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and Small Business  
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 Entrepreneurs create a business or product and 
manage their resources and take risks to gain a profit. 

 Entrepreneurship is the process of creating and 
managing a business to achieve desired objectives.  

 A small business is one that is not dominant in its 
competitive area and does not employ more than 500 
people.  

The Nature of Entrepreneurship and 
Small Business  
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 Small businesses are vital to the soundness of the 
American economy because they fuel  
◦ Job creation—Two-thirds of net new jobs are created every 

year by small businesses, and they contribute approximately 
half of annual GDP. 

◦ Innovation—A strength of small businesses is their ability to 
innovate, bring significant changes and benefits to customers, 
and stimulate the economy. 

◦ Opportunities for minorities and women—These 
opportunities are sometimes unavailable in larger firms 
because of prejudice and other factors.  

The Role of Small Business in the American 
Economy  
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 Small businesses are found in nearly every industry, 
but retailing, wholesaling, services, and manufacturing 
are especially attractive to entrepreneurs because 
they: 
◦ Are relatively easy to enter  

◦ Require low initial financing 

◦ Provide an opportunity to focus on a specific group of 
consumers 

◦ May experience less heavy competition 

 While, traditionally, small businesses have been 
strongest in low-technology areas, they are now 
moving into the high-technology area at a rapid pace. 

Industries That Attract Small Business  
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 Small businesses often succeed because of their 
owners’: 
◦ Vision, hard work, and long hours 

◦ Desire for independence and autonomy 

◦ Ability to pinpoint market opportunities overlooked by other 
firms 

◦ Flexibility, innovativeness, and rapid decision making 

◦ Willingness to do their homework in reviewing alternatives 
and capitalizing on discoveries 

Reasons for Small-Business Success 
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 Small businesses fail for many reasons:  
◦ Undercapitalization 

◦ Management inexperience or incompetence 

◦ Inability to manage growth 

◦ Poor business concepts 

◦ High stress 

◦ Neglect 

◦ Disproportionate burdens imposed by government regulation 

◦ Vulnerability to competition from larger companies 

◦ Insufficient funds to withstand slow sales 

Causes of Small-Business Failure 

© 2015 YOLO Learning Solutions  



 To start a business, an entrepreneur must  
◦ Have an idea 

◦ Devise a business plan to guide planning and development  

◦ Decide about the form of ownership 

◦ Determine the financial resources needed 

◦ Decide whether to buy an existing business, start a new one, 
or buy a franchise 

The Business Plan  
 A business plan is a meticulous statement of the 

rationale for the business and a step-by-step 
explanation of how it will achieve its goals.  

Starting a Small Business 
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 There are three legal form of business ownership: 
◦ Sole proprietorships—Businesses owned and managed by one 

individual and the most popular form of business organization 

◦ Partnerships—An association of two or more persons who 
carry on as co-owners of a business for profit:  

 General partnerships 

 Limited partnerships 

 Joint ventures 

◦ Corporations—A separate legal entity, or body, created by the 
state; its assets and liabilities are distinct from those of the 
owners of the corporation: 

 Limited liability corporations (LLC)  

Forms of Business Ownership  
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 The most important source of funds for any new 
business is the owner.  

 Small businesses can obtain financing from investors: 
◦ They can sell stock in the business to family members, friends, 

employees, or other investors. 

◦ Venture capitalists agree to provide some funds in exchange 
for an ownership interest, or stock. 

 New small businesses sometimes borrow from: 
◦ Financial institutions 

◦ Other businesses in the form of trade credit 

◦ State and local organizations 

◦ The Small Business Administration 

Financial Resources  
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 Start a new business from scratch. 

 Buy an existing business that already has a network of 
existing customers, suppliers, and distributors.  

 Acquire a franchise, a license to sell another’s products 
or to use another’s name in business, or both. 

Help for Small-Business Managers  
 A number of organizations offer programs to improve 

the small-business owner’s ability to compete: 
◦ Local chambers of commerce 

◦ Small Business Administration 

◦ U.S. Department of Commerce 

 

Approaches to Starting a Small Business  
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 Some large companies are emulating small businesses 
in an effort to make their firms more flexible, 
resourceful, and innovative like a smaller business, and 
to improve their bottom line.  

 This effort often involves:  
◦ Downsizing (reducing management layers, laying off 

employees, and focusing work tasks) 

◦ Intrapreneurship, in which an employee takes responsibility 
for (champions) developing innovations of any kind within the 
larger organization 

Entrepreneurship in Large Businesses  
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