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SMB Segmentation-
The Details You Would Not See From 

The Moon

http://www.ala360.com/


There is one clear fact: there is no clear segmentation for Small and Mid sized Companies 
(SMB). Every company has different definitions, and some them would not even have the 
same definition in every country. SAP for example, defines SMB as companies with $1B 
worth of revenue and below. Gartner thinks that it is actually companies with revenue of 
$800M and below. Nevertheless, the important question is not how one defines SMB but why 
all the big companies treat it as one market?

Almost every company has a diagram that looks like this: 

The definition varies from company to company but the principle is the same: over 55M 
companies are organized under one category, and in most of the cases one organization is 
dealing with this huge market segment. The problem is that there is absolutely nothing in 
common between a company with 12 employees and a company with 300 employees, so the 
result is an unhappy medium. As a matter of fact, there is much more in common between 
the 300 employees company (categorized as SMB) and a large enterprise with 1,000 
employees. Treating the SMB market as one market happens mainly because the people who 
define the categories are coming with an enterprise mindset. After all, when you fly 40,000 
feet high in the enterprise skies, small buildings and medium buildings look the same…

Based on my experience, I would like to distinguish between several categories of SMB 
companies. As always, it varies by maturity, industry and growth orientation, but it can 
serve as a general guideline.

• Singles   - Self-employed consultants, e-bay traders, physical therapists and 
consultants. They usually employ zero additional employees and act like consumers 
(what’s wrong with Gmail for my e-mail??). There are millions of them and they 
churn very fast. 
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• Family   - Although not all small businesses are established by family members, the 
smallest businesses, say up to 10 employees, act like a family. Usually there is a 
paternal character: the founder/owner. In some cases there are two partners (or 
“real” husband and wife) that make up the leadership team. They act like a family 
and think like a family on employee-related decisions and on spending. There are no 
reporting lines; everyone works for the “parents” and they usually divide the work 
between them based on skills and passion, just like in a regular family. What does it 
mean? In most cases, everything will be personal with these businesses. Selling them 
will be just like selling to a consumer, and a decision on spending, say, $150 a month 
on a service will be made in a similar way to a decision about renewing cable 
subscription or going on a vacation (and will come from the same bucket of 
money…). 

• The Italian family   - As the business grows, the family grows. It is now bigger and has 
new “cousins” involved. In some cases the “kids” will take ownership on a topic (say 
sales) but will not have a full managerial authority. The “parents” still rule, but they 
may get more help now. The family structure usually lasts until a company is about 
20-25 employees strong. This size calls for the beginning of an organization. The 
Italian family is very much like the regular family. It is still a closed and emotional 
club with 1-2 at the top and the rest following. Try to talk with them about 
efficiency, increasing productivity and the like, and you will find that the way to the 
door is shorter than you thought. Talk with them about making more money or about 
the products/services they have (which are usually the real passion of the owner) 
and you will stay there forever. 

• The pre-organized business   - with 25 employees and a lot to worry about, the typical 
business owner will start thinking of organizing the mess. While you are not likely to 
see an org chart, some of the unofficial lieutenants will get an official responsibility 
and some people to manage. The “parent” will still be very involved in sales and the 
other mechanics of the business, but some of the work will be done by the new 
established managers (by the way, it is typical to see that only some of the areas get 
to have managers and the others still managed by the owner). In many cases, these 
managers never managed before and will look for ways to make an impact. Good 
time to sell a CRM solution to the new sales manager or offer other services that will 
help eliminating some of the day-to-day mundane work. This stage can vary; in some 
companies it ends when the company reaches the 40 employee mark, in some it 
takes 70 employees to graduate, but this stage is typically the stage of gut decisions 
around growing the business. Advertising is discussed more often, systems are 
introduced and new types of needs arise, such as basic HR, a better telephony 
system and business identity. In many ways, this is the small business adolescence 
period. 
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• The small company   - If growth continues and our family is now larger (say 70 
employees), the owner/CEO is likely to think hard on structuring the company. 
Businesses at this size will start having departments with clear management and 
accountability. This is the time a first org chart is drawn and “bigger” decisions are 
made: move to a new office or not? buy an ERP product? Get a managerial consultant 
to help the novice managers? Hiring a CFO? Outsourcing HR? With more to lose or to 
gain, these businesses will think more of compliance (not SOX but rather 
employment, county regulations, etc). Companies can stay in this stage for a long 
time, and as they grow bigger they just get more organized, and add functions, like 
head of HR, or CFO. These companies will actually be interested in efficiency, 
management tools and a more business consulting. Graduating from this stage will 
usually happen when they go national or global, or when they plan to go public. 

• The medium company   - This company is not going to be much different from a large 
enterprise. It is time to establish written processes, better financial management, 
SOX compliance, better controllers etc. The medium company is almost always a 
large company wannabe, so treating it like a large enterprise actually helps, since 
the CEOs tend to trust companies that deal with large enterprises more than 
companies that became famous in the SMB space. How big are the medium 
companies? There is no line, but I tend to think that being a 150 employee and above 
company puts you there. The few things that distinguish medium companies from the 
larger ones are the number of them, the ability to spend and how global/national 
they are. The rest are just variances of the same pattern. 

• Subsidiary of Large Enterprise  - The subsidiary is like an adult brain trapped in a 
child’s body… Unlike the independent SMB, they have to adhere to cretin corporate 
rules, most commonly HR rules and branding rules. The level of independence of the 
subsidiary is critical: if you sell software and they can’t make IT decisions on their 
own, you have just tripled the length of the sales process and cut the success rate in 
half… You will be surprised that some would not even let you put their name on your 
website and will explain at length some global marketing rules. So, make a point 
during your first meeting to understand the level of authority the subsidiary has. It 
will help you plan your sales cycle better and prevent the usage of the famous 
negotiation excuse: “we have to check with corporate” just when you think you 
agreed on a price…. The only upside is the chance to get to know the corporate 
decision makers and perhaps get a foot in the door for other subsidiaries. Another 
thing to keep in mind is culture. Don’t expect to meet the father of the Italian family 
mentioned above: you will meet an organized management team just like in a large 
company. They will often form comities to evaluate your product and hire a 
consultant to write  a long RFP. Don’t be surprised if you are asked to provide a 
different level of service (like 24/7 service) So, what’s the net? If subsidiaries are 
part of your strategy, spend time asking yourself why. If it is for the brand 
recognition, make sure at an early stage that you can use their name on a press 
release or a web site. If it is for the network, make sure that decisions are made 
centrally for your area. Make sure you map the level of authority early on and, if you 
give anything (say a special discount), try to secure something in return (like a 
testimonial). 
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The point is: there are actually six types of SMB companies -and this is without taking into 
consideration verticals and business types: sustainable or growth oriented. If you agree with 
the distinction made above, you would also agree that treating SMB as one integrated space 
may not be the right thing to do. Here are some best practices:

1. Create your modification of this definition based on verticals, industries and 
geography. 

2. Decide if you want to sell to all the SMB categories. For many companies it would be 
wise to exclude some and focus on the ones more suitable for their products and 
processes. 

3. Define different go-to-market strategies for the family-oriented businesses, the small 
companies and the medium companies. Consider establishing different teams for 
each category with different goals and KPIs. 

4. If you go down market, you will need volume oriented processes. Don’t try to “cheat 
down” and tweak mid-market processes to work for tiny companies. 

5. Don’t ask your mid-market people to sell to small companies or your large enterprise 
guys to sell to mid companies. It is good on paper but can’t work in real life due to 
different motivation and compensation. 

6. One size fits all works only with baseball caps. 
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