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About the Centre

The Bankwest Curtin Economics Centre is an independent economic
and social research organisation located within the Curtin Business
School at Curtin University. The centre was established in 2012
through the generous support from Bankwest (a division of the
Commonwealth Bank of Australia), with a core mission to examine
the key economic and social policy issues that contribute to

the sustainability of Western Australia and the wellbeing of WA
households.

The Bankwest Curtin Economics Centre is the first research
organisation of its kind in Western Australia, and draws great strength
and credibility from its partnership with Bankwest, Curtin University
and the Western Australian government.

The centre brings a unique philosophy to research on the major
economic issues facing the state. By bringing together experts from the
research, policy and business communities at all stages of the process
- from framing and conceptualising research questions, through the
conduct of research, to the communication and implementation of
research findings — we ensure that our research is relevant, fit for
purpose, and makes a genuine difference to the lives of Australians,
both in WA and nationally.

The centre is able to capitalise on Curtin University’s reputation for
excellence in economic modelling, forecasting, public policy research,
trade and industrial economics and spatial sciences. Centre researchers
have specific expertise in economic forecasting, quantitative modelling,
micro-data analysis and economic and social policy evaluation. The
centre also derives great value from its close association with experts
from the corporate, business, public and not-for-profit sectors.
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The 2015 Federal Budget referred to small businesses as the ‘engine room’ of the
economy. Australia’s changing economic landscape means that Governments are
placing greater emphasis on the important role of small businesses for growth and
employment. This is not unique to Australia, with small firms seen as the driving force of
growth across many of the developed OECD nations.

This report examines the history of WA's small business sector, its current contribution
to the WA economy, and the future prospects for small businesses in the state.

We ask if small businesses are in fact the engine room for growth in WA, by looking
at their value added and employment contribution to the economy. The factors
contributing to and impacting on their survival, growth and succession are addressed.

Key findings are supported by the BCEC Small Business Survey 2017. With 1,500 small
businesses surveyed, this new dataset ensures that the diverse nature of the small
business sector in WA, at both a regional and industry level, are adequately captured
and represented.

The BCEC Small Business Survey 2017 emerges on the back of BCEC's sincerity in
developing a new kind of research partnership - one where stakeholders are engaged at
all stages of the research process.

During our engagement with key stakeholders, it was evident that there were gaps in
existing data on the small business sector. The BCEC Small Business Survey enables us
to comment, with confidence, on the success of small businesses in WA, and their level
of competition, innovation and the regulatory burdens they face. In addition, the survey
captures the characteristics of small business owners in WA, including their health and
wellbeing, lifestyle choices and succession plans.

We value highly the engagement from the small business community in developing this
report. Itis hoped that, through this engagement, the report’s findings will inform policy
debates and service delivery to support the growth of WA's engine room.

Professor Alan Duncan
Director, Bankwest Curtin Economics Centre
Curtin Business School, Curtin University
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The small business sector is critical to the Australian and Western Australian
economies. Key findings from the research conducted for the BCEC Small Business
Report show that the small business sector accounts for 97% of all businesses in the
state, has a value added contribution of $39.7 billion, and accounts for 41% (512,000
persons) of WA's overall employment. Ouer three quarters of small businesses are
based in Perth, with the remaining 53,470 distributed among the regions. These along
with other key findings from the report, including key findings from the BCEC Small

Business Survey 2017 are presented below.

e As of June 2016, there were 224,920
businesses in WA, of which 97%
(218,150) were small businesses.

e |n 2013, the number of small
businesses in WA stood at 209,070.
Therefore, between 2013 and 2016,
the number of small businesses in
WA increased by 7.6%. This growth
corresponds with a 4.5% decline in the
number of medium sized businesses
from 2014 (6,716) to 2016 (6,428).

e WA did experience a 3.5% decline in the
number of small businesses between
2011 (216,600) and 2013 (209,070).
However, this corresponds with a 9%
growth in the number of medium sized
businesses between 2011 (5,925)
and 2013 (6,505). This suggests that
some small businesses may have
experienced growth and increased
employment above 19 employees.

e 62% (140,055) of all businesses in WA
are non-employing. The remaining
38% is distributed as follows:

- 25% (56,400) employed between
1-4 employees

- 10% (21,695) employed between
5-19 employees

- 3% (6,428) employed between 20-
199 employees

- less than 1% (413) employed more
than 200 employees.

e There are 83.4 small businesses per
thousand of the population in WA. This
compares to 91.9 for NSW.

e The Perth metropolitan region
accounts for the vast majority of
small businesses in WA (75.4%). This
is followed by the South West (6.9%),
Wheatbelt (4.4%), Peel (3.7%) and
Great Southern (3.1%).

e The construction industry hosts the
greatest number of small businesses
in WA (41,500), accounting for 19% of
small businesses.

e This is followed by professional,

scientific and technical services
(11.9%), rental, hiring and real estate
services (10.9%), and agriculture,
forestry and fishing (7.6%).

e Accommodation and food services

account for the greatest number of
medium sized (20-199 employees)
businesses (15.1%), followed by retail
trade (11.6%), construction (11.0%)
and manufacturing (10.0%).




Large businesses (200+ employees)

are dominated by the mining industry
(16.9%), followed by construction (15%),
administrative and support services
(10.7%) and manufacturing (9.9%).

Small business contributed $39.7bn
to the WA economy in 2014-15. This
accounts for 19.7% of WA’s Gross
State Product (GSP).

At the Australian level, small
businesses contributed $302.5 billion
to the economy in 2014-15.

If the small business sector in WA was
considered as an industry in of itself,
it would rank second only to mining
($64,375m) in terms of Industry Gross
Value Added.

Of the $39.7bn, the construction
industry contributed 23.4%, followed
by mining (10.1%), professional,
scientific and technical services (9.6%)
and agriculture, forestry and fishing
(8.0%).

Small businesses accounted for 23%
of total wages and salaries in WA in
2014-15.

For Australia (2015), over 4.76 million
people are employed by the small
business sector. This accounts for
almost 45% of total employment in
Australia.

This figure is lower to that reported

in 2006-07, when almost 5 million
workers were employed in by small
businesses in Australia (52.6% of total
employment).

While employment by the small
business sector in Australia declined
by 4.5% between 2006-07 and 2014-
15, employment by medium and large
businesses increased by 33% and 29%,
respectively, over the same period.

Howeuver, in the most recent year to
2014-2015, employment by the small
business sector in Australia, increased
by 4%. This was coupled with declines
in employment by medium sized
enterprises.

There are over 1.24 million people
employed in WA. Of this, 512,000
people (41%) are employed in small
businesses. 304,000 (25%) are
employed in medium businesses, with
425,000 (34%) employed in large
businesses.

For WA, employment by the small
business sector declined by 14% in
2008-09. This coincided with the GFC
period. However, the same year saw
increases in employment for medium
and large enterprises.

Employment by the small business
sector in WA declined by 3% in the
year to 2013-14, but there was no
change to 2014-15. This indicates a
possible stabilisation for the small
business sector in WA. Employment
by the medium and large sectors
continued to decline in 2014-15.

While overall employment for the
construction sector declined by 8.1%
between 2012-13 and 2014-15, small
businesses in construction increased
employment by 10%.



Only 54.3% of new small business
entries in WA in 2013-14 survived to
2016.

For education and training only 48%
of new entrants in 2013-14 survived to
2016. For construction, this figure was
51%.

This compares to 71.5% survival

for financial and insurance services
and 67.9% for health care and social
assistance.

There are a number of ‘hotspots’ in
terms of the growth in the number of
small businesses in WA. For example,
Jandakot experienced growth of 35%
in the number of small businesses per
1,000 of the population between 2011
and 2016 following approval of a $60
million master plan to transform it into
a commercial and industrial precinct.

Nine regions (SA2 level) in WA had
growth levels from 5% to 10% between
2011 and 2016 (per 1000 of the
population).

However, WA only features once
(Jandakot) in the top 30 growth regions
(SA2 level) between 2011 and 2016 for
Australia.
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e Quer 55% of businesses surveyed in

Perth were established over 20 years
ago. This figure is over 70% for the
Wheatbelt and Great Southern.

20% of small businesses survey

were passed down from family. Inter-
generational succession is particularly
evident in the regions, with a figure

of over 36% for the Mid West and
Wheatbelt.

On a scale between 0 and 10, on
average, small business owners
reported a positive (6.5) current
position/health for their business.

This current position was strongest

for small businesses in education and
training (7.7), followed by financial
and insurance services (7.3) and health
care and social assistance (7.2).

It was lowest for mining

(4.7), information media and
telecommunications (5.4) and utilities
(5.6).

Querall, 73% of small business owners
intend to maintain their current full-
time equivalent (FTE) staffing levels
within the next twelve months.

20.6% of businesses intend to increase
their FTE staffing level over the next
twelve months, compared to 5.8% that
intend to decrease their staffing level.




QOver 60% of respondents from

Perth reported very intense levels of
competition. This compares to 51% of
respondents reporting a similar level of
competition for WA as a whole.

Quality of product, level of service and
location were the three main sources of
small business competitive advantage.

Around 37% of Perth’s small
businesses sell entirely within their
own region, with a further 37% limiting
sales to within WA.

Fewer than one in ten small businesses
in WA export products and services to
international markets.

Small businesses in Perth export only
2.4% of their product internationally,
and regional small businesses 4.2%.

The majority destination for exporting
small businesses is Asia, taking 37.1%
of all export sales.

Goldfields-Esperance and the Mid
West have the highest shares of
small business sales to international
markets, at 16.7% and 15.6%
respectively.

A quarter of the sales of small
businesses in the accommodation
and food services sector (25.0%) and
one fifth (20.5%) of agricultural small
business sales are to international
markets.

Over one-fifth of small businesses that
supply to larger businesses experience
payment delays of at least 30 days
from larger businesses.

Lack of knowledge on the availability
of government funding and support

is by far the largest gap reported by
small business owners to support their
business growth.

This gap was largest for construction,
manufacturing and professional
services.

Innovation activity is more likely in
small businesses with 15 or more
employees.

The main source of innovative ideas
is one’s own ideas, most notably
for businesses with less than 10
employees.

Industry associations are important
for small businesses of all sizes as a
source of ideas for innovation.

By contrast government departments
and university research feature less
prominently as avenues for innovative
ideas.

Small businesses regard tax and
Business Activity Statements as the
most burdensome area of regulation
and compliance.

Licenses and occupational health
and safety were also identified as
areas of compliance burden for the
respondents.



On a scale of 0-10, the average stress
level of small businesses owners is 6.5.

Perth lies on the state average. Small
business owners in the Wheatbelt
reported the highest level of stress
(6.9).

There is a positive association between
stress and the rate of absenteeism at
work.

With the exception of the Mid West,
more that 50% of small business
owners in all regions reported a
negative impact on their physical and
mental wellbeing arising from work
related stress. This was as high as 73%
for the Pilbara.

Females report a higher level of
business related stress than males.

Business related stress increases with
the number of employees.

Financial stress including unpredictable
income and cash flow is the top driver
of business stress.

Business related stress has more
pronounced negative impact on
relationships and health in regional
WA.

Access to GP, health professional,
family and friends is more difficult for
small business owners in regional WA.

Over 30% of small business owners in
WA intend exiting their business within
the next five years. This is over 35% for
the Pilbara and Kimberley.

The main factor influencing this is age/
retirement.
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e 31% of survey respondents had an

age profile of 60 years and above, with
63% having an age profile of 50 years
and above. Only 13% of respondents
had an age profile below 40 years of
age.

These point to an aging profile of small
business owners in WA, which has
implications for succession planning
and policy development to support this
transition and to support the entry

of new and younger people into small
business ownership.




“We know the hard working women and men of Australian small businesses are
the engine room of our economy...There is no doubt small business is at the
forefront of Australia’s jobs and growth..”

The Commonwealth of Australia, Budget 2015: Growing Jobs and Small
Business, p. 2.

The small business sector has been described as the ‘engine room’ of the Australian
economy, driving growth, creating jobs and generating some of the best and most
creative new ideas to enhance our productivity and innovation.

As of June 2016, small businesses account for around 97% of all businesses in Western
Australia. They contribute a staggering $40 billion to the State’s economy in direct
value added alone, and employ over 41% of WA's overall workforce. And yet these
figures, impressive as they are, don’t fully capture the great contributions of the small
business sector to the state’s economic trajectory. Neither do they recognise the
critical role that small business owners play in supporting local communities, especially
in regional areas

Governments are placing greater emphasis on the important role that small businesses
play in Australia’s economic and social landscape, especially in the current climate of
labour market fragility, slow productivity growth, and disruptive technologies. Indeed,
the 2015 Australian Federal Budget referred to small businesses as the ‘engine room’

of the economy. Others express similar sentiments, with, for example, the Asian-Pacific
Economic Cooperation (APEC) calling small and medium enterprises (SMEs) the ‘engines
of growth and innovation’ in the APEC region (APEC, 2016).

This latest Focus on Western Australia report examines the recent trajectory of WA's
small business sector, its current contribution to the WA economy, and the future
prospects for small businesses in the state in a changing industrial landscape.

The report is supported by findings from an important new dataset collected by the
Centre: the BCEC Small Business Survey 2017. This survey collects information from
1,500 small businesses in Perth and across each of WA’s diverse regions, and provides
some unique perspectives on the life of the small business owner.

The survey enriches our understanding of the opportunities and challenges faced by
the sector and will help frame policy discussions aimed at supporting business owners
and managers, as well as the sector as a whole, in the immediate years ahead. The
data collected in this survey go a long way towards bridging a gap in currently available
information on the WA small business sector.

In addition to looking at the health and wellbeing of small business owners and
managers, the report looks at the general characteristics of small business in WA,

the characteristics of their owners and managers, and the current prosperity of the
business. The report also examines the extent of innovative activity amongst small
businesses in WA, the geographic markets they service, and the extent of regulation
and compliance costs for the sector. We address the important issue of entrepreneurial
exit and succession planning. We conclude by returning to the primary question of the
report: Is small business the engine room of the WA economy?

This report is presented in two key parts. Part | uses existing publically and unpublished
data to analyse the evolution of small business sector in WA. The overall level of
employment in the sector is reported and we estimate the value added contribution

of the small business sector in both WA and Australia. Part Il focusses on key findings
from the BCEC Small Business Survey 2017.

Through the use of existing and new data, this report aims to inform policy debates,
policy development and service delivery to ensure that the engine room of the WA
economy is adequately understood, fuelled, and serviced to enable its prosperity
and growth.
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Part | of this report addresses a number of fundamental topics which go towards
answering if small businesses, together with their owners and employees are the
engine room of the WA economy. The number of small businesses in WA, as well as
their distribution by industry and region are presented. The contribution of small
business to WA employment as well as the value added contribution to the economy
are outlined. Where relevant and feasible, WA trends are compared to other states
and territories.

We report on the most recent data relating to entry and exit levels of small business
in WA, and compare the survival rates of small business to that of medium and large
businesses. We address the geographical areas that have seen the largest increase
and decline in small business numbers, for Australia and WA.

Where data is not available at the state level, we present key issues facing the sector
at a national level. This relates in particular to findings on levels of innovation and
level of regulation and compliance faced by the small business community. Such
findings are developed further in Part Il of this report, via the BCEC Small Business
Survey 2017.

Defining small businesses

For the purpose of this report, unless otherwise stated, small businesses are defined
as those actively trading business employing between 0 and 19 employees. This

is a standard definition used by the Australian Bureau of Statistics (ABS). The

ABS considers micro-businesses as those businesses employing between 0 and 4
employees, with, in certain instances, ‘non-employing’ (or nano) businesses given
their own sub-category.

The ABS defines medium businesses as those actively trading businesses with
between 20 and 199 employees, with large businesses employing 200+ employees.

Due to differences in definitions used, it is not always easy to draw international
comparisons between Australia and other developed economies. For example, many
OECD and EU economies define small business as those employing between 1 and 50
employees, with the USA considering small business as those employing between 10
and 100 employees. This is an important consideration when comparing international
policies aimed at supporting small businesses.

For Australia too, there is no one agreed definition of small business. The Australian
Tax Office defines business size as those with an annual turnover of less than

$2 million dollars. Small businesses are sometimes defined by legal structure
(unincorporated), individual loan size or even as a combination of employment size
and turnover.
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At a glance: small business in WA

Figure 1 provides a snapshot of the contribution of the small business sector to

the WA economy. There are 225,000 businesses in WA, of which 97% are small
businesses and 62% are ‘non-employing’ nano businesses. By region, 75% of all
small businesses are based in Perth, with 6.9% in the South West and 4.4% in the
Wheatbelt. The sector contributes $39.7 billion in value added, and employs around
512,000 of the State’s workforce.

Figure 1 Small businesses in WA at a glance
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By industry, the construction sector has the largest number of small businesses in
WA (19%). This is followed by professional, scientific and technical services (11.9%),
rental, hiring and real estate services (10.9%), finance and insurance services (9.3%)
and agriculture, forestry and fishing (7.6%).

Small business contributed $39.7 billion to the WA economy in 2014-15, with over
50% of that coming from the top four industries, namely, construction ($9.30bn),
mining ($3.99bn), professional, scientific and technical services ($3.80bn) and
agriculture, forestry and fishing ($3.19bn).

Of the 1.24 million people employed in WA in 2015, 41% (512,000) were employed by
small businesses. This compares to 25% (304,000) for medium enterprises and 34%
(425,000) for large businesses.

The largest contribution to small business employment comes from the construction
sector (86,870) followed by retail trade (53,280), professional, scientific and technical
services (53,330), agriculture forestry and fishing (44,890) and accommodation

and food services (40,440). Together these five industries account for 54.5% of all
employment in the small business sector.
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The Nature and Distribution of
Small Businesses

Now that definitions have been established, this section examines the evolution of
the small business sector in WA and the distribution of small businesses by industry. Small business

account for 97% of

Overall, small businesses account for 97% of all businesses in WA. Of the 225,000
businesses operating in WA, 62% are non-employing, 25% employ between 1 and ) :
4 employees, with 10% employing between 5 and 19 employees. Around 3% of all businesses in
businesses in WA are considered to be medium sizes businesses - that is, employing WA.

between 20 and 199 employees. There are 413 businesses in WA that employ more
than 200 employees. These patterns are very similar to those presented for Australia,
as shown in Figure 2 with further details in Table 1 below.

Figure 2 Number of businesses in Australia and WA, by employment size, 2016

Australia Western Australia
2% 0%

3.0% 0%

Non-employing

Employing micro (1-4 employees)
Other small (5-19 employees)
Medium

Large

Note:  Small businesses are defined as those businesses employing between 0-19 employees. Overall total rounded to nearest 10.
Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, June 2016.

Over 10.3% of all small businesses in Australia are in WA. NSW has 33.5 of all small
business in Australia, with 26% in Vic, 19.5% in QLD and 6.6% in SA. WA has a Of the 225,000

slightly larger proportion of businesses in the medium and large categories, relative businesses in WA
to Australia as a whole. This implies that WA's share of all businesses in Australia is .
closer to 11%, and in line with our share of the Australian population. over 218,000 are
small businesses.
Table1 Number of businesses in Australia, by employment size, all states, 2016
Number of employees ~ NSW Vic Qld SA WA Tas NT ACT Other  Australia
Small 709,990 556,620 414,510 140,980 218,150 36,000 13,630 25340 1,390 2,116,620
Non-employing 425,920 351,050 261,040 94000 140,050 22,120 8260 14850 1,280 1,318,570 62% of all
Employing micro. 5195,0 156260 112,760 33520 56400 9610 3490 7,710 100 599,390 : :
(= cpiees) businesses in
?;_”fg’ Z’;;;Lyees) 64,530 49,310 40,710 13,460 21,700 4270 1,890 2,780 10 198,660 WA are non-
Medium 15810 12,700 10,210 3260 6430 1,000 670 740 10 50,810 employing.
Large 1,440 990 610 200 410 70 30 30 - 3,770
Total 727,360 569,990 425,820 144,480 224,920 37,020 14,300 26,250 1,410 2,171,530

Note:  As a result of ABS pertubation for areas with low level values the data presented at detailed levels will not always be additive. Data rounded to nearest 10.
Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, June 2016




There are 83
small businesses
per 1,000 people

in WA. The
equivalent for
NSW is 92.

There were 431
large businesses
in WA in 2015-
16, the greatest

number of large
businesses in WA
over the period
2010 to 2016.

Given that more populous regions may well have a greater number of small
businesses to cater for demand, Figure 3 charts the counts of small businesses per
thousand of the state and territory population. There are 83.4 small businesses per
thousand people in WA. This is lower than that of New South Wales (91.9), Victoria
(91.7) and Queensland (85.6), but higher than South Australia (82.5) and other states
and territories.

Figure 3 Number of small businesses in Australia per 1,000 population, 2016
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Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, June 2016 and 3101.0, Sep 2016.

Figure &4 Number of businesses by type, WA, 2011-2016
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Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0

The total number of businesses in WA increased from 222,700 in 2010-20711 to
225,020in 2015-16, implying a 1% increase over the period (see Figure 5). Over
this period, small business numbers in WA increased by only 0.8% (from 216,448 to
218,144). However, the number of medium sized businesses increased by over 9%,
with large businesses seeing an increase of almost 17.5% (from 367 to 431). The
latter was driven by the 10% increase from 2070-11 to 2011-12 and by the 17.8%
increase in large business numbers from 2013-14 to 2014-15.
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Small business numbers have continued to recover from the 3% decline experienced
in 2012-13. However, while the number of small businesses in WA have increased

by 1.8% in 2015-16, there has been a decrease in the number of medium sized
businesses (1.4%) and the number of large businesses (3%). There was also a decline

(of 2.in the number Medium sized businesses also saw a decline (of 2.4%) in 2014-15.

Therefore net changes in the number of businesses by employment category size
must be interpreted with caution, since any changes will be partially driven by
expansions and/or contractions in other category sizes.

Figure 5 Changein number of businesses in WA, by type, 2012 to 2016
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Note:  Data on business count are subject to revision and geographical recoding. The data sourced for this chart are obtained from several sets of ABS data.
As such there may be discontinuities in the series trends.
Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, various.

Small business by annual turnover size

Defining small businesses by annual turnover leads to a lower count (10,000 Tower)
of small businesses in WA (see Table 2). Using this definition of small business, 26%
of small businesses in WA have an annual turnover of less than $50k, with 37%

of businesses having an annual turnover between $50k and $200k, with a similar
percentage for those small businesses with an annual turnover between $200k and
$2m.

Around 7.5% of all businesses in WA have an annual turnover of $2m or more, which
by this definition is considered a large business. This implies that WA has the highest
proportion of large businesses as a share of all businesses, by annual turnover, of all
the states and territories after the Northern Territory (with 9.7%). South Australia (at
6%) has the lowest number of large business by annual turnover size, with shares in
other states ranging between 6.4 and 7.2%.

For the remainder of this report, we define small businesses by employment size.

The number of
large businesses
in WA increase
by 17.8% between

2013-14 and 2014-
15, but declined
by 3% in 2015-16.

26% of small
businesses in WA
have an annual
turnover of less
than $50k

7.5% of all
businesses in WA
have an annual
turnover of $2m
or more. This

is the highest
proportion of
large businesses
of all the states in
Australia.




Table2 Number of businesses in Australia, by annual turnover size, 2016

Small of
Which: Zeroto $2m 676,720
Zero to less
than $50k 7250
$50k to less
than $200k 2ootl00
$200k to less
thans2m 246,760
Large S$2m or more 50,590
Total 727,480

531,970

139,970

202,820

189,180

38,090
570,000

398,380

103,280

147,210

147,900

27,250
425,580

136,010

38,200

50,340

47,470

8,630
144,540

208,280

53,840

77,180

77,250

16,770
225,020

34,670

9,070

12,740

12,870

2,370
37,000

12,960

2,930

4,670

5,370

1,380
14,220

24,400 1,

6,070

8,660

9,670

1,870

26,160 1,

150

340

380

430

250
360

2,024,300

527,870

759,490

736,940

147,240
2,171,540

Note:  As a result of ABS pertubation for areas with low level values the data presented at detailed levels will not always be additive. Data rounded to nearest 10
Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, June 2016.

The industry distribution of businesses in WA

The distribution of all businesses in WA, by industry are reported in Table 3 below.
The construction industry hosts the largest number of small businesses in WA (over
41,500), and accounts for 19% of all small businesses in WA. This is followed by
professional, scientific and technical services (11.9%), rental, hiring and real estate
services (10.9%), and agriculture, forestry and fishing (7.6%).

Accommodation and food services account for the largest number of medium sized
businesses (15.1%), followed by retail trade (11.6%), construction (11.0%) and
manufacturing (10.0%). Meanwhile, large businesses are dominated by the mining

industry (16.9%), followed by construction (15%), administrative and support services
(10.7%) and manufacturing (9.9%).

Table 3 Industry distribution of businesses in WA, by employment size, 2016

Agriculture, forestry

and fishing G
Mining 2,630
Manufacturing 8,110
Electricity, gas, water 660
and waste services

Construction 41,500
Wholesale trade 6,430
Retail trade 11,920
Accommodation and

food services TAED
Transport, postal and
warehousing VA0
Information media and 1,400

telecommunications
fmancml and ) 20,190
insurance services

Rental, hiring and real

estate services ZEYED
Professional, scientific 25,920
and technical services
Adm1mstrat1_\)e and 7,670
support services
PublicaAdministration 610

and safety
Education and training 2,350
Health care and social

: 11,190
assistance
Arts.and recreation 2.220
services
Other services 9,660
Currently unknown 3,260
Total 218,150

7.6%

1.2%
3.7%

0.3%

19.0%
2.9%
5.5%

3.4%

6.7%

0.6%

9.3%

10.9%

11.9%

3.5%

0.3%
1.1%
5.1%

1.0%

4.4%
1.5%
100%

300

190
640

60

710
340
750

230

40
100
240
590
410

70
170
300

90

220
30
6,430

4.6%

3.0%
10.0%

0.9%

11.0%
5.3%
11.6%

15.1%

3.6%

0.7%

1.6%

3.8%

9.1%

6.4%

1.0%
2.6%
LT7%

1.3%

3.4%
0.4%
100%

10
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60
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20

20

30

10
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10
30

10

410

Notes: Counts are rounded to nearest 10. Percentages and ranking are calculated from unrounded values.
Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, June 2016

2.2%

16.9%
9.9%

2.2%

15.0%
3.6%
4.8%

5.6%

7.0%

0.7%

1.9%

0.7%

4.8%

10.7%

0.7%
2.2%
7.7%

1.7%

0.7%
0.7%
100%

16,910

2,890
8,790

720

42,270
6,790
12,690

8,480
14,800
1,440
20,300
24,070
26,520
8,120
680
2,520
11,520
2,310

9,880
3,280
224,990

7.5%

1.3%
3.9%

0.3%

18.8%
3.0%
5.6%

3.8%

6.6%

0.6%

9.0%

10.7%

11.8%

3.6%

0.3%
1.1%
5.1%

1.0%

4.4%
1.5%
100%
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The industry distribution of small businesses in WA is, for the most part, in line
with that of Australia, as reported in Figure 6. The most notable differences are
in construction, mining, agriculture, wholesale trade, and health care and social
assistance.

Figure 6 Industry distribution of small businesses in Australia and WA, 2016

Agriculture, forestry and fishing

Mining

Manufacturing

Electricity, gas, water and waste services
Construction 193

Wholesale trade

Retail trade

Accommodation and food services
Transport, postal and warehousing
Information media and telecommunications
Financial and insurance services

Rental, hiring and real estate services
Professional, scientific and technical services
Administrative and support services
PublicaAdministration and safety

Education and training

Health care and social assistance

Arts and recreation services

Other services

20

WA B Australia

Note:  Percentages exclude the category ‘Currently unknown”
Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, June 2016

A greater level of decomposition of small business count by employment size sub-
category (non-employing, employing micro and other small) is presented in Figure

7 with further details provided in Table 4. As previously noted in this report, the
majority (62%) of businesses in WA are non-employing businesses. This figure is
much higher for industries such as Rental, hiring and real estate services (85%),
Financial and insurance services (83%) and Transport, postal and warehousing (74%).
These are followed by Information media and telecommunications, Agriculture,
Construction and the Arts, all of which report non-employing percentages of greater
than 60%.

It was also reported earlier in this report that 97% of all businesses in WA were
small businesses. This does vary by industry (see Figure 7), from a low of 88.3% for
accommodation and food services to a high of 99.5% for financial and insurance
services.

Accommodation and food services is unique case given that the majority (31.5%) of
businesses in that industry are micro-businesses (employing between 1-4 employees)
with 31% being small (employing between 5-19 employees) in nature. Other
industries that report higher levels in the larger end of the small business scale - that
is, employing between 5-19 employees, include retail trade (22.0%), manufacturing
(20.6%) and wholesale trade (16.8%).




Figure 7 Small businesses, by employment size sub-categories, as a percentage of total businesses in

WA, by industry, 2016
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Table &4 Industry distribution of small businesses in WA, by employment size sub-categories, 2016

Agriculture, forestry

oA 10,900  7.8% 4,540 8.1% 1160 5.4% 16,910 7.5%
Mining 1670 1.2% 690 1.2% 270 1.3% 2,890 1.3%
Manufacturing 3930  28% 2,370 4.2% 1,810 83% 8,790 3.9%
E‘:gt‘;‘;;ttge SQE":;].::;‘” 370 0.3% 200 0.3% 90 0.4% 720 0.3%
Construction 27,080  19.3% 11,460 20.3% 2970 13.7% 42270 18.8%
Wholesale trade 3400  24% 1,900 3.4% 1,140 5.3% 6,790 3.0%
Retail trade 5040  36% 4,090 7.2% 2,790 12.9% 12,690 5.6%
fcommodationand 2180 1.6% 2,660 47% 2650 12.2% 8,480 3.8%
Lr“]’r:;%%';npg"““] and 10990  7.8% 2,850 5.0% 710 3.3% 14,800 6.6%
information mediadnd 950 0.7% 340 0.6% 100 0.4% 1,440 0.6%
O s 16,840  12.0% 2,850 5.1% 500 2.3% 20,300 9.0%
ssegttf's';irﬁ?cge:“d red 50470 14.6% 2,520 4.5% 850 3.9% 24070 10.7%
Professional, sclentific 15050 10.7% 8790  15.6% 2,080 9.6% 26520  11.8%
’:3;‘9‘::5;‘131‘2‘22”“ 4360  3.1% 2,350 4.2% 960 14% 8,120 3.6%
zr‘jg]‘:a”fﬁfgm‘”‘s“““°” 360  0.3% 150 0.3% 100 0.4% 680 0.3%
Education and training 1,310 0.9% 720 1.3% 320 1.5% 2,520 11%
Hedlth careandsocial 6610 4.79% 3,130 5.6% 1,450 6.7% 11,520 5.1%
SA;:;SQS [eeiedticn 1,450 1.0% 550 1.0% 220 1.0% 2,310 1.0%
Other services 4570  33% 3,690 6.5% 1410 65% 9,880 44%
Currently unknown 2,540  1.8% 580 1.0% 140 0.6% 3,280 1.5%
Total 140,050  100% 56,400  100% 21,700  100% 224,990  100%

Notes: Counts are rounded to nearest 10. Percentages and ranking are calculated from unrounded values.
Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, June 2016

Table 4 shows the distribution of small businesses by its employing size sub-
categories by industry groupings. As previously noted the construction sector has
the largest number of small businesses, followed by professional, scientific and
technical services, and rental, hiring and real estate services.

It is interesting that contrast construction with mining. Both are significant
contributors to WA's economy, with mining being the first and construction the
second in terms of industry gross value added. While the construction sector has the
highest percentage of non-employing, employing micro and other small businesses,
mining ranks 15 out of 19 sectors in terms of the number of employees.




Figure 8 plots the number of small business in Western Australia over time by
industry. In this figure small businesses (0 to 19 employees) are separated into non-
employing (0 employees), employing micro (1-4 employees) and other small (5-19
employees) in order to allow any differences between employee size to be discerned.
The growth rate of small businesses in each industry is also plotted over time, along
with the growth rate in the corresponding WA industry-specific gross value added
(component of Gross State Product), which represents how each sector is performing
at the aggregate level in WA.

There are several notable observations. First, for aimost all industries, non-
employing businesses make up the highest percentage of all small businesses. These
include sole proprietorships or partnerships without employees. Accommodation

and food services is the only industry where the number of employing micro (1-4
employees) businesses outnumber non-employing businesses. Retail trade is another
sector where the employing micro sector is almost as prominent as non-employing
businesses.

Second, Accommodation and food services is also the sector which the highest
proportion of other small (5-19 employees) businesses. Industries such as Financial
and insurance services, Rental, hiring and real estate services and Transport, postal
and warehousing have low percentages of other small businesses in their mix.

Third, there are industries where the three components of small businesses move
together. In general it can also be observed that where they deviate from other the
growth rates of counts of non-employing and employing micro businesses tend to
move together more so than for the other small category. As an example, for the
Public administration and safety industry, there is a clear correlation between the
growth rates of all three types of small businesses in WA. The counts of all three fell
in the cyclical downturns of 2013 and 2015 while all three rose in 2014 and 2016.
The Administration and support services industry is an example where ‘other small’
businesses moved independently of the other two types of small businesses.

The fourth is an examination of any correlations between the economic growth

rate of individual sectors (as represented by industry gross value added) and the
growth rate in small businesses (by employment size). At the outset it should be
noted that a visual comparison between the two (industry gross value added and
small business counts) cannot reveal the complete nature of the relationship, and
there should be absolutely no attribution to causality when looking at just two
variables without regard for time lags and other determinants of small business
growth. Nevertheless charting the growth rate in small business counts by industry
with their corresponding economic growth can potentially reveal interesting trends.
Again taking Public administration and safety as an example, the lower growth rate
inindustry value added from 2012 to 2013 and 2014 to 2015 corresponds with a
decline in the growth of the in the number of all three categories of small businesses.
The rebound in industry growth value added from 2013 to 2014 and 2015 to 2016
coincides with a corresponding increase in the growth rate of all three types of small
businesses.
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Figure 8 Number of small businesses by industry, 2011/12 to 2016

Agriculture, forestry and fishing

Count Percentage change
25,000 50
40
20,000
30
15,000 = 20
g
10,000 & 0
0
5,000
-10
0 -20
2011 2012 2013 2014 2015 2016 2012 2013 2014 2015 2016
= Non-employing M Employing micro (1-4 employees) M Other small (5-9 employees) B Industry gross value added  —— Non-employing
= Employing micro (1-4 employees) == Other small (5-9 employees)
Mining
Count Percentage change
3,500 15
3,000 10
2,500
5
2,000 2
8 0
1,500 &
1,000 = \ /
500 -10 \~
0 -15
2011 2012 2013 2014 2015 2016 2012 2013 2014 2015 2016
= Non-employing M Employing micro (1-4 employees) M Other small (5-3 employees) W Industry gross value added  —— Non-employing
— Employing micro (1-4 employees) —— Other small (5-9 employees)
Manufacturing
Count Percentage change
9,000 15
8,000
7,000 0
6,000
- 5
5,000 S
4000 & o —
3,000
2,000 5
1,000
0 -10
2011 2012 2013 2014 2015 2016 2012 2013 2014 2015 2016
® Non-employing M Employing micro (1-4 employees) M Other small (5-9 employees) B Industry gross value added  —— Non-employing
= Employing micro (1-4 employees) = QOther small (5-9 employees)
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Figure 8 Number of small businesses by industry, 2011/12 to 2016 (continued)
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Figure 8 Number of small businesses by industry, 2011/12 to 2016 (continued)
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Figure 8 Number of small businesses by industry, 2011/12 to 2016 (continued)
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Figure 8 Number of small businesses by industry, 2011/12 to 2016 (continued)
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Small Business in the Regions

There are 218,000 small businesses in WA, of which 75.4% are base in the Perth
metropolitan region. This is followed by the South West (6.9%), Wheatbelt (4.4%), 75% of all small
Peel (3.7%) and Great Southern (3.1%). This is broadly in line with the population
distribution in WA's regions - Perth (1,938,560) has the highest population followed :
by South West (177,640) - and this is reflected by the business counts. The main WA are based in
exception is the Pilbara (65,680), which has the fifth highest population in WA but has Perth.

the 9th (of 10) highest counts of small businesses.

businesses in

Of the 53,500 small businesses in WA's regions, as shown in the second panel of
Figure 9 below, 28% are based in the Southwest, with 18% in the Wheatbelt, 15% in

Peel, and 12.6% in Great Southern. Other regions’ percentages are reported in single 28% of all small
digits, with the smallest number reported for the Gascoyne (1.8%). businesses in
Figure 9 Number of small businesses in WA, by region, 2016 reglonal WA
are based in the
WA Regions excluding Perth South West.

1.9% 3.1%
0.4% 7.0% 1.7% 1.6%

Gascoyne
Goldfields - Esperance
Great Southern
Kimberley

Mid West

Peel

Pilbara

South West
Wheatbelt
Other

Perth

218,150

14.6%

3.9%

Note:  As a result of ABS pertubation for areas with low level values the data presented at detailed levels will not always be additive. Data rounded to nearest 10.
Regions total excludes the category ‘Other”.
Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, June 2016




Table5 Number of small businesses in WA, by region, 2011 to 2016

Gascoyne 970  0.4% 950 04% 960 05% 930 04% 930  0.4% 950  0.4%
_Gglif;‘i:]drfce 4560 21% 4470 2% 4290 21% 4230 20% 4210 20% 4250 1.9%
e 6,970 32% 6810 32% 6580 3% 6700 32% 6710 31% 6710 3.1%
Kimbeey 2,400 11% 2390 1.1% 2290 1.1% 2260 11% 2220 10% 2790 1.0%
Mid West 5300 24% 5140 24% 4,980 24% 5000 24% 4930 23% 4890 2.2%
Peel 8030 37% 7,790 36% 7,440 36% 7,550 36% 7,770 36% 7940 3.6%
Perth 159,450 73.6% 159,070 73.8% 154,590 73.9% 157,410 744% 160,010 747% 163,800 75.1%
Pilbara 2250 10% 2340 11% 2280 11% 2280 11% 2210 1.0% 2700 1.0%
SouthWest 15270 7.0% 14910 6.9% 14500 6.9% 14700 69% 14660 68% 14920 6.8%
Wheatbelt 10,120 4.7% 9,690 4.5% 9440 45% 9680 46% 9580 45% 9,530 44%
Other 1290 06% 1850 09% 1720 08% 890 0.4% 850  0.4% 880  0.4%
Total 216,590 100% 215,410 100% 209,070 100% 211,640 100% 214,060 100% 218,150 100%

Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0

On average, there are 83 small businesses in WA per thousand of the population (Table
6). This figure is highest in the Wheatbelt (128.9) followed by Great Southern (111.4)
and Gascoyne (96). Perth and the South West have approximately 84 small businesses
per thousand of the population, with only 58.7 for the Peel. The lowest number is
recorded for the Pilbara at 32 small businesses per thousand of the population.

Table6 Number of small businesses in WA per 1,000 population, by region, 2011-2016

Gascoyne 99.8 97.0 97.3 94.1 935 96.0 -3.7%
Goldielc 76.7 735 69.4 69.3 69.5 716 6.7%
- Esperance

Great southern 1217 117.2 11.2 112.1 1115 1114 -8.5%
Kimberley 65.1 626 58.0 58.2 57.2 56.4 -13.4%
Mid West 95.7 90.9 86.3 86.1 85.1 84.8 -11.4%
Peel 712 65.7 59.8 59.0 58.9 58.7 -17.6%
Perth 923 88.7 83.4 834 836 845 -8.5%
Pilbara 36.4 36.4 345 344 336 320 12.2%
South West 956 90,5 85.6 84.9 83.3 84.0 -12.1%
Wheatbelt 1383 131.0 126.4 129.8 128.7 128.9 -6.8%
Total 92.0 88.4 83.1 82.8 82.7 83.4 -9.4%

Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, June 2016 and 3218.0
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For WA, 62% of all businesses in 2016 were non-employing businesses. This is higher

for Perth and the South West (both 63%), but lower in the other regions (see Figure 16% of all

10). The'Gasc.oyne reports the 10\A{est numl?er of non-employing busmgsses (55%) in businesses in the

20716, with this region also recording the highest percentage of all businesses in that

region having between 5-19 workers (16%). The latter averages at 9.7% for WA as a

whole, and is Towest in the Wheatbelt (8%) followed by Perth and Peel (both 9%). between 5-19
employees. This

compares to 9%
for Perth.

Gascoyne have

Figure 10 Composition of businesses in regional WA, by employment size sub-category, 2016
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The industry distribution of businesses in WA regions

The distribution of small businesses in WA by industry are presented in Table 7. A key
difference between Perth and the other regions is the importance of the agriculture,
forestry and fishing industry in the regions. In five of the nine regions, the agriculture,
forestry and fishing industry has the highest count of small businesses, and with the
exception of the Pilbara, is in the top three for all regions in WA. In the Wheatbelt,
47.5% of small businesses are in the agriculture industry. This is 35.9% for the Great
Southern, 28.6% for the Mid West, and 26.8% for the Gascoyne.

Other differences in the proportion of small businesses in Perth compared to the
regions are in professional, scientific and technical services and financial and
insurance services industries. For Perth, 13.8% of small businesses are in the
professional, scientific and technical services industry. This is 6.1% for the regions
as a whole. As for financial and insurance services, this industry makes up 10.3% of
small businesses in Perth, compared to 6.1% for the remaining regions.

Table 8 takes a closer 1ook at the industry distribution of non-employing businesses,
which is the most significant in terms of number among the three categories of small
businesses, in regional WA.

Perth has the highest percentage of non-employing businesses (163,800) in the
state. The top three sectors that make up Perth’s non-employing businesses are
construction, professional, scientific and technical services, and rental, hiring and real
estate services.

Among the regions, the South West has the highest percentage of non-employing
businesses, at 14,915 out of the state total of 218,150. The top three sectors
that make up the South West's total non-employing businesses are construction,
agriculture and rental, hiring and real estate services.

Agriculture, forestry and fishing again comprises the most number of non-employing
businesses in Gascoyne, Goldfields-Esperance, Great Southern, Mid West and the
Wheatbelt.
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Table 7 Industry distribution of small businesses in regional WA, 2016

Agriculture, forestry and 255

fishi 1 790 1 2,405 1 190 3 1,400 1 640 3
shing

Mining 5 16 185 9 20 18 5 19 40 15 40 17
Manufacturing 30 10 135 12 240 10 75 11 135 11 295 10
Electricity, gas, water and

SR SER TS 5 16 10 19 15 19 10 18 20 18 30 19
Construction 165 2 640 2 870 2 470 1 725 2 2,100 1
Wholesale trade 15 13 85 14 110 13 55 13 95 13 205 13
Retail trade 70 5 265 7 385 4 190 4 290 © 490 7
Accommaodation and food

e 55 6 170 10 255 8 115 9 180 9 245 12
Transport, postal and

warehousing 90 3 280 © 300 7 150 5 300 5 630 5
Information media and

e s 5 19 15 18 25 17 15 17 5 20 25 20
Financial and insurance

et 30 8 290 4 330 6 120 8 370 4 540 6
Rental, hiring and real

estate services [ER 445 3 630 3 240 2 420 3 725 2
Professional, scientific and 30 9 250 8 375 5 145 6 PV 640 4
technical services

Administrative and support

e 30 10 130 13 150 12 100 10 115 12 280 11
(AU EITR AR A AT 5 19 5 20 10 20 5 19 15 19 30 18
and safety

Education and training 5 16 35 16 40 15 20 16 30 17 80 16
Health care and social

o el 20 12 150 11 215 11 65 12 165 10 340 9
Arts and recreation

e 10 15 25 17 25 16 25 15 30 16 90 15
Other services 40 7 285 5 240 9 135 7 250 7 425
Currently unknown 15 14 50 15 65 14 50 14 65 14 90 14
Total 950 4,245 6,715 2,190 4,885 7,940
Percentage 0.4% 1.9% 3.1% 1.0% 2.2% 3.6%

Note:  Data rounded to nearest 5
Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, June 2016




Table 7  Industry distribution of small businesses in regional WA, 2016 (contined)

Agriculture, forestry and

2l 3,430 13 90 10 2735 2 4530 1 135 1 16,600 5 7.6%
fishing

Mining 2,145 15 25 16 45 18 45 15 65 6 2,625 15 1.2%
Manufacturing 6,195 9 60 12 640 8 250 9 50 8 8,110 10 3.7%
Electricity, gas, water and -

TEAETT 470 20 15 19 45 18 25 18 5 17 655 19 0.3%
Construction 31,810 1 480 1 3140 1 1,015 2 90 3 41,500 1 19.0%
Wholesale trade 5,300 12 35 14 315 13 185 11 30 12 6,435 13 2.9%
Retail trade 8680 7 120 8 940 © 465 5 35 10 11,920 7 5.5%
Accommodation and food ®
s 5455 11 95 9 630 9 245 10 35 9 7,485 12 3.4%
Transport, postal and - @
warehousing 11,480 5 180 3 555 11 515 4 60 7 14,540 6 6.7%
Information media and = -

e 1,220 18 5 20 70 17 10 19 5 17 1,400 18 0.6%
Financidlandinsurance 46935, 130 7 1085 5 38 6 75 5 20190 4 9.3%

services

Rental, hiring and real

S S 18,840 3 235 2 1,435 3 675 3 105 2 23,825 3 10.9%

Professional, scientific

and technical services 22,555 2 135 6 1125 4 335 8 80 &4 25915 2 11.9%
Administrative and o
support services 6,110 10 135 5 440 12 155 12 25 14 7,665 11 3.5%
Public Administration - _

and safety 480 19 15 17 35 20 5 20 19 610 20 0.3%
Education and training 1,920 16 35 15 130 16 45 17 10 16 2,345 16 1.1%
Health care and social

AT 9390 6 85 11 590 10 150 13 30 11 11,190 8 5.1%
Arts and recreation _ ®
e 1,800 17 15 17 145 14 45 16 19 2,215 17 1.0%
Other services 7070 8 155 4 675 7 365 7 20 15 9660 9 4.4%
Currently unknown 2,615 14 50 13 145 15 80 14 25 13 3,255 14 1.5%
Total 163,800 2,100 14,915 9,530 880 218,150 100%
Percentage 75.1% 1.0% 6.8% 4.4% 0.4% 100%

Note:  Data rounded to nearest 5
Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, June 2016
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Table 8 Industry composition of non-employing businesses in regional WA, 2016

(TN, feasiiny e 155 1 450 1 1,555 1 125 3 775 1 475 3
fishing

Mining 5 14 130 6 15 18 - 20 20 16 30 17
Manufacturing 25 6 60 12 125 8 45 10 75 10 165 10
Electricity, gas, water and

SR SER TS 5 14 5 19 10 19 5 18 10 18 20 20
Construction 110 2 340 3 535 3 265 1 445 2 1325 1
Wholesale trade 5 16 40 13 55 13 30 14 50 13 120 12
Retail trade 25 7 100 9 140 7 65 & 95 8 210 7
Accommaodation and food

e 20 8 40 15 75 12 45 9 60 11 80 13
Transport, postal and

warehousing 45 4 170 5 190 6 90 5 185 5 445 5
Information media and

e s 5 16 10 18 15 17 5 17 5 20 20 18
Financial and insurance

et 30 5 255 4 280 4 105 4 325 4 460 4
Rental, hiring and real

estate services 55 3 375 2 580 2 200 2 380 3 615 2
Professional, scientific and 15 o 15 7 535 5 0 6 145 6 385 6
technical services

Administrative and support

SRS 10 12 60 11 90 11 40 11 60 12 165 11
Public Administration

and safety S 16 5 20 S 20 5 19 10 19 20 18
Education and training 5 16 20 16 30 15 10 16 20 17 45 16
Health care and social

o e el 10 13 75 10 120 9 35 13 85 9 205 8
YRS i) e eI s 16 15 17 20 16 10 15 20 15 50 15
services

Other services 15 9 110 8 115 10 70 7 120 7 195
Currently unknown 15 11 40 13 50 14 40 12 50 14 65 14
Total 550 2,415 4,230 1,275 2,935 5,085
Percentage 0.4% 1.7% 3.0% 0.9% 2.1% 3.6%

Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, June 2016




Table 8 Industry composition of non-employing businesses in regional WA, 2016 (contined)

Agriculture, forestry and

2l 2,590 12 65 8 2,045 2 2590 1 75 2 10,895 6 7.8%
fishing

Mining 1,370 15 15 15 30 18 25 16 25 8 1,665 15 1.2%
Manufacturing 2,890 10 40 11 335 7 140 9 30 7 3,930 11 2.8%
Electricity, gas, water and .

TEAETT 260 20 5 19 25 19 20 17 5 16 370 19 0.3%
Construction 21,010 1 275 1 2,085 1 625 2 65 3 27,080 1 19.3%
Wholesale trade 2,770 11 20 14 180 13 110 10 15 11 3,400 12 2.4%
Retail trade 3835 7 50 10 345 6 175 8 10 12 5040 &8 3.6%
Accommodation and food ®
s 1,545 14 30 13 200 12 80 12 10 13 2,175 14 1.6%
Transport, postal and @
warehousing 9,095 5 100 4 335 7 290 5 40 5 10,985 5 7.8%
racimatcnlnedialand 845 18 5 18 40 17 10 19 5 16 95 18 0.7%

telecommunications

Financial and insurance

St 13,980 3 120 3 930 4 320 4 40 6 16,840 3 12.0%

Rental, hiring and real

S S 16,165 2 200 2 1,230 3 595 3 80 1 20,465 2 14.6%

Professional, scientific

and technical services 13070 4 65 7 660 5 215 6 45 4 15,050 4 10.7%

Administrative and

V)
support services 3,520 8 755 230 11 95 11 10 13 4,355 10 3.1%
Public Administration _
and safety 300 19 5 20 15 20 5 20 19 365 20 0.3%
Education and training 1,075 17 15 16 75 16 15 18 5 16 1,310 17 0.9%
Health care and social -
AT 5595 6 50 ¢ 335 7 75 13 20 10 6,605 7 L.7%
Arts and recreation _ ®
T 1,190 16 10 17 100 15 30 15 19 1,450 16 1.0%
Other services 3,340 9 70 6 320 10 205 7 10 15 4,565 9 3.3%
Currently unknown 2,035 13 40 12 115 14 65 14 20 9 2,545 13 1.8%
Total 106,490 1,255 9,630 5,685 500 140,055 100%
Percentage 76.0% 0.9% 6.9% 4.1% 0.4% 100%

Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, June 2016
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Must discussion occurs around the contribution of small businesses in WA. Small
businesses contribute significantly to our society - economically, socially and from a
community cohesion perspective.

This section of the report looks at two key economic indicators relating to the
contribution of small business to the Australian and WA economies - the value added
and employment contributions. Using unpublished data provided by the ABS, we are
able to estimate the value added contribution of the small business sector to the
Australian and WA economies, and at an industry level. We also report the most up to
date employment and wages and salaries data for the small business sector in WA,
again at an industry level.

Value Added Contribution of Small Business

Here, we derive an estimate of the value added contribution of the small business
sector in WA. The ABS provides publically available data (cat 8155.0) on the industry
value added of small businesses for Australia. However, this catalogue does not
provide industry value added data at a state level. Furthermore, while Gross State
Product (GSP) data is available by industry (cat 5220.0), it does not differentiate the
contribution of various businesses by size.

To derive an estimate of industry value added by business employment size, we first
obtain the share of small business wages and salaries, by industry, as a proportion of
overall wages and salaries by industry in WA. These results are, in of themselves, of
interest and are reported in Table 9.

This weighting is then applied to the GSP data obtained from cat. 5220.0 to obtain
an implied IVA of small businesses by industry. These estimates were derived for the
three years for which unpublished data was available (2012-13, 2013-14 and 2014-
15), the results of which are presented in Table 10.

In terms of wages and salaries (see Table 9) in 2014-15, small business accounted
for 22.8% of all wages and salaries in WA, which is higher than that reported for
2013-14 (20.7%) and 2012-13 (21.5%). Given that small businesses accounted for
41% of total employmentin WA in 2014-15, it is the case, as one would expect, that
medium and larger businesses, on average, provide higher wages and salaries for
each industry.

The industry where wages and salaries align closest to the overall employment
contribution is in retail trade, where small businesses account for 35.0% of wages and
salaries in this industry, with 37.2% of employment.

Small businesses in the agriculture, forestry and fishing industry account for 56%
of wages and salaries in that industry. This is the highest of all industries, but has
declined from 62% in 2012-13.




Agriculture, forestry and fishing is followed by other services (48.8%) and rental,
hiring and real estate service (45.3%). Small businesses in the mining industry had
the lowest share of wages and salaries (6.0%), which is expected given that small
businesses in the mining industry also had the smallest share of employment with an
industry in 2014-15 (8.6% as is reported later in Table 11).

Only six of the 18 industries reported in Table 9 saw an increase in the share of small
business wages and salaries going from 2012-13 to 2014-15, the largest being

in construction (from 17.7% to 28.6%), and again lines up with increases in the
employment share of the construction industry, as outlined in Table 11. Agriculture,
rental hiring and real estate services, and private education and training saw the
largest decline in wages and salaries.

Table 9 Small business wages and salaries, WA, 2013 to 2015

ﬁgm‘g‘ture' eiesttlonc 540 505 575 870 900 1,020  622%  56.0%  56.3%
Mining 895 660 775 12,385 13,395 12,890 7.2% 4.9% 6.0%
Manufacturing 1,005 1,965 1420 6405 6525 6490 17.3%  17.9% = 21.9%
Electricity, gas, water and

NS 80 85 90 1,260 1,350 1,370 6.5% 6.4% 6.4%
Construction 2215 2670 3550 12,505 13,375 12,390 17.7%  200% = 28.6%
Wholesale trade 775 895 845 3765 3,380 2,980 244%  265%  28.3%
Retail trade 1,410 1,650 1,515 4365 4510 4320 323%  366%  35.0%
fscomipodationiandiioad 760 660 825 2,795 2,890 2,845 272% 228%  29.0%
services

Transport, postal and

warehousing 705 595 720 4020 4275 4400 17.5%  140%  16.4%
Information media and

oo 95 95 90 745 750 790  125%  12.8%  11.6%
Renualipinnolanciieciie=toie 955 1,120 930 1,945 2170 2055 491%  516%  453%

services

Professional, scientific and

> : 2,945 2,740 2,440 8,785 8,395 8,040 33.5% 32.6% 30.4%
technical services

Administrative and support

) 810 845 795 5625 5525 5360 144%  153%  14.8%
services

IPUElife Rl Bt Gl 70 65 85 525 540 585 133%  11.6%  14.2%
safety (private) . J b
Fdicaticalandiuaining 310 270 280 1,690 1,770 1,890  184%  151%  14.8%
(private)

Health care and social 1,045 830 1,055 4265 4685 4915  245%  17.7%  21.5%
assistance (private)

Arts and recreation services 95 90 90 605 645 630 15.7% 13.8% 14.1%
Other services 1,085 1,090 1,050 2105 2,285 2,155  514%  47.6%  48.7%
Total 15,895 16,025 17,120 74070 77,370 75125 215% 20.7%  22.8%

Notes: Counts are rounded to nearest 10. Percentages are calculated from unrounded values. Data for ‘Financial and Insurance Services’ are not available.
The estimates for several industries have low relative standard errors and should be interpreted with caution
Source: Bankwest Curtin Economics Centre | ABS unpublished data
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Applying the small business share of wages and salary by industry, Table 10 reports
the derived value added contribution of small business in both Australia and WA,

by industry for the three years 2012-13, 2013-14 and 2014-15. For Australia, the
small business sector was worth $302.4 billion in 2014-15. For Australia, the largest
contribution was from construction ($59.7 billion) followed by professional, scientific
and technical services ($36.3 billion) and rental, hiring and real estate services
($25.0 billion). The value added contribution of the small business sector in Australia

increased by 11% between 2013-14 and 2014-15.

Table 10 Value added contribution of small business, Australia and WA, 2013-2015

Agriculture,
forestry and
fishing

Mining
Manufacturing

Electricity,
gas, water and
waste services

Construction
Wholesale trade

Retail trade
Accommo
-dation and
food services

Transport,
postal and
warehousing

Information
media and
telecommuni-
cations

Rental, hiring
and real estate
services
Professional,
scientific and
technical
services

Administrative
and support
services

Public
administration
and safety
(private)

Education and
training (private)

Health care
and social
assistance
(private)

Arts and
recreation
services

Other services
Total

23,240

9,895
19,000

2,970

41,115
15,210
23,165

13,600

13,210

4,790

24,640

35,970

9,090

1,140

4,240

19,295

2,920

15,615

279,120

20,690

7,775
19,095

3,265

45,340
18,545
21,745

12,010

11,295

4,660

25,140

36,380

9,275

985

2,690

16,085

2,525

15,090
272,585

Note:  Values expressed in 2017 dollars

Source: Bankwest Curtin Economics Centre | BCEC calculations using data from ABS unpublished data and cat no 5220.0

23,110

7,165
22,080

3,230

59,740
16,840
22,020

14,380

14,030

4,760

25,015

36,295

9,365

1,170

3,650

21,125

2,490

16,030
302,495

3,045

5,355
2,265

395

6,090
1,700
2,975

1,005

2,200

415

2,430

4,680

1,160

70

440

1,970

175

1,920
38,285

3,435

4,305
2,375

395

6,705
1,915
3,105

890

1,810

435

2,695

4,330

1,175

60

390

1,445

145

1,595
37,205

3,185

3,990
2,860

395

9,295
1,940
2,895

1,145

2,105

410

2,210

3,805

1,155

70

405

1,985

165

1,650
39,665

For WA, the value added contribution of the small business sector currently stands

at $39.6 billion. This accounts for 19.7% of WA's GSP. This implies that if the small

business sector was considered as an industry in of itself, it would rank second only
to mining in terms of economic contribution to the WA economy.




Of the $39.7 billion, as shown in Figure 11, the construction industry contributed
23.4% (59,295m), followed by mining (10.1%), professional, scientific and technical
services (9.6%) and agriculture, forestry and fishing (8.0%).

Figure 11 Value added contribution of small businesses in WA, by industry, 2015

Value added, 2015

$39.7bn

m Construction W Rental, Hiring and Real Estate Services

m Mining Transport, Postal and Warehousing

m Professional, Scientific and Technical Services m Health Care and Social Assistance (private)
Agriculture, Forestry and Fishing m Wholesale Trade

B Retail Trade m Other sectors

m Manufacturing

Source: Bankwest Curtin Economics Centre | BCEC calculations using data from ABS unpublished data and cat no 5220.0.
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Employment Contribution of Small Businesses in Australia

Australian employment by business size for the period 2006-07 and 2014-15,

is displayed in Figure 12. The annual percentage change in employment in small
businesses is also displayed. Figure 13 shows more clearly the distribution of
employment for businesses, by employment size, for a selection of years (four year
intervals) since 2006-2007.

The overall level of employment in Australia rose from 9.48 million in 2006-07 to
10.54 million in 2010-11 - an increase of 11.2%. However, over the next four year
period to 2074-15, employment rose by less than 1%, from 10.54 million to 10.64
million people.

So what has been the contribution of businesses by employment size to the latter
growth in employment for Australia? Aimost 5 million workers were employed

by small business in 2006-07. This accounted for 52.6% of all employment in
Australia (refer to Figure 14). This contribution declined substantially to 4.78 million
(45.4% of total employment) in 2010-11 and further to 4.76 million (44.8% of total
employment) in 2014-15. Absolute numbers have also declined from almost 5 million
workers employed by small business in Australia in 2006-07 to 4.76 million workers
in 2074-15.

Small business employment numbers declined by 4.1% between 2006-07 and 2010-
11, and by a further 0.4% between 2010-11 and 2014-15. Medium sized businesses
increased employment by 35.9% between 2006-7 and 2010-11, but declined

by 2.15% between 2010-11 and 2014-15. Large businesses saw an increase in
employment for both periods by 22.4% and 5.5%, respectively.

More recently (see Figure 12), for all states and territories, the small business
sector reports an increase or stable level of employmentin 2014-15. For most, this
is coupled by a decline in employment by medium sized businesses. This inverse
relationship between employment in the medium and large sectors appears also in
other years over the period reported.




Figure 12 Employment by business size, all states, 2006-07 to 2014-15
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Figure 12 Employment by business size, all states, 2006-07 to 2014-15 (continued)
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Figure 14 Share of employment by business size, all states, 2006-07, 2010-11 and 2014-15
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The state share of small business employment has remained reasonably stable

between 2006-07 and 2014-15, as shown in Figure 15 below. WA's share did decline
slightly from 11% to 10.8%. NSW saw an increase in its share of small businesses in
Australia (from 32% to 34%), as did Vic (from 24% to 25%) and the ACT (from 1% to
2%). Qld saw a decline in its share of small business employment from 22% to 19%.
For Qld, there was an absolute decline in employment in the small business sector of

156,000 workers from 1.08 million employees in 2006-07 to 9.22 million employees in
2014-15.

Figure 15 State share of employment by small businesses, 2006-07 and 2014-15

2006-07 20014-15

2.1% 09% 13% 1.9% 0.9% 1.5%

NSW m Vic mQld m SA m WA m Tas m NT = ACT NSW m Vic m Qld m SA m WA m Tas m NT = ACT

Note:  The total number presented in the centre of the dounut pie are rounded to the nearest thousand
Source: Bankwest Curtin Economics Centre | ABS unpublished data
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Employment Contribution of Small Businesses in WA

This section looks in more detail at employment by business size for WA. The number of
workers employed

WA employment has increased from over 1.03 million in 2006-07 to 1.24 million in by small business

2014-15, having reached a peak of 1.32 million in 2012-13, as displayed in Figure 16 in WA stood at
512,000 (41%)

However, the number of people employed in small businesses in WA has declined from in 2014-15, well

7547,00.0 in 2006-07 to Sj 2,0001n 2914-1 5. MeanFime, the number of emplqyees below the peak

in medium and large bus'messes has'mcreqsed. This 1mph.es that the prqportmn of of 569,000 (53%)

the workforce employed in small business in WA has declined from a height of 53% 5

in 2006-07 (0.4% above the national average) to 41% in 2014-15 (3.5% below the recorded in

national average). 2007-08.

Medium sized businesses accounted for 24.5% of employment in WA in 2014-
15, up from 19.9% recorded in 2006-07. Large businesses accounted for 34% of

employmentin 2014-15, increasing from 27 percent in 2006-07. Medium and
Large businesses
Figure 16 Number of employees, by business size, WA, 2007 to 2015 accounted fOf a
Number of employees Percentage change larger number
1o 3 3 o and proportion
' 2 25
2 800 g 10 in WA in 2014-
= ] 5
g o 50 15 compared to
200 30 their 2006-07
0 £ 20 : .
TR R R EE Rl contiuton
j¥e) [ee) (o)) — ~J m ~ o0 [ea] o — [aV] m <
M Smail M Medium M Large @@= Small =il Medium e=g= |arge

Source: Bankwest Curtin Economics Centre | ABS unpublished data.




Using unpublished data provided by the ABS, Table 11 outlines industry employment
for small businesses and all businesses for the three years 2012-13, 2013-14 and
2014-15.7

From 2012-13 to 2014-15, small business employment in WA decreased from
526,970 to 512,120. However, the share of small business employment has increased
from 39.8 percent to 41.3 percent over the same period.

By industry, between 2012-13 and 2014-15, employment in small businesses has
increased in ten of the eighteen industries reported here.? Most notable increases
(refer to Table 11 and Figure 17) were seen in public administration and safety
(private) (from 2,050 to 2,490, a 21.5% increase), construction (from 78,930 to
86,870, a 10.1% increase) and wholesale from 17,390 to 18.770, a 7.9% increase).
Interestingly, for the latter two industries, total employment declined by 8.1 percent
and 7.6 percent respectively, implying a shift of workers from medium and large
businesses to smaller businesses for these industries post-mining boom. For example,
for the construction industry, the share of small business employment increased from
45 .8 percentin 2012-13 to 54.9 percentin 2014-15.

Of the eight industries reporting a decline in employment in the small business sector,
most striking is the decline in mining from 9.810 to 6,680. For the mining industry,
this is a decrease in employment of 31.9 percent in the small business sector. Overall
employment in the mining industry declined by 6.5 percent over the same period,
which suggests that employment in smaller mining companies was significantly
more impacted on by the decline in mining activity in WA. Between 2012-13 and
2014-15 the employment contribution of small businesses in the mining industry
declined from 11.8 percent to 8.6 percent.

Professional, scientific and technical services also saw a significant decline in

small business employment from 68,790 to 53,330 (a 22.5% decline), followed by
Electricity, Gas, Water and Waste Services, which saw a decline of 20.5 percent (from
1,990 to 1,580).

1 The ABS could not provide industry level data for these years for medium and large businesses, due to confidentiality and data
quality reasons.
2 Data on fFinancial and Insurance services was not available.
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Table 11 Total employment and employment by small businesses, by industry, WA, 2012-13 to 2014-15

Agriculture, forestry and fishing 47,220 46,710 44,890 58,910 58,880 56,830 80.2% 79.3% 79.0%
Mining 9,810 8,480 6,680 83,150 82,300 77,760 11.8% 10.3% 8.6%
Manufacturing 30,350 30,340 31,580 94,940 95,970 91,840 32.0% 31.6% 34.4%

Electricity, gas, water and

TR T 1,990 2,240 1,580 14,370 13,690 13,500 13.8% 16.3% 11.7%

Construction 78,930 80,300 86,870 172,320 173,760 158,350 45.8% 46.2% 54.9%
Wholesale trade 17,390 20,920 18,770 52,510 54,700 48,510 33.1% 38.2% 38.7%
Retail trade 51,310 58,5570 53,280 149,050 141,770 143,370 34.4% 41.3% 37.2%

Accommodation and food

. 42,520 35140 40,440 105,140 99,910 98,580 40.4% 35.2% 41.0%
services

Transport, postal and

warehousing 31,390 26,180 27,720 71,170 69,840 68,830 44.1% 37.5% 40.3%

Information media and

L 2,250 2,470 2,380 10,030 10,520 10,210 22.4% 23.5% 23.3%
telecommunications

Rental, hiring and real estate

: 36,830 36,050 34,150 50,430 50,980 48,320 73.0% 70.7% 70.7%
services

Professional, scientific and

e SIS 68,790 59,570 53,330 130,220 115,920 106,810 52.8% 51.4% 49.9%

Administrative and support

P 27,1700 24,680 28,980 108,780 89,650 84,620 24.9% 27.5% 34.2%

Public administration and
safety (private)

Education and training (private) 10,200 8,050 9,250 37,360 37,300 38,710 27.3% 21.6% 23.9%

2,050 1,930 2,490 9,750 10,330 10,490 21.0% 18.6% 23.7%

Health care and social

. . 29,790 27,250 29,560 105,850 109,410 110,990 28.1% 24.9% 26.6%
assistance (private)

Arts and recreation services 6,270 6,300 5,230 18,570 19,850 18,650 33.8% 31.7% 28.0%
Other services 32,790 37,040 34,950 50,530 57,440 54,260 64.9% 64.5% 64.4%
Total 526,970 512,210 512,120 1,323,080 1,292,220 1,240,620 39.8% 39.6% 41.3%

Notes: Counts are rounded to nearest 10. Percentages are calculated from unrounded values. Data for ‘Financial and Insurance Services’ are not available
The estimates for several industries have low relative standard errors and should be interpreted with caution
Source: Bankwest Curtin Economics Centre | ABS unpublished data




Figure 17 Employment by small businesses, by industry, WA, 2012-13 to 2014-15
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This section presents data relating to the count of entries and exits of small businesses
in WA by industry, as well as the survival rates of all businesses by size and industry.

Entries and exits

Many businesses enter and exit in any year. Businesses can exit for a variety of
reasons including the sale or merger of a business when it is acquired by another
business. In this way, even successful businesses could exit the market when they
are acquired by another business. As per the ABS Explanatory Notes on Cat 8165,
business survival rates do not consider changes in employment or turnover size
ranges. That is, businesses remain classified to their original base year classification,
irrespective of whether they have expanded or contracted. Therefore, analysing the
number of businesses does not necessarily indicate sectors that are expanding or
contracting, but could indicate other trends about those industries. Table 12 shows
the number of businesses in WA in each sector in 2016 as well as the number of
entries, exits and the change in the number of businesses in each sector.

Many sectors in WA have seen growth in the number of businesses. In particular the
electricity, gas, water and waste services saw an increase of 6.2% in the number

of businesses in WA. Similarly, the needs of the aging population in Australia may
be encouraging an expansion in the number of businesses in the healthcare and
social assistance sector. There has also been growth in the number of businesses

in Transport, postal and warehousing, arts and recreation services, financial and
insurance services and information, media and telecommunications sectors.

Compared to 2011, there is a better outlook for the arts, but a worsening outlook for
mining and retail trade. Counts in agriculture continue to decline.
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Four sectors have seen a decline in the number of businesses. As will be seen in Table 13
and Table 14, poor survival rates for forestry businesses are driving the decrease in the
number of businesses in agriculture, forestry and fishing. Current economic conditions
might be the cause of a decline in the number of businesses in mining and manufacturing,
while a decline in retail trade in WA is also likely to reflect a flow on effect from the end of
the mining boom.

Figure 18 and Table 13 examine the survival rates of businesses already operating in
2012-13. Firstly, Figure 18 examines the effect of the global financial crisis on the survival
of operating businesses in 2007, just prior to the global financial crisis compared to
businesses operating in 2012. For businesses that operating in 2007, the four-year survival
rate for large businesses was 60% but for small businesses it was 69%. Small businesses
appear untouched by the financial crisis compared to medium and large businesses with
similar four-year survival rates for small businesses operating in 2012 compared to 2007.
But for businesses with more than 20 employees, four-year survival rates increased from
76% to 83% for medium-sized businesses and 60% to 82% for large businesses.

Figure 18 Survival rates of businesses operating in WA, pre and post GFC
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Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, Jan 2012 and June 2016

Therefore, small businesses seem to be more resilient to the financial crisis than larger
rivals. However, these survival rates could be partly related to exposure to financial
markets. As is shown in the next section, small businesses often cite financial barriers to
innovation or investment. Given this difficulty, it could be expected that small businesses
are less exposed to investor sentiment than their larger rivals.

Table 13 examines the one-, two-, three- and four-year survival rates of operating firms in
June 2012 by subsector. The colour of the cells describing the survival rate in June 2016
describe how well a subsector performs relative to the sector as a whole with green cells
describing where a subsector performs better than the overall sector and red describing
subsectors with the lowest survival rates in their sector.

The high survival rate of incumbent agriculture businesses but a poor survival rate for
forestry and logging businesses shows that aggregate sector trends do not necessarily
reflect the experience of businesses in different subsectors. Similarly, the aging population
could explain the high survival rate for businesses providing residential care and drive the
overall high survival rates of businesses in the health sector, while businesses in the social
assistance subsector have a poor survival rate. The end of the mining boom has resulted
in Tow survival rates for businesses operating in the coal mining or petroleum and coal
product manufacturing sectors.




Table 13 Survival rates of businesses operating in 2012-13 to 2015-16, WA, by industry

Agriculture, forestry and fishing 18,872 17,104 90.6% 15,117 80.1% 13,939 73.9% 12,890 68.3%
Agriculture 14,678 13570 92.5% 12,094 824% 11,263 76.7% 10,504 | 71.:6%
Aquaculture 197 174 883% 145 736% 134 680% 123 62.4%
Forestry and logging 1,387 1,081 77.9% 832 600% 678 48.9% 548139155
Fishing, hunting and trapping 1,263 1,097 86.9% 1,001 79.3% 930 73.6% 856 67.8%
poriculture, forestry and fishing support 43,7 1,182 87.8% 1045 77.6% 934 69.3% 859 63.8%
Mining 2,949 2606 88.4% 2,347 79.6% 2,080 70.5% 1,867 63.3%
Coal mining 27 21 77.8% 19 70.4% 15 55.6% 15 185165
Oil and gas extraction 149 134 89.9% 116 77.9% 106 71.1% 93 62.4%
Metal ore mining 476 406 853% 379 79.6% 333 70.0% 300 63.0%
Non-metallic mineral mining and 293 258 881% 234 79.9% 209 713% 183 625%
quarrying

SO U GG i R 2,004 1787 892% 1,599 79.8% 1,417 707% 1,276| 63.7%
Manufacturing 8831 70646 86.6% 6,783 76.8% 6,044 68.4% 5468 61.9%
Food product manufacturing 750 640 85.3% 565 75.3% 492 65.6% 437 58.3%
Beverage and tobacco product

Sl s 313 272 86.9% 251 802% 221 70.6% 203 64.9%
jleuiedleatercetngloncliootvedy 680 579 851% 481 707% 416 61.2%  368| 541%
manufacturing

Wood product manufacturing 506 450 88.9% 399 78.9% 358 70.8% 332 65.6%
Pulp, paper and converted paper product

el 42 36 85.7% 33 786% 28 66.7% 24 571%
PrITEE) (lETE) i e eE e @ Su4 481 884% 433 T796% 388 71.3% 336 61.8%

recorded media)

Petroleum a_nd coal product 42 37
manufacturing

Basic chemical and chemical product
manufacturing

Polymer product and rubber product

88.1% 30 71.4% 24 57.1% 22| 52.4%

250 209 83.6% 185 74.0% 167 66.8% 150 60.0%

334 282 84.4% 257 76.9% 234 70.1% 213 63.8%

manufacturing

NerwEtet e ] e 424 381 89.9% 335 790% 301 710% 275 64.9%
manufacturing

Primary metal and metal product

manufacturing 277 247 89.2% 224 80.9% 202 72.9% 185 66.8%
Fabricated metal product manufacturing 1,842 1,537 83.4% 1,349 732% 1,187 644% 1,064 57.8%
Transport Equipment Manufacturing 795 683 85.9% 608 76.5% 554 69.7% 507 63.8%
Machinery and equipment manufacturing 1,127 1,028 91.2% 932 82.7% 846 75.1% 780| 69.2%
Furniture and other manufacturing 905 784 86.6% 701 77.5% 626 69.2% 572 63.2%
Electricity/gaswaterandiwaste 626 537 858% 475 75.9% 429 685% 389 62.1%
services

Electricity supply 80 66 82.5% 57 71.3% 55 68.8% 47 58.8%
Gas supply 56 43  76.8% 37 66.1% 33 58.9% 28 50.0%
Water supply, sewerage and drainage 95 88 926% 76 800% 68 T716% 61 642%
services

SO D Rl U (el 395 340 86.1% 305 77.2% 273 69.1% 253 6k1%
Construction 40,608 33,216 81.8% 28,449 70.1% 25,082 61.8% 22,411 55.2%
Building construction 6,172 5103 82.7% 4,426 71.7% 3,941 639% 3,564 57.7%
Heavy and civil engineering construction 1,424 1,171 822% 1,002 70.4% 879 61.7% 802 56.3%
Construction services 33,012 26,942 81.6% 23,021 69.7% 20,262 61.4% 18,045 54.7%
Wholesale trade 6,799 5,803 854% 5120 75.3% 4,586 67.5% 4,129 60.7%
Basic material wholesaling 1,624 1,395 859% 1,226 755% 1,109 683% 1,004 61.8%
Machinery and equipment wholesaling 1,554 1,381 88.9% 1,246 80.2% 1,139 73.3% 1,037 66.7%
MISHEEIT VETES GITH (i WEiE S eI 467 400 857% 352 T754% 323 69.2% 287 61.5%

wholesaling

ey, e Eie (Rl e AR M 915 775 847% 683 7h6% 608 66.4% 5S4k 59.5%
wholesaling
Notes: The colour scales are relative to the overall average survival rate of 671.2%, where shades of green indicate survival rates above the average, while shades of
red indicate survival rates below the average
Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, June 2016.
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Table 13 Survival rates of businesses operating in 2012-13 to 2015-16, WA, by industry (continued)

Other goods wholesaling 1,697 1,392 82.0% 1,205 71.0% 1,047 61.7% 927 54.6%
Commission-based wholesaling 542 460 84.9% 408 75.3% 360 66.4% 330 60.9%
Retail trade 13,093 11,052 84.4% 9,595 73.3% 8,420 64.3% 7,456 56.9%
Motor n";h‘de codmelo ehicelPans 1036 896 86.5% 801 77.3% 732 707% 668 64.5%
Fuel retailing 287 254 88.5% 232 80.8% 206 71.8% 188 65.5%
Food retailing 2,128 1,811 851% 1,598 751% 1,411 66.3% 1,245 585%
Other store-based retailing 8291 7,095 856% 6,185 T746% 5436 65.6% 4,838 58.4%

Non-store retailing and retail

commission-based buying and/or selling 1,351 996 73.7% 779 57.7% 635 47.0% 517 38.3%

Accommodation and food services 6,785 5613 82.7% 4,820 71.0% 4,199 61.9% 3,650 53.8%
Accommodation 1,105 981 88.8% 882 79.8% 789 T71.4% 718 65.0%
Food and beverage services 5680 4,632 815% 3938 693% 3,410 60.0% 2,932 51.6%
Transport, postal and warehousing 13,732 11,787 85.8% 10,371 755% 9,195 67.0% 8,187 59.6%
Road transport 7,561 6,571 869% 5843 773% 5220 69.0% 4649 61.5%
Rail transport 4 4 100.0% 4 100.0% 4 100.0% 3 75.0%
Water transport 107 100 93.5% 91 85.0% 76  71.0% 62 57.9%
Air and space transport 149 133 89.3% 121 81.2% 109 73.2% 106 71.1%
Other transport 373 327 87.7% 298 79.9% 277  T4.3% 246  66.0%
FeE e U G e S 2207 1,804 817% 1,550 702% 1,323 59.9% 1,146 51.9%
Transport support services 3,188 2,712 851% 2,339 734% 2,071 65.0% 1,867 58.6%
Warehousing and storage services 143 136 95.1% 125 87.4% 115 80.4% 108 75.5%
\nformation media and 1,399 1,137 813% 961 687% 835 59.7% 746 53.3%
5%};22}23;”“”"”te”‘Et S Ve 283 239 845% 210 742% 178 629% 165 583%
g IGEHIB EIE S el 548 440 803% 369 67.3% 314 57.3% 281 51.3%
Broadcasting (except internet) 32 24 75.0% 20 62.5% 18 56.3% 14 43.8%
Internet publishing and broadcasting 129 99 76.7% 85 65.9% 75 58.1% 63 48.8%
Telecommunications services 131 112 85.5% 95 T72.5% 90 68.7% 83| 63.4%
L”;ftg]gtufg‘g;‘:a”;‘iz‘c‘i‘j;n ‘;’est;ff]‘c’gcsh 265 215 811% 175 66.0% 153 57.7% 134 50.6%
Library and other information services 11 8 T72.7% 7 63.6% 7 63.6% 6 54.5%
Financial and insurance services 17,784 15,780 88.7% 14,420 81.1% 13,329 74.9% 12,384 69.6%
Finance 4,636 4,048 873% 3614 780% 3,269 705% 3,002 648%
Insurance and superannuation funds 7920 7,123 899% 6,670 842% 6,279 79.3% 5,902 74.5%

Auxiliary finance and insurance services 5,228 4609 882% 4,136 79.1% 3,781 72.3% 3,480 66.6%
Rental, hiring and real estate services 22,650 20,619 91.0% 19,084 84.3% 17,717 78.2% 16,558 73.1%

Rental and hiring services (except real

2,834 2,468 87.1% 2212 781% 1,946 687% 1,722} 60.8%
estate)

Property operators and real estate

. 19,816 18,151 91.6% 16,872 85.1% 15771 79.6% 14,836 T749%
services

Professional, scientific and technical
services

Professional, scientific and technical
services (except computer system design 21,863 18,808 86.0% 16,515 75.5% 14,675 67.1% 13,069 59.8%
and related services)

Computer system design and related

25,585 21,934 85.7% 19,211 75.1% 17,020 66.5% 15,159 59.2%

3,722 3,126 840% 2696 724% 2,345 63.0% 2,090} 56.2%

services
Administrative and support services 7,656 6,223 81.3% 5,276 68.9% 4,565 59.6% 4,041 52.8%
Administrative services 3,433 2,844 828% 2,438 T71.0% 2128 62.0% 1,895  55.2%

Building cleaning, pest control and other

support services 4,223 3,379 80.0% 2,838 67.2% 2437 57.7% 2,146 50.8%

putlicladministictionjondisaiety 587 501 853% 441 75.1% 391 66.6% 347 59.1%

(private)
Public administration 28 25 89.3% 19 67.9% 15 53.6% 15| 53.6%
Defence 3 3 100.0% 3 100.0% 3 100.0% 3 100.0%

Notes: The colour scales are relative to the overall average survival rate of 61.2%, where shades of green indicate survival rates above the average, while shades of
red indicate survival rates below the average.
Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, June 2016




Table 13 Survival rates of businesses operating in 2012-13 to 2015-16, WA, by industry (continued)

PUIEIE @I, SEiEy G EEHE 556 473 85.1% 419 754% 373 67.1% 329 59.2%

services

Education and training (private) 2,286 1,888 82.6% 1,614 70.6% 1,432 62.6% 1,273 557% 15
Preschool and school education 110 100 90.9% 92 836% 85 T77.3% T4 67.3%
Tertiary education 850 696 81.9% 590 69.4% 530 62.4% 464

Adult, community and other education 1,326 1,092 82.4% 932 70.3% 817 61.6% 735 55.4%
:"per‘i"lz'lec)“’e T et e 9,265 8420 90.9% 7,741 836% 7,180 77.5% 6,717 72.5% 2
Hospitals 105 91 86.7% 83 79.0% 79 T75.2% 73 69.5%
Medical and other health care services 8,270 7,563 91.5% 6,990 845% 6,505 787% 6,095 73.7%
Residential care services 104 95 91.3% 90 86.5% 85 81.7% 84 80.8%
Social assistance services 786 671 85.4% 578 735% 511 650% 465 59.2%)

Arts and recreation services 2,220 1,867 841% 1,596 71.9% 1,405 63.3% 1,270 57.2% 13
Heritage activities 48 41  85.4% 39 81.3% 34 70.8% 33| 68.8%
Creative and performing arts activities 1,104 911 82.5% 761 68.9% 671 60.8% 605

Sports and recreation activities 878 745 84.9% 648 73.8% 572 65.1% 507 57.7%
Gambling activities 190 170 89.5% 148 77.9% 128 67.4% 125 65.8%
Other services 9,497 8,012 84.4% 7,024 ThLO0% 6,216 655% 5574 587% 12
Repair and maintenance 6,354 5468 86.1% 4,841 76.2% 4,337 683% 3,947 62.1%
Personal and other services 3,143 2,544 80.9% 2,183 69.5% 1,879 59.8% 1,627-
Currently unknown 4,089 2,528 61.8% 1,821 445% 1,466 359% 1,226 30.0%
Unknown 4,089 2,528 61.8% 1,821 445% 1,466 359% 1,226 30.0%

Total 215,313 184,273 85.6% 162,266 75.4% 145,530 67.6% 131,742 61.2%

Notes: The colour scales are relative to the overall average survival rate of 671.2%, where shades of green indicate survival rates above the average, while shades of
red indicate survival rates below the average.
Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, June 2016.
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Figure 19 shows the impact of the financial crisis on the survival rates of new
entrants of various sizes. In particular, the same trend appears that small businesses
were relatively unaffected by the global financial crisis with a four-year survival rate
of 61% increasing to 63% for small businesses that entered in 2012-13. Howeuver,
large businesses entering in 2007-08 were extremely exposed to the financial crisis
with a four-year survival rate of only 6.3% rising to 100% for large businesses that
entered in 2012-13. Medium sized entrants saw a modest increase in their four-year
survival rate after the financial crisis.

Figure 19 Survival rates of new business entries in WA, pre and post GFC

2007-08 - June 2011 2012-13 - June 2016
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Source: Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, Jan 2012 and June 2016

It is possible that some large businesses that exited during the financial crisis have
since re-entered with new branding and a new ABN which would reduce the changes
identified here, but the impacts of the financial crisis on entrants are clearly very
different for small and large businesses.

Table 14 shows the one-, two- and three-year survival rates for entrants in 2013-14in
various subsectors. The poor survival rates of operating businesses in production and
petroleum and coal product manufacturing also resulted in very few entries in these
subsectors.

New entrant businesses have typically lower survival rates than businesses that

are already operating, but, entrants in some subsectors go against this trend,

with even better survival rates than incumbents. For example, in manufacturing,
new entrants in the beverage and tobacco product manufacturing sector have a
8.6% higher three-year survival rate, the wood product manufacturing sector has

a 10% higher survival rate and the printing sector has a 10% higher survival rate
compared to businesses already operating. This indicates that these industries are
experiencing a churn of new businesses replacing established rivals. This trend is not
the same for all manufacturers though, with entrants in primary metal and metal
product manufacturing and transport equipment manufacturing sectors experiencing
three-year survival rates that are respectively 34.5% lower and 22.8% lower than
incumbent operators.




In many sectors, entrants struggle to compete with incumbents. For example, existing
telecommunications businesses have a three-year survival rate of 68.7% but entrants
have a rate of only 33%. This could, in part, be caused by incumbents acquiring small
business entrants or having a first mover advantage. Similarly, entrants in the internet
publishing and broadcasting subsector have a 24.8% lower survival rate than incumbents.
Entrants in tertiary education also have a 17.7% lower three-year survival rate than
existing businesses. Residential care providers have lower survival rates than established
businesses for three years, but for established businesses, the three-year and four-year
survival rates are similar, suggesting that the risks of entry dissipate for these businesses
after approximately four years.

Table 14 Survival rates of new small business entries in 2013-14 to 2015-16, WA, by industry

Agriculture, forestry and fishing 944 750 79.4% 614 81.9% 536 56.8%
Agriculture 636 526 82.7% LuL  BL.4L% 393 61.8%
Aquaculture 12 9 75.0% 8 88.9% 8 66.7%
Forestry and logging 108 68 63.0% 44 64.7% 32| 29.6%
Fishing, hunting and trapping 66 55 83.3% 42  76.4% 38 57.6%
Agriculture, forestry and fishing support services 122 92 75.4% 76  82.6% 65 53.3%
Mining 236 197 83.5% 160 81.2% 131 55.5%
Coal mining 3 0 0.0% 0 0.0% 0 0.0%
Oil and gas extraction 15 13 86.7% 11 84.6% 10 66.7%
Metal ore mining 45 36 80.0% 29 80.6% 26  57.8%
Non-metallic mineral mining and quarrying 19 14 73.7% 12 85.7% 12 63.2%
Exploration and other mining support services 154 134  87.0% 108 80.6% 83 53.9%
Manufacturing ey 623 84.1% 495  79.5% 416 56.1%
Food product manufacturing T4 59 79.7% 45  76.3% 40  54.1%
Beverage and tobacco product manufacturing 24 21 87.5% 20 95.2% 19 79.2%
Textile, leather, clothing and footwear manufacturing 47 35 T74.5% 29 82.9% 23 48.9%
Wood product manufacturing 26 24 92.3% 23  95.8% 21 80.8%
rI?nrierzjtiiCIrl)g (including the reproduction of recorded 43 37 86.0% 31 83.8% 29 67.4%
Petroleum and coal product manufacturing 3 3 100.0% 3 100.0% 0 0.0%
Basic chemical and chemical product manufacturing 15 13 86.7% 8 61.5% 8 53.3%
Polymer product and rubber product manufacturing 30 28 93.3% 22 78.6% 20 66.7%
Non-metallic mineral product manufacturing 35 32 91.4% 25 78.1% 21 60.0%
Primary metal and metal product manufacturing 26 20 76.9% 12  60.0% 10  38.5%
Fabricated metal product manufacturing 215 175 81.4% 137 78.3% 104  48.4%
Transport equipment manufacturing 64 50 781% 38 76.0% 30 46.9%
Machinery and equipment manufacturing 84 75 89.3% 60 80.0% 54  64.3%
Furniture and other manufacturing 55 51 92.7% 42  82.4% 37 67.3%
Electricity, gas, water and waste services 69 59 85.5% 53 89.8% 43  62.3%
Electricity supply 18 16 88.9% 13 81.3% 9 50.0%
Water supply, sewerage and drainage services 6 0 0.0% 0 0.0% 0 0.0%
Waste collection, treatment and disposal services 45 43  95.6% 40 93.0% 34  75.6%
Construction 5,440 4,323  79.5% 3,362 77.8% 2,784 51.2%
Building construction 905 753 832% 601 79.8% 497 54.9%
Heavy and civil engineering construction 173 133 76.9% 103 77.4% 82| 47.4%
Construction services 4,362 3,437 78.8% 2,658 T77.3% 2,205 50.6%
Wholesale trade 615 509 82.8% 416  81.7% 357 58.0%
Basic material wholesaling 127 109 85.8% 90 82.6% 75 59.1%
Machinery and equipment wholesaling 137 117 85.4% 97 82.9% 89 65.0%
Motor vehicle and motor vehicle parts wholesaling 47 39 83.0% 34 87.2% 32 68.1%
Grocery, liquor and tobacco product wholesaling 106 87 82.1% 73  83.9% 58 54.7%
Other goods wholesaling 135 106  78.5% 82 T7.4% 71 52.6%
Commission-based wholesaling 63 51 81.0% 40  78.4% 32| 50.8%
Retail trade 1,277 1,075 84.2% 863 80.3% 734 57.5%
Motor vehicle and motor vehicle parts retailing 94 80 85.1% 66 82.5% 58 61.7%
Fuel retailing 41 35 85.4% 27  T77.1% 23 56.1%
Food Retailing 217 180 82.9% 147 81.7% 129 59.4%
Other store-based retailing 703 595 84.6% 480 80.7% 410 58.3%
Non-store retailing and retail commission-based 222 185 833% 143 773% 114 51.4%

buying and/or selling

Notes: The colour scales are relative to the overall average survival rate of 54.3%, where shades of green indicate survival rates above the average, while shades of
red indicate survival rates below the average
Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, June 2016
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Table 14 Survival rates of new small business entries in 2013-14 to 2015-16, WA, by industry (continued)

Accommodation and food services 1,062 845 79.6% 657 61.9% 561 52.8%
Accommodation 111 91 82.0% 75 67.6% 66 59.5%
Food and beverage services 951 754  79.3% 582 61.2% 495 52.1%
Transport, postal and warehousing 1,600 1,294 80.9% 1,041  65.1% 842 52.6%
Road transport 759 610 80.4% 500 65.9% 415  54.7%
Water transport 12 11 91.7% 8 66.7% 6 50.0%
Air and space transport 13 11 84.6% 10 76.9% 8 61.5%
Other transport 35 32 91.4% 28  80.0% 27 T71%
Postal and courier pick-up and delivery services 316 250 79.1% 201 63.6% 155 49.1%
Transport support services 451 368 81.6% 284  63.0% 222 492%
Warehousing and storage services 14 12 85.7% 10 71.4% 9  643%
Information media and telecommunications 195 158 81.0% 115  59.0% 92 47.2%
Publishing (except internet and music publishing) 60 51 85.0% 39 65.0% 34 56.7%
Motion picture and sound recording activities 81 65 80.2% 46 56.8% 36  44.4%
Internet publishing and broadcasting 15 11 73.3% 6 40.0% 5 333%
Telecommunications services 17 12 70.6% 9 529% 7T 412%
L”;f;r;‘igzzg‘;‘]fgi;"r‘a‘i‘éf WD GEEE FEis @ 22 19 86.4% 15 68.2% 10 45.5%
Financial and insurance services 2,185 1,885 86.3% 1,694 77.5% 1,563 71.5%
Finance 429 338 78.8% 276  64.3% 241 | 56.2%
Insurance and superannuation funds 1,217 1,101 90.5% 1,042 85.6% 991 81.4%
Auxiliary finance and insurance services 539 446  B2.7% 376 69.8% 331 61.4%
Rental, hiring and real estate services 2,059 1,717 83.4% 1,469 71.3% 1,320 64.1%
Rental and hiring services (except real estate) 346 308 89.0% 267 T77.2% 236 68.2%
Property operators and real estate services 1,713 1,409 82.3% 1,202 70.2% 1,084 | 63.3%
Professional, scientific and technical services 2,983 2,491 83.5% 1,988 66.6% 1,674 56.1%

Professional,sScientific and technical services (except

0 0
computer system design and related services) 2AB ZOE BB D s 1,400 I

Computer system design and related services 488 408 83.6% 323  66.2% 274 56.1%
Administrative and support services 1,003 784 78.2% 574 57.2% 458 45.7%
Administrative services 383 308 80.4% 206  53.8% 164 | 42.8%
S:;l?;zg cleaning, pest control and other support 620 476 76.8% 368 59 4% 204 | 4T.4%
Public administration and safety (private) 84 69 82.1% 52 61.9% 44 52.4%
Public administration 8 6 75.0% 3 37.5% 3 37.5%
Public order, safety and regulatory services 76 63 82.9% 49  64.5% 41 53.9%
Education and training (private) 302 252 83.4% 183 60.6% 145 48.0%
Preschool and school education 3 3 100.0% 3 100.0% 3 100.0%
Tertiary education 132 115  87.1% 80 60.6% 59| 44.7%
Adult, community and other education 167 134  80.2% 100 59.9% 83 49.7%
Health care and social assistance (private) 1,079 946 87.7% 835 77.4% 733 67.9%
Hospitals 6 6 100.0% 6 100.0% 6 100.0%
Medical and other health care services 942 835 88.6% 738 783% 647 68.7%
Residential care services 10 8 80.0% 6 60.0% 6 60.0%
Social assistance services 121 97  80.2% 85 70.2% 74 61.2%
Arts and recreation services 260 209 80.4% 170  65.4% 148 56.9%
Heritage activities 3 3 100.0% 3 100.0% 3 100.0%
Creative and performing arts activities 131 99 75.6% 72  55.0% 60| 45.8%
Sports and recreation activities 110 92 83.6% 83 755% T4  67.3%
Gambling activities 16 15  93.8% 12 75.0% 11 68.8%
Other services 1,162 958 82.4% 777  66.9% 647  55.7%
Repair and maintenance 661 548 82.9% 449 67.9% 380 57.5%
Personal and other services 501 410 81.8% 328  65.5% 267 53.3%
Currently unknown 1,801 744 41.3% 504 28.0% 401 22.3%
Unknown 1,801 Thh  41.3% 504 28.0% 401 22.3%
Total 25,097 19,888 79.2% 16,022 63.8% 13,629 54.3%

Notes: The colour scales are relative to the overall average survival rate of 54.3%, where shades of green indicate survival rates above the average, while shades of
red indicate survival rates below the average.
Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, June 2016




Hotspots: Small Businesses in the Suburbs

This section looks at those suburbs that demonstrate the greatest level of growth and
decline in small business numbers between 2011 and 2016.

Figure 20 shows the top 30 suburbs across Australia for growth in the number of
small businesses per 1,000 people. Hot spots of new small businesses appear across
the country. A few characteristics seem to explain an increase in the number of
small businesses per 1,000 people. Growing suburbs in capital cities are excellent
candidates for new small businesses to become established. In particular, the WA
suburb of Jandakot had a substantial increase in the number of small businesses per
1,000 people, possibly due to an increase in the supply of commercial and industrial
land in recent years.

Figure 20 Top 30 small business growth areas, by SA2, Australia, 2011-2016
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Small regional towns also feature a growing number of small businesses per 1,000
people, but this could be occurring, in part, due to population decline. For example,
the town of Nhulunbuy in the Northern Territory has experienced a population
decline from 4,5001in 2011 to 2,000 in 2016 while its count of small businesses only
decreased from 192 to 144.
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Similar patterns appear in WA (see Figure 21), although the rate of growth in small
businesses was typically lower than the eastern states between 2011 and 2016 due
to current economic conditions. While Jandakot featured strongly as a hotspot for
new small businesses, other growth suburbs in Perth include Balga - Mirrabooka,
Nollamara - Westminster, Riverton - Rossmoyne - Shelly, City Beach and Clarkson.

Figure 21 Top 30 small business growth areas, by SA2, WA, 2011-2016
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Also similar to the national trend, the number of small businesses in small regional
areas per 1,000 people also typically increased, in part due to declining population.
For example, Mukinbudin in WA's Wheatbelt, experienced its population fall from
3,5001in 2011 to 3,200 in 2016 with little change in the number of small businesses.

While central cities have seen a decline in the number of small businesses per 1,000
people, this could be due to two trends: an increase in the inner city population, as
well as a greater number of larger businesses in city centres. Growth in the number of
small businesses has instead occurred in well-connected suburbs. These results can
also be viewed geographically in Figure 22 and Figure 23.
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Figure 23 Growth in small businesses per 1,000 population, by SA2, Greater Perth, 2011-2016
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Source: Bankwest Curtin Economics Centre | ABS cat no 8165.0, June 2016
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Innovation — Does Size Matter?

This section features information on the level of innovation in Australian businesses
and draws comparisons, where possible, to business size. The analysis builds on
BCEC’s previous report on productivity and innovation, ‘Positioned for an ideas boom”~
to focus on small business and includes updated information from the latest release
of Business Characteristics Survey.* Unfortunately, much of the data presented here
is not available at the state level. However, this data is complimented by the BCEC
Small Business Survey 20717, which is reported in detail in Part 2 of this report.

Figure 24 shows the share of innovation active businesses by employment size from
2006-07 to 2014-15. The share of businesses reporting to undertake innovation
activities has steadily increased over the last 10 years. Smaller businesses are less
likely to report that they undertake innovation activities. Large businesses show

a period of flat innovation activity, while smaller businesses have shown a steady
increase in innovation activity over time.

Figure 24 Share of innovation-active businesses, by business size, 2006-17 to 2014-15

80

70

60

50

40

30

20

Proportion of Innovation-active businesses (%)

0-4 persons 5-19 persons 20-199 persons 200 or mare persons Total

Size of business (number of employees)

W 2006-07 M 2008-09 M 2070-11 M 2012-13 M 2014-15

Source: Bankwest Curtin Economics Centre | Authors' calculations from ABS Cat No 8158.0

3 Bond-Smith et al. (2016) ‘Positioned for an Ideas Boom? Productivity and Innovation in Australia;, Bankwest Curtin Economics
Centre, Focus on the States Series, Issue #4, March 2016

4 ustralian Bureau of Statistics (2016) 8158.0 Innovation in Australian Businesses, 2014-15 guailable at
http://www.abs.gov.au/AUSSTATS/abs@.nsf/Lookup/8158.0Main+Features132014-15
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Figure 25 shows the incidence and novelty of product and process innovations by
firm size in 2014-15. More larger businesses reported introducing innovations than
smaller businesses. There has been a large increase in product innovations that are
new to industry for large businesses but decreases for new to industry innovations
for smaller businesses. There are also substantial differences between innovation
activities of small businesses than larger businesses. Smaller businesses are likely
to report both innovations that copy the practices of others by introducing products
and processes that are new to the business only, as well as experimenting with
ideas that are entirely new to the world. While larger businesses are more likely to
report innovation activity, smaller businesses are equally likely to report innovations
that are new to the world. This could reflect a more creative and experimental
entrepreneurial culture in businesses with less than 200 employees.

Figure 25 Incidence and novelty of product and process innovation, by business size, 2014-15
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Figure 26 Sources of innovative ideas, by business size, 2014-15
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Figure 25 shows that the primary source of ideas for businesses of all sizes is within
the business. Smaller businesses are more likely than larger businesses to report
ideas from clients, customers or buyers; and websites. In addition, small businesses
report fewer ideas from suppliers, conferences, meetings or trade shows, consultants
or government agencies than larger business.

The importance of ideas within the business highlights the significance of finding
skilled staff as a source of innovative ideas. With smaller businesses reporting fewer
ideas within the business, this backs up small business responses regarding skilled
staff as a barrier to innovation (see Figure 26). The importance of ideas from clients,
suppliers, competitors, conferences and industry associations emphasizes that
innovation builds upon shared knowledge.
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Figure 27 Self-reported barriers to innovation, all industries, 2006-07 to 2014-15
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Source: Bankwest Curtin Economics Centre | ABS Cat No. 8158.0.
Figure 27 shows a substantial drop in 2014-15 in businesses reporting a lack of
access to additional funds as a barrier to innovation. While financial barriers to A lack of skilled
innovation during the global financial crisis may be dissipating, businesses persist in persons is the
reporting uncertain demand for new products as a barrier to innovation. most reported
While unemployment is currently rising, it is only partly reflected by reported barrier to
innovation barriers. Although a lack of skilled persons is once again the most reported innovation.

barrier to innovation, the rate of citing it as a barrier has declined from 26.7% in
2006-07 to 16.4% in 2014-15. This probably reflects lower hiring activity, rather than
an improvement in the supply of skilled workers.

Notably, there is continued low reporting of adherence to standards as a barrier to
innovation since 2010-11.




Figure 28 Changes in self-reported barriers to innovation by business size, 2008-09 to 2014-15
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More businesses with 5-19 employees are reporting a lack of skilled persons as the
greatest barrier to innovation than businesses with 0-4 employees. This reflects

the needs of larger businesses to hire more staff, but it is an issue that applies
particularly to small businesses who face greater barriers to hiring than larger
businesses. For businesses with 0-4 employees a lack of access to additional funds
is the most commonly reported barrier to innovation. Access to funds is also a

large barrier to innovation for businesses with 5-19 employees. The emphasis on
access to funding is reflective of a market failure, commonly known in economics as
information asymmetry or the so-called ‘market for lemons’The problem is caused
because a business seeking funding knows more about the business than the lender
does, but a lender does not know whether to believe the business is successful

or not since both low and high quality businesses would try to show an image of
success when seeking funds. It is more difficult for a lender to understand the credit-
worthiness of a small business than a larger business, so less funding tends to be
available for innovation and expansion activities in small businesses. Businesses with
0-4 and 5-19 employees are also likely to report cost as a barrier to innovation. All
barriers appear to be generally declining in the latest survey results (2014-15) with
the exception of access to skills for businesses with 0-4 employees.

Figure 29 describes the particular barriers faced by small businesses in selected
industries. In 2012-13 small businesses in Agriculture strongly report government
regulations or compliance as a barrier to innovation. Small businesses in mining
increasingly report access to additional funds as a barrier to innovation, particularly
increasing in 2014-15 for businesses with 0-4 employees and in 2012-13 for
businesses with 5-19 employees. More small businesses in the construction industry
report a lack of skilled persons than any other barrier to innovation especially in
2012-13, but this particular pressure has since lessened a little. Businesses with 0-4
employees in finance and insurance report government regulations or compliance as
the main barrier while businesses with 5-19 employees also cite access to funds and
a lack of skilled persons as barriers. Similarly, small businesses in the rental, hiring
and real estate services industry also cite access to funds and a lack of skilled persons
as the main barriers to innovation, particularly in 2008-09. More professional services
firms cite a lack of skilled persons as a barrier to innovation than other barriers, but
this has declined rapidly since 2006-07 with more businesses now reporting access to
funds as a barrier to innovation.

58
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Figure 29 Self-reported barriers to innovation by industry and business size: 2006-07 to 2014-15
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Figure 29 Self-reported barriers to innovation by industry and business size: 2006-07 to 2014-15 (continued)
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R&D Expenditure

Business expenditure on research and development is shown in Figure 30 with a
breakdown across business size. While real expenditure on R&D has been stagnant
since 2008-09, this is predominantly caused by a decline in R&D investment by
large firms, with smaller businesses continuing to increase their investment in
research. Small businesses are increasingly realising the importance of R&D with real
expenditure on R&D by businesses with 0-4 employees tripling between 2005-06 and
2013-14.

Figure 30 Expenditure on research and development by business size, 2005-06 to 2013-14
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Figure 31 describes how R&D expenditure has changed for small businesses in
different industries. For businesses with 0-4 employees there has been a substantial
decline in R&D expenditure in the mining industry, but a significant expansion

by business in the Professional, Scientific and Technical Services industry. For
manufacturing businesses with 0-4 employees, expenditure has been constant, but
expansion by other small businesses has meant their share of R&D expenditure by

businesses with 0-4 employees has declined.

For businesses with 5-19 employees, the share of R&GD expenditure by mining
businesses peaked briefly in 2008-09 during the mining boom, but has since returned
to historic levels. While R&D expenditure by businesses in the Professional, Scientific
and Technical Services industry has increased, its share has declined as many smaller

sectors have also expanded.

Figure 31 Expenditure on research and development, by industry, for businesses with 0-4 employees,

2005-06 to 2013-14

0-4 employees

Expenditure
1,200
S 1,000
8
n 800
[3)
E 600
e 400
Q
a
35 200
0
©0 ™~ e} for} o — N
e 2 2 2 T T v
n Yo} N~ 0 a o —
o o o |} o = —
o o o S o o o
~ ~ ~ [aN} [av} ~ ~
M Professional, Scientific and Technical Services
B Mining
B Manufacturing
B Wholesale Trade
B Rental, Hiring and Real Estate Services
Agriculture, Forestry and Fishing
M Construction
M Electricity, Gas, Water and Waste Services
M Retail Trade
B Health Care and Social Assistance
M Other
5-19 employees
Expenditure
2,500
8 2,000
©
U
=~ 1,500
I
2
5 1,000
-
[
£ 500
w
0

2005-06
2006-07
2007-08
2008-09
2009-10
2010-11
2011-12

B Professional, Scientific and Technical Services

B Manufacturing

W Mining

B Wholesale Trade

M Construction
Information Media and Telecommunications

M Retail Trade

M Financial and Insurance Services

I Electricity, Gas, Water and Waste Services
Agriculture, Forestry and Fishing

B Administrative and Support Services
Transport, Postal and Warehousing

M Health Care and Social Assistance

M Other

Source: Bankwest Curtin Economics Centre | ABS Cat No. 8104.0.

2012-13

2012-13

2013-14

2013-14

Expenditure sahre

Expenditure sahre

100%
80%
60%
40%
20%

0%

100%
80%
60%
40%
20%

0%

0-4 employees
Share of Expenditure

2005-06
2006-07
2007-08
2008-09
2009-10
2010-11
2011-12
2012-13
2013-14

M Professional, Scientific and Technical Services

B Wholesale Trade

M Rental, Hiring and Real Estate Services
Agriculture, Forestry and Fishing

M Construction

M Electricity, Gas, Water and Waste Services

M Retail Trade

B Health Care and Social Assistance

W Other

5-19 employees
Share of Expenditure

e ——
e —

2005-06
2006-07
2007-08
2008-09
2009-10
2010-11
2011-12
2012-13
2013-14

B Professional, Scientific and Technical Services

B Manufacturing

M Mining

B Wholesale Trade

M Construction
Information Media and Telecommunications

M Retail Trade

B Financial and Insurance Services

I Electricity, Gas, Water and Waste Services
Agriculture, Forestry and Fishing

B Administrative and Support Services
Transport, Postal and Warehousing

M Health Care and Social Assistance

M Other



THE ENGINE ROOM FOR GROWTH? The Role, Performance and Future Prospects of Small Business in Western Australia

ICT Usage

Figure 32 describes the use of information and communication technology by Busmessles with
business size. Larger businesses are more likely to use all ICT technologies than 5-19.emp OYeeS
smaller businesses. While 94-95% of small businesses have internet access which is are just as likely
typically a broadband connection, small businesses are far less likely to have a web to receive orders
presence, social media presence or place or receive orders via the internet. via the internet as
Businesses with 0-4 employees are half as likely to have a web presence compared larger businesses
to businesses with 200+ employees while businesses with 5-19 employees are two with 200-199

thirds as likely. Similarly, only a quarter of businesses with 0-4 employees have employees.
a social media presence. On the other hand, businesses with 5-19 employees are

just as likely to receive orders via the internet as larger businesses with 200-199
employees. These observations do not imply that small businesses are less innovative
or less likely to adopt ICT, but probably reflect the different needs of different sized
businesses.

Figure 32 ICT usage (various), by business size, 2014-15
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Innovation policy

his section describes how policies to support innovation are tailored to the needs of
small businesses, including some examples from Australia. The National Innovation
and Science Agenda is intended to stimulate Australia’s National Innovation System.
A National Innovation System refers to the flow of technology and knowledge
between people, businesses, institutions and all of the innovative processes and
interactions that encompass these flows. The latest review of Australia’s Innovation
System identifies that “innovation-active businesses outperform non-innovation-
active businesses on a range of measures.”> While only a small share of Australia’s
income is from the sale of innovative goods and services, Australia’s small businesses
perform well for innovation activity, ranking 5th out of 30 OECD countries for the
proportion of innovation-active small- and medium-sized businesses.

Reflecting the strength of innovation activity in small businesses in Australia, the
Agenda emphasises the importance of start-ups to support the National Innovation
System. While only a small number of firms grow enough to create a significant
number of jobs, the Agenda particularly focuses on financing growth in small
businesses. This reflects the findings in this report that highlight a lack of access to
funds as a barrier to innovation for small businesses. This is a particular problem
for small businesses because entrepreneurs in small businesses may find it difficult
to credibly communicate the prospects of their ideas and investors find it difficult
to assess a small business’s financial viability, especially for expansion into a new
innovative area.

Small business policy

While innovation policy typically aims to support innovation activities in

all businesses and organisations, small business policies and more recently
entrepreneurship policy have a particular focus on the small business sector as the
driver of economic and employment growth.®6 Despite this emphasis, most small
businesses remain small, with most hew employment from initially small businesses
emerging in only a few high-growth “Gazelle” firms.

There are typically six themes for small business policy: (1) business environment, (2)
services and support, (3) financial, (4) entrepreneurship, (5) research and innovation
and (6) market access.” Each of these intend to address aspects that are unique to the
small business sector.

When setting up a new business, larger organisations have much greater resources
to devote to navigating legal and operational hurdles. Policies that make this

easier enable small businesses to enter the marketplace and compete with much
larger rivals. These types of policies avoid large businesses being ‘protected’ from
competition simply because of their size. While a small business owner might be

an expert in the particular product or service they have developed, other practical
knowledge such as book-keeping or human resource management skills may be new.
Governments can support the growth of new businesses by making it easier to access
mentors or advice that can assist small business owners to take on these new tasks.
For example, the Small Business Development Corporation has provided free advice

5 Australian Government (2016) Australian Innovation System Report, Office of the Chief Economist,
www.industry.gov.au/innovationreport

6 Mazzarol, T. and Clark, D. (2016) The evolution of small business policy in Australia and New Zealand, Small Enterprise Research, 23,
239-261.

7 Mazzarol and Clark (2016)
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to small businesses in Western Australia since 1984. As found in both the survey

and national data, small businesses particularly find access to finance to be a barrier
because of the information asymmetry problem. Lenders find it difficult to assess the
creditworthiness of a small business so are often reluctant to lend. Governments can
help to address these kinds of problems by providing grants and financial assistance
as well as setting financial information disclosure standards. The final two themes
are closely related to innovation policy. Policies that support development of new
businesses and entrepreneurs through incubators, information and education help

to develop an entrepreneurial culture. Similarly, policies that support research and
innovation, encourage industry relationships with universities and research institutes
and support intellectual property law are essential to developing new technologies,
products and processes.

Small business policy is now a national strategy in Australia and other countries,
with greater integration across different types of policies and an emphasis on
entrepreneurship.

WA Innovation Strategy and small business policy

States also implement innovation and small business policies of their own. In Western
Australia the Small Business Development Corporation (SBDC) has assisted small
businesses since it was established in 1984. The SBDC seeks to address a number

of issues facing small businesses by providing skills workshops, advisory services,
dispute resolution, policy advice and assistance with licencing, registration and codes
of practice.

More recently, the Western Australian Innovation Strategy announced in November
2016 aims to help small businesses in Western Australia to commercialise new ideas,
toincrease investment in innovation in WA, to increase the number of innovations

of significant commercial scale and to reduce the cost and time of commercialising
and scaling up new ideas. Similar to national innovation strategies, the WA strategy
includes four themes: talent and skills, investment and infrastructure, culture and
collaboration, and marketing and promotion.®

8 Government of Western Australia (2016) Western Australian Innovation Strategy, Office of the Government Chief Information Officer

(Western Australia), gcio.wa.gov.au/initiatives/wa-innovation-strategy/.




Part | of this report has provided a current and historic picture of the small

business sector in WA. It has been show that the small business sector contributes
significantly to the WA economy in terms of valued added contribution, employment
and the number of businesses, including in regional WA.

The small business sector contributed $39.7 billion to the WA economy, and employs
over half a million people. By industry, the construction industry is the largest
contributor to the small business sector in terms of the number of small business, the
value added contribution and the employment contribution.

There appears to be an inverse relationship between the number of small businesses
and the number of medium and large businesses. This suggests that the small
business sector plays a pivot role in the economuy, particularly during more difficult
economic times, when people may either opt for self-employment.

While employment in the small business sector has declined since 2006-17, it has
increased in the most recent period, as has the count of small businesses. Coupled
with the fact that the value added contribution of the small business sector in WA
increased by 6.6 percentin 2014-15 (having declined by 2.8% in 2013-14) suggests
that things are improving for the sector as a whole.

On average, 54 percent of new business entries in 2013-14 survived to June 2016. The
survival rate was as high as 72 percent for financial and insurance services, but as low
as 47 percent for small businesses in the information media and telecommunications
industry.

There were a number of growth hotspots in WA by SAZ2 regional level, with for
example, Jandakot reporting a growth of 35 percent in the number of small
businesses per 1000 of the population between 2011 and 2016. However, this was
the only WA SA2 region to feature in Australia’s top 30 growth areas. Others regions
in WA’s tope 30 had growth rates of 10 percent or below between 2011 and 2016.
Jandakot's growth followed the approval of a $60 million master plan to transform it
into a commercial and industrial precinct.

The innovation section presented in Part | clearly shows some of the additional
challenges that the small business sector faces, relative to larger businesses. However
this section also highlights that there is a lack of data at the state and in particular
regional level for WA.

The gap is not related to innovation alone. There is a lack of data on the
characteristics of small business owners in WA, particularly at a regional level. This
includes information on factors such as the level of competition in their industry, the
markets they trade in and where the resources they draw from to grow their business.
There is also a lack of information on the general health and wellbeing of small
business owners in WA, such as the level of stress they face and the drivers of such
stress.

Therefore, to help bridge this gap, the Bankwest Curtin Economics Centre (BCEC) has
developed a survey of small business owners and managers. Data for the BCEC Small
Business Survey 2017 was collected in March 2017. This results derived from this
survey are presented in Part |l of this report.
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A key contribution of this report arises from analysis of the data collected in the BCEC
Small Business Survey 2017.

After a review of existing publically available data, and with extensive engagement
with key stakeholders in the small business sector, it was evident that there was a
significant gap in the data available on the small business sector in WA, particularly
at a regional level.

The BCEC Small Business Survey 2017 provides meaningful insight into the
opportunities and challenges faced by the sector and will help frame policy
discussions aimed at supporting the sector and its owners/managers in the
immediate years ahead.

The data obtained from this survey will go towards bridging a gap that exists in
relation to currently available data on the sector. This survey will ensure that the
diverse nature of this sector, particularly nuances at the regional and industry
levels are sufficiently captured to ensure that policy discussions and decisions are
appropriately informed.

In addition to looking at the health and wellbeing of small business owners/
managers, this survey generated data on the general characteristics of small
business owners in WA, their business outlook, and their plan to exit. It also looks at
the level of innovation amongst small businesses in WA, the geographic markets they
service, and the extent of regulation and compliance costs for the sector.

BCEC commissioned Research Solutions in association with Thinkfield to undertake
the survey of small business owners and managers throughout Western Australia.
This data was collected in March 2017. The survey was conducted over the telephone,
with a broad cross-section of small business owners/managers randomly selected
from around the State.

A total of 1,500 small business owners/managers across WA took part is the survey.
To ensure that we captured the diverse nature of WA’s nine regions, an important
aspect of the survey design methodology involved oversampling of the regions.

BCEC is sincere in developing a new kind of research partnership - one where
stakeholders are engaged at all stages of the process, from the framing and
conceptualisation of research questions, through the conduct of research, to the
communication and implementation of research findings. Therefore the survey was
formulated by capturing the views of key stakeholder in the small business sector.
This led to a survey consisting of over 40 questions, which has provided an extensive
and unique dataset on the small business sector in WA. The key data from this survey
is assessed and reported on in Part Il of this report.

This survey received approval from Curtin University’s Ethics/Research Integrity
Office, and all data collected was anonymised and stored in a safe and secure manner.
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This section discusses the broad characteristics and mode of operation of the small
business survey respondents. Having reported the key characteristics of respondents,
we discuss the self-reported health of small businesses in WA and their intentions

to hire in the immediate future. The level and intensity of competition is discussed,
as well as key sources of competitive advantage. The market reach of small business
is also addressed, where we look at the importance of local, regional, national and
international markets. Where appropriate, results are presented at a regional and
industry level.

While over sampling the regions to ensure adequate coverage and representation of
regional small businesses, quotas representative of the population (at an industry
and regional level) were established. On that basis, a random sample of small
business owners (79% of respondents) and managers (21% of respondents) were
voluntarily surveyed over the telephone during the month of March 2017. There

were 1,500 respondents in total. The key characteristics of small business owners/
managers (hereafter referred to only as ‘owners’) are presented in the infographic and
discussed below.

The infographic shows the regional location of the 1,500 respondents. By design,
approximate one-third (33.9%) are based in the Perth metropolitan region and
two-thirds (66.1%) are distributed across the WA regions in line with Table 7.° The
proportion of respondents by industry is also shown in the infographic, with for
example, 17 percent of respondents in agriculture, forestry and fishing, 16.4 percent
in construction and 8.6 percent in professional, scientific and technical services.

By age, 63 percent of respondents were aged 50 years and above, with 23 percent
aged 40-49 and 13 percent aged 39 years and younger. By gender, 63 percent of
respondents were male, with 38 percent being female. Only 1 percent of respondents
had a primary level of education only, with 36 percent having a high school education,
34 percent with a VET qualification and 39 percent with a college/university
education.

By place of birth, 75 percent of respondents were born in Australia, with 11 percent
born in the UK and Ireland, with 4 percent born in both Europe and New Zealand. The
remaining 6 percent was spread across the globe.

Among the 1,500 businesses surveyed, almost 23 percent were established before
1980, with 45 percent established between 1980 and 2000. A further 23 percent were
established between 2000 and 2010, with the remaining 9 percent established after
2010.

9  The proportions do not exactly correspond with those in Table 7 since we oversampled the regions
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Profile

A random sample of small business owners and
managers in WA were surveyed via telephone interview
as part in the BCEC Small Business Survey 2017. BCEC
oversampled the regions to ensure meaningful insights
could be drawn at both the regional and industry levels.
This is a snapshot of the characteristics of the WA small

businesses surveyed.
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One of the first questions asked of survey participants was to rate the overall health
of their business from a scale of O (about to fail) to 10 (absolutely thriving). The
results are presented by region in Figure 33 and by industry in Table 15.

The average health of small business in WA was 6.5. It was highest in the Mid West
(7.1) followed by Great Southern (7.0), and Goldfields-Esperance and South West
(both 6.9). The Mid West also had the largest proportion of businesses reporting a

high level of health (with 54.5% reporting a health level between 8 and 10) followed by

Great Southern (46.2%).

Kimberley (5.9), Pilbara (6.1) and Perth (6.1) reported the lowest average current state

of the business. The Kimberley also reported the greatest proportion of businesses in
the low/distressed state of business health (22.2%). This is followed by Perth (11.5).

Perth and the Kimberley also has the lowest proportion of respondents reporting more

positive (between 8-10) current business health.

Figure 33 Current state of health of the business, by region, WA, 2017
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Source: Bankwest Curtin Economics Centre | BCEC Small Business Survey 2017

Average health of business
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While noting that some caution should be taken in the interpretation averages
reported for those industries with small sample sizes (see Table 15), education and
training reported the highest average business health (7.7) followed by financial and
insurance services (7.3) and health care and social services (7.2). Mining reported
the Towest health (4.7) followed by information media and telecommunications
(5.4). Construction (6.2) was ranked 14th of the 19 industries, with a better picture
presented by the agriculture industry, ranked 5th with an average health of 6.8.

Table 15 Measure of self-reported health of business, by industry, WA, 2017

Agriculture, forestry and fishing 238 6.8
Mining 13 47
Manufacturing 28 6.7
Electricity, gas, water and waste services 10 5.6
Construction 206 6.2
Wholesale trade 28 5.8
Retail trade T2 6.2
Accommodation and food services 42 6.5
Transport, postal and warehousing 68 6.5
Information media and telecommunications 12 5.4
Financial and insurance services 68 7.3
Rental, hiring and real estate services 102 6.3
Professional, scientific and technical services 109 6.2
Administrative and support services 43 6.5
Public administration and safety 7 6.0
Education and training 12 7.7
Health care and social assistance 39 7.2
Arts and recreation services 12 7.2
Other services 76 6.8
Total 1,185 6.5

Note:  There were 315 null records for this question
Source: Bankwest Curtin Economics Centre | BCEC Small Business Survey 2017

The employment intentions of small business owners are reported by region (Figure
34) and industry (Table 16) below. Overall, 73 percent of small business owners intend
to maintain their current full-time equivalent (FTE) staffing levels within the next
twelve months. One fifth of owners intend to increase FTEs, with 5.8 percent intending
to decrease FTEs within the next twelve months.




There are more
businesses that
intend to increase
employment

than to decrease
employment
within the next
twelve months.

For Perth, 72.4 percent of businesses intend to maintain their current staffing levels
within the next year, with 21 percent intending to increase employment and 6.7
percent intending to decrease their current FTE level. 50 percent of small businesses
in the Pilbara intend increasing their workforce within the next year, with 43 percent
signalling an expectation to maintain current FTEs.

Figure 34 Intention to hire, WA, 2017
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For all industries (Table 16), there are more businesses that intend to increase
employment than to decrease employment within the next twelve months. In Part

1 of this report we saw that the small business employing the greatest number of
workers were in construction, professional, scientific and technical services and retail
trade. These all show a positive hiring outlook for the next 12 months, with 23 percent
of businesses in construction intending to increase FTEs within the next year, with
figure of 21 percent for both manufacturing and retail trade.
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Table 16 Intention to hire, by industry, WA, 2017

Industry Shqﬁgﬁzggls] Increase Decrease tﬁgjggﬂg
Agriculture, forestry and fishing 17% 9.4% 1.6% 89.0%
Mining 1% 41.2% 5.9% 52.9%
Manufacturing 4% 21.7% 13.3% 65.0%
Electricity, gas, water and waste services 1% 27.3% 0.0% 72.7%
Construction 16% 22.8% 5.7% 71.5%
Wholesale trade 2% 18.9% 16.2% 64.9%
Retail trade 7% 21.1% 13.8% 65.1%
Accommodation and food services 4% 20.3% 6.3% 73.4%
Transport, postal and warehousing 6% 22.6% 5.4% 72.0%
Information media and telecommunications 1% 35.7% 14.3% 50.0%
Financial and insurance services 6% 19.8% 7.7% 72.5%
Rental, hiring and real estate services 8% 23.3% 4.2% 72.5%
Professional, scientific and technical services 9% 18.6% 6.2% 75.2%
Administrative and support services 4% 21.4% 1.8% 76.8%
Public administration and safety 1% 50.0% 25.0% 25.0%
Education and training 1% 26.3% 10.5% 63.2%
Health care and social assistance 5% 27.5% 1.4% 71.0%
Arts and recreation services 1% 13.6% 4.5% 81.8%
Other services 5% 29.6% 1.2% 69.1%
Total 100% 20.6% 5.8% 73.6%

Source: Bankwest Curtin Economics Centre | BCEC Small Business Survey 2017




Accommodation and food services. South West WA

| find myself constantly changing aprons - from the black apron to the white
apron, and then to overalls. | am the emergency chef, the housekeeper, the
farmer, the gardener and receptionist for my small business.

A lifestyle choice

| am originally from Costa Rica and met my Australian husband in the US. |
arrived in Perth in 1984 to start a new life; my English was poor and | had left my
family, my culture, my friends and career behind.

We started our academic careers in Perth, and after juggling our professional lives
and three small children, we made a big change in our lives: moving to a farm. 22
years ago we made the big move and purchased 110 acres of farming land 200
kilometres south of Perth. Armed with no more than a tent, a few tools and our
children aged 2, 3, and 4, we arrived on our new piece of dry land with no house, no
water and no electricity. The idea of a farm setting was, and continues to be, the
best choice my husband and | ever made in our lives.

Growth and diversification

The minute we arrived, we realised that there was no money in farming. The
land was too small for a farm and there was no source of water during the dry
months. We had to think of another way to cater to our growing family.

The start of our farmstay business was a slow process. We lived in the shed for
three years while we built our first chalet. Much to our delight, the bookings
became more frequent and we were able to build a second chalet. My husband
and | did as much of the physical work as we could, plumbing, tiling, painting
and carpentry. Over 22 years, we built 10 chalets and our house, the restaurant,
500-capacity amphitheatre and all the necessary infrastructure.

Establishing a small business from scratch is hard work - mistakes and blunders
have been part of the process. Not every step has produced the rewards we
intended. It is not unusual for guests to ask what makes our small business
successful. The answer is always be the same - hard work

Multiple Aprons

Our family-operated small business is limited to the help and skills the owners
can offer. There must be a strong family commitment and desire to make the
business successful. My three children now have their own professions and
interests. However, | am fortunate they are willing to help in any way they can.

| find myself constantly changing aprons - from the black apron to the white
apron, and then to overadlls. | am the emergency chef, the housekeeper, the
farmer, the gardener and receptionist for my small business.

We also rely on the help of casual workers and employ casual cleaners, farm-
hands and handymen. | have a note on the door of my office which reads: ‘Sorry,
we have no full time receptionist in the office. She doubles up as a cleaner,
gardener, cook and handyman
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Respondents were asked to rate the intensity of competition they face for their
products or services on a scale from 0 (no competition) to 10 (extremely intense
competition). Alongside this respondents also provided insights on what they regard
are their main sources of competitive advantage. This section reports the outcomes
and implications of the competitive business environment in which WA small
businesses operate.

Figure 35 shows the percentage of respondents within each region that reported ‘Low,,
‘Mid’ or ‘High’ levels of competition. On average for WA, 50.8 percent of respondents
reported High or intense levels of competition. There are clear regional differences
with a greater percentage of small businesses from Perth (60.6%) and Peel (59.1%)
experiencing high intensity of competition compared to other regions. Gascoyne

has the lowest number of businesses reporting high levels of competition (23.1%).
Among all regions businesses in Perth and Peel reported the lowest proportions of Low
competition.

Figure 35 Intensity of competition, by region, WA, 2017
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Source: Bankwest Curtin Economics Centre | BCEC Small Business Survey 2017.

Figure 35 also plots the average level of intensity (from 0 to 10) for each region.
Small businesses in Perth reported the highest average level of competition, 7.5,
followed by the Peel region at 7.3 and the South West at 6.7. On the other end of the
scale, on average, Gascoyne’s average level of competition is 4.5, followed by the
Kimberley at 5.8 and Wheatbelt at 6.0.




Table 17 Intensity of competition, by industry, WA, 2017

Agriculture, forestry and fishing 17%
Mining 1%
Manufacturing 4%
Electricity, gas, water and waste services 1%
Construction 16%
Wholesale trade 2%
Retail trade 7%
Accommodation and food services 4%
Transport, postal and warehousing 6%
Information media and telecommunications 1%
Financial and insurance services 6%
Rental, hiring and real estate services 8%
Professional, scientific and technical services 9%
Administrative and support services 4%
Public administration and safety 1%
Education and training 1%
Health care and social assistance 5%
Arts and recreation services 1%
Other services 5%
Total 100%

Note:  Lowis 0-3, Mid is 4-7, and high is 8-10
Source: Bankwest Curtin Economics Centre | BCEC Small Business Survey 2017
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Table 17 analyses the reported intensity of competition by the industry of the small

businesses in WA. The top three industries where owner/manager’s reported the

highest average levels of competition, out of 10, are Construction (7.6), followed by

Wholesale trade (7.6) and Financial and insurance services (7.5). By contrast the

industries facing the least competition are Arts and recreation (5.1), Education and
training (5.1) and Public administration and safety. The table also reports the counts
and proportions of businesses in each industry that face ‘Low’, ‘Medium’ and ‘High’

levels of competition. Using this metric, Wholesale trade experiences the highest
proportion of ‘High’ competition among all industries, with 24 out of 37 (64.9%)
businesses reporting High levels of competition, as compared with 11 businesses

reporting Mid levels of competition and 2 reporting Low levels of competition. The
main regions driving Wholesale traders in reporting High competition are Perth and

the Southwest.
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Figure 36 Main sources of competitive advantage, WA, 2017
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Figure 36 charts the percentages of small businesses in each region that regard
aspects of their competitive advantages as being important. Small businesses in all
regions except for Gascoyne (where Location triumphs) regard the Quality of their
product as the main source of competitive advantage. In general, Service the second
most important aspect of competitive advantage. Location also features prominently
in the Kimberley and Wheatbelt. ‘Price’ does not feature as highly as perhaps one
might expect among the regions, with Quality products, Qualified staff, Location, and
Service being regarded as more important than Price in all regions.

Perth and Peel businesses regard Qualified staff as important, third highest (behind
product and service) as main sources of their advantage over their competitors.




Administrative and support services. Perth Metro South

If something isn’t working, you go back to the drawing board and look for
other opportunities.

From maternity leave to self-employment
| am a mother of two children, and passionate about providing great customer service.

| started my business for a number of reasons, but mainly | was unhappy in my job. |
had just returned to work from maternity leave and | felt overworked, undervalued and
| suffered from depression.

| spent my career in business management and thought | could run a business better
than my employers. | decided to start my own business and make it a successful one!

At first, my business was driving new immigrants to Perth to view rental properties.
When | began to see a decline in the number of people moving here, | had to
brainstorm ideas to grow or diversify my business. There is no point growing and
selling lemons if no one wants lemonade! For me, that’s business 101. If something
isn’t working, you go back to the drawing board and look for other opportunities.

A gap in the market

One of my property management clients was experiencing challenges with tenants
not handing over a clean, well-maintained property before leaving Perth.

| saw a gap in the fragmented services offered to international visitors looking to
relocate to Perth, and in 2010, | established a business to make the process as
smooth as possible.

We provide tailored relocation programs for employees of medium to large
resources companies that are moving to Australia or exiting after their
secondment. In conjunction with another business | run, we also offer cultural
training and ongoing support programs to provide workers and their families with
a smooth transition to Australia.

Positive and inclusive workplace

| started my business because | wanted to deliver a service to the community;
customers and employees alike. The flexible conditions | am able to offer
employees have allowed me to attract a fantastic team, with a positive and
inclusive workplace culture. As a working mum, this makes me really proud.

My godl is to expand into the international market that we already service on an
adhoc basis. It will be a staged process, building our networks with truly global
companies and showing them what we can offer.

We're always seeking feedback from our customers, so we can offer high quality,
tailored service. In our business, customer satisfaction is paramount.
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The reach of small business by key markets

Fewer than one

The opportunities afforded to small businesses in Western Australia to access in ten small
international markets is often highlighted by both government and industry bodies as a businesses in WA

export products

particular advantage. The state’s geographical proximity to Asia, and alignment to time
zones in some of Australia’s key international markets, are particular advantages that

small businesses could exploit through international sales. and services to

international

The Bankwest Curtin Economics Centre Small Business Survey 2017 asked each
markets.

respondent to describe their sales patterns, and specifically whether - and how much -
they sell entirely within their own region, to the rest of WA, to the rest of Australia, and to
international markets.

Figure 37 shows the distribution of sales reach and sales percentage separately

for small businesses within Perth and across WA's regions. Around 37% of Perth
businesses sold entirely within their own region, with a further 37% limiting sales only
to Western Australia. Only 15% of Perth small businesses sold to the rest of Australia,
and surprisingly, less than 10% of small businesses in our survey sold any product to
international markets.

For small businesses in WA’s regions, sales are even more concentrated in the immediate
Tocality of the business. Nearly 51% of regional small businesses sell only within their
own region, 32% have sales limited to Western Australia only, and 7.7% extend their
sales to the rest of Australia. Around 9.6% of regional small businesses in our sample sell
to international markets, a similar share to small businesses in metropolitan Perth.

Figure 37 Sales reach and percentage sales to key markets, 2017
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Source: Bankwest Curtin Economics Centre | BCEC Small Business Survey 2017.




Perth’s small
businesses sell
only 2.4% of
their product to

international
markets, and
regional small
businesses 4.2%.

The majority
trading partner
for exporting
small businesses

is Asia, taking
37.1% of all export
sales.

Looking at the overall percentage of sales by destination (panel b of Figure 37) the
vast majority of sales for small businesses occur within Western Australia - some
93% for businesses both in Perth and the regions. Perth’s small businesses sell only
2.4% of their product to international markets, and regional small businesses 4.2%.

Among those businesses that do export a share of their products and services, which
are the most common international markets? And is access to international sales
markets dependent on business size for the small business sector? Figure 38 shows
the average share of sales to each of WA's principal trading partners among exporting
businesses, both in aggregate (panel a) and differentiated by business size (panel b).

Unsurprisingly, the majority trading partner for exporting small businesses is Asia,
taking 37.1% of all export sales. Europe accounts for 11.9% of export sales, followed
by UK and Ireland (11.2%) and US and Canada (6.9%). The Middle East, Africa and
South America each account for less than 5% of WA's small business exports.

Figure 38 Average percentage of sales in international markets, WA, 2017
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Exports to Asia increase significantly with the size of the small business, with export
shares rising from 24.5% for non-employing export businesses to nearly 53% among
businesses with 10 or more employees. Europe attracts proportionately more of the
sales of the smallest (non-employing) exporting businesses, at 18.2%.

Significantly, around a third of non-employing small businesses take advantage of
online sales, compared to a quarter of those employing 1 to 4 workers and no more
than one sixth of those employing 5 to 9 workers. Noticeably, the regional distribution
of online sales is relatively even across most regions (Table 18), with generally no
more than 11% of sales conducted online. By exception, small businesses in some
regions take greater advantage of online sales - in the Mid West (with an average of
16.8% of sales carried out online), Wheatbelt (14%) and Goldfields-Esperance (at
14.6%).

Table 18 Average percentage of sales done online, WA, 2017

Gascoyne 10.5
Goldfields - Esperance 14.6
Great Southern 7.5
Kimberley 9.7
Mid West 16.8
Peel 11.0
Perth 10.2
Pilbara 10.2
South West 9.0
Wheatbelt 14.0
Total 10.9

Source: Bankwest Curtin Economics Centre | BCEC Small Business Survey 2017

Table 19 looks at the reach of market destinations for sales by small businesses

in each of WA’s regions. Around two thirds (65.4%) of the sales by surveyed small
businesses in Gascoyne are to outlets within the Gascoyne region, the highest
across all WA regions. The Pilbara ranks second for in the share of small business
sales within its own region (64.3%). Small businesses in Peel sell nearly half of their
goods and services (48.2%) to other WA regions, but little to the rest of Australia or
to international markets. Goldfields-Esperance and the Mid West are among those
regions with the highest shares of small business sales to international markets - at
16.7% and 15.6% respectively.




Table 19 Distribution of sales across key markets, 2017

A quarter Of all WA regions Only within region Other regions in WA Rest of Australia International
Small buSIHeSS Average Average Average Average
sales in the Gascoyne 65.4 23.1 - 115
accommodation Goldfields - Esperance 53.9 244 5.1 16.7
Great Southern 54.0 25.4 7.9 12.7
and food Kimberley 55.6 20.0 133 11.1
SerViceS SeCtor, Mid West 41.7 375 5.2 15.6
Peel 40.2 48.2 6.6 5.1
and one fifth Perth 386 36.6 15.0 938
of agricultural Pilbara 64.3 23.8 11.9 0.0
. South West 53.2 29.7 10.4 6.7
Small buSIHeSS Wheatbelt 50.3 341 5.2 10.4
Sales, are to Total 46.7 335 10.1 9.7

Source: Bankwest Curtin Economics Centre | BCEC Small Business Survey 2017,

international
markets.

Which industry sectors have the greatest ‘reach’ in terms of the penetration of small
business sales into other WA regions, to the rest of Australia, or to international
markets? Table 20 looks at the concentration of small business sales by destination
and industry sector, and highlights some significant variations in the shares of
businesses that sell inter-state or to international markets.

A quarter of the sales of small businesses in the accommodation and food services
sector (25.0%) and one fifth (20.5%) of agricultural small business sales are to
international markets, whereas small businesses in the construction sector sell only a
very small fraction (1.6%) of their products and services internationally.

Table 20 Distribution of sales across industries, WA, 2017

Industry Reach of small business sales
Only
winh OderA RS intemationa
% Rank % Rank % Rank %

Agriculture, forestry and fishing 453 13 29.5 10 4.7 18 20.5 2
Mining 58.8 6 235 15 59 14 11.8 7
Manufacturing 31.7 15 41.7 5 16.7 5 10.0 8
Electricity, gas, water and waste services 455 12 27.3 11 9.1 10 18.2 3
Construction 51.6 10 419 3 49 17 1.6 17
Wholesale trade 27.0 16 37.8 6 29.7 2 5.4 14
Retail trade 55.1 8 33.0 9 9.2 9 2.8 16
Accommodation and food services 60.9 4 7.8 18 6.3 12 25.0 1
Transport, postal and warehousing 441 14 34.4 8 9.7 8 11.8 6
Information media and telecommunications 21.4 18 50.0 1 21.4 3 7.1 13
Financial and insurance services 16.5 19 418 4 319 1 9.9 9
Rental, hiring and real estate services 54.2 9 36.7 7 5.0 16 4.2 15
Professional, scientific and technical services 233 17 46.5 2 20.9 4 93 10
Administrative and support services 48.2 11 25.0 13 125 6 14.3 5
Public administration and safety 62.5 3 25.0 13 12,5 6 0.0 18
Education and training 73.7 2 53 19 53 15 15.8 4
Health care and social assistance 79.7 1 18.8 17 15 19 0.0 18
Arts and recreation services 59.1 5 22.7 16 9.1 10 9.1 11
Other 58.0 7 27.2 12 6.2 13 8.6 12
Total 46.7 335 10.1 9.7

Note:  Industries in italics are made up of less than 15 cases each, so estimates for these industries should be treated with caution.
Source: Bankwest Curtin Economics Centre | BCEC Small Business Survey 2017,
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We clearly see from Table 21 that the share of sales delivered to destinations outside
the small business’s own region is highly correlated with the share of sales delivered
online. Indeed, among small businesses that conduct more than 85% of their sales
online, nearly 12% of their export are to international markets, more than triple the
average share of exports to international markets across all small businesses in WA.

Table 21 Mean percentage of sales in different markets, by percentage of sales done online, WA, 2017

0% 80.7% 14.0% 2.4% 2.8%
1% - 10% 77.3% 15.6% 4.6% 2.4%
11% - 30% 76.9% 16.8% 43% 2.0%
31% - 50% 71.3% 16.5% 3.5% 8.7%
51% - 85% 61.3% 22.3% 7.7% 8.7%
86% - 100% 63.8% 20.7% 3.7% 11.8%
Al 78.2% 15.1% 3.1% 3.6%

Source: Bankwest Curtin Economics Centre | BCEC Small Business Survey 2017.

Table 22 groups small businesses according to each business’ largest market. For
instance, businesses for which international market sales represent the largest share
of total sales are assigned to the ‘international’ column. This analysis points to a
negative association between the quality of infrastructure and the reach of small
business sales to markets outside their own region.

Table 22 Perceived quality of infrastructure, by main market, percentage in each quality band, 2017

The mobile phone service: 0 is dreadful and 10 is excellent

0-3 15.5 28.1 31.3 34.6 17.9
L-6 21.6 235 6.3 36.5 22.0
7-8 36.4 28.1 46.9 231 353
9-10 26.5 20.3 15.6 5.8 24.8
Total 100.0 100.0 100.0 100.0 100.0
Internet & broadband access: 0 is dreadful and 10 is excellent

0-3 17.8 24.2 21.9 231 18.8
4-6 274 29.4 28.1 28.8 27.7
7-8 34.0 30.7 18.8 385 334
9-10 20.9 15.7 31.3 9.6 20.1
Total 100.0 100.0 100.0 100.0 100.0
Physical infrastructure: 0 is dreadful and 10 is excellent

0-3 8.0 13.7 12.5 17.3 9.0
4-6 25.4 32.0 9.4 40.4 26.3
7-8 45.2 40.5 56.3 34.6 446
9-10 21.4 13.7 21.9 7.7 20.1
Total 100.0 100.0 100.0 100.0 100.0

Source: Bankwest Curtin Economics Centre | BCEC Small Business Survey 2017




Manufacturing. Perth Metro North

There’s always a financial limitation, and WA’s economic downturn has
impacted us quite a lot.

From ownership to innovation

| established my manufacturing business in 1991, deciding it was time to become
my own boss. Essentially, | wanted more control over the products | was selling, so
decided to manufacture them muyself.

I'm always trying new things with our business, innovating where | can. We've
introduced automation for some of manual tasks we do, freeing us up to
concentrate on higher-level projects.

My goal is to expand our business into international markets, but it is much more
expensive and time consuming than | anticipated.

One of the biggest challenges is coming up with new ideas and working out the
feasibility of these ideas. There’s always a financial limitation, and WA’s economic
downturn has impacted us quite a lot. But, I'm ever the optimist and there are
small signs of us picking up, internationally.

Interestingly, we're how being approached by new customers to implement
automation into their own manufacturing processes to improve efficiencies.

International markets

Most of our customers are international: America, Asia and Africa. In particular,
we’ve started to make some real growth in Indonesia. We have a few customers in
the Eastern States, but the market is very small here in WA.

The main challenge with our international clients comes when they require
maintenance and repairs on the equipment we’ve built them. Our customer
support and advice is usually done over the phone, and we have dreadful internet
and phone service at our workshop. Thankfully, our largest clients have their own
maintenance teams so they aren’t impacted by this.

Tackling new technology

Most of our new customer enquiries come through our website, although | struggle
to find the time to regularly update it. When | first started the business, direct
marketing and leaflets were our staple marketing tool, and I've found it hard to
transfer across to electronic direct marketing. Most of our emails are flagged as
spam and never make it to the recipient.

I've also struggled to find a relevant social media channel. | tried LinkedIn for a
while, but didn’t get any value out of it for the business.
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This section of the report discusses a fundamental issue for any business - the key
inputs or fuel for growth. We discuss key resources for growth including sources of
funding, cashflow and payments from larger businesses, and access to skills and
knowledge, including outsourcing of activities. We then address small business
innovation in WA, and their sources for new ideas. Finally in this section, we address
regulation and compliance burdens faced by small businesses in WA.

In the BCEC Small Business Survey, respondents are asked what funding sources
they have used to maintain or grow their business over the past five years. These
include banking institutions and credit unions, family or friends, savings from your
business/cash flow, re-mortgaging the small business owner’s home (as collateral),
government grants, personal savings and credit cards, or other sources.

The importance of funding sources differs by industry, with some noteworthy
differences. Construction for example relies more heavily on personal funding sources
such as re-mortgaging of one's home, family or friends, and personal savings and/or
credit cards. Agriculture relies more heavily on government grants compared to other
industries. Along with retail trade, agriculture is more reliant on funding from Banks
and Credit Unions, in comparison to other industries.
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Source: Bankwest Curtin Economics Centre | BCEC Small Business Survey 2017

Figure 39 Sources of funding for business growth, by industry, WA, 2017
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Late payments from big business

Nearly three-quarters of small businesses are suppliers to larger businesses, so it
is critical for general cash flow, financial health and growth resourcing that small
businesses’ invoices to larger businesses are paid in a timely manner. However,
as shown in Figure 40 less than half of small businesses enjoy timely payment of
invoices from larger businesses. Worryingly, 35% of small businesses that supply
to larger businesses appear to be subject to systemic payment delays from larger
businesses of at least 20 days. Furthermore, over one-fifth typically experience
payment delays of at least 30 days.

Figure 40 Payment schedule from large businesses, WA, 2017
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Source: Bankwest Curtin Economics Centre | BCEC Small Business Survey 2017.

These trends are even more troubling when viewed in light of an international context.
Figure 41 compares Australia to various other countries in terms of the average
payday of small and medium sized enterprises in 2015, drawing from an international
report that in turn relies a large pool of data captured from 30,000 invoices issued to
companies of varying sizes in over 80 countries (Marketinvoice, 2016). As shown in
the figure, Japan fares the best among all countries. On average, Japanese small and
medium enterprises receive early payment of their invoices by 6.5 days. Belgium, the
Netherlands, Switzerland, Germany and Ireland also enjoy early or prompt payment
of invoices. However, small and medium enterprises in most countries listed in

Figure 40 are subject to late payment of invoices. The most striking finding is that
Australian small and medium enterprises fare the worst among all the countries,
experiencing delays in payment of invoices of 26.4 days on average.




Figure 41 Average Payday, various countries, 2015
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Source: Bankwest Curtin Economics Centre | taken from: http://info.marketinvoice.com/hubfs/The_State_of _Late_Payment_Marketinvoice_2016.pdf

Obstacles to small business survival or growth

Key restrictions on small business growth can potentially stem from a lack of skills or
knowledge that are essential to support growth. Figure 42 lists four key areas related
to skills or knowledge that may potentially inhibit the growth of small businesses -
key operational skills, knowledge skills and access to advice to create and implement
business plans, leadership and management skills, and an understanding of the
availability of government funding and support.

Small business owners and managers seem to be confident of their skills to operate
business, create and implement business plans, lead and manage. Only a minority -
around 10% - cite a lack in key operational skills and skills to create and implement
business plans. An even smaller proportion - around 5% - express reservations
about their own leadership and management skills. It is clear that the main concern
centres around having an adequate understanding of the availability of government
funding and support. Around two-thirds of small businesses in WA cite a lack of
understanding of the availability of government funding and support as a barrier

to growth. The proportion is slightly higher in Perth at 72%, compared to 64% in
regional WA.
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Figure 42 Percentage of small businesses owners / managers lacking personal skills and knowledge tosupport
business growth, Perth versus regional WA, 2017

80%

70%

60%

50%

40%

Per cent

30%

20%

10%

0
Lack of key skills to Lack of knowledge, skills and Lack of leadership Lack of knowledge of
operate business (e.g. HR,  access to advice to create and and management availability of government
accounting, marketing) implement business plan skills support and funding

Perth M Regional M State

Source: Bankwest Curtin Economics Centre | BCEC Small Business Survey 2017.

It is evident that small businesses are overwhelmingly concerned about government
funding and support rather than operational, business plan, leadership or
management skills, and the trends do not appear to vary much between Perth and
regional WA. However, it is instructive to identify key industries that experience each
form of skill or knowledge barrier shown in Figure 42. Figure 43 lists the top five
industries with small businesses citing a lack of skills or knowledge in operations,
business planning, leadership or management, and availability of government
funding and support. There are clear variations in the obstacles to growth experienced
by different industries.

Turning first to small businesses that cite a lack of key operational skills, we find that
these are most likely to be found in wholesale trade, where 16% of small businesses
cite a concern over a lack of key operational skills. On the other hand, a lack of
business planning creation and implementation skills is most commonly experienced
by small businesses in the accommodation and food services industry (22%). Small
businesses in the eduation and training industry are most likely to cite concerns

over alack of leadership and management skills (14%). A lack of understanding of
government funding and support is a key concern in over four in every five small
businesses in construction and manufacturing.




Figure 43 Top five industries lacking personal skills and knowledge to support small business growth,
by skill and knowledge type, WA, 2017
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Regardless of business size, small businesses are more likely to outsource key
services related to IT, communication, website services or social media, although the
propensity to outsource these services tend to rise from 26% among sole owners
with no employees to over 50% among small businesses with 10-14 employees.
The propensity to outsource legal services also rises, from 10% among sole owners
to one-third among small businesses with 15-19 employees. A similar trend arises
with respect to marketing or advertising, with the probability of outsourcing rising
from 12% among sole owners to nearly one-quarter among businesses with 15-19
employees. Around one-fifth of small businesses outsource accounting and financial
services.

Figure 44 Small business outsourcing of key services, WA, 2017
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The proportion of businesses reporting innovation activity is shown in Figure 45.
Consistent with national survey results by the ABS shown in Figure 24, larger
businesses are more likely to report undertaking innovation activities. Notably,
innovation activity is more likely in small businesses with 15 or more employees
with 90% of these businesses reporting innovation activity. Businesses with 5-9 or
10-14 have approximately 83% reporting innovation activity compared to 78% of
businesses with 1-4 employees. Businesses with zero employees, report the lowest
Tevels of innovation activity, but 64% are still considered innovation-active.

Figure 45 Proportion of innovation-active businesses by employment size, WA, 2017
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Source: Bankwest Curtin Economics Centre | BCEC Small Business Survey 2017.

These results are consistent with national survey results reported by the ABS,
implying that size might be important for innovation activity.’® Very small
businesses may spend considerable time and effort on everyday functions, with less
capacity for creative pursuits such as innovation. Yet the importance of innovation in
small businesses is well understood. Larger businesses tend to be innovative in capital
intensive industries (such as mining) while smaller businesses are more innovative

in industries using skilled labour.’ The innovation activity results emphasise that
innovation is difficult for small businesses, implying the importance of continued
support for small businesses to undertake innovation activity.

10 Australian Bureau of Statistics (2016) Innovation in Australian Business, 2014-15, www.abs.gov.au/ausstats/abs@.nsf/mf/8158.0
11 Acs, Z. and Audretsch, D.B. (1987) Innovation, market structure and firm size, The Review of Economics and Statistics, 69(4), 567-574.




Innovative businesses get ideas from many sources. Figure 46 shows the responses
about the source of ideas from survey participants categorised by business size.
The main source of ideas for small businesses with less than 10 employees are their
own ideas, but for businesses with more than 10 employees, employees, family and
friends are the most cited source of ideas. This also reflects national survey results
citing a lack of access to skilled workers as a key barrier to innovation for small
businesses.

Figure 46 Source of innovative ideas, by business size, WA, 2017
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The responses highlight the importance of industry associations for small
businesses, as a mechanism to share and develop ideas with small businesses of

all sizes reporting this as a key source. The third or fourth most reported source of
ideas for small businesses is the internet, reflecting the importance of effective ICT
infrastructure for the small business sector. For businesses with 5-19 employees,
understanding their competition is important with 18% reporting competitor activity
as a source of ideas for innovation.

These results are also consistent with academic research on innovation in small
business in Australia finding that business networks are particularly important for
innovation in small businesses.’?

12 Rogers, M. (2004) Networks, firm size and innovation, Small Business Economics, 22, 141-153.
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Agriculture, forestry and fishing. South West WA

Starting our second business was about improving our income. We had
two young kids to support and everything was getting expensive.

A natural step

Born in Kalgoorlie, and raised in Perth, | always knew | would return to the country
life. When my husband John and | finally did, it seemed like a natural step to start
our own business. Since 1991, we have been supplying locally grown, freshly cut turf
to customers throughout the South West.

Expanding the family business

We were given 100 acres of the 800 acre family farm, to raise our family and start our
own business manufacturing wool. The kids enjoyed growing up on the farm, and as |
am a vet nurse by trade it was the perfect fit for me too!

However, the decline in the price of wool and the return on investment (or lack of) made
us think about how we might diversify and expand our business.

Starting our second business was about improving our income. We had two young
kids to support and everything was getting expensive. Not to mention, it was difficult
to survive on just one or two annual payments for our sheep wool.

We decided to start producing turf, and it was the best thing we could have done.
There was a need for a local product, as our community was having to purchase their
turf from regional centres or Perth. When we first started our business, we started out
with 2 acres, and now we have 10 acres of high quality turf.

When we started out, John'’s father was a partner to help us establish the business,
but we were able to buy him out when our business began to thrive.

John manages the hands-on farm work and my son and | work in the office. | am
mostly self-taught and it was a challenge to begin with. We’ve grown to three full time
staff, one casual and one part time employee.

My son is responsible for sales, marketing and other bits and pieces. We have had brief
discussions about him taking on the business when John and | retire, but we're not
doing that anytime soon.

Our business is going well, but we do have our ups and downs. We did really well when
the WA economy was booming, and now we’re much steadier, with quiet periods in the
winter.

We don’tintend to expand our business any more than we have today. The cost to do
so would be substantial, particularly to purchase land and infrastructure.

A regional perspective

One of the challenges of being in regional WA, besides the slow internet speed, it
that we're quite isolated. Some East Coast suppliers expect us to collect the freight
from Perth and when we’re lucky enough to organise delivery onsite, it's much more
expensive. We're members of Lawns Solution Australia and Turf Growers Association
of WA, so we’ve tapped into those networks for support and guidance.




After looking at funding sources and innovation this section examines the key
regulation, compliance and infrastructure barriers for growth as reported by the small
business sector in WA.

Table 23 reports aspects of regulation and compliance facing small businesses and
the percentages of businesses who regard them as ‘burdens’ in varying degrees. First,
on a scale from 0 (no burden) to 10 (extremely burdensome), the average is reported
in the last row of the table. Small businesses regard Business tax and activity
statements as the most burdensome area of compliance, with the highest mean of
5.4. This is followed by Licensing (4.6) and Occupational health and safety (4.6).

Table 23 Perceived extent of regulation and compliance burden, by regulatory or compliance
requirement, WA, 2017

0 [no burden] 19.8 15.6 26.2 42.1 29.7 1.7 19.1
1 34 43 6.3 9.0 6.6 34 39
2 85 93 93 113 8.9 6.2 9.1
3 85 83 6.8 7.1 6.4 6.7 6.7
4 6.3 7. 6.3 35 5.9 5.1 55
5 16.5 18.0 14.2 12,5 132 193 154
6 8.7 79 7.0 2.7 45 75 7.1
7 103 93 7.9 L4 7.7 108 838
8 93 104 8.1 35 7.3 11.8 10.0
9 37 41 3.1 1.9 4 6.3 6.3
:)Srf;rt‘:;:q‘ﬂlg 49 5.7 48 2.1 5.7 11.2 8.2
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Mean burden index L.k 4.6 3.8 2.4 3.7 5.4 4.6

Source: Bankwest Curtin Economics Centre | BCEC Small Business Survey 2017

Around 29% of small businesses regard business tax and activity statements as
being high burden (aggregated 8-10), 42.7% as mid burden (aggregated 4-7) and
28.0% as low burden (aggregated 0-3).

For Licenses, 24.5% of small businesses regard this as high burden, 36.8% as mid
burden and 38.7% as low burden. As for Occupational health and safety, 20.2%
of businesses regard this as high burden, 42.3% as mid burden and 37.5% as low
burden.
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We next turn to essential infrastructure. Among consideration are communication
and physical infrastructure. Respondents were requested to rate the current quality
of each of these infrastructure on a scale from 0 to 10. Figure 47 reports the findings
with charts showing the percentage of small businesses in each region who rated each
infrastructure as Low quality (aggregated 0 to 3) and very high quality (aggregated 9
to 10).

For mobile phone service, 24.7% of all respondents in the state regard the mobile
phone service in their area as being of very high quality. At the same time 18.1%
reported that their mobile services is of low quality.

Forinternet and broadband access, the statewide distinction between the proportions
of businesses reporting very high quality (20.0%) is similar to those reporting low
quality (19.2%). However there are interesting differences among regions. More
businesses in Peel, Perth and Mid West reported that their internet/broadband service
are of high quality than those that reported low quality.

Finally to physical infrastructure such as roads, rail, ports and airport. With the
exception of the Wheatbelt, where marginally more respondents regarded physical
infrastructure as being of low than high quality, businesses in all regions rated highly
favourably to the quality of their physical infrastructure. The Pilbara stands out with
almost 35% of small businesses regarding their physical infrastructure as being of
very high quality, which may be an outcome of the investment by the iron ore giants
operated in areas like Karratha, Dampier, Port Hedland and Tom Price at the height of
the mining boom.




Figure 47 Percentage of small businesses that rate the quality of infrastructure as low (0-3) and

very high (9-10) on a 0-10 scale, WA, 2017
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This section of the report looks at two key, but often overlooked elements of small
business ownership - health and wellbeing and succession planning.

While running a small business can be very rewarding, it can potentially attract
additional life stresses from which larger businesses and employees are more likely to
be protected from. Some of these stressors may include exacerbated financial stress;
uncertainty; business failure; long hours and lack of annual leave; blurred boundaries
between work and home; multiple responsibilities; employee responsibility; and
isolation (see for example, Lowinger, 2015).

In this section, we develop a small business owner stress index that gauges the extent
of stress that WA small business owners experience. The analysis also sheds light on
potentially significant inter-regional differences in the levels and drivers of stress, and
in the availability and diversity of support that small business owners and managers
can access.

Furthermore, we examine the impact of stress on loss of productivity through
absences from work among small business owners and managers. The policy
and academic literature has shown that employee absenteeism from work can be
associated with productivity loss (see for instance Koopmanschap et al., 2013).
However, much less is known about the strength of this relationship in the small
business sector.

Level of stress

We first examine the level of business stress perceived by small business owners/
managers operating in various regions within Western Australia. Figure 48 reports the
proportions of respondents reporting a low (0 -3), medium (4-6), high (7-8) and very
high (9-10) level of stress.

Figure 48 Self reported level of stress by region, WA, 2017
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Almost 17% of business owners report a stress levels in the very high category, with
42 4% reporting a stress level in the high category. Across all regions, the majority of
repsondents have levels of stress of high and very high.

The proportion of respondents reporting a ‘very high' level of stress is presented again
in Figure 49, along with the mean level of stress reported in each region. Business
owners in the Kimberley report particularly high levels of stress, with 19.7% reporting
a stress level in the very high category, and 48% in the high stress category.Small
business owners in the Gascoyne present the lowest percentage of respondents in the
very high category.

Howeuver, second only to the Gascoyne (mean of 6.2), the Kimberley has the second
Towest mean level of stress (6.3). The highest mean level of stress is reported in the
Pilbara (6.9) followed by the South West (6.7).

Figure 49 Self-reported level of very high stress by region, WA, 2017
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Table 24 which reports the mean level of stress by industry, with the proportions in
Tow, medium, high and very high also reported.

After public administration and saftey, manufacturing and retail report the highest
mean level of stress (both at 7.0). What is most interesting howeuver, is the proportion
of repsondents reporting a high level of stress by industry. Aimost 30% of business
owners in mining are experiencing very high levels of stress. The lowest proportion in
this category comes from those in the health care and social assistance industry.

Table 24 Level of stress by industry, WA, 2017

Agriculture, forestry and fishing 6.2 16.1% 29.5% 38.6% 15.7%
Mining 6.2 17.6% 29.4% 23.5% 29.4%
Manufacturing 7.0 8.5% 25.4% 47.5% 18.6%
Electricity, gas, water and waste services 7.0 9.1% 18.2% 45.5% 27.3%
Construction 6.8 9.8% 25.3% 46.9% 18.0%
Wholesale trade 6.8 8.1% 32.4% 40.5% 18.9%
Retail trade 7.0 9.3% 25.9% 42.6% 22.2%
Accommodation and food services 6.7 9.4% 32.8% 34.4% 23.4%
Transport, postal and warehousing 6.6 12.9% 22.6% 45.2% 19.4%
Information media and telecommunications 6.9 7.1% 21.4% 50.0% 21.4%
Financial and insurance services 6.6 11.0% 26.4% 49.5% 13.2%
Rental, hiring and real estate services 6.3 16.7% 26.7% 43.3% 13.3%
Professional, scientific and technical services 6.6 7.8% 34.1% 41.1% 17.1%
Administrative and support services 6.2 12.7% 38.2% 38.2% 10.9%
Public administration and safety T4 0.0% 37.5% 37.5% 25.0%
Education and training 6.7 0.0% 47.4% 36.8% 15.8%
Health care and social assistance 6.2 11.8% 33.8% 47.1% 7.4%
Arts and recreation services 5.2 36.4% 18.2% 31.8% 13.6%
Other services 6.5 8.6% 35.8% 39.5% 16.0%
Total 6.5 11.8% 29.0% 42.4% 16.9%

Note:  Mean level of stress is for all respondents. Low is 0-3, Medium is 4-6, High is 7-8, Very high is 9-10
Source: Bankwest Curtin Economics Centre | BCEC Small Business Survey 2017




Nearly 63% of
female small
business owners
report high levels

of business-
related stress,
compared with
57% of male
business owners.

Figure 50 represents the level of stress of business owners by gender. Females display
a much higher level of business related stress than males, with 63% of females
reporting levels of stress of high or very high. By contrast, this figure is 56% for
males. The fact that females display a higher level of business related stress when
viewed with their traditional role of taking care of families suggests that they may
find it hard juggling between managing/owning the business and fullfilling their
family responsibilities at the same time.

Figure 50 Level of stress by gender, WA, 2017
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Figure 51 compares the mean level of business related stress to the number of people
employed in the business. The relationship between the size of business (measured Business-related
by the number of employees) and business related stress level of its owner-manager

) L stress amon
appear to follow an inverted U shaped pattern: the level of stress first increases 1l busi 5
with the number of employees then starts to decrease when the business reaches a Sma L.lSlneSS
particular size of around 10-14 employees. The fact that the level of stress increases OWIErs Increases
with the size of business is consistent with the idea that as the business grows the with the number
stressors including financial stress and multiple responsibilities may exacerbate. of employees.

However, as the business develops further, the impact of those stressors tends to flat
out, possibly as a result of the “economies of scale; so we observe a slightly lower
Tevel of stress for larger small business owners.

Figure 51 Level of stress by number of employees, WA, 2017
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Drivers of stress

In the BCEC Small Business Survey 2017, respondents were asked to score (between O
(no stress) and 10 (extreme level of stress)) the impact of eight pre-specified aspects
of running the business on the level of stress. These aspects included financial

stress including unpredictable income and cash flow; multiple responsibilities; sense
of isolation; employee responsibility; feeling obliged to work when sick; opening
hours/long hours of work; red tape, compliance burden; and succession planning. On
average, the three top drivers of business related stress are: financial stress (mean of
stress level is 6.37), multiple responsibilities (6.16) and red tape (5.62).

Figure 52 charts the impact of these drivers, or causes, of business stress by
industry. The focus in this chart is the percentage of respondents within each
industry who reported ‘very high’ stress (level 9 to 10) from the three aforementioned
drivers. The industries with the highest reported stress levels due to ‘Financial

stress and cashflow’ are mining, information media and manufacturing. ‘Multiple
responsibilities’ is the most cited source of ‘'very high’ stress for arts and recreation,
information media and education and training. Finally, respondents in finance and
insurance services, mining and electricity, gas and water responded that they were
most affected by ‘red tape and compliance’.

Figure 52 Top three drivers of very high stress by industry, WA, 2017
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We next consider the top drivers of business stress by region (see Figure 53) among
those respondents reporting very high stress (9 or above on a scale of 1 to 10) for
each aspect of the eight pre-specified aspects of running the business.

A higher share of small business owners in the Pilbara point to multiple drivers of
stress of all WA regional small businesses, with multiple responsibilities, financial and
cash flow problems, long hours of work and the need to work while sick all featuring
prominently as causal stress factors.

Succession planning and hours worked are particularly evident as drivers of stress for
owners in the South West, with cash flow and obliged to work when sick, particular
drivers of stress in the Peel. Multiple responsibilities are listed as the top driver of
business stress for Gascoyne and Great Southern while financial stress is considered
as the top driver of business stress for all remaining regions.

While red tape is not listed among the three top drivers of business stress among all
small business owners/managers in Western Australia, it is considered as the second
greatest driver of very high stress among those operating in Gascoyne and Great

Southern.

Figure 53 Self reported drivers of stress by region, WA, 2017
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Source: Bankwest Curtin Economics Centre | BCEC Small Business Survey 2017




Figure 53 Self reported drivers of stress by region, WA, 2017 (continued)
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Impact of stress

Figure 54 shows the proportion of small business owners reporting that business
related stress has a negative effect (versus no effect) on each of the four pre-listed
aspects of life or business: conflict with family members; relationship with spouse/
partner; physical and mental health and conflict with staff or business partner(s).
Business related stress seems to have the most pronounced negative impact on
physical and mental health of business owners, with around 54% reporting that
business related stress has a negative impact on their health. Business-related stress
also puts a toll on family relationships, with 42% of business owners citing this as

a negative impact. Conflict with family members, or conflict with staff or business
partners, features as a negative impact of business-related stress for around 35% of
small business owners.

The chart also examines the impact of business-related stress by region. The negative
impact on health is most visible for small business owners in regional Western
Australia with the Pilbara reporting the highest proportion (73%), following by
Gascoyne (64%) and Great Southern (60%). Similarly, three regions where business
related stress has the most pronounced negative impact on the relationship with
spouse/partner are Wheatbelt (46 %), Gascoyne (45%) and Mid West (45 %).
Furthermore, small business owners in Wheatbelt (44 % reporting a negative impact),
Pilbara (40%) and Goldfields - Espertance are most likely to report a negative impact
on conflict with family members. Finally, Pilbara (45%), Great Southern (41%) and
Wheatbelt (37%) are regions where the negative impact on conflict with staff or
business partners is the most prevalent.

Figure 54 Impact of stress on relationships and health, by region, WA, 2017
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Figure 55 displays the number of days lost at work in the past year due to business
related stress. The figure shows that respondents with a higher level of stress report a
greater number of days lost at work, suggesting that business stress may also lead to
a reduction in productivity of business owners/managers.

Figure 55 Stress levels and absenteeism, WA, 2017
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Access to support

Above we observed that business related stress has a negative impact on
relationships, health and productivity of small business owners. When it comes to
access to supports for stress, our data show that the most popular types of support
that the small business owners have access to when dealing with stress is GP and
health professional (92%), followed by family and friends (91%) and local business
network and community (60%).

Figure 56 reports the ease of access to these supports by region. The first panel shows
small business owners in Perth have the least difficulty of access to GP and health
professional with 89% reporting ‘easy access’ and the remaining 11% reporting
‘some difficulty accessing’. By contrast, those business owners operating in the
Kimberley report the most difficulty in gaining access to GP and health professional,
with just 58% reporting ‘easy access, 36% reporting ‘some difficulty accessing’ and
the remaining 6% reporting ‘extremely difficult to access’ these services.

The second panel shows that small business owners in Perth also have easiest access
to family and friends as only 3% of them reported ‘some difficulty accessing’ and 1%
reported ‘extremely difficult to access’ when seeking this type of support to deal with
business stress. On the contrary, small business owners in Gascoyne have the highest
difficulty in access since 13% of them reported ‘some difficulty accessing’ and 4%
reported ‘extremely difficult to access’.

Finally, the third panel shows that around one in five small business owners in Pilbara
have at least some difficulty in accessing local business and community networks.

By contrast, small business owners in the Mid West appear to be able to access this
support more easily.




Figure 56 Access to supports for stress by region, WA, 2017
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Transport, postal and warehousing. Peel

The business is starting to negatively impact my stress levels, and |
can see this carrying over into other aspects of my life - my personal
relationships, finances and general health and wellbeing.

A source of employment

My husband and | originally moved to the Peel region to start a new steel
fabrication business. We sold the business in 2009, but remained in Peel. I'm
a qualified accountant and found it difficult to find enough work in the areaq,
so three years ago we purchased another business, a small freight operation,
originally established in the early 1980s.

We run two vehicles and employ one full-time and one casual staff. We've built
up the business enough that it puts food on our table and pays the bills, but the
income is nowhere near as good as the previous business I've owned.

The pressures of a small business owner

I've run many successful businesses over the past 15 years, but sometimes the
success of a business is out of your control. It could be that the industry is highly
competitive, particularly if there are many emerging players. You have to be
constantly on the ball, and willing to match competitive price lines. Or, there just
isn’t a need for the service you offer in the location you operate.

My main challenge in running the business is that it is just me. | have to coordinate
all aspects of the business and | can never take a day off. The business is starting
to negatively impact my stress levels, and | can see this carrying over into other
aspects of my life - my personal relationships, finances and general health and
wellbeing.

I've decided that it is the right time to move on and |'ve started enacting my exit
strategy by approaching a business broker.

I'm not too sure what my next step will be when the business sells. My husband
started a new business in January 2016, in his field of expertise in conveyor belt
servicing and supply. Of course, the logical step is to help my husband out with his
business, and Il take it from there.




Small business

owner-managers
in most regional
areas report

a slightly

higher rate of
intention to exit
than the Perth
metropolitan
area, where the
rate sits at 30%.

Handover and Exit

The decision to exit a business is a natural and important part of the lifecycle of a
business. It is a key business decision. The choice of exit may or may not lead to the
continuation of the business. The primary exit options applicable to small business
owner-managers include transferring to a family member, selling to a third party or
closing the business.

In total, 463 or 31% of respondents intend exiting their business within the next five
years. Small business owner-managers in most regional areas report a slightly higher
rate of intention to exit than the Perth metropolitan area, where the rate sits at 30%.
For instance, the rates of intention to exit are very similar across the Pilbara (36%),
Kimberley (36%), Peel (35%) and Wheatbelt (34%) regions. However, small businesses
in Goldfields-Esperance, and the South and South West of WA experience lower rates
of intention to exit than Perth at under 30%.

Figure 57 Percentage of businesses intending to exit within the next five years, WA, 2017
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The overwhelming factor influencing small business owners’ decision to exit their
business within the next five years is age and retirement considerations (see Figure
58). Nearly 70% of small business owners cite this as a factor influencing the decision
to exit. This is not surprising given that the majority of small business owners are

of mature age. As indicated earlier, 63% of respondents to the survey were aged 50
years and above, 23% are aged 40-49 and only 13% are aged 39 years and younger.

Figure 58 Factors influencing owners’ decision to exit the business within the next five years
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Figure 59 further supports this trend. The percentage of small business owner-
managers who intend to exit in the next five years rises exponentially as age
increases. It more than doubles from 12% among those aged under 40 to over one-
quarter among those aged 50-59 years. The rate of intention to exit doubles yet again
to over 50% among those aged 60-69 years, culminating at 65% among those aged
70 years or over.

The second most important reason is that the small business owner-manager has
had enough of the business. Howeuver, this trails far behind age and retirement
considerations with only 12% os small businesses citing this reason. Declining
profitability is the third main motivation for exit at 10%.




Some small business owner-managers cited more positive reasons for exit, including
finding it a profitable time to sell or the emergence of other business opportunities.
However, these reasons constitute a rare minority compared to more negative
triggers such as declining profitability.

Figure 59 Intention to exit the business, by age group, WA, 2017
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The percentage of respondants that answered age/retirement as the reason for
exiting their business within the next five years is reported in Figure 56.

Figure 56 also shows that one in ten would exit due to declining industry and business
profitability. There are variations across regions in this case, with Perth small
business owners/managers expressing the greatest vulnerability to declining industry
and business profitability, followed by ....
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Community cohesion

As shown in part 1 of the report, small businesses clearly make a significant
contribution to the State’s economy. However, the contributions of small businesses
are likely to extend beyond the economic realm and influence community wellbeing.
Certainly, small businesses have the potential to strengthen local communities
through various channels e.g. linking economic and social networks and supporting
local causes. This section investigates the extent that small businesses enhance
community cohesion, and whether the importance of small businesses for community
cohesion varies across regions.

Data from the 2017 BCEC Small Business Survey indicates that 62% of small
businesses in WA were established at least 20 years ago, and the average number

of years of operation of small businesses in WA is 30 years. Figure 60 ranks regions
according to the proportion small businesses in each region that has been established
for 20 years or more. It is clear that regional areas tend to have a higher proportion
of businesses that were established more than two decades ago than Perth. In the
Wheatbelt and Great Southern regions, over 70% of small businesses have been
established for 20 years or more, compared to under 60% in Perth. The average
number of years in operation is 25 years in Perth, compared to nearly 45 years in th
Wheatbelt.

(0]

The Kimberley region is an interesting case. While around two-thirds of small
businesses in this region were established over two decades ago, its small businesses
exhibit the lowest average number of years in operation among all regions at around
22 years. The finding suggests a polarisation of small businesses at two extremes

in the Kimberley region. While the majority were established 20+ years ago, there

is clearly a significant proportion that was established relatively recently, hence
depressing the average number of years established.

Figure 60 Number of years of small business operation, by region, WA, 2017
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Small businesses’ life cycles in regional areas are potentially more heavily influenced
by family and community considerations than in metropolitan areas. If the evidence
supports this hypothesis, it adds further support for the proposition that small
businesses make important contributions to community wellbeing, particularly in
regional areas.

Figure 60 ranks regions according to two indicators of community cohesion. The first
measures the proportion of small businesses in each region that has been passed
down from family legacy or succession. The second takes a subset of small business
owner-managers who have indicated that they plan to remain in the business in

the next five years, and measures the proportion that are planning to remain due to
family or community considerations.

Referring to the first indicator, we find that among all small businesses in the survey,
around one in five were passed down from family legacy or succession. However,

the orange bars show that generational succession is much more evident in regions
such as Mid West and Wheatbelt (one-third), followed by the Great Southern and
Southwest (one-quarter). On the other hand, only one in ten small businesses in
Perth were passed down from family legacy or succession. Clearly, generational
succession is a particularly critical ingredient for enhancing longevity within the small
business sector in regional areas. The following quote from survey respondents reflect
the important of generational succession in some regional areas in WA:

“I am married to the generation that has taken over when from parents so
no plans to exit the family business.”

“l want to remain on the land so | can pass (the) property over to my
nephews...”

“.. the fact it is in our blood ...”

“We're a family business that has run for 2 generations.”

Turning to the second indicator, around 57% of small business respondents in both
metropolitan and regional areas indicate that they do not intend exiting their business
in the next five years. Howeuver, it is clear from the green bars that among those not
intending to exit, family or community considerations are more important in most
regional areas than Perth. Indeed, in the Great Southern and South West, 14% of those
not intending to exit their business in the next five years cite family or community
considerations as the main reason. This is double the percentage in Perth (7%). Indeed,
some regional survey respondents convey a strong sense of obligations towards their
local communities:

“.. (itis) our mandate to support client base and the need for services ...”

“I supply a service and | need to keep it going to continue to supply that
service to the public.”

“There is a need for us in the community”

The latter quotes highlight that small businesses contribute much more than the
traditional economic indicators of value added and employment, as reported in Part |
of this report. Small businesses are embedded in our societies and communities and
their existence, survival and the health of their owners and employees is vital for the
WA economy and society.




THE ENGINE ROOM FOR GROWTH? The Role, Performance and Future Prospects of Small Business in Western Australia

Figure 61 Percentage of small businesses with life cycles that are influenced by family or community
considerations, WA, 2017
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The Centre commissioned the BCEC Small Business Survey 2017 after a thorough
review of the small business landscape in WA and subsequently identifying gaps

for further research. At the outset a key aim is to learn more about businesses in
regional WA, which is why two thirds of the 1,500 small business owners or managers
surveyed are based in regional WA.

Overall, the BCEC Small Business Survey 2017, as a unique and important source of
data at the regional and sectoral level on all aspects of the lives of small business
owners, has enhanced our understanding of the small business landscape in Western
Australia.

The health and wellbeing of owners and managers, and the relationship between
adverse personal health and stress factors and the stress of running a small business,
is a key feature of the survey. Several other topical issues are covered, including the
overall health of the business, level and sources of competition, key sales markets,
sources of finance, innovation and growth, regulation and compliance, and access to
support for business owners and managers from business-related stress.

On average, respondents scored the current health of their businesses at 6.5 on a
scale of 1 to 10. Almost three-quarters of respondents stated that they intend to
maintain the same staffing head count over the next year, and a fifth expressed an
intention to increase their head count, most prominently in the Pilbara.

The sectors in which small business owners reported the highest intensity of
competition were construction and wholesale trade. Drilling deeper, the intensity
of competition of these sectors, as well as mining and financial services, are most
skewed towards ‘high competition’. When asked to identify their main sources of
competitive advantage, small business owners point to the quality of the product,
service and location as key features.

The survey highlights that fewer than one in ten small businesses in Western
Australia export products and services to international markets, but among those
that do, more than one third (37%) sell to Asian partners. In share terms, almost 80%
of sales are conducted within the business’s home region, with only 3.1% of small
business sales to inter-state destinations and 3.6% to international export markets.

Small business owners in WA rely mainly on cash flow and savings from their own
business to maintain or grow their operations. This is followed by access to banks and
credit unions, and personal savings.

Innovation and adoption of new ideas are important sources of growth, and most
small businesses draw creative input from their own ideas, and - especially for small
businesses with 10 or more workers - from employees, family and friends. Innovation
activity, in the form of the introduction of new products or services, feature more
prominently in businesses with 15 to 19 employees. In general, the proportion of
innovation-active businesses is higher the more employees they have. Industry
associations are important for small businesses of all sizes as a source of ideas for
innovation.
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Nearly 30% of small businesses regard tax and Business Activity Statements (BAS) as
a burdensome area of regulation and compliance. Licenses and occupational health
and safety were also reported as a significant area of compliance burden among
respondents.

The survey finds that more than half of small businesses in WA experience late
payments from larger businesses for products and services, with one in five small
businesses facing payment delays of a month or more.

An important but often overlooked element of small business ownership is the health
and wellbeing of small business owners. Business owners in the Wheatbelt reported
very high levels of stress associated with running their businesses. Among industry
sectors, mining has the highest proportion of small business owners experiencing
‘very high’ stress. Financial stress, including unpredictable income and cash flow, is
the top driver of business stress among the respondents.

Among the most common sources of support for owners and managers when dealing
with stress are GPs and health professionals, yet more than 40% of small business
owners in Kimberley and nearly a third of owners in the Wheatbelt report at least
some difficulty in accessing these services.
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The 2015 Federal Budget delivered by Treasurer Joe Hockey referred to small
businesses as the engine room of the Australian economy. Australia’s changing
economic landscape means that Governments are placing greater emphasis on the
important role of small businesses for growth and employment. This is not unique
to Australia, with small firms seen as the driving force of growth across many of
the developed OECD nations. Itis therefore timely that a report on the nature of
small businesses in Western Australia is produced to provide a thorough analysis of
the trends and data and to facilitate policy debates on the important sector of our
economy.

So, is the small business sector the engine room for growth for the WA economy? And
what do we learn about the lives of small business owners in WA, and the challenges
they face on a daily basis in driving their businesses forward?

This report confirms the importance of the small business sector to WA’s economuy,
and to the state’s diverse communities both in Perth and in regional areas.

Directly, the small business sector contributes $39.7 billion to the WA economy. This
puts the sector as a whole second only to the mining industry in terms of value added
contribution.

The small business sector in WA employs over half a million people - fully 41% of
total employment in WA. This is below the 2006-07 peak of 569,000 (equivalent to
53% of employment in WA), but it is worth noting that the pattern of employment in
the small business sector has stabilised since 2014-15 at a time when employment in
the medium and large business sectors continued to decline.

And these figures, impressive though they are, fail to capture the full contributions
of small businesses to the state’s economic trajectory, nor the critical role that small
business owners play in supporting communities, especially in regional WA.

The small business sector has a wide reach across WA playing an important role at
both the industry and regional level. By industry, the construction industry is the
largest contributor to the small business sector in terms of the number of small
business, the value added contribution and the employment contribution.

By business size, the small business sector was the only sector of the economy to
show a growth in the number of businesses in 2016. This highlights the important
role that small businesses can play in driving the WA economy forward, particularly
during more difficult economic times. As testament to this resilience, the report
shows that survival rates of existing and new small businesses have improved post-
GFC.

A novel spatial analysis in the report highlights a number of hotspots of growth in
small businesses in WA, albeit not as numerous and sizable as those reported in some
other states across Australia. Interestingly, the largest growth in the number of small
businesses per thousand of the population is in Jandakot. This local growth is likely

to have been influenced by the development of a commercial and planning precinct

in the area, and emphasises the importance of planning and good infrastructure to
support the growth and development of small businesses in the State.
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Other hotspots of growth point to the emergence of new WA suburbs providing
opportunities for new small businesses, including home-based businesses in ‘lifestyle
areas of the state.

’

With an aim to bridge existing gaps in the data on small businesses and their owners
in WA, the BCEC developed the BCEC Small Business Survey 2017. Data for this
survey was collected in the most recent March 2017 quarter, giving it a particular
currency.

The BCEC Small Business Survey 2017 shows that, on average, small business owners
are positive in their business outlook - both in terms of the current state of the
business and their intentions to hire within the next twelve months.

Perth-based small businesses report the highest intensity of competition across all
regions in WA, with a level of 7.5 compared to an average of 6.8 out of 10 for WA.

By industry, small businesses in the wholesale trade and construction industries
report the highest levels of competition, followed by those in financial and insurance
services.

The survey highlights that fewer than one in ten small businesses in Western
Australia export products and services to international markets, but among those
that do, more than one third (37%) sell to Asian partners.

WA'’s geographical location, and particularly its proximity to Asian markets and
alignment of time zones, create unique opportunities for the small business sector to
grow its share of export sales into Asian markets in particular, and indeed beyond, to
the UK, US and Europe.

There is potential for a significant economic return to specific measures and
initiatives from government and key industry associations that enhance access to
international markets for small businesses both in Perth and in regional WA.

One eighth of small businesses in Perth, and one in seven in regional WA, report
alack of skills and knowledge in creating and implementing a business plan, with
the majority of business owners also indicating a lack of knowledge of government
support and funding opportunities. A significant share of small businesses seek

to outsource a number of key services in areas of accounting, marketing, IT and
communications skills in particular.

These findings suggest some skills deficiencies among small business owners, and
highlight a real opportunity for tertiary education and training institutions to develop
courses that provide modern, practical business skills that are increasingly necessary
for the modern small business owner to survive in a fiercely competitive business
environment.

This report shows that small business owners rely heavily on their own personal
and business savings as a source of financing business growth and expansion. As
expected, financial institutions also form a key source of funding.

Small businesses in WA are highly innovative, with over 77% claiming to have
introduced a new product of process within the last twelve months. This rate




increases to 90% for businesses with 15 or more employees. This finding suggests
that size matters, and is in line with ABS data available at the national level.

A key source of innovative ideas comes from the business owners themselves, with
employees becoming increasingly important with business size. Industry associations
are also a key source of ideas, which again increases with business size. This
highlights the important role of networks and access to networks for small business
owners.

The BCEC Small Business Survey 2017 highlights a number of areas of significant
stress for those running a small business. Key sources of stress include access to
finance and cash flow, multiple responsibilities, and dealing with red tape. Such
stressors have significant negative impacts on the lives of small business owners

and others in their lives. Some owners, particularly in the regions, have indicated
difficultly in gaining access to supports to deal with such stress and its impacts. More
needs to be done to understand these issues and to support small business owners
and their families on their journey.

The survey finds that more than half of small businesses in WA face late payments
from larger businesses in return for their products and services, with one in five small
businesses facing payment delays of a month or more.

Late payment is a huge problem for small business owners in Western Australia, and
adds significantly to the financial stresses they face on a daily basis in maintaining
and growing their businesses. The practice of late payments creates unnecessary
hardship for small business owners, especially in such difficult economic times, and
should be eradicated.

This report also shows that infrastructure constraints, particularly in relation to
mobile phone and internet and broadband access remain a drawback for small
businesses, particularly in the regions.

Finally, this report shows that over 33% of small business owners intend exiting their
business within the next five years. The main driver of this is age/retirement. Small
businesses play a significant role in WA communities and are engrained in its fabric.
Exiting a business is a key decision with many complicating issues. It is important
the business owners are informed of this process and can gain access to supports in
dealing with key exit decisions, and to ensure that small business continue to exist
and play a pivotal role in our local communities.

This report shows that the small business sector is of central importance to

the WA economy. There are positive signs that this sector is well positioned to

take advantage of future growth opportunities. In the Budget 2015, the Federal
government rightly pointed not only to the importance of small businesses, but also
to the ‘hard working women and men of Australian small businesses’.

It is particularly important that the health and wellbeing of the small business sector
is supported and that owners and managers have access to supports and receiving
guidance on the preservation of the sector in WA.

This will ensure that the so-called ‘engine room of the economy’ is adequately fuelled,
maintained and supported for growth.







Small businesses are businesses that employ 0 to 19 people. Medium businesses are
those that employ 20 to 199 people. Large are those that employ 200 or more people.

Gross domestic or gross state product less the ownership of dwellings and taxes less
subsidies on production components. A measure of the final value of production in an
industry less the intermediate inputs to avoid double counting.

Sometimes known as Micro businesses. Businesses that employ 1-4 persons.

Refers to businesses which are actively trading on the business register at 30 June

in the reference year but was not actively trading at 30 June the previous year. It
includes new ABN registrations, reactivations and businesses who have recommenced
remitting.

Refers to businesses which were actively trading on the business register at 30 June
in the previous year, but was not actively trading as at 30 June in the reference year.
It is important to note that a business exit does not necessarily equate to a business
failure.

Sometimes known as Nano businesses. Businesses employing 0 persons. An example
would be self-employed persons or partnerships with no employees.

In this study small businesses are those who employ between 0-19 employees. Note
that small businesses are defined differently in different contexts. Examples include
businesses that have annual turnovers of less than $2 million and those who employ
less than 15 employees.

A surviving business is defined as a business that is active on the ABS business
register at 30 June of the current year and was also active at 30 June of the previous
year.
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