
Small Business Issues – Notes: 

 

 

Exam: 
- Section A = 2 case study questions 
- Section B = answer 2 out of 4 generic essay type questions 

 

 

LECTURE 1: 
 

The SME Environment: 
à very important module because every single private sector for profit organisation 

starts off as a small business. Therefore in order to understand how the economy 

works, we need to have an understanding of what small businesses are, what makes 

them tick, why people set them up, why do they grow / not grow, what contributions 

do they make to an economy including employment and innovation, etc.  

So, without small businesses there wouldn’t be any large businesses  

 
Definitions of SMEs: 
UK Companies Act (2006) – sets out the following criteria for businesses to be 

classified as small or medium 

à Small 

- Turnover of more than £6.5m 

- AND 

- Balance Sheet total of not more than £3.26m 

- OR  

- Not more than 50 employees 

à Medium 

- Turnover of not more than 25.9m 

- AND 

- Balance Sheet total of not more than £12.9m 

- OR 

- Not more than 250 employees 
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SMEs Contribution to the economy: 

- A general contribution to the enterprise culture and economic growth à i.e., 

part what you need to engender enterprise culture is to have positive role 

models… so, the better / more successful small businesses there are out 

there – the more that has a ripple effect on the economy and on people’s 

perspective / or people’s ideas about setting up and running their own 

business  

- Employment generally  

- Employment for ‘necessity entrepreneurs’ à these are people that become 

entrepreneurs out of necessity (as in – they have very little choice) à so, they 

find it very difficult to get jobs in the mainstream (e.g., ethnic minorities, 

women, disadvantaged, disabled… so, there are all types of people for who 

getting a job in the mainstream is difficult) – and therefore they turn to 

entrepreneurship 

- They supply niche markets à so, they supply us with those products and 

services that large businesses either can’t or won’t provide us with (i.e., just 

because there is not enough money there / there’s not enough money-making 

potential) 

- They supply ‘marginal’ markets  

- They are also a big part of the supply chain for larger organisations / for larger 

businesses à either those who supply directly to the larger organisation, or 

indirectly to the large organisations, or have grown on the back of the wealth 

created by the larger organisation  

- A lot of the stuff out there to do with alternative businesses comes through the 

small business sectors à so things like organic farming started in a small 

business sector… and setting up as a social enterprise is very common now 

among smaller businesses  

- And finally, we have the biggest contribution which is that you cannot have a 

large business without having first of all a small business 

 

 

LECTURE 2: 
 
Entrepreneurs and entrepreneurship: 
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… how your macroenvironment (PESTLE) may impact on your business 

 

Elements of a business plan:  

à remember that every plan is individual, that you have to include all the relevant 

info but how you do this is up to you, and that there is a great deal of help out there 

to support you in writing a plan (i.e. books, websites, etc) 

• Business details – the name of the business  

• Executive summary 

• Business aims and objectives 

• PESTLE (?) – it is important that you include all the information that you would 

normally include in a PESTLE analysis… but, whether you label it as such is 

up to you 

• Market information (incl. who are the Competition and Customers) – and if 

your product is really new then you need to talk about substitute competitions, 

so what are people using now if your product doesn’t exist already… and of 

course you need to give us information about your customers 

• Marketing strategy – the 7 P’s of marketing  

• Sales forecast – this is absolutely crucial to your business plan because 

without a sales forecast you cannot derive a cashflow forecast  

• Production plan – if your producing something  

• Operating plan (Incl. suppliers, tangible resources, etc.) 
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term return on investment through the selling of their investment in the future 

(at a much better / higher rate than what they initially invested) 

… and because this is a long-term strategy for venture capitalists à they 

provide a strategic overview and support… the support can be providing 

contacts / providing expertise – they will in most cases get involved in the 

management in some way of the business à because they obviously want to 

protect their investment  

… so that strategic overview and support can also take many forms 

- ROI for VC? 

- Wide network of business contacts – they do bring with them (particularly 

those large venture capitalists organisations) a wealth of knowledge / a wealth 

of expertise, and a wide network of business contacts  

… so, they are in it for the long-term, and they are in it for the long-term in 

order to protect their investment 

-  

VC and BA – what do you want? 

à the use of VC and BA as a way to fund your business (obviously what you want 

from these people is their money) 

Also consider: 

• What will it ‘cost’ you (material and non-material) – they will invest in your 

business, but they will also want some form of control over your business… 

they will also want some form of ownership of the business… so, it’s not that 

they will just lend you the money and then let you get on with it à they want 

to know what’s going on in order to safeguard their investment  

• They will provide you with much better geographic reach – in terms of markets 

for your products because of the contacts that they have and the experience 

in the sector  

• Recruitment of talent – might help you in getting the right people into your 

business… if you want to recruit specialised staff, and your backed up by a 

venture capitalist à this can prove to be a lot easier than if you weren’t  

• Etc. 

… there are all sorts of things that venture capitals do for you (lots of positive 

things) … but you really do have to consider what the downsides of this kind of 

investment for you as a business would be  
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… so, the hybrid ideal is represented by companies for which the beneficiaries are 

the customers à so, this means selling products / services to people in need ààà 

if this happens – perfect! We don’t have a collision between customers and 

beneficiaries 

… BUT, in many cases (especially for social enterprises that employ the business 

model which involves hiring people in need / giving them jobs) à that puts them on 

antagonistic positions with the customers (i.e., customers want as affordable as 

possible products) ààà that means the company may have difficulties in paying 

living wages to those people in need…… so, when we have these multiple 

constituencies à we tend to observe internal pressure for the organisations – and 

those pressures eventually leave to a mission drift à and the mission drift usually 

happens in the favour of customers (because all the social entrepreneurs recognise 

that we have to make profits, otherwise there is no social mission)…… SO, HOW 

CAN THIS POSSIBLY BE ADDRESSED??? à FOR ANY OF THESE 

ORGANISATIONS – THIS REMAINS A PROBLEM (I.E., SATISFYING THE 

INTERESTS OF THE CUSTOMER AND OF THE BENEFICIARIES AT THE SAME 

TIME) ààà A WAY TO POTENTIALLY DO SO IS BY PERUSING A 

DIFFERENTIATED STRATEGY WHICH CONVINCES CUSTOMERS TO PAY 

HIGHER RATES FOR EXAMPLE  

… SO, DIFFERENTIATION IN THE STRATEGY OF THE COMPANY CAN BE THE 

WAY TO AVOID THIS COLLISION BETWEEN THE INTERESTS OF THE 

CUSTOMERS, AND THE BENEFICIARIES 

… 

… 

4.) Organisational culture and talent development: 

à i.e., why is it difficult for social enterprises to recruit the appropriate staff?  

- Typically, for-profit organisations pay more  

- Because social enterprises are relatively new à very few people are 

experienced or trained in a hybrid organisation ààà so, you can either 

recruit people from the social sector (i.e., these people will be more interested 

in achieving the social mission of the firm), or you can recruit specialists who 

haven’t done any social work (i.e., these people will be more interested in the 

economic activity of the firm) – and this can lead to conflict 
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Sunday Times 27.11.16: growth through exporting 

à UK firms tend not to export… this is from 2016, so after the Brexit referendum  

… a lot of the things here are still relevant today… that SMEs are still reluctant to 

grow through exporting / internationalisation 

• SMEs ‘don’t know where to start’ 

• Or too much hassle / too costly / too risky 

• 76% of SMEs do not export 

• ‘To build a good business, exporting has to be on the agenda’ – UK market is 

shrinking 

• Fluctuating costs due to uncertainty re: Brexit 

 

Questions: 

• How would you measure ‘success’? 

• Why do you think having ‘outside equity’ is a key factor for growth (according 

to Storey)? 

• Can you think of SMEs that have grown using either internal or external 

strategies? 

 

 

 

Section 7: Creativity and Innovation 

• What is ‘creativity’? 

• What is innovation? 

• SMEs and innovation 

 

Creativity in business is… 

à innovation in industry is a process that involves an enormous amount of 

uncertainty, human creativity and chance  

… it takes place in small and large ways – and in sometimes and some places more 

than other  

… over the year’s scholars have observed patterns of successful industrial 

innovation – but the identification of patterns does not suggest that successful 

innovation is entirely predictable… these patterns do however indicate that 
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… so, for these reasons à it’s very important that SMEs try to develop and 

design products that can be manufactured on the existing product lines of 

potential contractors  

- Also, to make this manufacturing process a lot smoother à a really good idea 

is to reduce the parts count – as the fewer parts involved in manufacturing, 

the fewer the problems of system integration / failure that can arise  

- Using standardised components à if you use specifically designed 

components for the new product – then the suppliers of those components will 

ask for R&D money (i.e., they will ask for the costs of the developing these 

new components)  

… on the other hand, à if you use standardised components – then you will 

not need to pay for the development of original components 

- Other ways in which SMEs can smooth the production engineering process 

can be using self-aligning parts / or by using assembly operations that 

requires a single, linear motion à in order to speed up the production line, 

and also to avoid potential manufacturing (and assembly) mistakes  

-  

The next stage is Market / pilot testing: 

à having ensured that the product can be made – further testing has to be carried 

out to ensure that it can go into the marketplace  

… the testing is likely to be of two types: 

- There will be market testing to elicit consumer reaction to the product 

- While at the same time there may be a need for statutory testing to ensure 

that the product meets appropriate safety requirements / or to accredit the 

product so that it is to be sold  

… market testing involves launching the product on a trial basis (usually within a 

limited geographic area) à this kind of testing usually has two objectives: first 

mechanical, and then commercial  

- Mechanical testing is designed to ensure that the distribution systems that 

deliver the product to the customers are functioning effectively 

- Commercial testing on the other hand is designed to gather data from which 

to construct sales forecasts, and budgets – and to see the reactions of 

competitors  
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• Avoid being blindsided by disruptors à when it comes to innovating 

and generating ideas – SMEs are very good when it comes to a 

technological breakthrough  

… a technological breakthrough happens when we find a new 

application for an existing technology (as opposed to developing new 

technology from scratch where you need significant R&D effort, and it 

tends to be the realm of big corporations)  

à so, SMEs are very good at creatively using existing technologies 

and finding new applications for them… and they are very good at that 

because they are outsiders to the industry à companies in an industry 

tend to think only in one direction (i.e., in the established way in the 

industry) … whereas these SMEs can come up with a fresh 

perspective on innovating and on applying new technologies 

SMEs TEND TO BENEFIT MORE à BUT FOR A LARGE CORPORATION, IT’S 

MORE ABOUT THE OPPORTUNITY COST (I.E., THE COST OF MISSING AN 

OPPORTUNITY) à i.e., if one of these SMEs introduces a revolutionary technology, 

and it either ends up collaborating with one of your competitors / or it explodes and 

grows on its own (and becomes a major player) – it can be a HUGE danger for the 

established company 

… so, more than anything else, through these collaborations à the large companies 

want to avoid missing the big opportunities  

-  

Innovation Intermediaries: 

à these are platforms that intermediate the process of crowdsourcing 

… and we have established companies that have been doing this for a long time 

(e.g., INNOCENTIVE à which is a platform created by a pharmaceutical company in 

order to get molecules from individuals or small start-ups that they could then 

incorporate in their products and sell ààà it’s very difficult for a start-up that 

develops a new molecule to actually exploit that innovation…… so INNOCENTIVE 

was a platform set up for this purpose exclusively, but then because it worked pretty 

well for them – they opened it up for any type of innovation problem à and it now 

has a database of about 380,000 contributors – and when they get an innovation 

problem, they make it public (i.e., they email the problem to the list of problem 
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