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Practice exam question 

Staying small 
Mark Hage 

Sample answer and examiner comments for the question on p. 15 of the magazine. 

Sample answer 
One reason a business may decide to stay small is that it allows a leaner and focused approach to 
continuing success. For example, Cotswold Collections (CC) is able to change the styles it offers 65+ 
female customers with stylish fashions, such as those recently worn by Helen Mirren. As a 
consequence of being able to alter production lines quickly, CC has been able to grow sales by 40% 
over the last 3 years, while keeping its overheads low, thus resulting in sales of £11 million.  However, 
CC may not be able to take advantage of economies of scale such as reductions in unit costs for 
material that is bought in bulk. This may mean that their clothing range may either need to be sold at a 
higher price than competitors, such as Marks and Spencer, resulting in potentially lower sales as the 
mature market may be more price sensitive. This could mean CC is left with unsold clothing that may 
need to be heavily discounted on their website in order to reduce waste, possibly resulting in losses 
and impacting on the company’s success. 

It may also be key to a business’s success to stay small as this appeals to the market segment it 
serves. For example, Heck sausages has created a unique range of sausages to cater for customers 
who value organic and handmade produce over mass produced products, such as Richmond’s. By 
making sausages in smaller batches Heck is able to offer their target customers products that may not 
be able to produce at a large scale, such as Valentine-heart-shaped sausages. As a consequence, 
Heck are able to charge a premium price of £7.88 per kilogram compared to Richmond’s £4.88 per kg. 
Such premium pricing allows Heck to benefit from much higher profit margins per batch of sausages 
sold, giving it a high level of turnover in 2019 of £21 million (up 30% on 2018) even though the actual 
number of sausages produced is relatively low. Heck is therefore able to continue with growth in sales 
revenue by focusing on new and unique niche market sausages, such as vegan, while still meeting the 
needs of its segment, such as artisan and organic produce. Such success may be very difficult to 
emulate if Heck were to consider switching to a different method of production and could actually 
undermine its unique selling point (USP). However, by staying small Heck may miss growth 
opportunities by such a focused differentiation strategy. This may also be the case for CC with both 
65+ niche clothing and premium sausages potentially missing out on international markets. With 
increasingly discriminating grocery shoppers and a growth in more affluent older customers in 
Western markets such as Australia, both CC and Heck’s unique products may be copied and 
expanded by other entrepreneurs or larger business, with both businesses missing out on significant 
increases in revenues. It may have the longer term problem of coming under threat from international 
competitors which have greater access to funds that may ultimately risk the failure or takeover of 
either business. 
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Both Heck and CC may need to continually review the market situation they find themselves in in 
order to balance up the benefits of staying small, such as a much greater ability to reflect changing 
customer tastes and preferences with your products. It may be that in order for both businesses to 
continue to be successful, they may have to increase in size, particularly from the point of view of 
creating barriers to entry from other potential competitors through the reductions in costs that larger 
businesses tend to benefit from. Another factor for deciding whether continued success can be 
achieved through staying small is the transferability of their products to international markets. For 
Heck, it may be that sausages are less likely to be successful in markets such as China or Japan, 
where such products may not satisfy local taste buds. However, for CC their clothes may be more 
easily spread across international markets. Staying small needs to be constantly weighed up to ensure 
the advantages outweigh the risks. 

Examiner comments 

Mark: 16/16 (Level 4 — an excellent response fully focused on the question) 

The answer starts with a clear understanding of the benefits of staying small and its potential 
importance to business success. A depth and range of knowledge and understanding is demonstrated 
that is precise and well-selected. Analysis occurs of relevant factors that may impact on a business’s 
continued success as a SME and is applied effectively with the use of contextual examples to add 
depth. The student uses a range of examples to look at the comparative strengths and weaknesses of 
staying small on a range of businesses. The conclusion looks at other factors that may impact on the 
continued success of SMEs. 
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