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Abstract

Recent years have witnessed the rapid development of software industry. However,
research about the complex survival and growth process that are challenging managers
is still limited. Despite the substantial interest and massive empirical research, growth
studies have been dominated by analysis of variance using cross-sectional measures to
explain differences in growth across firms. This study empirically demonstrates that
software firms in a niche market with a relatively short-life cycle may commonly
experience performance deficit after a period of growth. In this paper, a system
dynamics model is built to capture the essential interactions across industry- and
firm-levels. Based on the quantitative simulation model, it shows that whether a
software firm can survive or grow may be a far more complex process than simply a
matter of variables such as size, age, entrepreneurship, etc. The systemic interactions
among firms and the overall market, the essence of vicious and virtuous feedback
relationships in managing R&D activities, and the dynamic alignment of short-term and
long-term profitability are more important and challenging. Managers should pay
attentions to the dynamic alignment of trade-offs and risks that different growth
strategies may generate.
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