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GEARING UP FOR GROWTH: GROWTH MODES IN NEW VENTURES AT THE

BASE OF THE PYRAMID



ABSTRACT

Despite organic growth and growth by acquisition being central in Penrose’s work over 50
years ago, growth modes (organic, hybrid, and acquisitions) remain underexplored in
growth research. This paper enquires into how a new venture targeting a base of the
pyramid (BoP) market grows, focusing on growth modes. We find the use of multiple
modes of growth and associated business models to “gear up for growth.” Our paper
contributes to growth literature by: (a) demonstrating how and why the mix of growth
modes changes in a firm’s growth process; (b) challenging the assumption that only
organic growth takes place in new ventures; (c) pointing to the limitations of growth modes
in explaining the growth process; and (d) extending the understanding of erratic growth
patterns in new firms by showing how firms grow within growth modes and transition to

new growth modes.
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INTRODUCTION

The growth of new ventures is a topic of interest for entrepreneurship scholars from both a
theoretical and practical perspective. This is so because, while most new firms do not grow or
show limited growth, the small number that do display high growth can have a significant

impact on the economy (Delmar et al., 2013, Acs and Armington, 2006).

This impact of the growth of new firms assumes even more importance in certain contexts. For
new ventures aiming to contribute to solving complex societal problems, in the social
entrepreneurship context for instance, achieving scale is necessary if the social innovations
brought in by them are to have a substantial influence on these problems (Dees et al., 2004,
Bloom and Smith, 2010). The study of antecedents, process and impact of firm growth thus

assumes even more importance in this context.

Recent reviews of firm growth literature reveal a fragmented field where, despite considerable
empirical research on identifying the determinants of venture growth, theoretical development
has been slow due to inconsistent results hampering the generation of theoretical explanations
(Delmar et al., 2003, Gilbert et al., 2006, Wright and Stigliani, 2013). This has been attributed to
the overt focus on the “how much’ of firm growth at the expense of a focus on the ‘how’ of firm
growth (McKelvie and Wiklund, 2010, Wright and Stigliani, 2013). Many recent review articles
aimed at furthering growth research, therefore, call for empirical studies of growth processes in
small firms in particular contexts using methods that can take into account the idiosyncrasies of
growth processes, including qualitative and longitudinal inspired methods to develop a better
understanding and explanation of how firms grow (Dobbs and Hamilton, 2007, Macpherson and
Holt, 2007, Gilbert et al., 2006, Wright and Stigliani, 2013, Leitch et al., 2010, McKelvie and

Wiklund, 2010, Levie and Lichtenstein, 2010).



To better understand the growth processes of firms, examining their modes of growth has been
suggested as one way forward. Firms can grow organically, by acquisition, or in a hybrid form,
the firm’s “growth mode”. Penrose (1959) in her classic work on the growth of firms presented
the choice of a mode of growth between organic and acquisitive as strategic options available to
firm managers, with clear implications for firm growth based on the strategic choice made. Even
though organic growth and growth through acquisition were central in Penrose’s firm growth
theory, growth modes have received scant attention in firm growth research (McKelvie and
Wiklund, 2010, Lockett et al., 2011, Wright and Stigliani, 2013). McKelvie and Wiklund
(2010), therefore, recommend explicit reference to growth modes in order to better explain the
‘how’ aspect of firm growth. In particular, they ask for research around the reasons behind the
choice, combinations and sequence of growth modes used by firms; managerial and performance
implications of different growth modes; and for extending Penrose’s growth theory to account

for changing corporate realities, theoretical development and hybrid growth modes.

Prior research suggests that firm growth is not a single phenomenon and there are several
different modes and patterns of growth (Delmar et al., 2003). Building upon Penrose’s theory of
firm growth, McKelvie et. al. (2006) find that organic and acquisition growth are different
processes and may be explained in terms of a firm’s resource stock and resource usages and

contend that the resource based view (RBV) can provide valuable insights into firm growth.

Considering growth as a process and exploring the interlinkages between the development of
firm resources, capabilities and strategies, and external environmental resource contexts
(Westhead and Wright, 2011, Wright and Stigliani, 2013) can help explain the idiosyncratic

patterns of growth observed (Hamilton, 2012).

In the social entrepreneurship context (Dacin et al., 2010) as well, resources are identified as



crucial for the scaling up of social entrepreneurial ventures (Bloom and Smith, 2010, Desa,
2012). Given the call for context specific research to better understand growth processes in firms,
in this paper we focus on this context. Here, new ventures face some additional challenges. The
environments in which social enterprises operate, typically lack established infrastructures and
present institutional constraints. For instance, supply and distribution infrastructure often needs
to be built from scratch; there is a lack of availability or access to financial institutions; and the
customers are often the dispossessed and lack affordability (Bloom and Smith, 2010, Desa,
2012). Growing firms is especially challenging in these contexts and the study of growth
processes here may reveal new insights into how firms build resource stocks and utilize them to

achieve growth.

This is particularly true for ventures serving the base of the economic pyramid (BoP), defined as
the nearly 4 billion people who live in relative poverty globally (Hammond et al., 2007, Prahalad
and Hammond, 2002). Here, non-existing formal capital markets, uneducated workforces, poorly
developed public infrastructures, informal governance mechanisms, and little or no property
rights protection are all characteristics that must be dealt with in order to achieve growth (de
Soto, 2000, Webb et al., 2010). Given the poorly developed business ecosystem, there is a need
to build upon, rather than around, the conditions and resources available in the BoP context (Hart
and London, 2005) and this often entails using approaches and strategies unlike in other contexts
(Hart and Sharma, 2004). As a result the debate in BoP literature currently focuses on how firms
can best engage with the context in order to develop and grow more sustainable businesses

(Landrum, 2007, Kolk et al., 2013).

We therefore ask, “How do new ventures at the BOP overcome contextual challenges to achieve

scale?”



In this study, we conduct a case study of a new venture operating in the off-grid rural

electrification sector in India, a context in which growth is seen as crucial.

People without access to electricity can be seen as a particular market at the BoP and they
number approximately 1.3 billion worldwide (IFC, 2012, UNDP, 2011, Zerriffi, 2011). An
estimated 364 million are located in India (Balachandra, 2011), and a vast number of these live
in rural areas (Bhattacharyya, 2007). It is acknowledged that renewable energy, especially off-
grid, solutions, could play an important role in remote rural areas (Reddy, 1999). Entrepreneurs
and associated firms are expected to contribute to solve this problem of electricity access
(Balachandra, 2011, Govt. of India, 2006). The magnitude of the rural electricity deficit in India

illuminates the necessity of such firms’ growth.

Building upon the research gaps identified above, our study focuses on the growth process in our
case study firm. In particular, we examine the combination and sequence of the modes of growth
used to achieve scale, and seek explanation in terms of resource availability and usage in

interaction with the context.

Our findings contribute to growth literature in four ways: 1. We demonstrate how and why the
mix of growth modes changes over time in a firm’s growth process. 2. We suggest that growth
modes are a key part of understanding growth in new and small ventures, and researchers cannot
assume organic growth in such firms. 3. Our findings, however, also point to the limitations of
using only growth modes in growth process studies. Consequently, growth modes should be seen
in combination with the business model. 4. We show that new and small firms grow in a pattern
that is erratic, and this is related to the deployment of different growth modes and growth within

these and the transition to other modes.

The paper proceeds as follows. We first present our research design. The reason for this is that



this study is data driven, and the research process must be explained before introducing the
findings and theory, which is in line with Gioia et al. (2013). This is followed by the presentation
and discussion of our findings in light of extant theory. Finally, we present our conclusions,
including theoretical contributions, practical implications and suggestions for how to further

build on our contributions.
RESEARCH DESIGN
Sampling and the Case Company

We adopt a single case study design to develop an understanding of the process of growth of
firms at the BoP, exploring how and why modes of growth are used by a firm operating in a
particular context (Yin, 2009, McKelvie and Wiklund, 2010). To select our case firm, we
followed an extreme sampling strategy (Flyvbjerg, 2006, Neergaard, 2007, Eisenhardt, 1989).
Commercially driven mini-utility firms that are close to economic viability operating in a BoP
context are rare and unique (IFC, 2012). In addition, the selected case, Husk Power Systems
(HPS), has been able to expand its activities rapidly over a six-year period from 2007 through
2012. This single case is a unique (Neergaard, 2007) and an unusually revelatory case
(Eisenhardt and Graebner, 2007) that has commissioned 79 rural power plants while
simultaneously aiming for profits. In addition to winning several awards for their efforts in
bringing electricity to the poor, HPS has received investments, grants, and loans from around 25
different sources, worth approximately $10 million USD. Further a ranking by the International
Finance Corporation (IFC) states that the venture is at the top of all commercially driven mini-

utility firms at the BoP (IFC, 2012).

HPS was founded in 2007, with the mission “to empower rural people in India on the backbone

of electricity produced from renewable energy.” Based in the state of Bihar, one of the poorest



and least developed states in India, HPS’ power plants run exclusively on gasified biomass, rice
husk, a locally abundant agricultural waste product. Ranging from 30 to 100 kW in size, each
power plant can supply between 300 to 1000 households and/or businesses with basic electricity
services. There was a five-year period (2002-2007) in which the founders engaged in idea
development, choosing technology and putting together initial resources, prior to setting up of
the first power plant. In this paper, we present the development of the firm from the time of
setting up of the first power plant in 2007 to the end of 2012, when data collection was
completed for this study, a period which corresponds to the setting up of power plants in multiple

locations and the efforts to grow the firm.
Data Collection

Semi-structured interviews with the two founders of HPS and managers of power plants and
additional group interviews with employees in two field offices constitute the primary sources of
our data (see Table for an overview). The findings from these were triangulated with field
observations from HPS’ operations in Bihar, with archival data provided to us by the Vice
President of Operations (VPO), and secondary sources such as award announcements and UN
reports (IFC, 2012). Using multiple sources and management levels provides improved

reliability and richness to our study (Denzin and Lincoln, 2000, Healy and Perry, 2000).

Interviews and observations were conducted in two periods in 2012, with approximately eight
months in-between. The first data-collection period consisted of an initial open-ended (Miles and
Huberman, 1994) interview with the CEO and co-founder of HPS, who came to be our key
informant (Patton, 2002), and who also provided access to additional informants in the
subsequent round of data collection. The first interview was constructed around open questions

such as “please tell us about HPS’s development from inception until today,” allowing the



respondent to tell his story without much interruption from the researchers (Wengraf, 2001). This
first interview and visit to two power plant sites provided a first impression of HPS’ history and
present activities and laid the foundation for the subsequent data-collection round, in which
numerous semi-structured interviews with the founders, management team, field staff,

franchisee, and customers of HPS took place.

The first data-collection round revealed that HPS had launched several power plants subject to
three different business models, and these business models were somehow related to the growth
of the firm. We let this preliminary “finding” guide further data collection in the sense that the
semi-structured interviews were influenced by it. Moreover, it led to a sampling technique in the
second round of data collection that we denote “purposeful snowballing.” It is purposeful (Miles
and Huberman, 1994) because we targeted the managers (which also included field staff
employed by HPS) of power plants subject to different business models, and snowballing (Miles
and Huberman, 1994) because the key informant provided information enabling contact with

other informants. Table provides an overview of the respondents.

Insert Table 1 about here

Data Analysis

The process of data analysis took place in four steps where data collected through primary
interviews were coded by two researchers at the first order code, second order category,
theoretical sub-category and aggregated theoretical dimension levels (see Figure 1 for an

overview).
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1% order codes — structural in vivo coding. In the first round of coding, we followed a structural
in vivo coding technique, which reduced the empirical material without losing the respondents’
voices (Gioia et al., 2013). A structural code is a content-based or conceptual phrase that
represents the coded segment (Gioia et al., 2013). We prioritized using the respondents’ own
words, a coding technique called In Vivo (or verbatim) coding, that is applicable in combination
with other coding techniques (Saldafia, 2013). In this case, it was combined with structural
coding technique, thus the term “structural in vivo coding.” At this point of time, no data from
the semi-structured interviews were omitted. The aggregation of 1% order codes took place in the

2" cycle of coding.

2nd order categories. The purpose of the second cycle of coding was to aggregate 1% order codes
into categories with similar themes. At this stage, we identified common emerging descriptions
of elements in the context, different topics and dimensions, and actions taken by entrepreneurs,
customers, partners etc. (Gioia et al., 1994) and organized these into categories. In this cycle, we

coded structurally, with the main objective to reduce the material to a manageable entity.

Insert Figure 1 about here

Theoretical sub-categories. In the third cycle, we reassembled 2" order concepts into new
categories, a coding process also known as axial coding (Strauss and Corbin, 1998, Saldafa,
2013, Boeije, 2010). At this stage, we applied a constant comparison technique, which ensured a
close link between the data and the emerging theoretical concepts (Glaser and Strauss, 1967,

Miles et al., 2013), and we asked ourselves “what is really going on here” (Gioia et al., 2013).
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Moreover, this was at the stage in the coding process in which we excluded data we considered
irrelevant to the research question in mind, and as subcategories emerged, “outlier” statements

could be isolated and taken out (Shepherd and Williams, 2014).

Aggregated theoretical dimensions. In the fourth and final cycle of the coding, we extended the
process started in the third cycle with the objective of aggregating the theoretical categories
further and into theoretical dimensions. Numerous iterations between the 2" order categories, the
theoretical sub-categories, and the aggregated theoretical dimensions took place before the pieces
of the puzzle came together—a process in which “recoding” certainly was more apparent than

“coding” (Saldafia, 2013).
FINDINGS: GEARING UP FOR GROWTH AT THE BOP

In this section, we present results on how growth has taken place at HPS and offer an explanation
for the trajectory of growth undertaken by it. HPS has installed 79 power plants and adjoining
transmission lines (mini-grids) in the first few years of its existence. In the same period, it has
also grown to 400 employees. To reach growth in line with founders’ ambitions, HPS moves
through different modes of growth. This is a feature of a growth-oriented firm in the BoP that we
term “gearing up for growth.” This process is explained in the following section, which
demonstrates how the “growth intentions” of the founders, when faced with “initial challenges”
posed by the context, lead to the development of “contextualized capabilities within an “initial

growth mode” and later triggered “shifts in growth mode”.
Growth Intentions

When the founders of HPS first started off, they had a vision for the company, which set in

motion the process of establishing and growing the firm.
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“The idea has always been that you become a solution to a significant number of
people worldwide. You know, disadvantaged people. Some significant development
impact in a global sense. The word ‘significant; is what makes us do all these

things.” — CEO and Co-founder

One of the primary drivers of growth in new ventures is the firm founders’ attitude toward
growth (Wiklund, 1998, Wiklund et al., 2009), and firms with an intention to grow seem more
likely to grow (Chandler and Hanks, 1994, CIiff, 1998, Gilbert et al., 2006, Kolvereid and
Bullvag, 1996, Baum and Locke, 2004). Our data reveal that the founders of HPS have high

growth ambitions for their firm linked to their desire to create impact through scale.
Initial Challenges

This intention to grow, however, was tempered by the challenges of their context. The local
business environment has been shown to have an influence on both how much and how the firm
grows, and this effect can vary from context to context (Davidsson et al., 2010). Rural locations
in particular have been shown to be a disadvantage when trying to grow a firm (Gilbert et al.,
2006, Green and McNamara, 1987). For HPS, this implied that ready-made solutions adopted
from elsewhere would not necessarily work here. To establish and grow its business, HPS

needed to develop contextualized solutions.

“...the whole thing has to be very contextualized. The load requirement ... whole
supply planning has to be very contextualized. It cannot be a blanket system the way
the grid does. That has to be well understood as well. And then pricing, pricing must

also be very contextualized.” — CEO and co-founder
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Further, it was bringing in a previously untested technology, namely, a single fuel-based, small-
sized biomass gasifier, to a customer base that was either unserved or underserved in terms of
access to electricity services. This meant that there were no tried-and-tested business models for
delivering such a service. Nor were there technological or human resources available in the

context to support their business concept.
“An operator did not exist before we got the system working” — COO and co-founder

The need for customized solutions and the lack of appropriate technological and human
resources to develop these, were challenges presented by the context that HPS needed to
overcome to grow. Given the founders’ motivations, and their growth ambitions, they met these
challenges by adopting an approach to develop contextualized solutions and to develop technical
and human resources in the firm. This is necessary because the BoP context has a shortage of
strategic factor markets (SFMs) (Webb et al., 2010, Milstein et al., 2007, Seelos and Mair, 2007).
An SFM is a market in which resources are sold and acquired among firms, and these resources
are expected to contribute to a competitive advantage with minor adjustments (Barney, 1986).

When there is a lack of SFMs, firms need to develop resources internally.
Contextualized Capabilities

Venture performance is a function of the decisions made by entrepreneurs in recognizing
opportunities, assembling the required resources, developing a strategy to align resources to
exploit the opportunity, and designing an organization that can put this strategy into action
(Chrisman et al., 1998). To provide a solution that would be accepted by the context, HPS
needed to first develop an understanding of the context. The absence of prior knowledge
transferrable to its context required close interaction with the context to learn more about it.

Further, HPS needed to develop its offering using locally available resources. By doing this, it
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could also increase the acceptability of its service and its legitimacy. The lack of appropriate

“ready” resources in the context, however, required HPS to develop these resources itself.
“Due to a lack of everything we are forced to do everything” — COO and co-founder

HPS’ approach of being embedded in the context to learn from it, and developing relevant
capabilities by doing things themselves was instrumental in determining the mode for initial
growth. It required direct interaction with end consumers and other stakeholders, and direct

involvement in most activities in the value chain.

In-depth interaction with the local context at the BoP is important for succeeding at the BoP.
Instead of trying to avoid the conditions found at the BoP, firms should include people on the
fringe of society (Hart and Sharma, 2004), include local people in the innovation process
(Simanis and Hart, 2009), and build on locally available resources and conditions to build native
capabilities (Hart and London, 2005). For HPS, this meant starting out small and doing most
activities themselves, including trying out the technology, training employees, and developing

operational routines, reflecting a process of building knowledge reservoirs (Widding, 2005).

The BoP may lack good quality resources (Ramachandran et al., 2012); however, there are
resources present (Madhubalan and José Antonio, 2007) that may be considered to be ordinary or
junk in character (Warnier et al., 2013). Though not typically seen as contributing to competitive
advantage, such resources can be managed and combined in ways that can lead to competitive
advantage under certain circumstances (Warnier et al., 2013). HPS, therefore, sought to manage
resources (Sirmon et al., 2007) through the accumulation (Maritan and Peteraf, 2011) and
mobilizing of resources (Villanueva et al., 2012) so that the locally available resources were

developed from ordinary to becoming strategic.
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It was this process of doing things itself that enabled HPS to develop capabilities and solutions
appropriate for the context. This translated into an organic growth mode with a business model
that encompasses activities across the value chain, which HPS calls BOOM (Build, Own,

Operate, Maintain).
Initial Growth Mode

Growth mode 1 (GM1), its initial organic mode of growth, placed HPS in close interaction with
the end user and undertaking most of the activities related to plant set-up, viz. acquiring
feedstock, managing day-to-day plant operations, and collecting payments from customers, gave
HPS invaluable insight into what works and what does not work in its context. As a result, HPS
was able to build knowledge on what is valued by end users, how to attract and acquire
customers, and how to maximize revenues and operational profitability of its power plants,
developing its operational capabilities. This contextualized knowledge, for example, enabled
HPS to develop operational thumb rules where they know how much demand and what

procurement rate for rice husk is necessary to operate a power plant profitably.

“So before deciding on setting up a plant at any location, the due diligence is done.
So you have to ascertain that you have a sale of electricity of 15,000 watts to make

the system operationally profitable.” — COO and co-founder

It has been argued that effectively exploiting growth opportunities requires capable systems to be
put in place. To create an organizational form to do this, firms start with a rudimentary structure
to generate the resources necessary for this (Thakur, 1998, Garnsey, 1998). We find that the
initial growth mode at HPS was aimed at being embedded in the local context to develop the
systems that would enable it to effectively exploit growth opportunities. This process of

determining which systems are required to exploit the opportunity is reflected in the slow growth
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in the number of power plants in the initial three years (Table 2). Only after having mastered the
technology and learning how to operate their power plants profitably, HPS arrived in a position
to scale up its operations. In fact, at this stage of development, having successfully demonstrated
its ability to set up and operate power plants in more than one location, HPS was able to raise
funds through investors for scaling up operations. HPS then began replicating power plants

rapidly—in the year 2010, it established 32 new plants in its initial growth mode GM1.
Shifts in Growth Mode

We find, however, that HPS did not continue growing in this initial growth mode for long. The
very next year, in 2011, the number of new power plants set up in this growth mode drops to just
seven (see Table 2). Our data reveal the introduction of different modes of growth in the process
of growing at HPS. After growing initially with the first mode of growth, organic growth, HPS
shifted to a hybrid mode of growth. This was followed by another organic mode of growth, but
with a different business model than the first organic growth mode. The year 2011, when the
number of new power plants in the initial growth mode drops to seven, saw the launch of 17
power plants under a different growth mode; a hybrid growth mode. In 2012, no new power
plants were launched in the initial growth mode and only one power plant in the hybrid mode. In
2012, HPS launched the most power plants in the third, organic mode of growth. Table 2
presents the annual development of the firm disaggregated by the growth mode. The variations in
the growth trajectory of HPS are related to the timing of the launch of power plants in these

different growth modes.

Insert Table 2 about here
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The table above shows that HPS is a growing venture that has been able to spread operations to
numerous sites. The key take-away from Table 2 is that when the first organic growth mode was
launched, growth peaked within this mode before it declined. A similar pattern can be seen in the
hybrid growth mode; this mode was launched, and then growth peaked within this growth mode
before it declined. Consequently, there was a movement toward the third mode of growth:

organic through the sale of power plants.

To explain this shift in growth modes, we present the key features of the three HPS growth
modes in Table 3, highlighting the characteristics that distinguish them from one another. These

are then discussed in more detail in the text that follows.

Insert Table 3 about here

Rationale for the Sequence of Growth Modes at HPS

GM 1 Organic growth. In the first growth mode in which HPS operated, it installed the power
plant and the mini-grid system in the village and had full ownership of it. Daily operations were
managed by staff employed by HPS and included procuring rice husk, operating the plant,
ensuring maintenance of the plant and the connections provided, and collecting bills. The
product on offer was an electricity service, and it was sold directly to end consumers, who were
either village households or small businesses, or even small village units like milling units. This
put HPS in direct and close contact with the end consumer of the electricity produced from their

power plants.
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Growth in this mode occurred by acquiring more customers for the electricity, up to a maximum
imposed by the load capacity of the power plant, and also by installing more power plants at
different locations (where the same logic of maximizing the number of customers applied). This
growth was organic growth, involving a wide range of activities, enabling them to develop the

knowledge and contextualized capabilities to effectively match resources to the opportunity.

“BOOM, it is only the way to learn, and you have to know yourself before you can

teach others” — CEO and co-founder

Growing organically to multiple sites in its initial growth mode exposed HPS to the challenges of
growing this way. While this was a good model to get HPS in close interaction with the context
and to develop its capabilities, it was a work-intensive model, which was not suitable for

expansion matching its founders’ growth ambitions.

The nature of the off-grid rural electrification sector implies growth through the establishment of
power plants in different geographical locations. Growing organically, as it did in its initial
growth mode, meant that HPS needed to hire and train a number of staff to operate each plant
and additional staff to monitor and manage the geographical expansion. This was not conducive
to efficiently and quickly scaling up in an area with poor connectivity and a lack of trained
personnel and infrastructure. The challenges of growing with its initial growth mode forced HPS
to explore alternative means of growing. It realized that by involving local entrepreneurs and
selling its power plants to them, HPS could remove the need to operate plants itself, and focus

instead on selling its power plants and the associated knowledge it had developed.

GM 2 Hybrid growth. The key difference from the first growth mode was that in this second
growth mode, HPS partnered with a local village entrepreneur, who took the power plant from

HPS on lease and was in charge of day-to-day operations of the plant. The village entrepreneur
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put up 10% of the capital required for the plant (typically between USD 2-3000 after subsidies),
with HPS providing the remaining capital. The lease was to be paid back by the local
entrepreneurs over a fixed period (typically 5-6 years). The product on offer was thus the power
plant itself, and a financial service in the form of a lease. Maintenance and operational support
was also offered. Access to finance and free training in operation of the power plant was the key

value proposition offered to the local entrepreneur.

Growth under this mode occurred by partnering with local entrepreneurs, who can be seen as
franchisees of HPS. While the franchisee grew sales revenues by acquiring customers of the
electricity service (similar to HPS in its first growth mode), HPS achieved growth by increasing
the number of franchise partners. The focus for HPS was thus on finding and acquiring these
franchise partners in different locations to achieve growth. Revenues were earned through the

repayment of the lease.

Operating in the initial growth mode, HPS realized that involving local entrepreneurs and selling
its power plants to them was both the quickest means of scaling up in terms of impact and also
held the most revenue potential for HPS itself. However, local village entrepreneurs needed a
loan to acquire a power plant from HPS, but local banks perceived the risks in such a loan as too
high. The hybrid growth mode, launched second by HPS, was an attempt to overcome this
challenge. The primary purpose was to demonstrate to local banks the feasibility of lending to
local entrepreneurs. In this hybrid growth mode, HPS took on the role of a bank, financing up to
90 % of the capital needed to set up and start operating a power plant, which was paid down over
a period of 5-6 years. In partnership with local entrepreneurs, HPS demonstrated what it

envisioned as the model (build, own, maintain) for the rapid scaling up of its activities. This
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mode was capital intensive, as HPS was still putting the cost of the power plants on its balance

sheet. Accordingly, there was a limit to scaling up in this mode as well.

“[With BOM], you are still putting [power plants] on your balance sheet. Where are
you going to get that much money? So if you are doing 2,000 plants . . . you can’t do

that.” —-CEO and Co-founder
Having served its purpose, this was abandoned in favor of the preferred growth model.

GM 3 Organic growth. In its third mode of growth, HPS sold the plant to a local entrepreneur
with upfront payment and the ownership of the power plant rested 100 % with this local village
entrepreneur. The local entrepreneur financed the plant himself, typically by borrowing money
from a local bank. HPS built the plant for the local entrepreneur and provided advanced
maintenance service. The village entrepreneur was in charge of making a return on his
investment by performing day-to-day operations, selling electricity, following up with
customers, and making collections through staff that he employed. In this mode, the customer for
HPS was the local entrepreneur who bought its power plant, and the value offered was profit

generation using a proven technology and support services.

Here, HPS was no longer concerned directly with servicing the end consumer of the electricity
service delivered by its power plants. Growth in this mode occurred by the sale of power plants
to local entrepreneurs, and HPS moved from being a provider of electricity services to being the
provider of a technology, operational guidance, and maintenance services that could generate

revenues for local entrepreneurs.

“BM is the only way . . . you can set up any number of plants” — COO and co-

founder
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Given that the primary product was now the power plant and growth was achieved by selling
more power plants to local entrepreneurs, HPS was growing organically again. However, the
firm had changed its business model. Instead of being a provider of electricity services directly to
end consumers, the firm was now selling power plants to local village entrepreneurs. In the
sequence of growth modes observed at the firm, this is the final mode—the growth mode that is

in line with the growth ambitions of the founders.

To summarize, we see that the particularities of the growth process at HPS are related to its
efforts to realize its growth ambitions, while solving problems encountered due to the context it
is in. The context demands the need for embeddedness to develop knowledge for contextualized
solutions and for the development of resources by the firm. This informs how the firm grew
initially. Growing in this mode in turn helped the firm develop contextualized capabilities and
knowledge for further growth. This helped HPS identify further opportunities for growth and the
development of a different business model. However, the context posed further challenges to
achieving growth using this model, and the firm overcame this by growing in a hybrid mode
aimed at overcoming a specific contextual problem to reach its desired growth path. It is this
interplay between the growth intention, context, evolving knowledge on how to grow, and efforts
to procure and accumulate resources to support growth that shaped the growth process of the

firm.
DISCUSSION AND IMPLICATIONS

In the present study, we aimed to determine how a venture uses grows at the BoP. We found that
HPS used multiple modes of growth, that it grew in each mode, and there was a progression and

path dependence in the sequence of growth modes used—the later modes built upon the earlier
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mode/s—a process we call “gearing up for growth.” We discuss these findings and their

implications below.
The Use of Multiple Modes of Growth by New Ventures

Most of the growth research implicitly assumes organic growth in firms (McKelvie and Wiklund,
2010). Penrose (1959) in her seminal work had discussed different modes of growth in firms,
primarily organic growth and growth through acquisitions. In spite of this, very few firm growth
studies have focused on growth modes since (Davidsson et al., 2010). The few researchers that
have looked at growth modes find that new and small firms are more likely to grow organically

(Davidsson and Delmar, 2006, McKelvie and Wiklund, 2010, Levie, 1997).

In contrast to this, we find that a new and small firm can grow using multiple modes of growth
that are launched sequentially and operated simultaneously. This suggests that the “how” of
growth is complex and leads us to reiterate what others have said before us (Davidsson et al.,
2010, Wright and Stigliani, 2013, McKelvie and Wiklund, 2010) - that it is important to attend to

growth modes to unravel the complexity of growth processes.

Our case firm used a hybrid mode of growth for a limited period of time. Hybrid organizational
forms involve contractual relationships that fall between the market and hierarchy, combining
elements of each, and have been linked to growth (Shane, 1996).. The reason firms use hybrid
forms, particularly franchising, is related to overcoming resource problems and agency problems
(Combs and Ketchen, 2003). In contrast, we find that HPS, to solve a problem of managerial
limits to growth (Shane, 1996) used a hybrid mode that, instead of minimizing resource outlays,
involves massive resource outlays. Because HPS took on the role of local banks and provided
loans to local village entrepreneurs in its hybrid growth mode, its balance sheet was under severe

pressure. HPS did not deploy a hybrid model to reduce expenditures; rather the hybrid growth
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mode is a temporary but necessary part of the growth process needed to solve a resource problem
(money from banks) in the context. Consequently, the growth mode and associated business

model are related to resource management at the BoP.

Hart and London (2005) argue the importance of building native capabilities building on local
resources and conditions at the BoP. An initial organic growth mode with its associated business
model that is configured to solve the initial challenges and develop contextualized resources can
be considered the operationalization of how to build native capabilities. Accordingly, various
growth modes and associated business models can facilitate the solving of different problems
and subsequent resource generation based on the problem solved. For example, at HPS, the
problem of developing the right technology is better identified and solved within the first organic
growth mode and associated business model. This is because the distance to end consumers is
much greater in the latter organic growth mode and associated business model than the first. As
there is a lack of good quality resources (Ramachandran et al., 2012) and SFMs at the BoP
(Webb et al., 2010, Milstein et al., 2007, Seelos and Mair, 2007), ordinary resources (Warnier et
al., 2013) should be managed (Sirmon et al., 2007) and improved. We show that the growth
mode and associated business model may be imperative in achieving the necessary
contextualized resources for achieving scale. Sirmon et al. (2007) argue that a shift of focus from
resource characteristics to the management of resources will extend resource-based theory (RBT)
(Barney, 1991). By demonstrating how growth mode and associated business models can
facilitate the management of resources from ordinary to strategic in the BoP context, we meet

this call.

Our findings also show that in addition to what mode of growth is used; understanding how it is

used (what problem it solves) may provide better insight into the role of growth modes in the
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growth process. This argument is supported by the fact that the two organic growth modes used
by HPS are distinctly different from each other. While the latter organic growth mode (2012) had
the potential for scale, the earlier (2007) did not have the same potential for scale, as the
associated business models were configured differently within the two growth modes. Hence,
knowing the type of growth mode (organic), paints only half the picture. Other characteristics of
the business, such as the firm’s business model, are needed to complete the picture of how the
firm grows. Other scholars have emphasized the importance of growth modes (McKelvie and
Wiklund, 2010) and business models (Levie and Lichtenstein, 2010) in understanding how firms
grow, separately. Our findings suggest that growth process studies should include both growth
modes and business model development in their focus, and it is the points of interactions

between the two that may be the most revealing.
Growth within and the Transition to New Growth Modes

Our data show that HPS grew with each of its growth modes. The pattern of growth, however,
was erratic, varying between slow and fast rates of growth. This has been found to be
characteristic of new ventures (Garnsey et al., 2006, Hamilton, 2012) and has been linked to the
process of problem solving and competence development (Garnsey, 1998, Hugo and Garnsey,
2005). Our findings lend support to this, and we suggest that this pattern of growth potentially
relates to growing within a growth mode and the transition to new growth modes. At any point in
time, a firm operates with a growth mode and an associated business model within a certain
context. Problem solving within this growth mode is about improving the efficiency and viability
of the firm and growth in the firm can come about through this improvement. Our case firm, for
example, grew with the first growth mode, while it was still in the process of testing and

improving its business concept. Solving problems as they occur leads to the development of
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contextualized resources and capabilities. The deployment of these capabilities in order to better
utilize resources can in turn create value for the customers and other stakeholders of firms,
enabling the firms to grow (Penrose, 1959, McKelvie et al., 2006). Growth in a particular mode
and its rate is thus related to the success and process of problem solving and capability
development. Problem solving and capability development related to growth in new ventures are
in line with Garnsey (1998) and Hugo and Garnsey (2005) after Penrose (1959) and describes the

process of growth within a particular mode.

The growth achieved through this process, however, may not match the growth aspirations of the
founders/managers of the firm. Consequently, a new growth mode and/or associated business
model may be deployed. The potential of growth in the new growth mode and/or business model
will be greater than the previous growth mode and associated business model, as perceived by
the entrepreneur/manager. However, this may not immediately translate into superior growth
numbers. Improving the efficiency of this new growth mode through the further development of
resources and capabilities attuned to this mode may be required. Only when these are developed
may growth within the new growth modes and associated business model surpass the previous
one. However, growth in the latter can then exceed growth in the previous by a great deal
because the new growth mode and associated business model supports more rapid growth.
Further, the firm may encounter problems in growing with this new mode not only because of
internal resource issues (Widding, 2005), but also because of external challenges. This can

trigger changes to the growth mode as well.
Limitations and Future Research

This study explores how modes of growth are employed in the growth process of a firm in a

specific context using a single case study design. The complex nature of growth makes this a
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suitable approach for such a study. While that enabled this study to explore and map out the
process of growth and links to solving problems of resources at firm and context levels, a
limitation is that generalizability remains untested. The fact that other researchers have argued
for similar elements as this study finds is assuring, however, that the conclusions may be
generalizable to other contexts as well. A study such as this can suffer from retrospective
rationality of respondents. By using triangulation in our data, however, we ensure that the events
in the growth trajectory have taken place and in the order claimed. This lends support to the
rationale offered by the main respondents, and their intended effects are further confirmed by

other respondents.

Growth processes in new ventures are both complex and idiosyncratic (Leitch et al., 2010). This
study identified growth modes and associated business models as instrumental in opening up the
“black box of growth processes. Further, it found that growth intentions matter in how these are
used in solving problems of growing. In addition, this problem solving is reflected in the pattern
of the rate of growth over time as well as in shifts in growth mode and business model. Future
research on growth processes can therefore investigate these transition points in other new
ventures as potentially the most rewarding in terms of offering explanations. Repeating this study
with other firms in the same context and with firms in different contexts will help make clear the
picture of when and why these transitions occur. Classifying firms by growth intentions and

contexts by resource munificence might be the most fruitful.
CONCLUSIONS

In this study we use growth modes as a means to present an insight into the black box of growth
processes in firms. We find that, growth within a growth mode may be slow to begin with due to

the need for problem solving and contextualized competence development. When competence
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has been developed, fast growth can take place, but only within the limits of the respective
growth mode and associated business model. Due to the inherent limitations within a growth
mode and associated business model, firms with growth intentions may be forced to change
growth and business modes with more potential for growth. These iterative cycles of growth
within growth modes and the transition to new growth modes can explain why firms grow

erratically (Garnsey et al., 2006, Hamilton, 2012).

Davidsson et al. (2010) state that the current state of knowledge on modes and processes of firm
growth is so underdeveloped that “mere mapping out of the phenomenon would constitute
worthwhile contributions.” Our study demonstrates how and why the mix of growth modes
changes over time in a firm’s growth process. Our data show that this is closely linked to the
growth intentions of the founders/managers and the development of capabilities and knowledge
in the firm. Further, we show that changes in growth modes may be triggered not only by the
need for growth-oriented managers to exploit capabilities, but also be a means of solving
resource issues outside of the firm, in the context. We suggest that growth modes are a key part
of understanding growth in new and small ventures, and researchers cannot assume organic
growth in such firms. Our findings, however, also point to the limitations of using only growth
modes in growth studies. Consequently, growth modes should be seen in combination with the

business model.
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Table 1. Overview of respondents.

Person Date Place Type Length Language
CEO, Co-founder Feb, 2012 HPS Headquarters, Patna ~ Semi-struct. interv. 1h 28 min English
CEO, Co-founder Nov, 2012 HPS Headquarters, Patna  Semi-struct. interv. 1h 3 min English
CEO, Co-founder Nov, 2012 HPS Headquarters, Patna  Semi-struct. interv. 1h 10min English
COO, Co-founder Nov, 2012 HPS Headquarters, Patna  Semi-struct. interv. 1h 15min English
COO, Co-founder Nov, 2012 HPS Headquarters, Patna  Semi-struct. interv. 46 min  English

VPO Nov, 2012 HPS Headquarters, Patna  Semi-struct. interv. 1h English
Team, 6 persons Nov, 2012 Field office, Tamkuha Group interv. 1h 59 min English/Hindi
Team, 5 persons Nov, 2012 Field office, Bettiah Group interv. 1h 45min English/Hindi
Manager Nov, 2012 Power plant, Suklahi Semi-struct. interv. 1h 26 min  Hindi
Manager Nov, 2012 Power plant, Misir Batraha Semi-struct. interv. 1h 3 min Hindi
Manager Nov, 2012 Power plant, Pataili Semi-struct. interv. 1h 36 min  Hindi
Manager Nov, 2012 Power plant, Kundilpur Semi-struct. interv. 1h 28 min Hindi
End-user Nov, 2012 Private household, Pataili  Unstruct. interv. 15 min  Hindi

Total 16 h 14 min
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Table 2. Sequential deployment of power plants at HPS using different growth modes.

Growth mode 2007 2008 2009 2010 2011 2012 Total

GML - Organic 1 2 7 32 7 49
Power plants GM2 - Hybrid 3 17 1 21
installed annually

GM3 - Organic 3 1? 5 9
Total 1 2 7 38 25 6 79

# Special cases of power plants bought outright by primary agricultural cooperatives (PACS).



Table 3. Key features of the HPS growth modes.
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Growth mode

Business model characteristics

Strategic Positioning

Activities

Logic

GM1 - Organic
growth
Growth through

acquiring new village
households as

e Customer: Village household.
o Offering:  Access to reliable,

cheap electricity

o Value Proposition:
= Reliability of electricity

Build, own, operate, maintain (BOOM)

Direct sales to end users of
electricity

Daily operation and maintenance of
power plants

Establish as much
interaction as possible
with all potential
stakeholders,
especially end-users,

customers (versus central grid) e  Collection of payments, monitoring o learn and gain as
= Quality of light, no indoor and repair of connections much experience as
pollution and cheaper e Setting up new plants possible from the
electricity (versus e Acquiring new customers context
kerosene/diesel)
GM2 - Hybrid o Customer: Village entrepreneur Build, own, maintain (BOM) Convince local banks
growth o Offering: Power plant and loans e Acquiring village entrepreneurs as  of the technical and
Growth through o Value Proposition: partners economic feasibility

acquiring local
village entrepreneurs
as partners, in turn
selling to more end
users

= Access to loans through HPS
and the ability to generate a
profit using a proven
technology

= Access to free training

Providing training in the operation
of power plants

Providing maintenance services
Setting up power plants

of power plants
owned by local
entrepreneurs, so that
local banks will
provide loans in the
future

GM3 - Organic
growth
Growth through

increasing the direct
sales of power plants

o Customer: Village entrepreneur
o Offering: Power plant
o Value Proposition:
= The ability to generate a profit
using a proven technology
= Access to training

Build, Maintain (BM)

Selling power plants

Providing training in the operation
of power plants

Providing advanced maintenance
services

Setting up power plants

Large-scale
dissemination
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1% order codes

2" order categories

Theoretical sub-categories Aggregated theoretical

dimensions

| wanted growth to the company as well

We would not have started if we had thought of (only)
50 plants

Importance of Growth

Growth

The idea has always been that you become a solution to
a significant number of disadvantaged people
worldwide.

~

Some significant development impact in a global sense.
That "significant” word is what makes us do all these
things.

Importance of Impact

intention

It had to be very very simple, so that local villagers
could operate and manage it.

Rural areas, everything is hard. Logistics is hard, and
management is hard.

Rural societies work in a different way, different
socioeconomic dynamic

Different context

Need for

Contextualized products and systems

Contextualized in terms of what they deliver and in
terms of what they cost

Reliability and uptime must be contextualized

Contextualized
solutions needed

contextualization

Initial challenges

First, there was no technology

We had no clue when we started with biomass
gasification

Lack of technology

Resource

An operator did not exist before we got the system
working

We don’t have the luxury hiring anybody from the
street

Big names from big colleges do not work

Lack of human
resources

availability

You have to ensure that it is profitable for you and
profitable to the customers as well

You can’t set up anything that is not profitable to them

This way we were able to give employment to them

Local needs

You cannot sit in Patna, you have to go to the village

You have to meet the local people and get their support

Local presence

Approach for
contextualized
solutions

Like to create supply channels that are as local as
possible

Resources must be local

b 4

Locally available rice husk from local mills

Local resources

Contextualized

Try the technology, if we can crack this, it can change
the game

Setting up the plant in itself was trying to get that
technology to work

7

Develop technical
capability

capabilities

To achieve the numbers, we take training to a different
level

We create every employee ourselves

h 4

Develop human
resources

Approach for
capability
development

BOOM operations is like an incubator

BOOM, it is only the way to learn, and you have to
know yourself before you can teach others

Develop operational
capability

Initial growth
mode

Due to a lack of everything we are forced to do
everything

Build, own, operate and maintain power plants

Presence across value
chain

Approach for

We don't have anyone to follow, who do we follow?

We put out 50 BOOM just to understand everything

Replication

initial growth

Not a scalable model (BOOM)

(BOOM) to (BOM) was because all the human
resource that was needed to operate or manage that.

Challenges in growing

Knowledge for

Figure 1. Data structure.

growth




If you really want to blast out... You have to involve
local guys

In that case...we would have to maintain it, but the day
to day operations wouldn’t be our headache.

h 4

Alternative approach to
growth

Most revenue potential in BM

BM is the only way . . . you can set up any number of
plants

In BM we sell the plant. We build and do advanced
maintenance on it

b 4

Realizing potential for
growth

Villagers, they don’t have that kind of money

Local banks are too conservative. They just don't want
to take the risk

Problems in financing
growth

For banks to get ready to finance, banks need to be
shown that it is, you know...working.

BOM is build, own (partly) and maintain by us, it is
operated by a local entrepreneur

We have the entrepreneur give us 10 % of the project
cost, and we set up a plant for him. We were the bank
for them

Selling the right to operate the plant and associated
loan

It (BOM) was never meant to be a long term model.
The idea was to demonstrate, especially to banks

Demonstrate revenue
potential

Resources to
support growth

Figure 1. Continued
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