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ABSTRACT

As the world economy continues to move towardseased integration,
some of the greatest opportunities for Small-to-MedSized Enterprises
(SMEs) will derive from their ability to participat in the global

marketplace. It is generally accepted that SMEsam®ming increasingly
important in terms of employment, wealth creatiangd the development
of innovation. However, there are considerable tabout the quality of
management in this sector with policy-makers sutyugghat there are
particular weaknesses in innovation, a lack ofrfamal acumen, marketing,
entrepreneurial flair, practical knowledge, and ham resource
management. As a result, many firms do not releh full potential and

fail to grow.

According to organisational life cycle models, tilroductory phase is
particularly important since it is generally knoand accepted that there is

a high mortality rate of SMEs within the first twears.

Given this high failure rate, it becomes vital tesearch the
factors/characteristics/management abilities thatraquired to enable the
SME to survive and indeed progress to the growtlasphof the

organizational life cycle.

This research seeks to investigate the internaleaiernal factors that are
consistent in the success of SMEs who have reattteedrowth phase. A
significant contribution to the enhancement of grewth potential of a
firm will be made through the understanding of ¢h&sctors.
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CHAPTER ONE

BACKGROUND OF THE STUDY

1.1 INTRODUCTION

It is clear that as the world economy continuesntwve toward increased
integration because of advances in communicatiecisnblogy, growth in
developing countries, and reductions in trade besyisome of the greatest
opportunities for small businesses will derive fratimeir ability to
participate in the global marketplace (Alvarez, 909 Within the
developed and developing countries of the worldisinow generally
accepted by policy-makers at local, regional arttbnal level, that small-
to-medium sized enterprises (SMEs) are becomingeasingly important
in terms of employment, wealth creation and the etgyment of
innovation (Nieman, Hough and Nieuwenhuizen, 20@8sper, Boden,

and Roman in Carland, Carland and Ciptono, 1999).

On the other hand, there are considerable doulistabe quality of
management in this sector, with policy-makers satigg that there are
particular weaknesses in innovation, lack of finahacumen, marketing,
entrepreneurial flair, practical knowledge, and ham resource
management (Hodgetts and Kuratko, 1995). As atramahy firms do not
reach their full potential and fail to grow, resudf in lost jobs and wealth

for their region in which they are based.



A closer look at the organisational life cycle theanodels reveals that
there are between three to five stages that magndations will go

through. The Churchill and Lewis model (Timmons9Qp suggests that
four critical stages exist in the life of a SME whethe stages are
determined by the length of time the firm has beparative. Churchill

and Lewis (Timmons, 1990) estimate the duratioradh stage to be as
follows: Stage 1 is the start-up phase and is @&y in duration; Stage 2
is the growth phase and is 4-6 years in duratidages 3 is the maturity
phase and is 6-9 years in duration; and Stagenglbe stability phase is
approximately 10+ years in duration. Coupled toheaicthese stages is a
different set of business characteristics, chabblsngnanagerial abilities
and entrepreneurial needs that small businessébawvié to face (Kuratko

and Hodgetts, 1995).

In order to survive in the marketplace, Hall (199%s suggested that
longevity is linked to age of the firm and its aiyilto grow. From the
literature, it is known that individuals cannot tah the external
environment whilst they can control the internaliesnment (Hunger and
Wheelen, 2003). Owner-managers will be requiredate note of the
shifts in the external environment, especially hbese shifts will impact
upon their organizations, and position their orgations accordingly.
Research informs us that the major reason for sfinall failure is poor
management of the business which falls within thternal environment
which is directly controllable by the owner-managéMegginson, Byrd
and Megginson, 2003). This would therefore sugtesdtif we can identify
and isolate the factors from the internal environtrihat contribute to
business failure, measures can be put in placerda dhese pitfalls for

start-ups.



Hall (1995) argues that the early stages are dfgodar importance to the
small business since Stage 1 has a very high éarate. Given the high
failure rate within the small firm sector, it becesnvital to research the
factors, characteristics, or management abilitias are required to enable
the SME to survive and indeed to progress to Skaglee growth stage). It
is during this growth phase that a small busineggally needs to make
critical decisions that affect its future (Kuratkod Hodgetts, 1995) and it
is for this reason that this study seeks to ingas#i the growth phase in the
life of a SME. In this regard, Hall (1995) has itléed certain factors

which he regards may support future success instlaige. These factors
include personal characteristics of the owner; lakdity of outside

assistance; motivation; strategic management; rtiagkg@olicy; financial

management; market characteristics.

This research project will seek to investigate éxéent to which small
firms engage in management practice to ensuretwse survival from the
introductory phase to the growth phase of the degdional life cycle. By
identifying firms who find themselves in the growphase having defied
the high failure rate of the introductory phase, may examine the
management practices highlighted by Hall (1995hasng contributed to
their continued existence. The various functiomaha of management and
the extent to which these small firms engage insg¢hareas will be
examined together with other areas highlighted kil H1995). This
research will be centred on these factors in otdexxplore the extent to
which owner-managers engage in best practice fromamagement point

of view.



1.2 RATIONALE FOR CONDUCTING THE STUDY

From a South African perspective, the importancesmall-to-medium
sized enterprises in contributing to national weasdt critical. At the time
of conducting this research, the South African eooy was growing at a
rate of 1.7% per annum (Statistics South Africa99)9 whilst the
population was growing at a rate of 2.8% per annigon. South Africa to
maintain its existing level of wealth, it is gengraccepted by economists
that the economy needs to grow at twice the ratiésgfopulation growth
rate per annum. In this instance it means the eugnse required to growth
at approximate 5.6% per annum. Various stratega@sbe formulated by
government and business aimed at achieving thiwtgroate but the need
to stimulate the growth of small-to-medium sizedeeprises is widely
acknowledged as having the best potential to aehilb& required growth
(DTI, 1995). For this reason, policy-makers needeadously look at the
growth potential of SMEs. With this in mind, thesea need to:

* Undertake a detailed examination of the managersérgmall
firms with respect to the linkages between the ownenager;
their competencies (experience and expertise); rbsources
available to the firm and the management of thesernal and
external resources; and the effect of the exteznglronment and

how the entrepreneurs manage change;

* Understand the regional context of the developroéisimall firms

in a peripheral region and the problems specifisuich firms;



» Examine how policies could be improved to make simadinesses
more efficient and effective in their managemernthteques, to

address their weaknesses and build on their strengt

Despite many European and American studies indtes, there is still a
lack of understanding regarding the processes afagement of small
firms within the South African context. In partian] there is little
published data on those firms with growth potentiad on which the
future development of many of the regions withirutBoAfrica will be
based (Lunsche and Barron, 1998). In particular,specific region by
region study has been undertaken in the South africontext of the
problems faced by SMEs. Such a study would be imaldé in creating
wealth and employment opportunities in the locabar Given the need to
conduct such research, the purpose of this studyoisxplore the
difficulties SMEs face when starting up. This resbd&ocuses on the firms
who have survived their first two years and who éhamoved into the
growth phase of their organizational life cycle.ddrstanding the reasons
for failure and researching the firms who find tlsetwes in the growth
phase, a framework can be established to presestatbups to minimise
the difficulties they might experience through ladkmanagement skills in

managing their businesses.

1.3 IMPORTANCE OF THE STUDY

The main goal of the research is to establish doofs that are consistent
in the success of SMEs who have reached Staget afrganisations life

cycle. In particular, the research will focus om timternal factors since



these are directly controllable by the owner-manage a SME. By

focusing on the controllable factors, a framewoak ¢hen be devised to
assist the owner-managers of start-ups to overdbméeigh failure rate
during the first two years and provide them witk thpportunity to get to
the growth phase of their organizational life cydiéention will be made
of the external factors and the influence theseel@mv SMEs but will not

be the primary focus of this study.

The ancillary goals are:
* To build a managerial profile of the successful ewmanager in
the transition from Stage 1 to Stage 2 so thatréutstart-up

businesses can follow the same model;

* To clarify imbalances/problem areas with respecth® growth
phase of SMEs so that support agencies (such d3ejpartment of
Trade and Industry) can address/rectify them.

1.4 STUDY DELIMITATIONS

The research attempts to explore the extent of geanant practice, based
on prior research, of the growth characteristicsmgll-to-medium sized
enterprises in the Province of the Eastern CapeallSoimedium sized
enterprises are defined as companies who employianom of ten and a
maximum of fifty persons for this research. In diddi, only those firms in
existence for three to eight years and with a magtufing focus will be
considered for inclusion in the study. This motiwatfor the age criteria is

that this study is exploring firms’ management picec who have



succeeded in getting to the growth phase and writave identified three
to eight year old firms as being in the growth ghagven their age
(Churchill and Lewis, 1983; Timmons, 1990).

1.5 STRUCTURE OF THE THESIS

Chapter 1: Introduction

This chapter provides an overall perspective ofliesis and motivates the
purpose of the study.

Chapter 2: Entrepreneurship and the Small BusinesSector

This chapter examines the evolution of entrepresteprthrough the ages,
presents a number of different definitions and ergd the importance of
entrepreneurship. In order to make sense of thmitlehs, the various
approaches to the evolution of entrepreneurshipbasedly presented. At
the conclusion of the multitude of definitions, at ©f dimensions is
presented to form a framework for the understandinthe term. Various
definitions are presented from a number of majamtdes to illustrate the
differences in the classification of businessesryVierief statistics are
provided in terms of the contribution of small messes to the economy of
a country. This chapter also provides the contektionship and nature of

the small business sector within the entreprengqusradigm.



Chapter 3: Management of SMEs

This chapter focuses on the effective managemenSMES. Various
statistics indicate that a high percentage of SKéswithin the first two
years of start-up. The environment or context incwhbusinesses operate
is illustrated and the impact this environment basthe small business
owner-manager is highlighted. A clear distinctienmade between that
which the owner-manager is able to control and thiaich they cannot
control. The overriding reason for failure is aklad management skills in
running the ventures. The lack of management skillsunning their
ventures is linked to the business environmentdisclssed in some detail
through a thorough literature review.

Chapter 4: Managing Growth

What is growth? How do we define growth? This chapiriefly explores

an organizational life cycle model and synthesi#es various stages
together with the typical management challengesdday owner-managers
during each of the stages. The chapter furtheroeaplthe value and
importance of the organizational life cycle modeltiying to understand
and appreciate the complexities of managing grawtthe SME context.

Understanding these management needs is parantosuastaining growth

of the firm and by highlighting the future challersgduring the various
stages of the organizational life cycle, it is hdpieat owner-managers will
be better positioned to deal with these challenged in fact prepare

themselves adequately as well.



Chapter 5: Research Methodology

In this chapter the methodology of the study isspmted. The chapter
begins by discussing the research paradigm thasttidy is conducted in
followed by a discussion on the research process. discussion focuses
on issues such as the sample size and selectida, addlection, the
research instrument, data analysis and the etaspacts of conducting the
research.

Chapter 6: Findings and Discussion

The findings of the research are presented incthepter and are discussed

in relation to existing literature.

Chapter 7: Recommendations and Areas of Further Sidy

Based on the literature review and the finding frachapter 6,
recommendations will be made in term of what owmanagers have done
to get from the introductory phase of the orgamiretl life cycle to the
growth phase. The focus will be on the extent eftlanagement abilities

and practices.

References
A complete list of references used for this stuggriesented in this section.

Appendices
This section will include a copy of the researctimment used to gather

the data from the owner-managers.



CHAPTER TWO

ENTREPRENEURSHIP AND THE SMALL BUSINESS
SECTOR

2.1 INTRODUCTION

With the advent of democracy in South Africa andbglisation,
entrepreneurship, with its manifestation in the lsipasiness sector, has
became a vehicle that could be used to promote oeaionliberation
amongst ordinary South Africans (DTI, 1995). Kesf2000) highlights
the important role that the small business secasr fflayed in developed

countries, which now experience prosperous econdmielopment.

This chapter will synthesize the various definisoaf entrepreneurship
into a set of dimensions or elements that will liedcribe this concept.
The majority of definitions presented an outlineeafrepreneurship from a
specific viewpoint or approach, that is, an ecomoriew, sociological

view, or behaviourist view to name just a few. Tiscussion will progress

to a focus on the small business sector.
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2.2 ORIGINS AND EVOLUTION OF THE CONCEPTS
OF THE ENTREPRENEUR AND ENTREPRENEURSHIP

It is commonplace to find the terms of entrepreskir and small business
used interchangeably in the literature, howevenirikhnand Wennekers
(2004), Longenecker, Moore and Petty (2003) anch842001) suggest

the two terms are related but not synonymous.

Most texts on entrepreneurship start by definingableast attempt to
define entrepreneurship. However, by screening thaltitude of
definitions, one realises that there is no gengmatcepted or agreed upon
definition for the term entrepreneurship, despitettee interest shown in
this discipline (Kirby, 2003; Hisrich and PetersQ02; Gray, 2002;
Bygrave and Hofer, 1991; Chell, Haworth and Breale§91;). Kuratko
and Hodgetts (1995: 7) caution readers by notirag tthe study of
entrepreneurship is still emerging” and as such debate must be
encouraged and thus the fact that there is no oneat and accepted
definition will further encourage debate.

Kuratko and Hodgetts (1995: 16) contend that entregurship is an
“interdisciplinary concept” and this is evidenced the multitude of
definitions. The interdisciplinary nature of entrepeurship implies
various approaches to aid the understanding offikl. It is necessary to
briefly mention these approaches in order to betteterstand the concept
of entrepreneurship. However, this study does ngpqrt to present an all
inclusive list but would focus on the approachesipent to it.

11



By considering entrepreneurship in a vacuum, onéety to ignore the
rich texture of its contribution through the agéswvigema and Venter,
2004). It is not necessary to list every single eand stipulate the exact
dates, but rather to list some of the major coutdls to the development
of entrepreneurship.

From the documented evidence, entrepreneurshipders around from as
far back as 2500BC (Carland, Carland and Cipto®89) Carlancet al
(1999) believe that entrepreneurship is one of ofdest established
activities of human society. They believe that frtme earliest writings
(approximately 2500 BC), business activities inuadyv the lending of
money at a specified interest rate, were in excgerMany of the
Babylonian Laws, dating 2100 BC, regulated and quted businesses
(Carland et al, 1999). From 1271 to 1295 AD when Marco Polo
established trade routes to the Far East, it ie\ed that he was acting as
an entrepreneur by securing contracts to sell goodbehalf of another
individual at a price (Rwigema and Venter, 2004ri¢h and Peters, 2002;
Osborne, 1995).

In the 17" century, Richard Cantillon in 1725 developed ofi¢he early
theories on entrepreneurship by focusing on thevimhgal. He defined the
entrepreneur to be an individual who assumes biglhuying at a certain
price and selling at an uncertain price (Hisricll &eters, 2002; Outcalt,
2000). At the time of the Industrial Revolution 808, Jean-Baptiste Say
expanded the definition of an entrepreneur to thelthe possession of
managerial skills (Outcalt, 2000). Say believed tih@ entrepreneur was
able to coordinate and combine factors of produactiBinks and Vale
(1990) provide an overview of the Austrian and Magstrian
contributions. They include the views of Carl Mengd840-1921),

12



Friedrich Von Wieser (1851-1926), and Israel Kinz(#973). Binks and
Vale (1990) and Deakins (1999) suggest that thévenof the Austrians in
defining entrepreneurship reflected the need twigeoan identity to the
decision-maker who was responsible for pursuing #teer-elusive
equilibrium between supply and demand; elusive beeademand and

supply conditions are always changing.

In the following sections, more recent definitiasfsentrepreneurship will
be presented. Dollinger (1999) cites a number ti@s who have defined
entrepreneurship over a period of time. Table 2dviges the different

definitions.

Table 2.1: Definitions of entrepreneurship

Source Definition

Knight (1921) Profits from bearing uncertainty and
risk

Hoselitz (1952) Uncertainty bearing .... Coordinatain

productive resources .... Introduction |of

innovations and the provision of capital

Cole (1959) Purposeful activity to initiate anpd
develop a profit-oriented business

McClelland (1961) Moderate risk taking

Casson (1982) Decisions and judgments about| the

coordination of scarce resources

Gartner (1985) Creation of new organisations
Stevenson, Roberts and’he pursuit of opportunity without
Grousbeck (1989) regard to resources currently controlled

13



No discussion on entrepreneurship is complete witlemnsidering the
contribution of Joseph Schumpeter (1883-1950). Bwglater’s

entrepreneur could not be placed in one categorpen$on but rather
introduced the concepts of ‘new combinations’ whiebolve a change in
product or process and that existed for as lonth@sntroduction of new
combination of inputs was underway (Deakins ancel-r2003; Deakins,
1999; Binks and Vale, 1990).

In 1964, Peter Drucker defined entrepreneurshipetdhe maximising of

opportunities (Hisrich and Peters, 2002). Harvejbéestein’'s (in Binks

and Vale, 1990) observations in 1968, suggest thatsuccessful

entrepreneur needs to synchronise inputs from akwdéferent markets,

which implies that two types of entrepreneurs candentified. The first

type refers to Schumpeter’s entrepreneur, who gesnew combinations.
The second type refers to an entrepreneur who npesfa managerial
function by establishing or organising traditiocaimbinations (Binks and
Vale, 1990). In 1982, Mark Casson defined an engregur to be someone
who specialises in taking judgmental decisions albloe coordination of

scarce resources (Deakins and Freel, 2003; Dedld89, Binks and Vale,

1990).

Dollinger (1999) defines entrepreneurship to be treation of an
innovative economic organisation (or network of amgations) for the
purpose of gain or growth under conditions of r@kd uncertainty.
However, Bateman and Snell (1996) define entrepmsidp to be the act
of forming a new organisation of value. AccordirmyBartol and Martin
(1998) entrepreneurship entails the creation oba enterprise. Hisrich

and Peters (1998) define entrepreneurship to betbeess of creating

14



something new of value, by devoting the necessang tand effort,
assuming the accompanying financial, psychic andiakarisks, and
receiving the resulting rewards of monetary andsqeal satisfaction and
independence. Van Aardt, Van Aardt and Bezuideni@8000) define
entrepreneurship as “the act of initiating, cregtibuilding and expanding
an enterprise or organisation, building an entmegueal team and
gathering other resources to exploit an opportuinitthe marketplace for
long-term growth.” Timmons and Spinelli (2003) seggy that
entrepreneurship is a way of thinking, reasoningg acting which is
opportunity obsessed, holistic in approach, andddeship balanced.
Rwigema and Venter (2004: 6) propose entreprengutstbe “the process
of conceptualising, organising, launching, and redlgh innovation —
nurturing a business opportunity into a potentiaiiyh growth venture in a

complex, unstable environment.”

It is evident from the multitude of definitions thantrepreneurship is a

composite of the person who engages in some typelaviour.

2.3 SCHOOLS OF ENTREPRENEURSHIP THOUGHT

Entrepreneurship is seen as being interdisciplirzarg, given its nature,
various approaches or schools of thought can bed tsegain a better
understanding of this concept (Kuratko and Hodgéi®95). The various
schools of thought provide a means of examining theersity of

viewpoints about entrepreneurship (Kuratko and Htdg 1995 and
Deakins and Freel, 2003).

15



It is not the intention of this study to investigahe details and motivations
of the multitude of approaches to understandingepnéneurship. The
approaches have been included to illustrate thatmenous

perspective/approaches/paradigms exist attemptingcantextualise or

define entrepreneurship. These are as follows:

2.3.1 Environmental School of Thought

According to Kuratko and Hodgetts (1995), this agoh deals with the
positive and negative external factors that affepbtential entrepreneur’s
lifestyle in terms of moulding of entrepreneuria@sdes. Both the social
environment and work environment can influencedésire to become an
entrepreneur. For example, the support and enceomagt of friends and
family might very well influence an individual's giee to become an

entrepreneur.

2.3.2 Financial/Capital School of Thought

This approach deals with the whole entreprenewmture from a
financial management perspective where decisionshiing finances are
taken during the entire life cycle of the busineBsery phase of the
venture is viewed in terms of capital. For examphes start-up phase
requires seed capital or venture capital resouares the decision is to
proceed or abandon the venture depending on thiéalaility of capital

(Kuratko and Hodgetts, 1995). This view suggests déim individual would

engage in an entrepreneurial venture if capital iwadily available.

16



2.3.3 Displacement School of Thought

Ronstadt (in Kuratko and Hodgetts, 1995: 21) nabked “individuals will
not pursue a venture unless they are preventedsptaded from doing
other things.” Three major types of displacementude political, cultural
and economic displacement. An example of politaiaplacement might
be the introduction of laws that limit a particuladustry. An example of
cultural displacement might be the issues of raadigion, ethnic
background and sex that afflict minority groups whight feel persecuted
and move towards an entrepreneurial venture (Karatkd Hodgetts,
1995). An example of economic displacement mighabendividual who

is retrenched and this might give rise to entrepueial pursuits.

The first three approaches are classified as thedMiew by Kuratko and
Hodgetts (1995) and present a number of factorsrétate to the success
or failure in modern day entrepreneurial ventureso important points
are worth noting: firstly, these factors are exééno the individual; and
secondly, they are beyond the control of the irtligl. This approach is
also called the External Locus of Control. The Maview will aid and
improve the understanding of entrepreneurship Isecéwe individual will
have gained a broader understanding of issueseltmomics, cultural

influences, government policies, financial mattars] the like.

The next three approaches are called the Micro V(&wratko and

Hodgetts, 1995). This paradigm focuses on the facspecific to the
entrepreneur. They are also called the Internaukanf Control because
the individual has direct control or influence e aoutcome.
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2.3.4 Entrepreneurial Trait School of Thought

Researchers and writers from this school of thobhglie been interested in
identifying those traits that are common to sudtgssntrepreneurs in
order to develop a profile of a successful entmegue. According to
Kuratko and Hodgetts (1995) this approach is grednoh the study of
successful entrepreneurs who tend to exhibit sirb#dnaviour patterns and
if emulated will lead to success. For example, egdinent, creativity,
determination, and technical knowledge are faotoramon to successful

entrepreneurs (Kuratko and Hodgetts, 1995).

Deakins and Freel (2003) acknowledge there beingesdispute over
whether entrepreneurial characteristics can indezddentified. If it is
claimed that these traits are inherent then it &sopointless to encourage
new entrepreneurs to start new ventures. Deakith$-ggel (2003) mention
the various criticisms of this approach. Firstlyisiinappropriate to search
for a significant single trait; secondly, it ignerenvironmental factors that
may be more important than personality. The othasons include that the
approach comprises an essentially static analygsoach to the more
dynamic process of entrepreneurship; and it igntiesrole of learning,

preparation and serendipity in the process of prereeurship.

2.3.5 Venture Opportunity School of Thought

This particular school of thought focuses on thearfunity aspect of
venture development (Kuratko and Hodgetts, 19958 focus is on the

process the entrepreneur goes through from thetsead development of

ideas and concepts through to the implementatiorenfure opportunities.
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Creativity and market awareness is essential amdlaiging the right idea
at the right time for the right market is key totrepreneurial success
(Kuratko and Hodgetts, 1995).

2.3.6 Strategy Formulation School of Thought

Steiner (in Kuratko and Hodgetts, 1995: 24) suggkshat the “strategy
formulation approach in entrepreneurial theory easmes the planning
process in successful venture development.” Thigicodar approach
encompasses a breadth of managerial capabilities tbquires an
interdisciplinary approach and Steiner (in Kuratkod Hodgetts, 1995)
believes that strategic planning is inextricablieimoven into the process
of management. Ronstadt (in Kuratko and Hodget®95)1 views this
approach as the leveraging of unique markets, enipgeople, unique
products, or unique resources are identified, usedconstructed into

effective venture formations.

Another way of viewing entrepreneurship is throwgliProcess approach
that attempts to structure the entrepreneurialgg®and its various factors
(Kuratko and Hodgetts, 1995). The next three schoblthought are the

most common process approaches.

2.3.7 Entrepreneurial Events approach

Bygrave (in Kuratko and Hodgetts, 1995) views gmeaeurship as a
series of continuous processes and not a serisolated activities. This

approach is primarily concerned with the procesisesentrepreneur would
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undertake in terms of planning, implementing, amatilling of their

entrepreneurial activities.

2.3.8 Entrepreneurial Assessment Approach

Ronstadt (in Kuratko and Hodgetts, 1995) proposeel Assessment
approach which entails assessments being made tajwally,
guantitatively, ethically, and strategically witbgards to the entrepreneur,
the environment and the venture. The results ofadsessments must be
compared to appropriate phase of the entrepremecaieer, that is,
whether the individual is at the beginning stabe,rmiddle stage or the late

stage of their entrepreneurial career.

2.3.9 Multidimensional Approach

This is a more detailed approach to entreprenquiishiolving a complex
framework, which emphasises the individual (for rapé&e, need for
achievement), the environment (for example, preseolc experienced
entrepreneurs), the organisation (for example, tgpefirm), and the
venture process (for example, the entrepreneurtdeca business
opportunity) (Kuratko and Hodgetts, 1995). It i® tbomplex interaction
among the four major dimensions that moves theeprgneur from a

segmented approach to a dynamic interactive pragge®ach.

2.3.10 Economic Approach

This approach focuses on the role of the entrepreme economic
development and the application of economic thedkgcording to
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Deakins and Freel (2003) the entrepreneur candwed as someone who
coordinates different factors of production, bwt tmportant difference is
that this role is seen as a non-important one. His instance the
entrepreneur is seen as a pure risk-taker witihetvard being the ability to
appropriate profits. Consensus emerged amongsprhigonents of this
approach in that in conditions of uncertainty anidhrge, that the

entrepreneur is a key player in the economy (Dea&id Freel, 2003).

It is hoped that by presenting the various schoofsthought on
entrepreneurship that the reader will gain a battedterstanding of the
emergence of a body of knowledge that is dynamit ever-changing.
There is no right or wrong approach. This dynamienoept of
entrepreneurship is viewed from numerous perspestivhich give rise to
some of the approaches mentioned. The list is bsn@ans exhaustive but
provides the reader with some of the major contitims in the field of

entrepreneurship.

2.4 DIMENSIONS OF ENTREPRENEURSHIP

Considering the discussion on the different deting of entrepreneurship
as well as the various conceptual frameworks orragghes to
entrepreneurship, this section attempts to derivesed of elements
comprising entrepreneurship as a concept. Howates, not the value
placed on the words that describe entrepreneurdhip,rather on the
mindset that must be developed should the individeaide to engage in

the process of entrepreneurship. Stevenson (ieBahd Muzyka, 2000)
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suggests that entrepreneurship is neither a spérsonality traits nor an

economic function, but rather a cohesive pattenrmafagerial behaviour.

In spite of these different definitions and appites; there are a number of
common aspects or dimensions (Hisrich and Pete®92)2 and by
embracing these dimensions of entrepreneurshipltare or mindset of
entrepreneurship can be initiated. These dimensisitis fluctuate in
importance, depending on the context in which th&epreneur finds

herself.

The dimensions adapted from Hisrich and Peters 2200clude the
following:

1. New venture creation — the potential or opporturtiby
create a new venture;

2. Risk taking (financial, psychic, social) and unaety
about the venture and the environment within whiakh to
operate;

Resources (human and non-human) and their allegatio
Opportunity — identifying and exploiting the opparity;
Innovation and Development (new products, services,
productions processes, organisation);

6. Long-term sustainable growth;

Environment — understanding the external enviroriraed
how it affects the venture;

8. The individual (satisfaction, independence) — thagivation
for starting a venture;

9. Profits — the ability of the venture to generatefips.
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The researcher proposes that entrepreneurshipuisuse — a mindset quite
different from the everyday understanding of themteThis view is

supported by Timmons and Spinelli (2003). Carla@dland and Hoy (in
Carlandet al, 1999) describe entrepreneurship as a properssign@dency)

within the individual to entrepreneurial. Ratheanhtrying to provide a
succinct definition, the researcher believes ipastinent to focus on the
elements or dimensions of entrepreneurship, inrotdegain a better
understanding of what this term means. The gewaransions are arrived
at by scrutinising the multitude of definitions tfe term, rather than

reinventing the term.

This study is concerned with entrepreneurial agisi within the small
business sector of the economy. This does not sagcls mean that
entrepreneurship is only present in small firmsouth entrepreneurial
activity be present in a large corporation it isngmlly termed
intrapreneurship (Hisrich and Peters, 2002, Carlkral, 1999; Deakins,
1999; Osborne, 1995). Harper (1984: 13) goes onstate that
“entrepreneurship is a quality which is by no meanky associated with
small-scale enterprise, and which is as necessagguernment and public

or co-operative enterprise as it is in private bess.”

A question that must be asked is the following: WHodoes

entrepreneurship manifest itself?”

It is important to note that the answer can takeyrdifferent forms and
this is largely due the multitude of definitionsdiscussed earlier. For the
purposes of this study, the manifestation of emé&negurship will take the

form of the small business sector. The small bssirgector provides a
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vehicle to promote entrepreneurship and will thussent the benefits of
such endeavour to a country’s economy and its peofdiven the

flexibility of small firms, the direct contact théyave with their customers,
the speed at which they can embrace change, anhtigs-on approach of
the owner-manager, this puts them in an ideal tsilnao embrace and

promote entrepreneurship.

2.5 THE SMALL BUSINESS SECTOR

Policy makers who have been confronted with grovdaogcerns about the
increases in unemployment, lack of job creatiomrpeconomic growth
and globalisation believe that entrepreneurshighes solution to these
concerns (Thurik and Wennekers, 2004; Vesper, Bodad Roman in
Carlandet al, 1999).

Storey (2000) noted that politicians around thebglthave, over the past
decade, emphasised the importance of small ergegas mechanisms for
job creation, innovation, and the long-term grovatiid development of
economies. However, the media coverage in the Eampconomy on
business, in general, contains over 95% of columpace for large
businesses even though, in the European economyo®%tbfirms are in
fact small and provide more than half of all jobdEurope, yet little media

coverage is afforded to these entities.
There are a number of terms used when referring gmall business.

These include the term Small Medium and Micro siegetérprise (SMME)

as in the case in South Africa, Small Medium sieaterprise (SME) and,
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the generic term, small business or small firms®iudy focuses on SMEs
since they are regarded as the ones with the paltéot job creation and
makes a substantial contribution (35%) to GDP aitB&\frica (Rwigema
and Venter, 2004; Small Business Project, 2003).

The “small firm”, like the term entrepreneurshigshnumerous definitions
(Culkin and Smith, 2000). The ‘objective’ measundsch one would want
to use to define a small firm cannot be agreed upgnthe various
researchers. For example, the different sectoranoéconomy will have
different interpretations of the word ‘small’. Soraethors use turnover as
a measure; some use the number of employees; seenpraofitability or
net worth as a measure. Some researchers use @natiotb of measures

like number of employees and turnover.

In order to overcome the conflicting opinions ofsaall firm, the
Department of Trade and Industry in the UK (Cullind Smith, 2000)
provided the following definitions or classificati® of small, micro,

medium and large sized enterprises:

Micro-firm: O - 9 employees;
Small firm: 0 - 99 employees (includes micro);
Medium firm: 50 - 249 employees; and

Large firm: over 250 employees.

Culkin and Smith (2000) and Deakins (1999) realiet the UK could
not ignore the European Union dimension and expaititar classification
to be determined by at least two out of three at'om Table 2.2 below.

Also illustrated below in Table 2.3 is the Europedassification.
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Table 2.2: UK definition of SMEs

Criteria

Small Firm

Medium Firm

Turnover

Not more than£2.8

million

Not more than£11.2

million

Balance Sheet

Not more thafil.4

million

Not more than £5.6

million

Employees

Not more than 50

Not more than 250

Deakins (1999)

Table 2.3: EU SME definitions

Criteria Micro Small Medium
Maximum 9 49 249
employees

Max annual - €7 million €40 million
turnover

Max balance - €5 million €27 million
sheet

Burns (2001)

Table 2.4: Small Business Administration of the USBME definitions

Criteria Very Small | Small Medium Large
Number of Under 20 20 -99 100 - 499 500 or mq
employees

re

Megginson, Byrd and Megginson,(2003)
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Table 2.5: RSA SME definitions for the Manufactgri®ector focusing

solely on the number of employees (Rwigema and &fe2003)

Criteria Micro Very Small | Small Medium

Number of Lessthan 5| Less tharbess than Less than
employees 20 50 200

Rwigema and Venter,(2003)

The tables above illustrate the lack of consistencirying to arrive at a
definition of a Small Medium and Micro size Entaesps. In some
instances, such as South Africa and the USA, tfiaitlens differ within
the country depending on the sector of the econowlyich makes
consensus even more difficult (Rwigema and Verz@94; Longenecker,
Moore and Petty, 2003).

Harper (1984) believes that there is a real betefde gained in trying to
produce a universally, or even nationally, accdptabefinition or
classification for small businesses. According tarpér (1984), the main
motivation for wanting a quantitative definition @ small firm is to
exclude other larger firms from preferential assise programmes, which

are essentially designed to assist the small firms.

In order to gauge the contribution the small firmake to the economy of
a country, the task might be made easier if a star®i definition was
formulated. One could then compare different coestrand the
contributions of its small firm sectors. Be thatiasay, there are many

positive contributions that these firms make iroardry’s economy.
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2.5.1 The small firm

When discussing the nature of the small firm wedrieeask the question

as to what makes small firms different from largm$?

“Small firms are not just scaled down versionsasfje ones” Burns (2001:
9). The manner in which small firms go about th®risiness differs from
larger organisations. In fact, Burns (2001) goethtr by stating that small

firms go about their business in fundamentallyad#ht ways.

Katz and Green (2007), Burns (2001) and StoreySyies (in Burns and
Dewhurst, 1996) highlight the following charactéds of a small firm,

which distinguishes it from larger firms:

1. small firms are always short of cash which limitseit
strategic options;
their approach to risk and uncertainty is not raip
the owner-manager’s characteristics fundamentally
influences the firm;

4, the small firm is seen as a social entity and of@rolve
around personal relationships;

5. they require their business options to provide iakgpayoff
to offset the cash constraints;

6. because of point 5 the majority of their decisians short-
term decisions;

7. small firms generally operate in a single markderig a
limited range of products and services;
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8. because of point 7, they become over-reliant orewa f
customers which makes them vulnerable to failueukha
key customers discontinue doing business with thalls
firm;

9. decisions are more judgemental, involving fewembpeand
therefore made much quicker;

10. they are more responsive to changes in the madastpand

11. they are less likely to influence developments e t
marketplace but can respond or adjust to changdhen

marketplace much quicker than larger firms.

2.5.2 The role of the small firm

Garavan, O Cinnéide, Fleming, McCarthy and Dowrié®7) suggest that
small firms, in contrast to larger organisationg, #lne most prolific source
of innovation practices in many sectors, and tmeportance to the vigour

and health of an industrial economy is widely ratdsgd.

Sweeney (1981) concurs that the small firm is thengry source for
entrepreneurship and innovation in the economy. eBey (1981)
continues by stating that existing evidence pdiata strong and broadly
based small firm sector as the essential ingredo@réconomic prosperity,
resilience and innovative growth and believes thattrong small firm
sector can only lend stability to an economic systi contrast, Sweeney
(1981) argues that an economic system dominatedfew large firms can
have catastrophic consequences should one or rmdthnera fail. Sweeney
(1981) goes on to mention that a diversified systbnough small to

medium sized firms cushions the impact of any maokeéechnical change.
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Sweeney (1981: 33) concludes by arguing that “ttmwall firms) give

resilience and redundancy to the economic system.”

While entrepreneurship is behaviour focusing onoopmities rather than
resources, this type of behaviour is present im l3oball and large firms
alike (Thurik and Wennekers, 2004). Small businessa be seen as the
simple running of a firm for a living, such as skeppers, professional
people, and franchisees. However, if the small direngages in the
introduction of new products and processes that@hahe industry, these
firms are identified as Schumpeterian in natureufikhand Wennekers,
2004), which, by implication, would make them epteneurial in nature.
Rwigema and Venter (2004) warn that not all smalim$ are
entrepreneurial, despite making a significant ébatron to the economy.
The average shopkeeper, selling everyday itemspois classified as

entrepreneurial due to the absence of innovatioinchange.

This observation implies that small firms can behigies for
entrepreneurship, since entrepreneurship has asemsion of innovation
(Thurik and Wennekers, 2004; DTI, 1995). Thurik aennekers (2004)
observed that, during the first decades of the dastury and more than
ever in today's times, that small businesses ardicles for
entrepreneurship contributing not only to employmand social and

political stability, but also to innovative and cpetitive power.
Acs (1992) claims that small firms play a criticale in the economy by

serving as agents of change in terms of their prereeurial activities. He

identifies four consequences of the new found ingae of
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entrepreneurship, namely a vehicle for small bissirdevelopment; routes

of innovation; industry dynamics; and job creation.

2.5.3 SME contribution

There has been a tremendous increase in the nuofbemall firms

operating in most of the advanced countries ardbedjlobe since the late
1960’s (Burns, 2001) with North America, Asia andestérn Europe
“undergoing an entrepreneurial renaissance” (CaR@®2: 1). These small
firms are considered, by many governments, asatifor the creation of

employment and ultimately for the creation of wiealt

2.5.3.1 The United States of America

Longeneckeret al (2003), Elmuti and Kathawala (1999) and Alvarez
(1998) provide statistics indicating that the USA8 million small
businesses continue to be a strong driving forcéh@ir economy. The
small businesses absorb 52% of the private wordefand contribute 51%
to GDP in the USA (Longenecket al, 2003; Calvin, 2002; Burns, 2001).
Elmuti and Kathawala (1999) also suggest that dystonducted by the
Small Business Administration in the USA revealttisanall business

accounted for half of all new innovations in theAJS
2.5.3.2 The United Kingdom and the European Commuty
According to Burns (2001) and Day (2000) small fram the United

Kingdom employs 62% of the labour force and contel25% to GDP. In

the European Community as a whole, small firms esnpb% of the work
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force. Burns emphasises the major role small firpigy in the European
Community, by citing the employment generated bwlsfirms in various
European countries. He suggests that small busisessntribute 79%,
63% and 60% to employment creation in Italy, Fraacel Germany
respectively. According to SENET (2004) over 99%tloé 3.2 million
businesses in the UK are small medium sized ensegp(SMES) and they

account for more than two thirds of the businessaver.

2.5.3.3 The Republic of South Africa

The Department of Trade and Industry (1995) of B&ftica suggest that
there are more than 800 000 SMEs, absorbing appedg&ly a quarter of
the labour force of 15 million people. This is iddition to approximately
3.5 million people who are involved in some typesafvivalist venture.
The DTI (1998) believe that small businesses intls@drica account for
60% of all employment and for 40% of GDP.

Commonwealth Resources (1998) indicate that aduiailcontributes 5%
towards South Africa’'s GDP and employees 10% ofaltdabour,
manufacturing contributes 25% towards GDP and eyags 28% of total

labour, and mining contributes 7.7% towards GDP.

2.5.3.4 People’s Republic of China

According to the US Embassy (2002) the growingificance of SMESs in
China's economy is worth noting. Chinese and forexperts estimate that

SMEs are now responsible for approximately 60% bin@'s industrial

output, and employ around 75% of the workforce mn@'s cities and
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towns. It is believed that SMEs are responsible diazating most new
urban jobs, and have created opportunities for emsrkaid-off from state-

owned enterprises that re-enter the workforce.

The brief overview of the contribution that smalisinesses make towards
the economies of the abovementioned countries esig#sathe importance
of the small business sector. Governments aroumavtrld have realised
just how important this sector of the economy istfee future growth of
their respective countries. For the South Africavegnment, the growth
and development of the small business sector & @sying a major role
in addressing the imbalances of the past (DTI, 1985it is seen as a
vehicle to create much needed employment and wealth

The strong interest in entrepreneurship is largklg to finding that new
business enterprises are the primary source of m@aployment

opportunities (Boshoff, Theron and Schutte, 1998ndche, 1997), and
this is vindicated by Ndwandwe (1998) who repotteat SMMEs account
for 60% of all employed people in South Africa.

McClelland (1987) and Harper (1991) (both citedBoshoff et al, 1998)
suggest that entrepreneurship has a critical wlplay in the economic
development of especially poorer nations of the ldvofhis view is
supported by Sweeney (1981: 32) who suggests that dbility of an
economy to adapt to change and to continue econpnaigress would
seem to be weakened if there is not a continuifigsion into the total
economic system, at a numerically high level, ofvngroducts, new

markets and new jobs generated by small firmsdtit@n, a strong small
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firm sector provides for the widespread and rapftusion of technical

change and innovation on which economic growtHtimately based.”

In summary, recent evidence (Hill and McGowan, )98%es indicate that
small firms and entrepreneurship do indeed playagonrole in the world
economy (Timmons, 1994) and that they do constitime bulk of

enterprises in most economies around the globedpt@994).

2.6 Chapter summary

In this chapter the focus has been on understanttiegconcepts of
entrepreneurship and small business. This was Hdpngay of extracting
from the multitude of definitions and approachessea of dimensions.
While we ‘agree’ on what entrepreneurship is wednée identify a
suitable vehicle to drive this culture. We idemttfi the small business
sector as a viable vehicle and went on to desthibemall business sector
by looking at its definition, what makes it diffetefrom other sectors, and
its role in the economy supported by relevant stias.

While we ‘agree’ on the importance of the smallibass sector we must
also take note of the shortcomings. In this sehiseparticular sector has a
tremendously high failure rate within the startpiase of their life cycles.
One of the main reasons for the high failure ratéhé lack of management
skills to run the small businesses effectively (&linand Kathawala, 1999).
The next chapter will consider the essential aocd@sanagement necessary

for the continued survival of small businesses.
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CHAPTER 3

MANAGEMENT OF SMES

3.1 INTRODUCTION

This chapter focuses on the management of SMEsmidmagement of a
small firm differs greatly in context, style andhawiour to its larger
counterparts. In the small firm, management aatiwitare focused on
predicting and controlling the operating environinand reacting to the
constant pressures from the external environmerg. ature of the small
firm is such that it has limited resources and prify focuses on short-

term operational gains.

Statistics indicate that a high percentage of SKéswithin the first two
years of start-up (LeBrasseur, Zanibbi and Zing2003; Littunen,
Storhammar and Nenonen,. 1998; Hall, 1995; Kuragkal Hodgetts,
1995). Storey (in Burns, 2001) suggests that youfigas are more likely
to fail than older ones and states that 50 peroériirms cease trading
within the first three years. Rwigema and VentdlO& 68) state that “in
most countries, the rate of business failure faeers that of success.” In
South Africa, a survey indicated that between 78Qgercent of start-ups
fail within 5 years (Rwigema and Venter, 2004). Twverriding reason for
failure is a lack of management skills in runnihg ventures (Kuratko and
Welsch, 2004; Rwigema and Venter, 2004; Longenedkeore and Petty,
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2003; Megginson, Byrd and Meginnson, 2003; StotiayBurns, 2001);
Elmuti and Kathawala, 1999).

3.2 MANAGING THE SMALL BUSINESS: AN
OVERVIEW

During the introductory phase of the firm’s lifeaty, the owner-manager
will be actively involved and adopt a hands-on apgh. It is during this
critical phase that the role and personality of dlner-manager greatly
impacts on the successful management of the snnail it would be

difficult to separate the personality set, expereerand training of the
owner-manager from that of the management stylebaméviour evident

in the small firm (Jennings and Beaver, 1997).

“As we move through the first half of the 1990sgamisation failures
continue to attain record levels” (Richardson, Nkwan and Richardson,
1994: 9), noting the situation in the UK. Accorditgg Megginsonet al,
(2003) and Calvin (2002) 60% of new businesseswdhin the first two
years and 70% fail within the first five years metUSA. Detwiler (1996)
and Jansen and Van Wees (1994) provide similaisttat for the USA
suggesting that more than 50% of start-ups will iathin the first three
years and more than 75% will not last five yeaflere is no reason to
believe that this trend is any different in othartp of the world. In fact the
failure rates in other parts of the world could rhach higher given the
position of their economies relative to that of th8A. South Africa is
characterised as a developing/emerging economy ggdhrough a

transitional period in terms of democracy, is fdrthe global market, and
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its firms are now experiencing increased competitiae to globalisation.

As a result of this, Hendricks (in Rwigema and \éen2004: 68) suggests
that “between 70 to 80 percent of South Africanimesses fail within the

first 5 years.”

Given the high failure rate of SMEs, internatiopadnd locally, it is

essential that the reasons for failure be invesyand a framework be
developed to reduce the failure rate among stast-up is generally

accepted that lack of management skills is the gmntause for failure
(Kuratko and Welsch, 2004; Rwigema and Venter, 2Q@hgenecker,

Moore and Petty, 2003; Megginsehal, 2003; Storey (in Burns, 2001);
Elmuti and Kathawala, 1999).

According to Sutton (1984), it is vital to have @lwbalanced owner-
manager or a well balanced team to run a smalhbasiin terms of their
respective managerial skills. Unfortunately, masia business, during
the introductory and early growth phases will netib a position to hire
skilled management staff due to financial constgirSutton (1984)
believes that if the owner-manager is good at miagag small business,
then they can do exceptionally good things in temfisensuring the

continued survival and operation of the business.

The owner-manager of a small business has a wide vanying job

description encompassing a wide range of tasks iandpme instances,
unrelated tasks. Owner-managers of small busirtagsait with a hands-
on approach and, as the business grows in termtheofnumber of
employees, there is a shift from being hands-omémaging people to

managing managers. It implies that the owner-manaiga small business
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would be placed under severe pressure and wowdd bf faced with time
and financial constraints. Under these circumstative owner-manager of
a small business cannot devout the required tirdesffort that their duties
demand and are doomed for failure (Eisenhardt andd®ois 111, 1988).

Given that the small business operates in a dynanit competitive
environment, the owner-manager can be comparedn@ene managing
reactively as opposed to managing proactively. Tlmson is vindicated
by the shifts in the external environment whichlwitpact on the small
business and success depends on the ability ofsril business to
respond quickly to such shocks. Furthermore, Eigatttand Bourgeois Il
(1988) suggests that owner-managers who jump froencoisis to the next
spend too much time dealing with the day-to-dayrafpens such that
planning for the future suffers and this is anothemson for business

failure.

Given that this study focuses on firms in the gfowthase of the
organisational life cycle, it is fair to assume tthlhey may have
experienced growth in their firms in the form ofcieases in revenue,
increases in the number of employees, increasdlein customer base,
and the like. Owner-managers start moving from gildoymanaging when
growth is taking place in a typical firm. The typi@wner-manager suffers
from the inability to delegate responsibility arfiist may be due to a
number of reasons such as the unavailability dable staff to delegate to;
or to the fear of loss of control over the firm; tr the fear that the
individual would be unable to successfully perfahra delegated task in an
efficient manner (Curran and Stanworth, 1988). &filgient management

of the business is critical to its survival and tags firm grows it is
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necessary to delegate responsibilities to othetearfirm in order for the

owner-manager to focus on the strategic issuesdabie firm.

In terms of surveying the external environment, t&ner-manager

requires information in order to position the firgiven shifts in the

external environment and the impact this could hawehe firm. Sutton

(1984) discovered that small firm owner-managees avays short of

pertinent and or relevant information. Given thedixcament of the small
firm in terms of it lack of financial resources,ying in data from research
agencies is not a viable option for most small éirdue to the enormous
cost of the research. Consequently, planning suéied sometimes is even
non-existent (Sutton, 1984).

3.3 THE ROLE OF THE BUSINESS ENVIRONMENT IN
THE CONTEXT OF THE SMALL-MEDIUM SIZED
ENTERPRISE

SMEs like most businesses operate in a competigBmgironment.
Rwigema and Venter (2004) state that the entrepremeist consider the
business as a whole and be fully aware of its plaitein the market it
operates in. Rwigema and Venter (2004) also belibag viewing the
business in its totality will provide the entrepeen with a long-term

perspective for future growth and sustainability.

Research indicates that the interaction betweerbtistness environment

and the small and medium sized enterprise beconfesah point for its
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continued existence in the marketplace (Lee andr8at, 2000; Coetzee,
Havenga and Visagie, 1993). They (Lee and Petegfi); Coetzeet al,
1993) believe that the entrepreneur must develogeclirelations with the
business environment because their opportunitiesrasources emanates
from this environment. Coetzet al (1993) put forward the view that the
small firm may be regarded as an open system asddsis affected by
its environment. If the firm is unable to adjustttese forces from its
environment and, depending on the strength andenatuthese forces, it
will be faced with either difficulties or opportus which could

potentially destroy the business or provide it vgitbwth avenues.

The context of the SMEs takes the form of an irgkenvironment, an
external environment, comprising the task and maenvironments,
(illustrated in Figure 3.1), and the charactersstif the entrepreneur. The
internal environment is controlled by the entrepranwhilst the external
environment is beyond the control of the entrepuenk is the interaction
the SME has with itenvironment that will determine its failure or sess.
The major factors impacting on the failure of thIESwill be derived

from the entrepreneur and the internal and extemmalonments.
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Macro Environment

Task Environment

Micro Environment

Figure 3.1: The Business Environment - Adapted frblunger and
Wheelen (2003)

3.3.1 The Macro Environment

Hunger and Wheelen (2003) and Coetzee and Visag@3] describe the
macro environment, also called the societal envivemt, as comprising of

a number of forces, namely:

» political/legal forces that allocate and providenstaining

and protecting laws and regulations;
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* economic forces which regulate the exchange of madde
money, energy, and information;

» socio-cultural forces which regulate the valuesyeapand
customs of society; and

» technological forces that generate problem solving

inventions.

These forces from the macro environment generdfiyciathe long-run
decisions of an organisation. Small organisaticsrgehvery little, if any,
influence over the forces of the external environtmand this can be
attributed to the limited resource of the smahfifTibbits, 1979). Shifts in
the forces within the external environment, impagon all organisations,
big and small. In terms of resources, the larggaoisations are better
positioned to absorb the shifts in the forces & éxternal environment
compared to their smaller counterparts. It becoanggal for the owner-
manager to be attuned to the external environnmeotder to minimise any
negative shocks emanating from this environmensoAlthe owner-
manager must be able to quickly adapt to take aedganof the shifts

which present themselves as opportunities.

3.3.2 The Task Environment

The task environment includes those elements anpgr@f elements that
directly affect the organisation and, which in tuare affected by it
(Hunger and Wheelen, 2003; Coetzee and Visagie3)19he elements
include governments; local communities; suppliergditors; customers;
employees and labour unions; special interest groupnd trade

organisations.
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The task environment can be thought of as the ingrs which the small

firm operates. According to Hunger and Wheelen 806oth the macro
and task environments must be monitored closelthabthose forces that
are likely to have a strong impact on the firm'ssss or failure, can be

detected and the organisation positioned accorging|

3.3.3 The Micro Environment

The micro environment (also referred to as theivaieenvironment) of the
firm allows for the inputs to be processed intgpoits. Coetzee and
Visagie (1993) suggest that this process doesxisitia a vacuum and
that it is governed by laws and regulations, ecan@monditions,

competitors, changing consumer preferences anchadsan technology.

However, for the purposes of this study, the vidwdonger and Wheelen
(2003) will be adopted when discussing the intemralironment, given
that the internal environment consists of the culaible elements of the
business environment. Recall that small firm falwvithin the first two
years after start-up is due to poor managemeris skhich are part and

parcel of the controllable internal environment.

Hunger and Wheelen (2003) suggest that the firrades on the following
management areas, namely, marketing; finance; n@saad development;
operations; and human resources management. Arrstadeing of these
management areas will provide the owner-manageh wie requisite
managerial skills to better manage the small fird B so doing minimise

the probability of failure.
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Osborne (1995: 4) states that “the essence of metreurial success is
found in the strategies that link the company asdenvironment”. This
view is supported from a South African perspechbyeCoetzee, Havenga,
and Visagie (1993: 1) who state that “the intemctibetween the
environment and small and medium enterprises (SNdEspmes a focus

point for continued existence”.

Osborne (1995) believes that it is in the natureeotrepreneurs to
challenge conventional wisdom and that this is widfines the
entrepreneurial mindset. The context to be consdlevhen challenging
conventional wisdom would imply that the entrepranés, at the very
least, familiar with their environment, that is,noet marketplace needs a
thorough understanding of the economic, social, agaphic,
technological and political trends that reshapedaheronment (Osborne,
1995). Observing the trends in the external enwiremt would be the
entrepreneur’s source for new ideas and opporésnénd this environment
will also determine the limits of the SMEs actig#i(Coetzeet al, 1993).

It is unfortunate that the business environmeatss the cause for the high
failure rate amongst small businesses within trst fwo years of start-up
(Elmuti and Kathawala, 1999). Analysing the varioasearch reports, it
becomes clear that the most common reasons fol baoshess failure can
be found in the internal environment, in other veprithat which the firms

can control.

The next section will discuss some of the pertirreassons or causes for

this high failure rate of small business. This gturbntends that the
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effective management of these areas or elementngathe high failure
rate will result in longevity of small business.€rlbkills required can be

learnt over a period of time but the basics nedzktm place.

3.4 REASONS FOR FAILURE OF SMALL BUSINESSES

It has been mentioned in Chapter Two the uniquéribanion which small
firms make to the economy though there are a nurab@roblems that
affect their smooth running more than their largeunterparts. The word
‘failure’ must be understood within a certain comteFailure is not
necessarily used only in the negative sense, butusiness could
voluntarily decide to close its doors due to thenewwmanager deciding to
enter another industry, or due to legal changes family’s decision to
close the business (Megginseiral, 2003; Kuratko and Hodgetts, 1995).

The Jovanovic’s model (in Hall, 1995) suggests fhdtire would be less
probable in the presence of levels of education amahagement
experience. The fact that small firms fail due Heit limited portfolio of

managerial skills implies that firms fail for diffent reasons at different

stages of their development (Hall, 1995).

Argenti’s (in Hall, 1995) research cited as the mmsmmon reasons for
failure the following:
* One-man rule — owner-manager who dominates col&sagu
rather than leading them;
* A non-participating board which implies support fome-

man rule; (not always relevant to small firms);
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* An ‘unbalanced top team’, with respect to its skilhse;

* A weak finance function;

» Lack of management depth;

e The owner-manager who is the only one with powed an

authority and who does not have a superior.

Businesses suffering from the above causes ofréauull likely use poor
financial information, overtrade and respond bamtlychange, and will
embark on projects that would put the businesssétant risk (Argenti, in
Hall, 1995)

Megginsonet al (2003), Kuratko and Hodgetts (1995) and Hall (995
postulate that the reasons for failure are not ywenown but research
indicates the main reasons or causes to includdyfithelack of capital.
This seems to be the primary reason for businessrdaand it is
considered to be the greatest problem facing smsiiness owners. From
a business viewpoint without adequate financing husiness will be
unable to maintain and acquire facilities, attractl retain capable staff,
produce and market a product, or do any of therdtiiags necessary to
run a successful operation (Meggingbal, 2003).

Secondly,inadequate managements another commonly cited reason.
This particular problem is broad but includes wesdges in terms of
business knowledge, a lack of management skiller my inadequate
planning, and inexperience. There is an over-reéaon the single owner-
manager of most small firms and there is a relwgdn move away from
this managerial tendency on the part of the ownanager. This translates

into poor human resources practices where no nelfigd staff is hired
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or authority and responsibility delegated to otkeployees. According to
Megginsoret al (2003), most small firms are started because artgcplar
individual is good at some activity or trade and because they possess
managerial skills. Managers of small firms muststhve generalists rather
than specialist (Megginsolet al, 2003) and are thus responsible for
allocating limited resources and cannot afford taken poor decisions.
Kuratko and Hodgetts (1995: 15) believe that “ovgr@mply do not know
how to run the enterprise”. Jennings and BeaverAfidersen, Cobbold
and Lawrie, 2001) found that the root cause ofegifimall business failure
or poor performance is almost invariably a lacknainagement attention to

strategic issues.

3.4.1 Burdensome government regulations

There was a time when small firms were exempt frarmumber of
government regulations but things have changekde@xtent that the same
regulations faced by larger corporation are nowliegiple to small firms.
The regulations are very often complex and conttady which is why
small firms find it so difficult to comply with (SBOB, 1999).

The South African government has created new chsroiebureaucracy
which were regarded as major obstacles for snrafisfito do business in
South Africa (Small Business Project, 2003).

3.4.2 Market Structure

According to Hall (1995) many researchers in tleddfiof small business

have often ignored market structure as a reasoffiaflure because it is
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such an obvious factor to consider. The segmentieofnarket in which
small businesses compete primarily on price, coitipetis generally
fierce. The market will see the entrance of nemgirand this puts pressure
on the existing firms to perform. Hall (1995) malesery important point
by stating that small firms do not have the luxofyeconomies of scale
which in itself could act as a potent barrier tdrgrfor potential new
entrants. Research has found that there exist®@gstorrelation between
low barriers to entry and fast overcrowding in nerkegments (Dunne,

Roberts and Samuelson, in Hall, 1995).

Hall (1995) goes further to state that a lack abwledge of the market is
also an important factor that contributes to faluHowever, given
sufficient time, knowledge can be acquired. In sonsances knowledge
(in the form of qualifications) is a prerequisite $some industries. For
example, to start-up a law firm you need to haveoanal legal

qualification but to start-up a home décor busing®s can acquire the

knowledge as you grow.

3.4.3 Age and Size

The Jovanovich model (Hall, 1995) explicitly proveke reduced

probability of failure with increases in the firmége and size. Those firms
entering the product market realise after a shertod of time that their

product is not finding market acceptance, but tt@ytinue in the hope that
things will improve or until their capital is exhsted (Hall, 1995). Over

time the management of a small firm will meet irasiagly less novel

problems and will thus be able to draw on its eigqree to deal with

problems and threats (Hall, 1995).
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3.4.4 Personal Characteristics

Hall (1995) state that ‘human capital’ is a broedrt which includes all
the capabilities of a single person. The age ofirer when they started
the business is believed to be positively corrélate the probability of
survival (Hall, 1995). Bates (in Hall, 1995) foutite optimum age for a

sample of American entrepreneurs to be 45-55 yeaage.

The level of education and the attendance of managetraining courses
is also an important aspect in terms of small faumvival. Coupled to this
is whether the owner had previous management experiin terms of
having owned a business or had managed one andevhet not the
business had failed (Hall, 1995). It is also impottto know the skills
level of the workforce as this would greatly enlatite volume of human

capital in the business (Hall, 1995).

3.4.5 Outside Assistance

Where a shortage of expertise in a small businegisssethis could easily
be supplemented by employing experts or consultamtanad hoc basis
and there exists empirical evidence to demonsthetdenefits of such an
intervention (Hall, 1995). Very often the owner-rager is the one who
tries to solve problems without considering outsadsistance: the problem
is compounded by the limited resources at the dmlpof the small

business to employ such experts.
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3.4.6 Motivation

According to Hall (1995:53) “the motivation of owsefor starting or
assuming control of their business may play sonmeipaletermining their
success”. Though this study will not focus on thspect, it must be

mentioned as a factor influencing the successilorésof a small firm.

3.4.7 Marketing

Marketing is the one and only functional area tivaéts the products or
services of a business to its customers. It idlyitaportant to ensure that
this function is properly performed. Hall (1995)libees that firms are
more likely to survive the highly vulnerable stap- period the less
uncertainty about the initial level of demand thveyuld face. Hall (1995)
goes further by stating that the means by whichness was secured is

vital for the small firm.

3.4.8 Financial Management

This must be regarded as one of the most impoespécts of business.
Small firms have limited resources and cannot dfftar make mistakes
unlike their larger counterparts. Hall (1995) bedise that the financial
information available to the owner-manager mustdegailed; must be
separate from their personal accounts; whether fimgincial information

was derived from a cashbook, bank statement, dartky bookkeeping,
monthly or quarterly management accounts, and vehettieir financial

system was computerised.
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Hall (1995) found amongst small business ownersttieexpectation was
that the use of sophisticated information wouldhbsociated with a greater
probability of survival. Hall (1995) went furtheio tsuggest that the
availability of information is not any indicatiorf the uses to which it is
put. Hall (1995) realised that those owner-managei® collected

financial information primarily to assist in thenning of the business were
more likely to survive than those limiting its use assisting in their

negotiations with external businesses.

Another important aspect regarding financial manag# is the frequency
with which the information is collected and the mofrequently
information is gathered the better (Hall, 1995)lIH2995) believes that
the person responsible for the collection of théormation is also
important and that this task ought to be left teeapert like an accountant.

The financial information collected must also bejoélity.

The management of cash flow and surpluses, incodat, has a major
impact on the survival of the firm. The greater #mount of surplus cash
ploughed back into the business, rather than takeremuneration by the
owner, the better the chances of survival (Halg5)9

3.4.9 Strategy
All firms undertake strategy whether or not theywdouse the term to
describe what they were doing. Firms need to deoiteheir operating

hours, location, product lines, etc. all of whiale atrategic decisions. The

ability of the owner-manager to communicate hisher long term view
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(vision) to their employees is vitally important ééhm, Sanderson and
Luffman, 1991; Hunger and Wheelen, 2003).

The very essence of understanding the businessoenmwent is what
strategy is all about. Being aware of the impacth& elements on the
small firm is critical for the continued existenoéthe small firm given
that they have limited resources and cannot ab#webimplications of
making mistakes. Hall (1995) found that formal &gic planning is not
common among small firms. He goes further to sugtfest for some
owner-managers formal planning is a help if onlgdaese of the comfort

that something is being done.
According to Kuratko and Hodgetts (1995) busines$aikgor a number of
reasons and the failure rates differs across indgsand regions. For the

purposes of this study the most common reasorbeitlited.

In summary the most common reasons according tatkorand Hodgetts

(1995) are:

1. Incompetence — lack of knowledge to manage thenbasij

2. Unbalanced experience — the owners do not have- well
rounded experience in the major activities of thsibess,
such as finance, purchasing, selling, and produagctibis
refers to the functional areas of management;

3. Lack of managerial experience — the owners simplyhot
know how to manage there staff;

4, Lack of experience in the line — the owner mightvéha

entered into a sector of the economy which is hgherhas

very little knowledge of; and
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5. Other common causes are fraud, neglect and natural

disasters.

3.5 FACTORS CONTRIBUTING TO BUSINESS
SUCCESS

Studies have been conducted to establish the masihon characteristics
of successful entrepreneurs and Kuratko and Hal@@®95) suggest the
ten most common. They do caution stating thatiitiesl not all-inclusive:
1. Technical competence
Mental ability
Opportunity orientation
Initiative and responsibility
Integrity and reliability
Tolerance of failure
Internal locus of control

Human relations skills

© 0o N o g s~ D

High achievement drive

=
©

Creativity

Kuratko and Hodgetts (1995) believe that four festhelp account for
business success, firstly, the existence of a basiopportunity. It is fair
to believe that you to have customers in the mptae¢ who want to buy
the goods and services on offer. One of the maitofa in the success of
any small business is the existence of a real basiopportunity. It is not
enough that the business opportunity exist, bunhofe importance is the
manner in which the opportunity is exploited ozsel.
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The second factor is the management ability. Thiétyalof the owner-
manager to allocate scarce resources effectively efficiently is a
guestion of management’'s abilities. Researcher$y sisc Kuratko and
Welsch (2004), Rwigema and Venter (2004), LongkeecMoore and
Petty (2003), Megginson, Byrd and Meginnson (20@&prey (in Burns,
2001) and Elmuti and Kathawala (1999) have all regabthe lack of
management ability as the most common reason fall fmsiness failure.

Another factor is adequate capital and credit. krand Hodgetts (1995)
believe that the greater the amount of capital dlaers invest in a
business, the greater the chances of survival eedversa. They go on to
mention that banks are generally risk averse wineallusiness owners
require loans. Ndwandwe (1998) reports that Sodtlt#n banks continue
to display a crippling preoccupation with avoidingk when dealing with
loan applications from small businesses. Small fasses rely on their
suppliers to provide them with credit for periodsup to 60 days. This
arrangement ensures the survival of small busisegsairatko and
Hodgetts, 1995). Under-capitalization is a problgynonymous to small
businesses, in other words, lack of capital invkestea business on the part
of the owner or owners. Those businesses whiclirader-capitalized and
expanding too fast find themselves running intoioser financial

difficulties.
The final factor is the existence of modern busnmesthods. According to

Kuratko and Hodgetts (1995) firms must endeavourusg modern

business methods, efficient equipment and procedwigere available.
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Making use of modern business methods will ensheie gmall businesses

remain competitive and efficient relative to itsyquetitors.

3.6 Chapter summary

In this chapter the focus was on identifying andarmstanding the impact
of the factors that contribute to the failure of B84 Like all organizations,
SMEs also operate in an environment comprisingritegnal and external
environment. The internal environment is under dbetrol of the owner-
manager of the SME while the owner-manager hds,lit any, control

over the external environment.

It is the factors from these environments that leathe high failure rate
amongst SME during the first two years of startdamm the chapter, the
lack of management skills/abilities was the majontabutor to SME

failure. This chapter highlights the source whérese management skills
are to be found, namely the internal environmehe link is established in

terms of the control of these abilities.

This chapter goes further to highlight the reason§SME failure and what
this means in terms of the functional areas of mameent, that is,
marketing, financial management, human resourcemnagement,
operations, and strategy. The other contributiregofs are also discussed,
namely motivation, outside assistance, market &trac government
regulations, age and size of the firm, and somethd personal

characteristics of the owner-manager.
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The chapter concluded by pointing out some of #wtokrs that contributes
to business success. The next chapter deals weittnédmagement of growth
from a SME perspective and uses organizational difele models to
illustrate the requisite management challengesskilts necessary at the

various stages.
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CHAPTER 4

MANAGING GROWTH

4.1 INTRODUCTION

According to Evans (in Hall 1995), the probabiliy a firm's survival
increases positively with an increase in its sizé s age, suggesting that
a 1% change in firm size leads to a 7% change obatility of survival
and a 1% change in age leads to a 13% change ipraimbility of
survival. Burns (2001) believes that the owner-ngg@namust be able to
change as the business grows adding that, the rapi@ the growth, the
more difficult this task becomes. Burns (2001) goesto state that to
successfully manage change, it is important toyafhyd functional areas of
management, which include marketing, accountinga(fce) and people

management.

The development, growth and continued survival o$naall firm are
dependent on the owner-manager possessing comstearad skills to
manage and steer the small firm in the right dioectChurchill and
Lewis, 1983). The competencies and skills needdddepend on the stage
of organisational development the small firm fintelf in. This chapter
will examine prominent growth models that providettier insight into the
characteristics of the Organisational Life Cyclalahe necessary skills

and competencies at the various stages of the @egemmal Life Cycle.
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4.2 MANAGING GROWTH IN THE SMALL FIRM

The business needs to change the way it operatesnast become more
formal without becoming too bureaucratic (Burns)20and these changes
must be properly managed if the firm is to growcassfully. Hall (1995)
states that over time a business will change aat gbme changes will
reflect the need to respond to new threats or dppities, which can arise
in even the most stable environments. Some chanleseflect a failure
to meet a threat or the change may result fromfriies of success. Hall
(1995) goes further to mention that other changes accur, to varying
degrees, autonomously of what is happening in ther@nment and that
these can affect the running of the firm. Exampdéghis include the
grandest strategies, the organisational structlwen to the time of its

coffee breaks.

Burns (2001) believes the growth models that seadescribe the changes
faced by the entrepreneurs will also provide theith ways and means of
managing such change. Dodge and Robbins (1992)t pmut the
development of any business organisation, largarail, tends to follow a
predictable pattern that is usually characterisgd dequential and
progressive phases. From the various researchfds@xample Churchill
and Lewis, 1983; Scott and Bruce, 1987; Burns amaviiirst, 1996)
conducted on growth models, the problems and cigele the firms face
as it grows, suggest that the owner-manager needisplay different
managerial talents and skills when dealing witts¢hissues. The firm can
be compared to an organism suggesting that itlcangh only if it adapts
to environmental changes (Tyebjee, Bruno and Mcinty983). Similarly,
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a small business can flourish if it is able to adapshifts in it external

environment.

The various organisational life cycle models sugtes there are different
challenges to overcome as the organisation mowes éme phase to the
next. In order for the small business to grow sssfidly, the owner-

manager must develop the requisite skills to enab&r business to
progress to the next phase.

Churchill and Lewis (1983) and Birley and Gibb (29®elieve that there
are a number of reasons for developing such a nufdéle organisation
life cycle, namely:

* It can assist in assessing current challenges;

* It can aid in anticipating key requirements atwhdgous stages;

» It assists in diagnosing problems and it matchdstisas to the
problems;

» It provides a basis for evaluating the impact &sgnt and potential
shifts emanating from the external environment; and

» It provides a guideline to the content and leves@phistication of
material to be attempted within each of the phases.

A number of organisational life cycle models existhich serves to
illustrate the changes a firm undergoes as it @ssgs from initial concept
through to the decline stage. Four of the more |@wpmodels are that of
Greiner (1972), Churchill and Lewis (1983), ScattlaBruce (1987) and
Burns (in Burns and Dewhurst, 1996), however, fhis tstudy, the
Churchill and Lewis (1983) will be presented. Thieu€hill and Lewis
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(1983) growth model is the preferred model for plaeposes of this study.
It is a widely used model covering the most comrpbases of a typical

life cycle model.

4.2.1 The Churchill and Lewis Growth Model

According to Halttunen (1999), many scholars hagscdbed the growth
path of a SME as a lifecycle model which is usublhsed on the size of
the business and its maturity where the chronotdgitages in the model
represent the growth phases in the firm’'s develogm€&hurchill and
Lewis (1983) developed a growth model (see figudg,4vhich explains

the predictable growth pattern of a small-to-medgired enterprise.

Stage | Stagell Stagelll StagelIV StageV

Existence Survival Success Take-off Resource
Maturity

Size,
dispersion
complexity
Large

Disengage | Grow

Small

Age of
organization Young Mature -

(Source: Churchill and Lewis, 1983:31)

Figure 4.1 represents a theoretical view of thegse of growth of new

ventures and the transitions that occur at variioos intervals.
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The model developed by Churchill and Lewis (1983F Hive stages,
namely existence, survival, success, take-off asdurce maturity. In the
existence stage, the key focus is on obtainingoousts and as such the
extent of formal systems is minimal and in someesason-existent. In
addition, the organisational structure is flat atérefore the owner-
manager adopts a management style where thereeist dupervision of
those working in the business. As the businessrpssgs to the second
stage, survival, the business begins to employ dommeal systems as the
organisational structure develops more levels aedcé, the owner-

manager begins to delegate some of the respotisibild employees.

The success stage is characterized by the owneageadeciding either to
keep the business at its current operational levéb use the business to
launch into some form of growth. The decision tdl Wwe driven by the

owner-manager’s motivation, opportunity recogniti@and resources.
Functional managers are usually used in this stagé¢he business would
normally have grown for the organisation to haveplelyees taking even
more management responsibility. In addition, thesifess has basic

systems such as finance, marketing, and operations.

In the fourth stage, take-off, the key managemssmas confronting the
owner-manager includes determining the rate of groand financing of
the desired growth. Embedded in making these detEsare issues of
delegation where the owner-manager would haveldavdbr even greater
delegation to functional managers to improve orggional effectiveness
and availability and access to financial resoureggiired to support the

desired growth.
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The final stage is resource maturity where the neaincern for owner-
managers includes managing the financial gaindtmegdrom growth and
maintaining the benefits associated with small mess such as flexibility,
responsiveness to customers’ changing needs andepssteurial
behaviour. A business in this stage would typichilye well-established

organisational systems.

Timmons (1994: 210) cautions that the smooth Sethagurved in the
figure is rarely, if ever, replicated in the readntd and if one were to track
the progress of most firms over time, the “curvedwd be a line with
many ups and downs. Figure 4.1 shows the variagestof growth of a
firm in terms of sales over time and at boundabetsveen the stages, firms
will experience transitions (Timmons, 1994). Selewsearchers have
noted that the firms going through these transdtiawill be faced with
certain management issues. The key issue is hoertinepreneurs/owner-
managers actually cope with these transitions (Tomsn 1994). Hall
(1995) suggests that the transitions that a firghtngo through are of an
internal nature and usually occurs as the firm groww size. The
progression of the firm from one stage to the exibt necessarily a given
(Nieman, Hough and Nieuwenhuizen, 2003; Haltturi®99). Halttunen
(1999) adds that it was a weakness of earlier dramddels to assume that

a firm will go through all the stages.

4.2.2 Generic stages of firm growth

Though many of the models have a number of sinti#arithere are also
areas where they do differ such as the numberagfest or phases, the

duration of each phase and the terminology usedkesaribe each phase.
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The most significant difference is the number ciigas or stages of the life
cycle. Some authors suggest 4 stages while othggest 5 stages. For the
purposes of this study the following stages havenbe&entified as

providing a complete view of the various models.

Stage 1: Introductory
o ldea Conceptualisation
o Start-up

o0 Existence/Survival

Stage 2: Growth
Stage 3: Maturity/Stability

Stage 4: Decline

Instead of discussing each of the different modeletail, the author will
use the five stages outlined as common to the wanmodels and discuss
the contribution of the various models relevarnti different stages.

4.2.2.1 Stage 1: Introductory

This stage is comprised of the idea conceptuatisatstart-up, and the

existence or survival stages.

Idea Conceptualisation
This stage is also referred to as the start-upestagonception stage of the
organizational life cycle. Timmons (1994) and HAI®95) stress that this

is the most perilous stage and is characterisethdylirect and exhaustive

drive, energy, and entrepreneurial talent of the@ermanager and a key
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team member or two. During this stage the critinaks of people, market
and financial results, and competitive resilienace astablished while
investor, banker, and customer confidence is eaffieadmons, 1994). The
mortality rate of firms during this stage is asthigs 60% (Timmons,
1994).

While most of the available literature begins witle actual formation of
the firm, a few authors, Kuratko and Hodgetts ()9%cott and Bruce
(1987) and Greiner (1972), identify the first staigéhe organisational life
cycle as being the identification of a new busineta on which to
establish the firm and it requires an amount o&tivéy on the part of the

owner-manager.

While termed a ‘new’ business idea it need not biredy original and

may be a modification of existing products avaiabh the market.

According to Bhide (1992), few entrepreneurs stausinesses with a
completely original concept. Entrepreneurs predamily make use of
‘me too’ strategies but rely on superior executzmm energy to generate
profits. Bhide (1992) goes further to suggest thatrepreneurs go with
their instinct and believe that's more importardrtiplanning and foresight

in a new venture start-up.

Though this stage requires a fair amount of crégfiKuratko and
Hodgetts (1995) also stress the need for analybkis.creativity needed in
arriving at a new product concept needs to be bathmith the analytical
skills to determine the initial feasibility of thmncept, either to screen out
concepts that are not viable or to assess theivelaberits of those

concepts that appear viable.
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Bhide (1994) suggests that entrepreneurs have lmadethey follow,
namely:
» Screen opportunities and quickly remove unpromisings;
* The analysis undertaken should be parsimoniousisfog only on
a few issues critical to the project; and
* Integration of action with analysis. In other wardst waiting until
every question has been answered before takingnaas well as
being ready to change course.

Greiner (1972) sees a characteristic of this stagydeing the founder’s
technical or entrepreneurial orientation which hssun the product
absorbing both their physical and mental enerdigs. firm at this stage is
emerging, concentrating on obtaining customers g&herally a single or

basic product.

The management style is personalised based on ghaviour of the

entrepreneur who also closely supervises all dietsvi The main problems
arsing from this stage are the creative abilitydentify potentially viable

product ideas and the ability to assess the mefritsvestigating the initial

feasibility of establishing a business foundedtainitial business idea.

Start-up
The transition from stage 1 to this stage requa@sverting the product
idea into an actual business activity. This staggiires a more thorough

analysis of the business in the form of a busing#as from which the

owner-manager can work when establishing and geatifinthe business.
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While creativity was a critical success factor tage 1, Greiner (1972)
points out that in order for the firm to develog ttounder must provide
leadership and tackle the various management igbaésrise. This will
be particularly difficult for owner-managers who j@red the initial
creative phase with its informality. However, ifetltowner-manager can
provide the requisite leadership for the firm, tloeyr begin the process of
charting the direction in which they want the bessto move.

Kuratko and Hodgetts (1995) see the two most ingmbrtonsiderations
during this phase as being the identification ef blusinesses’ competitive
advantage and the location of a feasible sourcdinaince. A further
consideration during this phase is the type of mtaml being pursued by
the owner-manager of the business. According tobjege Bruno and
Mclintyre (1983) they would expect the owner-managebe making use
of entrepreneurial marketing which essentially tapw® the personal
networks of the owner-manager such as relativedraamtlis and they tend
to form the bulk of the initial sales. While selivig the personal networks,
the business would also produce specialised predacicustomers whose
needs are not currently being met. The cause sftyipe of marketing is
largely due to the poor marketing skills of the ewmanager even though
they have a high degree of technical skills. Thotlgh type of activity
allows the business the opportunity to establisklfit it does have a

number of drawbacks, namely:
« Too small a customer base;

* Too customised a product line;

* An over-extension of key people; and
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* An over-extension of the owner-manager.

As far as the financial situation is concerned, gbé&ential stress factor is
the possibility of the firm being undercapitaliseidh the major source of
finance being the owner-manager(s) (Kuratko andgdtd, 1995). There
is, therefore, clearly a need for financial plamniat this stage with
research by Dodge and Robbins (1992) finding tihéblem catering for
72% of financial problems at this stage of the OLC.

Existence/Survival

During the previous stage the owner-manager was rooncerned with
the establishment of the firm as well as tryinggéon market acceptance.
The thrust is now to get enough customers so amake the business
economically viable and Burns and Dewhurst (1996 fwgther by stating
that owner-managers need to focus on solvencytivittiask of monitoring
cashflow and meeting break-even as being of prmmortance. This view
is also supported by Churchill and Lewis (1983) wdiso suggest as a
primary strategy that the owner-manager attempt&eep the business
solvent long enough for the customer base to baredgd. At this stage of
the organisation life cycle, the owner-managei skiles everything in
addition to directly supervising staff (Churchilhé Lewis, 1983). The

primary strategy is simply to stay alive.

Burns and Dewhurst (1996) also suggest that thegimsarthat were
initially projected are indeed achieved and th& dlwner-manager must
focus on developing the products unique sellingopsition based on the

initial reaction from the customers.
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During this phase there is a shift in emphasis afsay establishing the
firm in the market towards identifying new custosiethat is, a greater
shift towards the marketing function (Tyebjeteal, 1983). Also, the firm
has built up credibility in the marketplace and batablished the technical
capabilities of its product offering. The need gprove internal reporting
and to improve financial control systems becomeawiarity and this is
largely due to the economies of scale taking eeute the firm’'s product
lines become more standardised and attract a veiday of customers
(Tyebjeeet al, 1983)

In terms of managing the firm, product planning gmiting are still the
responsibility of the owner-manager. Since the pobaffering attracts a
wider array of customers, new distribution chanmelge to be developed.

Product and market research is still a low priowntthin the firm.

As the customer base begins to expand, it is impbortor the owner-
manager to consider systems and controls. Whilgouthis point they
could monitor all aspects of the business perspnadintinued growth will
make this increasingly difficult necessitating thetroduction of basic
systems and controls. While the direct hands-ole siy management of
the owner-manager was important in getting the rass established,
Greiner (1972) sees this as resulting in a ‘crigisautonomy. In essence, it
creates a situation where the employees find theeseestricted by the
owner-manager’s attempts to monitor everything asdthey understand
their role in the organisation, they need auton@ng freedom from the
owner-manager’s watchful eye. Therefore, so asvtdadisenchantment

and, in order to motivate their employees, the awnanager must
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delegate authority and give their employees maspaesibility. This will
enable them to be more responsive and allow thentake initiative
without having to have everything checked by thenemmanager.
According to Burns and Dewhurst (1996) the ownenagger should be
monitoring margins, cashflow and break-even. Chilrahd Lewis (1983)
emphasise the importance of having sufficient dashfo allow the firm

to expand to an economically viable size.

Hutchinson and Ray (in Curran, Stanworth and Watki®86) warn that
failure to deal with the problems identified durinbis stage of the
organisational life cycle, business failure wilsuét due to ‘overtrading’.
Scott and Bruce (1987) recommend two solutions wveraming the
problems of this stage, namely, the firm has tdgrowth thus remaining

in the survival stage or promote growth.

4.2.2.2 Stage 2: Growth

This is also referred to as the high growth stagpid growth stage or
take-off stage of the organizational life cycle ellangth of time it takes to
go through this stage, as well as the magnitudshahge occurring during
this period, varies greatly (Timmons, 1994). Itsigggested by Timmons
(1994) that this is the most difficult challenger fohe founding
entrepreneur when they find it necessary to lebfypower and control
over key decisions that they have always made.rQtiadlenges may arise
like the ability of a firm to grow as rapidly astmarket opportunities.

A major change in entrepreneurial strategy is meguon the part of the

owner-manager during this stage of the OLC. Shdhé&l business be
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entering this stage and having survived the previstage, it clearly
indicates that the product has proved its viabiliipough gaining repeat
sales and by meeting the needs of a growing nuofosnsumers. During
this stage, if managed properly by the owner-mandge firm will face a
period of rapid growth in sales as the productiseated and adopted by a
growing number of consumers. The owner-manager musbnly manage
the increase in sales but also the resultant problef an increasingly

complex organisational structure.

It is during this stage that the owner-manager rtalst heed by keeping a
close eye on new entries into the market. Largenpsgitors are likely to
react to the entry of new firms into the market, Wy of product
modification or new product development which isrdical decision area
for the owner-manager. Burns and Dewhurst (198gpsst the adoption
of more control systems along with the recruitmaiinore skilled staff in
preparation for this increase in growth. The isstieontrol also emerges
as an important area according to Greiner (1972 dsect result of the
delegation of authority which was necessary inpife/ious stage. It is also
during this stage that the feeling of losing cohttmerges as a result of the
delegation of authority from the previous stageisTtulminates in an
attempt by the owner-manager to regain controlifere 1972).

With the firm growing and with the introduction obntrol systems, there
is a need to coordinate the systems more effegtivbich ought to result
in the efficient allocation of the firm's limitedesources. Burns and
Dewhurst (1989) and Churchill and Lewis (1983) sgjghat the owner-

manager must now manage the allocation of theduniesources as well
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as engage in strategic planning to cope with tipaesion and the resultant

drain on the firms cashflow.

The greatest need identified during this phasthaseed for the effective
delegation of authority (Kuratko and Hodgetts, 1,986rns and Dewhurst,
1989; Churchill and Lewis, 1983, Tyebjeeal, 1983) and not the mere
allocation of duties by the owner-manager. The fas grown sufficiently
in size so as to require ‘professional’ managena@k should the owner-
manager be lacking in the necessary managemels, skik could lead to
business failure. The choices offered by Burns Bedhurst (1989) are
either to sell the firm or installing suitably gii@d professional
management. This view is supported by Churchill badis (1983) who
refer to this as the “disengagement” option whé& business is firmly
established in the market by allowing control to reénquished by the
owner-manager in favour of professional managemaAnbther option
available to the owner-manager is the developmenttheir own
managerial skills and competencies necessary far #uccessful
management of the firm (Kuratko and Hodgetts, 198&rns and
Dewhurst, 1989; Churchill and Lewis, 1983, Tyelgeal, 1983).

The high growth experienced by the business wiingwally begin to slow
down due largely to the increase in the numberoofigetitors attracted to
the market. Tyebjeet al (1983) identified market saturation as the major
cause for the slowing down the growth which reqitee firm to pursue
other product positions in order to sustain thengino Dodge and Robbins
(1992) noted the narrowing gap between the actudipatential market as

an increasing proportion of the relevant custoragneents are catered for.
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McMahon (1998) identified the financial gap as alem that occurs very
often during this phase. The financial gap comprigethe finance related
problem such as the raising of capital and ing@lernment grants ceasing
as the firm is established while the firm is stdbarded as too small and
risky by financial institutions. According to Burf2001) and McMahon
(1998) the main sources of finance at this stagth@ésowner-manager,
suppliers and commercial financial institutions. @wmanagers at this
stage of the organisational life cycle find thagyttare unwilling or unable
to make the necessary personal and business changesv the business
further which results in the demise of the businasthe owner-manager
leaves to start another venture. McMahon (1998jebe$ that a major
stress factor faced by the owner-manager is thesilpbty of loss of
control resulting from the need for an infusioreqlity capital by selling a

portion of the business.

4.2.2.3 Stage 3: Maturity/Stability

This stage is also referred to as resource matstatye or stability stage of
the organizational life cycle. The key issue acowydo Timmons (1994)
for the firm is no longer survival, but rather opné steady profitable
growth. Hall (1995: 116) adds that it is duringstlstage that a firm will

have the advantages of size, financial resourcgsremagerial talent.

After the rapid growth and expansion of the busnaghe preceding stage
along with the increase in competition, this stagecharacterised by
stability (Churchill and Lewis, 1983). The role tfe owner-manager
changes during this stage and must re-directed finenthat focuses on

growth to ensuring that the company consolidatepasition in the market
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place and looks strategically to the future rathan complacently reaping

the fruits derived from past successes (Burns, 2001

Kuratko and Hodgetts (1995) suggest that this stagbe one that will
either propel the firm onward to a higher levepobfitability or condemn
it to decline and failure. This responsibility igghly dependent on the
actions of the owner-manager. It is believed thabvation is critical to
reduce the impact of failure during this stage @ko and Hodgetts,
1995).

One of the potential pitfalls identified by Grein@i972) is an increase in
“red tape’ due to abundance of control and cootdiga system
implemented during the earlier stages. Greiner Z1%®&lieves that their
proliferation exceeds their utility in that procedsl may take precedence
over problem solving and innovative behaviour ibakd. A solution to
this problem is to narrow the gap through collabora between the
owner-manager and lower levels of management whely have been
caused by the proliferation of red tape. Dodge Ralbins (1992) see the
need for innovative behaviour to be exhibited by thwner-manager as a

basis on which to build the future viability of thasiness.

While the life cycle concept provides valuable mfi@ation on how a firm
develops and evolves through the various stagedewélopment, it is

necessary to be aware of some of the limitatiormosad upon it.
Storey (1994) has cited four limitations. Firsthyhile implied by the

models, not all firms move sequentially throughsaiges due to business

failure. It is accepted that not all firms progressjuentially through all
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stages but not all models expect it to, either iaimpt or otherwise. Models
such as the Scott and Bruce model (in Burns, 20@digate that firm
failure may occur a number of times during the stachlso, the Eggers
and Leahy (1995) model depicts the firm moving farvand regressing,
omitting some stages entirely. Secondly, the firma@nagement style may
be more advanced than the firm’'s organisationalctire, which means
they are not moving in parallel as suggested byrbdels. Greiner (1972)
admits that this could potentially be a problemthe owner-manager
attempted to institute an inappropriate organisaitiostructure, for
example, an over-use of controls when the emphagght to be on
creativity. This problem is with the owner-manageore than with the
models themselves. The owner-manager might not exalise the stage
the firm is going through or even consciously thimkat they ought to be
doing. By using the organisational life cycle madels a guide, the

appropriate managerial style might emerge as disnlto the problem.

Thirdly, firms may reach one particular stage agmain at that stage. It is
difficult to see how this can be a limitation. Cbhitl and Lewis (1983)
offer numerous scenarios in which this situatiocuss. As long as the
owner-manager is happy to accept the stage theynateen the models
have served their purpose in guiding the owner-mearsa behaviour
through change to a stage where they are contergnt@in. While the
models could have been of more use should the emaeager wish to
continue through the stages, it should not be seea limitation of the
model. Finally, some models (Greiner, 1972; Chur@mnd Lewis, 1983;
Scott and Bruce (in Burns, 2001)) suggest transibetween stages is
caused by crises. Storey (1994) sees this as astadtand untestable

hypothesis. Rather than looking at the models aspcsing a number of
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distinct and discrete stages, each heralded andifidele by crises, it may
be possible to look on the models and their stagea simplification to
help an understanding of a process, which is esdlgntontinuous rather
than discrete.

The life cycle notion can be viewed as importantitasepresents the
exogenous determinant of the potential size of fttra. Thus, market
demand and industry structure characteristics & fitrm life cycle
approach determine the scope for understandingl $maainess growth.
This life cycle approach evaluates the small fironf a change in the role
of the owner-manager to the emergence of some fomamagement
structure where the owner-manager begins to deldfeir operating role
and then some management roles (Churchill and Lel®@83; Greiner,
1972). These structure adaptations are necessatigfa@ontinued growth
and success of the business. It could also be echphiat the development
of a managerial division of labour (structure) niieya consequence and an

instigator of successful growth.

O’Gorman and Cunningham (1997) cite figures frone tHK which
indicate four out of one hundred small business-sias will grow rapidly
and that ten years after start-up these fasteswiggofour firms will

account for half of the all employment in thosenirthat have survived.

4.2.2.4 Stage 4: Decline Stage

This stage is characterised by the slight declmeales over time. The
thrust during this stage is the management of memsadNieman, Hough

and Nieuwenhuizen (2003) this stage is not necéssaevitable but
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should rather serve as a warning against complgcencdhe part of the
owner-manager. The challenge during this stageéh®mowner-manager is
to either create an environment that is conduaiveréativity so that the
venture can be rejuvenated (Nieman, Hough and Neatiwizen, 2003) or

allow the venture to continue to slip into decline.

4.3 CHAPTER SUMMARY

The organisational life cycle models provide anghsinto the various
elements of growth as the firm moves through itgettgoment cycle in
terms of age and size. The small firm sector i®dogieneous in nature
resulting in the growth process being complex aftenodifficult for the
owner-manager to understand and manage and itn®st instances the
owner-manager who will determine and define groaial decide on the

process of growth in their enterprise.

This chapter presented the Churchill and Lewis rhadéts primary model
and then utilised the contributions of the Greimerdel, Scott and Bruce
model, and the Burns model to eventually presegeraeric model for the
purposes of simplifying discussion of the organaal life cycle of the

SME.

By integrating the various contributions and thenagement skills and
challenges faced by the owner-manager as they mhooagh the different
phases are illustrated, owner-managers will be ipoaition to better
prepare themselves for challenges as they moveghrthe organizational
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life cycle. The next chapter deals with the redeamethodology of this
study.
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CHAPTER FIVE

RESEARCH METHODOLOGY

5.1 INTRODUCTION

The purpose of the research was to gain insighthen management
processes of small businesses in South Africa pyoerg and describing
the internal factors that influence the entrepren€hbe chapter provides an
overview of the study’'s research methodology whigs within the

guantitative paradigm. The chapter discusses thy/'st research design —
the survey design, focusing on namely the dataecidn, data

management and data analysis procedures. The clegpieludes with a

discussion on the reliability and validity issues the study.

5.2 THE QUANTITATIVE RESEARCH PARADIGM

According to Guba and Lincoln (1994: 107), a recsegraradigm is a “set
of basic beliefs, which represents a worldview thefines ... the nature of
the world and the individual's place in it, and thenge of possible
relationships to that world” for an individual. Bhiworldview is
represented in the quantitative paradigm as an stigation of a
phenomenon by testing a theory that can be measwetrically and

analysed statistically (Creswell, 1994). To thiglethe issue of what is
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considered real or the truth can be measured olgéctusing, for
example, a questionnaire where the researcher memadependent of
what is being studied and the research proces®dsictive in nature
(Creswell, 1994). The quantitative paradigm wasreppate for this study
for two reasons. Firstly, the research instrumbat was being used in the
study has been developed and tested in a diffe@mext and secondly,
the issues in this particular research have beghest by other researchers
hence a substantial body of literature exists.

5.3 THE RESEARCH METHOD: SURVEY

Bless and Higson-Smith (1995) suggests that in wctintg explorative and
descriptive research, the survey design can be tasedllect information
from several units of analysis. Although some infation was known
about the management of small businesses, the stas\still exploratory
in that it was being conducted in a different caht@ghe South African
context) and more information was needed beforeldping a theoretical
framework (Sekaran, 2003). In addition, the studyswlescriptive in that
the study was conducted to determine and desctitgecharacteristics of
the variables of interest” in terms of small busmeananagement. The
researcher selected the survey design to condacsttidy as an existing
instrument was being used in the study although ittstrument was

modified to suit the South African context.
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5.4 DATA COLLECTION PROCEDURES

The following section discusses the data collecpoocedures and begins
with a description of the participants — the unitfs analysis. This is
followed by a discussion of the sampling stratethe data collection
methods, the research instrument, ethical condidesafor the study, and

finally, data management issues.

5.5 SAMPLING STRATEGY

Although the study was conducted within the quatitie paradigm and
hence probability sampling techniques would norynde used, non-
probability sampling techniques were used as theystvas relatively
small and the generalisation of results was notgib&. The researcher
selected two purposeful sampling strategies, namaiyerion and
convenience sampling. The researcher used comanigampling as it
had the advantages of saving time and money (Ctesi®98). This is
because only those manufacturing businesses thiathmecriteria were
included in the sample. The criteria included, basses had to be (a)
manufacturing concerns; (b) located in the EasBape; (c) between three
and seven years of existence; and (d) meet theitiefi of small business
as set out in the National Small Business Act 0®619The reason for
selecting firms that are between 3 to 7 years efiaghat these firms fall
into the growth phase of the organisational lifecleyas advocated by
Churchill and Lewis (Timmons, 1990). In additiometresearcher used

snowballing in an attempt to access other busisetsd met the criteria
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by asking owner-managers that the researcher hathated. However,
this sampling technique yielded no further busiesgs be included in the
study as businesses named businesses that weadyaireluded in the
study by the researcher.

The Registrar of Companies was initially approactmedrder to obtain a
list of registered businesses from which those dinvhich have been in
existence for longer than 3 years but less tharafsycan be ascertained.
This particular approach yielded nothing in termha gossible sample as
the telephone numbers of the businesses in thefdBaSape region had in
fact changed thus rendering the database obtanoed the Registrar of
Companies useless. In addition, it was expected tiod all of the
businesses fitting the criteria for inclusion i ttample would be formally
registered. It was thought that the list from thegRtrar of Companies
could have been used to cross-reference it witistaobtained from the
Chambers of Commerce in the various areas selegtbth the Eastern
Province indicating which small businesses in tleaamploy between 10
and 50 people. Because the Registrar of Compaligsproved to be
useless, the researcher pursued the option of agpry the various

Chambers of Commerce for access to their database.

Given the criteria for inclusion in the samplepé&came evident that not
many of the small businesses in the Eastern Capddwme part of the
research sample. For the requirements of this stadsample size of 30
was deemed sufficient. The Chambers of CommercBoairt Elizabeth,
King Williamstown, East London, Border-Kei regioQueenstown, and
the Umtata-Butterworth area all provided names @natact numbers for

firms fitting the criteria for inclusion as respamds.
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5.6 ACCESSING OWNER-MANAGERS: ETHICAL
CONSIDERATIONS

Hall (1995: 68) suggests that because of the natusenall businesses the
owner-manager of the business is best suited toe havthorough
knowledge of the business since they are involvethe growth of the
business from the early stages. For this reasanowWner-manager will
constitute the primary source of information. Thirbwner-managers
participated and represented a variety of manufacjuusinesses. Before
undertaking interviews with the owner-managers, tbsearcher gained
access to the individuals by telephoning them pekp and seeking
permission to interview them. The researcher ingdnthe potential
interviewees that their information had been olgdidfrom a database
provided to the researcher by their local Chamlb&ammerce. However,
it was stressed that the only information that baén provided by the
Chamber of Commerce was their contact details db agethe type of

industry that the business operated in.

To determine if the business was eligible for thienview, the researcher
asked the owner-managers firstly, the number ofsydaat the business
had been operating; secondly, if the business wasraifacturing concern;
and lastly, to confirm if the business employedusstn 10 and 50 people.
The age of the business was of importance as tidy stas only interested
in interviewing owner-managers whose businesses etween three and
seven years — the growth phase of a small busassding to Churchill

and Lewis (1983). The owner-managers were inforaisalit the nature of

the study and its purpose. On the interview dayeruiewees were
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informed before the interview took place that théimation provided

would be kept confidential and be used for acadgiposes.

5.7 DATA COLLECTION TECHNIQUES

The survey instrument that was used in the study mvadified from the
instrument developed by a panel of experts leaBrofessor Dylan Jones-
Evans of the University of Wales. The instrumenswaodified to suit the
South African context. When the instrument was t#e the intention
was for it to be used in a comparative study betwé&les, Morocco and
South Africa. The main modifications to the instemhwere in terms of
currency denominations, areas in the study andtiogniguestions that
focused on a specific region in Wales. At the twhevriting this report, no

known findings from the other two countries weraiable.

Permission to use the questionnaire was obtaired the developers of
the questionnaire prior to modification and adntmaison. The reliability
and validity of the questionnaire was not estaklislas it was not tested in
Wales. However, a panel of experts in Wales whoehatudied
management issues in small businesses designequtstionnaire. The
objective of the questionnaire was to identify bgsactice in the
management of small businesses in South Africa. SHotions that were
included in the questionnaire included (a) ownenagger information; (b)
business characteristics; (c) business strategy; rtdirketing; (e)
operations; (f) people management (human resour@sggement); and

(9) finance.
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Structured, face-to-face interviews were conductaesith the
owner/managers who constituted the primary datacsoior the research
as it was known from the beginning of the rese#inehinformation needed
(Sekaran, 2003). As this study was using an exgstjuestionnaire,
structured interviews were the most appropriateabse the questionnaire
would be presented to all participants in the sarag. In so doing, Bless
and Higson-Smith (1995: 10) argue that “the rolel amfluence of the
interviewer” is reduced thereby enabling “a morgeotive comparison of
the results.” The questionnaire was administeredhayresearcher in a
structured interview where owner-managers wheredskiestions and the

researcher filled in their responses.

The advantages of using a structured interviewaaagr where it would be
administered by the researcher in this case, ieduistly, the level of
incomplete questionnaires would be reduced becallsthe questions
would be asked and answered (Kumar, 1996). Secotiudy researcher
was able to clarify any queries concerning the toes (Kumar, 1996).
The owner-managers were interviewed for a relativaiort time with

interviews lasting between 30 — 45 minutes. HoweBézss and Higson-
Smith (1995) note some disadvantages of this meithaidating the high
costs and time spent in collecting the data, wimicturn may result in the
researcher selecting a small sample. Secondly, pilesence of the
interviewer may impede on the respondents abibtyanswer freely and
openly especially where sensitive information isquieed. Finally,

interviewer bias may be introduced when the re$earis explaining any

gueries that may arise during the interview.
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5.8 DATA DOCUMENTATION AND STORAGE

A spreadsheet was used to store the data collécwdthe questionnaires.
As descriptive statistics where being used, the afse spreadsheet was
appropriate. The information gathered from eaclstioenaire was entered
onto the spreadsheet after the interview and becthss questionnaires

were administered by the researcher, all the deldsfwere complete.

5.9 THE DATA ANALYSIS PROCEDURE

Descriptive statistics were used to analyse tha datl were appropriate
given the relatively small sample size. Crosstainia were done on some
of the variables in the study and these enabledetbearcher to explain the
meaning of the data better (Vos, Strydom, Fouché Ralport, 2002)
because of the associations between the data (0£49).

5.10 RELIABILITY AND VALIDITY OF THE
INSTRUMENT

Bless and Higson-Smith (1995) highlight that religbis “concerned with
the consistency of measures”, thus, the level ohattument’s reliability
is dependent on its ability to produce the sameesaden used repeatedly
(Babbie and Mouton, 1998). The questionnaire usedHe purposes of

this study was designed by a panel of expertseatUthversity of Wales.
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For the reliability of the questionnaire three aadts were used to review
the questions and categories listed in the origmastionnaire and to
administer the questionnaire to determine the lerajttime required to

complete the interview. The academics were alsoesigd to recommend

any alterations to the questionnaire for its us8anth Africa.

Validity on the other hand refers to whether antruraent actually
measures what it is supposed to measure, givenatmext in which it is
applied (Babbie and Mouton, 1998; Bless and HigSomth, 1995). The
guestionnaire used in this study was given to timdependent experts in
consultation with a statistician to evaluate itfilace and content validity as
well as for conceptual clarity and investigativasi

In terms of using the information gathered througé questionnaire, it
must be emphasised that no summative scores wedefaisinterpretation
purposes but rather the answers to individual itentise questionnaire.

According to Polit and Hungler (1997), a pre-tassa itrial run to determine
whether an instrument solicits the type of inforimatenvisioned by the
researcher. The three academics who initially eatetlithe instrument also
performed a pre-test on respondents who were notopahis study. No

major problems were experienced and the informataeived reconciled

with what it was intended to collect.

86



5.11 CHAPTER SUMMARY

The chapter outlined the research methodology geodke researcher
followed in the study. A discussion of the studgigvey research design
was presented and its adoption was justified. Teagearcher in an
interview to obtain the data administered a questdre. Descriptive
statistics where used to analyse the data giverstindy’s small sample.
Finally, issues of reliability and validity concéng data collection and

analysis for the study were discussed.
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CHAPTER 6

RESEARCH FINDINGS AND DISCUSSION

6.1 INTRODUCTION

The previous chapter explained the method of dalieation and alluded
to the issues pertaining to the actual processatd dollection. Once the
data was collected from the respondents and catkstriptive statistics
and crosstabulations were performed on the data ddta collection
instrument, as mentioned in the previous chaptas gesigned by a panel
of experts thus ensuring reliability of the instemh The statistical
analyses conducted illustrated the extent to wmemagement practice is
prevalent amongst the owner-managers of small besés. The results of
the statistical analyses are presented in thistehaphe implications of the
findings are discussed in light of the literatuexiewed in the first four

chapters of this research.

It must be emphasised that the context and cowfetite findings of this

study is focused on the micro environment (sed@eét3.3).
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6.2 THE DESCRIPTIVE AND FREQUENCY STATISTICS
OF THE RESEARCH FINDINGS

6.2.1 The Owner-manager

Graph 1: Ethnic Profile
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From graph 1, 73% of the respondents were White22% were Indian

with the remaining 4% comprised of Coloureds, Btaakd Asians.

Graph 2: Gender Profile
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Graph 2 illustrates the gender profile of the samph terms of gender
80% were male and 20% female.
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Graph 3: Highest Qualification
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Graph 3 illustrates the variety of qualificationsr@ss the sample. The
majority (73%) of the respondents had a post semgngdualification
(technical diploma or bachelors’ degree) while 2d%y had a high school
gualification. Hall (1995) suggested that the lewéleducation and the
attendance of management training courses is alsmportant aspect in
terms of small firm survival. All the respondentsvk working experience
either as ordinary employees (37%), or at the manaldevel (23%), or as
entrepreneurs (23%) while 17% have indicated treyetworked in other
capacities.

The average age of the owner-manager at start-tipeofenture was 37.6
years with the median at 38 years of age whichcatds the age to be
normally distributed. The youngest individual w&sy&ars of age and the
oldest at 59 years of age. Contrary to Bates’ figdi(in Hall, 1995) that

the optimum age for American entrepreneurs is betwtb to 55 years of
age, the finding of this exploratory study showttthee average age of the

South African entrepreneur in the Eastern Cape pdwticipated in this
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study, was approximately 38 years of age duringsthet-up phase of the

organizational life cycle.

The respondents regarded themselves mainly shilléte area of Finance
(40%), Marketing (53.3%) and Operations/Productitanagement (50%).
This study indicated that 33% of the respondentdengse of consultants
and in this case the consultants took the formcobantants. However, an
interesting finding is that although the main reesdor starting their
businesses were financial (20%), independence (20%) self
employment (20%) and given the fact that equitytisouted 66% of the
start-up capital, it is interesting to note thatyofi0% of the respondents
regarded themselves as skilled in the area of ¢@aResearch suggested
that one of the major reasons for SME failure idaek of financial
management acumen. Given Kuratko and Hodgetts j198ltef that the
greater amount of owner’s investment in their bessventure leads to a
higher chance of survival and Hall's (1995) podialathat the collection
of financial information in the managing of the mess could lead to the
continued survival, it is then interesting that tsuec small percentage of

respondents are skilled in financial management.

They regarded themselves particularly weak in teasof Strategy (80%)),
Human Resources Management (77%), General Managdi@@¥), and

Administration (77%). Of the seven areas listedhia questionnaire, on
average the respondents were skilled in threeenfélven areas though the
median indicated two of the seven areas as theatéahdency. It can be
seen that in terms of skills, the weaknesses iategfic management,
human resources management, general managemerddamdistration,

are manifested in the significant weakness in fomglnrmanagement. This
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study indicates that a severe weakness in thedrstiategy is cause for
concern and this is vindicated by the view of Jegsiand Beaver (in
Anderson, Cobbold and Lawrie, 2001) who suggedtat the root cause
for failure and poor performance is the lack of agement attention on

the part of the owner-manager to strategic issues.

In terms of problems when starting their businessg@% of the
respondents stated that access to finance wadkprdut only half of the
respondents listed it as a problem three years siftet-up. Megginasoet

al (2003), Kuratko and Hodgetts (1995) and Hall ()9B&ve cited the
lack of capital as one of the major reasons foirass failure. This study
indicates that after three years of business #gtithat the problem of

capital is not as severe as at start-up.

It is clear that as a business established itsdlie market place, so did its
initial problems subside. For example, initially%7of the respondents
indicated that sourcing suppliers was a problemthbrge years later this
figure reduced to 7%. Also, 37% of the respondented that accessing
customers was a problem, but three years on ond ligted it as a
problem. On the other hand, the problem of recrgistaff was listed by
13% of the respondents as a problem at start-upatied three years the
problem was worse with 27% of the respondentslisti as a problem. If
you take into account the fact that virtually @i7¢6) of the respondents
indicated that the existing labour legislation does assist the employer,
then one could assume that this might be the reti®orecruiting of staff

has worsened over a three year period.
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Considering that all the respondents in this studye placed in the growth
phase of the organizational life cycle, Timmons9)dsuggests that this is
the most difficult stage for the owner-manager ey thave to let go of
their power and control over key decisions thatythlevays made. This
study indicated that 93% of the respondents detelgatithority to their
subordinates though all the key decisions weré rs@de by the owner-
manager 77% of the time. A critical feature of thtage is the need for
effective delegation of authority and not the met®cation of duties
(Kuratko and Hodgetts, 1995; Burns and Dewhurs89i1<hurchill and
Lewis, 1983; Tyebjeet al, 1983) and this study indicated that 93% of the

respondents delegated authority.

According to Kuratko and Hodgetts (1995), Burns &mewhurst (1989),
Churchill and Lewis (1983), and Tyebjeteal (1983), an option available
to the owner-manager is the development of manalgeskills and
competencies and in this study 83% of the respdsdeare involved in

training and development.

6.2.2 Business Characteristics

The average age of the businesses was 5.73 yehteeamedian was 5.50
years which indicates the average age categorg toribrmally distributed
sample. The average age of these firms would itelithat they are
roughly in the middle of the growth phase of thgamizational life cycle.

In some instances the growth phase is dividedtimtoearly growth phase
and the rapid growth phase. Judging from the aeeceag of these firms
they would be exiting the early growth phase anéramg the rapid growth

phase.
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The average number of full-time employees at stprivas 20 individuals
which increased to 24 individuals three years aftart-up. The average
number of part-time employees at start-up was 4viddals which

increased to 5 individuals after three years. Tihding supports Bridge’s
(1998) definition on growth in terms of an increasethe number of

employees.

This study was conducted in the Eastern Cape arhdimgsnanufacturers
who met the criteria for selection to the sampleont this sample it is
evident that the businesses derived that bulk (6dPtheir turnover from
their local markets with 26% from the regional nerk9% from the

national market and 4% from international markets.
The vast majority (90%) of the respondents hadrarobing interest in the
business and hence the fact that owner-manageesregponsible for 90%

of the key decisions in purchasing.

Graph 4: Forms of Business

Summary of Business Forms

60 53

50
% 40 -
£ 30 27
3 17
5 20
o

10 A

0 3
O T T T T
Sole Close Partnership Pty Ltd Trust
Proprietor Corporation
Types

94



From graph 4, the most popular business forms efréspondents were
Close Corporation (53%), Private Company (27%)eStbprietor (17%),
and Trusts (3%).

6.2.3 Business Strategy

Of the respondents, 63% indicated they had a dlkeomt business plan
which was in the form of an annual budget (42%3$hcaudget (5%), pro-
forma statements (21%), other (32%). Meggingoal (2003) believes that
the owner-managers’ ability to plan is imperative future growth and
survival of the business venture. The fact that tbgpondents (67%)
indicated that they do evaluate variances fromrthedgets and they do
this monthly (85%) while others (15%) do it qualtenlso provides
evidence of their ability to plan.

Approximately half (57%) of the respondents haviva year plan with

27% of the respondents focusing on high growthamather 30% focusing
on aggressive growth. This study indicated that 2fthe respondents
revise their plans annually or semi-annually desfiie fact that 77% of
them conduct SWOT analysis. This implies that tlaeg not making

accurate assessments of their environment angposied by the fact that
80% of them regarded themselves weak in the arstaiegy.

The overwhelming majority (90%) of the responddrdse vision/mission
for their businesses but their ability to transl#teir vision into their
planning is lacking given that 27% change theigléerm plans within the
first year. A positive finding is that 57% of thespondents do have a five
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year plan which is indicative of their ability tdap and their ambition to

pursue growth objectives.

6.2.4 Marketing

The majority (67%) of the respondents describedddgree of competition
in their market place as being high, while a fe@%) described it as
moderate and 20% described it as limited. Accordingall (1995) failure
to pay attention to the market structure in terinthe level of competition
is often ignored and may lead to business failDespite the fact that the
respondents regarded themselves as weak in theohstetegy, 77% of
the respondents conducted SWOT analysis which @apliey are aware of

the industry conditions.

The majority (63%) of the respondents relied on keytomers with

varying degrees of dependency, namely, 40% vergrm#gnt on the key
customers, 20% moderately dependent and 40% nantelt all on key

customers. Greiner (1972) suggests that firms vallacquiring customers
during the idea stage of the organizational lifeleynodel and the fact that
63% of the respondents are reliant on key customnelisates they have
acquired customers and have moved into a diffeqgmise of the

organizational life cycle.

Even though there is an appreciable number (63%gsgdondents reliant
on key customers only 27% of them have a formatesysor evaluating
customer satisfaction notwithstanding that 90%hefrespondents offering
after sales service. Should there be reason to deatl customer
complaints, 87% of the respondents will do so byinmathe customer a

personal visit.
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All the respondents make use of some form of pranawith the bulk of
the effort going to leaflet drops (30%), trade sko(20%), in-store

promotions (17%), and word of mouth (13%).

The overwhelming majority (90%) of the respondehts/e a clearly
thought out marketing plan with 52% focusing onirtb@rget market, 15%
focusing on niche products, 15% focusing on sonmen fof competitive
advantage they have, 11% focusing on growth, andotising on other

efforts.

Burns and Dewhurst (1996) and Churchill and Lewi883) suggest that
during the growth phase the owner-manager willdmuired to engage in
strategic planning to cope with the expansion axlltant drain on the
finances of the business. In this study, 80% of tbspondents had a
strategy for developing new business even though 8Dthe respondents
regarded themselves as particularly weak in the efstrategy.

6.2.5 Operations

Only 57% of the respondents have a quality corgystem in place with
37% of the respondents having a recognised queditirol system, like
SABS or ISO, in place. The findings of this studyw that 70% of the
respondents indicated that price and quality wheret main sources of
competitive advantage. Fifty seven percent of thspondents have a
quality control system in place and this has besowce of competitive

advantage for the firms.
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Firms in the growth phase will also have a humidecamtrol systems in
place (Burns and Dewhurst, 1996). The findings fribis study indicate
that 57% of the firms have systems in place toyeaatheir production
performance which is consistent with Burns and D&wsh (1996). The
findings also indicate that these production penfomce systems provide
the owner-manager with feedback taking place oaily thasis in 47% of
the respondents while 24% receive feedback on &lwdmsis. Of the
respondents, 29% receive feedback at other inerdatermined by the

firms’ owner-managers.

Quiality of the product (83%), continuity of supl§3%), and pressure to
reduce costs (57%) were the main determinants@telof suppliers.

With respect to Information Technology systems faised, 100% of the
respondents made use of some form of communicdgeice, 97% made
use of computers and 97% made use of some or otimgputer software
packages. The overwhelming majority (93%) of thepoadents indicated
that the use of Information Technology systems &fifeg their role as
managers. Considering the need for accurate finhmntiormation, Hall
(1995) suggested that the use of Information Telcgyowill improve the
efficiency in terms of the gathering and processihgiformation and this

study indicated that 93% of the respondents makefisuch systems.

6.2.6 People Management

The respondents (93%) indicated that they delegatefority to their
managers even though 93% of the respondents iedithat the important

decisions are made by the owner-manager.
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A large majority (73%) of the respondents identifibat lack of financial
expertise as being a major constraint on the dpwaetmt of the business.
Of the respondents (83%) indicated that they erfjdgetraining and

development.

Respondents communicate with staff using staff mgetas their main
medium (80%) of imparting information to. In additi 70% of the
respondents have a formal procedure for dealing amployee issues or
problems. Only 33% of the respondents had a urednisorkforce and
only 3% of the respondents believed that existaigplr legislation assists

employers.

Staff (63%) work across different tasks meaningehe a fair amount of
job rotation and that staff are skilled in a numbédifferent areas. The
respondents (63%) indicated they had a formal stpffraisal system in
place and that 47% staff appraisals take placenoonagoing basis; 26%
take place annually; 21% take place semi annualtyie 5% taking place

whenever the need arises.
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6.2.7 Finance

Graph 5: Sources of Funding
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From graph 5, equity financing comprised 66% of bhusiness finance,
short term debt accounts for 28% and long term @bt Given these
figures one could surmise that a considerable ntgjof the finance for

the business comes by way of owners’ equity. Howe8&% of the

respondents indicated that the availability of fice was a constraint on
the business which is typical of firms in the grbwphase of the
organizational life cycle (McMahon, 1998). Only 43%b6the respondents
indicated that the availability of finance was rtconstraint on the

business.

The overwhelming majority of respondents (80%) datitd that the
owner-manager was responsible for the financetebusiness and 73%
of the respondents make use of computer softwarkagas to assist them
in their businesses. The most widely used (55%)wsoé package

amongst the respondents is Pastel Accounting.
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In terms of reporting of the financials, 77% of thespondents have
monthly financial reports. The remaining 23% haveirt financial reports
prepared on a weekly basis. The majority of respatsl(77%) indicated
that they required full financials to be reporteliler 13% required a trial

balance, and 6.7% required an income and expeadigort.

Only 60% of the respondents constructed a budgethi® business. Of
these 50% constructed a production budget, 6% anahiudget, and 44%

had drawn up budgets for a wide variety of uses.

When asked how they measured the success of aebasBi’% supported
the view of looking at profits, 13% supported thew of looking at

growth, and 20% supported the view of looking att¢hsh balance.

Of the respondents, 60% indicated they calculatéck® on a cost plus
basis, 33% by looking at competitive pricing, afd dsing other methods

to calculate prices.

The majority (70%) of the respondents offered dreddirms to their
customers and 80% of the respondents used a feyasdm for invoicing.
The majority (86%) of the respondents offered dregtims of 30 days. Of
the respondents with a debt collection policy, 7té&a a 30 day policy
though 43% of respondents indicated that debtqrisaily took 30 days to
settle their outstanding debt despite 70% of thgpordents having a
monitoring system in place to monitor the paymeetfgrmance of the
debtors. Typically, respondents (86%) would telemhdebtors regarding
their outstanding payments. This could put a faioant of pressure on the

cash flow of the business as suggested by Hall5)199
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6.3 THE CROSSTABULATIONS

Crosstabulations are used to summarise data inyatkat reveals the

relationship between two variables (Sweeny, Wilkamnd Anderson,

2006).
Table 6.1:
Problems with access to finance 3 years after start-up?
Problems Yes No TOTAL
with Yes 10 56% | 8 44% 18 100.0%
access to No 0 0% |12 100% 12 100.0%
finance
at Stf;rt- TOTAL 10 33% | 20 67% 30 100.0%
up”

Table 6.1 indicates the difficulty owner-managetgegienced when trying

to access finance and compares it to their sitoatioee years later.

According to Table 6.1, eighteen

respondents éaxpeed difficulty

accessing finance at start-up but only ten respasdeave indicated that it

remains a problem three years later. There is éhagrginal drop-off of

owner-managers having difficulty accessing finance.

From Table 6.1, the twelve respondents who didexperience difficulty

accessing finance at start-up still do not have prgblems accessing

finance three years later.

Table 6.2:
Problems with access to suppliers 3 years after start-up?
Problems Yes No TOTAL
with Yes 1 20% 4 80% 5 100.0%
access to No 1 4% 24 96% 25 100.0%
suppliers
at Stfjl)rt- TOTAL 2 7% 28 93% 30 100.0%
up”?
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Table 6.2 illustrates that owner-managers have wétlie, if any,

difficulties in sourcing suppliers at start-up aheé situation was the same

three years after start-up.

Table 6.3:
Problems with access to customer 3 years after start-up?
Problems Yes No TOTAL
with Yes 3 27% 8 73% 11 100.0%
access to No 2 10% | 17 90% 19 100.0%
customers
at Stc’gl)rt- TOTAL 5 17% 25 83% 30 100.0%
up’

Table 6.3 illustrates that of the eleven resporglevito had problems at

start-up, that three respondents (27%) still haveblpms accessing

customers three years later. This also suggests dhahe nineteen

respondents who did not have any problems accesastgmer at start-up,

that only two respondents (10%) have experiencedesdifficulty three

years later. This trend of having fewer difficudtiaccessing customer three

years later is indicative of the market acceptimg product offering of a

firm. This is a marketing issue and as long asttéed is such that more

customers are being accessed, that the owner-nrarsagearketing the

business appropriately.

Table 6.4:
Problems recruiting staff 3 years after start-up?
Problems Yes No TOTAL
recruiting Yes 3 75% 1 25% 4 100.0%
staff ato No 5 19% | 21 81% 26 100.0%
start-up? oo 8 27% | 22 73% 30 100.0%

Table 6.4 indicates that of the four business k@t difficulty recruiting
staff at start-up, that three of them (75%) of théwwe difficulties

recruiting staff three years later. Could this mehat there aren’'t any
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people available? Or does the firm not have theessary finances to

afford staff? Twenty six businesses indicated ttelynot have problems

recruiting staff at start-up and three years |&ter of the businesses have

experienced difficulty recruiting staff. Could thize because the great

majority (97%) of the respondents believe that #wasting labour

legislation does not assist them as employers?

Table 6.5:

What are your growth ambitions per annum?
Do a b C d e TOTAL
you Yes |1 | 6% | 0| 0% |4 |24% |4 | 24% | 8 | 46% 17 | 100.0%
h;“ée No |7 [54% |1[8%|0| 0% [4]31% 1] 8% 13 | 100.0%
year
plan? | TOTAL [ 8 |27% |1 |3% | 4 | 13% | 8 | 27% | 9 | 30% 30 | 100.0%
a= 0-3%(notolowgrowth) b= 3.5% (slowgrowth) c¢= 5.1-10% (medium growth
d =10.1 - 25% (high growth) e = 25.1%ggressive growth)

Table 6.5 illustrates that businesses with a fiearyplan have growth

ambitions ranging from a lowly 3% to over 25% arhuarable 6.5 also

highlights that thirteen of the businesses whormditthave a five year plan

at start-up still lack ambitious growth three yelater with 54% having a

no to low growth ambition (0 to 3% growth). If otakes into account that

90% of the respondents indicated they had a visimsion for the

business, this is not translated into ambitiousmynoprojections. It must
also be added that 67% of the respondents indidhig operated in a

highly competitive market place. This could posgibkplain the lack of

vigorous growth ambitions of the businesses.
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Table 6.6:

How often to you revise your five year plan?
Do a b C d TOTAL
you Yes | 6| 35% 0] 0.0% | 3| 18% | 8 | 47% 17 100.0%
h:‘ée No| 1| 8% |1| 8% |1| 8% | 10| 76% | 13 | 100.0%
pylgﬁg TOTAL |7 23% |1| 3% |4 | 13% | 18 | 61% 30 100.0%

a=annually b=semi-annually c = never = at other intervals

The findings of this study highlighted that 67%tloé respondents operated

in a highly competitive market. Keeping this in wohirtable 6.6 illustrates

that of the seventeen respondents that had a &aeplan, six respondents

(35%) revised their plan annually; three (18%) menewised their plan;

eight respondents (47%) revised their five yean @tother interval. The

fact that the respondents change their five yeanght least once a year

could be linked to their highly competitive marketwhich they compete.

This also implies that the owner-managers are refipg to the changing

circumstances of their external environment andtipogng their firms

accordingly. Thirteen of the thirty respondents dit have a five year

plan. This is alarming in that the owner-manageesret focused on the

future which would imply they are not prepareddoowth.

Table 6.7:
Is the availability of finance a constraint on the business?

Do you Yes No TOTAL

h.a\./e a Yes 12 44% 15 56% 27 100.0%
vision/ No| 1 3% | 2 67% 3 | 100.0%
mission

fOf_f YO;” TOTAL 13 43% 17 57% 30 100.0%

irm?

From table 6.7, of the twenty seven businesseshtidita vision/mission at

start-up, only twelve businesses experienced thdadoility of finance as a

constraint on their businesses three years latértve remaining 56% not

experiencing financial problems. If this is the esalboking at table 6.4,
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then one can postulate that if businesses do na fii@ancial constraints

three years after start-up, that availability affsts then the problem.

Table 6.8:
Degree of competition in the market place?
Do you rely a b c TOTAL
on key Yes | 10 | 53% | 3 16% 6 | 31% 19 100.0%
customers? No| 10 [91% | 1| 9% 0 | 0% 11 | 100.0%
TOTAL | 20 | 67% | 4 13% 6 | 20% 30 100.0%

a=high b=moderate c = limited

Table 6.8 indicates that of the nineteen respomsdémat rely on key
customers, ten respondents (53%) operate in a yhigimpetitive
environment, three respondents (16%) operated inmaderately
competitive environment while six respondents (318fperated in an

environment with limited competition.

Table 6.9:

How dependent are you on your key customers?

Do you rely a b C TOTAL

on key Yes | 12 | 63% | 5| 26% | 2 |11%| 19 | 100.0%
customers? No| O | 0% |1| 9% | 10 |91% | 11 | 100.0%
TOTAL | 12 | 40% | 6 | 20% | 12 | 40% | 30 | 100.0%

a = very dependent b = moderately dependent nat at all

From table 6.9, nineteen of the businesses thabrekey customers, only
twelve respondents (63%) are very dependent on ckesfomers; five

respondents (26%) are moderately dependent on l&tpraer while the

remaining two respondents (11%) are not at alanélon key customers. It
becomes critical for the owner-managers to lookeratheir customers
especially if they are very dependent on theseoouwsts. Customer
relationship marketing issues come into play andewnanagers need to

understand how important it is to be looking aftesir key customers.
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Table 6.10:

Do you have a formal system for evaluating
customer satisfaction?
Do you rely Yes No TOTAL
on key Yes 6 32% | 13 68% 19 | 100.0%
customers? NO 2 18% 9 82% 11 100.0%
TOTAL 8 27% 22 73% 30 100.0%

This study indicated that 67% of the respondentsraip in a highly
competitive market place and 63% of them are vesgeddent on key
customers, then how do they ensure that these k&proers remain loyal
to their businesses? Table 6.10 reveals that ohitheteen businesses that
are reliant on key customers that only 32% haverandl system for
evaluating customer satisfaction. This must be edas concern that
owner-managers do not have formal systems for atialy the level of
customer satisfaction considering that of the eldwesinesses that are not
reliant on key customers, that two (18%) of themeha formal system for
evaluating customer satisfaction. If eleven of tbgpondents that are not
reliant on key customers then why do they have randb system for
evaluating customer satisfaction? Is it the needotik after all your
customers whether reliant on their patronage d? not

Table 6.11:
Do you offer customers after sales service?
Do you rely Yes No TOTAL
on key Yes | 17 89% | 2 11% 19 | 100.0%
customers? No| 10 [ 91% | 1 9% 11 |100.0%
TOTAL 27 90% 3 10% 30 100.0%

From table 6.11, of the nineteen businesses relentkey customer,
seventeen respondents (89%) offer their customer afles service. Of
the eleven respondents who are not reliant of kagtotners, ten
respondents (91%) offer their customer after saksice. It is evident
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from this table that whether you rely on key custosnor not, it is vitally
important to offer your customers after sales serviOffering your
customers after sales service is a step in thectaire of developing a

customer relationship marketing plan.

Table 6.12:
Handling of customer complaints by?
Do you rely a b TOTAL
on key Yes | 17 90% |2 10% 19 | 100.0%
customers? NO 9 82% |2 18% 11 | 100.0%
TOTAL 26 87% | 4 13% 30 100.0%

a = personal visit by owner-manager b = salegpevisiting customer

Table 6.12 provides interesting figures indicatithgat of the nineteen
businesses reliant on key customers, that sevemssondents (90%)
handle customer complaints by paying the affectestatner a personal
visit by the owner-manager. This particular talllestrates that twenty six
owner-managers (87%) do indeed care for their custs by paying them
a personal visit when complaints do arise. Thiyas another positive
effort on the part of the owner-manager to develaustomer relationship

marketing effort.

Table 6.13:
Do you have a formal system for managing repeat
sales process?
Do you rely Yes No TOTAL
on key Yes | 10 53% | 9 47% 19 | 100.0%
customers? No | 10 91% | 1 9% 11 | 100.0%
TOTAL 20 67% 10 33% 30 100.0%

Table 6.13 illustrates that of the nineteen busiessreliant on key
customers, that ten (53%) of them have a formatesysfor managing
repeat sales. Of the eleven businesses not relakéy customers, 91% of

them have a formal system for managing repeat.s@esrall, twenty of
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the thirty respondents (67%) had a formal systemnfi@naging repeat

sales.
Table 6.14:
Main competitive advantage is Price/Quality
Do you rely Yes No TOTAL
on key Yes | 11 58% | 8 42% 19 | 100.0%
customers? No| 10 | 91% | 1 9% 11 | 100.0%
TOTAL 21 70% 9 30% 30 100.0%

Table 6.14 shows that of the nineteen businessesitren key customer
that 57.9% indicated that their main competitivevaadage was their
pricing and the quality of their product. Of theexen respondents not
reliant on key customers, 90.9% derived their cditipe advantage from
their pricing structure and the quality of theioguct. Overall, 70% of the
respondents indicated that price/quality providdueirt firms with

competitive advantage.

Table 6.15:
Main competitive advantage is Speed to market
Do you rely Yes No TOTAL
on key Yes 3 16% | 16 84% 19 100.0%
customers? No| 1 9% | 10 91% 11 | 100.0%
TOTAL 4 13% 26 87% 30 100.0%

Table 6.15 indicates that of the nineteen busirsasd@nt on key customer
that only three respondents (16%) indicated thaeddo market provided
them with a competitive advantage. Of the respotsdeat reliant on key

customers a mere 9% of them indicated that spesthtket provided them

with a competitive advantage. So overall, 13% efréspondents indicated
that speed to market provided them with competgigheantage.
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Table 6.16:

Main competitive advantage is Technology
Do you rely Yes No TOTAL
on key Yes 8 42% | 11 58% 19 | 100.0%
customers? No | 1 9% |10 91% 11 | 100.0%
TOTAL 9 30% | 21 70% 30 100.0%

Table 6.16 shows that of the nineteen businessesitren key customer
that eight respondents (42%) indicated that tedygyprovided them with
competitive advantage and that only one respon(8) not reliant on
key customers indicated that technology providezirttwith competitive
advantage. Overall, technology provided 30% of tbspondents with

competitive advantage.

Table 6.17:
Main competitive advantage is Other (Service)
Do you rely Yes No TOTAL
on key Yes | 10 53% | 9 47% 19 | 100.0%
customers? No| 8 73% | 3 27% 11 | 100.0%
TOTAL 18 60% 12 40% 30 100.0%

Table 6.17 illustrates that of the nineteen busiessreliant on key
customer, ten respondents (53%) indicated thatcgeprovided them with
competitive advantage. Of the eleven respondentsrel@ant on key
customers, eight respondents (73%) indicated thiatice provides them
with competitive advantage. Overall, service actedrfor 60% of the

respondents’ competitive advantage.

From tables 6.14, 6.15, 6.16 and 6.17, it is cldwt, in order of
importance, price/quality (70%), service (60%),hhealogy (30%), and
speed to market (13%) are the sources of competdtwantage for the

respondents. It is also clear that service is goiant element to have in
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a highly competitive market and the owner-managémsn this study,

have indicated this as a source of competitive raizhege.

Table 6.18:
Who makes all the important decisions for the company?
Do you a b c TOTAL
delegate Yes | 21 | 75% |5 | 18% |2 | 7% 28 100.0%
certain No| 2 | 100% | 0| 0% | 0| 0% 2 100.0%
authority
to TOTAL | 23 7% 5] 16% | 2 | 7% 30 100.0%
managers?

a = owner-manager b = manager c = other

Table 6.18 shows that of the twenty eight respotsdevho delegate

authority to managers, that twenty one respond@s) indicated that all

the important decisions for the company are madthéywner-managers.

Of those respondents who do not delegate authtoitynanagers, all

(100%) important decisions are made by the ownerager. Taking both

groupings into account, 77% of all important deamsi in the business are

made by the owner-manager.

Table 6.19:
Do you engage in training and development?
In which Yes No TOTAL
functional 0 2 50% | 2 50% 4 100%
areas of Finance | 20 | 91% | 2 9% 22 | 100%
management Marketing | 1 | 50% | 1 |  50% 2 | 100%
expertise a Production 0 0% 0 0% 0 0%
constraint of Strategy | O 0% | O 0% 0 0%
development | Human Resources 2 100% | O 0% 2 100%
of the firm? | TOTAL 25 83% 5 17% 30 100%

From table 6.19 it is clear that finance, marketargl human resources

management are the three functional areas of maragethat places the

greatest constraint on the development of the lsses even though 83%

of the respondents indicated they engaged in tgimind development.
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One could only surmise that the training and degwaient will more than

likely be related to the technical side of the hass more so than the

management of the business.

Table 6.20:
Does the existing labour legislation assist you as an
employer?

Do you Yes No TOTAL
have a Yes 1 5% | 20 95% 21 100.0%
formal No| O 0% |9 100% 9 [ 100.0%
system

for
dealing

with TOTAL 1 3% 29 97% 30 100.0%

employee

issues?

From table 6.20, twenty one of the respondents dmb a formal system

for dealing with employee issues, only one respoh{&) suggested that

the existing labour legislation assists them asleyaps. All the businesses

not having a formal system for dealing with emplyssues indicated that

the existing labour legislation does not assisttlas employers. Overall, a

mere 3% of the respondents indicated that theiegisabour legislation

assists them as employers while an overwhelmingnmiyaj(97%) of the

respondents indicated the contrary.

Table 6.21:
Do you draw up a budget for the business?

Is the Yes No TOTAL
availability Yes 8 62% 5 38% 13 100.0%
of f w;ance No| 10 59% 7 41% 17 100.0%
constraint

on the TOTAL | 18 60% | 12 40% 30 100.0%
business?
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From table 6.21 it is evident that of the thirtéierns where the availability
of finance is a constraint on the business, thghteiespondents (62%)
prepared a budget for the business. Of the sevefitegs who do not face
the finance constraint, that ten respondents (58Rthem also prepared a
budget for the business. Overall, 60% of the redpots prepare budgets.
From the figures in table 6.21 it is evident thhe tmajority of the
businesses engage in financial planning. Finamegalagement is a crucial
aspect of survival and the fact that 60% of thgpooesents engage in

budgeting is a positive outcome.

Table 6.22:
Do you offer credit terms?

Is the Yes No TOTAL
availability Yes 10 77% 3 23% 13 100.0%
of flrgance No 11 65% 6 35% 17 100.0%
constraint

on the TOTAL 21 70% 9 30% 30 100.0%
business?

In terms of cash flow, from table 6.22, where aaility of finance is a

constraint on the business for 13 respondentsegpondents (77%) offer
credit terms while eleven (65%) of the seventeepaadents firms not
facing the financial dilemma, offer credit termsvasll. Overall, 70% of

the businesses offer credit terms and this couldnially give rise to cash
flow problems where availability of finance is sessa constraint on the
business. Added to this, 70% of the businesses jasiag and quality as
their competitive advantage and that 67% (tableBp@mpete in a highly
competitive market place. This could further add tiheir cash flow

problems notwithstanding their reliance on key comrs for 63% of the

businesses.
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Table 6.23:

What are the actual terms that debtors typically take?
Is the a b c d TOTAL
availability Yes | 3] 30% [4| 40% | 1| 10% |2 | 20% 10 | 100.0%
of f'naance No|6[55% [3] 27% [ 1] 9% |1] 9% 11 | 100.0%
constraint
onthe |TOTAL |9 |43% |7 | 33% |2 |10% |3 | 14% | 21 | 100.0%
business?

a=30days b=45days c=55days cerot

From table 6.23, of the ten businesses facing @isdproblems, only three
respondents (30%) typically have their debtors wéthin 30 days with
seven respondents (70%) indicating that others gakghing from 45 or
more days to settle their debt. This is a furtresison why businesses
might have the availability of finance as a majongtraint on the business.
Cash flow is key in any business. It is vitally ion@ant for owner-
managers to ensure that debtors settle their atcauthin a timeframe
which provides the respondents with the necessasgttle their creditors.

Table 6.24:
Do you monitor payment performance of your debtors?

Is the Yes No TOTAL
availability Yes 10 77% 3 23% 13 100.0%
of f”;ance No| 11 65% | 6 35% 17 100.0%
constraint

on the TOTAL 21 70% 9 30% 30 100.0%
business?

Table 6.24 suggests that of the thirteen resposdémdicating the
availability of finance as a constraint on the hess, that ten respondents
(77%) do monitor the payment performance of theibtdrs. Even the
seventeen firms who do not have the availabilityirtdnce as a constraint
on the business, that eleven (65%) of them stilhitoo the payment
performance of their debtors. Overall, 70% of regf@mts monitor the

payment performance of their debtors.

114



Table 6.25:

How do you monitor payment performance of your debtors?

Is the a b c D e TOTAL
availability Yes | 8 [80% [0 | 0% [0|0% | 1|10% |1|10% | 10 | 100.0%
Off'”aance No | 10 | 91% | 0| 0% | 1] 9% | 0| 0% | 0| 0% | 11 | 100.0%
constraint
onthe |TOTAL |18 |85% |0 |0% |1|5% |1 | 5% |1| 5% 21 | 100.0%
business?

a=phone b = personal visit c = letters altomatic e = other

Table 6.26 illustrates that the ten firms wheredhailability of finance is
a constraint on the business, that eight respoad@&%) indicated that
they contacted their debtors by telephone as a snefaimforming them of
their poor payment performance. Ten (91%) of tlewest firms not faced
with the financial constraint also contact debtbss telephone where

payment performance is poor.

6.4 CHAPTER SUMMARY

This chapter focused on the actual findings ofgtuely and presented the
extent to which owner-managers engaged in managebest practice.
The statistical nature of the findings alludedhe management practice of
the owner-managers. There is sufficient evidencebebeve that the
respondents of this study were engaged in managdeesih practice but
here is also evidence that are lacking in otherasareshich might

compromise their businesses.

Based on the finding of this study, the recommeandatwill be presented
in the next chapter.
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CHAPTER 7

CONCLUSIONS AND RECOMMENDATIONS

7.1 INTRODUCTION

If we have linked entrepreneurship and the smadiriss sector then by
definition entrepreneurship is concerned with Idegn sustainability and
growth. And if we link the existence of the busimds the organizational
life cycle then we need to look at the various esagf the organizational
life cycle. If we accept that there are differehitenges and management
activities during the various stages of the orgatmnal life cycle then it
stands to reason that the entrepreneur must be raadee of these

challenges.

By firstly focusing on the external environment \Wweghlight potential
barriers to growth. Managers and owners need totifgiethese and read
the signs and learn to manage the effects of tbekshfrom the external

environment.

Next we move onto the internal environment anddrpighlight the areas
in which more attention must be placed for sucaesise marketplace. We
look at the various factors as presented by H&DB%). This also sets up
the framework to be used for the ‘developmenthaf tuestionnaire.
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We touch on the characteristics of the owner-manage/ these might
impact on the firm. This area is treated in a sfigial manner due to the
vast nature and material that ought to be covdtad.not the aim of this

study to focus in-depth on the characteristichefantrepreneur.

7.2 CONCLUSION OF THIS STUDY

The findings of this research suggests that thdéEsSvho have managed
to successfully reach the growth phase of the azgtanal life cycle, that
they have indeed overcome the significant obstaplesed during the
introductory phase where the mortality rate is sigantly high in South

Africa as well as other parts of the world.

The overriding reason for failure is the lack of magement skills to
manage the businesses. The business environmentaitributes to the
success or failure of the SMEs but this study fedusn the factors

controlled by the owner-manager, that is, the mamamt skills.

Policy makers the world over have indicated theificgance of the small
to medium sized enterprise and the contributiory theake to the well
being of a country. It is the policy makers who malso play a role in
contributing to the success of the SME sector byinmu policies in place
that will enable SMEs to thrive. They also neegtovide the necessary
support entities to assist start-ups in gettingugh the first three years of

their existence since these are the critical ylmriiture success.
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Research has provided models and frameworks tdigigtthe potential

threats to the continued existence of SMEs. Patiekers and the owner-
managers need to take notice of these models amdeworks and
implement its findings and in so doing contributettie reduction in the
mortality rate of SMEs during their first three ygaf existence. Policy
makers in government need to consider some of thedebsome

government regulations affecting SMEs and neectonsider it policies
regarding SMEs. Policy makers are in an ideal morsito create an

environment conducive for SMEs.

This study has managed to capture the extent okgenent practice of
owner-managers who have successfully reached thatlyrphase of the
organizational life cycle. Research has also indatdhat the age of the

firms has a significant role to play in its contulexistence.

7.3 RECOMMENDATIONS

The recommendations presented address the finabfathre study, which
was to establish the factors consistent in the esgcof SMEs who have
reached the growth phase of the organizationalclide and to highlight
these factors for SMEs to heed at the introductphase of the

organizational life cycle.
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7.3 .1 Recommendations to the owner-managers of SME

* That owner-managers attend management developroandes to
enhance their knowledge and skills in terms of rgama their

businesses.

» That owner-managers understand models such ashilrelt@ll and
Lewis model in terms of the management challengeisg each of

the phases.

* That owner-managers understand the significancefinaincial
management. That this function is not outsourcednt@ccountant
where the owner-manager is over-reliant on the wtamt’'s role.
Financial acumen is vital to the continued exiséeotthe business
and owner-managers need to address this. Cash dkow be
hampered if credit terms are offered to customen db not settle

their debts within the specified period.

* That owner-managers understand the significancenafketing
management. The reliance on key customers requiveser-
managers to develop strong customers relationshipalso that
they continually assess the state of their relatign by regularly

conducting formal customer satisfaction surveys.

 That owner-managers understand the significancestadtegic
management, human resources management, generagenaent
and administration of the business. They need aotigh
understanding of these areas to make a positivadmen their
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businesses. It is during the growth phase of thigrcycle that
businesses need to focus seriously on strategimipig. Owner-
managers must acquire the necessary skills to corgttategic
planning.

That owner-managers delegate authority togethdr thé authority
to make important decisions as this is a typicgunement during
the growth phase. Owner-managers must be awarkiobefore
reaching the growth so that someone in the busimass be
groomed and prepared for such responsibility.

That owner-managers take a long term view of theginesses and

establish a three to five year growth plan.

During the growth phase of the of the organizatidifa cycle
control systems play a major role in the firm am¢her-managers
need to adopt an early focus on quality. In adgpsach a system,
owner-manager must consider becoming accrediteniginr SABS
or ISO.

Owner-managers must contribute equity to the bssias research

has shown that where this is the case, firms parfouch better.

Owner-managers must develop plans for growth budne
address the issue of their financial managemeityabi
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7.3.2 Recommendations to policy makers and others

» Access to finance is a problem. Government agencesl to
address this problem together with the financiastiintions.
Growth generally requires resources and owner-n&sageed to

have access to these resources in order to grow.

« Government need to address restrictive labour lalkieh seems to

favour the employee.

» Government need to provide support services to SkhEsugh

qualified service providers to allow for growth amgst SMEs.

* To utlize frameworks like the Churchill and Lewisodel for a
better understanding of the needs of SMEs durirey warious

phases of the model.
e To accountants to make a concerted effort to utaleisthe nature

and needs of owner-managers of SMEs.

7.3.3Recommendations for future research

* A framework to ease the compliance burden on SMEeently in
place on the part of government.

* A study on the impact the personal characteristicthe owner-
manager will have on growth of the business.
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* A comparative study between the retail, manufactuand services

sectors on the issues of growth.

7.4 LIMITATIONS OF THIS STUDY

This study was confined to the manufacturing sectdhe Eastern Cape,
South Africa. For the purposes of this study a dansfze of thirty was

deemed sufficient. The findings of this study carse®generalized beyond
those who participated in the study. The major $oicuthis study was the
management practice of the owner-managers of fimtke growth phase
of the organizational life cycle. The charactecstof the owner-manager,
the external environment, the nature of the econoamd any other

significant focus areas were not discussed in &bgildn this study.
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APPENDIX A

Developing World Class SMEs
Objective of the questionnaire is to identify best practice in the
management of SMEs

YES =1 NO =2
A. THE OWNER/MANAGER

1. Race:

Asian =1 Black =2 Coloured =3 Indian=4 White =5

2. Gender:

Male =1 Female = 2

3. Education: (Highest level)

Primary =1 Secondary =2 Post Secondary =3 Tertiary =4

4. Age at start-up:

5. Previous work/management/entrepreneurial experience

Worked =1 Managerial Level =2 Entrepreneur =3 Other=4

6. In which area of management do you regard yourself as most
skilled?

6.1 =Fin 6.2=Mkt 6.3=0ps/Prods 6.4=Strat 6.5=HR
6.6 = Gen Mgt 6.7 = Admin

7. Motivation for starting the business?

Financial reasons =1 Could not find work =2  Independence =
3 Self Employment=4  Other=5
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8. Problems when starting the business:

8.1  accessing finance

8.2  sourcing suppliers

8.3  accessing customers

8.4  recruiting staff

8.5  Other (state)

9. Problems after the first three years:

9.1 accessing finance

9.2  sourcing suppliers

9.3 accessing customers

9.4  recruiting staff

9.5  Other (state)

10. Do you have difficulty in delegating authority?  YES/NO

B. BUSINESS CHARACTERISTICS

1. Number of years since start-up?

2. Location

P.E./Uitenhage

Albany

E.L./King Williamstown.

Umtata

G WIN|F-

Queenstown

3. Business sector
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Retalil 1

Manufacturing 2

Service 3

4. Benching financial and competitive performance

3 yrs after At Start-
start-up up
Approximate Turnover (in Rands) 4.1 4.2
Number of employees
Full-time 4.3 4.4
Part-time 4.5 4.6

1=<500000 2=>5000001but<lm 3=1.1mto2.5m 4=2.6,t05.0m 5=>5.1m

5. Percentage of turnover in following markets:

5.1 = Local %
5.2 = Regional %
5.3 = National %
5.4 = International %

100 %

6. What is the form of the business?

Sole Prop=1 CC=2 Partnership=3 PtylLtd=4 Trust=5

7. Why did you choose this form of business?

Limited Liability = 1 Tax Reasons =2  Upon Advice =3
Other =4

8. Do you have a controlling interest in the business? YES/NO

C. BUSINESS STRATEGY

1.1 Do you have a formal short term business plan? YES/NO
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1.2 If YES, what is it?

Annual budget =1 Cash budget =2 Pro-forma statements = 3
Other =4

2.1 Do you evaluate variances from actual from budgeted on a
regular basis? YES/NO

2.2 If YES, at what intervals?

Monthly =1 Quarterly =2 Semi-annually =3  Annually = 4

3. Do you have a five year plan? YES/NO

4. If YES, what are your growth ambitions for the business for next
five years?

No growth or Low growth (0 to 3% p.a.)

Slow growth (3.1% to 5% p.a.)

Medium growth (5.1% to 10% p.a. )

High growth (10.1% to 25% p.a.)

QB |IWIN(F

Aggressive growth (25.1% p.a. or more)

5. Do you conduct a SWOT analysis for your business? YES/NO

6. How often do you revise your five year plan?

Annually = 1 Semi- Annually = 2 Never = 3 Other =4

7. How important are environmental issues to you and your
business?
very and act accordingly 1

are aware of them but take no action

are not of concern 3
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other reaction 4

8. Do you have a mission/vision for your business? YES/NO

D. MARKETING

1. How would you characterise the Degree of competition in the
market place?

High=1 Moderate = 2 Limited = 3

2. Do you rely on your key customers? YES/NO

3. How dependent are you on your key customers?

Very dependent=1  Moderately = 2 Not at all = 3

4. Do you have a formal system for evaluating the customer
satisfaction? YES/ NO

5. Do you offer customers after sales services? YES/ NO

6.1 Do you have a formal system for handling customer complaints?
YES/ NO

6.2 If YES, by?

personal visit by owner-manager

personal visit by salesperson

technical staff

Al W N P

other

7. Do you have a formal system for managing the repeat sales
process? YES/ NO

8. What type of marketing/selling promotion do you use?

8.1-Word of mouth

8.2-In-store promotions
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8.3-Trade shows

8.4-Leaflet drops

8.5-Mailshots

8.6-Print advertising

8.7-Radio advertising

8.8-TV advertising

8.9-Other/None

9. What external supports do you use?

9.1-PR agency

9.2-Advertising agency

9.3-Paid for state support

9.4-Consultants

9.5-Product design experts

9.6-Packaging
consultants/experts

9.7-Other

10.1 Have you got a clearly thought out marketing strategy?YES/
NO
10.2 If YES, what is it?

niche product

target market

competitive advantage

growth

QB IWIN(F

Other (state)

11. What is your main competitive advantage?

Price/Quality =1 Speedto market=2 Tech=3 Other=4

12. How did you gain this competitive advantage?

Hard Work = 1 Experience = 2 Other =3

13.1 Do you have a strategy for developing new sales/business ?
YES/ NO

13.2 If YES, describe it...
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Geographic Expansion =1 New Prod Development = 2
Other = 3

14. Are you are involved in importing/exporting? YES/NO

15. How are overseas customers / markets managed? e.g. use an
overseas office, etc.

Overseas Office =1  Agents =2 Other =3
Not Applicable = 4

E. OPERATIONS
1. Do you have a quality control system? YES/NO

2.1 Do you have a recognised quality standard? YES/NO
2.2 If YES, please specify

SABS=1 1[SO=2 Other=3

3.1 Do you analyse the firm’s production performance? YES/ NO
3.2 If YES, how often?

Daily=1 Weekly=2 Monthly=3  Other=4

4. What measures do you use?

Wastage =1  Production times = 2
Ordering inventory levels = 3 Other =4

5. Who is responsible for purchasing?

Owner=1 Manager=2 Other=3

6. What are the main determinants of choice of suppliers?

6.1-pressure to reduce costs

6.2-technological development

6.3-quality of product/service

6.4-to ensure continuity of supply

6.5-existing sourcing arrangements
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6.6-create a new market

6.7-preference for local suppliers

7. What IT systems/resources do you use?

Computers 7.1
1-Desktop PC

2-Laptop PC

Communications 7.2

3-Fax machine

4-Mobile telephone

5-Pager

6-E-mail

7-internet (your own Web
page)

8-electronic data
interchange

9-bar coding

Computer Packages 7.3

10-word processing

11-spreadsheets

12-database management

13-manufacturing control
package

14-CAD or CAM

8. Has the use of IT simplified your role as a manager? YES/NO

F. People Management (HRM)
1. Do you have a formal organogram for your business? YES/NO

2. Do you delegate certain of the authority to your managers?
YES/NO

3. Who makes all the important decisions for the company?
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Owner=1 Manager=2 Other=3

4. In which functional areas of management is the level of expertise
a constraint on the development of the firm?

41=Fin 42=Mkt 4.3=0ps/Prod 4.4=Strat 45=HR

5.1 Do you engage in training and development? YES/ NO

5.2 If NO, what prevents training and development of managers and
staff?

cost=1 stafftime =2 courses not relevant = 3 Other =4

6. Approximately what proportion of turnover is spent on training
and development?

0-10%=1 11-30%=2 31%+=3

7. How do you reward

7.1 managers? Salary =1 Equity =2
Profit related bonuses =3 Other=4

7.2 staff? Individual performance related pay = 1
Other =2

8. How do you communicate with staff regarding business

development, business performance, new initiative, etc. ?
Staff meeting =1 Notice boards = 2 Staff parties = 3
E-mail = 4 Other =5

9. Describe staff working practices. Are they

staff perform a single skill = 1

staff work across different tasks / skill categories = 2

staff work in formal teams = 3

individuals have discretion to manage their own work = 4

Other =5
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10. Do you have formal or informal policies and procedure to deal
with employee issues / problems?

Formal =1 Informal = 2

11.1 Do you have formal or informal staff appraisal ? YES/ NO
11.1 If YES, how often?

Annually =1  Semi Annually =2  Quarterly =3 On-going =
4 Other=5

12. Is the workplace Unionised? YES/NO

13. Do you feel that the existing labour legislation assists you as an
employer? YES/NO

G. Finance
1. How is the business financed (approximate percentage)?

1.1-Equity

Debt

1.2-Long

1.3-Short

2. Is availability of finance a constraint on the business? YES/NO

3. Who is responsible for monitoring the finances of the firm?

Owner-manager =1 Fin director=2  Other staff member = 3
External accountant =4 Bank manager =5

4.1 Do you make use of a computer package? YES/ NO

4.2 If YES, specify name

Range 1 -13

5.1 Are your finances reported on a monthly basis? YES/ NO

5.2 If NOT, at what frequency?
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Daily=1 Weekly=2 Quarterly=3  Semi-annually = 4

Other =5

6. If YES, what information is presented?

Full Financials = 1 Trial Balance = 2
Income & Expenditure =3 Other=4

7.1 Do you draw up a budget for the business? YES/ NO

7.2 If YES, which specific budgets?

Production=1  Annual Budget=2  Other =3

8. How do you measure the success of the business?

8.1-Profits

8.2-Growth

8.3-Cash balance

8.4-Other

9. How do you calculate prices?

cost plus 1

competitive pricing | 2

Other 3

10.1 Do you have a formal system for invoicing? YES/ NO

10.2 If YES, name it

Range 1 -13

11.1 Do you offer credit terms? YES/ NO

11.2 If YES, what are they?

30days=1 60days=2 90days=3 Other=4

12.1 Do you have a debt collection policy? YES/ NO
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12.2 If YES, what is it?

30days=1 60days=2 90days=3 Other=4

13. What are the actual terms that debtors typically take?

30days=1 45days=2 55days=3 Other=4

14.1 Do you monitor the payment performance of your debtors?
YES/ NO

14.2 If YES, how?

Phone =1 Personal visit =2 Letters =3 Automatic = 4
Other =5
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