Chapter Two

Small Business

	Chapter Objectives

After learning this chapter, students should be able to;

· Define  business, small business, industry , small scale industry and business idea
· Explain the  advantage of SB, problems  of SB in Ethiopia contexts

· Explain the socio-political and economical aspects of SB

· Identify factors that impedes SB to fail


2.1 What is business?
A business can be defined as an organization that provides goods and services to others who want or need them. When many people think of business careers, they often think of jobs in large wealthy corporations. Many business-related careers, however, exist in small businesses, none for profit organizations, government agencies, and educational settings. Furthermore, you don't need a degree in business to obtain many of these positions. A small business is a business that is privately owned and operated, with a small number of employees and relatively low volume of sales. Small businesses are normally privately owned corporations, partnerships, or sole proprietorships. The legal definition of "small" varies by country and by industry, ranging from fewer than 15 employees under Fair Work Act 2009, 50 employees in the European Union, and fewer than 500 employees to qualify for many U.S. Small Business Administration programs. Small businesses can also be classified according to other methods such as sales, assets, or net profits. Small businesses are common in many countries, depending on the economic system in operation. Typical examples include: convenience stores, other small shops (such as a bakery or delicatessen), hairdressers, tradesmen, lawyers, accountants, restaurants, guest houses, photographers, small-scale manufacturing etc.
Bases of defining SMEs in various countries

	Country
	Category of Industry
	Criterion

	Ethiopia
	· Micro Enterprise
	· Investment paid up capital not exceeding USD 2,300



	
	· SE
	· Investment paid up capital USD 2,300-5,747

	USA
	· Very small

· Small

· Medium
	· <20 employees

· 20-99 employees

· 100-499 employees

	France
	· SME
	· 10-499 employees


Advantages of Going into Small Business
A small business can be started at a very low cost and on a part-time basis. Adapting to change is crucial in business and particularly small business; not being tied to any bureaucratic inertia, it is typically easier to respond to the marketplace quickly. Small business proprietors tend to be intimate with their customers and clients which results in greater accountability and maturity. In general, the following are the most commonly cited advantages:
1. Independence:   Freedom to operate independently is a reward for small business owners. In addition, many people desire to make their own decisions, take their own risks, and reap the rewards of their efforts. Small business owners have the satisfaction of making their own decisions within the constraints imposed by economic and other environmental factors. However, entrepreneurs have to work very long hours and understand that ultimately their customers are their bosses.

2. Financial opportunity: Another major reason for going into business for oneself is financial opportunity. Many small business owners make more money running their own company than they would be working for someone else.

3. Community Service: Sometimes an individual will realize that a particular good or service is not available. If the person has reason to believe the public will pay for such output, he or she will start a company to provide it.

4. Job Security:  When one owns a business, job security is ensured. The individual can work as long as   he or she wants; no mandatory retirement exists.

5. Family employment: another advantage is the opportunity to provide family member with a place of employment. This has several benefits. 

  2.2 Economic, Social and Political Aspects of Small Business Enterprise
Small businesses have a vital role to play in the Ethiopian economy. Small businesses need a strong support from the government and the society on grounds of the following socio-economic and political benefits they provide.

1. Equitable income distribution or improved standard of living

The objective of the incumbent Ethiopian government is to ensure an economic system where there is decentralization of economic power and equitable distribution of wealth. The benefits of economic growth should be shared by as many people as possible and should also provide better quality of life by enhancing the general standard of living of the people. 

2. Inadequate financial resources and vast human resources

Ethiopia, like any other developing and developed country, lacks financial resources (capital) but has abundant human resources. This lack of finance has lead to state where there is high unemployment. A better alternative to mitigate this situation is to encourage the establishment of small and micro enterprises. Small enterprises are requiring less capital to establish and at the same time they generate more employment according to the capital invested.

3. Rectifying regional imbalance/rural /urban divide

A country would be having some regions, mostly urban regions, which are very much developed than other areas, especially rural areas. This leads to disparity among these regions, and the well developed regions, in turn, will face problems like high migration. This high migration puts high severe stress on the existing infrastructure and would lead to poor performance in supplying civic services adequately to people. The establishment of many small enterprises in rural areas, particularly agro-industry will help the nation reduce migration of people and avoid stress on civic system by providing employment within their region.

4. Generation of foreign hard currency

From the experience of several developing and developed country, it could be said that small enterprises play a big role in exports than the large exports. Small businesses in Ethiopia have also been playing undeniable role by generating foreign currency.
2.3 Small Business Failure Factors

Studies have indicated that there are common reasons for new business ventures to fail. These causes of small business failure may include:
1. Choosing a business that isn't very profitable.  Even though you generate lots of activity, the profits never materialize to the extent necessary to sustain an on-going company.

2. Inadequate cash reserves. If you don't have enough cash to carry out through the first six months or so before the business starts making money, your prospects for success may not be good. Consider both business and personal living expenses when determining how much cash you will need.

3. Failure to clearly define and understand your market, your customers, and your customers' buying habits. Who are your customers? You should be able to clearly identify them in one or two sentences. How are you going to reach them? Is your product or service seasonal? What will you do in the off-season? How loyal are your potential customers to their current supplier? Do customers keep coming back or do they just purchase from you one time? Does it take a long time to close a sale or are your customers more driven by impulse buying?

4. Failure to price your product or service correctly. You must clearly define your pricing strategy. You can be the cheapest or you can be the best, but if you try to do both, you'll fail.

5. Failure to adequately anticipate cash flow. When you are just starting out, suppliers require quick payment for inventory. If you sell your products on credit, the time between making the sale and getting paid can be months. This two-way tug at your cash can pull you down if you fail to plan for it.

6. Failure to anticipate or react to competition, technology, or other changes in the marketplace. It is dangerous to assume that what you have done in the past will always work. Challenge the factors that led to your success. Do you still do things the same way despite new market demands and changing times? What is your competition doing differently? What new technology is available? Be open to new ideas and experiment. Those who fail to do this end up becoming pawns to those who do.

7. Overgeneralization. Trying to do everything for everyone is a sure road to ruin. Spreading yourself too thin diminishes quality. The market pays excellent rewards for excellent results, average rewards for average results, and below average rewards for below average results.

8. Overdependence on a single customer. At first, it looks great. But then you realize you are at their mercy. Whenever you have one customer so big that losing them would mean closing up shop, watch out. Having a large base of small customers is much preferred. 

9. Uncontrolled growth. Slow and steady wins every time. Dependable, predictable growth is vastly superior to spurts and jumps in volume. It's hard to believe that too much business can destroy you. Going after all the business you can get drains your cash and actually reduces overall profitability. You may incur significant up-front costs to finance large inventories to meet new customer demand. Don't leverage yourself so far that if the economy stumbles, you'll be unable to pay back your loans. When you go after it all, you usually become less selective about customers and products, both of which drain profits from your company.

10. Believing you can do everything yourself. One of the biggest challenges for entrepreneurs is to let go. Let go of the attitude that you must have hands-on control of all aspects of your business. Let go of the belief that only you can make decisions. Concentrate on the most important problems or issues facing your company. Let others help you out. Give your people responsibility and authority.

11. Putting up with inadequate management. A common problem faced by Successful companies is growing beyond management resources or skills. As the company grows, you may surpass certain individuals' ability to manage and plan. If a change becomes necessary, don't lower your standards just to fill vacant positions or to accommodate someone within your organization. Decide on the skills necessary for the position and insist the individual has them.

Success in business is never automatic. It isn't strictly based on luck - although a little never hurts. It depends primarily on the owner's foresight and organization. Even then, of course, there are no guarantees.
2.4 Problems in Ethiopia Small Business  
Small scale industries have not been able to contribute substantially as needed to the economic development particularly because of financial, production, and marketing problems. These problems still major handicaps to their development. Lack of adequate finance and credit has always been a major problem of Ethiopian small business. Small-scale units do not have easy access to the capital market because they mostly organized on proprietary partnership basis and are of very small size. They do not have access to industrial sources of finance partly because of their size and partly because of the fact that their surpluses which can be utilized to repay loans are negligible. Small-scale industries find it difficult to get raw materials of good quality and at cheaper rates in the field of production. 

2.5 Setting a Small Business  
Steps for Setting up the Entrepreneurial Venture 

Once an individual decides to take up entrepreneurship as a career path, to be a job provider instead of a job seeker, s/he has to establish an enterprise. However, setting up of a small new enterprise is a very challenging as well as a rewarding task. Several problems are involved in this task. It is extremely important to take utmost care in identifying the product or service to be launched by the entrepreneur; otherwise it might prove to be a costly mistake. After tentatively identifying four to five ideas, s/he should go in for detailed assessment and feasibility study. This will help the entrepreneur to crystallize one idea in an objective and systematic manner, which will greatly enhance his/ her chances of success.

The entrepreneurial process of launching a new venture can be divided into three key stages of: Discovery; Evaluation; and Implementation. These can be further sub-divided into seven steps as shown below:
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Discovery: The first stage of discovery is to identify opportunities that may form the basis of an entrepreneurial venture. It requires creative thinking to identify issues that can benefit from an entrepreneurial vision. This stage can be divided into two steps: 
Step 1: Discovering your entrepreneurial potential - the first step is to know more about your personal resources and attributes through some self-evaluation– what will you bring to the venture? What are your strengths and challenges? These will affect the type of venture you choose. 

Step 2: Identifying a problem and potential solution – a new venture has to solve a problem and meet a genuine need.

Evaluation: By the end of first stage of discovery, you should have selected an idea worthy of further detailed investigation. The next stage evaluates if this all adds up to a feasible business in two further steps: 

Step 3: Evaluating the idea as a business opportunity– find out information about the 
 market need. Is the solution to this problem really wanted by enough customers? Investigate the feasibility of the proposed solution (technically, economically, socially, and legally). 

Step 4: Investigating and gathering the resources – How will the product/service get to market? How will it make money? What resources are required?

Exploitation: By the end of the second stage of evaluation, you should have identified an opportunity that has reasonable prospects of success, and analyzed what is required to launch it.  The next stage is to make the final preparations and launch it into the market. It can be developed in three further steps:  

Step 5: Forming the enterprise to create value – set up a business entity and protect any intellectual property. Get ready to launch the venture in a way that minimizes risk and maximizes returns.

Step 6: Implementing the entrepreneurial strategy – activate the marketing, operating, and financial plans. 

Step 7: Planning the future – look ahead and visualize where you want to go.

Definition of Industry and Small Scale Industry

What is Industry?

An industry is an institution where raw material is purchased from suppliers, converted into a finished product, using machinery, labor and sold to buyers. Conversion of raw material means changing the size, shape, chemical properties, and assembling different parts. An industry is able to carry out the functions of buying, manufacturing and selling its product with the use of an organization, an organization being a collection of people with of different skills, who coordinate the various functions involved. It is a basic category of business activity. The term industry is sometimes used to describe a very precise business activity (e.g. semiconductors) or a more generic business activity (e.g. consumer durables). If a company participates in multiple business activities, it is usually considered to be in the industry in which most of its revenues are derived.

Small Scale Industry
Small scale industries have been defined as industrial units engaged in manufacturing/preservation activities or repairing/servicing operations not exceeding approximately Br. 1,000,000.
Characteristics of Small-scale Industries

1. Closely held: - the unit is generally a one-man show. Even if the unit is run by a partnership concern/company, the activities are mainly carried out by one of the partners/directors and the others are merely sleeping partners who generally assist in providing finance.
2. Personal character: - there is close personal contact/supervision of all activities, say purchase, production, labor, and sale of products. 
3. Limited scale of operation: - has a lesser gestation (development) period.  Small scale unit has a limited share of a given market. The size of the firm in the industry is small. 
4. Indigenous resources: - Small scale industries can be easily located any where subject to availability of raw materials, labor, finance, etc. small scale units use local resources.
5. Labor intensive:-they are generally more labor oriented with comparatively smaller capital investment than the larger units. 

6. Local area of operation: - the operations of a small scale unit are generally localized. However, market for its products need not be local. It may cater to local and regional demands or its products may even be exported.

7. Simple organization: - A small business unit has few or no layers of management. Division of labor or specialization is low and the resources are limited. 
Relationship between Small and Large Units

	Small Scale Units
	Large Scale Units

	· Personal character
	· Impersonal

	· Local area of operation
	· Wide area

	· Labor intensive
	· Capital intensive

	· Small fixed investment
	· Large investment

	· Decentralized location
	· Centralized location

	· Independent management
	· Divorce between ownership and management

	· Proprietorship and partnership
	· Joint stock company

	· Small uneconomic size
	· Large economic size

	· Unorganized labor
	· Organized labor

	· Limited scope for expansion
	· Greater scope for expansion


Business idea

 A business idea is a concept which can be used for commercial purposes. Business ideas are all around you. Some business ideas come from a careful analysis of market trends and consumer needs; others come from serendipity. If you are interested in starting a business, but don't know what product or service you might sell, exploring these ways of getting business ideas flowing will help you choose.

Sources of Business Idea
1) Examine your own skill set for business ideas. Do you have a talent or proven track record that could become the basis of a profitable business? To find a viable business idea, ask yourself, "What have I done? What can I do? Will people be willing to pay for my products or services?"

2) Keep up with current events and be ready to take advantage of business opportunities.
If you read or watch the news regularly with the conscious intent of finding business ideas, you'll be amazed at how many business opportunities your brain generates. Keeping up with current events will help you identify market trends, new fads, industry news - and sometimes just new ideas that have business possibilities.

3) Invent a new product or service.
Think back 30 years ago. Was there a huge demand for anti-virus software, Internet Service Providers, or desktop computers? No! The key to coming up with business ideas for a new product or service is to identify a market need that's not being met. The clamor for ever-increasing security, for instance, has led to an explosion of new security products and services, ranging from iris-recognition machines through home security services.

Look around and ask yourself, "How this situation could be improved?" Ask people about additional services that they'd like to see. Focus on a particular target market and brainstorm business ideas for services that group would be interested in

4) Add value to an existing product.
The difference between raw wood and finished lumber is a good example of putting a product through an additional process which increases its value, but additional processes are not the only way value can be added. You might also add services, or combine the product with other products. For instance, a local farm which sells produce also offers a vegetable delivery service; for a fee, consumers can have a box of fresh vegetables delivered to their door each week.

What business ideas can you develop along these lines? Focus on what products you might buy and what you might do to them or with them to create a profitable business.

5) Investigate other markets.
Some business ideas aren't suited to local consumption - but appeal greatly to a foreign market. Finding out about other cultures and investigating other market opportunities is an excellent way to find business ideas.
6) Improve an existing product or service.
There are very few products (or services) that can't be improved. Start generating business ideas by looking at the products and services you use and brainstorming ideas as to how they could be better.

7) Get on the bandwagon.
Sometimes markets surge for no apparent reason; masses of people suddenly "want" something, and the resulting demand can't be immediately met. For example, during the SARS epidemic, there was an insatiable demand for facial masks in several countries - and many entrepreneurs capitalized on this business idea.

A "bandwagon effect" is also created by larger social trends. There is much more of a demand for home-care services for the elderly than is currently being supplied. And the trend for pets to be treated as family members continues, creating demand for all kinds of pet-related services that didn't exist even ten years ago.

Look at existing businesses and the products and services they offer and determine if there's a need for more of those products or services. If there is, develop business ideas to fit the market gap.

	Activities

1. SBs are highly labor intensive and less capital intensive. Explain the statement detail and compared to developed countries and developing countries focuses on the expansion of SB, so why developing counties focus on such businesses than developed countries. Explain by taking two countries.

2. Explain how SB can promote the economical, political and social development of a particular country by taking one example.
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