
Ten things you need to know about 
business weaknesses
1 Weak balance sheet
The balance sheet is a snapshot of the financial health of a 
business on the last day of its financial year. A weak balance sheet 
might show difficulties in paying suppliers and lenders, or the 
inability to generate funds for future growth and development.

Example: in 2019 the property company Intu saw its debt levels 
rise from 58% of capital to 73%. This weakening balance sheet 
forewarned of the company’s collapse into administration in 
June 2020.

Advantage: balance sheet strength can be measured and 
compared using standard accounting ratios.

Disadvantage: some companies ‘window dress’ their accounts, 
making it impossible to get accurate data.

2 Cost-cutting habits
Business success needs the right balance between ambition with 
revenue and caution with costs. Some businesses get into a cost-
cutting mindset that damages staff morale in the short–medium 
term and customer satisfaction in the medium–long term.

Example: British Airways used to claim, credibly, to be ‘the 
world’s favourite airline’. Constant cost-cutting means that it no 
longer features in the world’s top ten (measured by Skytrax).

Advantage: cost-cutting is an easy way to boost profit in the 
short term, e.g. don’t replace equipment or staff.

Disadvantage: staff get demoralised by worsening conditions 
and steady increases in workload. They look to follow staff who’ve 
already left. Quality falls — and customers notice.

3 Demographics against you
You may have built a great business focused on 40–50 year olds, but 
now they’re getting older and more are dropping off your client list than 
new customers are joining you. The trend is clear and gloomy.

Example: in 2013 the average age of Daily Express readers was 59 — 
and ageing. In January 2013 the paper sold 529,648 copies; by January 
2020 the figure had fallen to 289,679.

Advantage: if you can’t beat the demographic trend, you can milk the 
product as best you can, to fund the launch of new products with a 
younger appeal.

Disadvantage: if there’s no way out, it may be hard to keep high-quality 
staff, who prefer to work on products with a meaningful future.

4 High labour turnover
Second-rate politicians and businesspeople see technology as the key to 
success. It rarely is: people are at the heart of organisations. So if they’re 
leaving at a faster rate than bosses would like, there are serious issues.

Example: when senior management at Marks and Spencer were repeatedly 
replaced in 2018 and 2019, it was clear things were going badly.

Advantage: new staff can bring in fresh ideas.

Disadvantage: steady leakage of staff experience and knowledge 
weakens corporate culture and a company’s distinctive capabilities.
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5 No new products
UK firms can never win a global battle based on cost and price. So 
if a business is weak at innovation and new product development 
(NPD), it will struggle for international competitiveness and survival.

Example: Derby-based train manufacturer Bombardier was 
struggling to get export orders until it won a huge order for an 
innovative monorail train in Egypt. In this case its NPD proved strong.

Advantage: winning an order based on innovation and great design 
is likely to mean you can set prices with confidence and therefore 
achieve strong profits.

Disadvantage: weak NPD leaves a business with too many cash 
cows and dogs, without rising stars to give the business a future.

6 Price competition
Price competition can’t be escaped. If products lack the 
differentiation to make customers pick them out, they’re in a world of 
high price elasticity and ever-decreasing profits.

Example: the number of petrol stations in the UK has fallen 35% 
since 2001. They can’t escape price competition.

Advantage: the only way to turn this to your advantage is to become 
obsessive about cost-reduction. Only if costs are low enough can you 
succeed when price competition can’t be escaped.

Disadvantage: constant cost-cutting means staff feel they’re having 
to do more work for (relatively) less pay.

7 Declining productivity
Productivity is output per worker per time period. If it’s declining, 
labour costs per unit of output are increasing in real terms, i.e. over 
and above any pay rises.

Example: if 40 people build 200 tractors this year and next year it 
takes 50 people to build 240, production is up but productivity is 
down, from 5 to 4.8 per worker per year.

Advantage: declining productivity would be a benefit only if the 
product has been revamped to make it more special, e.g. 10% harder 
to produce but worth a price rise of 20%.

Disadvantage: for most manufacturers, falling productivity would be 
a serious threat to competitiveness, both home and abroad.

9 Vanity projects
Bosses don’t always act rationally. They have projects that, to outsiders 
and some insiders, seem more like vanity projects than good business.

Example: in 2015 John Lewis unveiled a huge, £35 million flagship 
store at Birmingham’s Bullring. When the shop seemed unlikely to 
reopen after the COVID-19 pandemic, The Times suggested it had 
been the boss’s vanity project.

Advantage: a vanity project is unlikely to have a good outcome, 
though Elon Musk’s SpaceX project seems to have done well, and 
enhanced his reputation.

Disadvantage: resources are finite. In 2020 John Lewis staff received 
a 2% annual bonus — the lowest in decades. That £35 million could 
have doubled their bonus.

8 Them and us
Workforces can develop a real dislike of their managers, usually 
based on mistrust and the belief that ‘they’ look out for themselves, 
not for everyone. This can make for a poisonous workplace culture.

Example: staff and management at British Airways have been 
embroiled in a series of industrial dispute for over 10 years.

Advantage: the only possible advantage is that the culture among 
‘us’ may strengthen thanks to dislike of ‘them’. This might even work 
to a firm’s benefit if ‘us’ is management not workforce.

Disadvantage: mistrust between ‘us’ and ‘them’ can make it near-
impossible to implement a change-management programme.

10 Bloated working capital 
If a business lets stock levels rise unnecessarily and allows customers 
too long a credit period before paying their bills, the business will use 
more working capital than it needs to.

Example: over a 10-year period Ted Baker plc always carried 
remarkably high levels of stock — especially odd for a fashion business. 

Advantage: having a high investment in working capital does mean 
a lot of ‘fat’ that provides scope for slimming down quite easily when 
times turn bad. Leaner companies can struggle.

Disadvantage: unnecessarily high levels of the company’s capital 
are tied up in the day-to-day running of the business. This may starve 
it of the capital needed for long-term investment.
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BACK TO BASICS

Ian Marcousé provides a framework of ten concepts for your revision, focusing on the 
components of SWOT analysis: strengths, weaknesses, opportunities and threats




