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BAFS Compulsory Part – Basics of Management

Topic C04: Small and Medium Enterprises (SMEs)
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Pre-study Activity

1)
A manufacturing firm would be classified as a small and medium enterprise (SME) if the number of staff is fewer than: 

A.
100 

B.
150 









Answer: A
C.
200 
2) A non-manufacturing firm would be classified as a SME if the number of staff is fewer than:
A.
50 

B.
100










Answer: A
C.
150 
3) How many SMEs are there in Hong Kong in the first quarter of 2021?

A.
approximately 200,000

B.
approximately 340,000






Answer: B
C.
approximately 500,000

4) What is the percentage of enterprises that are SMEs? 

A.
60%

B.
80% 









Answer: C
C.
98%
5) How many people are employed by SMEs?

A.
1.2 million
B.
1.8 million 








Answer: A
C.
2.4 million
6) What is the most common source of finance for SMEs?

A.
Stock market

B.
Bond market 








Answer: C
C.
Owner’s fund
Activity 1: Matching Game
Small versus Large Businesses
	Key Features
	Small Business
	Large Business

	1. Form of ownership
	Sole proprietorship, Partnership or Limited Company
	Mostly limited company

	2. Source of capital
	Capital is mainly from owner(s), self-financed
	Capital is raised from shareholders  

	3. Management
	Usually managed by owner(s) 
	Managed by 
professional managers 

	4. Organisation structure
	Simple organisation structure
	Formal and complex organisation structure

	5. Number of employees
	Fewer number of
employees
	More number of 
employees

	6. Decision making
	Quicker and more flexible decision making
	Slower decision making.

Decisions are made through formal procedures 

	7. Corporate culture
	Family-like 
corporate culture
	Well defined corporate culture

	8. Market share
	Limited market share 
	May dominate the market as a market leader

	9. Market segment
	Focus on certain
market segment(s) only
	Serve more than one or all segments of the market

	10. Line of business
	Specialise in one or a
few products
	May have many diversified lines of businesses

	11. Customer relationship
	Closer contact with
customers and react quickly to the changes in the market 
	More distant from customers and sometimes react slowly to the changes in the market

	12. Production
	Have difficulties in achieving economies of scale
	Achieve economies of scale easily


Homework 1: Pandemic Outbreak
1. Limited capital

(How can SMEs raise capital? What are their limitations?)

	Think about the business situation (illustration)
	Operating difficulties faced by SMEs during the epidemic (suggested answer)

	· As SMEs are small in scale, they face problems in obtaining loans from financial institutions, hence, the sources of capital are limited and mainly from the owner’s contributions with limited amount.
	· Many enterprises’ sales volume dropped sharply. This led to business loss, a decrease in cash flow, poor liquidity level and higher risk of bankruptcy.

· In order to maintain business operations, the entreprises needed to :

· choose between cost control and employee retention.

· borrow from banks but that might incur high debt risks, such as excessive interest charges.
· In the course of business, any parties (e.g. manufacturers, suppliers, consumers) having financial problems would have further impact on the enterprise’s liquidity.



2. Managed by owner(s)

(Who is managing the enterprise? How work is allocated? Can the enterprise afford to hire management expertise/ professionals under the current financial position?)

	Think about the business situation (illustration)
	Operating difficulties faced by SMEs during the epidemic (suggested answer)

	· An enterprise operates on a small scale with limited number of employees and a simple organisation structure.
· Division of labour is limited. The owner needs to play multiple roles.

· Lack of management expertise
	· An enterprise with a simple organisation structure and limited available manpower faced difficulty in dealing with additional work caused by the epidemic, e.g. strengthened cleaning and disinfection work, checking body temperature. Some small-sized enterprises hired short-term employees to handle the additional work incurred (e.g. cleaning, food delivery, food packaging).

· The owner might not have the required management knowledge and skills to solve the management problems brought by the epidemic, e.g. cutting labour costs without violating the Employment Ordinance.



3. Flexible decision making

(What are the main features of entrepreneurship? What problems will an enterprise face when pursuing innovation approach in business during the epidemic?)

	Think about the business situation (illustration)
	Operating difficulties faced by SMEs during the epidemic (suggested answer)

	· Leaders of SMEs innovate and create changes through entrepreneurship. They are also flexible in making decisions to bring innovative products/services to the market, e.g. develop on-line business to expand sales, provide personalized products/ services.  
	· Consumers had significantly increased their awareness of personal and public hygiene during the epidemic, and most of them stayed home and engaged more in online activities and consumption. This has brought challenges to the existing modes of operation in various business sectors, especially the retail and service industries.



4. Serve narrow/small market

(What are the characteristics of the markets that SMEs serve? What limitations on business operations will be caused?)

	Think about the business situation (illustration)
	Operating difficulties faced by SMEs during the epidemic (suggested answer)

	· SMEs tends to serve narrow/small market where customers’ needs are not satisfied by large corporations.  As the market size is small, economy of scale cannot be achieved. Besides, SMEs face keen competition. All these impose pressure on costs and sales to the enterprises.
	· Under the epidemic, people minimised social activities. Many SMEs faced huge drop in sales and difficulties in settling the daily operating expenses (rent, salaries, etc.). The company might end up with layoffs or even bankruptcy.



[image: image2.png]


  Activity 2: Group Discussion

Suggested answer:
Promote economic growth - In Hong Kong and other countries, SMEs (although definition may vary) play an important role in the economy. SMEs in Hong Kong represent 98% of all business establishments.
Create jobs - As at March 2021, there are about 340,000 SMEs in Hong Kong. They hire 1.2 million people which is 45% of employment in the private sector. 
Promote entrepreneurship - Many entrepreneurs start their business in the form of SMEs.  
Encourage innovation – SMEs introduce new products and services to customers and encourage innovation. According to the European Intellectual Property Office (EUIPO), SMEs represent 99 % of all companies in the European Union (EU). 
Provide support to large firms – Many large corporations outsource some of their work processes to SMEs.
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  Activity 3: Case Study
Suggested answer: 
Problems and difficulties faced by RockCat:
· Limited capital – RockCat only has limited capital and it is also difficult or costly for them to borrow money. It may not have enough resources to attract or retain good staff, to provide sufficient training and development for their employees, to upgrade/further innovate games or to develop new games. Consequently, it may affect the business growth/expansion of RockCat as planned.
· Lack of expertise – Thomas Tse has to take care of different management functions that he may not have the required skills or expertise. RockCat may also lack experience, expertise and resource to promote and market their products.
· Keen competition – The company is facing competition from large businesses. RockCat does not have a strong market position in terms of competition.
Importance of entrepreneurship in business development:
· Encourage innovation - Entrepreneurs introduce new products and services to customers and encourage innovation.
· Promote economic growth - Entrepreneurs help the development of start-up in Hong Kong that can result in increasing job opportunities and productivity, as well as enhancing the economic growth. 
Factors affecting business decisions
· Cultural factor - RockCat needs to know the taste, preference, beliefs and values of customers in Europe. They need to know the types of games that customers in Europe like most and what marketing strategies are effective.
· Economic factor – RockCat needs to know the price level in Europe and set the price for its products. The price needs to be affordable by customers in Europe, but at the same time profitable for RockCat.
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