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Understanding the Modern SME

Why Financial and Procurement Decision Frameworks Must
Evolve as Companies Grow

“The key challenge is not the absence of risk, but the difficulty of assessing how risk is
managed in smaller firms.”
World Bank Group, SME Finance

Executive Summary

Over the past decade, the nature of small and medium-sized enterprises has changed in ways
that are now well documented, yet still insufficiently reflected in how financial and procurement
decisions are made. Across energy, climate, life sciences and health, technology and artificial
intelligence, advanced manufacturing, and food distribution and retail, growing SMEs are
operating with leaner teams, deeper technical capability, greater regulatory awareness, and far
more sophisticated use of digital systems than was typical even ten years ago."* These
companies are not informal, under-structured, or unaware of risk. On the contrary, many are
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managing complex regulatory, operational, and market risks daily, often with greater discipline
than the systems assessing them.

Despite this shift, decision-making frameworks continue to rely heavily on proxies developed for
an earlier SME era: length of operating history, balance-sheet depth, asset ownership, and
linear revenue growth. These signals once made sense. Today, they frequently fail to capture
how risk is actually managed in modern SMEs.3* The result is a growing visibility gap. Capable
companies are routinely classified as high risk or unsuitable not because their risks are
unmanageable, but because readiness, adaptability, and resilience are not visible within existing
frameworks.®

What this paper describes is not a failure of judgment or prudence. It is a failure of resolution.
Binary outcomes—approved or declined, included or excluded—are increasingly reached
without sufficient insight into why a company is perceived as risky or what would change that
assessment. This produces false negatives: growing SMEs that are denied access to finance or
procurement opportunities without being given the chance to understand, respond, or improve.®

This paper argues that more accurate outcomes require a shift from risk-only assessment to an
integrated view of risk, readiness, and resilience. This is not about lowering standards,
accelerating approvals, or automating decisions. It is about evolving decision-making
frameworks so they reflect how growing companies actually operate today.” Without this
evolution, capital and procurement systems will continue to misallocate resources, miss
innovation, and constrain growth—not because risk is too high, but because it is poorly
understood.

The Changing Operating Reality of Growing SMEs

The operating reality of growing SMEs has shifted materially. Across sectors, companies are
increasingly digital-first, data-rich, and deliberately lean. Core teams are small and senior,
supported by specialised contractors, partners, and automation rather than permanent
headcount growth. Finance, operations, compliance, and reporting are often cloud-based from
inception, enabling continuous visibility into performance rather than episodic snapshots.*?

Value creation is no longer primarily expressed through asset accumulation or scale alone. It is
increasingly concentrated in intellectual property, technical and scientific capability, regulatory
preparedness, supply-chain design, and execution discipline.2 Many growing SMEs operate in
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environments where risk is front-loaded and staged, requiring early investment in governance,
compliance, and systems well before revenue scales.

Growth trajectories in these firms are rarely linear. Step-changes often follow regulatory
approvals, technical validation, or commercial inflection points. In this context, traditional proxies
such as age, size, and historical financials provide limited insight into whether a company is
capable of managing the risks it faces.>*

Sector Realities: How Growing SMEs Actually Operate
Today

Energy and Climate

Growing SMEs in energy and climate rarely follow smooth or linear growth paths. Many operate
in policy-adjacent environments where commercial viability depends on regulatory alignment,
technology readiness, and staged deployment rather than immediate revenue scale.® A climate
or energy SME may be operating with pilot contracts, defined performance milestones, and long
lead times before full commercial rollout. From a traditional financial perspective, short operating
history and limited assets signal fragility. In practice, these firms are often managing risk
deliberately sequencing development, aligning with policy direction, and containing exposure
through pilots rather than full-scale commitments.’ When such companies are screened out
early, it is not because risk is excessive, but because frameworks are not designed to recognise
how risk is structured over time in these sectors.

Life Sciences and Health

In life sciences and health, the mismatch is particularly pronounced. A small diagnostics or
therapeutics company may have minimal revenue but extensive documentation, validated
science, defined regulatory pathways, and leadership with prior approval experience." In this
context, early-stage revenue is not a sign of weakness; it is a function of regulatory discipline.
Treating regulatory milestones as risk indicators rather than progress signals distorts decision-
making.'? Companies behaving responsibly within highly regulated environments are penalised
for doing so, while those pursuing premature commercialisation may appear superficially
stronger.
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Technology and Artificial Intelligence

Technology and Al SMEs often concentrate value in talent, data, and intellectual property rather
than physical assets. Teams are deliberately small, senior, and highly leveraged through
automation and cloud infrastructure. Cost structures are flexible, iteration is rapid, and learning
cycles are short."® Yet many financial frameworks continue to equate asset-light models with
fragility. What is missed is that these firms often have lower fixed costs, faster adaptation
capacity, and greater resilience under pressure than more asset-heavy counterparts.’ When
these capabilities are invisible, firms are misclassified not because they lack substance, but
because their substance does not look familiar.

Advanced Manufacturing

Advanced manufacturing SMEs sit at the intersection of capital intensity and precision. These
firms invest early in equipment, quality systems, compliance processes, and digitally enabled
production controls. Risk is real and often front-loaded. However, resilience in this sector is
embedded in process discipline, supply-chain design, and quality assurance rather than in
surplus capital alone.’ What is often missed is that this discipline materially reduces execution
risk over time.'® When assessments focus narrowly on capital expenditure or balance-sheet
ratios, they miss how operational rigour supports long-term viability.

Food Distribution and Retail

In food distribution and retail, risk is constant and operational. Margins are thin, prices fluctuate,
and supply chains are exposed to frequent shocks. Growing SMEs in this sector increasingly
rely on real-time inventory management, digital payments, demand forecasting, and logistics
optimisation to remain viable.'” Resilience here is expressed through speed, flexibility, and
continuous adjustment rather than financial buffers. A firm’s ability to reroute suppliers, adjust
pricing, or manage stock dynamically often determines survival, yet these capabilities are rarely
visible in static financial assessments.'®

Across all six sectors, the pattern is consistent. Risk is present, but it is not unmanaged. What
differs is how risk is staged, mitigated, and absorbed—differences that current decision
frameworks struggle to capture.
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Reframing SME Assessment Through R?: Risk,
Readiness, and Resilience

Most SME assessments still revolve around a single dominant question: what could go wrong?
That question is necessary. It is no longer sufficient.®

Risk refers to the factors that could cause failure: market volatility, regulatory uncertainty,
execution challenges, capital constraints, technology risk, and supply-chain exposure.
Traditional frameworks are designed to identify these exposures, and rightly so.® But risk alone
does not determine outcomes.

Readiness reflects whether a company is prepared to manage the risks it faces. In growing
SMEs, readiness shows up in ways that are often ignored: early investment in governance and
compliance, clarity on regulatory obligations before they are enforced, leadership teams with
prior sector experience, fit-for-purpose financial and operational systems, and the availability of
data to support decision-making.” Many companies that appear fragile on paper are, in
practice, far more prepared than their financial profiles suggest.

Resilience reflects how a company behaves when conditions change. It shows up when a
customer is lost and the business adapts its model, when a supplier fails and alternatives are
activated quickly, when margins compress and costs flex without destabilising operations.
These are observable behaviours, not abstract qualities.? Yet they rarely appear in balance
sheets or historical ratios.

False negatives emerge when assessments capture risk but ignore readiness and resilience.
Capable companies are rejected without explanation. No learning occurs on either side. SMEs
are given no insight into what would change the decision, and institutions repeatedly encounter
similar cases without better outcomes.® Over time, exclusion becomes embedded not because
risk is excessive, but because decision frameworks lack the resolution to differentiate between
unmanaged risk and managed risk.

This is not an argument for leniency. It is an argument for accuracy.

The Cost of False Negatives and the Absence of Learning

False negatives impose costs beyond individual SMEs. Financial institutions face constrained
and lower-quality pipelines. Procurement bodies miss access to innovative and adaptive
suppliers. Policymakers see slower diffusion of innovation, weaker productivity growth, and
reduced resilience across regions and sectors.*®
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Equally damaging is the absence of learning. Binary decisions provide little feedback, offer no
guidance on how capability gaps might be addressed, and prevent SMEs from understanding
how they are perceived. Decision systems become exclusionary rather than developmental,
reinforcing information asymmetry instead of reducing uncertainty.™

A system that can only say “no” without context is not inherently prudent. It is often information-
poor.

Why Decision-Making Frameworks Must Evolve

As SMEs have become more complex, regulated, and data-enabled, the information required to
make accurate decisions has also changed. Yet decision infrastructure has remained largely
static, optimised for detecting exposure rather than interpreting capability.3®

What is needed are decision-making frameworks that can surface and structure information
across risk, readiness, and resilience in a way that supports, rather than replaces, human
judgment.” Such frameworks do not automate decisions or lower standards. They improve
resolution. They enable differentiation between unmanaged risk and managed risk, between
early-stage and unprepared, and between companies that are structurally unsuitable and those
that are simply unconventional.

Crucially, better decision frameworks also create learning loops. SMEs gain visibility into how
they are assessed and where gaps exist. Decision-makers gain insight into patterns across
cases rather than isolated rejections. Over time, this improves not only individual decisions, but
the systems within which those decisions are made.®

Then What ?

Growing SMEs have evolved in structure, capability, and behaviour, particularly in sectors
central to innovation, resilience, and long-term economic growth. Risk remains inherent, but it is
increasingly managed through digital systems, regulatory discipline, and adaptive operating
models that are not well captured by legacy decision-making frameworks.'?

The persistence of false negatives reflects a visibility problem rather than an inherent excess of
risk. Addressing this gap requires financial and procurement decision-making frameworks to
evolve alongside the companies they assess, supported by approaches that can see modern
SMEs as they operate today, not as they once did.”
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