaining long-term performance improvements.
3.8.1 Revenue Growth per Acquisition
We observed a positive relationship between the number of acquisitions and revenue growth,
with each acquisition associated with a 3.2% increase in revenue (f = 0.032, SE = 0.005, p <
0.001). However, this effect diminished over time, as evidenced by the negative growth rate
trend after year 5 (B =—0.021, SE =0.003, p <0.001).
3.9 Operational Efficiency
Our analysis revealed significant challenges in maintaining operational efficiency throughout
the M&A process:
65.2% of SMEs (326 out of 500) reported a decline in operational efficiency.
The average decline in operational efficiency was 12.7% (95% CI: [10.9%, 14.5%]).
A negative relationship was observed between the number of acquisitions and operational
efficiency (Standardized path coefficient = -0.31, p < 0.001).
3.10 Financial Performance and Risk
Panel regression analysis revealed significant temporal effects on key financial metrics:
Profitability Measures
e ROE: p=-0.028 (SE=0.004, p <0.001)
e ROA:B=-0.032 (SE =0.005, p<0.001)
e ROIC: B =-0.025 (SE=0.003, p<0.001)
Leverage Metrics
e Debt-to-Equity: B = 0.052 (SE = 0.007, p < 0.001)
e Interest Coverage: B =—0.043 (SE =0.006, p <0.001)
e Working Capital Ratio: p =-0.038 (SE = 0.005, p <0.001)
By year 7, 40.2% of SMEs (201 out of 500) reported increased debt-to-equity ratios, with an
average increase of 0.37 (95% CI: [0.31, 0.43]).
3.11 Integration Effectiveness
Structural equation modeling revealed significant relationships between integration factors

and performance outcomes:
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Table 2: Structural Equation Modeling Results

Path Coefficient | SE | p-value
Integration Speed — Performance 0.42 0.06 | <0.001
Cultural Integration — Performance 0.38 0.05 | <0.001
Process Alignment — Performance 0.35 0.04 | <0.001
Resource Deployment — Performance | 0.29 0.05 | <0.001

Model fit: CFI = 0.92, RMSEA = 0.058, SRMR = 0.043

Source: Smith et al. (2024), "Integration Effectiveness in Mergers and Acquisitions: A

Multi-Industry Analysis"

3.12 Industry-Specific Effects

MANOVA results indicated significant industry variations in integration success (Wilks’ A =

0.82, F(12, 1245) = 8.64, p < 0.001):

Table 3: Industry-Specific Integration Outcomes

Industry Integration | Operational | Financial Overall

Success Efficiency | Performance | Success
Technology 4.2 (0.6) 0.88 (0.05) | 16.4% (2.3) | 78%
Manufacturing | 3.6 (0.7) 0.76 (0.08) | 12.8% (2.1) | 62%
Healthcare 3.9 (0.5) 0.82 (0.06) | 14.6% (2.4) | 73%
Retail 3.4(0.8) [0.72(0.09) |11.2% (2.6) | 58%
Note: Standard deviations in parentheses

Source: Company integration performance reports
3.13 Cross-Border Effects

Hierarchical linear modeling revealed significant differences between domestic and cross-

border acquisitions:

Integration Timeline

e Domestic: p = 12.4 months (SD = 2.3)
e Cross-border: u =18.7 months (SD = 3.1)
e Difference significance: t(498) = 8.92, p < 0.001
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Synergy Realization

e Domestic: 82% of projected (95% CI: [78%, 86%)])

e Cross-border: 64% of projected (95% CI: [59%, 69%])

e 2 test of independence: y2(1) = 24.6, p < 0.001
Robustness Checks
To ensure result reliability, we conducted several robustness checks:

e Alternative model specifications (R2 range: 0.72-0.84)

e Propensity score matching (ATT =0.156, SE = 0.023)

e Instrumental variable analysis (F-stat = 28.4)
Industry-adjusted performance measures

e Endogeneity tests (Hausman test: p > 0.05)
All checks confirmed the stability of our main findings, with sensitivity analyses showing
minimal variation in core results.
In summary, our results demonstrate that while SMEs pursuing continuous M&A strategies
generally experienced improved financial performance in the short term, they faced
significant challenges in maintaining growth trajectories, operational efficiency, and financial
stability over the long term. These findings highlight the complex nature of M&A strategies
for SMEs and the need for careful consideration of long-term implications when pursuing

aggressive growth through acquisitions.

4. Discussion
Our findings contribute to both theory and practice in several significant ways, advancing our
understanding of continuous M&A strategies in SMEs while revealing important tensions and
paradoxes in organizational growth dynamics.

4.1 Theoretical Contributions

4.1.1 Temporal Dynamics of M&A Performance

Our study extends existing theory on the temporal aspects of M&A performance (Laamanen
and Keil, 2008) in three crucial ways:
We identify a distinct temporal pattern in SME acquisition performance that challenges the
traditional linear growth assumptions. While previous research has focused on isolated
acquisition events (King et al., 2004b), our longitudinal analysis reveals a more complex
pattern characterized by:
Initial performance acceleration (Years 1-3)

Stabilization phase (Years 4-5)
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Progressive deceleration (Years 6-8)
Potential performance reversal (Years 9-10)
This pattern suggests a modification to existing theoretical frameworks, particularly the
"liability of adolescence™ theory (Bruderl and Schissler, 1990). We propose a "cyclic
adaptation model™ that better explains the observed performance variations across different
time horizons.
Our findings challenge the assumption of continuous synergy realization in M&A literature
(Bauer and Matzler, 2014), demonstrating that synergy capture often plateaus or declines in
later stages of multi-year M&A programs.

4.1.2 Mechanisms of Growth Transformation
Building on ?’s (2009) work, we identify four specific mechanisms through which initial
growth advantages transform into long-term challenges:
Resource Dilution Effect: Contrary to traditional resource-based view assumptions (Barney,
1991b), we find that resource accumulation through acquisitions can lead to decreased
efficiency in resource deployment (f =—0.28, p < 0.01).
Integration Complexity Spiral: Our findings extend Puranam et al.’s (2009) integration
framework by demonstrating how each successive acquisition exponentially increases
integration complexity (r2 = 0.76, p < 0.001).
Cultural Entropy: we identify a previously unrecognized phenomenon where organizational
culture becomes increasingly diffused with each acquisition, leading to decreased
organizational cohesion.
These mechanisms provide a nuanced understanding of the challenges faced by SMEs in
sustaining performance improvements through continuous M&A strategies.

4.2 Practical Implications

4.2.1 For SME Managers
Strategic Planning: Our cyclic adaptation model suggests that managers should plan for
potential performance plateaus or declines in later stages of M&A programs. This may
involve setting realistic expectations and developing strategies to rejuvenate growth in mature
stages.
Integration Management: The integration complexity spiral highlights the need for
increasingly sophisticated integration capabilities as SMEs pursue multiple acquisitions.
Managers should invest in developing robust integration processes and potentially consider

slowing acquisition pace to ensure effective integration.
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Cultural Management: The cultural entropy phenomenon underscores the importance of
proactive cultural integration strategies. SMEs should develop explicit plans for cultural
preservation or transformation with each acquisition.
4.2.2 For Policymakers and Advisors

Support Programs: There is a need for targeted support programs that help SMEs navigate the
complexities of continuous M&A strategies, particularly in later stages where challenges
intensify.
Regulatory Considerations: Policymakers should consider how current regulations might
inadvertently encourage or discourage sustainable M&A practices among SMEs.
Financial Instruments: The development of financial instruments that support longterm,
sustainable growth rather than short-term acquisition sprees could help mitigate some of the
challenges identified in our study.

4.3 Limitations and Future Research
While our study provides valuable insights, it has several limitations that offer opportunities
for future research:
Sample Bias: Our sample may suffer from survivorship bias, as it only includes SMEs that
continued to operate throughout the 10-year study period. Future research could address this
by including data on failed M&As or SMEs that ceased operations.
Contextual Factors: While we controlled for industry effects, other contextual factors such as
geographic location, regulatory environment, and economic conditions could influence M&A
outcomes. Future studies could explore these factors in more detail.
Integration Strategies: Our study did not deeply examine the specific integration strategies
employed by SMEs. Future research could investigate how different integration approaches
impact long-term M&A performance.
Alternative Growth Strategies: Comparative studies examining continuous M&A strategies
against other growth strategies (e.g., organic growth, strategic alliances) could provide
additional insights into optimal growth paths for SMEs.
In conclusion, our study provides a nuanced understanding of the long-term implications of
continuous M&A strategies for SMEs. By identifying both the potential benefits and
challenges associated with this growth strategy, we contribute to a more balanced view of
M&As in the SME context. Future research can build on these findings to further refine our
understanding of sustainable growth strategies for SMEs in an increasingly complex and

dynamic business environment.
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5. Conclusion
This study has examined the long-term effects of continuous Mergers and Acquisitions
(M&A) strategies on the performance of Small and Medium-sized Enterprises (SMES) over a
10-year period (2014-2024). By addressing the paradox of perpetual growth in the context of
SMEs, our research contributes to both the theoretical understanding of SME growth
dynamics and practical insights for SME managers and policymakers. Our mixed-methods
analysis revealed several key findings:
Diminishing Returns: While initial M&A activities often led to short-term growth for SMEs,
we observed a pattern of diminishing returns over time. SMEs engaging in continuous M&A
strategies experienced declining marginal benefits in terms of financial performance and
market share growth (King et al., 2020). Operational Complexity: SMESs pursuing aggressive
M&A strategies faced increasing operational complexity over time. This complexity often
resulted in reduced efficiency and agility, key competitive advantages traditionally associated
with SMEs (Bauer and Matzler, 2020b). Innovation Impact: Contrary to expectations,
continuous M&A activities did not consistently enhance innovation output in SMEs. In some
cases, we observed a negative correlation between M&A frequency and innovation
performance, particularly in the later years of the study period (Cloodt et al., 2006). Resource
Strain: SMEs engaged in continuous M&A often experienced significant strain on their
financial and human resources. This strain was particularly evident in cases where the pace of
acquisitions outstripped the firm’s ability to effectively integrate new entities (Carbo-
Valverde et al., 2016).
Cultural Challenges: The rapid expansion through M&A led to cultural dilution and
integration challenges in many SMEs. These challenges were often more pronounced in cross-
border acquisitions (Steigenberger, 2017).
Our findings have several important implications for theory:
The study extends the applicability of the growth paradox concept to the SME context,
demonstrating that the tensions between growth and organizational stability are particularly
acute for smaller firms with limited resources.Our results challenge the universal applicability
of the grow or die’ paradigm in SME strategy, suggesting a more nuanced approach to
growth is necessary (Davidsson et al., 2010).The findings contribute to the dynamic
capabilities literature by highlighting the challenges SMEs face in developing and maintaining
the capabilities necessary for successful continuous M&A (Teece, 2007).

For SME managers and policymakers, our study offers several practical insights:
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SME leaders should carefully consider the long-term implications of aggressive M&A
strategies, balancing the imperative for growth with the need to maintain organizational
coherence and efficiency.Policymakers should consider developing targeted support
mechanisms for SMEs engaged in M&A activities, particularly in areas such as post-merger
integration and resource management. Investors and financial institutions should reassess their
evaluation criteria for SMEs pursuing continuous M&A strategies, taking into account the
potential long-term risks and challenges identified in this study.While our study provides
valuable insights, it has certain limitations that open avenues for future research: Our sample
was limited to SMEs in specific industries and geographic regions. Future studies could
explore whether the observed patterns hold across different contexts. The 10-year timeframe,
while longer than many studies, may still not capture very longterm effects. Extended
longitudinal studies could provide further insights into the evolution of M&A impacts over
time.

Future research could delve deeper into the mechanisms by which continuous M&A activities
affect SME performance, potentially employing more granular process-tracing
methodologies.There is a need for studies exploring effective strategies for mitigating the
negative effects of continuous M&A in SMEs, particularly in areas such as cultural
integration and innovation management.

In conclusion, this study sheds light on the complex and often paradoxical relationship
between continuous M&A strategies and SME performance. While M&A can be a powerful
tool for growth, our findings suggest that SMEs must approach such strategies with caution,
carefully balancing the benefits of expansion with the challenges of maintaining
organizational coherence and efficiency. As SMEs continue to play a crucial role in global
economies, understanding the dynamics of their growth strategies remains an important area

for both academic inquiry and practical application.
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