Topic C04: SMEs                                               Student Worksheet p.14 

BAFS Compulsory Part – Basics of Management

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

Browse Trade and Industry Department (TID) website and answer questions 1-6.

https://www.success.tid.gov.hk/english/aboutus/sme/service_detail_6863.html
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 

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 

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

C.
approximately 500,000

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

A.
60%

B.
80%

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

A.
1.2 million
B.
1.8 million

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

A.
Stock market

B.
Bond market

C.
Owner’s fund
Activity 1: Matching Game
Small versus Large Businesses
Work in pairs. Cut out the sets of matching cards on the next two pages. Distinguish the key features of small and large businesses according to the following aspects.  
	Key Features
	Small Business
	Large Business

	1. Form of ownership
	
	

	2. Source of capital
	
	

	3. Management
	
	

	4. Organisation structure
	
	

	5. Number of employees
	
	

	6. Decision making
	
	

	7. Corporate culture
	
	

	8. Market share
	
	

	9. Market segment
	
	

	10. Line of business
	
	

	11. Customer relationship
	
	

	12. Production
	
	


Matching Cards

	Family-like

corporate culture
	Limited market share

	More distant from customers and sometimes react slowly to the changes in the market
	Capital is raised 

from shareholders

	Usually managed by owner(s)
	Managed by 

professional managers

	Simple organisation 
structure
	Achieve 

economies of scale easily

	Have difficulties in achieving
economies of scale
	May dominate the market as a market leader

	Fewer number

of employees
	Formal and complex organisation structure

	Mostly limited company
	Quicker and more flexible 

decision making

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

	Specialise in 

one or a few products
	Sole proprietorship, partnership or limited company

	May have many diversified lines of businesses
	Closer contact with customers and react quickly to the changes in the market

	Capital is mainly from owner(s), self-financed
	More number 

of employees

	Well defined

corporate culture
	Slower decision making.

Decisions are made through formal procedures


Homework 1: Pandemic Outbreak
Due to coronavirus disease 2019 (COVID-19) pandemic, the public minimised outings and social activities so as to prevent the spread of virus in the community. Some enterprises arranged their employees to work from home. This not only directly affected industries like retail, tourism and catering, but caused widespread impacts on business operations of enterprises, exerting immense pressure on the economic development of Hong Kong.

According to the provisional statistics of the Census and Statistics Department on retail sales in February 2020, COVID-19 pandemic caused a heavy blow to the tourism- and consumption-related activities. For the first two months of 2020, the provisional estimate of the total retail sales decreased by 33.9% in volume. Besides, the business environment of retail trade will remain extremely austere in the short term, as the COVID-19 pandemic has halted inbound tourism and severely weakened local consumption demand. 

Source of information: 
(i) Consolidated from local media reports
(ii) Census and Statistics Department Press release (31 Mar 2020) Provisional statistics of retail sales for February 2020 https://www.censtatd.gov.hk/press_release/pressReleaseDetail.jsp?charsetID=1&pressRID=4630
Required:
Based on the above information, analyse the operating difficulties faced by small and medium enterprises (SMEs) during the epidemic with reference to the following characteristics of SMEs.
1. Limited capital
2. Managed by owner(s)
3. Flexible decision making
4. Serve narrow/small market
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

	· 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.
	


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

	· 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
	


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

	· 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.  
	


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

	· SMEs tend 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.
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  Activity 2: Group Discussion

Discuss the importance of SMEs to Hong Kong economy. List your ideas in the space below.
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  Activity 3: Case Study
RockCat Games Limited
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	Thomas Tse is the founder of RockCat Games Limited, a mobile phone games developer in Hong Kong with 10 employees. During a recent interview by a magazine, he made the following comments about the development of his company.   
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Identify and list the difficulties that RockCat Games Limited encounters. 

Identify one importance of entrepreneurship in business development that Thomas has demonstrated.
If RockCat Games Limited expands to the European market, with reference to cultural and economic factors, what should they consider when selling their products overseas?
“I started RockCat with a friend in 2003. We only had limited capital from our own savings and loan from relatives.”





“We launched our first game in 2004. Fortunately, it was well recognised by the market. We decided to expand our business but we didn’t have extra capital.”  





“Mobile phone game technology is not complicated; therefore, our market growth attracted many new entrants, including big players from Japan and South Korea. In order to survive, we have to be innovative with our products. However, as a small firm, it is difficult to attract and retain good people to work for us.”    








“We are planning to hire 10 more software developers in our team. With the growth of our company, I have to spend sufficient time on running the company. As an IT person, I am not completely comfortable with handling management related functions such as finance, human resources, sales, administration, etc.” 





“After 5 years of development, our brand is established in the Asian market. Now, we wish to expand to the European market, but we are lacking the experience and expertise to promote and market our products to Europeans!”








PAGE  


BAFS Learning and Teaching Example

Updated in 2022

