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CHAPTER 1: SMALL BUSINESS: AN OVERVIEW
Teaching Tips

· Use this chapter to begin discussion about differences between large and small businesses. Emphasize the importance of small businesses to our economy.
· Emphasize the symbiotic relationship between large and small businesses.
· Point out that the failure rate of small businesses is difficult to calculate with accuracy, but proper preparation can help prevent students from becoming part of those statistics.

Lecture Notes
Opening Vignette: Skillz Inc. creator Andrew Paradise
Concept Module 1.1: What Is Small Business?
LO 1.1: Describe the characteristics of small business.
A. Small businesses are the drivers of a free enterprise system. If you include sideline businesses with full-time businesses and the self-employed, almost 29 million small businesses exist in the United States. Compare that with only 23,000 businesses with 500 or more employees (see Figure 1.1: Almost All Established Firms Are Small Businesses, 2017).
B. Size Definitions
To be classified as “small,” Small Business Administration (SBA) guidelines vary by NAICS code based on revenue and number of employees (see Table 1.1: Small Business Size Standards). In general, retailers and services with less than $6 million, wholesalers with fewer than 100 employees, and manufacturers with fewer than 500 employees are classified as small.
C. Types of Industries

1. For the purposes of this book, we consider a small business as one that is independently owned and operated; has fewer than 100 employees; and has relatively little impact on its industry.
2. Microbusinesses have fewer than five employees including the owner. These businesses are becoming more impactful on small business ownership.

Concept Check Questions
1. How would you define small business?
Small business is a business that is usually independently owned, operated, and financed, has fewer than 100 employees, and has relatively little impact on its industry.

2. Name a company that seems large but might be classified as small because it has relatively little impact on its industry.

Boston Beer Company is considered a small business even though it has more than 100 employees, has a relatively large sales revenue, and large total value of assets and value of owner’s equity. It has little effect on the overall industry of beer when compared with Coors, Anheuser-Busch, and Miller, so Boston Beer Company can be considered a small business.
3. What are the criteria commonly used to define small business?

The number of employees, sales revenue, total value of assets, and value of owner’s equity.
Concept Module 1.2: Small Businesses in the U.S. Economy
LO 1.2: Explain the role of small business in the U.S. economy.
A. Until the Industrial Revolution, every business in the United States was small. Manufacturing to create economies of scale created huge businesses and whole new industries. Entrepreneurs took a back seat until the late 1950s and early 1960s. The burgeoning of the service and high-tech sectors has made symbiotic relationships between big and small businesses important in the economy of the 21st century.

B. Marketing concept: A paradigm shift in which the business philosophy focuses on discovering what customers want and creating products or services to meet those customer needs.
C. Service sector makes up 81% of total U.S. jobs.
D. President Eisenhower signs the Small Business Act into law.
E. Best strategy is to build businesses from the ground up and support growth of existing businesses.
1. Increased Business Start-Ups: The rate of small business growth has doubled in the past 47 years. In 1970, 264,000 small businesses were started. By 1990, that number grew to 585,000; 574,000 in 2000; 670,800 in 2006; and 403,902 in 2014.

2. Increasing Interest at Colleges and Universities: More than 2,000 colleges/universities offer courses in SBM/ Entrepreneurship. Another 406 house centers for entrepreneurship and business incubators.

Concept Check Questions

1. This module discusses growth of interest in entrepreneurship on campuses, which causes some to wonder if entrepreneurship can be taught or are you born one. What do you think? Why?
Interest in learning skills related to entrepreneurship is growing on campuses because jobs with large corporations are not seen as the stable, lifelong sources of employment they once were. Finding stability in building one’s own business is now a more attractive alternative.
2. Why is the service sector dominated by small businesses?
Service businesses tend to have lower barriers to entry without large capital investment required. Demand is also rising in service industry businesses like employment agencies, real estate, auto dealers, home and garden supplies, and agricultural services--these needs are quickly met by small businesses.
3. How would you show that small business is becoming a more important part of the economy?
Small firms accounted for 63 percent of the net new jobs created between 1993 and mid-2013 (14.3 million of the 22.9 million net new jobs). Nine new businesses are formed for every one that fails. Small businesses create new jobs and new products.

Concept Module 1.3: Work Force Diversity and Small Business Ownership
LO 1.3: Discuss the importance of diversity in the marketplace and the workplace.
A. Trends of an aging population, more minority representation, more attention to abilities than disabilities of workers, and more women entering the work force have changed the way in which our nation and workplace operate.

Reports by the Census Bureau Survey of Business Owners and Bureau of Labor Statistics provide the most current data available—summary findings are included in this section of the text.

B. The Value of Diversity to Business
Example of how Ernest Drew, CEO of Hoechst Celanese, learned how diversity is not important for the sake of diversity, but that diversity is a strength as it relates to problem solving.

Concept Check Questions

1. Is workforce diversity as important to small businesses as it is to big businesses? Why or why not?
This is more of a question based on students building a case for their answer than one based on empirical data or one “correct” answer.
2. From strictly a small business perspective (not social or emotional perspectives), why is diversity important?

As the previous question, students build their perspective and should expect to have their perspective challenged.

3. How might an increase in women-owned small businesses drive change toward more equal pay for equal work in the workforce?

As more and more women become business owners and leaders in business, they will be able to have a greater say and impact on moving the dial toward equality in the workforce between men and women.

Concept Module 1.4: Secrets of Small Business Success
LO 1.4: Identify some of the opportunities available to small businesses.
LO 1.5: Suggest ways to court success in a small business venture.
A. Small businesses have some inherent advantages over their large counterparts--if they define and understand their competitive advantage, remain flexible and innovative, cultivate a close relationship with customers, and strive for quality.

B. Competitive Advantage

A competitive advantage is the (at least) one thing that a business does better than every other business. If a business cannot point to the facet that they do better than everyone else, then why is that business needed?

1. Flexibility: Small businesses are able to change their products in order to react to new and quickly changing markets.

2. Innovation: Entrepreneurs have the economic incentive to create totally new, never been seen before products--product innovation. Larger businesses have more incentive to produce process innovation--making their products/services better incrementally. Creative destruction is the process identified by Joseph Schumpeter in which existing products, processes, and businesses are replaced by new and better ones.

3. Close Relationship to Customers: Small business owners get to know their customers and neighborhoods on a personal level. This fact can translate to better customer service.
C. Getting Started on the Right Foot

Before starting a small business, a potential entrepreneur needs to make sure that he or she has the tools needed for success.
1. Market Size and Definition: Is there a large enough market for your business to support itself and the owner?

2. Gathering Sufficient Capital: Has enough money lined up to survive until a positive cash flow is generated.

3. Finding and Keeping Effective Employees: Maintaining a capable workforce is a never-ending task for small businesses.
4. Getting Accurate Information: Do you, as a small business owner, know everything you need to know before beginning a business?

Issues in Small Business: Lighting the Fuse of Innovation
Encourage discussion on how small business owners can enhance their competitive advantage and develop new and interesting products and services.

Concept Check Questions

1. Why are small businesses more likely than large businesses to be innovative?

Small businesses are more likely to be innovative because large businesses are more concerned with improving their existing products rather than coming up with new ideas and technology for a product that does not yet exist. Large businesses have made huge capital investments to produce their existing products and therefore do not have an economic incentive to make them obsolete.

2. Explain the term creative destruction.

Creative destruction is the replacement of existing products, processes, ideas, and businesses with new and better ones. It is the necessary (but sometimes painful) process of replacing what is old with what is new.

3. Is creative destruction just another economic theory for the foundation of capitalism? Build a case supporting your answer.
Creative destruction is an important foundation of a free market system. Innovative, improved products and processes must replace less efficient ones. Individual companies and people do suffer during times of change, so creative destruction is not always a pretty process.
The question should drive student to consider the “big picture” impact of small business application on economic systems.

4. How can being close to your customers give you a competitive advantage?

If you are close to your customers, you will know when products or services are on target or not. You can get firsthand knowledge of what your customers need and want. If you can satisfy your customers, you will get repeat visits, and they will refer their friends to your business.

5. How would the computer industry be different today if there were no businesses with fewer than 500 employees? Would personal computers exist?

The purpose of this hypothetical question is to help students realize the contributions of small businesses. The businesses that have been instrumental in developing hardware and software for personal computers have been small.

6. This chapter discusses the evolution of small business in the American economy. On the heels of the rapid growth in the popularity of Internet businesses in the late 1990s, the ensuing bust in 2000, and the current trend away from online and toward mobile connectivity, what will be the next stage in small business’s evolution? Is the Internet just another business tool, or will it re-create the way business is done?

The Internet and mobile apps are tools. But they are tools that are still evolving. Students should have some strong opinions on how they will re-create businesses.

Concept Module 1.5: Understanding the Risks of Small Business Ownership
LO 1.6: Name the most common causes of small business failure.
A. The decision to start your own business should be made with a full understanding of the risks involved.

B. What Is Business Failure?

A business failure is one that closes with a financial loss to a creditor or one that is involved in court action such as receivership or reorganization. An NFIB study showed that about 10 percent of businesses closed in less than 1 year. Twenty five percent closed between 1 and 2 years. Another 20 percent closed between 3 and 5 years. Thirteen percent survived for more than 21 years.

C. Causes of Business Failure

The rates of failure vary greatly by industry and are affected by factors such as type of ownership, size of the business, and expertise of the owner. While Figures 1.5 and 1.6 show economic or financial reasons as the most common causes of failure, make the point that less than stellar management can factor into each of those areas.

1. Inadequate Management: By definition, small business owners are generalists, but lack of knowledge or lack of attention to a critical area of running a business often spells failure.
2. Inadequate Financing: Failure can be caused by improper managerial control or shortage of capital (see Figure 1.6: Causes of Small Business Failure Vary Widely).
D. Business Termination versus Failure
A distinction needs to be drawn between business failure and business termination. As previously defined, a failure results in a financial loss to a creditor. A business termination is one that closes for any reason--and there are many.

E. Mistakes Leading to Business Failure
1. This is a discussion about what you should not do when starting a business. Items include not planning, underestimating the hard work required, not hiring employees soon enough, and inaccurately estimating cash flow and capital needs (or not estimating them at all).

2. Businesses do fail and there are risks involved, but a business owner who takes the precautions outlined throughout this book and this course will have a much better chance of survival. Fortunately, U.S. start-ups versus failures shows that more businesses are created than those that fail.
F. Failure Rate Controversy
A “myth that will not die” is the platitude that something like “90 percent of all new businesses fail within one year.” Part of the controversy comes down to the difference between a failure and a termination. A comparison between the business failure rate and divorce rates and college dropout rates is made.

Concept Check Questions
1. The text compares the failure rate for small businesses with the divorce rate in marriage and student failure rate in college. Are these fair comparisons?

Student answers will vary but consider that all three are choices that we can make and involve the risk of significant loss. In all three, you have to work hard, invest a lot of time, and devote the effort needed for success. Preparation, perseverance, and commitment are needed to be successful.

2. Describe four causes of small business failure. How does the quality of management relate to each of these causes?

The four reasons for failure are not planning enough so that your business can get off the ground, not dedicating the right amount of time and effort to the business, not hiring enough or the right employees, and not getting enough money to cover all the costs or asking for too much money. To be a successful manager, you will need to know how to plan for the future, dedicate the amount of time and effort needed, hire enough employees with the right skills, and prepare a budget with a cushion in it for unexpected problems.

3. Describe the techniques that a business with which you are familiar has used to prevent its failure.

Student answers will vary by specific businesses, but the techniques used to have a successful business are flexibility, quality product or service, customer appreciation, and feedback. A good manager must know how to handle and solve problems that arise in a wise and timely manner.

4. Predict the future of small business. In what industries will it be involved? What trends do you foresee? Will the failure rate go up or down? Will the importance of small business increase or decrease by the year 2020?

The question calls for speculation, but the future for small businesses looks promising. As service- and technology-based businesses grow and become larger parts of our economy, small businesses will continue to prosper. Students should be able to note several trends (e.g., downsizing and outsourcing) and speculate about the failure rate.

Experiential Learning Activities: Instructor Notes

1.1: Competitive Advantage and Advantages/Disadvantages

LO 1.4: Identify some of the opportunities available to small businesses.
LO 1.5: Suggest ways to court success in a small business.
As you provide the scenario, emphasize that the answers to Questions 2 and 3 must be in rank order. This will generate additional conversation as students debate the rankings.

Materials Needed

Access to the text

Whiteboard markers
Activity Teaching Notes

Possible answers to Question 1 on competitive advantage:


Utilize relationships with people the friend already knows--include his parent’s friends, church groups, athletic groups, or work groups


Providing additional services like minor landscaping, trash hauling, and so on

Willingness to take on yards that require significantly more hand mowing


Willingness to work for certain demographics, like the elderly who find yard care too strenuous
Possible answers to Question 2 on reasons for owning your own small business:


Flexibility


Be own your own boss


Providing needed service to customers


Keep all the profits
Possible answers to Question 3 on challenges a small business owner must overcome:


Market size is another yard care business that is actually needed in that market


Finding sufficient capital for the needed equipment


Finding all the information needed to begin the small business


Hiring and keeping good employees


Accurate and timely record keeping to include any tax filings needed

1.2: Creative Destruction

LO 1.4: Identify some of the opportunities available to small businesses.
Materials Needed


Markers for the whiteboard
Activity Teaching Notes

Keeping to the initial time limit on the first step in this activity will assist in keeping students focused on the assignment.


This activity should generate great discussion on creative destruction and ideas for innovations in the differing areas. The ideas generated should be plausible but do not necessarily need to be an idea that could be implemented today. For example, under process innovation, the innovation could be for a process or machine that would decrease the time to pick up potatoes out of the field. The actual machine would not need to be identified.

The group/class discussion is the most important part of this activity. The goal is to have students begin to think about ways in which a small business can maintain its competitive advantage due to these innovations.

Chapter Closing Case

Small Business Lessons from the Movies

This case should generate significant discussion as students talk about business lessons they have learned from movies. If time permits, Tucker is an outstanding movie to show to your class. It is based on a true story of an entrepreneur’s vision of improvements that could be made to automobiles and the challenges (financial, legal, political, and others) that he faced.

Discussion Questions
1. What are your personal screen inspirations? What lessons do these or other movies provide in running a small business?
Student answers will vary. Lessons may include examples of perseverance, creativity, or determination.
2. In addition to the movies cited in this case, think of other titles for business lessons such as Risky Business, Pirates of Silicon Valley, and Monsters, Inc. What lessons do they provide?
Risky Business showed enterprising students who started a short-term business (even though it was an illegal one) to get themselves out of trouble. Pirates of Silicon Valley is a very accurate depiction of Steve Jobs and Bill Gates from their very early years through success at Apple and Microsoft. Tucker is the true story of an entrepreneur who had a vision to change the auto industry.
3. What movies portray leaders who think creatively, who keep their heads, who manage communication, and, as for failure, well, that’s just not an option (a line from Apollo 13)?
Student answers may include films such as Braveheart, The Godfather, or even Monsters, Inc.
4. Bearing in mind that the intent of movies is artistic, rather than educational, what movie lessons do you think illustrate the opposite of what a manager should do or say?
Student answers may include movies such as The Devil Wears Prada, Office Space, or Trading Places.
