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Al: An SME Cause for Concern?

While SMEs are not facing an immediate Al-driven employment shock. The bigger near-term threat is the interaction of weak
macroeconomic conditions with uneven technological adoption.

For SMEs, the main concern is not mass unemployment caused directly by Al, but a slower squeeze from rising costs, cautious
hiring, weaker demand and the risk of falling behind larger competitors that can adopt Al more effectively. In other words, the
immediate SME risk is economic fragility during a period of technological transition, rather than sudden Al-led workforce
collapse.

Key risks and concerns for SMEs

1. Increased exposure to cyclical pressure
Inflation, higher interest rates and tighter financial conditions are the main causes of current employment weakness. SMEs are
typically more vulnerable to these pressures than large firms because they usually have:

e less pricing power

e smaller cash buffers

e more limited access to credit

e greater sensitivity to higher debt-servicing costs
This means SMEs may be forced into hiring freezes, delayed investment or headcount reductions even where Al itself is not
materially changing their business model.

2. Pressure on entry-level hiring

If Al is disproportionately affecting junior and entry-level roles, SMEs could face a more complicated hiring environment. Some
may reduce graduate or trainee recruitment to contain costs or because Al tools make a portion of junior tasks less labour-
intensive. Over time, this creates a pipeline risk: fewer junior hires today may mean fewer experienced mid-level staff
tomorrow.

For SMEs, this is especially significant because they often rely on developing talent internally rather than hiring expensive
experienced workers from larger firms.

3. Potential competitive disadvantage for SMEs adopting Al

Large firms are generally better placed to invest in Al tools, training, process redesign and risk management. SMEs may struggle
to keep up because of limited capital, management time and technical capability. Even if Al is not destroying jobs outright, it
may still widen the productivity gap between larger and smaller firms.

That creates a strategic risk: SMEs that cannot adopt useful Al applications may become less competitive on cost, speed and
service quality.

4. Uncertainty around workforce planning
Al's effects are still modest and hard to disentangle from normal economic cycles. For SMEs, that ambiguity is itself a problem. It
makes workforce planning harder:

e  Should you keep hiring junior staff?

e  Should you invest in automation?

e Which roles are genuinely vulnerable?

e Which skills will become more valuable?

Larger organisations can absorb mistakes more easily; SMEs usually cannot.
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5. Sector-specific disruption
Sectors such as retail, banking and gambling show that technology can rapidly reduce demand for particular job categories.
SMEs operating in sectors exposed to digital substitution may face sharper risks than the broader economy suggests.

Smaller businesses in retail, financial services support, admin-heavy services or other routine-task sectors may need to adapt
quickly as customer behaviour and operating models change.

6. Reduced resilience during transition
Even gradual technological change can be disruptive for SMEs because we often lack specialist HR, restructuring and retraining
capacity.

A large company may be able to redeploy staff or run parallel systems during transition; a small business may have to choose
between absorbing inefficiency or making immediate cuts.

7. Financing and investment risk

An important SME concern is that businesses may need to invest in technology precisely when financing conditions are least
favourable. This creates a double bind—firms may need Al and digital tools to remain competitive, but may not be able to fund
adoption or experimentation at acceptable cost.

Overall SME implication

The main SME takeaway is that, while SMEs are not facing an immediate Al-driven employment shock, there is a bigger near-
term threat of the interaction of weak macroeconomic conditions with uneven technological adoption.

For SMEs, the main concern is not mass unemployment caused directly by Al, but a slower squeeze from rising costs, cautious
hiring, weaker demand, and the risk of falling behind larger competitors that can adopt Al more effectively.

In other words, the immediate SME risk is economic fragility during a period of technological transition, rather than sudden Al-
led workforce collapse.

If you wish to discuss any of these matters and the implications for your business in more detail or require assistance in
identifying what to do next, then contact Real Risks at info@realrisksolutions.
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