Small Firms

Small firms are firms, which are small in their size compared to a normal Firm. They still survive within the market, which consists of large and powerful firms, which are hard to compete with. The society and the market need small firms as they produce goods and services that large firms don’t produce such as a barbershop or a hairdresser.

The definition of a small firm varies.  In the UK the Department of Trade has the following definitions:

· Micro- employs up to nine people

· Small – employs ten to ninety –nine people

· Medium- employs one hundred to four hundred and ninety –nine people

Other official definitions of small us a turnover of less than £1m or 

£ 500,000  as well as fewer than 200 or 500 employees.

These small firms provide a major contribution to the GDP of a country leading to economic growth, as they are small in size but large in number. They exist where a personal service is needed. Large firms may not be satisfied with uneconomical projects or activities and with the amount of profit gained by performing a local government project so it passes that to small firms which might find that amount of profit satisfying comparing it with the size of the firm and the costs of it.

Small firms act as the emerging of a large firm as growth of the firm would be a major objective of a business. Therefore the government encourages these firms and tries to minimize their costs as they represent an increase in the GDP and economic growth.  

Some small firms remain as they are, since the owner of that particular business does not want to face the dangers and risks of emerging into a larger business. The government provides subsides and tax exemptions to theses firms as these firms try to reduce one of the macroeconomic problems that are the high rate of unemployment.

Why do governments like small firms?

· Innovative

· Create jobs

· Fill niches

· Provide competition for larger firms

· Sell abroad, increasing exports

  Small firms still survive for several reasons such as:

1. Professional and specialists services or products, for example Accountants, solicitors, racing cars where demand is limited or local.

2. Sub-contracting, or making components for large firms. Many small firms produce goods for other large firms or provide with raw materials.

3. They provide personal services such as hairdressing, plumbing, and window cleaning these services can be easily supplied by small firms rather than large firms.

4. Limited markets, for example corner shops provide a local service.

5. Banding together, to achieve economies of scale.

6. Being one’s own boss. Some entrepreneurs may accept smaller profits in-

order to enjoy the satisfaction of working for themselves.

7. Government assistance or advice and subsidies are offered to lower the cost of theses firms and establish them more easily.

8. They create jobs, which contributes to the economy of the country.

9. Close contacts with their customers will help them to retain their customers and this will in turn leads to increase brand loyalty.

Small firms also have some advantages even though they are small in size:

1. They provide jobs to the unemployed within the economy.

2. They can often grow into very large and important businesses

3. They provide more choices for the consumers and competition for larger firms.

4. They are often managed in a very adaptable way. The owner is often in close contact with the customer and can quickly adapt the firm’s goods and services to meet consumer needs.

5. Many small firms operate in rural areas where unemployment would otherwise be very high.

There are also some problems faced by small firms, which may prevent growth or even threaten their existence:

1. Lack of the managerial experience as the capital of small businesses prevents the owner of the business in employing excellent managers to manage the business.

2. Inability to afford professional help.

3. Lack of financial support as the capital is limited.

4. Small firms face high level of competition.

5. They are unable to survive if there is a recession in the economy

6. Government bureaucracy and the complexity of the legislations.

7. Impact of government monetary and fiscal policy.

