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The UK chemical distribution industry, despite its significant contribution to the economy and employment generation, remains largely unexplored with no academic
research regarding small businesses and their success. This is the first study to investigate the challenges that SMEs operating in the specific industry are facing, arguing
that only when a small business is able to cope with, adapt to and overcome these,
can it be successful. Utilizing a survey strategy, qualitative data were collected from
118 SMEs, out of the 180 identified, generating a response rate of 65.5%. Regulatory
compliance, supplier management, human capital and access to capital are identified as critical. Findings suggest that success is a multidimensional phenomenon
where all contributing factors need to be taken into consideration and addressed
simultaneously. This paper informs thinking in this field and provides guidelines to
various stakeholders to improve strategy formulation and decision-making process
in order to support chemical distribution SMEs.

1 Introduction

cess and/or survival receiving an ever-increasing
attention from academia and professionals alike.
The business literature features a wide range
of success factors through a number of conceptual frameworks that attempt to capture aspects of
SMEs success. However, their importance appears
to be relative and varies with the business environment, that is the industry and country SMEs operate in; meaning that while one success factor may
be of great importance in one industry or country,
it may not necessarily be of equal importance in
another (Benzing et al., 2009; Kader et al., 2009;
Krasniqi et al., 2008; Lin, 2006; Ogundele, 2007;
Simpson et al., 2012). This inevitably creates a need
for more empirical studies to investigate all aspects
of success and identify critical factors in each industry and in a specific country setting.
An industry where small businesses have a particularly strong presence is the European and particularly the UK chemical distribution (BCG, 2013;
Chemagility, 2012; Districonsult, 2013; FECC, 2013).
However, very little is known about SMEs in the
specific industry, their modus operandi and any factors contributing to their success and/or failure
(Chemagility, 2008; CBA, 2015; FECC, 2015). In fact,
due to the wide variety of functions performed by
these companies and confusion with other types

Small and medium-sized enterprises (SMEs) are
in the focus of political, business and management
research (Amoros et al., 2013; Dobbs and Hamilton,
2007; Lussier and Halabi, 2014) stating their benefits such as being integral to contemporary economic and social regeneration, essential for the
establishment of a solid industrial base and being
a key driver for innovation and R&D and above all,
a significant contributors to employment generation (Franco and Haase, 2010; European Union, 2015;
Halabi and Lussier, 2010; McLarty et al., 2012; Simpson et al., 2012; Smallbone et al., 2010; Unger et al.,
2011).
Despite their well-established importance, there
is still no universally accepted definition for SMEs
with significant variations in different countries
(Smallbone et al., 2010; Unger et al., 2011), no single agreed-upon definition of success (Beaver, 2002;
Rogoff et al., 2000), no universally accepted model
to incorporate all aspects of small business success
(Chawla et al., 2010; Dobbs and Hamilton, 2007;
Lampadarios et al., in press). Most importantly, SMEs
tend to exhibit high failure rates and poor performance levels (Arasti et al., 2012; Franco and Haase,
2009; Gray et al., 2012; Ropega, 2011) with their sucJournal of Business Chemistry 2016, 13 (1)
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varying industry standards on employment size,
sales and annual turnover (Office of the Advocacy
United States Small Business Association, 2003). In
Japan, SMEs are generally businesses which employ
between 4 and 299 employees but yet again definitions vary according to both sector and capital
invested. In the United Kingdom, the definition of
SMEs is given through the UK Companies Act of
2006 which states that if a company is to be defined
as ‘small’, it must satisfy at least two of the following criteria: (i) have a turnover of no more than GBP
6.5mn; (ii) have a balance sheet total of no more
than GBP 3.26mn; (iii) have no more than 50 employees. Similarly, a medium-sized company must satisfy at least two of the following criteria: (i) have a
turnover of no more than GBP 25.9mn; (ii) have a
balance sheet total of no more than GBP 12.9mn;
(iii) have no more than 250 employees.
In the European Union, any enterprise that
employs fewer than 250 persons and has an annual turnover not exceeding EUR 50mn and/or an
annual balance sheet total not exceeding EUR 43mn
qualifies as a SME (European Union, 2015). Within
the SME category, a small enterprise is defined as
an enterprise which employs fewer than 50 staff
and whose annual turnover and/or annual balance
sheet total does not exceed EUR 10m while a
microenterprise is defined as an enterprise which
employs fewer than 10 persons and whose annual turnover and/or annual balance sheet total does
not exceed EUR 2mn. For the purpose of this study,
the definition of SMEs is that of the European Union.

of trading in the industry, there is still no universally agreed definition of a chemical distributor
(Chemagility, 2012). Last but not least, there appears
to be no official statistical and/or financial data
available on SMEs operating in the UK chemical
distribution industry (Chemagility, 2015).
Overall, this paper thus aims to identify and
offer an insight into the challenges that SMEs in
the UK chemical distribution industry are facing.
Initially, SMEs, their importance, definition and characteristics are introduced, followed by an overview
of the chemical distribution industry with particular focus on the UK. The rationale and methodology of this study are then elaborated on. Findings
are presented and discussed offering concluding
remarks and several implications for practice.

2 Small and medium-sized enterprises
(SMEs)
2.1 Importance of SMEs
The importance of SMEs and their contribution
to the economy and employment generation has
long been established in the business literature
(Dobbs and Hamilton, 2007; Galapova and McKie
2012; Halabi and Lussier, 2014; Smallbone et al.,
2010). In the European Union, micro, small and medium-sized enterprises are socially and economically important as they represent 99% of all enterprises (European Union, 2015). They employ around
90m people, generate EUR 3.7tn in added value
while providing 2 out of 3 jobs and contributing to
entrepreneurship and innovation (European Union,
2015). In the UK, the Department for Business and
Innovation (2014) reports that, at the start of 2014,
small and medium-sized businesses employed 15.2m
people and had a combined turnover of GPB 1.6tn;
these accounted for 99.3% of all private sector businesses in the UK, 47.8% of private sector employment and 33.2% of private sector turnover. Due to
the fact that SMEs are a major part in today’s modern economies, an understanding of why they succeed or fail is crucial to the stability and health of
the economy and research is still needed in this
field (Blackburn and Kovalainen, 2009; Holmes et
al., 2010; Philip, 2011; Raju et al., 2011).

2.3 Characteristics of SMEs
Overall, SMEs have several features that distinguish them from larger firms. Business literature
concurs that their most important characteristics
are the absence of complex formal structures, the
dominance of owner/managers, the lack of internal labor markets, environmental uncertainty and
a limited customer base (Adams et al., 2012; Floren,
2006; Storey and Greene, 2010). According to Simpson et al. (2012), the typical SME has limited
resources, limited cash flows, few customers, is
often engaged in management ‘fire-fighting’, concentrates on current performance rather than taking a strategic focus, often has a flat organizational structure and possibly high staff turnover. Similarly, a high risk of failure makes small businesses
more focused on short-term survival than longterm planning and consequently ‘cash rather than
profit’ (Adams et al., 2012; Raju et al., 2011).
Where perhaps SMEs are more distinct compared to larger firms, is the fact that they are defined
very much by the personal commitment and motivation of their owners, which, in turn, creates with-

2.2 Definition of SMEs
Even though SMEs is an area well researched,
there is still no universally accepted definition of
what constitutes a small business with variations
existing in different countries. For instance, in the
United States, small businesses are defined as independent businesses comprising fewer than 500
employees and are further classified according to
© 2016 Institute of Business Administration
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in firms an individual and particular approach to
strategic management (Bonet et al., 2011; Raju et
al., 2011; Perks, 2006). This means that, as organizations, they are likely to be sustained primarily by
economically significant skills along with successive knowledge claims concerning the viability of
those skills. In addition, their success is likely to be
dependent on combining entrepreneurial orientation with strategic action (Hitt et al., 2001; Kumar
et al., 2012). It is therefore recognized that the evolution of smaller firms is likely to be influenced by
the development of firm-based resources and capabilities enacted through activity rather than the
accrual of resources (Unger et al., 2011). To further
support the absence of formality in small businesses, Rantanen (2001) in Forsman (2008) argues that
small firms are more likely to engage in informal
management practices than to adopt sophisticated planning and control techniques.
Adams et al. (2012), Forsman (2008) and Raju et
al. (2011) provide a good account of small businesses advantages and disadvantages compared with
large organizations. Advantages include the distinct flexibility that enables them to respond quickly to environmental changes, the informal management structure and centralized decision-making, the fact that they are close to the customers,
and the ability to frequently use technology and/or
superior quality to gain competitive advantage.
The main disadvantages are the lack of formal strategy and formulation processes, which result in
implicit rather than explicit business strategies, a
focus on day-to-day problems instead of longer
goals, the relative lack of resources (i.e. personnel,
financial, and physical facilities), which discourages
management specialization as multiple responsibilities are assigned to one person, and the relatively low degree of purchasing leverage (Adams
et al., 2012; Forsman, 2008; Raju et al., 2011).

non-bulk chemicals to downstream end-users as
well as to handle logistical needs of end-users, such
as custom blending and non-bulk repackaging,
which are operations not primary among manufacturing operations yet met by distributors
(Chemagility, 2008; Hornke, 2012). Thus, chemical
distribution fills the gap between producers who
wish to sell large lots without regulatory or logistical complications and customers demanding small
volumes and who have very specific needs on technical, regulatory and logistical level; in essence,
chemical distributors allow their principals to profitably reach smaller customers in many industries
and countries (Mortelmans and Reniers, 2012).
Chemical companies increasingly realize the value
of chemical distributors as value chain partners
and implement structured distributor management functionalities in their organizations (CEFIC,
2012; Hornke, 2012). However, genuine chemical distributors, rather than simply selling chemicals, add
value through an extensive range of services to
both customers and suppliers (Hornke, 2012; Mortelmans and Reniers, 2012).
Despite the importance of chemical distributors, there seems to be no universally agreed definition of what a chemical distributor is. This is
mainly because of the wide variety of functions
they perform and confusion with other types of
trading in the industry (Chemagility, 2008). However, chemical distributors have a number of distinct characteristics. According to the Health and
Safety Executive, a distributor is any natural or legal
person established within the community including a retailer, who only stores and places on the
market a substance, on its own or in a preparation
for third parties (Health and Safety Executive, 2015).
Generally, chemical distributors buy and sell chemicals from producers taking title to the goods,
responsibility for stocking and warehousing before
selling the products on to their customers under
their own brand (Chemagility, 2008; Districonsult,
2009; NACD, 2005). There is often a formal, longterm agreement between the distributor and the
chemical manufacturer whom they represent
(Chemagility, 2008). Chemical distributors need to
be differentiated from mere logistics companies
that typically do not take ownership of products
and from trading companies that typically do not
repackage and assemble product portfolios according to customer needs (BCG, 2010). Also, a distributor is neither an agent nor a chemical trader; these
do not take title to or stock goods, but receive a
commission for their contribution in helping a manufacturer complete a sale (Chemagility, 2008; NACD,
2005).
Chemical distributors offer a wide range of services to both customers and suppliers. The typical

3 Chemical distribution and the role of
SMEs
3.1 Overview on the chemical distribution industry
Chemical distribution companies are an integral part of the European chemical industry, positioned between chemical producers and their customers (FECC, 2015). Distributors are a vital, wellestablished sector of the chemical industry helping manufacturers accessing local customers and
markets while adding value by reducing complexity, trade-related risks and costs and providing
financing and support (BCG, 2010; Chemagility,
2008; Districonsult, 2009). Manufacturers rely on
distributors to ensure the safe delivery of bulk and
Journal of Business Chemistry 2016, 13 (1)
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products or services, e.g. warehousing, logistics,
plant and equipment (Chemical Business Association, 2015; CEFIC, 2012). Overall, it is evident that
SMEs have a strong presence in the chemical distribution industry and play an important role in its
overall growth and performance (CEFIC, 2012; FECC,
2013).

offering to customers incorporates a broad product portfolio with complementary products; access
to reputable suppliers; competitive (and stable)
pricing; stock management and Just In Time (JIT)
deliveries; competent and knowledgeable sales
team; technical support and problem solving skills;
product expertise for formulation purposes; valueadded services, for instance, custom blending,
repackaging); sample management; financing and
credit in line with local terms; safety training and
hazardous waste removal (BCG, 2013; Burns, 2010;
Chemagility, 2008 and 2015; Chemanager, 2013; Districonsult, 2009 and 2012; FECC, 2013; Hornke, 2012;
Jung et al., 2014; Mortelmans and Reniers, 2012;
NACD, 2005). Equally, their offering to suppliers
includes services such as market share and penetration; logistics services including storage and
packaging; in-depth market intelligence and assist
with the implementation of marketing strategies;
demand forecasting and planning; market development capabilities; new product approvals; conforming to local regulations and language; repackaging and relabeling; arrangement of import authorizations; trainable staff with good technical knowledge; modern IT infrastructure allowing automated
information exchange (BCG, 2013; Burns, 2010;
Chemagility, 2008; Chemanager, 2013; Districonsult, 2012; FECC, 2013; Hornke, 2012; Jung et al., 2014;
Mortelmans and Reniers, 2012; NACD, 2005).
Chemical distributors form a fragmented network and it is estimated that there are about 10,000
distributors, servicing the end users for their chemical needs (Brenntag, 2010; Boston Consulting Group,
2013). Chemical distributors are often small and
medium enterprises with local and regional coverage (Bee and Chelliah, 2013; Brenntag, 2010;
Chemagility, 2008). According to the European Federation of Chemical distributors (FECC), FECC members - mainly SMEs - create value in the chemical
supply chain by meeting the demands of over 1m
downstream users who are diverse regarding needs
and purchase volumes. About 9-10% of the overall
output of chemical producers is distributed via
independent chemical distributors. In fact, the FECC
represents over 1,700 companies with over 31,000
employees at more than 1,400 sites handling six
million shipments and 31mn tons shipped with an
industry turnover of EUR 27bn every year (FECC,
2015). This means that there is a wide variety of
organizations involved in the distribution along
the value chain between chemical producing companies and the industries using chemicals. Therefore, the chemical distribution industry does not
only include chemical manufacturers and their distributors, but also chemical traders, agents,
export/import houses and a number of other suppliers providing these companies with added value
© 2016 Institute of Business Administration

3.2 The UK chemical distribution industry
Chemical distributors are an integral part of the
UK chemical industry (CBA, 2015; Chemagility, 2008;
FECC, 2013). Even though chemical distribution is a
well-established practice in the UK, it is severely
understudied both on an academic and business
level with the majority of information originating
from the study of the European chemical distribution industry (Burns, 2010; Chemagility, 2008; Districonsult, 2009, 2011 and 2012; Jung et al., 2014;
Hornke, 2013). Similarly, there are limited statistical data available on the industry and information
such as turnover, sales and margin growth, performance and future trends are drawn from the
Chemagility (2008 and 2015) and Plimsoll (2013)
reports.
Plimsoll (2013) reports that an average company in the UK chemical distribution industry increased
sales by 6.4% in 2012. However, the larger companies grew by 8.5%, compared to the smaller companies who grew by 1.9%, meaning that SMEs are
not growing as fast. As such, research in the area
of small business growth and specifically in success factors seems to be necessary.
According to the latest data available from
Chemagility, the UK chemical distribution market
was worth GBP 4.42bn (EUR 5.44bn) in 2014, employing circa 6,800 employees and representing 10%
of the total European chemical distribution market worth EUR 52bn. The total number of chemical
distributors in the UK was 280 and with over 75%
of them being small or micro-sized enterprises (210
companies if subsidiaries of larger international
groups are excluded), it is evident that SMEs have
a very strong presence in the industry. Despite major
challenges due to increasing compliance costs,
reduced margins, global competition and uncertainty, the UK distribution market achieved a 6%
annual growth rate between 2005 and 2010, a 5%
growth between 2011 (GBP 4.1bn) and 2014 (GBP
4.5bn) and is anticipated to grow further to GBP
5.6bn by 2020 at a rate of 3.6%, which is higher
than expected the GDP growth (Chemagility, 2015).
According to Chemagility (2008 and 2015), the UK
chemical distribution industry has experienced a
high rate of growth that can be attributed to globalization and international trade, the market entry
of Asian producers, the reduced product and serv20
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gesting that these do not form a homogeneous
group and as such different strategies are needed
for different sized businesses.
This paper is part of the study conducted by
Lampadarios (2015). The primary aim of that study
was to identify and investigate the factors critical
to SMEs success and sustainable growth in the UK
chemical distribution industry. However, in order
to develop a more comprehensive view of the industry and cover all aspects of success, it further
attempted to identify the most important challenges that small and medium-sized chemical distributors are facing. Those are reported and discussed within this paper. It is assumed that SMEs
that are able to recognize, face and overcome the
challenges of their business environment, have
more chances of being successful and thriving.
Inevitably, the challenges are related to and somehow reflected by the success factors but have the
potential to offer a deeper, more qualitative insight.
To achieve the aim of the study, a survey strategy was utilized and self-administered questionnaires - incorporating open questions - were used
to collect the views of owners/managers of chemical distribution SMEs. As the collection of qualitative data was based on pre-determined themes
(challenges), the use of more sophisticated methods of analysis (for instance quantitative content,
thematic) was not deemed necessary and thus this
research drew upon the basic principles of qualitative content analysis. This is a well-established,
flexible and straightforward qualitative data analysis method (Elo et al., 2014; Finfgeld-Connett, 2014;
Krippendorff, 2013; Polit and Beck, 2012; Vaismoradi et al., 2013) that represents a systematic and
objective means of describing and quantifying phenomena (Bloor and Wood, 2006; Gbrich, 2007; Pope
et al., 2006; Powers and Knapp, 2006; Schreier, 2012).
The data was collected, collated under the predetermined categories, reduced, summarized and
finally reported.
All participating companies were SMEs as
defined by the European Union, i.e. enterprises
employing fewer than 250 people and exhibiting
an annual turnover not exceeding EUR 50mn (European Union, 2003); located in the UK; not part of
another organization or belonging to a larger corporation and without any manufacturing activity
and capability.
Due to the fact that there was no official statistical data on the total number of SMEs operating in the UK chemical distribution industry, a combination of industry reports (by Plimsoll, Chemagility, Key Note), information provided by business
associations (the British Association of Chemical
Specialties, the Chemical Business Association, the
European Association of Chemical Distributors, the

ice offerings from chemical producers and downsizing by manufacturers that led to higher utilization of distributors. However, the industry, like the
rest of Europe has also experienced significant
industry consolidation resulting in the overall reduction of the number of companies present and
increasing even more the pressure on the survival
of SMEs (Chemagility, 2008 and 2012; Key Note,
2011; Plimsoll, 2013). It is worth noting that in 2014
large enterprises and multinationals held 67% of
the total UK chemical distribution market value,
leaving a smaller share of 23% (GBP 1.47bn) to all
other small businesses (Chemagility, 2015).
Overall, there is general agreement in the current business literature that SMEs have a strong
presence in the UK chemical distribution industry,
so that their performance greatly affects the industry (Plimsoll, 2013; Chemagility, 2008; Key Note, 2011;
British Association of Chemical Specialties (BACS),
2014; Chemical Business Association, 2015; European Association of Chemical Distributors (FECC),
2013). Thus, it is crucial to analyze the challenges
and aspects of success for SMEs operating in this
industry.

4 Methodology
To date - apart from some attempts being made
by industry consultants such as Districonsult and
the Boston Consulting Group (BCG) -, there has
been only one academic study on critical success
factors for SMEs in the UK chemical distribution
industry by Lampadarios (2015) and one of similar
nature on a European level by Hornke (2012).
Hornke’s (2012) study, conducted in 2011 and based
upon 62 participating companies operating in Germany, Austria and Switzerland, identifies five critical success factors: (i) employees and employer
qualifications; (ii) enlargement, diversification and
specialization of portfolio; (iii) enhancement of
services; (iv) focusing on specific regions and (v)
expansion to international sales. Lampadarios’
(2015) research - a more contemporary and country specific study - establishes a positive relationship between eight factors and SMEs success in
the UK chemical distribution industry. Regulatory
compliance, entrepreneurial orientation, customer
relations management, market and product development, prior work experience and management
skills, human capital, economic environment and
strategic planning are, in order of importance, the
critical success factors for the industry. Findings
strongly suggest that success is a multidimensional phenomenon, where both firm-internal and firmexternal factors need to be optimal simultaneously. Considerable variations between SMEs in this
industry based on their size are also found, sugJournal of Business Chemistry 2016, 13 (1)
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able account of the challenges faced by SMEs operating in the UK chemical distribution industry.

National Association of Chemical Distributors, the
North East Process Industry cluster) and internet
sources (the Chemagility online database of chemical distributors and ICIS magazine) were utilized
to produce a comprehensive list and thus determine the target population for this study. Each of
the identified SMEs was individually checked to
ensure they fulfill the criteria of the study. However, lack of official statistical data on the target population means that allowances should be made for
omissions due to human error and for the fact that
the total number of SMEs operating in this industry may have changed since the time of the study.
The total number of SMEs in the UK chemical
distribution industry satisfying the criteria is 180.
No sampling technique has been used but instead
a census was conducted. Owners and senior managers (CEOs, Managing Directors-MDs and Directors) are the key informants, an approach extensively used by other researchers as well (for instance
Keskin, 2006; Lee and Cheung, 2004; O'Cass and
Weerawardena, 2009; Ojala, 2009; Revell, 2007;
Wilson et al., 2012). A total of 118 SMEs responded
positively by returning the questionnaire, in a usable
and valid form for statistical analysis, generating
an overall response rate of 65.5%. Thus, it can be
argued that the findings of this study offer a reli-

5 Findings
In an attempt to get a better insight into the
UK chemical distribution industry, owners/managers were asked to express their views on the main
challenges SMEs faced in the industry. The qualitative data collected contributes to a better and
fuller understanding of the industry and provides
a richer, deeper view on the mechanisms of the
selected industry. The most important challenges
identified are regulatory compliance, supplier management, human capital and access to finance.
These are ranked by frequency of occurrence (% of
population, number of respondents) and presented in figure 1.
5.1 Regulatory compliance
Regulatory compliance is highlighted not only
as a critical success factor but also as a significant
challenge for all SMEs in the UK chemical distribution industry: ‘REACH is the single biggest challenge for small businesses these days’ (R70); ‘…it
will be interesting to see how many small compa-

Figure 1 Critical challenges for SMEs in the UK chemical distribution industry.
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nies would achieve and survive compliance…’ (R110);
‘…the biggest challenge would be to cope with the
cost of regulatory requirements…’ (R45); ‘…regulation keeps increasing in complexity…’ (R20); ‘…small
companies will struggle with the level of expertise required…’ (R69). The majority of owners/managers (80%, 95 respondents out of a total population of 118) identify compliance as the most important challenge.
Owners/managers consider regulatory compliance a significant drain on human and financial
resources and highlight cost and resources implications with 60% of them agreeing on the matter.
Complying with regulatory requirements, coping
with increasing bureaucracy and offering approved,
registered products in the European market alongside all other existing operations is considered a
tedious task for many small businesses: ‘…you have
to deal with too many things at a time…’ (R71); ‘(regulation) ...needs continuous monitoring that takes
time off selling our products…’ (R78); ‘…keeping up
to date with regulations is time consuming and
complex task…’ (R111); ‘…you need more experienced
people to deal with the regulation part…’ (R65);
‘…the costs of compliance are creeping up on us…’
(R100); ‘…internal costs have increased to cope with
REACH…’ (R106); ‘…you have to come up with the
money to support registrations’ (R19). As a result,
the need to recruit new people, invest in the business and allow for increased costs is considered a
priority.
Similarly, many respondents (60 in total, 51%)
comment that the increasing cost of compliance,
as an increase of direct costs and advisory services, restricts the market and a number of distributors have to withdraw: ‘…many small companies
will have to leave the market; they won’t be able
to afford this…’ (R7); ‘…many SME owners would be
thinking about selling and exiting market now’
(R73). The same applies for manufacturers as they
need to make a decision of whether to stay in a
market or not but also for companies (e.g. from
India or China) considering entering the European
market: ‘EU won’t longer be a lucrative market anymore with such high registration costs…’ (R97);
‘…the high upfront registration costs will put many
manufacturers off…’ (R40); ‘…entering the market
will require higher costs an expertise’ (R32).
Owners/managers (35 in total, 30%) also view
regulatory compliance as a further barrier to starting up a small business in the UK chemical distribution industry: ‘...it is another challenge to consider if you are thinking of setting up something
new…’ (R85); ‘…starting up will require more initial
financial capital and expertise then before…’ (R60);
’…it will affect spin offs...in the past it was easier
for people to start their own business...’ (R23); ‘…it
Journal of Business Chemistry 2016, 13 (1)

makes entry more difficult’ (R26). They also express
complaints about the increased bureaucracy that
might eventually limit the flexibility of small businesses: ‘…bureaucracy is killing the flexibility of
smaller businesses’ (R1). Respondents conclude that
the current regulatory requirements definitely make
the start-up of a new business more challenging
with 30 of them arguing the matter.
30% of the owners/managers also identify a
positive side to regulatory compliance. In the words
of R95: ‘...if you can’t do business in Europe, you
might as well try your luck in other markets’. Small
distributors have the opportunity to explore other
markets outside Europe that do not have such strict
regulations and may be easier to do business with:
‘…expand in markets that are not as heavily regulated as Europe…’ (R68); ‘…promote your products
(if possible) outside EU’ (R24). However, further
financial and human resources challenges arise:
‘…it is easier said than done…’ (R14); ‘…you still need
to manage the internationalization process properly’ (R74).
5.2 Supplier management
Regarding supplier management - which is highlighted by 70 respondents as a major challenge owners/managers identified two main elements:
maintaining existing suppliers and finding new
ones. Based on the fact that ‘...without suppliers,
you have no products and thus no business...’ (R117),
it becomes obvious that small distributors should
‘...put a lot of effort into managing their sources’
(R41).
According to the respondents, SMEs should strive
to become a reliable partner to their suppliers while
building up their credibility, ‘...so your suppliers can
trust you and see you as a business partner’ (R2).
Taking into consideration a shrinking manufacturing base in the UK and with a large proportion of
global manufacturing moving to India, China and
the Far East, owners/managers consider suppliers
ever so important: ‘…the challenge is to keep your
suppliers content…’ (R56); ‘…if you keep selling, they
will keep supplying...’ (R84); ‘…you need to maintain your good reputation or build one…’ (R37); ‘…be
seen as a preferred distributor…’ (R70); ‘…protect
your sources...others may tempt them to leave
you…’ (R100); ‘…get plenty of contacts in your suppliers’ companies…’ (R16); ‘…build good, strong relationships’ (R45). Respondents further recognize
that in Europe, due to regulatory requirements,
there may be a restriction in existing and new suppliers so ‘...there could only be a handful of suppliers with registered products...you need to be in
with one of them at least’ (R89).
A further aspect for SMEs in the UK chemical
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selves working a long time for a small business…’
(R49); ‘…we are seen as high risk employer’ (R19).
Similarly, retaining employees is also highlighted
as a challenge as: ‘…large companies offer lucrative packages and prospects…’ (R71) and ‘...try to
poach our best people all the time’ (R64). The need
to ‘...keep your employees happy and content...’
(R93) and ‘...give them no reason to leave your company’ (R26) was recognized.
Another aspect of human capital that 22% of
the owners/managers highlight is that of succession planning and the replacement of senior management (Managing directors (MDs), directors, and
owners). There is an agreement that succession
planning is extremely important to small businesses as it could potentially affect their operation:
‘…there is a need for a smooth transition when the
MD leaves…’ (R53); ‘…we will need to show that it
is business as usual when I go…’ (R81). Succession
planning is seen to ‘...guarantee longevity…’ (R113),
‘...ensure business continuity and stability…’ (R59),
‘…demonstrate strategic thinking’ (R14), ‘…build
trust with employees but also suppliers and customers…’ (R13), ‘…is a good sign of business planning…’ (R54) and ‘…a way to sustainable growth…’
(R94). The fact that many small businesses did not
have any business succession planning in place is
stated by some respondents (10 owners/managers)
and is seen as a challenge for the near future: ‘…it
has to be done as soon as possible’ (R88).

distribution industry is the need to keep adding
new suppliers. 35 owners/managers express the
opinion that new suppliers are very important in
growing a business and are viewed as the sole
source of innovation for distributors with no R&D
and manufacturing capabilities: ‘…your suppliers
will give you new ideas and come up with exciting
products’ (R32); ‘…we can’t develop new products
or predict market trends’ (R86). Small distributors
have to keep updating their product portfolio and
adjust their offering to customer requirements and
market trends. Unlike larger companies with more
resources, smaller companies have to rely more on
their suppliers to do that: ‘…suppliers can help you
find new markets…’ (R61); ‘...identify new applications…’ (R29); ‘...provide with all data needed to sell
the product…’ (R75); ‘…provide the technical support you need…’ (R97); ‘...do joint visits to support
your business’ (R111).
5.3 Human capital
50 owners/managers (42%) also identify human
capital as a challenge for small businesses in the
UK chemical distribution industry. Several respondents comment that finding, attracting and retaining qualified and skilled people into their business
has been getting increasingly difficult: ‘…there is a
lot of competition for good people’ (R42). In fact,
there is general agreement that, to start with, there
is a distinct lack of skilled and qualified people in
the industry: ‘…we need more scientists, chemists,
engineers...’ (R10); ‘…there aren’t enough technical
people educated to a degree’ (R109); ‘…universities
are not producing enough scientists…’ (R99); ‘…we
need more people with technical understanding
and background…’ (R57); ‘…need people with regulatory knowledge…’ (R36); ‘…can’t keep paying
external consultants, they are too expensive…’
(R103).
In addition, 35 respondents recognize the fact
that it has been getting harder for smaller businesses to attract new employees. In their opinion,
this is due to two main reasons. Firstly, larger distribution companies offer better packages and
career prospects: ‘…we keep losing good people to
the larger companies…’ (R38); ‘…we can’t afford to
offer the same salaries and benefits…’ (R44); ‘…larger distributors are very aggressive in their recruitment…’ (R23); ‘…working for a global distributor is
a high prestige job…’ (R66); ‘…larger companies can
offer many career paths…’ (R4); ‘…you are part of a
large machine’ (R105). Secondly, smaller companies
are considered more high risk, a less stable working environment and more dependent on the market conditions: ‘…young graduates think that we
will go bankrupt…’ (R115); ‘…difficult to see them© 2016 Institute of Business Administration

5.4 Access to finance
Many concerns are also voiced about access to
finance especially as SMEs need funding to stay in
business, ‘…need to keep floating and not running
out of cash…’ (R51) and ‘…fuel future growth’ (R58).
56 owners/managers (47%) consider securing
finance a significant challenge, especially during
recession times, as financial institutions and private investors consider small businesses as high
risk and do not release funds. In fact, many respondents (26 in total) feel that being refused finance
has nothing to do with their company performance but due to the fact that, during recession,
‘...banks will simply not lend you money’ (R74). The
need to ‘…have a business plan to show what you
will do with the money…’ (R79), ‘…maintain your
profitability…’ (R106) and ‘…run a tight ship on payments and payment terms…’ (R46) is also highlighted in an attempt to secure finance. Maintaining a
good relationship with your lenders and building
a good reputation and credit history as a business
is also considered critical in attracting and securing finance from investors or banks: ‘…work closely with your bank…’ (R33); ‘…keep your investors
interested in your business…’ (R107); ‘…pay on time,
24
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build and maintain a good credit score’ (R78).

and skills development for existing employees
requires financial resources and is dependent on
careful planning.

6 Discussion and concluding remarks

6.1 Regulatory compliance

This study identified regulatory compliance,
supplier management, human capital and access
to finance as the most critical challenges and therefore, prerequisites to the success of small businesses in the UK chemical distribution industry. Overall and in line with Lampadarios’ (2015) study, it is
established that only when small and mediumsized distributors address and overcome all these
challenges in their business environment, can they
be successful and thrive. This strongly suggests
that success in the UK chemical distribution industry is a multidimensional phenomenon where a
number of contributing factors need to be taken
into consideration and addressed simultaneously
as satisfying one or two conditions does not necessarily guarantee success.
The findings of this research strongly suggest
the presence of interrelationships between the
identified challenges. In specific, as regulatory compliance commands high levels of expertise, deep
knowledge of the current legislation and an understanding of future trends (Eacott, 2014; FlavellWhile, 2012; Whyte, 2012), human resources become
an important element. People with experience and
prior knowledge in the industry are fundamental
in coping effectively with the regulatory requirements and financial impact of REACH compliance.
The fact that small chemical distributors have to
undertake the task of registrations, authorizations,
implementing restrictions and communicating the
results of chemical safety assessments (FlavellWhile, 2012; Whyte, 2012), stresses even further the
need for good management skills and careful handling. Meanwhile, access to finance also becomes
a significant part of compliance as financial
resources are required to cover all direct (e.g. registration costs, additional testing) and indirect costs
(e.g. business consultants and agencies fees, recruitment, training and skills development). Lack of
human and financial resources - which is an inherent characteristic of SMEs (Adams et al., 2012; Forsman, 2008; Simpson et al., 2012) - inevitably makes
small chemical distributors turn to their
suppliers/principals for information and advice.
Supplier management - in terms of securing suppliers with technical, regulatory capabilities and
resources - is integral to compliance and can create a competitive advantage against other distributors. Similarly, access to finance (e.g. for investments in new facilities) and human resources (e.g.
for knowledge sharing) are prerequisites for a successful supplier management strategy. Lastly, any
new investments in personnel and/or any training
Journal of Business Chemistry 2016, 13 (1)

Despite the fact that SMEs, unlike their larger
counterparts, are considered to be more flexible,
adaptable and thus less being able to cope with
the business environment more effectively (Adams
et al., 2011; Forsman, 2008; Raju et al., 2011), this
study concludes that regulatory compliance is
unavoidable. Inevitably, all SMEs operating in the
UK and European chemical distribution industry
have to fully implement the measures necessary
to comply with regulations otherwise face the real
risk of being excluded from the market (ECHA, 2014;
FECC, 2013). A compliance strategy needs to be developed and implemented while a long-term, flexible
outlook on regulatory requirements, especially on
REACH and competition law, has to be maintained.
Keeping a low profile or adopting a ‘just say yes’
approach (as described in Wilson (2012)) would be
meaningless.
Regulations, particularly REACH, greatly impact
all other challenging factors (Chemagility, 2012;
FECC, 2014). Owners/managers have to carefully
manage their already limited resources and weigh
potential benefits against investment. Strict financial control is essential to manage the incurring
costs (direct or indirect) to the business. An investment in human resources, so as to achieve the level
of expertise and regulatory competence required,
is necessary. Utilizing external consultants is deemed
more appropriate in the initial stages of the registration process where more expertise is required.
But in the long term, permanent employees are
needed to manage the process. Similarly, SMEs need
to develop and adjust their product portfolio based
on regulatory requirements while strengthening
relationships with existing and new suppliers.
Throughout the compliance process and as part
of their strategy, owners/managers are strongly
advised to utilize any sources of support available
to them, for instance the European Chemicals
Agency (ECHA), the European Commission and the
Chamber of Commerce among others. In fact, this
study raises serious concerns of whether SMEs are
able to cope with the regulatory requirements without the support of the government and industry
organizations due to the lack of resources (Adams
et al., 2011; Forsman, 2008). Thus, the government
and relevant associations carry the responsibility
to reach out to SMEs to offer more support and
access to resources and training in order to support their business activities.
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tomer-facing industry with the human factor having a significant influence on business and further
argues that the services offered by chemical distributors depend more on human rather than on
technical or logistical resources.
This research further concludes that small businesses in the UK chemical distribution industry
with a higher degree of human capital have more
chances of being successful and achieving sustainable growth. Having identified a shortage of highly skilled, technically qualified employees in the
industry, the findings strongly suggest that recruiting individuals with industry-specific experience,
skills and qualifications has a big impact on the
performance of the business. A further conclusion
is the fact that SMEs in this industry, depending on
their size, have a different approach for developing human capital. Smaller companies have an
informal approach utilizing existing employees
while larger ones prefer a formal approach. The
study recognizes that a fine balance between using
a combination of recruiting new individuals with
high skills from the external labor market and internally developing the skills of current employees
needs to be kept and further establishes the need
for SMEs owners and managers to attain and develop human resource management skills. This research
reveals that owners/managers often lack many
skills in managing certain aspects of their businesses and acknowledges the need for further training
and skills development.
Lastly, the importance of succession planning
is firmly established. For reasons of stability and
business continuity, formal or informal arrangements need to be made in good times and need to
be communicated accordingly. This would reduce
uncertainty during times of change and ensure
smooth transitions.

6.2 Supplier management
The fact that chemical distribution companies
do not have manufacturing capabilities also makes
success dependent upon providing excellent service throughout the supply chain and not just to
customers. Chemical manufacturers and suppliers
need to be seen as an integral part of a small business - and its success - and as such, supplier management has to be incorporated in the customer
relations management (CRM) process. This research
reaches the conclusion that manufacturers and
suppliers are extremely important for distribution
companies as they are their only source of raw
materials and innovation and the ones with capabilities to develop and modify products. To that
end, SMEs in chemical distribution need to develop and nurture strong, long-term relationships with
their customers and suppliers alike while continuously striving to identify and satisfy their needs.
Furthermore, staying close to customer and supplier base - through increased communications,
participation in exhibitions, trade shows and industry related events - enables SMEs to keep in touch
with the market and identify future trends. Any
opportunities to become more integrated through
alliances, joint ventures and any other form of cooperation should also be explored.
The importance of supplier management is further highlighted regarding market and product
development (MPD). The findings of this study suggest that small chemical distributors need to obtain
a good buying position and seek reliable sources
and suppliers in order to implement a successful
MPD strategy. SMEs can achieve sustainable growth
through their existing suppliers by expanding into
new product groups, new territories and extending distribution agreements. Similarly, they have
the opportunity and should capitalize on suppliers’ resources and capabilities such as testing, sampling, R&D and new product development (NPD)
and in turn provide feedback on market trends and
changes in customer preferences. The main conclusion is that there is an imperative need for owners/managers to engage more in supplier management, with the most important elements being
knowledge development and sharing, development
of business processes and investment in physical
facilities or software in line with key suppliers’ systems and processes.

6.4 Access to finance
Owners/managers identify access to finance
(funding) as the single, most important aspect of
the economic environment; a factor that could
potentially be very restricting to growth. All small
businesses in this industry, independent of their
size and market conditions, need funding at some
point in their life (whether it is to start up, grow or
cope with cash flow shortages). This finding is consistent with the work of many authors who recognize the importance of the availability of financial
resources in a market and argue that a lack of available cash flow or external finance hinders SMEs
success and growth opportunities (Amoros et al.,
2013; Calcagnini and Favaretto, 2012; Guo and Shi,
2012; Carter and Van Auken, 2005; Korunka et al.,
2010; Medina et al., 2005). The importance of access

6.3 Human capital
Human capital is found to be one of the most
important resources for SMEs operating in the UK
chemical distribution industry. This study ascertains that this is a very customer-focused and cus© 2016 Institute of Business Administration

26

Journal of Business Chemistry 2016, 13 (1)

Critical challenges for SMEs in the UK chemical distribution industry

opportunities for SMEs in the UK chemical distribution industry.
SMEs owners/managers can utilize the findings
of this study to strategize, run their businesses
more efficiently and effectively by concentrating
their efforts and resources to the areas that really
make a difference in their business, plan and prepare for the future including challenges in their
planning process and addressing any issues in the
very early stage, improve their decision-making
process and uncover and address training needs
such as strategic and financial planning skills or
recruitment.
The government, policy makers and financial
institutions may utilize the findings of this study
to develop and implement policies directed at SMEs
in the specific industry, improve and develop the
necessary support infrastructure, extend the nature
and the range of advice and offer training and education for SME owners, managers and employees.
Non-government, industry-specific organizations such as the FECC, the Chemical Business Association (CBA) and the British Association of Chemical Specialties (BACS), also benefit from this research
as it increases their understanding of the industry,
especially from a small business perspective. It also
provides the knowledge for these associations to
approach and recruit new members, especially SMEs
that have always been difficult to approach or the
ones that did not see a value in joining before.
Moreover, chemical manufacturers and suppliers are able to get a deeper, more complete understanding of the market and the SMEs operating
within. Therefore, they would be in a position to
evaluate, formulate and implement their distribution channel strategy in a more efficient and effective way.

to funding becomes paramount when, especially
during recession periods, financial institutions are
reluctant to lend money to SMEs - because of their
high risk and low collateral - and private investors
similarly restrict access to funds further affecting
small business growth. This research concludes that
it is imperative for owners/managers and entrepreneurs to secure multiple sources of finance and
fully utilize all available options in the market(s)
they operate in. In detail, chemical distribution SMEs
are urged to look for more perfect capital markets
where more financing channels and better access
to capital and credit schemes are available, especially when exporting. Similarly, it is important that
owners/managers and prospective entrepreneurs
seek markets where government policies (e.g. the
availability of grants, loan guarantees, subsidized
interest rates) and support are available for small
businesses. Of course, once funding is secured, there
is a still need to monitor cash flow and liquidity
proactively, focus on planning and maintain a close
and trustful relationship with investors and lenders.
However, even if a business has sufficient funding, it still needs to be able to deal with and manage unforeseen cash flow shortages. The findings
reveal that the chemical and chemical distribution
industry is largely handled on credit terms and a
discrepancy between the supplier and customer
payment terms is not out of the ordinary. Managing payment terms and balancing cash flow under
these conditions creates a further need for finance
services and flexible borrowing options. Similarly,
during times of recession, an increase in bad debts
is not uncommon and small business need to be
prepared. This research recognizes that losses due
to bad debts create cash flow shortages, put a considerable strain on SMEs and, in extreme cases,
push them into bankruptcy. The latter scenario
mostly applies to micro businesses depending heavily on very few customers. At this point, this study
makes a further distinction between smaller and
larger chemical distribution SMEs, with the first
being more vulnerable and the latter being able to
cope with bad debts more efficiently due to their
size and funding options. Therefore, cash flow and
credit terms management alongside building up
a contingency fund for difficult times become crucial.
6.5 Implications for practic e
This paper addresses a gap in the UK chemical
distribution industry as it provides an account of
the challenges small and medium-sized distributors are facing and uncovers a number of contributing factors to their success. Based on the findings,
table 1 provides a summary of implications and
Journal of Business Chemistry 2016, 13 (1)
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Table 1 Implications and opportunities initiated by the challenges for SMEs in the UK chemical distribution industry.

Challenges

Implications

Opportunities

Need for formal ‘compliance’ strategy
Need for financial (registration, testing) and
human (recruiting experts, consultants/
advisory services) resources

Regulatory
compliance

Business opportunities outside EU/
REACH
Better utilization of sources of support
(ECHA, Chamber of Commerce)

Restricts market for existing SMEs
Instigates withdrawal from EU market
Restricts entry for new suppliers/
manufacturers into the EU market
Dampens entrepreneurial/start-up activity

Supplier
management

Need for resources (time, people, finance)
for managing existing and identifying new
suppliers
Need for portfolio management and
dynamic product mix

Regulates growth

Access
to finance

Utilize suppliers product development
and innovation capacity
Opportunity for knowledge sharing
and development of joint business
processes (integration)

Higher utilization of available financing
options

Need to secure multiple sources of
finance and flexible borrowing options

Seek markets with favorable government policies and support

Good relationships with lenders/investors
required
Build reputation

Need for recruitment strategy (as this is a service-based industry and SMEs present a less
secure working environment)

Human
capital

Requirement for highly skilled, industry- specific, technically qualified people

Develop people into a competitive
advantage/unique selling point (USP)
Utilize available training support
(e.g. through government initiatives)

Training and skills development
Succession planning needs to be part for the
business strategy

© 2016 Institute of Business Administration
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