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Understanding the small business 

 

Some UK statistics to set the scene 

At the start of 2015 there were 5.4 million private sector businesses in the UK and according to BIS 

(the Department for Business, Innovation and Skills), this is an increase of 146,000 since 2014. 

Small businesses accounted for 99% of all these private sector businesses at the start of 2015 and 

nearly all of them were small or medium-sized enterprises (SMEs). 

The total employment in SMEs was 15.6 million which incredibly, equates to 60% of all private sector 

employment in the UK. 

The combined annual turnover of SME’s was £1.8 trillion which is almost half (47%) of all private 

sector turnover in the UK.  The composition of the UK business population is also rather interesting.  

For example, in 2015 there were 1.3 million ‘employing businesses’ which means that 76% of 

businesses did not employ anyone aside from the owner; out of the total 5.4 million private sector 

businesses in the UK, 1.6m are companies, 0.4m are ordinary partnerships and 3.3m are sole 

proprietorships.  2.4 million are registered for VAT or PAYE and the other 3 million are not registered 

for either. 

Perhaps being described as a nation of shop-keepers is more relevant today than we might wish to 

believe! 

What distinguishes small firms from large? 

Professor David Storey in his research of the 1990s1 found that the fundamental characteristic (other 

than size) which distinguishes small firms from large is their higher probability of ceasing to trade. 

Bigger firms, the research found, are more likely to survive the loss of a key customer, have a wider 

range of products and services when sales dip, along with more financial strength, and so can ride 

the ups, downs and demands of market forces. 

As is often the case with research findings you can tend to think that they are self-evident and 

therefore not surprising.  And these findings can appear such.  However the research also uncovered 

that failure rates among small firms were lowest amongst those expressing a desire to grow.  This is 

a distinguishing feature worthy of a little more investigation, as any owner manager will agree that 

growing a business is far from easy or straightforward. 

Growing isn’t easy 

Growing a business is never easy whoever you are or whatever market you are in.  Learning how to 

manage and lead, face complexity and competition, find, retain and motivate staff to share the work 

load, along with continuing to invest in the growth of the business, is a tall order for anyone. 

                                                           
1https://scholar.google.co.uk/citations?view_op=view_citation&hl=en&user=RfrJV5gAAAAJ&citation_for_view
=RfrJV5gAAAAJ:u5HHmVD_uO8C 
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Many business owners can be content to get through the start-up stage and continue to work for 

themselves, generating enough income to provide a living, support their family and be content that 

they have achieved what they set out to do. 

This is what is often referred to as a lifestyle business and they can be seen everywhere in the UK.  

For example, hairdressers, plumbers, joiners, builders, accountants, solicitors, fitness trainers. 

There are others of course who are hugely ambitious and from the very beginning want to build big 

and wish to turn a corner shop into a chain of shops. 

And then there are those who are somewhere in between.  Their scale of ambition is neither to be as 

they started nor to have a chain, but they are looking to get more out of their business. 

Often for the small business there can be a planning vacuum and it has been suggested that as many 

as two thirds of small business owners have no business plan.  Many, have ‘muddled marketing’ 

where the small firm lacks true market focus and operates without a well-defined niche. 

Storey’s research uncovered that the small firms which were growing fastest were the ones which 

had a strategy and plan to grow and the fastest growing achieved these results by focussing on their 

core products and markets and serving a well-defined niche. 

When it comes to growing our business it is always worth asking 3 basic questions: 

1) Where are we now? 

2) Where are we going? 

3) How do we get there?  

This is how we can think our way into a strategy and plan for a business with a future. 

All real business growth and development calls for change whether we like it or not and each 

development phase often requires a different management approach; sometimes strong, sometimes 

consultative management.  Sometimes formal systems and processes while at other times looser 

controls and much more informal collaboration.  However, many owner managed firms try to run 

their growing business in the same way as when they started but this can often lead to frustration 

and stunted growth.  The inability to adapt and develop a management style as the business grows 

can often mean that sustained growth is not possible and the full potential of the business cannot be 

achieved. 

Imbalance in objectives can also inhibit growth.  All too often sales growth is the crucial measure for 

the business without full regard to other key measures such as gross margin, control of costs and 

cash generation. 

All of us who own and manage businesses know that with increased sales comes increased costs and 

sales growth can easily take place at the expense of profit; the busy fool syndrome takes over and 

becomes the norm.  So keeping balanced clear objectives is the way of wisdom! 

Most owner managers work long hours and can be sucked into spending too much of their time in 

day to day operational tasks and interfering with work which they are paying others to do.  Typically 

an owner manager can spend upwards of 90% of time on day to day ops or improving the ops and 

very little on future strategy. 
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However much effort is put into routine tasks the effect on the growth of the business will be 

marginal.  By far the most influential task for the owner manager is to work on future strategy for 

the business and Storey’s research findings indicate that small business owners who concentrate on 

strategy are more likely to have a sustainable business. 

Finance is always a key element when it comes to growth and development of a small business.  

Over many years we have observed that a high proportion of small firms rely on a bank overdraft as 

their means of long term finance. 

It can be argued that this reliance on short term money for long term support can be a reflection of a 

lack of planning, possibly underdeveloped internal financial controls, or perhaps a shallow 

understanding of what cash is actually required to finance the business for growth.  It may also 

indicated ignorance of what funding is on offer or a view that investment capital is always expensive 

and leads to loss of control. 

While growing isn’t easy it is made more possible by having a plan and strategy in place; by keeping 

a balance of objectives and not just measuring the business by sales results; by  adapting the 

management style as the business develops; and by ‘sticking to the knitting’ - concentrating on the 

core market and having a sound financial strategy in place.  Finally every small business needs a 

large dose of positive action every day. 

The power of positive action 

It is undeniable that current trends in encouraging ‘positive thinking’ are helping push us in the right 

direction with regard to how to manage and lead in the small business sector.  We are often told to 

have more positive words and questions in when we communicate, to help change culture in the 

business.  If a business is to experience transformational change it will require, I believe, the ‘power 

of positive action’ because it is positive actions which make the most impact in the growth and 

development of a business.  And it takes massive action every day to change and grow a business.   

Do you know of the formula, (MA = MR   (Massive Action = Massive Result)) – simplistic perhaps, but it does 

sow the seed for the power of positive action.  Michelangelo is quoted as saying “The greatest 

danger for most of us lies not in setting our aim too high and falling short, but in setting our aim too 

low and achieving our mark.”  Our formula MA = MR, underlines the age old principle that we get 

out what we put in and if we aim low, we will reach it.  Doing a ‘good job’ is the minimum 

expectation in today’s marketplace because there is always an alternative for the client or customer. 

There is another stage of development, another level we can achieve.  What is it?  It is going higher 

than good.  It’s doing a brilliant job.  Achieving a brilliant standard is something which we have to 

step up to; a choice to be made every day in business.  And if David Brailsford (the British Cycling 

Performance Director) is correct in why the British Cycling team have been so successful in recent 

years it is down to this:  “success is down to the aggregation of marginal gains.” 

He was saying that the focus, effort and energy which went into being brilliant was an accumulation 

of small improvements which all added up in the end to an Olympic Gold.  What an illustration and 

example of the power of positive action! 

It reminds me of the concept of compound interest which is where interest is added back to the 

principal sum so that interest is earned on that added interest during the next compounding period. 
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The formula used to calculate standard compound interest is2: 

M = P( 1 + i )n 

M is the final amount you repay at the end of the loan. 

P is the principal amount you borrow. 

I is the annual rate of interest. 

n is the number of years you borrow/invest over. 

I think “success is down to the aggregation of marginal gains” is much easier to carry around on a 

day to day basis as we all try to win our business gold! 
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2 http://www.thecalculatorsite.com/articles/finance/what-is-compound-interest.php 
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