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   10.1  Introduction 
 Small to medium enterprises (SMEs) are the ‘engine room’ of the Australian 
economy. 

 Governments at all levels have recognised the importance of SMEs and have 
devised appropriate policies to build on the strengths and overcome the weak-
nesses of these businesses. These policies focus on areas like access to fi nance, 
networking, delivery of government programs, innovation and export programs. 

 The more adaptive and dynamic SMEs have responded to this environment 
through increased spending on research and development (R&D), new product 
developments, improved business practices and an export-oriented business 
culture. 

 In recent years the SMEs in Australia have performed better than other sectors 
of the economy, even during the 2008–09 economic downturn. SMEs have created 
many new jobs, become more innovative and are increasingly entering overseas 
markets.  

   CHAPTER 10

Small to medium 
enterprises (SMEs)  

   FIGURE 10.1  SMEs play a crucial 
role in the Australian economy. They 
are a major source of employment and 
their total output adds signifi cantly to 
the economic growth and wellbeing of 
Australia. 
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  10.2  Definition of SMEs 
 As outlined in chapter 2, establishing a clear-cut defi nition of a SME is no easy 
task. They are much easier to describe than defi ne. Although there is no single 
universally accepted defi nition of a SME, a number of quantitative measurements 
(those based on statistical calculation) and qualitative measurements (those 
based on personal observations and a description of the business) can be used to 
determine whether a business is small or medium sized:  
•   number of employees  
•   type of ownership  
•   sources of fi nance  
•   legal structure  
•   market share  
•   management structure.   

 One of the most widely accepted quantitative measurements used to deter-
mine the size of a business is that devised by the Australian Bureau of Statis-
tics (ABS). This measurement uses the number of employees as its benchmark 
( fi gure 10.2 ). Using these measurements, a SME is therefore a business with fewer 
than 200 employees.  

 BizFACT 
  Turnover, asset values and market 
share are some of the criteria that 
have been used to determine whether 
a business is ‘small’.  

Fewer than 5 employees 

(including the owner)

Between 5 and

19 employees

Between 20 and 199 employees

200 or more employees

Micro

Small

Medium

Large

   FIGURE 10.2  Australian Bureau of Statistics classifi cation of business size 

  10.2.1  Common characteristics of SMEs 
 The defi nitions outlined above, and in chapter 2, have limitations. Studies have 
revealed the general public’s narrow defi nition of the term ‘small business’. 
The average person uses the term to refer to an owner-managed business that 
may employ a few people. It is best then to use a checklist of characteristics 
(both  quantitative and qualitative) to determine the size of a business (see 
 fi gure 10.3 ).  

 Many SME owners want to stay small to avoid the pressures and diffi culties 
often experienced in larger businesses. They are content with the size of their busi-
ness, especially knowing they can offer personalised service to their customers. 

 One such small business that has adopted this philosophy is Otaris Marketing 
(see the following Snapshot).  
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Non-manufacturing
companies, fewer than

20 employees; manufacturing
companies, fewer than

100 employees

Not dominant in the
industry (that is, small share

of total industry output)

Closely
controlled by

owner/operator

Locally based

Independently
owned

Independently
operated

Local 
markets

Personalised
service

Owner basically
responsible
for decision

making

Reliant on
internal

support services

Bulk of capital
provided by

owner

FIGURE 10.3 Common characteristics of a SME

Case study: Otaris Marketing — keeping it small

After 15 years’ experience working in large marketing companies, Melanie Williams 
started her own business in 2016. Her business, Otaris Marketing, is a boutique 
marketing agency that provides tailored digital and traditional marketing solutions for 
small to medium enterprises. Melanie decided to start her own business as it allowed 
her more flexibility and creativity in her marketing activities, with faster and more 
visible results. She found that corporate environments often entail large marketing 
teams, with multiple levels of approval required for each campaign. Therefore, what 
goes to market is often vastly different from the original creative concept.

Increased flexibility was a powerful motivator to starting her own business. ‘As I 
need to generate new and creative approaches to make each campaign successful 
and unique, I need to be able to produce material at sometimes very unusual hours. 
Sometimes I get my best creative ideas at 3 am, sometimes during the afternoon. 
There are certain times of the day when I do best creating content, other times 
generating a client pitch, a performance report or utilising down time to do research 
or updating my skills. With my own business, I have the flexibility to get the very best 
out of each productive mood as I am not locked in to a strict 8 am–6 pm schedule.’

In business, there is a stereotypical assumption that the bigger the business, the 
better. However, this may not always be the best option for many business owners. 
There are many businesses that choose to stay small instead of growing, even if they 
have what it takes to be bigger. For Melanie, staying small isn’t about settling for 
less; it’s about building the company and the life that she desires. Her target market 
is small businesses who are either starting up or trying to make their way, often with 
limited budgets. ‘The way I can provide them with a great product at a reasonable 
price is to cut out as many overheads as possible. And, when I think about getting 
“big”, all I think about is increased overhead.’ Melanie works from home and 
outsources what she can to other specialists like her so that she doesn’t have to pay 
for overheads. ‘The bigger you get, the less responsive you become. Sometimes it 
limits how creative and risky you can be, which can sometimes make the difference 
between a successful campaign and an average one.’

Small businesses, like Otaris Marketing, that can ‘get big’ with the help of 
contractors when needed and then ‘get small’ again after a large project is 
completed are agile enough to compete for all types of projects, yet are not burdened 
by the constant pressures that come with having a large business. ‘The smaller you 
are, the less expenses, space and resources you need. Staying small allows me to 
put money back into the business, instead of spending it on things like monthly rent 
for a large workspace or employee salaries. By staying small, your overall cost of 
doing business will stay down as profits increase.’

SNAPSHOT

❛ . . . staying small 
isn’t about settling for 
less . . . ❜
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10.2.2 The number of SMEs
According to the ABS in June 2016, SMEs account for approximately 99.8 per cent 
of all private sector businesses. However, it is difficult to provide an accurate 
count of the number of SMEs in Australia for two reasons. First, as was previously 
explained, there is no universally accepted definition of a SME. Second, the 
SME sector is extremely dynamic and changing daily. During a boom time in the 
economy, the number of SMEs increases rapidly. During a recession, business 
failures far outweigh business commencements.

According to ABS research, at June 2016 there were 1 917 960 micro businesses, 
599 392 small business and 50 808 medium businesses in the Australian economy.

BizFACT
Between 2014 and 2016, the 
Australian economy added 27 000 
net new micro businesses, or an 
average of just over 1000 per month. 
This category represented the highest 
growth; it grew five per cent over the 
two year period. The industries that 
experienced the most growth were 
education and training, real estate, 
construction, professional services, 
arts and recreation, financial services, 
accommodation and food.

Another advantage of staying small is that Melanie is able to provide a more 
personalised level of service. Being small means that she can devote more time to 
each client and really get to know their needs. She can then tailor her service and 
offerings to suit each client’s requirements. This enables her to develop long-term 
relationships with her clients and thus secure repeat business. ‘When you’re smaller, 
you can really take your clients’ needs into consideration and implement changes to 
your services that better meet their needs.’

SNAPSHOT QUESTIONS
1. Outline what motivated Melanie to start her own business.
2. Why does Melanie prefer to keep her business small?
3. Outline the benefits of remaining small.

FIGURE 10.4 Think of the SME 
business sector as a pool of water. 
New businesses enter the pool 
and increase its size. Others have 
difficulty staying afloat. They sink to 
the bottom, leak out and decrease 
the size of the pool. This means the 
composition and size of the pool is 
constantly changing.

It is important to remember that even though medium-sized businesses  represent 
only about 2 per cent of all SMEs, they play an important role because of the large 
number of people they employ.
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10.3 The role of SMEs
By examining some of the main features of SMEs, their overall important role within 
the Australian economy can be seen. Australian small to medium enterprises:
• employ about 70 per cent of all the people working in the private sector 

(47 per cent in small businesses and 23 per cent in medium businesses)
• have created 80 per cent of Australia’s employment gains during the past ten 

years
• produce approximately 50 per cent of all the products produced each year
• generate an increasing amount of our total exports
• account for 20 per cent of all money spent on R&D
• provide a wide range of products used by large businesses
• earn more profits and pay more taxes than do large businesses.

Although the individual efforts of each SME may appear insignificant, their total 
impact is enormous.

Owning and operating a SME can be challenging, rewarding and stimulating, as 
well as hard work. For those prepared to take the risk, and who finally make it, the 
sense of achievement and satisfaction is well worth the effort.

SUMMARY
• Small to medium enterprises (SMEs) are the ‘engine room’ of the Australian 

economy.
• According to the ABS, a SME is classified as a business employing fewer than 

200 employees.
• According to the ABS, SMEs account for 99.8 per cent of all private sector 

businesses.
• The number of SMEs fluctuates over time according to the state of the economy.
• In recent years, SMEs have created many jobs, become more innovative and are 

increasingly entering overseas markets.

EXERCISE 10.1 REVISION
1 Recall what the letters SME represent.

2 Distinguish between quantitative and qualitative measurements used to determine 
the size of a business. Provide an example of each.

3 Examine figure 10.2. Complete the following statements by identifying the correct 
word from the choices given. Write the sentences into your notebook. According to 
the ABS:
(a) a business with fewer than 5/20 employees is classified as a small business
(b) a micro business has fewer than five employees including/not including the owner
(c) a medium business has between 20 and 199/100 and 199 employees
(d) a business that has more than 100/200 employees is classified as a large business.

4 Examine figure 10.3. Select the three characteristics you consider to be the most 
important and justify why you selected each one.

5 Explain why it is best to use a checklist of both quantitative and qualitative 
measurements to determine the size of a business.

6 State why many small business owners want to stay small.

7 Outline why it is difficult to provide an accurate number of SMEs operating in Australia.

8 Discuss why it is useful to think of the SME business sector as a pool of water.

9 Explain the relationship between the level of economic activity and the number of 
business commencements and failures.

10 Identify five important features that indicate the overall importance of the SME 
business sector to the Australian economy.

11 ‘SMEs are the “engine room” of the Australian economy.’ Justify this statement.

BizFACT
Eighty-four per cent of all small 
businesses are in the services sector. 
Account for the reasons for such a 
high percentage within this sector.

BizFACT
Over 99 per cent of all Australian 
businesses are SMEs. Ninety-six per 
cent are small and 3 per cent are 
medium.
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EXERCISE 10.1 EXTENSION
1 Contrast the various definitions of ‘small business’.

2 Construct a database of five small businesses in your local area. List the following:
(a) the name of the business
(b) whether the business is a manufacturing or non-manufacturing business
(c) the number of employees
(d) the turnover
(e) the asset value.

3 Evaluate how useful these data are when attempting to define what a small or 
medium business is.

10.4 Economic contribution of SMEs
Before we can discuss SMEs’ contribution to the economy, we must first gain an 
understanding of what an economy is. An economy is a system or way of organising 
what goods and services are produced, how we produce these goods and services, 
and how these goods and services are distributed. It’s often easier to think about 
this concept if we consider what would happen if a small group of people were 
stranded on a deserted island. An economic system or way of doing things would 
have to be devised for all members of the community to survive. What we produce 
would be dependent on the resources available, such as raw materials (for example, 
fish from the sea), and how we produce would depend on our skills and available 
tools (for example, fishing rod and knowledge about how to best catch fish) to 
make that job easier. Perhaps, given there is a small group of people, goods and 
services produced (production) could be easily divided among all members of the 
community, therefore solving the question of who production will go to.

BizWORD
An economy is a system used to 
determine what to produce, how to 
produce and to whom production will 
be distributed.

FIGURE 10.5 Australia is a market 
capitalist economy, which means 
that it is an economic system in 
which decisions and the pricing of 
goods and services are guided by the 
exchanges between individuals and 
businesses in the economy. These 
economies work on the assumption 
that market forces, such as supply 
and demand, are the best way of 
determining what is fair for everyone 
in society. In a market capitalist 
economy, there is little government 
intervention or central planning.
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In real life, an economy must answer the three basic questions of:
• what to produce
• how to produce
• who will receive the goods and services produced.

Many different economic systems have been used, but the type of economic 
system we have in Australia is called a market capitalist economy. This means that 
most answers to the economic questions are provided by private buyers and sellers.

Now that we understand what an economy is, let’s consider how SMEs in 
 Australia actually contribute to our economy.

10.4.1 Contribution to gross domestic product
Economic growth occurs when a nation increases the real value of goods and 
services over time. One common measure to check whether economic growth has 
occurred is to see whether our gross domestic product (GDP) has grown.

GDP is the total money value of all goods and services produced in Australia 
over a one-year period. The Australian Bureau of Statistics (ABS) estimates that 
SMEs contributed about 57 per cent of Australia’s GDP. The total output of the 
country’s diverse collection of SMEs, ranging from highly specialised professional 
and technical firms to the local corner store, makes a significant contribution to the 
national economy.

10.4.2 Contribution to employment
Employment keeps the economy healthy. Employed Australians will use the wage 
they have earned to buy goods and services to satisfy their needs and wants, 
supporting business and opening up further opportunities for job creation. SMEs 
employ around 7 million people, which represents about 66 per cent of total 
private sector employment (42 per cent are employed by small businesses and 
24 per cent by medium businesses). During the last 20 years, the SME sector has 
been the major generator of new jobs in the Australian economy. During times of 
economic downturn, as was experienced between 2008 and 2009, the SMEs were 
more likely to try to maintain their existing employees compared with the large 
businesses.

In addition to providing employment, SMEs contribute to the revenue raised 
through taxation. Not only do they pay tax, their employees also pay income tax. 
Taxation is used to provide goods and services that may benefit the whole commu-
nity, such as a better education system.

10.4.3 Contribution to the 
balance of payments
One of the most dynamic changes to 
the Australian SME business culture is 
the increasing awareness of the need to 
service overseas markets. Evidence of 
this is the fact that the number of SME 
Australian exporters is growing faster than 
large exporters. SMEs in agribusiness, 
manufacturing and professional services 
are all experiencing rapid export growth. 
Over the past two decades, the number 
of SMEs who have entered the global 
market has rapidly increased. Today, over  

BizWORD
Economic growth occurs when 
a nation increases the real value of 
goods and services over a period of 
time.

Gross domestic product (GDP) is 
the total money value of all goods and 
services produced in Australia over a 
one-year period.

BizFACT
Between 2014 and 2016, 27 000 
net new micro businesses were 
established and they alone delivered 
about 90 000 new jobs.

BizFACT
The balance of payments consists of 
two accounts, which are always in 
balance. The current account records 
transactions such as exports and 
imports, income and transfers. The 
capital and financial account records 
borrowing and lending transactions. 
Historically, Australia has recorded 
large current account deficits (CAD), 
often importing more goods and 
services than it exports. Over the 
last 20 years, however, Australian 
exporting industries have become 
more competitive in global markets.

FIGURE 10.6 Circus Oz is one of 
Australia’s biggest cultural exports. 
They were a national finalist in the 
2013 Australian Export Awards. 
Circus Oz has successfully exported 
its world-class, distinctly Australian 
work for the national and international 
stage and has been at the forefront 
of international touring by Australian 
performing arts companies since its 
foundation in 1978.
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90 per cent of Australian exporters are SMEs and they earn almost 50 per cent of 
export revenue.

Exporting goods and services contributes to our balance of payments. The 
 balance of payments (BOP) is a record of a country’s trade and financial trans-
actions with the rest of the world over time, usually one year. One way of main-
taining a favourable BOP, as well as encouraging economic growth, is to export 
more than is imported. This is another crucial role for SMEs as they are often more 
successful at exporting than large businesses (see the following Snapshot). Many 
agree that the adaptability and flexibility of SMEs make them more responsive to 
the needs of overseas markets. The federal government is keen to promote export 
growth within the small business sector and encourages this with programs oper-
ated by Austrade.

BizWORD
The balance of payments (BOP) 
is a record of a country’s trade and 
financial transactions with the rest of 
the world over time, usually one year.

Case study: Typefi Systems — honoured for export success

In 2015, Typefi Systems won the Australian Export Award for Small Business. 
Founded in 2001, Typefi provides a platform that allows people to publish content 
faster and in more formats.

The publishing platform can automatically render the source document in over 
30 output formats for print, online and mobile in under three minutes. This enables 
clients to expand their product offerings across multiple platforms, while minimising 
costs and cutting production time by up to 80 per cent.

The versatility of its platform allowed Typefi to enter markets outside traditional 
publishing. The company’s clients range from individuals to enterprise businesses 
and global organisations such as Apple, Penguin Random House, Pioneer, Lonely 
Planet, Cambridge University Press and the World Health Organization.

The company exports to 20 countries, with 90 per cent of its clients from overseas. 
Exports made up 84 per cent of Typefi’s total revenue in 2015–16. Several projects 
with Apple during the year helped increase revenue by more than 40 per cent.

Typefi employs 40 people worldwide. Senior research and development engineers 
are based at the company’s head office on the Sunshine Coast, and are supported 
by specialist developers in Europe and a growing team of engineers and support staff 
in Sri Lanka. Typefi also established a 24-hour helpdesk in 2016.

The judges commended Typefi’s clear commitment to pursuing its goals through 
international business channels. ‘The applicant is supported by a diverse workforce 
and robust and systematic approach to financial and risk management that likely 
contribute to its success. It adopts a highly client centric approach, tailored to 
individual market segments which appears to contribute to client retention.’

SNAPSHOT QUESTIONS
1. Outline the factors that have contributed to Typefi’s success.
2. Assess how exporting has impacted on this business.

SNAPSHOT

❛ . . . clear commitment 
to pursuing its goals 
through international 
business channels . . . ❜

 Weblink: Typefi

Resources

10.4.4 Contribution to invention and innovation
Small to medium enterprises are the main source of most inventions and innovations 
in Australia. An invention is the development of something new. Innovation occurs 
when something already established is improved upon. Many successful businesses 
are built on these two forces. SMEs have produced many new products that we 
take for granted. This is because SMEs generally display a consistently positive 
attitude towards innovation. They constantly research, develop and test new ideas 
and products. Many SMEs are built on product innovation.

Invention and innovation are at the heart of our economy. Finding new ways 
to do things has resulted in improved efficiency and increased productivity. Over 
the past ten years, SME spending on research and development (R&D) has almost 
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trebled in real terms. Research and development is a set of activities intended to 
develop new ideas and improvements in production. Around 40 per cent of SMEs 
are actively engaged in some form of innovation. According to the ABS, Australian 
businesses spent $18.9 billion on R&D from 2013 to 2014. Of the $18.9 billion 
spent, large businesses contributed $11.1 billion, medium-sized businesses con-
tributed $4.6 billion and small businesses contributed $3.2 billion.

Studies confirm that the level of innovation among SME employees is much 
higher than among employees of larger businesses. This is perhaps because 
 Australians have traditionally been a very innovative people, constantly recording 
the highest number of inventions per head of population. This has resulted in 
more than half the major technological advances of the twentieth century origi-
nating with individual inventors and SMEs.

A persistent difficulty that SMEs face when undertaking R&D is obtaining ade-
quate finance. Traditional sources of finance, especially banks, perceive this type 
of finance request as high risk. One possible source of finance for R&D is venture 
capital. The investors take an equity position in the business (own part of it) and 
provide supplementary finance.

FIGURE 10.7 Cedar Anderson had 
a free childhood that nurtured his 
natural curiosity. He would often pull 
things apart and figure out how things 
work. This became an obsession as 
he grew up, helped by his dad Stuart, 
the Mr Fix-It guy of the community. 
For years, Cedar and Stuart tinkered 
away in a shed trying to come up with 
a revolutionary new way to harvest 
honey. In 2015, they launched a 
crowdfunding campaign to raise funds 
to produce their invention, the Flow 
Hive. Eight weeks later they had raised 
$16 million and had to manufacture 
24 000 orders and export them to 
more than 130 countries.

10.4.5 How SMEs can enter the global market for 
long-term growth
Over the past two decades, the number of SMEs who have entered the global market 
has rapidly increased. Today over 90 per cent of Australian exporters are SMEs and 
they earn almost 50 per cent of export revenue. The main cause of this (besides 
easier entry to many countries through trade agreements) is the rapid expansion 
in electronic business (e-business), which has largely been brought about by the 
development of the internet. E-business has opened the door for many SMEs to sell 
direct to consumers across national borders (see the following Snapshot).

SMEs can enter the global market by selling directly to customers in export 
 territories, marketing products through a local distributor, participating in a joint 
venture with a local business partner or selling through a website. Each strategy 
provides businesses with a different level of cost, risk and control.
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 Working with distributors provides businesses with a local presence in markets 
they wish to export to. Distributors buy products from a business and then resell 
them to their own customers. Distributors offer the business the benefi t of established 
local contacts and market knowledge. Although working with distributors provides 
the business with access to established markets, the business will have minimal con-
trol over the way the distributors deal with customers or market their product. 

 A joint venture with a local business partner also provides the benefi ts of local 
market knowledge and contact. This is where an organisation sets up a business 
relationship with a company in the local market. 

 Selling products through a website is a simple, low-cost way of entering the 
global market. Customers around the world can visit the website at any time to 
select products and place orders. To improve their chances of success, businesses 
need to prepare website pages specifi c to the different markets to which they wish to 
export. They need to provide product information in the local language, with prices 
in the local currency. Selling to global customers through a website is suitable for 
products that do not require demonstration or explanation by a sales representative.  

 Case study: Shoes of Prey — global expansion  

 Jodie Fox loves shoes. However, she could never fi nd the exact shoes that she 
wanted. Along with her ex-husband Michael and old workmate Michael Knapp, 
she created Shoes of Prey, an online store that allows customers to design their 
own shoes. Following its launch in 2009, Shoes of Prey has gone on to become a 
multimillion-dollar medium-sized global business. 

 Shoes of Prey’s online store uses a unique 3D design template that allows 
customers to create their own shoe. Starting with a style, the customer can then 
design the shoe, choosing heels, fabrics and textures, colours and height. The 
site shows the customer a 360-degree rotating sketch so that they can get a 
complete view during the design process. Once the shoes are designed, they 
are manufactured in China and then shipped to the customer. Any shoes that are 
returned are sent directly to Good 360, a not-for-profi t that connects businesses who 
have brand new, unsold goods, with charities that support Australians in need. 

 The company has staff permanently located in an offi ce in China to ensure that its 
quality standards are maintained. Shoes of Prey truly has a global focus as it offers 
worldwide shipping to its customers. It operates French, German, Spanish and 
Japanese language sites to serve all overseas customers. The website also has a 
facility for changing the currency at which prices are quoted. 

 When planning the business, the founders sought to establish a product that was 
different and something that people would want to talk about. In planning Shoes of 
Prey, they considered who they believed their customer was, the size of the market, 
who their competition was, their strengths, weaknesses, opportunities and threats. 
The founders met with potential suppliers, researched and developed concepts for 
the design of the website, and determined how they would market the website. 

 Before the business launched, a business blog,  22michaels.com , was maintained, 
directing potential customers to the forthcoming website. The blog is still going and 
now the company also has a Twitter account and a Facebook page. ‘My favourite 
way of communicating with customers is on our Facebook page. We have a strong 
community there and it’s such a nice way to get into a conversation about shoes 
while getting to know our customers,’ Jodie Fox says. 

 Soon after the business launched, Shoes of Prey hired YouTube beauty guru Blair 
Flower to sample and review a pair of custom-made shoes. ‘The fi rst day the video went 
live we had 200 000 people visit our website,’ says Michael Fox. The Shoes of Prey 
website received 500 000 hits and this translated into a 300 per cent increase in sales. 

 As the business has grown, Shoes of Prey has begun to focus on becoming a 
signifi cant international retailer. The business has recently opened bricks and mortar 
stores due to customer demand. Customers wanted to see and feel the shoes in 
real life. The company now has one store in Sydney in David Jones in the CBD, 

SNAPSHOT

 ❛ . . . Shoes of Prey 
has begun to focus 
on becoming a 
significant international 
retailer . . . ❜ 
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SUMMARY
• The SME sector contributes:

 – approximately 57 per cent of gross domestic product (GDP)
 – approximately 66 per cent of total private sector employment to our balance 

of payments, since they are often more successful at exporting than large 
businesses

 – significantly to the level of R&D.
• SMEs can enter the global market by selling directly to customers in export 

territories, marketing products through a local distributor, participating in a 
joint venture with a local business partner or selling through a website.

EXERCISE 10.2 REVISION
1 Define the term ‘economy’.

2 Recall the three basic questions that all economic systems must answer.

3 (a) Identify the type of economic system operating in Australia.
(b) State how the economic questions are answered in this type of economic system.

4 Explain what happens when economic growth occurs.

5 Clarify how economic growth is measured.

6 Define the term ‘balance of payments’.

7 Describe how a country can maintain a favourable balance of payments.

8 Identify the missing words to complete the following sentence. The first letter of 
each word has been provided.

SMEs contribute to the economy by boosting economic growth, as measured by 
g______d______p______. SMEs also contribute to taxation revenue because they 
e______ approximately 8 million people. The e______ earnings that SMEs generate 
through selling goods and services overseas are also significant.

9 Distinguish between an invention and an innovation.

10 Account for the fact that SMEs often face difficulties in obtaining finance for R&D.

11 Describe the role of a venture capitalist.

12 Summarise the economic contribution of SMEs by completing the following table.

13 Outline the ways in which SMEs can enter the global market.

Characteristic Summary

Gross domestic product

Employment

Balance of payments

Invention and innovation

and five shop-in-shops in Nordstrom department stores across the United States. 
The process has been challenging because Shoes of Prey does not have the same 
relationships with suppliers as it does in Australia. However, Shoes of Prey’s business 
model has not changed. ‘We’re still doing everything on demand and we’re still 
customised,’ Jodie Fox says.

SNAPSHOT QUESTIONS
1. Identify the source of inspiration for the business.
2. Outline the business planning process undertaken.
3. Describe the marketing strategies employed by Shoes of Prey.
4. Deduce some challenges the business might have experienced when entering 

the global market.
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EXERCISE 10.2 EXTENSION
1 Examine a small business that has been successful in exporting its goods or 

services. The Austrade website is a useful resource. Create a short report using the 
following headings:
(a) Name of the business
(b) What the business does
(c) What the business exports
(d) Where the business exports its goods or services
(e) Reasons the business is successful.

2 You have been asked by the local newspaper to create an article evaluating the 
importance of SMEs to the Australian economy. Your article will appear in a special 
supplement dealing with small business. Prepare your article exactly as you would 
like it published, using a desktop publishing program for layout if possible. Use your 
imagination and choose a thought-provoking headline. After you have prepared your 
first draft, confer with a partner to edit your article to publishing standard. Display the 
articles around the room.

3 Determine why the level of innovation among small business employees is much 
higher than among employees of larger businesses.

4 Reflect on what you have read and learned so far. Assess how this information 
would influence you if you were intending to start a small business.

10.5 Success and/or failure of SMEs
Starting and operating a SME certainly is appealing, which is why so many people 
dream of doing it. Many entrepreneurs are driven by the desire to be their own boss, 
do what they want to do and turn passions into profit-making businesses. While 
many people are successful in their business ventures, many others unfortunately 
experience failure. In fact, of every ten SMEs started, about seven go out of business 
within five years after opening their doors. The financial risks of running a SME are 
very high, although some businesses are more risky than others.

In addition to psychological and financial pressures, SME owners tend to be 
victims of physical stress. Often, they must not only be the owner but also the 
accountant, marketing manager, sales representative, stock clerk and receptionist. 
The hours can be long and holidays are rare. SME owners also face major chal-
lenges as they attempt to juggle home and work responsibilities.

 Weblink: Austrade

Resources

BizFACT
When it comes to survival of individual 
businesses, health care and social 
assistance businesses have the 
highest rate of business survival, with 
around 3 in 4 businesses continuing 
to operate for at least four financial 
years — nearly a 75 per cent pass 
rate. Health care and social assistance 
also had the lowest number of 
businesses closing down (‘business 
exit rate’) in 2016.

FIGURE 10.8 Starting a business 
may lead to greater independence, 
but may also increase workload and 
stress.
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However, thousands of people each year balance the risks and potential rewards 
and decide to become a business owner.

10.5.1 Success of SMEs
All SME owners start off optimistically, believing that their business venture will 
lead to financial success and security. They will probably have read a few of the 
many books that have been written about being successful in small business. These 
books often highlight five common ‘keys’ to SME success (see figure 10.9).
1.  Entrepreneurial abilities. The people in SMEs are crucial to the success of the 

enterprise. Attitudes and personalities of owners will vary enormously. Some will 
have drive and enthusiasm, many will set targets and some will take big risks. 
Some will thrive on the challenge of a potential failure, enjoying the process of 
solving the problem. The majority will be highly motivated and optimistic, as 
outlined in the next Snapshot.

2. Access to information. It is always difficult for a SME owner to choose relevant 
information and to gauge the quantity of information needed. As a bare minimum, 
the SME operator must have information regarding profitability, the quality of 
products and services, and the performance of employees. Accurate and up-to-date 
information will allow the SME owner to make better decisions.

3. Flexibility. The small size of the business allows the owner to adapt quickly 
to changes in the external environment. Because there are fewer levels of 
management, decisions can be made quickly. In addition, the close contact between 
owners and their customers allows the establishment of personal relationships, 
helping owners to respond quickly to clients’ changing tastes and preferences.

4. Focus on market niche. Small businesses can concentrate their efforts on a small 
market of consumers in an attempt to fill their needs and develop a strong, 
lasting relationship. This provides the opportunity for the SME to become more 
specialised and able to deliver a high level of service (see the following Snapshot).

5. Reputation. Because the SME is servicing a narrow market niche, it can develop 
enviable reputations for quality and service.

BizFACT
According to a recent study, SMEs 
are most likely to find success 
if they adopt a niche marketing 
strategy. This is because the most 
fundamental threat to SMEs is the 
ultra-competitive and over-advertised 
global marketplace. To overcome this 
challenge and survive despite having a 
low budget, SMEs need to find a small 
market niche so they can operate in 
an environment with less competition.
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FIGURE 10.9 Keys to SME success

Yo-get-it — an ambitious SME

At just 23 and 24, former construction project managers Scott Bradley and Sean 
Towner are not short of bravado. Or brains.

And after chucking in lucrative jobs and opening their first company, Melbourne 
frozen yoghurt bar Yo-get-it, the pair are also poster boys for healthy ambition.

‘What we want to do is knock off Boost,’ says Bradley, a baby-faced company 
director wearing a sideways visor and skate shoes.

‘We want to be right across the country — we want to be the next Boost Juice.’
Like Boost Juice founder Janine Allis — whose original Adelaide store multiplied 

into 189 franchises in the company’s first six years — Bradley and Towner had 
their brainwave while travelling in America. During their six-week trip, the would-be 
entrepreneurs were keeping one eye on the sights, and another on potential dollar 
signs.

Bradley had a large bundle of cash sitting at home, after winning $70 000 on 
television game show Deal or No Deal, and Towner had long dreamt of running his 
own business.

In the United States, the pair saw store after store selling takeaway frozen yoghurt, 
and after a chance conversation, realised Australia hadn’t yet embraced frozen 
yoghurt as a business concept.

‘I always wanted to run my own business, but no way in the world would I have 
ever thought of a frozen yoghurt bar,’ Bradley says.

After further research back home, the pair was convinced they had found their 
niche, and applied for a bank loan — with little success.

SNAPSHOT

❛ Scott Bradley and 
Sean Towner are not 
short of bravado. ❜UNCORRECTED P
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‘We tried to go to the bank and ask for money but they needed assets or my 
parents to go guarantor, but I wanted it to be my sort of thing,’ Bradley said.

So instead Bradley bought a 41 per cent share of the company, Sean invested in 
36 per cent, and friends and family invested in the remainder.

With the funds in place, and more research, including 12-hour customer-counting 
stints outside Malvern yoghurt bar Igloo Zoo, the pair felt ready to leave their 
construction jobs.

‘It was a fairly risky manoeuvre to undertake,’ Towner said. ‘It’s a little bit daunting 
because essentially the buck stops with us.’

The first Yo-get-it, near Glenferrie railway station in Melbourne, opened on 
Christmas Eve.

The store has several different features that its owners believe set it apart. 
Customers pour the frozen yoghurt themselves and choose their own toppings, with 
the price measured by weight, allowing school children with only small change to buy 
a treat. And anyone who guesses the correct weight to the gram gets their yoghurt 
free.
Note: In 2017, Yo-get-it had ten stores across four Australian states, as well as 

three stores in China.
Source: Extracts from L Ham, ‘Yo! Boosting the hopes of baby-faced bosses’, The Age, 15 March 2010.

SNAPSHOT QUESTIONS
1. Identify the personal qualities of Scott Bradley and Sean Towner that help 

make their business a success.
2. Outline the research the pair undertook before starting their new business.
3. Explain the risks and challenges faced by Scott Bradley and Sean Towner.

10.5.2 Failure of SMEs
Sometimes enthusiasm and optimism cloud the owner’s vision of reality and poor 
decisions are made. In the real world, success can be hard to achieve. Unfortunately, 
many SMEs end in failure. Although we do not want to dwell on the negative, it is 
important to acknowledge the experiences of many SME owners.

In a sense, it is perhaps too easy to establish a business: there are no interviews, 
no tests to pass and no previous experience required. All that is necessary is a 
payment of $35 to register the business name for one year and even this is not 
required if the business owners trade under their own name. It is not surprising 
then that many businesses end in failure.

A SME is classified as a failure when it is:
(a)  unincorporated and declared bankrupt — a legal process of distributing among 

the creditors the property of a business or person who cannot or will not pay 
their debts

(b)  incorporated and either forced into liquidation or voluntarily closes down 
because it cannot pay its debts and faces a cash flow problem.

SMEs failure rates
Accurate figures are hard to obtain because not all business failures are reported. 
However, statistics collected by the Australian Bureau of Statistics point to an 
alarming trend: one in four businesses will fail within the first year of being 
established. This means that approximately 80 000 Australian small businesses fail 
each year — roughly 219 per day.

Table 10.1 shows the SME failure rates, which are calculated from various 
 government surveys.

Within the first five years of commencement, approximately seven out of every 
ten SMEs will fail. Female-owned businesses have a higher survival rate than those 
operated by men, and businesses jointly operated by both men and women have 

BizFACT
If a business owner decides to cease 
operating because of ill health, the 
loss of a partner or any other personal 
reason not associated with financial 
problems, then the business is not 
described as a ‘failure’.

BizFACT
ASIC found that in 2012/13, 81 per 
cent of businesses that became 
insolvent were small businesses 
employing fewer than 20 people. The 
construction sector was the worst of 
those affected, with 24 per cent of the 
insolvencies coming from that sector.

 Weblink: Yo-get-it

Resources
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TABLE 10.1 SME failure rates from year of establishment

Period from commencement Cumulative total of approximate failure rate (%)

After 1 year 25

2 years 42

3 years 54

4 years 64

5 years 71

FIGURE 10.10 Many SMEs have a short life.

Reasons for SME failure
Small to medium enterprises fail for many reasons. Small to medium enterprise 
failure is not usually caused by one single factor but rather a combination of several 
factors:

BizFACT
According to statistics released by 
ASIC, the primary cause of business 
failure is poor strategic management, 
with 42 per cent of owners reporting 
this. Forty-one per cent of business 
owners also reported that inadequate 
cash flow or high cash use is a driving 
factor; 32 per cent of businesses are 
trading at a loss; and 33 per cent are 
experiencing poor financial control. 
Their analysis also revealed that many 
business owners admitted that they 
are not keeping good records, making 
this another main cause of business 
failure.

• failure to plan
• lack of information
• leadership crisis
• inaccurate record keeping
• failure to delegate
• complacency
• incorrect marketing strategy
• poor location
• lack of financial planning
• negative cash flow
• new competitors
• illness
• supplier problems

• poor use of external support services
• economic downturn
• new taxes
• change in government policy
• insufficient capital
• partnership problems
• lack of management experience
• incorrect pricing policy
• failure to seek advice
• not enough sales
• staff difficulties
• being under-insured.

the highest survival rate of all. The figures in table 10.1 tell a sobering story for 
anyone contemplating establishing a SME: the chances of failure are high. There-
fore, it is absolutely essential to undertake thorough planning so as to minimise the 
risk of business failure.
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Many SMEs start out on a ‘shoestring’ budget. Without sufficient capital — 
undercapitalisation — the business will not be able to purchase stock and mate-
rials. This inevitably results in lost sales. A business in this position faces disaster 
unless alternative finance can be arranged.

When a prospective SME operator fails to develop a business plan, the stage is 
set for imminent failure. Without a detailed business plan, the SME owner has no 
certain goals or directions; there is no blueprint for the business’s future growth.

The most common fault with many SMEs is their lack of adequate financial 
reporting and evaluation.

10.5.3 The effect of changes in the business 
environment on SMEs

BizFACT
Most small business failures are 
caused by factors within the business 
under the control of management. The 
most common causes are managerial 
inexperience and incompetence, 
undercapitalisation and lack of 
planning.

❛ . . . 82.4 per cent 
of business failure is 
largely controllable. ❜

Reasons for business failure

Some statistical research on the reasons why small businesses fail revealed 
interesting results. The following reasons were cited by small business owners as the 
cause of failure:

• 32.1 % — poor management of financial activities
• 14.6 % — lack of management competence or experience
• 12.4 % — inflation and economic conditions
• 12.3 % — poor books and records
• 10.7 % — sales marketing problems
• 9 % — staffing problems
• 6.2 % — union problems
• 2.7 % — failure to use external advice.
Let’s take a look at the above figures and analyse the ramifications. Go back over 

the reasons cited above and determine whether each reason would be considered 
external to the business (i.e. outside the business’s control), or internal (i.e. within the 
business’s control). Add up all the external factor percentages together and then do 
the same for the internal factors.

As you can see, the only two factors that would be considered external are inflation 
and economic conditions, and union problems. If you add these two together, this 
means 18.6 per cent of small business failure can be attributed to external factors. 
What this means is that 82.4 per cent of business failure is largely controllable. This 
is important for business owners to understand in the sense that ultimately their 
own actions and decisions will have a larger effect on the success or failure of their 
business than outside influences.

Fundamentally, this means that in most instances, when businesses are 
experiencing problems, the owners can do something about it. By seeking the right 
help, they may be able to take action to resolve serious issues and ensure the long-
term survival of their business.

SNAPSHOT QUESTIONS
1. Identify the top three reasons cited as the cause of business failure.
2. Classify each of the reasons cited as either being an internal or external 

influence on the business.
3. Analyse what these statistics signify about small business failure.

SNAPSHOT

SUMMARY
• While many people are successful in their business ventures, many others 

unfortunately experience failure.
• The five common ‘keys’ to SME success are:

 – flexibility
 – reputation
 – focus on market niche

 – entrepreneurial abilities
 – access to information.
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• A SME has failed when it is:
 – unincorporated and declared bankrupt
 – incorporated and either forced into liquidation or voluntary cessation.

• SMEs have a high failure rate.
• The most common causes of SME failure are managerial inexperience and 

incompetence, undercapitalisation and lack of planning.

EXERCISE 10.3 REVISION
1 Explain how a SME owner can maximise his or her chances of success by using 

the five ‘keys’ of business success (page 332).

2 Recall what needs to occur for a SME to be classified as a business failure.

3 Account for the high failure rate of small businesses in the first few years of 
operation.

4 Outline the two main reasons for small business failure.

5 Answer the following questions by identifying and then writing out the answer that 
you feel is most appropriate when considering the possible effects of small business 
failure. Share your answers with the rest of the class and discuss any differences.
(a) Effect on the owners

(i) Because most people who go into business know what they are letting 
themselves in for, there will be no adverse effects on the owners.

(ii) There could possibly be some physical effects on the owners.
(b) Effects on staff

(i) Most employees do not mind being retrenched.
(ii) Being retrenched is never easy to accept and there is usually a certain amount 

of stress associated with finding new employment.
(c) Effects on creditors

(i) The high number of SME failures is bound to cause financial hardship to 
creditors.

(ii) Most creditors are large companies and can therefore afford for small 
businesses to go bankrupt without it being too much of a financial drain on 
them.

(d) Effects on consumers
(i) When a SME fails, consumers are not inconvenienced at all because there are 

others to choose from.
(ii) Often customers find themselves not only inconvenienced by SME failures 

but also feel left out in the cold when they attempt to receive some type of 
compensation for their loss.

 6 (a)  Refer to the list of reasons for SME failure on page 334. Prepare a table and 
classify each reason using the categories ‘internal business environment’ or 
‘external business environment’.

(b) Deduce what this table reveals about the reasons for SME failure.

7 ‘A business without a plan is doomed to fail’. Justify this statement.

EXERCISE 10.3 EXTENSION
1 In small groups, create a list of success strategies for SMEs.

2 Most people who start a SME know of the high failure rate and the reasons for 
it. Explain why they do not take steps to protect their business from failure. 
Recommend the steps they should take.

3 Assume the minister for small business establishes a committee to develop a poster 
highlighting the rules for success in small business. Create your poster and display 
it in the classroom.
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