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SUMMARY

Small business plays an important role in the economies of all countries where
the free enterprise system is the accepted economic¢ system. Small business,
firstly, accounts for a large proportion of the economic activity, and
secondly plays a major role in job creation. According to Sunter (1993a:82),
95 per cent of the jobs being created worldwide are in the small busainess and
informal sectors. However, small businesses moestly find it difficult to ralise

funds to operate due to a number of problems as indicated by Vosloo {1989d:1).

Thie study seeks to investigate the financing of small bueineeses in the
Greater Soweto Area with particular reference to the different sources of
finance available to emall business, the factore that influence the capital
requirements of small businesses, the actual sources of finance utilized by
smal)l businesses in the greater Soweto Area, the extent of the use of informal
finance by small businesses and the financing problems experlenced by small

businesses in the Greater Soweto Area.

The study 1a divided into three main sectlona. Firstly, a literature study of
the subject ie undertaken. Secondly, an empirical atﬁdy is conducted by means
of data collected from 400 small businesses in the Greater Soweto Area. The
data is analyzed and reported on. Thirdly, a number of conclusions are drawn
from the analyses of the data (see Section 5.2) and a number of
recommendations are made (eee Section 5;4). In Section 5.5 areas for further

repearch are proposed.
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CHRPTER ONE
INTRODUCTION AND PURPOSE OF THE STUDY
1.1 INTRODUCTION

Urbanization in South Africa is occuring on an unprecedented scale today.
However, as in many developing countries, virtually no data on urbanization
exists for developing urban areas. Evan a large city like that of Sowato
cannot provide the most basic data for a number of consecutive years (Mears,
1991:5). Urbanization has, however, created the need for the provision of
employment especially in densely populated areas like the Greater Soweto Area.
The South African Chamber of Business (SACOB) states that the performance of
the South African economy over the past decade has been disappointing, with
growth in real domestic product significantly lower than the growth in
population. As a result, the ability of the economy to provide employment and
improve the standard of living has been  limited and poverty and economic
inequalities have become pronounced {Anon, 1991:2}).

The importance of 8Bmall businesses in providing employment is widely
recognized internationally (see Sectlon 2.5). According to Vosloo (198%a:2)
the development of the amall business sector in South Africa is encouraged by

government, the private sector and a large section of tha public.

In this chapter the reasons for the study, the objective of the study, the
hypothesis, the delimitation and research methodology used is discussed.

1.2 REASONS FOR THE STUDY

The main reason for the study stems from the importance of small business both
in the formal and informal sectors in creating employment. In South Africa the
definitjion of unemployment needs to be adapted to include the large number of
underemployed working in the informal sector. Approximately 3,5 million of the
economically able manpower are active in the informal sector. The traditicnal
western definition of unemployment, which does not consider those involved in
the informal sector as being employed, will put the unemployment rate at 44
per cent. When thogse that are employed in the informal sector are regarded as
part of the employed, the unemployment rate drops to 20 per cent of the
aeconomically active population (Anon, 1992:2}. According to Vosloo (1990a:3)
small business provides about 36 per cent of employment in the manufacturing
industry and the figure in the retail induetry is even higher. Furthermore,
from 1980 to 1989 more than 75 per cent of job opportunities in the private
sector 'were created by small business at a much lower cost than the average
for the economy. According to Sunter (1993a:82), 95 per cent of the jobs being
created worldwide are in the small business and informal sector. Radder
{1988:4} liets the following data accumulated on a study tour:
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- The small business sector provided nearly BO per cent of all job
oppertunities in Japan. In West Germany the figure was 68 per cent,
in the United States of America, 58 per cent, in Korea 45 per cent
and in Canada 30 per cent.

- From 1971 to 1977, 56 per cent of all jobs created in Canada were
created by the small business sector while from 1960 to 1976, 66 per
cent of all jobs created in the United States of America were
created by the small business sector.

The emall business sector tﬁerefore plays just as important a role in the
provision of employment in Scouth Africa as it does in other countries. For
this reason, small business should be given all the help possible in order to
enable it to survive and continue to play an important role in the economy.
This help includes financing and advice on financial management.

In view of the above, this study is aimed at providing insight into the
methods and problems pertaining to the financing of small businesses in the
Greater Soweto Area.

1.3 FINANCING PROBLEMS OF SMALL BUSINESS

De Coning (1986:753) investigated the external or environmental factors that
influence the establishment and success or failure of black entrepreneurs in
the Greater Soweto Area. The results of the study show that the major factor
that impedes the establishment and success of business in this region is a
lack of capital which is aecribed to a lack of own funds and a lack of assets,
egpeclially fixed assets, which could sBerve as security to obtain loans and
bank overdrafts. Other factors are a lack of business tradition, experience
and exposure, educational qualifications and the poor location of business and
inadegaute business premises.

Vosloo ({1989d:1) indicated particular problems that need to be addressed in

an effort to make black business flourish:

- The first problem pertains to the scarcity of capital. This problem
has two related aepects. On the one hand there is the historical
pattern of wealth distribution that has caused the major class of
wealth producers in South African economy to be short of capital,
while on the other hand the financial institutions are often risk-
averse and reluctant to offer finance to a new class of entrepreneur
operating in markets of which the institutions have little

experience.

- The second problem involves sekille and human resources. Amey
(1989:4) points out that there is a critical shortage of black



3

businessmen with managerial expertise ae a result of the limited
involvement of blacks in business.

- The third problem is associated with the external environment in
which black businesses have .to be constructed and operated.
According to Beavon (1990:6) there is a shortage of trading space
and lack of infrastructure in black Townships as a result of
restrictive legislation, the high rate of population drowth and an
increase in informal sector activities.

- The fourth problem concerns law and order or rather the lack of it.

Amey (1986:6) also identifies one of the problems of black business as access
to start-up caplital, loan capital and working capital. In spite of the efforts
by the Government, the public, private development agencies and commercial
banks, some formidable obsetacles between the stated intention and the
practical execution of financial policies still exists.

Black business as mentioned above also include small businesses in the Greater
Soweto Area.

1.4 CBJECTIVES OF THE STUDY

The primary objective of the study is to investigate the factors that
influence the financing of small businese in the Greater Soweto Area. To
achieve the primary objective, the following secondary objectives for the
study are set:

- to discuss the different finance sources avallable to small

business;

- to identify the factors that influence the capital requirements of
gmall busineases before any financing can be obtained, and to
determine the factors that small business in the Greater Soweto Area
actually takes into account when determining capital requirements;

- to determine what sources of finance are actually used by small
buginess in the Greater Soweto Area;

- to determine to what extent small businesses make use of informal
sector financing (examples are money lenders and stokvels) and the

reasons for doing so;

- to ldentify actual financing problems experienced by small
businesgses in this area;
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- to suggest alternative financlng schemes for small business in the
Greater Soweto Area.

1.5 SCOPE OF THE STUDY

The study will concentrate on small bueiness in the Greater Soweto Area. The
small businesses studied will mainly be those in the formal sector since a
list of all the businesses in the formal sector is readily obtainable from the
Soweto Councll. Few detalls are known about the gize of the informal sector
in urban areas or Lln South Africa ae a whole {(Beavon, 1989:13). According to
Scott-Wilson and Mailoane (1990:52) the size of the informal sector varies
gignificantly in different areas; for example the informal sector in Soweto
is markedly different from that in Winterveld. Scott-Wilson and Mailoane
(1990:52) also found that the estimates of the size of informal sector are
influenced by the vested interest of the person making the estimate. From the
above Lt iB clear that it will be difficult to draw up a representative sample

from the business population in the informal sector.
1.6 RESEARCH METHODOLOGY

Information for the study was obtained through both primary and secondary

research.
1.6.1 Primary research

To obtain the required information for the study, it was necessary to gather
information from small businesses in the formal sector of the Greater Soweto
Area. The collection of information for the study was conducted by field
workers who were specially selected and trained for the task. Random control
checks were carried out by the author to verify informatlion obtained.

1.6.2 Secondary research

A literature study was done to enable the author to define a small businesses,
to describe problems encountered by small business, to explain the management
of small businesses, to determine factors influencing the planning of the
capital requirements and to determine what sources of finance are availableto
small businesses. The libraries of the following institutions were visited to
ohbtrafiormation: The Small Business Development Corporation in Johannesburg,

Vista University, the Rand Afrikaans University, Wits Buasiness School, and the
University of South Africa. For the theoretical basis of the study an
extensive number of literature references were consulted. These include
textbooks, dissertations, theses, research reporés, journals and other
financ£a1 publications on the subject of small business and financial

management .



5

1.7 PROBLEMS ENCOUNTERED IN THE STUDY
1.7.1 Problems encountered in the literature study

No problems were encountered as far as the literature study is concerned.
Textbooks ,theses, artlcles and reporte on small business and research
methodology provided valuable information. Struwig (1991:8) mentions the
following aspecte to look out for when aseessing literature used:

- Whether the literature is outdated.
- Whether the literature is too elementary.
- Whether the literature is too advanced or too technical.

- whether the literature treats an aspect of the topic not to be

covered,

- Whether the literature containe information already
obtained from other sourcesa.

These aspects were kept in mind during the search for relevant literatura.
1.7.2 Problems encountered with the empirical research

The major problem experienced in the empiribal research ls that the owners of
some businesses that were identified by sampling methods refused outright to
be interviewed. In eome cases the addresses of businesses c¢ould not be
located and some premises indicated in the list of the Soweto Council were
vacant. Further problems include interviewee bias and deviations from
standard-type questions. The bias that could arise from having to explain some
questions in an African language were taken cognizance of and care taken to

effect an unbiased interview.
1.8 QUTLINE QF THE STUDY
The study 1s divided into five chapters.

Chapter 1 deale with the introduction to the study, the reascone for the study,
the formulatlon of the problem, the research methodology used and the problems

encountered In the reeearch.

Chapter 2 comprises a discussion of the definition of a small business in the
United States of America, the United Kingdom and South RAfrica. The chapter
also diescusses the role of small businessa ln the economy, the management of
small businesses, specific problems encountered by small businesees, the
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caplital requirements of small businesses, and a brief review of the financing
of small businessen.

Chapter 3 discusses the various esources of finance avalilable to esmall
businesses. The discussion epecifiee each source of finance and explains the
gecurity requirements for, and the cost of finance to small busineeses.

Chapter 4 reports on the empirical results of the study.

Chapter 5 comprises a summary of the most ilmportant aspecte of the study, a
summary of the conclusions reached, major conclueionse that are evident from
the study, recommendatilions, and suggestions for future research.

1.9 CONCLUSTION

In this chapter the reasons for the study, financing problems of samall
buginess, the objectives of the study, the scope of the study, the research
methodology followed and the cutline of the study was discussed.

In the next chapter a small business is defined as will be applicable to this

study and the managing and financing of a small business is also discussed.
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CHAPTER TWO
THE SMALI. BUSINESS SECTOR
2.1 INTRODUCTION

Before an attempt can be made to deal with the problem of financing small
business in the Greater Soweto Area it is necessary to define a s8small
business. On studying the different definitione of the concept ‘emall
business’, no universally acéeptable description was found. This chapter will
focus on the different definitions emanating from the United States of America
(UShA), the United Kingdom (UK) and South Africa. This chapter will also
discuss the role of the small businees in the economy, the managing of small
businesses, specific problems encountered by small businesses, capital
requirements and the financing of small businasses.

2.2 DESCRIPTION OF A SMALIL BUSINESS

To find an acceptable definition of a small business for the purpose of this
dissertation, a number of definitions of a small business are reviewed in the
following sections. It is easler to describe than to define a small business
{Burng & Dewhurst, 1989:2). Furthermore, according to van Niekerk (1988:274),
the concept ‘small’ is relative. For this reason, the definition of what a
emall business is differs from country to country and even from organization

to organization within the same country.
2.2.1 Definition in the United States

In the USA, a small business is defined according to economic standards and
statistical guidelines. The economic standards are based on the following:
independent ownership/management, the non-dominance 6f the business in its
field of operation, and the fact that capital is owner-supplied. The
statistical guidelines are based on the number of employees in the business
and the annual turnover of the business. While the economic standards are
static, the statistical guidelines can be adjusted-as circumstances change
{Radder 1988:20).

In the USA, the Small Business Administration, created Iin terms of the Small
Business Act of 1953, specifies a small busineea, in terms of Section 3 of the
Act, as follows (Tootellan & Goedeke 1985:5): For the purposes of this act,
a emall business concern shall be deemed to be one which 1s independently
owned and operated and which is not dominant in ite field of operations. In
additien to the foregoing criteria the Administrator, in making a detailed
definition, may use these criteria, among others: Number of employees and
dollar volume of business. Where the number of employees is used as one of the
criteria in making such definition for any of the purposes of this act, the



8

maximum number of employees which a small businesse concern may have under the
definition shall vary form industry to industry to the extent necessary to
reflect differing characteristics of such industries and to take proper
account of other relevant factors.

Stelnhoff & Burgess (1986:8) state that the measures used by the Small
Business Administration in the USA to evaluate small firms for eligibility for
financial assistance, managerial assistance, or assistance in procuring
government contracts, are based on the total sales or total employment of a
firm as follows:

- In the case of retailere, a firm is consldered small if its annual
sales do not exceed $3,5 million.

- In the case of service firms, a firmm is consldered small if its
annual sales do not exceed $3,5 million, however, in certain cases
this figure may go up to $13,5 million.

- In the case of wholesalers, a firm ies considered small if it does
not empleoy more than 500 employees.

- In the case of manufacturersa, a firm is considered small if it does
not have more than 500 employees, however, in certain cases some
industries may have up to 1 500 employees and still be considered

small. .

- In the case of transportation and warehousing companies, a firm is
congsidered asmall if its annual receipts do not exceed §1 million.

- In the case of construction firms, a firm is considered small if ite
annual receipte do not exceed $17,5 million for the three years
lmmediately prior to the evaluation.

- In the case of agricultural firms, a firm is considered small if its
annual receipts do not exceed 5100 000, however, in some cases,
depending on the nature of the operation, this figure may be as high
as $3,5 million.

2.2.2 Definition in the United Kingdom

According to Burns & Dewhurst (1989:2} in the UK, the Committee of Inquiry
into Small Pirms in 1971 defined a small business as follows:

*

- In economic terms, a small firm is one that has a relatively small
share of its market. '
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- A small firm is managed by its owners or part ownera in a
persconalized way, and not through the medium of a formalized

management structure.

- A emall firm is independent in the sense that it does not form part
of a.larger enterprise and that the owner({s)/manager(s) are - free
from outside control when making principal decisions.

Burns & Dewhurst (1989:2) further state that the Committee of Inquiry of Small
Firme ,the Bolton Committee, .recognizes that ne single statistical definitien
of a small firm would cover industries as divergent as the manufacturing and
service lndustries, and that a deflnition with a measure of size expressed in
financial terms would suffer an inherent disadvantage in times of inflation.

Table 2.1: THE STATISTICAL DEFINITION OF SMALL BUSINESSES IN THE UNITED
KINGDOM
Business sectors Statistical measures

Manufacturing 200 employees or less

Construction 25 employees or less

Mining/Quarrying 25 employees or less

Retailing Annual turnover of up to R 50 000

Wheolesale trade Annual turnover of up to R 200 000

Motor trade Annual turnover of up to R 100 000

Miscellaneous services Annual turnover of up to R 50 000

Road transport Five vehicles

Catering All excluding multiples and brewery-managed
public houses

Source: Burne and Dewhurst (1989:3)

Radder (1988:21) states that while annual turnovers can be adjusted for
inflation, the maxilmum number of employees allowed is fixed.

2.2.3 Definltion in South Africa
According to van Niekerk (1988:274), in South Africa the Department of
Manpower's economic definition of a small business is seimilar to the

definition in the USA and is as follows:

- A Bmall business enterprise can be regarded as an Iindependent
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economic unit that aims at using capltal and risk related to it in
a profitable manner, and which has particular characteristicse, such
as independent ownership, independent management, a simple
organizational structure and a relatively small influence on the
market; and where the ownere are associated with the entrepreneurs,
the providers of capital, the managers, the decision makers and

thoee who share in the profit.

The definition proposed by the Small Business Development Corporation {SBDC)

is similar to that of the Department of Manpower as given above (Anon 1988:2).

The SBDC has laid down the following as the statistical criteria for emall

businesses in South Africa:

Total assets of less than R1,5 million

Annual turnover of less than RS million

Less than 100 employees

The quantitative measures acceptable in South Africa differ from sector to

sector. The description offered by van Niekerk (1988:275) is set out in
Table 2.2.
Table 2.2: STATISTICAL CRITERIA FOR SMALL BUSINESSES IN SOUTH AFRICA
Business sector Quantitative guideline
Wholesalers Annual turnover of lesa than R 5 million
Motor and general dealers Annual turnover of less than R 1 million
Accommodation and catering Annual turnover of less than R 500 000
Wholesalers and retailers B0 workers or less
Services 30 workers or less
All other types of business 20 workers or less
Source: Van Niekerk {1988:275)

It is evident that many definitions of a small business are applied and that

there is no universally accepted definition of a Bmall business. For the

purpose of this research a emall business will be defined as depicted by the

economic and quantitative measures listed in Table 2.3.
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Table 2.3: CRITERIA FOR A BUSINESS TO BE REGARDED AS SHALL

ITEM CRITERIUM
Ownership’ Business must be privately owned
Management . Business must b; managed by the owner({s)
Source of capital Owners must supply some capital

Percentage of capltal Ownere must supply more than 50 % of the required

supplied by owner(s) capital
Number of employees  [Must not exceed 50
amount of assets Assets must not exceed
R 1 500 Q00
amount of annual Annual turnover must not exceed
turnover R 3 000 000
2.3 DESCRIPTION OF TME INFORMAL SECTOR

Small businesses are found in both the formal and informal sector of the
national economy (Beavon 1989:1). According to Vosloo (1991:1), for many years
the existénce of the informal sector was regarded with disdain by the
authorities. In recent years, however, the informal enterprise, which is the
most ancient and common form of enterprise, has been 're-discovered’' all over
the world, including in South Africa.

According to Maasdorp (1983:19), the informal eector can be regarded as the
unlisted, wunorganized pector of the economy in which activities are
unregistered or unlicensed. Beavon {(1989:1) alsc regards the informal sector
as that part of the country’s economic activity that ie not recorded in its
official statlstics and includes the officially unrecorded businesses of
entrepreneurs and enterprises in the formal sector. For the purpose of this
study the informal sector will regarded as the unorganlzed sector of the
economy in which activities are not officially registered.

The importance, size and composition of the informal sector will be discussed

in Section 2.5.
2.4 TYPES OF SMALL BUSINESS ENTERPRISES

Van MNiekerk (1988:275) classifies small bueinesse enterprlses in the formal

sector according to four categories:

- Service bueinesses that sell services and not goode. There 1s a
large variety of these enterprisesa, for example, firms of attorneys,

advertising agencies, Iinsurance agencies, consulting engineering
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services, accounting services, architectural services, shoe repalr
services for shoes, watch repair shops, electrical appliances repalr
gervices, and motor cars repair sarvices, plumbing services,
halrdressers and undertakers .

- Wholesalers purchase merchandise and resell it to retailers, other
wholesalers and distributors, to other businesses for use, to
government Institutions and to non-profit organizations.

- Retailers are traders who sell their total sales directly to the
conaumeér for personal and domestic use. Examples of retailers are
grocery stores, bookshops, bakeries and pharmacies.

- Construction firms are those engaged in the building of houses,

office blocks, roads and oil rigs.

- Manufacturing concerns use labour and machinery to transform raw
materials inte products for the communlty. The large investments
required by manufacturing concerns make them less attractive to the
small buslness entrepreneur.

According to Beavon (1989:1), most informal businesses are small, one man
operations and include subsistence farmers, hawkers, street wvendors, home
businessees, backyard manufacturers, taxi-owners, handicraftsmen or curlo

makers, ‘moonlighters’ and even black marketeers.
2.5 ROLE OF SMALL BUSINESS IN THE ECONOMY

The S5BDC considerse the feollowing to be the moat important role of small
businesses in the South African economy {(Anon, 1988:1):

- Small businegsses are by far the moset cost effective and efficlent
job creator in a free enterprise economy. The number of jobs created
per unit of capital invested is generally far higher than in larger
firma, which tend teo achieve output growth without necessarily
producing more employment. Small businesses are therefore
consldered to be especially sultable in an economy such as the South’
African economy where unemployment is widespread.

- in a developing country there is a strong demand for basic consumer
goods and the small business sector is a natural suppller of such
goods. Small businesses ensure continulty of products and services

‘ in areas, such as rural areas, that are often out of reach of larger
enterpriees or in markets that they do not c¢are to enter. Small
businesses also add flexibility to the market-place, satisfying
specialized or micro-needs in certain markets. They often jncrease
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the range of producte and gservice choices available to consumers.

- Small businesses are an important source of c¢ompetition and
challenge to larger c¢ompanies and may spur them on to more
innovative marketing andfor supply. Small businesses promote
healthier competition and contribute to the dispersal of economic
activity. In this way the alleged evils of concentration of business
Bize, of industry and of population is countered.

- Small businesses are important in the promotion of free enterprise
and self-sufficiency by generating additional wealth and income in
the economy and spreading prosperity more widely, especlally in
lesser developed areas. Small businesses contribute to the
achievement. of self-sufficiency and human dignity.

- Small businesses are valuable sources of innovation and creativity.
Small businesses often do not compete with price but do so on
service and technology. They are important partners to larger
enterpriees and often reinforce and supplement the initiatives of
such enterprises rather than replace them.

- Small bueiness is regarded as an effective means by which one can
integrate the informal or semi-formal sector of the economy into the
more formal or modern economy. Small business encourageg grassroots
development in that it 1s a logical sfarting point for the black
entrepreneur who has been denied free and equal access to
particlpation in the South African economy.

- Once people are given the opportunity to generate their own wealth
and success, and to become gself-sufficient and gain a stake in the
future of the country, this promotes stability. Increased market
share and buying power enables individuals to have more influence
on their socio-economic environment. In addition, the small
businesses support -industry has played a role in promoting economic

and legal reform, such as deregulation.

The importance of the informal sector, as part of the small business
community, can best be described in terms of the following reasons given by
Krige (1988:170) as advantages of developing the informal sector in South
Africa:

- Research hase indicated that structural unemployment in the unskilled
or deskilled sector may reach 75 per cent in South Africa by the end
of the century. The political repercussiona of rising unemployment
are clearly appreciated by the South African government and the
private sector. The informal sector has played an important role in
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reducing unemployment.

- There is also financial benefit in promoting the informal sector as
job creation in the informal sector costs far less than in the
formal sector. Furthermore, such cost is borne largely by the
antrepreneur personally.

Similarly, training costes in the informal sector are low as
apprentices in well-established apprenticeship systems pay for
themselves or skllls are simply acquired on the job. In additlon,
the informal sector, reduces the social security demands on the
state by providing income-earning opportunities for those who would
otherwise be unemployed, or who are too old teo work in the formal
sector. One reason for substancial government interest in the
informal eector ie that it appears to offer the peseibility to help
the poor without any major threat to the rich. Promoting the
informal sector in the building industry, for example, is
advantageous to the state is that providing housing {informal
housing) is moved from the state to the individual. Owing to the
fact that level of income in townships ie low, thereby precluding
the inhabitantse from having houseés built by the .large building
‘companies of the formal sector, there is a clear advantage to the
gtate in permitting building by builders in the informal sector.

- Encouraging business in the lnformal sector als¢ results in an
increase in the distribution of formal sector goods. Slnce the
informal sector is highly competigive, margine are forced down and
traders sell at a wide range of locatione for long hours thus
increaging the avallability of goods and widening the market for
manufacturers. Traders in the informal sector are often prepared to
extend credit, partly because of the intense competltion but also
because many of their customers are known to them persoconally. Many
small traders are prepared to break bulk and sell in very small

guantities which also increases the distribution network.

The importance of small business in the formal and informal sector in
creating employment, as discusesed above, can also be illustrated by the
following figures complled by the SBDC (Anon 1989:1):

- More than 90 per cent of business enterprises in South Africa can

be considered as small,

- . Approximately 40 per cent of overall economl¢c activity in South
Africa can be accredited to small scale enterprises in the formal
and informal sectors.
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- The number of small busalnesses in South Africa, both formal and
informal, exceeds 800 000.

- Approximately 75 per cent of new jobs in South Africa are generated
by the emall business sector.

- Approximately 35 per cent of all formal sector employment in South
Africa is directly attributed to the emall businese sector.

- Approximately 70 per cent of the South African labour force is

involved in some form of small business or informal sector activity.

Vosloo (1990b:3) points out that about 36 per cent of employment in the
mapnufacturing industry is provided by esmall business, and in the retail
industry thie figure is even higher.

The importance of small business is recognized by the fact that approximately
98 per cent of all businesses in the USA are classified aes small business by
the Small Business Administration (Pickle & Abrahamson 1986:11). Pickle and.
Abrahamson (1986:12) give the following facts as evidence of the dramatic
influence of small business on the US economy:

- Nearly one-third of all small businesses are in service industries,
and nearly a quarter are in retailing.

- AB a source of employment, small business provides jobs for about
50 per cent of the US work-force.

- In terms of output, small business accounts for approximately 40 per

cent of the gross naticnal product.

- In the construction industry, emall firms account for nearly 8

dollars out of every 10 dollars made by construction firms.

- In the retail and wﬁolesale industry, small firms account
for nearly 7 dollare out of every 10 dollars made by
retallers and wholesalers.

- More than 100 million Americans make a living either directly or
indirectly from small buslness.

The role of small business in foetering the spirit of entrepreneurship is
discusped in Section 2.6 where the nature of entrepreneurship, personality
characteristlice of entrepreneurs, and reasons for the shortage of successful

entrepreneursy in South Africa are considered.
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2.6 ENTREPRENEURSHIP AND SMALL BUSINESS

Over the years contributors to economic literature have viewed the concept
of entrepreneurship in different ways (du Tolt 1990:53). vosloo (1990a:1)
deflnes an entrepreneur as a person who undertakes the task of bringing
together various economic resources (e g capltal, people and materials),
managing them to achleve desired results and taking some share of the profits.

Further, Voslco {1990a:1l} points out that entrepreneurship normally involves
an element of risk and the rewards eought uesvally include making a profit.

Pickle and Abrahamson (1986:5) agree with Vosloo in their definition of what
an entrepreneur is, namely: one who organizes a buelness undertaking, assuming
risks, for the sake of profit. According to du Toit (1990:55), an entrepreneur
is often defined as the owner of a small firm who personally takes care of

most of the business functions.

Although copious research has been conducted about the personal qualities and
behaviour of entrepreneurs, there is still no agreement on entrepreneurial
characteristics (Tootolian & Goedeke 1980:13). Scarborough and Zimmer (1984:5)
consider the following to be characteristic of the entrepreneurial

personality:

- Entrepreneurs feel a personal desire for reaponsibility for the
outcome of ventures with which they are associated. They prefer to
be in control of their rescurces and will use these resocurces to
achieve goals of their own choosing.

- Entrepreneurs are not wild risk-takers. They are, to the contrary,
calculating riek-takers. The entrepreneur looks at the project or
venture in terms of some personalized level of risk and has a

preference for moderate risk.

- Entrepreneure believe in themselves and support this belief by
obtaining the necessary facts before making decisions. They believe
they possess the abilities necessary for success and hence are

confident in themselves.

- Entrepreneurs desire feedback. They like to know how they are doing
and are constantly looking for reinforcement.

- Entrepreneurs are more energetic than the average perseon.

- Entrepreneurs have a well-defined sense of searching for
opportunities.

In South Africa only a limited number of people, especially in the coloured



17

and black population 'groups, practice entrepreneurship as successaful new
entrants into business. The shortages of succeessful entrepreneurs can be
attributed to the following causes (Vosloo 1990a:2)!

- Restrictive regulations, e g licensing, zoning, tax structuresa, and
inappropriate health regulations, safety standards and labour
legislation, hamper opportunities.

- A shortage of available lcan funds, e g venture capital with
favourable loan ferms. Also, the business infrastructure and
services, such as electricity, water, sewage and telephone services,
are undeveleoped in certain areas.

- Lack of business management knowledge and experience. Many existing
and aspirant entrepreneurs do not have the necessary business
management knowledge and experlence and the present systems of
education and training are unsuited t¢ provide what is required in

the market-place.

- A shortage of support services, e g information services, practical

management training, management help and marketing advice.

- The entrepreneurial culture, which is built on a bellef in
individualism, innovation, self-confidence, risk-taking and private
property, is poorly developed.

- Structural bottlenecks coupled to unsuitable tax policies discourage
voluntary savings and result in most savings being .contractual and
merely placed in the hands of Institutional investorsa, such ase

insurance companies and pension funds, which only operate within
the considerations and duties of the fiduciary framework.

- Lack of business confldence as a result of mismanagement of the
economy, sanctions and political uncertainty and instablility.

The factors that have contributed to the shortage of entrepreneurs can aleo
be taken as the restrictive factors confronting small business in general.
The SBDC {Anon:1988) reiterates some these factore as follows:

- Lack of managerial knowledge and skills

- Low level of formal business training

- Lack of a well-established and organized distribution system

- Restricted access to credit faclilities
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- Shortage - of suitable and reascnably priced business premises

- The plethora of restrictive and unnecessary rules, regulations and
policing that undermine the establishment and development of new and
existing emall busilnesses. Small businesses are subject to an
excassive amount of regqulation, red-tape aﬁd bureaucratic overheads

in relation to their size.
2.7 MANAGING SMAILL BUSINESSES '
2.7.1 INTRODUCTION

In large companies the managerial activities are distinct from the ‘deoing’
activities of employees, whereas, in small firms the distinction is less clear
because the owner/manager works slde-by-side with employees (Pickle &
Bbrahamson 1986:210). The responsibilities of the owner/manager in a small
firm involve co-ordinating the firm‘s total resources. The owner/manager
completes these responsibilities by performing the functions of management,
namely, planning, organlzing, directing and controlling {Pickle & Abrahamson
1986:211}. Yan Niekerk (1988:280) points out that initially, when the business
is still small, the owner controls all aspects of the organisation personally,
but as the firm grows the decisions regarding routine activities ought to bhe
delegated to responsible persons. This frees the owner to c¢oncentrate on
all-embracing activities such as planning, organizing, directing and control.
A brlef discussion of the four managerial activities follows:

2.7.2 Planning

Planning comprises, according to van Niekerk (1988:30), the group of
management actlvities that must be performed to prepare the organization for
future development and to ensure that decisions affecting the use of the
available human and material resources will lead to the accomplishment of the
organizatibn‘a planned objectives. Szilagyi (1981:171) points out that
planning 1s a process that begins with the analysis of the external
environment and internal resources, concerns the development of goals and
strategies to achleve goals, formulates detailed plans to make sure that
strategies are carrled out, and deals with the future impact of current

declsions.

In a small business, planning ls probably the most difficult management
function to perform because managers are too involved. in day-to-day operations
and do not see the immediate results of their efforts (Megginson, Scott,
Trueblgod & Hegginson 1988:225). Most managers in small businesses spend the
greater portion of their time and energy on short-range, day-to-day.planning
(Pickle & Abrahamsen 1986:211). Planning, particularly long-range planning,
tends to be neglected owing to the followlng factors that discourage



19

owners/managers and act as barriers to planning {Megginson et al 1988:226):

- Fear, or believing that careful thought about their firm’s future

will reveal new troubles or problems.

- Unpredictability, or believing that planning is not worth it because

things do no work out according to plan.

- Uncertainty, or feeling that plans and circumstancee change too
rapidly to make planning worthwhile.

- Lack of planning knowledge and finding it difficult to state
objectives and courses of action on paper.

- Lack of proper time and place, concentrating on favourite jobs,

delaying disagreeable ones, and/or not delegating.

Meggingson et al (1988:234} discuse long-term and short-term planning as

followa:

- Long-term planning is needed for activities wsuch as market
development, machine purchase and product and personnel development.
Trends in income levels, industrial development, growth of
population, mobllity of people, market size, and business movements
and a few of the factors that should be studied when striving to
form valid long-range forecasts. The manager of a small business,
for example, should forecast whether the volume of sales seems
adecuate to justify the high initial cost of a product.

- Short-term planning at the other extreme is more immediate in
nature., It covers a périod of a day, a week, a month, six months or
at most a year. This type of planning gives the manager and
employees some direction in day-to-day operations. Short-range plans
should contribute to and be consistent with long-range plans. Also,
small firms should strive to excel in short-term planning because
their strength lies in flexibility.

2.7.3 Organizing

organizing 1is one function that owners/managers of small business must
perform. Scarborough and Zimmer (1984:459) state that managers of small
businesses will normally find that growth of the business brings with it the
need to reorganize and that the basic concepts of organizing apply to all
enterprises. Pickle and Abrahamson (1986:214}) define organizing as the
management function of co-ordinating the human, financial, and physical
resources of the firm soc that they follow the course needed to reach the



20

objectives of the firm as specified in the planning phase. Such a co-ordinated
effort is achieved, according to Szilagyi (1981:253), through the design of
a atructure of tasks, authority, people, and communicatleon. Szilagyi
{1981:253) further drawe attention to the following three peinte with regard

to organizing:

= Firetly, the meaning of the word ‘design’' implies that this ie a
rational and conecious processe on the part of the manager to develop
the most effective interactions and interrelationshipe within the

organization.

- Secondly, the result of the design effort is a structure or
framework within the organization.

- Thirdly, thie structure includes grouping eimilar jobe, establishing
authority, relationships across and among different jobs, placing
the most capable people in these jobse, snd developing the most
effective means of communication between jobs and job-holders.

One of the moat common difficulties found among owners of small busineaé with
reepect to organizing is their uncertainty about how to group jobs and taske.
There is no one right answer to the question: On what basis should jeb
activities be jolned? This will depend on the type of business or industry and
the perscnal preferences of the entrepreneur {(Tootelian & Goedeke 1985:364).
Many sole proprietors view organizing as & wasted exercise. A typical comment
among them is: "Why should I develop an organizatibnal chart? There are only
a few people here! We know what we are supposed to do snd I am the bosese".
Such a persepective simplifies or ignoree the value of sound management. A
proper organizational etructure will help a firm survive by ensuring that
taske are completed and that a foundation is laid for future growth {(Tootelian
& Goedeke 1985:1352).

2.7.4 Directing

Directing is the leaderehip function of the manager because, through dally
interaction with employees, the owner of small business provides leadershlp
that is needed to guide the firm. The quality of leadership is a major
influence in determining the success of the firm {Pickle & Abrahamson
1986:216). Marx and Churr (1985:225) define directing as that task of the
business leader by means of which the performance of work is initiated and
Bustained'by effective leadership, in order to ensure that the work is
performed as efficiently as posseible. Further, Marx and Churr (1985:177)
define leadership as the process by means of which one person can influence
others In such a way that they will willingly strive to achieve the objectives
he or she sets for them.
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Marx and Churr (1985:227) summarize the most important reasons for directing
as follows:

- Directing is responsible for the actual execution of the activities
of the enterprise.

- Without directing, the planning and organizing done earlier would
be of no use, since no activities would be taking place.

- Proper directing can ensure that the exacution of the work will take
place as effectively and efficiently as peossible. In order to
survive in today’s demanding and difficult circumstances, an
enterprise must necessarily function as efficiently ae poseible.

- Directing has a most important influence on the relationship between
a manager and his/her subhordinates and on the willingness of

subordinates to work efficiently.

Pickle and Abrahamson {(1986:219) refers to the relationship between manager
and subordinates, mentioned by Marx and Churr above, as 'employee relations’.
Of the many issues that confront the emall business owner/manager, employee

relations is the most challenging.
2.7.5 Control

The last major area of managerial concern is the controlling function. The
plans of the business become the standards against which the actual behaviour
of the business ls compared (Scarborough & Zimmer 1984:64). Control of
activities-is found in all types of organizations (Szilagyi 1981:553). Du Tolit
(1990:85) points out that, just as planning determines the course of future
events, control is likewise aimed at determining whether the planned course
had become a reality and whether any adaptations are needed.

Marx and Churr (1985:231) differentiate between directing and contreolling.
With directing, the emphasis falls on the initiation and c¢ontinuation of work
and correctly leading subordinates. With controlling, the work is already in
progress and the emphasis falls on controlling the quality of the work and the
corrections that need to be made if the work is not satisfactory.

The steps involved in the controlling process are the settlng of standards,
measuring actual performance, comparing actual performance with planned
performance, and taking corrective steps if there are deviations (Du Toit
1990:89; Megginson gt al 1988:577; Szllagyi 1981:554; Pickles & Abrahamson
1986:217).

Scarborough and Zimmer (1984:64) briefly elaborata on the control steps as
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follows:
- Firatly, the standards for performance must be set. These standards

must be realistic, measurable, attainable and fully communicated to

each person involved.

- Secondly, a way must be developed to collect data from operatione
that can be evaluated against the set standards.

- Thirdly, the actual data must be matched with the etandards. If
deviations exist, steps must be taken to correct those deviations.

Megginson et al (1986:578) highlights similar characteristice in the control

ayateme, namely:

- Control should be timely in that feedback from the control system
must reach the decision-maker in time to modify the plan of action

or take corrective action.

- Contrel should be cost-effective. It should not cost more to operate
than the savings produced. The manager should try to reduce the time
and paperwork needed to collect information.

- Control ashould be accurate. The basic trend of any control system
is to use accurate data and the system must be reliable.

- Control should be gquantifiable and measurable, although at times
quality must be judged subjectively. It is much easier to measure
and contreol thinge that can be expressed in gquantitative terms.

- Control should show cause rather than indicate actual situations.

Control should be assigned to one individual because ownere of small businees
do not have the time to control all activities themselves. They should
delegate authority for some actions to subordinates.

2.8 PLANNING THE CAPITAL REQUIREMENTS OF SMALL BUSINESS
2.8.1 Introduction

Before identlfying the different financing sources, priority must be given to

those factors that influence the capital requirements of a small business.

According to Radder (1988:44), a small business can plan its capital

requiréments by using the following procedure:

- Firetly, quantify the factors that influence the determination of
the capital requirements.
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- Secondly, draft budgets to determine the capital requirements.
- Thirdly, formulate a business plan that summarizes the capital
fequirements.

The economic factors identified by Radder (1989:47) in determining the
capital requiréments of small firms are: maximizing of profit investment and
on owner’s equity, financial leverage, 1liquidity, solvency, management
ability, and retention of independence. Radder (1988:85) contends that
maximizing of profit is not a good yardstick to measure performance of a small
business and it does not facilitate the determination of the capital
réqulremente, as profits must be maximized irrespective of capital
requirements. The discussion below will concentrated on return on investment
and on owners equlty, financial leverage, liquidity, solvency, management
ability, and retention of independence as factors influencing capital
requirements. A brief discussion of budgets and a business plan will then
follow,

2.8.2 Return on investment and return on owner’s equity

The return on investment, which is often called the firm‘s return on total
assets, meéaures the overall effectiveness of management in generating profits
with its available assets (Gitman 1982:206). The primary objective of the
enterprise is not to strive to maximize profits but rather profitability, in
which case the cost and the investment made in assets are taken into account
{Cronje, Neuland, Hugo & van Reenen 1990:134). The return on investment is
calculated by dividing earnings (income) by total assets (Correia, Flynn,
Ullana & Wormald 1989:155).

According to Radder (1988:49), there 18 a difference of opilnion as to what
constitutes earnings or income or realized profits. Correia et _al (1989:155)
state three possible definitions of earnings or income, namely, earnings
before interest and tax, earnings before interest but after tax, and earninge
after interest and tax, that is, net profit. Which definition to use will
depend on the objective of the analysis as shown below:

- Using earnings before interest and tax is useful for comparing firms
in different tax situations and with different degress of financial

leverage.

- Using earnings kefore interest but after tax is conceptually the
most correct approach. The reason belng that it excludes interest
which is a cost of financing but includes taxation which 18 an

operating cost.

- Using earnings after tax and interest tends to underatate the return
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as the after-tax cost of debt finance has not been removed. In this
case the degree of financial leverage will have an impact on the

return on total aesets.

Another difficulty associated with return on total assets s that eince a
large part of many firm’s total assets are fixed aesets, and since book and
market values of fixed assets may be widely divergent, the return on total
aspets may differ simply because of the degree to which the assets are
depreciated (Joy 1983:32).

Correira et al (1989:156) define return on owner‘'s equity as the rate of net

profit after interest and tax to owner’'e equity. Radder (1988:50) points out
that profit after taxation is used in the calculation of return on owners’s
equity, ae this is the profit retained by the entrepreneur and can be used to
expand the business or can be withdrawn for personal use. Further, the ratio
i1s influenced by the eoffective utilization of borrowed capital and can,
together with the ratio of return on total assets, hlghlight incorrect

financing methods.
2.8.3 Financial leverage

Lambrechts {1990:110) states that financial leverage provides a measure to
indicate to what extent management has succeeded in successfully utilizing
debt capital to increase return on owner’s equity. Further, the basis of
financial leverage is the usage of debt with the expectation that the return
earned on it will be higher than the cost of debts. According to Gitman
{1982:164), financial leverage results from the presence of fixed financlal
charges (interest on debt) in the firm’s Lncome stream and these fixed charges
must be paid regardless of the amount of earnings before interest and tax.

A posltive or favourable leverage existes as long as the return on assets
exceeds the interest on debt and a negative leverage will result if the
interest rate on debt exceeds the return on assets (Lambrechts 1990:110)}. A
positive leverage means that the entrepreneur is increasing his/her own wealth
by utilizing borrowed capital, and if a negative leverage prevails over an
extended period of time, the future existence of the business could be
jeopardized {Radder 1988:53). Radder (1988:54) further contenda that for an
entrepreneur to achleve a positive financial leverage, liquidity and solvency
must also be coneidered in the setting of objectives.

2.8.4 Liguidity

The ligquidity of a business ls measured by lts ability to satisfy its short-
term obligations as they come due (Gltman 1982:195). Lambrechts (1990:113)
describes liquidity as the continuous ability of a firm to make the
necessary payments in the short-term in order to continue its operation and
solvency as liquidity in the long term. Liquldity influences the return on
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investment if a business-makes use of debt capital and liquidity will improve
L1f a positive leverage factor is maintained (Radder 1988:54).

Lambrechte {1990:113) gives the following reasons why liguidity should be
adequate:

- It can result in coet saving, since llliguidity may force a business
to pay higher interest and the business may lose the advantage of

dlscounts for payments made on time.
- It provides an enterprise with greater freedom in its operations.

- It creates an impression of solidness to outsiders and may improve
the creditworthinees of a business.

- Without liguldity problems, management can work with greater peace
of mind and carry out more creative tasks.

- Filnally, if illiquidity occurs fregquently, it begins to affect sol-
vency and may result in bankruptcy.

According te Gitman (1982:195), the following three baeic measures of
liquidity are uped:

- Net working capital is calculated by subtracting current liabilities
from current assets. A firm’s creditors may require that a minimum
level of net working capltal be maintained in cases where long-term

debt has been given.

- Current ratio ie one of the most commonly clted financial ratios.
It is the ratlo of current assets to current liabilities. A ratio
of 2:1 is occasionally cited as acceptable, but this will depend on
the industry in which the business operates.

- Acid-test ratio is similar to the current ratle except for the fact
that it excludes inventory form current assets. The basic assumption
is that the inventory is generally the least liquid current asset
and should therefore be ignored. It 18 calculated as the ratio of

- current assets, lesse inventory, to current liabililty. A ratioc of 1.0
or greater is occasicnally clted although again this will depend on
the industry.

Entrepreneurs c¢an lncrease liquidity by ensuring that a positive leverage
factor is maintained when borrowed capital is used. In a small business,
liquidity is important because only one liquidity setback may lead to
Lnsolvency.(Radder 1988:56).
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2.8.5 Solvency

hs mentioned in Section 2.8.4, solvency refers to liquidity in the long-term,
that 1is, & firm’e ability to pay ites long-term debt. Lambrechts (1990:119)
describes solvency as the ability of an enterprisé, even when ceasing its
activities and-selling all its aésets, to settle all ite debts.

Radder (1988:57) highlights the relationship between solvency and liquidity
by peinting out the following different situations:

- A business is solvent and liquid if it will be able to meet its

short~term and long-term commitments.

- A business is not solvent, but liquid, and could, with the right
product and management, survive and become solvent.

- A business Is solvent, but not liquid in that total assets exceed
total liabilities. The business has difficulty in meeting ite short-
term obligations, and in certain instances its long-term
obligations. This situation is referred to as technical insolvency
or cash insolvency. It could lead to the forced disposal of assets
with the effect that a lower return on total assets will be realized
and this could lead to bankruptcy.

The following solvency ratios {(Radder 1988:58) or leverage ratios (Joy
1983:29) or debt management ratios (Correia et al 1989:152) should be
calculated:

- Debt ratio is the ratio of total debt to total assets and measures
the percentage of total funds provided by creditors. Total debt
includes current liabilities (Correia et al 1989:153). The higher
the ratio, the greater the amount of other people’s money that is

being used to generate profite (Gitman 1987:201).

- Debt to equity ratio indicates the 'relationship between the
long-term funds provided by creditors and those that are provided
by the firm's owner{s). It is defined as the ration of leong-term
debt to ownar’s equity and is commonly used to measure the degree
of financlal leverage (Gitman 1982:201).

- Interest-earned ratio, which is also called a firm's total interest
coverage ratio, measures the firm’s ability to meet its interest
obligations (Lambrechts 19590:123). The higher the value of thia
ratio, the better able will a firm be toc meet its interest
obligations. It is the ratlo of earning before interest and tax on
interest (Gitman 1982:202).
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Lambrechts (1990:120)} makes the following remarks about the problems
encountered in calculating solvency ratios:

- The value of fixed assets shown in the balance sheet is often
unrealistic. The basis of depreciation of durable means of
production ie determined at the discretion of management and a
correct amount cannot be easlly arrived at.

- The amounts attributed to goodwill, patents and trademark should
preferably be ignored, since they do not realize any value on

liquidation.

- The valuation of current assets, particularly stock, presente many
problems.

2.8.6 Management abilities and the retention of independence

A mentioned in Section 2.6, many exlsting and aspirant entrepreneurs do not
have the necessary management knowledge and experience to be successful
entrepreneurs. Ignoring sound financial management principles reduces the
chances of attalning the economic objectives of maximizing the return on

investment, a poeitive financial leverage, solvency and liquidity.

One reason that entrepreneure give for starting a businees 1ls that of being
one’'s own boss and controlling matters oneself (van Niekerk 1988:276).
Independence can be maintained by using own capital, but it ie often
restricted and the entrepreneur has to rely on external finance. This could
result in a lose of independence. According to Radder (1988:61}, by'not
utilizing borrowed capital, the entrepreneur c¢an loee the opportunity to
increase the return on owner's equity, because the benefit of a positive

financial leverage cannot be utilized.
2.8.7 Drafting budgets and formulating a businees plan

In Section 2.8.1, the following were stated regarding the planning of the
capltal requirements of a small business: Flratly, the factors that influence
the determlination of capital requirements must be quantified, and secondly,
budgets must be drafted to determine capital requirements, and finally, a
business plan must be formulated to summarize the capital requirements.

To determine the extent of the capital regquirements, the following budgets are
drafted (Radder 1988:72}:

- The sales budget,” which is the most important as Lt has an effect
on all other budgets. Like all other budgets, the sales budget
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gshould be drawn up for the ensuing year, the medium~-term and the
long-term. It is drafted first because of the long-term relation
between turnover and fixed asesets and the ghort-term relation
between turnover and working capital needs. Thie budget must
distinguish between cash and credit sales.

- The coat of smales budget, which reflecte the direct cost incurred
in reepect of eales. The cost per product or range of producte must
be calculated from the sales volume obtained from the sales budget.
Gross profit percentages help In the calculation of this budget

provided a constant mark-up is used.

- The expense budget, which ie not always directly influenced by the
sales bhudget as other expensese such as salaries, electricity
consumed and other adminietration expenses, are not directly
Influenced by the level of sales. Historical data and the present
objectives of business should be used as guidelines in drafting the
expense budget.

- The current assget budget, which uses the current asset ratios in ite
drafting. Current asesets, such as stock and debtors are directly
influenced by sales. Stock on hand should be taken Lnto account when
determining stock requiremente. The debtors are determined by credit
sales and the collection period.

- The fixed assets budget, which is used to determine fixed asset
requirement so as to prevent over-capitalization which can cause
fixed assets to be under-utilized and much needed capital being tied

up in unproductive assets.

The cash budget reflects all receipts from cash sales, debtore recelipts,
finance introduced, proceeds from sale of fixed assets.

Once all the budgets discussed above have been drafted, a projected income
ptatement, balance sheet and a bueiness plan summarizing the capital
requirements of a business are drafted. Every business, new or established,
must have a written document setting out its capital requirements, and the
manner in which these are to be financed. The business plan assiete the small
businees in obtaining finance (Plckle & Abrahamson 1986:16) and ie also a
powerful tool to attract venture capital (Megginson et al 198B8:155).

2.9 FINANCING THE SHMALL BUSINESS

After a small businese has determined its total capital requirements, it
should determine how to finance these requiremente. In order to achieve the
objectives of maximum return on investment, financial leverage, liquidity and
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solvency, it is necessary for a business to be able to determine when capital
is needed and for what period {Radder 1988:64). Béfore finance can be
obtained, the nature of capital requirements of the business must be

determined.

Radder (1988:65) stipulates that the total capital regquirements of a business
conaiasts of:

- Permanent capital requirement. For a emall businese, this consisete
of all the fixed assets and the minimum working capital {including
stock, debtors, cash and other current assets} necessary for the

desired activity or production level.

- Varying capital requirement. Thie is the additional working capital
required when the activity or production level of the permanent

capital requirement is exceeded.

A number of Bources of finance for the total capital requirement (i e
permanent and varying} have been determined. Radder (1988:89) categorizes
finance sources that should be available for small business into the

following:

- Short-term finance is finance obtained for a period not exceeding
12 montha. It coneiete of trade credit, bank overdrafte, short-term

loans, revolving credit and factoring.

- Medium-term finance ie finance obtained for a period of one to five
yearse. It consists of medium—term locans, instalment sales and

leasing.

- Long-term finance ie finance obtained for a period in excess of flve
years. It coneisete of own capital, long-term loans and sale-and-

leaseback.

The various sources of finance mentioned above, financing available from the
SBDC, venture capital and informal sector finance, will be discussed in detail
in Chépter 3. The nature of the source, the security requirements and the cost.
of the finance will also be considered.

2.10 CONCLUSION

The definitions of small business studied describe a small business according
to economic standarde and statietical guidellﬁea that differ from one country
to the next. The definition used by the Department of Hanpower in this country
is similar to that ueed in the USA. The SBDC has also adopted a similar
economic definition. The SBDC has laid down different statistical guidelines
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for small busineses in both the formal and informal sectors. For the purpcse
of this study, a emall business is defined ae a business that complies with
the economic and quantitative criterla as shown in Table 2.3. The informal
sector has been described as the unlisted, unorganized sector Iin which

. activities are unregistered or unlicensed.

The types of formal small business found in South Africa are classified as
service organizations, wholesalers, retailers, construction firms and
manufacturing concerns. The informal sector include hawkers, street vendors,
home buselnesses, back-yard manufacturere, taxl owners, handlcraftsmen and

curio makers.

The role of the small buslness in the economy ie considered to be iob
creation, satisfaction of the demand for basic or specialized goods, promotion
of healthy competition, promotion of free enterpriee and self-sufficiency,
innovatlon and creativity, encouragement of grass-root development and
enhancing of stability. The role of informal sector buslnesses is aleo that
of alleviating unemployment and increasing the distribution of formal sector
goode. Small business is also important in fostering the entrepreneurial
epirit.

Managing a small bueiness, as is‘the case with large enterprises, consiets of
planning, organizing, directing or leading and control. Small businesses
encounter certain problems with regard to theee managerial activities.

Factors that influence the determination of capital requiremente of small
busineas should be considered before the financing needs of the business can
be determined. The factors discusseed are maximization of profits, return on
investment and owner‘e equity, financial leverage, liquidity and seolvency.
Hudgete and business plang are used to determine or plan the extent of capital

requirements.

In the next chapter, the various sourcese of finance available to small

businesses is diecuseed in detail.
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CHAPTER THREE
SOURCES OF FINANCE AVAILABLE TO SMALL BUSINESSES
3.1 INTRODUCTION

Chapter 2 discussed the role of small businesse in the economy, the management
of omall businesses, specific problems encountered by emall businesses and the
capital requirements of small business. It was also pointed out that the total
capital requiremente of a business consists of the following:

- Permanent capital requirements which, for a small business, consist
of fixed assets and the minimum working capital for a desired level
of activity or production,.

- Varying capital requirements, which is the additional working
capital required when the activity or production level of the
permanent capital requirement is exceeded.

Once the total capital requirements of the business has been determined, by
means of budgets and business plans, the entrepreneur must determine how these
requirements are to be financed to achieve the objective of maximum return on
investment, a positive financial leverage, liquidity and solvency. Lambrechts
{1990:524) pointe out that it is best from a liquidity point of view to
finance permanent capital requirements with long-term funds, except in
circumetances where there is a reasonable certainty that short-term credit can
continually be replaced. Lambrechts (1990:526) further mentione that variable
capital requirements may, from a liquidity point of view, be financed by
phort-term and long-term fundse. The reason why short-term funds are usually
used to finance varying capital is that long-term capital can become idle with
lose of income as a possible result. According to Collier, Cooke & Gl&nn
{1988:237), entrepreneurs consider their own aspirations, how much control
they are willing to sacrifice, the rate of interest the business is willing
to pay and the risk element involved when deciding upon the nature of finance.

Bates and Hally (1982:21) are of the opinion that there ie no single ideal way
of financing a emall businese because the circumsetances that determine the
capltal requiremente of each individual busineass are unigque. There are a
number of occaelone in the life of a emall bueiness when the need for finance
may ariee.

- The firset is the need for start-up capital to help in the
establishment of a new buainesa.

- The second le the need for funde to finance an expansion of the
business.
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- The third is the need for capital to finance an innovation.

- The fourth is for the need to adjust the financial structure of the

business.

In this chapter the various ecurces of short-term, medium-term and long-term
finance available to small businesses will be discusseed. The chapter will also
focus on the SBDC, venture capital and the informal money market as sources
of finance. The nature of the source of finance and the cost of finance will

also be considered.
3.2 SHORT-TERM SQURCES OF FINANCE
3.2.1 Introduction

in Sectioﬁ 2.9, the short-term sources of finance avalilable to small
buginesses are given as trade credit, bank overdrafts, revolving credit and
factoring. The suppliers of short-term finance will evaluate the liquidity
of a busilness to determine the abillity to service the debt. Correia et al
{1989:505) raise the point that Lf the business chooses to ﬁse short-term
finance, it exposes itseelf to higher risk because short-term finance needs to
be met @ooner, or alternatively lt needs to be renegotiated more frequently.

3.2.2 Trade credit

Brigham and Gapenski (1990:636) regard trade credit as the largest category
of spontaneous short-term debt representing about 40 per cent of the current
liabilities of the average non-financial firms. Trade credit is spontanecua
in that it arises almost automatically and does not reqguire much formal
arrangement by the business (Joy 1983:438). Trade credit is a form of
financing that arises when a firm obtains goods and services in exchange for
its promise of future payment (Cole 1984:279). Trade credit ls regarded as the
mogt important source of short-term financing for small businesses in that
they are less able to obtain funds from the capital and money markets (Brigham
& Gapenski 1990:636; Joy 1983:439; Moyer, McGuigan & Kretlow 19B8:697). The
moat common type of trade credit is the open account credit which derives its
name from the fact that the busiﬁess does not sign a formal debt instrument
evidencing the amount owed to the supplier of goods (van Horne 1986:487).

Trade credit has no visible (explicit) cost Lf the bueliness pays ite supplier
exactly on time, taking all discount on the discount date. The supplier may
pass the cost of credit associated with credit granting to the businese in the
form of higher prices. How much of these costs will be passed on by the
supplier to the business ls determined by the degree of compatitiveness of the
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industry in which the firm operates (Joy 1983:442; van Horne 1986:492).
3.2.3 éank Overdrafts .

According to Lambrechts (1990:479), bank overdrafts are the most important
sourcese of short-term funde in South Rfrica and are provided by commercial
banks. Technically, an overdraft is not the provision of funds but rather the
provision of a facility by a bank for a potential borrower to obtain funds
(Reekie & Lingard 1986:41). An overdraft facility is an arrangement whereby
the bank permits the business to borrow funds up to a specified maximum amount
on its current account (De J Cronje et al 1991:230}. Lambrechts (1990:479)
states that bank overdrafte are generally unsecured loans but the recent trend
ie for banks to demand security in various forms. Bank coverdrafts also display
the following characteristics:

- A bank overdraft is a flexible form of financing as funds are drawn
only when needed, usBually to provide for fluctuating capital
requirements in the business (Pe J Cronje et al 1991:230; Lambrechts
1990:480) .

- The facility is reviewed periodically on presentation of annual
financial statements to the bank (De J Cronje et al 1991:230; Radder

1988:97).

According to Correia et al (1989:426), the cost of bank overdrafte is based

on the size of the loan. The interest rate for more risky borrowers (emaller
bueinesses) is higher. The lowest interest rate is the prime rate, which is
the rate that commercial banks charge to their big clients. The interest can
fluctuate on the basis of the security and credit-worthiness of the borrower
{Lambrechts 1990:479).

3.2.4 Revolving cradit

A revolving credit agreement is defined by both Neveu (1989:241) and van Horne
{1986:498) as a legal commitment on the part of a commercial bank to extend
credit to a business up to a maximum amount over a specifled perlod of time.
The most important distinguishing feature is that a bank is legally obliged
to honour .a revolving credit agreement (for which commitment it charges a
fee), whereas no such legal obligation existe in the case of a bank overdraft
(Joy 1983:455; Kolb & De Mong 1988:670; Weston & Brigham 1990:524). In view
of this obligation, Neveu {1989:241) contends that even during periods of
tight money, commercial banks may be forced to borrow funds in order to
satiefy revolving credit lending obligations. The revolving credlt arrangement
is particularly useful at times when a businees is uncertain about its funding
requirements. In this way a business has flexible access to funds during a
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perlod of uncertainty {(van Horne 1986:518).

The calculation of the cost of funds borrowed according to a revolving credit
agreement is more complex than for a bank overdraft, in that, in addition to
intereat rate and commitment fee, the cost is also influenced by the amount
borrowed and the credit limit of the agreement (Moyer, McGuigan & Krestlow
1988:704).. The interest rate on the agreement may be tled to the prime rate
on a floating basis and thus the cost of the loan varles over time as interest
ratee change (Kolb & De Mong 1988:671; Brigham & Gapenski 1990:643).

3.2.5 Factoring

According to Mills (1986:320}), credit factoring has only recently become known
in South Africa although it was initially introduced in 1961. Correia gt al
(1989:424) point out that because accounts receivable conatitute a major part
of working capital and their settlement terms frequently strain the liquidity
requirements of a business, factoring is a means of using accounts receivable
to generate cash flow. Lambrechts (1990:482) describee factoring as ‘the sale
of an enterprise’s debtors to a factor or factoring enterprise which usually
accepte the credit risk and the reeponeibility for collecting the debts’.
According to Cole (1984:309), it le the only known arrangement whereby the
factor completely assumes the entire credit and collection function for its
clients. The use of factoring facility provides additional working capital and
hence enables a business to undertake sales expansion and to negotiate more
favourable purchasing termse from supplierse and to take advantage of discounts
(Mills 1986:321). Although there are different waye in which factoring can be
effected, Cole (1984:309) lista the following stepsin the factoring procedure:

- Before the husiness delivers goods to customers it must submit the
list of customers, amounts of the orders, terms of sale and any
other information to the factor for approval.

- After the delivery of goods on approved orders, the business sells
the accounts to the factor by signing and'aending to the factor an
agsignmant schedule together with a copy of each invoice.

- The factor credits the business’ account for accounts receivable
purchased. The method of payment to the businesse is normally geared
to the business’ working capital needs.

- A statement is sent to the business each month stating the exact
financial standing of the businesse with the factor. Thise statement
congiste of a record of the accounts receivable purchased, charges
for returns and allowances, commiesion, interest charges, and other
items that may affect the account.
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Kolb and De Mong (198B:681) state that the cost of factoring consists of the
factor's fees for servicing and collecting the receivables and bearing the
risk of bad debt losses, and the interest charged on advances. Mills
{1986:322) mentions that the factor‘s fees vary according to the number of
invoices handled, the number of debtors’ éccounta, the average invoice value,
and the turnover of the businees. Advancing payment is, according to van Horne
{1986:511), a lending function of the factor in addition to risk bearing and
pervicing receivables and the business must therefore pay interest. Millse
(1986:324) also conEgnds that- a factor‘s interest on advances may be more than
the cost of a bank overdraft; but less than comparable rates charged by many
finance houses for alternative forms of finance.

3.3 MEDIUM-TERM SOQURCES OF FINANCE
3.3.1 Introduction

Ag mentioned in Section 2.9, the medium-term sources of finance that should
be available to small businesses are medium~term loans, leasing and instalment
sales agreements. Medium-term financing agreements last longer than one year
but less than five years. According to van Horneé (1986:516), medium-term
financing can also be used to meet the permanent funding requirements of a
businees and are a temporary measure until such time that long-term financing
can be obtained on favourable terms. It aleo helps when a business is

uncertain about the size and nature of its future funding requirements.
3.3.2 Term loans

Neveu (1989:572) defines a term loan as ‘a debt instrument that has an
original maturity longer than one year, provides a specified amount of
financing,  and contains a repayment schedule that requires the borrower to
make regular principal and interest payment’. Van Horne (1986:516} mentions
that the payment schedule of term lcoans ie usually geared to the borrower’s
ability to service the loan. Term locans are, as stated by Lambrechts
{1990:484), usually granted for the financing of current assets, the purchase
of new machinery and the refunding of existing debt. The limitations of term
loans are that the assets pledged as collateral cannot be used to secure other
financing and the period payments may represent a large cash drain because
both principal and interest must be paid (Neveu 1989:577). Another limitation
of the term loan is the reatrictions placed on the borrower by the lender that
are intended to maintain the borrower’e financial standing and decrease the
likelihood of loss on the loan (Keown, Scott, Martin & Petty 1986:601).

The cost of a term loan is generally slightly higher than that of long-term
finance and is paid over the period of the lcan (Lambrechts 1990:485). In
addition to interest cost, the borrower is also expected to pay legal expenses
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incurred in drawing up the loan agreement and may alsc be charged a commitment
fee for the period during the commitment period that the locan ls not taken
{van Horne 1986:517}).

3.3.3 Leasling

van Horne (1986:533) describes a lease as '"a contract whereby the owner of an
asset (the lessor) grants to another party (the leseee) the exclusive right
to uge the asset, usually for an agreed period of time, in return for the
payment of rent’. Host leases do not involve maturities of more than ten yeare
and as a result lease financing is regarded as a source of medium-term
financing {Keown gt_al, 1985:603). The basic characterlstic of a lease is that

ownership is vested in the lessor while the lessee has full and unlimited use
of the article with the opticon, at the end of the lease period, to either
purchase the property or to negotlate a secondary rental contract (Lambrechts,
1990:474). Two baslc types of lease agreement are avalilable to businesses,
namely opekating leases and financial leases (Gitman 1987:592}.

- An operating lease agreement is a lease agreement in which property
is leased for a much shorter perled than the life of the property
and the agreement often makes provision for cancellation by either
the lessee or the lessor (Lambrechta 1990;475). By their very
nature, operating leases are sources of short-term financlng {Keown,
1985:604; van Horne, 1986:533). Correia (1989:560} give the
avoidance of lndirect taxatlon such as 'VAT and GST as the reason
why, in recent years, the operating lease has become attractlive as
an alternative to buying. Correia et al (1989:561) further point out
that 1If an article is bought or financed through financial lease,
taxation is paid on the full purchase price, whereas in an operating
lease tax is payable on the rental {which ie less than the purchase

price) and hence a lower tax is paid.

- Unlike operating leases, flnanclal leases cannot be cancelled and
are fully amortized over the life of the leased article, that is,
the lessor recelves rental payments equal to the full price of the
leased article plus interest ({Brigham & Gapenski 1990:548; Joy
1983:336). When the lease explres the lessee is given the option to
renew the lease (Brigham & Gapenski 1990:549). A further
distlinguiehing characteristic of the financial lease is that the
lessee is usually regponeible for maintaining and insuring the
leased item (Lambrechte 1990:475). The lease payments, that is the
rental, becomee a tax deductlble expenditure which the lessee must
pay at predetermined dates over a definlte period (Gitman 1987:5%3).
Agecording to Correia et _al (1989:562), the interest rate on
financial leases can be either fixed or variable but if it is
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fixed, the instalment will also be fixed, whereas if the interest
rates is varlable, the instalment will change to incorporate the
movement in the interest rate.

3.3.4 Instalment Sales Agreement

Radder (1988:108) defines an instalment sale agreement as ‘a contract whereby
a businese obtains an asset and a financlial institution finances the cost of
the agget either partially or in full’., In terms of the Credit Agreement Act,
Act No 75 of 1980 (as amended), the Minister of Commerce and Consumer Affairs
is empowered to preecribe by Government Notice the maximum period within which
the full price of a purchase under a sales agreement is to be made, the
portion of the cash price required as down-payment or deposit, and the classes
of goods to be purchased under a sgsale agreement (Falkena, Fourie & Kok
1987:497). The Credit Agreement Act describes an instalment sales transaction
as follows:

- instalment sales transactlon which means a transaction in terms of

which:

{aj goods are sold by the seller to the puréhaser against
payment of a stated or determinable sum of money at a
stated or determinable future date or in whole in part in
instalments over a period in the future; and

{b} the purchaser does not become the owner of those goods
merely by virtue of the delivery to or the use, possession
or enjoyment by him thereof: or

{c) the seller is entitled to the return of those goods if the

purchaser falls to comply with any term of that
transaction.

Cole (1984:44) sets the following principles for an instalment sale agreement
which will besat serve the purchaser and the seller:

- The instalment sale should be confined to durable gocods that are
consumed over a relatively long periocd. Long-standing obligations
on goods that are immediately consumed will place the seller in a
more difficult position from the collection atandpoint.

- The down payment or depoeit should be sufficient to create a gsense
of ownership on the part of the purchaser so that hefshe can take
good care of the goods purchased. The asset obtalned serves as
security for the finance advanced.
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- The amount and instalment payments must be relative to the income
and other outstanding obligations of the purchaser.

- The finance c¢harges should be sufficient to cover the c¢ost of the
instalment transaction and ehould be clearly communicated to the
purchaser to avoid misunderstanding.

3.4 LONG-TERM SQURCES OF FINANCE
3.4.1 Introduction

In Section 2.9 it states that the long-term eources of flnance avallable to
small businesses are own capital, long-term loans and sale-and-leaseback.
Suppliers of long-term finance not only take into account the long-term
liquidity, the return on investment and owner’s equity and the financial
leverage of a business, but will also incorporate certain provisions into the
loan agreement that are intended teo protect the money advanced. These are:

In this regard, the provisions of a positive nature that ocutline the actions
that the borrower agreee to take during the term of the loan (Moyer et al
1988:487) are the following:

- The borrower agrees to furnish the provider of finance with periodic

financial statements.

- The borrower agreee to take out insurance to cover insurable
business risk.

- The borrower agreee to maintain a minimum amount of net working
capital.

- The borrower agrees to retaln management personnel who are
acceptable to the supplier of the funds.

The provieions that outline actions that the borrower agrees not to take
wlithout the consent of the lender (Moyer £t _al 198B:48B; Ross & Westerfieldq,

1988:485) are the following:

- The borrower may not pledge any of lts aseets as security for other
loans nor to sell lts account recelvables.

- . The borrower is prohibited from selling or leasing a major portion
of ite assets.

- The borrower is prohibited from giving loane to othere that would
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fixed, the instalment will also be fixed, whereas if the interest
rates is variable, the instalment will change to incorporate the
movement in the interest rate.

3.3.4 Instalment Sales Agreement

Radder (1988:108} defines an instalment sale agreemént ag 'a contract whereby
a business obtains an asset and a financial institution finances the cost of
the asset either partially or in full’. In terms of the Credit Agreement Act,
Act No 75 of 1980 (as amended}, the Minister of Commerce and Consumer Affairs
is empowered to prescribe by Government Notice the maximum period within which
the full price of a purchase under a sales agreement is to be made,..khe
portion of the cash price regquired as down-payment or deposit, and the classes
of goods to be purchased under a sale agreement {(Falkena, Fourie & KXok
1987:497). The Credit Agreement Act describes an instalment sales transaction

as follows:

- instalment sales transaction which means a transaction in terms of

which:

(a) goods are sold by the seller to the purchaser against
payment of a stated or determinable sum of money at a
stated or determinable future date or in whole in part in
instalments over a period in the future; and

{b) the purchaser does not become the owner of those goods
merely by virtue of the delivery to or the use, possession
or enjoyment by him thereaf: or

(c) the seller is entitled to the return of those goods if the

- purchaser fails to comply with any term o©ofF that

transaction.

Cole (1984:44) sets the folldwing principles for an instalment sale agreement
which will best serve the purchaser and the seller:

- The instalment sale should be confined to durable goods that are
consumed over a relatively long period. Long-standing obligations
on goods that are immediately consumed will place cthe seller in a
more difficult position from the collection standpoint.

- The down payment or deposit should be sufficient to create a sense
of ownership on the part of the purchaser so that he/she can take
good care of the goods purchased. The asset obtained serves as
security for the finance advanced.
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- The amount and instalment payments must be relative to the income
and other outstanding obligations of the purchaser.

- The finance charges should be sufficient to cover the cost of the
instalment transaction and should be clearly communicated to the
purchaser to avoid misunderstanding.

3.4 LONG-TERM SOURCES OF FINANCE

3.49.1 Introduction

-

In Section 2.9 it states that the long-term sources of finance available to
small businesses are own capital, long-term loans and sale~and-leaseback.
Suppliers of long-term finance not only take into account the long-term
ligquidity, the return on investment and owner’'s equity and the financial
leverage of a business, but will also incorporate certailn provisions into the
loan agreement that are intended to protect the money advanced. These are:

In this regard, the provisions of a positive nature that outline the actions
that the borrower agrees to take during the term of the lean (Moyer et _al
1988:487) are the following:

- The borrower agrees to furnish the provider of finance with periedic

financial statements.

- The borrower agrees to take out insurance to cover insurable

business risk.

- The berrower agrees to maintain a minimum amount ©f net working

capital.

- The borrower agrees to retain management personnel who are
‘acceptable to the supplier of the funds.

The provisions that outline actions that the borrower agrees not to take
without the consent of the lender (Moyer et al 198B:488; Ross & Westerfield
1988:485) are the following:

- The borrower may not pledge any of its assets as security for other

loans nor to sell its account receivables.

- , The borrower is prohibited from selling or leasing a major portion

of its aesete.

- The borrower is prohibited from giving loans to others that would
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impair the lender’s security.

Default provisions permit the lender t¢ insist on lmmediate repayment of the
entire loan under the following conditions (Moyer et al, 1988:488):

- The borrower fails to pay interest or principal or both in terms of
the agreement.

- The borrower materially misrepresents any information required by
the lender.

- The borrower falls to observe any of the provisions menticned above.

3.4.2 Owner’'s Capital

Cwner’'s capital is the finance that may come from the personal savings of the
entrepreneur and from contributions by partners, shareholders, members or
other participants. The general rule, as stated by Pickle and Abrahamgson
{1986:133), is that a small business should provide at least SO per cent of
the starting funds. Steinhoff and Burgess {1986:120) mention that potential
creditors and other outsiders who are invited to provide financial assalstance
to a business will first consider the amount contributed by the owners so that
risk should also be borne by the owners. According to Megginson et al
{(1988:179), the econcmic function of owner’s capital is to serve as a buffer
that protects creditors from loss in the event of a fipancial difficulty
because the creditors have a legally enforceable claim on the assets of a
businesas in the event of default. Ames and Wellsfry {1983:172) state that
profit is a source of internal funding that may be the easiest and cheapest
to find and that retalned profite increase the capital of a business. Owner’s
capital varies depending on the form of ownership that a business has assumed.
Owner's capital may be in the form of capital contributions for gsole
proprietorship and partnership, loans advanced by the owners of the business,
shares in a private company, or as member’s interest in a close corporation
{Radder 1988:113).

3.4.3 Long-term loans

Long-term loans are loans that are given for periods of ten years and longer
and can be classified according to whether they have a fixed or variable
interest rate and whether they are secured or unsecured debt (Correia et al,
1989:502). As pointed out in Section 3.4.1, auppliefs of long-term loans are
not only interested in long-term liquidity, return on investment and financial
leveraée but also Llncorporate certaln provislons into the loan agreement to
protect the money advanced. The providers of long-term loans generally do not
exerclee control over the business and do not participate in the residual
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income of the business, but inetead receive a fixed return {van Horne
1986:609). General characteristics of long-term loans that contrast with the
characteristice ofowner’s capital are the followlng:

- There is an interest liability which is repayable at certain perlods

and in a certain manner.

- The provider of a long-term loan is legally a creditor and not an

owner of a business.

- Long-term loans are secured by the assets that are financed.
3.4.3 Sale-and-leaseback

Neveu {1989:579) describes a sale-and-leaseback 'as an arrangement made when
a company sells an asset it currently owne to a purchaser and simultaneously
executes a lease agreement with the same firm, which now becomes a purchase-
lessor. The selling company receives cash for the asset sold, retains the use
of the asset for the duration of the lease, and make periodic lease payment
to the purchaser-lessor’. In South Africa firme that own certain assets and
wish to raise funds, commonly use sale-and-leaseback arrangements {Correia et
al, 1989:563). The sale-and-leaseback increases the firm’'s liquidity by
transforming its asseets into cash in exchange for an obligation to make a
gseries of fixed future payments to the purchase-lessor (Moyer et _al,
1988:501). The providers of capital in a lease agreement could be an insurance
company, a commercial bank, a specialized leasing company, the finance arm of
an induetrial firm, or an individual investor (Brigham & Garpenski 1990:547).
According tc Reekie and Lingard (1986:38), a number of companies that have
stores in the central business districts (CBDs) have engaged in sale-and-
leageback arrangements, and there are usually ready buyers among financial
institutions who are keen to add to their property portfolios.

3.8 SMALL BUSINESS DEVELOPMENT CORPORATION FUNDING OF SMALL BUSINESSES

3.5.1 Introduction

The idea of establishing the Small Business Development Corporation (SBDC)
emerged during the Carlton deliberation between the government and the private
sector on 22 November 1979. The SBDC is a public company of which shares are
held equally by the state and the private sector (van Niekerk 1988:281). The
SBDC makes use of flexible guidelines that are based on sound business
practice to determine whether a small business qualifies for assistance under
the different SBDC filinancing packages. These guidelines are listed below
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{Falkena et _al, 1987:190):

- A bueiness should ke independent and be unable to obtain finance on
the open market.

- A business should be economically viable, taking into account the
experience, knowledge, management ability of the entrepreneur, and

the profit objective of the business.

- A buseiness should be located within the rand monetary area and be

inveolved in the manufacturing, commercial or service sectors.

Falkena et_al (1%87:190) further pointse out that the SBDC does not attempt to
compete with exlsting financial institutions but sees its role as supporting
small busineseses that are unable to obtain finance on the open financial
markets. The SBDC has a number of financlal assistance sechemes with different
characteristice. These financial asseistance schemes are discussed in the

following paragraphs.
3.5.2 Mini-leoan Programme

The Mini-loan Programme is for the very small businese that needs money
urgently in the short-term. The amount needed must not exceed R5 000 (Anon
198%:3}. The applicant’s ability to repay the leoan and proof of active
involvement in the business are taken into account when granting the loan.
The maximum repayment period ie 24 months and formalities with regard to this
echeme have been reduced to a minimum and simplified as far as possible
(Falkena et al, 1987:1%90).

3.5.2 Comprehensive Aseistance Programme

The Comprehensive Assistance Programme is designed for the special
requirements of informal and semi-formal small businesse operating from a fixed
addrees. The maximum amount granted is R50 000 (Anon 1989:3). The programme
playe an important role in establishing new enterprises and upgrading existing
ones, especially in lesser developed urkan and rural areas (Falkena et al
,1989:1%1). '

J1.5.4 Suppliers Guarantee Scheme

The purpose of the Suppllers Guarantee Scheme ls to enable a small busineses
to establish credit-worthiness with lts suppliers. The SBDC guarantees payment
for the goode supplied in the event of bankruptcy of the business and a credit
limit ie set for the buyer (Falkena et al, 1989:191).
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3.5.5 General Finance Programme

The General FPinance Programme provides direct financing to existing or new
businessens in the industrial, commercial or service sectors by means of share
capltal, loans and inestalment sale agfeements. The loan may not exceed
R1 million and the interest rates applicable fluctuate according to governing
market rates and cash flow projections {(Anon 1989:3). Security for the leoan
can be provided through mortgage bonds on fixed property, notarial bonde on
movable assets, instalment sale or lease agreementsa, cesasion of book debts,
insurance policies, building contracts, rental or occupational rights, pledges
of fixed deposits or shares, and sureties from third parties (Fakena et al
,1989:192).

3.5.6 Small Business Support Fund

The Small Business Support Fund provides support to small bueinesses in the
commercial, industrial or service sectors if the existence of a business is
threatened by external circumstances outside its control. In exceptional cases
the loan can be used to prevent the liguidation of a business provided that
the creditors agree to this {Anon 1987:3). According to Falkena et al
(1987:192), a business muet satisfy the following conditioﬁs in order to

gualify for the fund:
- The business must be economically viable in the long-term.

- Financing problems should be of a short-term nature and be caused
by unusual economic clircumstances.

- The business should contribute to the development of the local

community by providing employment opportunities.

- The business should have exhausted all channels of obtaining finance
on the open financial markets.

Membere of ‘close corporations and directors of companies are required to stand
surety and the interest rate applicable to the fund 1s determine by
circumstances, potentlial for recovery and the risk attached to the loan (Anon
1989:3).

3.5.7 Small Builders' Bridging Fund

This fund provides bridging finance to small -bullders in the form of short-
term loans that make cash available to builders until they are paid for their
work. Builders must be able to prove that their work is of a high standard.
The interest applicable fluctuates according to ruling market rates (Anon
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1989:3).
3.5.8 Bank Indemnity Scheme

The Bank Indemnlty Scheme ls a means whereby indirect financlal assistance is
provided through banks as the SBDC guarantees up to 80 per cant of the
facilities granted to the entrepreneur by the bank. The Bank Indemnity Scheme
alsc makes provision for the erection of business premises by the
entrepreneur. The ilnterest rate of the scheme is determined by the relevant
bank (Falkena et _al, 1989:193).

3.5.9 Small Business Start-up Fund

The Small Business Start-up Fund is a special financlial arrangement for
entrepreneurs who want to start a amall business for the first time and also
for established entrepreneurs with new ideas. The requirementse are that the
enterprise must be new or, in the case of an existing business, be a separate
project to handle a new product. There are favourable security preconditions,
interest rates and a deferred capital ‘repayment help’ during the infancy
pericd (Anon 1989:3).

3.6 VENTURE CAPITAL FINANCING

According teo Weston and Brigham (1981:993), the development of specialized
venture capital financing sources is as a result of small business. The growth
potential and the riek factor of small business {small business faces greater
risks than any other type of business}) requires a special type of financing.
Keown et al (1985:751) point out that venture capital has increasingly become
a major source of financing for small businesses. It is not easy to define
venture capital financing as venture capitaliets have a broad range cof
interests and activities. Ames and Wellsfry {1985:175) describe venture
capitalists as banks, insurance companies, other financial institutions, large
corporates and private groups of individuals who invest in new or expanding
businesses in the hope of gétting a return on their money as the business
grows and prosgspers. A key attribute of venture capital investment, as stated
by Schwenke (1992:1), is that venture capital is a long-term investment that
often requires a period of five to ten years before any significant returns
are realized.

Collier, Cooke and Glynn (1988:263) and Keown et al ({(1985:751) categorlze
venture capitalists according to the following spectrum of investment

interest:

E

- They provide finance for any high risk financial venture.
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- They provide seed or etart-up capital. Such financye ls provided at
the earliest stage of the venture with the objective of turning
ideas into marketable products or services.

- They provide finance to a business that is unable to raise capital
from conventional sources.

Collier et al (1988:264) indicate that the venture capital market in the
United States is estimated to be the biggest in the world and that the use of
venture capital in the United Kingdom and in Europe is increasing rapidly.
Horkeff (1985:12) quotes The Economist in reporting that the use of venture

capital in Japan is mushrooming.

According to Steinhoff and Burgess (1986:125), for a small business to apply
for venture capital finance the entrepreneur must develop a businese plan,
financing budgets, and proforma statements for the future. The firm providing
venture capital will scrutinize the current and past financlal records of the
business and closely assess management capabilities,'uniqueneas of product or
gervice, potential market share, and potential business growth (Redingbough
& Neu, 1980:360; Steinhoff & Burgess, 1986:125). Venture capitalists may, as
Keown et al (1985:751) points out, insist on an agreement similar to the
protective restrictions of bank lcocans in order to protect themselves should

the financial estimates of the business not materialize as expected.

Schwenke {1992:4}) categorizes venture capltalists in South Africa in three

ways:
- The brokers {(excludes stockbrokers operating on the JSE)

There are presently many financial broking firms that offer a
service to entrepreneurs who need money, where for a fee they will
prepare a prospectus for that entrepreneur. The broker undertakes
to registerthe prospectus with the Registrar of Companies and to
then, for a substantial commission, hawk the shares around to the
general public. Often these brokers, proﬁessional share sellers,
are motivated by the commission they will earn, and they are often
not experts in the field of business evaluation nor do they always
have the exact facts with regard to the business. However, they are
usually well trained and have the necessary hype with which to
entice the investor to purchase shares. It does happen that the
general public buy sharee in businesses that have little potential
and very often the general public pay toco much for these shares.

- The occasional investor
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Within this category are found some of South Africa’s most reputable
entrepreneurial firms. Names such as Columbia and certain of the
merchant banks immediately spring to mind. These companies usually
think of themselves more as investment bankers than as venture
capital funds, but they are certainly responsible for much of the
venture capital that has been done in South Africa in the last
decade.

- The true venture capital funds

These are investment funds whose mission it ie to invest into new
and emerging businesses. In South Africa there are a few such funds.
An example was the New Company Investment Group which is a Venture
éapital Fund structured much like the American funds. This fund
obtained ite finance from private investors. The fund was
professionally managed and the functions of the fund managers were
to source, evaluate and structure projects and once approved by the
board of directors of the fund, such projects were implemented and
moenitored on an ongoing, hande-on basis. Technifin {(an IDC and CSIR
joint venture} is an active fund providing equity financing to
technology based businesses”. ‘

Morfett (1985:76) identifies and examines the potential of the informal
venture capital sector as a source of funding for entrepreneurse in South
Africa. Morfett (1985:1) defines informal venture capitalists ae those
individuals or organizations that invest in entrepreneurial ventures ae a
eideline, as these investmente do not comprise their major business activity.
In the USA informal risk capital represents the largest pool of avalilable risk
capital and informal risk capital investors play a vital role in filling the
gaps left by professional venture capitalists.

3.7 INFORMAL MONEY MARKET FINANCING
3.7.1 Introduction

Struwig (1992:1) describes the informal money market as ‘a communication
system between individuals and informal institutions interested in the short-
term movement of money’. According to Struwig (1992:1), a number of informal
lending mechanisme, such as professional money lenders, informal credit
arrangements, voluntary credit socleties and Iinformal savings assoclations.
Informal financial institutions differ from formal financial institutions both
in size and in that they avoid taxes and official regqulations. Informal
financial lending is found not only in South Africa but also in other
developlng countries. In Niger, lnformal credit accounts for 84 per cent of
total lecans (Anon, 1989:113) and in Cameroon about 70 per cent of the adult
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population participates in informal financial associations (Struwig 1992:1).
In Thailand the informal credit sector continues to thrive despite the fact
that the interest rates charged are many times higher than in the formal
sector and despite increased access to government credit (Siamwalla,
Pinthong, Pvapongsakorn, Satsanguan, Nettayarak, Hingmaheenakin & Tubpun,
1990:271). Informal money lenders and stokvele as institutions operating in
the informal money market are discussed below.

3.7.2 The Stokvel

A stokvel is a type of credit union in which people enter into an agreement
to contribute a fixed amount of money to a common pool weekly, fortnightly or
monthly (Lukhele 1990:1). In the United Kingdom a credit union is defined as
a co-operative society that offers its members loans from the pool of savings
built up by members themeelves and is formed by people with a common interest
or bond (Hinton 1989:76). Likewise, the money contributed to a stokvel is
available to members either on a rotational basise or in time of need. The main
purpose of a stokvel ise to provide mutual financial assistance to its members
{Struwig 1992:3). Rotating savingse and credit assocliations resembling a
stokvel are a popular form of informal finance in other countries and are
referred to as Tanda in Mexico, Pasiapaku in Bolivia, Sun in Dominican
Republic, Syndicate in Belize, Gameliyah in Egypt, Isusu in Nigeria, Susu in
Ghana, Tontins in Niger, chit fund in India, Hui in China and Ko in Japan.

A rotating savingse and credit association is typlcally formed by a small
number of individuals who elect a leader to collect a glven amount from each
person. The money collected (the funde) is then given to each member of the
group on a rotational basis (Anon, 1989:114).

Lukhele (1990:25) lists the following as the possible advantages of a stokvel:
- It provides the means to purchase goods in bulk.

- It provides the means to acquire a business.

- It helpse pay funeral expenses.

- It is a means of saving.

Burial eocieties (Makgotlas), umgalelo c¢lubs, youth stokvels and investment
eyndicates or clubs are the various types of stokvel that operate in South
Africa (Lukhele 1990:1&6). As far ase the financing of small buselnesees is
concerned, the investment syndicates or clube are the most important. Lukhele

({1990:19) describes an investment syndicate or clubk ae a type of stokvel aimed
at establishing a jeint undertaking. Members subscrlbe funds to start-up a
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joint businese or to invest as a group in a business. The Southern African
Black Taxi Association Foundation is, according to Lukhele {1990:26), the most
succesgful financing scheme and is sBimilar to a sBtokvel in that members
contribute teo a fund and can, in turn, borrow well above the amount that they
contribute or have contributed to purchaﬁe taxis. Lukhale (1990:35) further
points out that default on loan repayments is generally rare because stokvels
rely for their survival on trust, and most members are carefully selected. A
form of 'social credit’ rating is at risk for a member who does not fulfil
his/her commitments to the stokvel.

3.7.3 Money-lenders

Money-lenders (mashonisas), referred to by Lukhele(1990:21), extend short-term
lecang to clients of long standing. Such leoans are rarely tied to any
collateral. Interest rates are normally high and most money-lenders use their
own funds for lending. In order to meet the demand for timely and convenient
loans, money-lenders maintain adeguate liquidity. This means that much of
their funds may lie idle during a slack period (Anon 1989:114). Bell
{(1990:312) states that money-lenders solve the problem of adverse selection
by confining their lending to known clients although they also do make the
relevant investment in building up a clientele and adding to it when the
occasion lcooks promising. It is costly for borrowers to switch from one lender
to ancther because of the fact that money-lenders prefer to deal with known
clients and take on new ones reluctantly. Anderson {1992:7) also mentions that
meney-lenders prefer their clients to have the security of fixed employment.
Ceollection is on pay-day. Many borrowers with access to formal credit may
borrow from money-lenders if formal lenders take too long to process an
applicaticn. When the funds from formal lenders or institutions finally arrive
these are used to repay the informal money~-lender (Anon 1989:114).

Money-lenders reduce transaction costs and risk in ways denied to formal
institutions, because they can operate out of their own homes or on the
street, maintain only the simplest accounts, and mix finance with other
business. Also, the services they provide are outside the review anﬁ control
of the monetary authorities and this allows informal money-lenders greater
flexibility (Anon 1989:113). Bell {1990:321) identifies the following factors
as limiting arbitration between formal insti-tutional lenders and money-
lenders who charge high interest rates : .

- Access by individuals to locanable funds from formal institutione is
limited.

- Re-lending requires inside knowledge of the borrowers and the cost
of acquiring such information 1o reflected in the interest rates
charged by money-lenders as against that charged by formal
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institutions.

The importance of money-lenders in providing finance is illustrated by the
fact that for the past 40 years government intervention in rural credit
markete in developing countries has failed to drive money-lenders out of
bueiness (Hoff & Stiglitz (1990:235). Money-lendere continue to charge high

interest rates.

3.8 CONCLUSION

In this chapter the different finance sources available to small businesses
is congidered. The cost of finance consisete mostly of the interest rate that
can either be fixed or variable and may by linked to the prime rate. The
interest rate on informal finance provided by money-lendere ie normally higher
than interest charged by formal financial institutione. Trade credit ae a
pource of short-term finance does not normally involve direct interest
payment. Instead, a business can benefit by taking advantage of the discount
offered on early settlement of the account. The cost of revolving credit can
also include a commitment fee charged on the amount not yet utilized by the
business. The cost of lease financing is the monthly payments that include
finance charges over the period of the lease obligation. The cost of long—term
loane may include the cost of drafting the loan contract.

Providers of finance will, in most cases, Linsist on collateral for security
for the money advanced. There is alsoc a reluctance to provide finance where
the entrepreneur does not contribute own capital. Certain provisions are
incorporated into the loan agreement to protect the funds advanced. These
provisions outline certain actions that the borrower agrees to take during the
term of the loan, and actions that the borrower agrees not to take without the
consent of the lender, and also outline default provislione that permit the
lender to insist on immediate repayment of the entire loan.

From a liquidity point of view it is best to finance variable capital
requirements with short-term funds and permanent capital requirements with
long-term funds. A business can also make use of medium-term financing to meet
permanent capital requirements as a temporary measuré until long-term finance
ie available. Table 3.1 illustrates the alternative sources of financing
available to small businesses.
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"able 3.1: ALTERNATIVE SOURCES OF FINANCE AVAILABLE

A: Sources of finance in the formal sector

Short~term sourcee

- Trade credit

- Bank overdrafts
- Revolving credit
- Factoring

Medium-term esources

- Medium-term loane
- Instalment sales
- Leasing

Long-term sources

- Own capital
- Long-term loans
- Sale-and-leaseback

Other sources

- Small Business Development Corporation
- Mini-leoan Programme

- Comprehensive Assistance Programme

- Suppliere Guarantee Scheme

- General Finance Programme

- Small Business Support Fund

- Small Builders’' Bridging Fund

- Bank Indemnity Scheme

- Small Business Start-up Fund

- Venture Capital

B: Sourcee of finance in the informal sector

- Stokvels
- Money-lenders

In the next chapter, the methodology used for the empirical research and the
repulte of the empirical research is discussed in detail.
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CHAPTER 4

RESULTS QF EMPIRICAL INVESTIGATION
4.1 INTRODUCTION

In Chapter 2 the definition of a small business is formulated. The role of
emall businesses in the economy, the managing of emall bueinesses, Bpecific
probleme experienced by small busineeses, capital requiremente and financing
of small businesses were discussed. In Chapter 3 the various sources of short,
medium and long-term finance available to emall bueinesses are discuesed.

In this chapter the results of the empirical research are analyzed. Struwig
{1991:157) states that research is valid if it measures what it sets out to
measure and that a properly planned research design should ensure that the
purpose and objectives of the study are achieved. The objectives of thise study
as set out' in Chapter 1 are as follows:

- To identify the facteors that influence the capital requirements

before any financing can be obtained.

- To determine what sources of finance are actually used by small
businesses in the Greater Soweto Area.

- To determine to what extent small businesses make use of informal

Bector financing and the reasons for doing so.

- To identify financing problems that are actually experienced by
small businesses in this area.

This chapter also discusses the sample design which specifies the survey
population, the sampling frame, the gample slze, and the sampling procedure
used in this study. The questionnaire design and the data collection procedure

are also be outlined.

4.2 SAMPLE DESIGHN

Chisnall (1992:90) suggeste that, since sample design is an integral part of
the total research design, great care should be taken at every stage in the

development of suitable samples. Churchill {1992:456) outlines the followlng

six~step procedure for drawing a sample.
- * The first step involves defining the population.

- In the second step tha sampling frame is identified.

i
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- In the third etep a sampling procedure ias selected.
- The fourth step involves determining of the sample size.
- The fifth step entails selecting of the sample elements.

- The final step is the collection of data from the designated

elements.
All the above Bteps will be discuesed in the following paragraphs.
4.2.1 The definition of the population

The population is a collection of elemente or units about which the researcher
wishes to make an inference (Churchill, 1992:456) or it ie the aggregate of
elementes from which the eample is drawn (Kress, 1988:174; Nel, Ridel &
Loubser, 1988:291). According to Struwig (1991:158), a proper definition of
the target.-population is important in order t¢ address the problem statement
of the study. Three pointe are mentioned by Dillon, Madden and Firtle
(1987:267) concerning defining the target population.

- Firstly, the target population muet be consistent with the
objectives of the study, in other words, it must be possible teo
achieve the objectives using the selected target population.

- Secondly, any other qualities that respondents must have in erder
to be included in the sample must be clearly specified.

- Thirdly, all decision rules for incluslon or exclusion of
regpondente muat be clearly explained.

In thie study the target population is small businesses in the Greater Soweto
Area. Small businesses must. satisfy the quantitative and other measures as
defined in Section 2.2 and tabled in Table 2.2. Small businesses in the
informal sector are excluded from the study because of the problem of
identifying businesses in this sector (refer Sectlon 1.5); l.e. identifyling
the population, unavalilability of a sampling frame and difflculty in locating
informal buslnesees.

4.2.2  The identification of the gampling frame

A sampling frame is the listing of the elements or units from which the actual
sample will be drawn (Churchill, 1992:456; Kress, 1988:174). Nel, et al
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{1988:267) suggest several requiremente that a relliable sampling frame should
meet, but pointe ocut that nearly every sampling frame has inherent weaknesses.
Theee requirements are the fellowing:

- The sampling frame must repreﬁent all the elements and all the
strata of the population.

- The sampling frame must ba up to date.

- Each entry in the'sampling frame must be complete and correct in
every detall.

- There may be no duplication of entries.

- The sampling frame must be acceasible and the information must be

arranged in such a manner that a sample can be drawn from it.

- Ideally, the sampling frame shcould contain additional information
that facllitates stratification.

For the purpose of this study a list of all businesses in thé formal sector
in the Greater Soweto Area was obtained from the Soweto Council. The list is
a list of all businesses, big and small, that are registerad with the Council.
Care was taken to exclude obvious blg buelnesses from the sampling frame,
based on the researchers’'s knowledge of the area. The list contained
information that facilitated stratification of the businesses into the various
business sectors as indicated in Table 4.1.

4.2.13 Size of the sample

Determining the sample size is generally quite difficult (Pillon et al,
1990:317) and ie a complex matter (Churchill, 1992:512). Researchers disagree
on the guidelines for determining the number of elemente to include in a study
{Categ, 1985:62). Struwig (1991:166) notes that although there are statistical
formulae avallable to compute a specific sample silze, such formulse are of

little use even to experienced researchers.

Nal et al (1990:303} provide the following formula for calculating the sample

gize:
5
von = —---
&x .
whera: . § = tha standard deviation of the population
5x = the standard deviation of the sampling
distribution

n = the sample Bize
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Furthermore:
E
fx = -———-
Z
where: E = allowable error, i.e. the maximum that the sample
mean should vary from the population mean
Z = the number of standard deviation units in the
normal distribution that will yield the desired
level of confidence (for a 95% confidence level
Z = 1,96}
therefore:
5% x z?
n = ———====——
Ez

To use thie formula the researcher still has to estimate § and decide on E.
Nel et al {1990:304) state the following methods of estimating &:

- The standard deviation of previocus similar studies may provide an
indication of the population standard deviation.

- A pilot survey can be used to estimate the standard deviation of the
population.

- An egstimate of the standard deviation of the population can be made
if use is made of the fact that 99,73 pér‘cent of the elements of
the population will fall within the spread of 3 x §. An estimate
of the range {difference between the highest and lowest score) is
made and the population 6§ is calculated as follows:

As indicated above, using this formula to determine the sample size still
leaves the researcher with some unknown entities. Furthermore, most research
projecte include many variables and using this formula will yield different
sample sizes for the different variables. If calculations for the different
variables are done using this formula, the largest sample eize calculated in
this manner can be used. Alreck and Settle {1985:93) point out that in such
a caee the largest sample size may be larger than what is required for all but
a few of the variables.

However, if this formula is applied in the case of this research with the
assumptions as shown below, a sample slze can be derived at.

Assume: Range of turn-over = R 990 000 (10 00C - 1 0C0 000)
A 95 per cent confidence level, that is for Z = 1,96
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An E value of R 16 000
By ueing theee values, a sample size of 408 is obtained.

According to Fraankel and Wallen, (1990:i9} repearchere should try to obtain
as large a sample as is practically manageable. Further, Kerlinger (1986:119)
notes that large eamples are advocated in order to allow the principle of
randomnese a change to work and to illuminate the problem of selecting deviant
pamples associated with small samples. Sommer and Sommer {1986:201) are also
of the opinion that large aémples provide more reliable and representative
data than small pamples while Cates ({1985:62) suggeste that for survey
research the sample should constitute ten per cent of the population. From a
population of 1 000 elemente a sample of 250 elements is, according to
Fraenkel and Wallen {1990:79) a large sample. Thise represente about 25 percent
of the population.

Walizer and Wiener ({1978:433) provide a table from which the size of a sample
can be determined if a decieion ie made on the allowable percentage of times
an error can occur in drawing a random sample of a specified size as well as
the degree of accuracy required for the research under consideration. If both
of the aforementioned criteria are set at the 5 per cent levél, the reading
on the table indicates a sample size of 384.

Considering the above, it was decided that 400 businesees from the sample
frame would be included in the sample. The 400 constitute 19,85 per cent of
the population. This decision is baeed on the suggestions by Cates (1985:62)
and Fraenkel and Wallen (1990:79) as mentioned above and on the above
calculation of sample eize.

It should, however, be remembered that conclusions about a population based
on a sample are never totally satisfactory, eince researchers can never be
pure that thelr sample is perfectly representative of the population {(Fraenkel
& Wallen, 1990:79). This is so even though statistical testse may be applied
since, at best, the tests are only valid to the extent of the confidence level
decided on.

4.2.4 Sampling procedure

A proportionate stratified sample of 400 small businessees was drawn from the
pample frame of 2 Ol5 small businesses. Churchill (1992:495) defines a
proportionate etratified sample as a sample in which the number of
observations Iin the total sample is allocated among the strata in proportion
to the ralative number of elements in each stratum in the population.
Furthermore, Churchill (1992:488) points out that a stratified sample is a
probability sample that ie distinguished by the followlng two steps:
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- Firstly, the parent population is divided inte mutually exclusive
and exhaustive subsets or strata.

- Secondly, a simple random sample of elements is chosen from each
strata independently.

According to Parasuraman {(1991:512) proportionate stratified random sampling
results in a lower sampling error than simple random sampling for a given
sample size. This is so because it offers the possibility of greater accuracy
by ensuring that the groups'that are created by the stratification eriteria
ﬁre represented in the same proportions as they occur in the population
{Bryman & Cramer, 1990:101}. The number of elements in each stratum for this

research is given in Table 4.1.

Table 4.1: STRATIFIED SAMPLE OF SMALL BUSINESSES IN THE GREATER SOWETO AREA
Number of

Strata businesses Percentage | Number selected
1. Bottle Stores 30 1 6
2. Butcheries 185 9 37
3. Coal Yards 208 10 41
4. Dry Cleaners 60 3 12
5. Filling Stations 41 2 8
6. Fish & Chilp Shop 114 [ 23
7. Frult Shops 138 7 27

8. Funeral Parlours 39 2 B

9. General dealers 809 40 161

10. Hardware stores 69 3 14

11. Herbalists 28 1 6

12. Others 293 15 58

Total 2 015 100 400

{* Percentages and numbers selected are rounded to the nearest whole number)

Sourca: Soweto Council

The "other" in the above table includes all those types of small business that

make up lese than one per cent of the total.

4.3 THE EMPIRICAI. RESEARCH DESIGN

4.3.1 Introduction

Dillon et al} (1987:176) describe a survey as a method of collecting
information from a sample of respondents in order to learn socmething about a
population from which a sample of respondents is drawn. Nel et al {1990:142)
indicate that there are no fixed guidelines as to which methed for collecting
information a researcher can use. The researcher must collect information as
accurately and unambiguously as possible and at a reascnable cost. (Nel et al,

1990:142).
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The technique for collecting primary data best suited to this research is the
personal interview using a quesetlonnaire and conducted by field workers.
Krese (19868:87) arguee that although personal interviews are expensive, they
have a higher response rate because it is not that easy for respondents to
refuse a request from a person standing in front of them.

The design of the questiconnaire used iIin this study 1s discussed in the
following section.

4.3.2 Questionnaire design

Designing questicnnaires is setill an art and not a science (Churchill,
1992:328), as there are no rules to be followed to ensure a perfect
questionnaire (Parasuraman, 1991:364). Parasuraman (1991:363) defines a
questionnaire as "a set of questions designed to generate the data necessary

for accomplishing a research project’s objectives™.

The questlonnaire in this study is divided into three different smections.
Section A contains questions concerning the personal information about the
respondent. Sectlon B contains questions aimed at determining whether the
business can be regarded as small in terms of the criteria for classifying
small businesses ( sBee Section 2.2). Section € of the questionnaire containe
questione aimed at determining the criteria used by small businesses in
deciding on the level of -total lnvestments, the plans and statements prepared
by small businesses to determine total capital requirements, questions to
determine the sources of finance used by small businesses and the reasons why
it is difficult to obtain finance.

In evaluating questions for inclusion In the questionnaire, the following
three questions considered by Weiers (1988:261), were used:

- Is the guestion really necessary in view of the objectives of the

research study?

- * Will the respeondent be willing and able to provide the information
required?

- Does the question adequately cover the content area for which it is

regponsible?

According to Kinnear and Taylor (1987:411), after issues relating to the
content of the questionnaire have been analyzed, the next issue concerns the
responge format (that is the type of questions to use). Kinnear and Taylor
(1987:411) describe three types of questions ranglng from structured to
unstructured response formate:
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- Open-ended questions which require the respondent to provide their
own answer to the gquestion.

- Multiple-choice questions which require the respondent to choose an
answer from a list provided in the questionnaire.

- Dichotomous questions which ara an extreme form of the multiple
choice question and which allowe the respondent only one of two
resgponses, such as either ‘yes’ or ’no’.

In the questionnaire used for this research a setructured response format with
both multiple-choice and dichotomous questione was employed., A structured
response format have advantages such as comparability of data, accuracy,
eagier response task and also easily understood dimensione of the answers
(Struwig, 1991:171).

Kinnear and Taylor {(1987:419) emphasize that the questionnaire for personal
interviews in field operations should be numbered serially to facilitate
control in field operation and during data processeing. This was done in thie

research.
4.3.3 The data collection procedure

Asg indicated in section 4.3.1 the survey technique best suited for thie study
is the personal interview and c¢onducted by field workere using a
questionnalre. The personal interview technique of collecting data was uged
‘because of its advantage in ensuring 100 per cent response rate and avoiding
poesible problems with a postal or telephonic survey in the Greater Soweto
Area, such as bad postal deliveries and lack of telephone facilities.

The baeic¢ unit for which the questionnaire was-‘compiled was the small
businesses as it is defined in Chapter 2 of this study. Detaile with regard
to the locations of the small businesses were listed but no personal details
of the owners of the businesses were recorded. Anonymity of the respondents
and confidentiality of results were ensured in order to elicit honest and
reliable answers. A secret code was used to make follow-up easier. The secret
code facilitated random checks by the researcher to enable him to locate
specific small businesses in ordsr to verify the Ilnformation given. It also
facillitated the work of the field workers when errore were discovered in the
responses and they had to return to resolve errors. Although the questionnaire
was in English, the field workers asked the queestions in the African language
preferred by each respondent.

Three fieldworkers were used, including the researcher himeself. The other two
field workers were selected on the basis of their knowledge of financlal
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" management and their ability to speak most African languages, especially South
Sotho and 2Zulu. The fleld workers were trained and given a comprehensive
outline of the objectives of the research and an extensive explanation of the

questions in the questionnaire. The researcher also acted as the controller.

Questionnaires were collected and checked daily and ten per cent of the
reapondenté were agaln visited to control the information recorded. Each field
worker completed four questionnaires per day over a period of 34 dayse from
Mondays to Saturdays.

4.3.4 Reliability of results

Du Plessis and Levin {1989:7) report that as a general rule, it must be kept
in mind that properly conducted research can yield useful results, but might
not yield unguestionable values. Du Pleseils and Levin (1987:7) stated that the

following could affect the reliability of results in a survey.

- Sampling error that result from the fact that only a fraction of the
population is used. In the case of this study a fairly large
proportionate stratified sample of 400 unitse (19,85% of population)
was used. As mentioned by Parasuraman {1991:512), a proportionate
stratified random sample result in a lower sampling error.

- - Survey errors are errors arising from memory error, misunderstanding
of questions or reluctance to answer them. To minimize this care was
taken in drawing up the questionnaire and in selecting and training
field workers. The quality of data was thoroughly checked by the

author.
4.4 ANALYSIS OF RESULTS
4.4.1 Introduction

The results of the 400 queationnairea completed are discuseed below. Section
A of the questionnaire was inc¢luded to record the detalls of the respondents.
A Btated in section 4.3.3, personal details of the respondents were not
recorded but a secret code was used to identify the business. This was done
in order to ensure anonymity and confidentiality.

Section B of the questionnaire was included in order to determine whether a
businees could be regarded as small according to the discusseion in Section
2.2.3. The quantitative definition is ae stated in Table 2.2. The economic
definition of this study is that the small business must be independently
owned and managed by the owner{s), have a simple organizational structure and
a relatively small influence on the market. Furthermore , some capital must
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be provided by the owner(s), the number of people employed must be less than
50, total assets must not exceed R 1 million, and annual turnover must not
exceed R 1 million. The discussion of the responses relate to Sections B and
C of the questionnaire and will be done in the following . sequence:

- Firetly, an analysis of the data is made to prove that all
the respondents’ businesses are in fact small businesses

ag defined (see Sections 4.4.2).

- Secondly, an analyéis of the data In descriptive form is
presented to give an overall picture of the results { see
Sections 4.4.3).

- Thirdly, a search for relationships will be undertaken
using crogs-tabulations, CHI-squire analysis, correlation
statisticse and linear and multiple regression of dependent
against independent variables (see Section 4.4.4),.

4.4.2 hnalysis of business size

An analysis of the slze of the businesses of the respondents was done and the
results are tabulated in Table 4.2. From Table 4.2 it can be seen that all the
businesses of the respondents meet the criteria for small buslnesses. It would
therefore be in order to include the data for all the respondents in further

analyses.
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Table 4.2 CLASSIFICATION OF BUSINESSES ACCORDING TO THE CRITERIA FOR A
BUSINESS TO BE REGARDED AS SMALL )
ITEHM CRITERIUM |OBSERVATION SMALL
YES/
NO
Privataely owned Hust he 100 % respondents Yes
Managed by owner(s) HMust be 100 &% respondents Yes
Some capital HMust be 100 % respondents Yes
supplied by owners .
Percentage of > 50 % 100 &% respondents Yes
capital supplied by
owner(s)
Number of employees < ? Mean 4,63 Yes
Std dev. 1,53
Lowest 1,00
Highest 12,00
Amount of assets R 1500000 |Hean R 223 177 Yes
or Std dev. R 322 371
less Lowest RO - R 100 000
Highest R 501 000 - R 1 500 QOO
Amount of turnover R 3000000 |Mean R 135 375 Yes
or 5td dev. R 181 590
less Lowest RO - R 100 000
Highest R 501 000 - R 1 500 Q0O
4.4.3 Descriptive analysis of the data
4.4.3.1 Number of employees

Ag indicated in Table 4.2,
while the minimum number of employeas

the maximum number of employees employed by the
respondents s twelve, is one.
Statistical analysie of the number of employees shows that the mean number of
employees is 4,63 with a standard deviation of 1,53. This means that 68,26 per
cent of the respondents employ between 3,1 and 6,16 employees while 95,44 per
cent of the respondents employ between 1,57 and 7,69 employees. This indicates
that a very large proportion ¢of the businessee included in the sample employ
lese than eight persons.

4.4.3.2 5ize of the businesses as measured by their assets

For the purpose of analysing the size of the businesses in respect of the
assets employed by the businesses, the scores were converted to midpoints of
the size categories sc that the resultant figures have a monetary meaning.
From Table 4.2 1t can be seen that the mean assete are R 323 177 with a
standard deviation of R 322 371. Therefore, 68,26 per cent of the businesses

in the sample employ assets between approximately R 1 000 and R 967 919.
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4.4.3.3 Size of the businesses as measured by their turnover

From Table 4.2 it can be seen that the mean turnover 1s R 135 375 with a
gtandard deviation of R 181 590. Therefore, 68,26 pér cent of the businesses
in the sample have a turnover between R 0,00 and R 316 875. The mean turnover
to aspets ratio is therefore 0,56 which is rather low.

4.4.3.4 The calculation of total capital requirementsa

Table 4.3 details the results on how often small busineeses calculate their
total capital requirements.

Table 4.3 = FREQUENCY OF CALCULATION OF CAPITAL REQUIREMENTS
Quarterly Half-yearly Yearly Multi-yearly
Number 36 122 183 59
Percentage 9% 31 46 % 15 %

Most small bueinesses {46 %} calculate their capital requirements cnly once
a year, while 31 per cent calculate their total capital requirements twice a
year and 15 per cent of do so lesse than once a year { i.e. multi-yearly). Only
a small percentage (9 %) calculate capital requirements on a quarterly basis.

The responeeg indicate that the majority {85 %) of small buslinesses calculate
their capltal requirements once yearly or more frequently. The above does not
indicate the division between permanent capital requirements {which include
all fixed assets and the minimum working capital for the desired level of
activity) and varying capital requirements of which is the additional working
capital required when the activity or level of production of the permanent
capltal requirement is exceeded (refer Section 2.9).

4.4.3.5 Crlteria used to decide on the level of total capital
investment

Table 4.4 details the responses with regard to the factors considered by small
businesses in calculatlng the level of total capital lnvestment.
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Table 4.4 CRITERIA USED TO DECIDE ON THE LEVEL OF CAPITAL INVESTMENT
Maximise
Returns Liquidity . . Solvency Other
No % No % No % No %
Never 0 0 0 0 0 0 0 0
Sometimes 102 25,5 11 2,75 12 3,00 0 0
Always 298 74,5 iso 97,25 388 97,00 0 0
- Total a00 100 | aoo0 100 400 100 0 0

All (100 %) respondents indicate that they sometimes or alwaye take the
maximization of returns, 1liquidity and solvency into account in their
calculation of the level of total investment. The resulte tally with the
objective stated in Section 2.8.3 that in order for a business to achieve a
pogitive financial leverage, liquldity and solvency must be considered. No

regspondent indicated that his/her business uses any other criteria for this
purpose.

4.4.3.6 Plans and statements prepared to determine total capital
requirements

Table 4.5 details responses with regard to plans and statements prepared by

small businesses to determine total capital requirements.

Table 4.5: PLANS AND STATEMENTS PREPARED TO DETERMINE TOTAL CAPITAL
REQUIREMENTS
Projected Income Projected Projected

Business statements Balance Capital

Plans Budgets Sheets Req.

No x No x No X Ho X Ko X
Hever 163 40,75 0,00 0,00 184 45,00 184 46,00 380 95,00
Sometimes 211 52,0 185 45,25 167 41,75 167 61,75 20 5,00
Always 26 6,50 215 53,7 &9 12,25 49 12,25 0 0,00
Total 400 100,00 400 100,00 400 100,00 400 100,00 400 100,00

The above table indicates that budgets are the statements prepared the most
by the respondents in that 100 per cent of the respondente prepare budgets
falling aither into the ‘sometimes’ (46,25 %) or the ‘always’ (53,75 %)
category. Radder (1988:137) found that 75,6 per cent of black esmall businesses
in Port Elizabeth make use of budgets, while Holmes and Nicholle (1988:61) in
their study of 938 Australian small businesses have found that 48,3 per cent
of the respondents never make use of written budgets in planning capital
requirements. The figure of 100 per cent of businesses that make use of
budgets, as Indicated by this research, would therefore appear to be high.
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This may be due to a sampling error in that the interviewers did not explain
to the respondents that the question refers to formal budgets or that the
respondents did not understand the gquestion (see also Section 4.4.3.4).

The next most fregquently prepared financial statement is the projected income
statement and the projected bélance sheet (12,25 % ‘always®' and 41,75
‘gometimes’). Holmes and Nicholls ({1988:61) have found that only 14,5 per cent
of respondents prepare balance sheets and profit and loss statements
internally, but that 69,3 per cent seek outside help from accountants for the

preparation of these statements.

Businese plans are prepared by 59 per cent of the respondents {52,75 %
‘sometimes’ and 6,25 % 'always’). This result is in strong contrast to the
findings of Potgieter (1993:17) that only 20 per cent of respondente give any
attention to a business plan, while Holmes and Nicholls (1988:61}) have found
that only 25,8 per cent of respondents draw up a business plan. Rgain, the
high percentage of respondents that indicated that they prepare a business
plan compared to the findings of both Potgieter (1993:17) and Holmes and
Nicholle (1988:61) may be due to a sampling error. The projected capital
reguirement schedule is only sometimes prepared by five per cent of the
regspondents. .

It can therefore, be concluded from the above that most small businesses in
the Greater Soweto Area do draft budgets to determine capital regquiremente and
projected income statements and balance sheets to summarize the reguirements.

4.4.3.7 Types of short-term finance used

Table 4.6 lndlcates the type of short-term finance used by small businesses
in the Greater Soweto Area.

Table 4.6: TYPE OF SHORT-TERM FINANCE UTILIZED

Bank Reveolving Factoring of

Trade credit overdraft credit debtorse

Ho % No % Ho % No %
Never 3 0,75 | 251 63,25 146 36,50 k-1 99,50
Sometimes gl 20,25 | 120 30,00 147 16,75 2 0,50
Always 316 79,00 27 6,75 107 26,75 0 0,00
Total 400 100,00 | 400 100,00 400 100,00 400 100,00

Small businesses make use of short-term finance as follows: trade credit 99,25
per cent (’'scmetimes’ 20,25 % and ‘always’ 79 %)}; bank overdraft 36,75 per
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cent ('sometimes’ 30 % and ‘always’ 6,75 %}; revolving credit 63,50 per cent
('sometimes; 36,75 % and 'always’ 26,75%); factoring of debtors 0,5 per cent.

Therefore,. it can be concluded from the above that trade -credit is the most
frequently used source of short-term finaﬁce in the Greater Soweto Area. This
ls followed by Revolving credit (63,5 %), bank overdraft (36,75 %), and
lastly, factoring of debtors (0,5 %). Factoring of debtors cannot be regarded
ag a source of finance used by businesses in this area because of the small
percentage of businesses using it. The use of revolving credit and bank
overdrafts indicates that small businesses in the Greater Soweto Area do make
use of services provided by formal financial inatitutlons.

4.4.3.8 Types of medium-term finance used

Table 4.7 lists the type of medium-term finance used by small businesses in
the Greater Soweto Area.

Table 4.7: TYPES OF MEDIUM-TERM FINANCE UTILISE(D
Instalment sales

Medium term loans Leasing {HP)

No % No % No %
Never 154 38,50 241 60,25 57 14,25
Somet imes 178 44,50 107 26,75 Jls 79,50
Always 68 17,00 52 13,00 25 6,25
Total 400 100,00 400 100,00 400 100,00

Medium term loans are used by 61,5 per cent (44,5 % ‘sometimes’ and 17%
‘always’}); leasing 39,75 per cent (26,75 % ‘sometimes’ and 13 % ‘always’};
and the most frequently used source of medium-term finance is instalment sales

with 85,75 per cent use (79,50 % ‘sometimes’ and 6,25 % ‘always’).

It can be concluded from the above that most 8small businesses (85,75 %}
finance their medium-term requirements by means of instalment sales.
Businesses also finance some of their medium-term requirements by meana of

lease agreements.
4.4.3.9 Types of long-term finance used

In section 3.4.1 it was indicated that the long-term sources of finance that
should be available to small businesses are own capltal, long-term loans and
sale-and-leaseback. Table 4.6 tabulates the types of long-term £finance
actually used by small businesses in the Greater Soweto Area.

’



65

Table 4.8: LONG~TERM FINANCE USED
Long-term Sale and Yenture

Own capitol Loans leaseback capital $6DC Leoans

w X Ko X No X No X o X
Never 0 0,00 18 4,50 | 327 81,75 | 310 77,50 32,78
Somet imes 0 0,00 330 82,50 63 15,75 a8 22,00 203 50,73
Always 400 100,00 52 13,00 10 2,50 2 0,50 () 16,50
Total £00 100,00 606 100,00 400 100,00 400 100,00 400 100,00

Venture capital is also included in long-term loans because, according to
Schwenke (1992:1), venture capital 1s a long-term Ainvestment that often
requires a period of five to ten years before any significant returne are
realized.

Own capital is utilized by 100 per cent of the businesses, followed by long-
term lecane at 95,5 per cent (82,5 % ‘sometimes’ and 13 % ‘always’}; then SBDC
loans at 67,25 per cent (50,75 % ’'sometimes‘ and 16,50 % ’always’). Then
venture capital at 22,5 per cent with the least used source of finance sale-

and-lease back at 18,25 per cent (15,75 % ’'sometimes’ and 2,5 % ‘always’}.

Table 4.6 aleo indicates that all although emall bueinesses rely on their own
capital to finance their businessees, they also use long-term loans ae sBources
of finance.

4.4.3.10 Types of informal financing used
Informal money lenders and stokvels are institutions operating in the informal

money market (see Section 3.7). Table 4.9 indicates the type of informal
finance used by small businesses in the Greater Soweto Area.

Table 4.9: TYPES OF INFORMAL FINANCING USED
Stokvel loans Money lender’s loans
No % No B
152 38,00 375 93,75
Never 246 61,50 25 - 6,25
Sometimes 2 0,50 o 0,00
Always
Total 400 100,00 400 100,00

Table 4.7 shows that 62 per cent (61,5 % ’‘sometimes’ and 0,5 % ‘always’} of
small businesses make use of stokvel loans. This indicates that a large
percentage of ownere of small businesses do belong to a stokvel. The type of
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stokvel referred to is the investment stockvel described by Lukhale {1990:19)
as a type of stokvel aimed establishing a joint undertaking, that ie, membersa
subecribe funds to start-up a jolnt businese or make a jolnt investment. This
type of financing could aleo be attractive owing to the low rate of default
as pointed out in Section 3.7.2. The resﬁonse also indicates that loans from
money lenders are not an attractive form of financing in Soweto. This shows
that, despite Hoff and Stiglitz’s (1990:235) assertion that meoney lenders are
important in providing finance in rural credit markets of developing
countries,‘the money lender- is not an important source of finance In the

Greater Soweto Area.

4.4.3.11 Reasons for using Ilnformal financing

One of the secondary objectives of this study is to determine to what extent
emall businesses in the Greater Soweto Area make use of informal financing and
the reasona for doing so. Table 4.10 reflects the reasons why busineeses make

use of informal financing.

Table 4.10: REASONS FOR USING INFORMAL FINANCE

Reasons Percentage
Yes ' No
1. No formal requirements 98,75 % 1,25 %
2. No security required 99,25 % 0,75 %
3. Could not obtaln funds 66,50 % 33,5 %
from financial institutions

Ag indicated above, 98,75 per cent of the respondents who used informal
financing stated that they preferred or used informal finance because no
formal requliremente are necessary which is not the case when applying for
finance from formal financial institutione. In the case of stokvel loans, the
only requirement is that the applicant must be a member of the stokvel. The
fact that no security is required in the case of informal financing is anether
reason why amall businesses make use of informal finance. A large percentage
(66,5 %) of the respondents indicated that they could not obtain funds from
formal financial institutions and hence the reason for using informal sector
financing.

4.4.3.12 Difficulty in obtaining finance
It was mentioned in section 1.3 that the major factor influencing the

egtablishment and success of small businesses in the Greater Soweto Area is
the lack of finance. Table 4.1l indicates the number of small businesses that
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have difficulty in obtaining finance.

Table 4.11: BUSINESSES THAT HAVE PROBLEMS OBTAINING FINANCING

TOTAL NEVER SOMETIMES : ALWAYS
NO 400 44 52 304
. 100,00 11,00 13,00 76,00

The responses above show thaﬁ 89 per cent (13 % 'sometimes’ and 76 ¥ "always'’}
of small businesees In thie region have probleme obtaining finance. The
resulte support De Coning‘e (1986:753) investigation of external or
environmental factorse that influence small businesses in the Greater Soweto
Area and confirm the problems identified by Vosloo (1989(d):1) and by Amey
(1988:6) mentioned in section 1.3.

4.4.3.13 Reasons why it is difficult to obtain finance

Section 4.4.10 indicates that 89 per cent of small businesses have difficulty
obtaining finance. Table 4.12 reflecte their responeee in this regard.

Table 4.12 REASONS WHY FINANCE 15 DIFFICULT TO OBTAIN FROM
FINANCIAL INSTITUTIONS

Reasons Yes % No %
(a) Sources of financing not aveilable 16 4,49 340 5,51
(b) Leck of understanding by banks 226 63,48 130 36,52
(c) Difficulty in supplying information 282 v, 21 74 20,y
{d) Discrimination by banks 302 84,83 54 15,17
(e) Ouners capital contribution low 174 48,83 182 51,12
(f) Past net profits teo low 14 12,36 e 87,64
(g) Other borrowed capital too high 76 21,35 280 78,65
(h) Business regarded as too risky 220 41,80 136 38,20
(1) Not aware of ex{sting sources of financing 56 13,73 300 BL,27
(j) Lack of managerial skills 157 44,10 199 55,90

Total 356 = 100%

Discrimination by banke (84,83 %) is regarded as the main reason why finance
is not obtained from financial inetitutione. This ie followed by difficulty
in supplying the required information (79,21 %) and then lack of understanding
by banks 63,48 %, This contraste with the findings (Section 4.3.)7 that about
63 per cent of businesses make use of revolving credit and 36,75 per cent make
use bank of overdrafte, the two short-term sources of finance provided by
banks. A very small percentage (4,49 %) indicated that financing sources were
not avajilable, while 15,73 per cent indicated that they were not aware of
existing sources of financing. This shows that emall businessee in this area
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have no problem in ildentifying existing finance sources. The reason of too low
owner ‘s capital contribution (48,88 %) can aleo be regarded as an impediment
for small businesses in obtalning funds, although in Section 4.2 it was gshown
that 100 per cent of all small businesses canvassed used own capital. The fact
that the businesses are regarded as too Eisky (61,80 %) is also a reason why
finance is difficult to obtain, while too high borrowed capital (21,35 %) is
another reason. The low percentage in which the level of borrowed capital is
too high could be as a result of the fact that most (100 %) small businesses
use a high percentage (> 50 %) own capltal. Lack of managerlal skills (44,10
%) is a further factor hampering the obtaining of finance.

4.4.4 The search for relationships

4.4.4.1 Introduction

Bryman and Cramer ({1990:150) quite rightly state that having examined the
distribution of value for particular variables through the use of tables,
histograms and associated statistics, a major strand in the analysis of a set
of data is likely to be bivariate analysis. This concerns the question of how
two variables are related to each other and the annalist will probably be
concerned to demonstrate whether two variables are related {Br}man & Cramer,
1990:150), because researchers are mostly interested in relationships among
variables (Emory & Cooper, 1991:54).

Bryman and Cramer (1990:150) indicate the following methods that can be used

for tha search for relationships between two or more variables:
- Cross-tabulation

Cross-tabulation is one of the simplest and most frequently used ways of
demonstrating the presence or absence of a relationship between variables
{Bryman & Cramer, 1990:150). As indicated by Emory and Cooper (1991:536) the
most widely usad nonparametric statistical test uged with cross-tabulation is
the chi-square (12) test of'aignificance. Tha chi-square test answers the
gquestion whether there is really a relatlonshlp between the varlables or
whether the relationship has arisen by chance, for example as a result of
sampling errcr that has engendered an idiosyncratic sample (Bryman & Cramer,
1990:157). Emory and Cooper {1991:53&) point ocut that the chi-square test is
particularly useful in tests Ilnvolving nominal data, that is, data that is
meagured on a scale that has no order, distance or origin (Emory & Cooper,
1991:172), but which can also be used for data measured on higher scales
(Emory & Cooper, 1991:536). Higher scales of measurement are: ordinal data
which have order, but no distance or origin; interval data which have both
order and distance but no unique origin; and ratlo data which have order,
distance and a unlique orlgin (Emory & Cooper, 1991:172).
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Bryman and Cramer (1990:158) state that the starting point for administering
of a chi-square test, as with tests of significance in general, is a null
hypothesis of no relationship between the two variables being examined. In
order to discern whether a relationgship does exlst between two variables in
the population from which the sample uas'aelected, the null hypothesis needs
to be rejected; To be able to do this, a decision should be made as to what
significance level to use (Bryman & Cramer, 1950:158}. The three most commonly
used significance levels are: 0,05, 0,01 and 0,001 {(Bryman & Cramer,
1990:158}.

In this research the 0,05 level of significance will be employed. Thus, p >
0,05 means-that the chi-square value is below that necessary for achieving the
0,05 level of significance. This means that there is more than a five per cent
chance that there is no relationship between the two wvariables in the
population {Bryman & Cramer, 1990:161). Alternatively, if p < 0,05, the null
hypotheeis H,, that there is no relationship between the two varlables in the
population, can be rejected and the alternative hypothesis H , that there is
a relationship between the two variables in the population, can be accepted.

The chi-square test of significance is, however not a strong statistical test
as it does not convey information about the strength or theidirection of a
relationship {(Bryman & Cramer, 1990:161). Bryman and Cramer (1990:162) point
out that chl-square can be unreliable if expected cell frequencies are less
than five, although this is a matter of controversy. For this reason, in some
of the applications in this research, data categories have been collapsed to
increase the expected cell frequencies. The $PSS program used for the analysis
prints the number and percentage of such cells for each table generated and
for which the chi-~square is requested.

- Correlation

Correlation is one of the most important and basic measures of agsociation in
the elaboration of blvarlate relationships. Unlike chi-square analysis,
measures of correlation indicate both the strength and the direction of the
relationship between a pair of variables (Bryman & Cramer, 1990:162). The
statistic that Ls calculated in this case is Pearson’s Product Moment
Correlation Coefficient, also referred to as Pearson’s r (Bryman & Cramer,
1990:163). This measure of correlation presumes that interval variables are
being used, so that even ordinal variables are not supposed to be employed,
although this matter is a matter of séme debate (Bryman & Cramer, 1990:163).

Pearson‘s r varies between -1 and + 1 which indicates the strength and the
direction of the relationship. A minus value is a negative or left to right
downward slanting relationship while a positive value indicates a positive or
left to right upward slanting relationship (Bryman & Cramer, 1990:168). The
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strength of the relationship is indicated by the absolute value of r while a
zero value would indicate that no relationship exists. Thus, the nearer the
value of r is to zero, the weaker is the relationship. However, the closer the
value of r is to unity, regarless of whether it has a positive or a negative

value, the stronger is the relationship {Bryman & Cramer, 1990:168}.

The question thet arises is: what is a large correlation? Bryman and Cramer
(1990:168) refer to Cohen and Holliday (1982) who suggest the following: below
O,i9 is very low; 0,20 to 0,39 is low; 0,40 to 0,69 is modest; 0,70 to 0,89
ig high; and 0,90 to 1,00 is very high. They point out however that these are
rules of thumb and should not be regarded as definite indications, since there
are hardly any guidelines for interpretation over which there is substantial

consengus.

Bryman and Cramer (1990:168) point out that caution is required when comparing
computed correlation cecefficients, since an r of -0,60 is larger than an r of
-0,3, but lt is not possible to say that the relatlonship is twice as strong.
To overcome this problem Bryman and Cramer (1990:169) propeose the intreduction
of the coefficient of determination, rz, which is simply the sgquare of r
multiplied by 100. Thus, if r = ~0,60, r2 = 36%. This means that 36 per cent
of the variance in one variable is due to the other variable. When r = -0, 30,
r? = 9%, Therefore, although an r of -0,60 is twice as large as one of =-0,3,
four times more variance is being accounted for by én r of -0,60.

Bryman and Cramer {1990:169) also point out that a high correlation does not
indicate causation, since a 49 per cent variation in y due to x also means a
49 per cent varlation in x due to y. Which variable ls dependent on which
other variable is a figment of the researcher’s imagination until demonstrated
convincingly (Emory & Cooper, 19%1:56). More than one other variable may have
an influence on what the researcher designates as the dependent variable. In
this research, for example, the level of turnover may be caused by both the
level of assets as well as the number of people employed by the relevant
business.

- Linear regression

Linear regression analysis has become one of the most widely used techniques
in the analysis of data in the social sclences and is a powerful tool for
summarizing the nature of the relationship between variables and for making
predictlions of likely values of the dependent variable (Bryman & Cramer,
1990:177). The idea of linear regression is to summarise the relatlonship
between two or more {multiple regression) variables in a regression egquation.
This equation is called the equatlon of best fit and can be represented by a
gimple equatlon (Bryman & Cramer, 1990:179):
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Where: y = the dependent variable;

X = the independent variable;

aw= the coefficient of x and is equal to the slope of
the line and therefore represents the rate at
which changes in values of the independent
variable (x)} affect valuee of the dependent
variable (y).

b = a constant indicating the point where the line
intercepte the y-axls;

e = an error term that points to the fact that a
proportion of the variance 4in the dependent
variable is unexplained by the regression
equation. Feor the purpose of making predictions
the error term is lignored.

As for correlation, the statistic calculated here is Pearson‘s r which
indicates the slope ‘a’ of the regression line, while r? is also'employed to
indicate the percentage of variance explained (Bryman & Cramer, 1990:184).
Bryman and Cramer (1990:185) aleo point out that outlier, that is extreme
values of x or y, can exert an excessive influence on the results of both
correlation and regresesion. For thie reason some outlier were eliminated in

thie research when correlation and regression techniques were used.

In the case of multiple regreseion the SPSS program aleo provides a value for
the standardised regreeslon coefficient, designated Beta, which provides an
indication of the relative influence of the more than one independent variable
cn the dependent variable (Bryman & Cramer, 1990:244).

Bryman and Cramer {1990:65) state that if variables such as assets or turnover
are grouped into categorical intervals, they become ordinal variables. They
proceed, however, (p.66) to quote Labovitz {1970) who suggeste that almost all
ordinal variables can and should be treated (for the purpose of statistical
analysie) ae interval variables. Labovitz’ (1970} argument ie that the amount
of error that can occur is minimal compared with the advantages that can
accrue to the annalist in ueing correlation and regreseion as analysing
techniques because of thelr power and ease to interpret. For this research,
it was decided to adopt the view of Labovitz aes mentioned to above.

In thie research, the relationships indicated in Table 4.13 are analyzed. Alseo
shown in Table 4.13 are the dependent variables, the method used for the
analyaib, the statistical value calculated, the statistics employed, the null
hypotheseis, the significance test used and the level of significance decided

on.
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Tables 4.15, 4.16 and 4.17 indicate some further relations investigated. Table
4.15 liste the results of the regresslion analyeis of the relationship between
asgets and turnover for each of the 12 categories of small businesses lncluded
in the sample. Table 4.16 lists the results of a computation of the turnover
to apsets ratio for all of those resPGndents that did not 1indicate whether
they know the émount of the assets of their businesses, that isg, 192 casges.
Table 4.17 liste the results of a computation of turnover per employee for all
400 respondents. The analyses indicated above are not an exhaustive list of
analyses that can be performed on the data compiled in this research, but
;ather are regarded as suffiﬁient for the purpese of this diseertation.

The SPS55 was used as the analysing tool for all the analysee done for this
research. The rationale for the tests selected was based on Bryman and
Cramer’s {1990:187) rule of thumb for selecting statistical methods and tests
and their classification of variables {Bryman & Cramer, 1990:&63) and Emory and
Cooper’'s (1991:172) classification of variables as referred to in Section
4.4.4.1(a). The variables selected are aa follows:

- Number of employeee which is a ratio variable;

- S5ize of assets whlich is a ratio variable;

- Size of turnover which is a ratio variable;

- Frequency of calculation of capital requirements which is
an ordinal variable;

- Frequency of preparing a business plan which ia an ordinal
variable; .

- Frequency of preparing a budget which is an ordinal
variable.

Thus, only ordinal and ratio variables are analyzed and the tests as listed
in Table 4.13 are therefore in order.



Table 4.13:

RELATIONSHIPS TO BE ANALYZED

(B6A) BY size of turnover
(B56T)

Beta = stander-
dised reg. coeff.

T-test of significance,
p < 0,05

Yariobles Oependent | Method of Stotistical value Statistic Wull hypothesis Significance test and level
variable |analysing calculated HO: "l of significance
relationship

Ho. of employees (B5%) 85 Cross-tabulation | Chi-square Pearson’s 12 2 Ho relationship Significance of xz, p < 0,05

BY size of mssets (B&A) Correlation Correlation Peorson’s r & r No relationship significance of r, p < 0,05
coefficient

No, of emplayees (B5) 85 Cross-tabulation | Chi-square Pearson’s .xz 2 No relationship Significance of ;2, p <0,05

BY size of turnover (BST) Corretation Correlation Pearson’s r & r No relationship Significance of r, p < 0,05
coefficient

Size of assets (B&A) 867 Cross-tebulation | Chi-square Pearson's xzz No relationship Significonce of ;2, p < 0,05

BY size of turnover (BA&T) Correlation Correlation Pearson's r & r Wo relationship Significance of r, p < 0,05

. coefficient ..

Size of turmover (B&T) BY c1 Cross-tabulation | Chi-square Pearson’s xzz No relationship significance of 12, p < 0,05

frequency of calculation Correlation Correlation Pearson’s r & r Ko relationship Significance of r, p < 0,05

of capital requirements coefficient

{C1)

Size of turnover (BS6T) BY C3A Cross-tabulation | Chi-square Pearson’s xzz No relationship Significance of ;z, p < 0,05

frequency of preparation Correlation Correlation Pearson’s r & r No relationship Significance of r, p < 0,05

of business plan (L3A) coefficient

Size of turnover (BST) BY cis Cross-tabulation | Chi-square Pearson’s xzz No relationship Significance of xz, p < 0,05

frequency of preparation Correlation Correlation Pearson’s r & r No relationship Significance of r, p < 0,05

of budgets (C3B) coefficient

Frequency of preparation Cc3a Cross-tabulation | Chi-square Pearson’s zzz Ne relntionship Significance of xz, p < 0,05

of business plan (C3A) BY Correlation Correlation Pearson’s r & r No relationship Significance of r, p < 0,05

frequency of SBOC [ocan coefficient

{C6E) -

Size of assets (BGA) B6T Regression Regression coefficient ad l:t2 Ko reletionship F-test of significance,

BY site of turnover (B&T) ré&r p < 0,05

Nurber of employees (B5) B&T Regression Regression coefficient as b2 Ho relationship F-test of significence,

BY size of turnover (BAT) r&r p < 0,05

Nurber of employees (B5) BAT Multiple Regression 2y . &2,5 b Ho relationship F-test of significence,

as well as size of essets regression coefficients r&r p < 0,05
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RESULTS OF SEARCH FOR RELATIONSHIPS

Analysis variables Stetistic | Value of Conclusion
No. statistic | for each
statistic
1. Number of employees (85) BY 12 13,88 0,030¢ |p < 0,05, Relstionship exists
size of assets (B&A) r2 0,25 0,0006 Ip < 0,05, Relationship exists
r 0,06
2. Number of employees (BS) x2 16,74 0,0103 {p < 0,05, Relationship exists
BY size of turnover (B&T) r2 0,15 0,002 p < 0,05, Relotionship exists
r 0,02
3. Size of assets {(B&A) xa 23,45 0,000 p < 0,05, Relationship exists
: BY size of turnover (B&T) ‘5 0,64 0,000 p < 0,05, Relationship exists
r 0,42
4. Size of turnover (B&6T) BY xz 47,44 0,000 p < 0,05, Relation exists
frequency of celculation of Ty 0,41 0,000 p < 0,09, Relation exists
capital requirements (C1) r 0,17
5. Size of turnover (BST) BY ¥ 45,58 0,000 |p < 0,05, Relationship exists
frequency of preparation of r2 0,26 0,000 p < 0,05, Relationship exists
business plan (C3A) r 0,07
&, Size of turnover (B&T) BY ;2 13,73 0,003 p < 0,05, Relationship exists
frequency of preperetion of 5 0,15 0,003 p < 0,05, Relationship exists
budgets (C3B) r 0,02
7. Frequency of preperation of xa so0,82 0,000 p < 0,05, Relationship exists
business plan (C3A) BY Fa -0,13 0,000 p < 0,05, Relationship exists
frequency of SBDC loan (COE} r 0,02
8. Size of assets (B56A) a 0,49 F = 134,93
BY size of turnover (B&T) b 26,64 §ig = 0,000{p < 0,05, Relstionship exists
rz 0,64
r 0,42
?. Number of employees (83) a 35,04 F = 38,12
BY size of turnover {B6T) b -26,77 Sig = 0,000/ p < 0,05, Relationship exists
fy 0,30
r 0,09
10. Number of empleoyees (85) as 8y 42,61 F = 561,61
well as size of turnover (84T) o 0,43 Sig = 0,000/ p < 0,05, Relationship exists
BY size of assets (BSA) b -45,08 T, = 1.80
ry 0,563 Sig = 0,073/ p > 0,05, Relationship exists
r 0,39 'I'2 = 10,40 {but on p < 0,08 level only
Beta a 0,10 stg = 0,000/ p < 0,05, Relation exists
Bets a, 0,60
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Table 4.15: REGRESSION ANALYSIS BETWEEN ASSETS AND TURNOVER FOR THE
VARIOUS SECTORS OF SHALL BUSINESSES

Sector KO. of ¢ < 8 b F-test tinear
cases ] significance| relation
total=1%2 valid ?
Bottle stores ' 3 0,78 0,57 -0,31 357,69 0,45 NO
Butcheries 15 o.M 0,84 0,92 -33,27 0,00 YES
Coal yards ] H/A N/A
Dry cleaners 10 0,09 0,007 0,11 461,53 0,81 NO
Fitling stations 7 0,30 0,09 0,30 570,00 0,5 1]
Fish and chips shops 23 0,27 0,07 -0,30 112,25 0,21 KO
Fruit shops 27 0.2 0,04 -0,29 95,75 0,29 HO
Funeral parlours 1 N/A NfA
General deelers 57 0,95 o.M 0,43 -79,%5 0,00 YES
Herdware shops 1 N/A KSfA
Herbalists [ 0,63 0,40 -0,50 325,00 0,18 NO
Other 27 0,3 0,09 .0,14 155,40 o.n ND
Table 4.16: TURNOVER TO ASSETS RATIO
Turnover to essets Frequency Percent Cot lapsed frequepcies
ratio of total
0,05 1 0,5 Ratio value | Frequency |Percent
0,14 41 21,4 £ 1,00 1465 85,90
0,15 3 1,6 > 1,00 27 14,10
0,33 18 9.4 Total 192 100,00
0,35 16 8,3
0,43 18 9,4
1,00 &8 15,4
2,33 & 3,1
2,86 2 1,0
3,00 19 9.9
Total 192 100,00
Mean 0,887
stendard deviation 0,871
Median i 0,429
Mode 1,00
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Table 4.17: TURNOVER PER EMPLOYEE

Turnover per employee Freguency Percent
in R 1000 '

0 - 10 000 107 26,80
10 001 - 20 000 193 48,30
20 001 - 30 000 66 16,50
30 Q01 - 70 000 - 15 3,80
More than 70 000 19 4,80
Total 400 100,00

4.4.4.2 Results of search for relationships

{aj Crogs-tabulation of number of employees with size as
represented by asgets

It would be logical to hypothise that the greater the assete of a business,
the larger the number of employeee employed by the business should be,
particularly for low capital intensity small businesses. The aim of this
analysis ie to accept or reject the null hypothesis that no relationship
exists between the number of employees and the size of the assete of the small
businesses in the population under consideration.

To be able to accept or reject the null hypothesis, ¢ross-tabulation was used
as the method of analysis with the calculation of Pearson’s xz, Pearson’s r

and rz

as decislon-making statistics. Furthermore, use was made of the
significance of 12 and the significance of r, as calculated by the SPSS

program, to determine the significance level of the relationship.
Conclusion:

AB indicated in Table 4.14 the test of significance for both xz and r resulted
in a value of p < 0,05. The conclusion can therefore be made that there is a
relatlonship between the number of employees and the size of the business asg
measured by ite assets at the 95 per cent confidence level. Pearson‘s r is,
however, only 0,25 which can be classified as low, while a r? of only 0,06
indicates that a very low percentage of the variation in the number of
employees can be explained by the variation in the size of the assets.

{b) Cross-tabulation of number of employees with size as
represented by turnover

It would be logical to hypothise that the greater the turnover of a business,
the greater the number of employees employed by the business should be to
enable it to generate that turnover. The aim of this analyslis 1ls to accept or
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reject the null hypothesis that no relationship existe hetween the number of
employees ‘and the amount of the turnover of the emall businesses in the
population under consideration.

To be able to accept or reject the null hypotheeis, cross-tabulation was used
as method of analysis with the calculation of Pearson’s 12, Pearson’s r and
r¢ as declision-making statistics. PFurthermore, use was made of the
significance of 12 and the significance of r, as calculated by the SPSS

program, to determine the significance level of the relationship.

Conclusion:

As lndicated in Table 4.14 the test of significancefor both 12 and r resulted
in a value of p <« 0,05. The conclusion can therefore be made that there is a
relationship between the number of employees and the size of the business as
measured by its turnover at the 95 per cent confidence level. Pearson’s r is,

2 of only

however, only 0,15 which can be classified as very low, while a r
0,02 indicates that almost none of the varlation in the number of employees

can be explained by the variation in the amount of turnover.

{c) Cross-tabulation of size as represented by assets with
Bize as represented by turnover

It would be loglcal to hypothise that the greater the assets of a business,
the greater phould be the turnover generated by those assets. The aim of this
analyslis is to accept or reject the null hypothesis that no relationship
exists between the size of assets and the amount of the turnover of the small

businesses in the population under consideration.

To be able to accept or reject the null hypothesis, cross—-tabulation was used
ag method of analysis with the calculation of Pearson’s xa, Pearson’s r and
r’ as decision-making statistics. Furthermore, use was made of the
slgnificance of xz and the significance of r, as calculated by the SPSS
program, to determine the silgnificance level of the relatlonship.

Conclusion:

As indicated in Table 4.14 the test of significance for both 12 and r resulted
in a value of p < 0,05. The conclusion can therefore be made that there is a
relationshlp between the size of assets and the amount of the turnover of the
business in the population at the 95 per cent confidence level. Pearscn’s r
is, however, on the low side at 0,35, whlile a r? of only 0,12 indicates that
only 12 per cent of the variation in the amount of the turnover can be
explained by the variation in the amount of turnover.
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(d) Cross-tabulation of size of turnover with the frequency of
calculation of capital requirements

It would be logical to hypothise that the greater the turnover of a business,
the more frequently the business should calculate its capital requirements.
The aim of this analysis is to accept or reject the null hypothesis that no
relationghip exists between the amount of the turnover and the frequency of
calculation of capital requirements for the small businesses in the population
under consideration.

To be able to accept or rejedt the null hypothesis, cross-tabulation was used
és method of analysis with the calculation of Pearson’s xz, Pearson‘'s r and

e

as decision-making statistics. Furthermore, use was made of the
significance of xz and the significance of r, as calculated by the SPSS

program, to determine the significance level of the relationship.

Conclusion:

As indicated in Table 4.14 the éest of significance for both xz and r resulted
in a value of p < 0,05. The conclusion can therefore be made that there is a
relationship between the amount of the turnover and the frequency of
calculation of capital requirements at the 95 per cent coﬁfidence level.
Pearson’s r is equal to 0,41 which can be classified as modest, while a rl of
only 0,17 indicates that 17 per cent of the variation in the frequency of the
calculation of capital requirements can be explained by a variation-in the

amount of turnover.

{e) Cross—tabulation of amount of turnover with the frequency
of the preparation of a business plan

It would be logical to hypothise that the greater the turnover of a business,
the more fregquently the business should prepare a business plan. The aim of
this analysis is to accept or reject the null hypothesis that no relationship
exists between the amount of the turnover and the frequency of preparation of
a business plan for the small businesses in the population under
conslderation.

To be able to accept or reject the null hypothesis, cross-tabulation was used
as method of analysis with the calculation of Pearson’'s xz, Pearson‘s r and

e

as decision-making statistics. Furthermore, use was made of the
significance of xz and the significance of r, as calculated by the SPSS

program, to determine the significance level of the relatienship.

Conclualons:

s

As indicated in Table 4.14 the test of significance for both x% and r resulted
in a value of p < 0,05. The conclusion can therefore be made that there is a
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‘relationahip between the amount of the turnover and the f{requency of
preparation of a business plan at the 95 per cent confidence level. Pearson’s
r is equal to 0,26 which can be classified low, while a r?® of only 0,07
indicates that only 7 per cent of the variation in the frequency of the
preparation of a business plan can be explained by a variation in the amount
of turnover.

{f) Cross-tabulation of amount of turnover with the frequency

of preparation of a budget
It would bé logical to hypothise that the greater the turnover of a business,
the more frequently the business should prepare a budget. The aim of this
analyesis is to accept or reject the null hypothesls that no relationship
exists between the amount of the turnover and the frequency of preparing a
budget for the small businesses in the population under consideration.

To be able to accept or reject the null hypothesis, cross-tabulation was used
as method of analysis with the calculation of Pearson's xz, Pearson’s r and
r’ as decision-making statistics. Furthermore, .use was made of the
gignificance of 12 and the significance of r, as calculated by the SPSS
program, to determine the significance level of the relationship.

Conclusion:

AB indicated in Table 4.14 the test of significance for both 12 and r resulted
in a value of p < 0,05. The conclusion can therefore be made that there is a
relationship between the amount of the turnover and the frequency of
preparation of a business plan at the 95 per cent confidence level.

Pearson’'s r is equal to 0,15 which can be classifled as very low, while a rl
of only 0,02 indicates that almost none (2%) of the variation in the frequency
of the preparation of a budget can be explained by a variation in the amount

of turnover.

(g] Cross-tabulation of the frequency of preparation of a

businese plan and the frequency of obtaining a SBDC loan
It would be logical to hypothise that the more frequently a business makes use
of a loan from the SBDC, the more frequently the business should prepare a
business plan as the SBDC requires its clients to prepare a business plan (Van
Rensburg, 1993). This analysis would also shed more light on the fact that
descriptive analysis of question C3B of the questionnaire revealed that none
of the respondents reported that they never prepare a budget (see Table 4.5).
The aim of this analysis 18, therefore, to accept or reject the null
" hypothesis that nc relatlonship exists between the frequency of preparing a
business plan and the frequency of obtaining a SBDC loan for the small
businesses. in the population under consideration.
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To be able to accept or reject the null hypothesis, cross-tabulation was used
as method of ananlysis with the calculation of Pearson’s 12, Pearson‘s r and
2 as decision-making statistice. Purthermore, use was made of the

2

significance of x° and the wsignificance of r, as calculated by the SPSS

program, to determine the slgnlficance level of the relatlonshlp.

Conclusion:

As indicated in Table 4.14 the test of significance for both %% and r resulted
in a value of p < 0,05. The conclugion can therefore be made that there is a
relationship between the frequency of preparation of a budget and the
frequency of obtaining a S$BDC loan at the 95 per cent confidence level.
Peargon’s r is equal to -0,13 which can be classifled as very low, while a r?
of only 0,02 indicates that almoat none (2%) of the variation in the frequency
of the preparation of a business plan can be explained by the frequency of

obtaining a SBDC loan.

(h) Linear regression of size of assets by size of turnover
with turnover as dependent variable

Since the cross-tabulation of the slize of assets with the size of turnover
{see Section 4.4.4.2{c)} reveals that there is a relationship between these
two variables, the aim of this apalysis is to determine the nature of this
relationship. For this analysis a linear regression analysis was employed

using the SPSS program as analysing tcol.

To be able to perform this analysis both the size of the assets and the size
of the turnover were converted to the mid-points of the interval scale
categories in order to end up with a regression equation in monetary terms.

2

For this analysis a, b, r and r® were calculated, while the F-test of

significance was used to determine the significance of r.
Conclusion:

Table 4.14 it shows that a = 0,49, b = 24,64, r = 0,64, re = 0,42, the F value
= 134,93 and the significance is 0,0000, l.e. p < 0,05. The null hypothesls
can therefore be rejected and the relationship is significant at the $5 per
cent confildence level. From the above results the following regression

equation can be derived:

Turnover = 0,49 x Assets + 24,64

From this equation it can be stated that for every R 10 000 lncrease in assets
the turnover wlll increase by R 4 900. However, a = 0,49 indicates a slope of
only 26° which is considerably lower than 45! which would be the slope at
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which the turnover to assets ratlo would be unity. This lower slope of the
regression line indicates that the small businesses turn over their assets
approximately only once in two years. Although this ie much slower than would
be expected, it is acceptable.

In view of the above, the question may be asked: How do the different business
gectors included in the sample (see Table 4.l1) compare with each other in
respect of a linear regression analysis. To answer this gquestion, linear
regreseion was done on each of the twelve business sectors and the results are
tabled in Tabkle 4.15. Owing to the elimination of the responses in the case
of respondents who did not know the slze of the assets, the total sample is
reduced to 192 cases. This also had the consequence that in the case of coal
yards, funeral parloure and hardware shops, only one case remained with the
result that a regression analysies for these three sectors could not be
performed (see column 2 of Table 4.15}. For only two of the remaining sectors
namely, butcheries and general dealers, could a relationship be confirmed at
the 95 per cent confidence level. In the case of bottle stores a relationship
appears to exist (r = 0,76), but only at a low 55 per cnet confidence level.
In the case of butcheries and general dealers, the respective regression

equations are as follows:

Turnover = 0,92 x Assets -33,27 ...ttt eonnsanrnanan (2)
0,43 x REBeta =79,55 ... ..ttt iasarnarns {3)

Turnover

Even for the best of these two sectors, namely, butcheries, the slope (a8 =
0,92) is still less than unity. In the case of the other sector, namely,
general dealers, the slope {a = 0,43) is close to the slope (a = 0,49) of all
the sectors grouped together.

(i) Linear regression of number of employees by, size of

turnover with turnover as dependent variable
Since the croess-tabulation of the number of employees with the size of
turnover (see Section 4.4.4.2(b)) reveals that there is a relationship between
these two variables, the aim of this analyeis is to determine the nature of

this relationship by means of a linear regresesion aﬁalyslsl

Item nine of Table 4.14 lists the results of thie analysis as a = 35,06, b = -
26,77, r = 0,30, r2 = 0,09, the F value = 38,12 and the significance of F =
0,0000, that is p < 0,05. Although the relationship is weak, it does exist at
the 95 per cent confidence level. The regression equation can be stated as

follows:

*

Turnover = 35,00 x Aggets = 26,77 ... .-ttt saranrnssvosrvans {4)
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(3 Multlple regression of number of employees and size of
agpets by size of turnover with turnover as dependent
variable .

Since it was found (see Sections 4.4.4.2({(b) and 4.4.4.2(c)) that there is a
relationship between both size of assets and number of employees and the esize
of turnover, the aim of this analysis is to determine whether there is
multiple relationship between these three variables and if eo, the nature of
such a relatlonship. The SPSS program was used to do the analysis and the

results are listed under item ten of Table 4.14.

The values obtained are: a; = 42,41 (the coefficient of number of employees),
a, = 0,43 (the coefficient of assets), b = -45,08, r = 0,63, e = 0,39, Beta
a, = 0,10 and Beta a, = 0,60. A F value of 61,61 was calculated with
significance of 0,0000 (p < 0,05) which meane that it is extremely improbable
that r in the population is zero, that is, that no relationship exists {Bryman
& Cramer, 1990:240). To test the significance of the individual r’s, the two-
tailed T-test ie employed by SPSS (Bryman & Cramer, 1990:240). The T value for
a, wase 1,80 with significance of 0,073 which indicates a confldence lavel of
92 per cent {(p > 0,05, but p < 0,08). The T value for a, was 10,40 with
signlficance of 0,000 (p < 0,05). The conclusion can therefore be made that
turnover is dependent on assets and the number of employees, but only at a 52
per cent confidence level. The Beta values (standardieed regreseion
coefficients) for a, and a, are an indication of the relative influence of the
two (or more) independent wvariables on the dependent variable (Bryman &
Cramer, 1990:244). For this analyseis they were calculated respectively as 0,10
and 0,60. This indicates that only 10 per cent of the varlance in the turnover
can be explained by the number of employees, whereas 60 per cent of the
variation in turnover can be explained by the variation in assets. The null
hypothesis, that no relationship between the stated varlables exists, can
therefore be rejected and the alternative hypothesis, that a relationship

between them does exist, can be accepted.

The multiple regression equation can be stated as follows:

Turnover = 42,41 x No. employees + 0,42 x assets -45,08 .......... (5)
(k) Other analyses

Further analyses of the turnover to assets ratio and the turnover to employee
ratio were made and the results are summarized in Tables 4¢.16 and 4.17
respectively.

From Table 4.16 it can be seen that the turnover to assetse ratio varies from
0,5 to 3,00 with a mean of 0,887, a standard deviation of 0,871, a median of
0,429 and a mode of 1,00. When the frequencies are collapsed to only two
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categories namely, < 1,00 and > 1,00, it can be seen from the right-hand eide
of Table 4.16 that the frequency of the flrast category is 165, while the
frequency of the second category is only 27 (total = 192). Thie indicates that
165 of the 192 businesses in the reduced sample at best turn over their aesets
once a year (68 of these once a year with the ratio = 1,00). Thie indicates
bad asset manaéement as one would expect a small business to turn over its
agsets a number of times per year. The other 27 do much better than that in
that they turn over their assets more than once per annum.

Research of the literature did not produce any comparative empirical research
results for the purpose of a yardstick against which to measure the reesultes
as indicated above. However, Table 4.18 lists the results of a comparative
analyeis of 744 cases of companies listed on the Johannesburg Stock Exchange
from 1999 to 1991 as calculated by the Department of Business Management of
viata university from data accumulated from the annual reports of the relevant
listed companies.

From Table 4.18 it can be seen that the mean value of turnover to total assets
is 2,33 with a standard deviation of 1,06, a median of 2,00 and a mode of
2,00. Of the 744 cases 14,90 per cent have a turnover to total asset ratio =
1,00 compared to 85,90 per cent in the case of the research sample, 53,90 per
cent have a ratio > 1,00 < 2,00, while 22,20 per cent have a ratio of > 2,00
5 3,00. In the case of the quoted companies 91,00 per cent have a turnover to
total assets ratio s 3,00, while the ratio for the research sample is 100 per
cent s 3,00. The conclusion can therefore be made that small businesses in the
Greater Soweto Area are lagging behind the quoted companies in this respect.
Better asset management can improve the relatively low turnover to total asset

ratio.
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Table 4.18: TURNOVER TO TOTAL ASSETS RATIO FOR QUOTED
COMPANIES 1989 TO 1991 .

Category Frequency| Percent Cumulativ
.percentagj

> 0,00 £ 1,00 i1l 14,90 14,90

> 1,00 5 2,00 401 53,90 68,80

> 2,00 5 3,00 165 22,20 91,00

> 3,00 5 4,00 K SR 4,40 95,40
‘> 4,00 5 5,00 17 2,30 97,70

> 5,00 5 6,00 12 1,60 99,30

> 6,00 5 7,00 2 0,30 99,60

> 7,00 = 8,00 3 0,40 100,00

Total ' 744 100,00

Mean = 2,33

std. Dev. = 1,06

Median = 2,00

Mode = 2,00

Table 4.17 shows the frequencies for various categories of turnover per
employees. -In the case of 75,10 per cent of the businesses in the sample, the
turnover per employee is between zero and R 20 000, while for only 24,90 per
cent of the businesses the turnover per employee ratio exceeds R 20 000.

In question C10 of the questionnire the respondents were asked to give their
opinion with regard to the reasons why finance ig difficult to obtain (see
Section 4.4.3.13 for a descriptive analyeie of the responses to question Cl0).
It is logical to hypothise that the responses to questions Cl10({a) to Cl0(j)
would reveal a relationship between the size of the businesses and the
responees to question Cl0. For example, in question Cl0{c) respondente were
required to indicate whether they think that difficulty in supplying
information to financlal institutlons is a reason for the non-availabllity of
finance. A logical hypothesis would be that the smaller the business, the more
difficult it would be to supply the necessary Iinformation required by
financial institutions as recent research has shown that small businesses lack
proper management information syetems, accounting systems and expartise
(Potgieter, 1993:17; Holmes & Nicholls 1988:61).

To test the null hypothesis that there is no relationship between the size of
the butinesses in the population under consideration and the dichotomous
{yes/no} answers to questions Cl0{a) to Cl0{j}, cross-tabulatione were done
between turnover as measure of slze and the answers to these gquestions.

According to Bryman and Cramer (1990:187) the appropriate analysis would be
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a contingency-table plus the use of Chi-gaquare if the interval variable (in
this case turnover) can be collapsed into meaningful categories. Turnover was

recorded in categories.

The results of this analyeie is shown in Table 4.19. In Table 4.19 the
following statistics and the results of their associated significance tests

are tabled: Pearson’s xz, Phi and Cramer’s V.

Table 4.19 RESULTS OF CROSS-TABULATIONS OF TURNOVER BY
RESPONSES TO QUESTION C10

Question Questiaon Pearson’s Phi Cramer’s
number xz v
xz Sign. ¢ sign. L Sign
€t0¢a) | Financing sources not 5,55| 0,135{ 0,125| 0,135} 0,125| 0,135
avoilable
c1o¢b) joifficulty in supplying &,65| 0,091y 0,133 0,091| 0,135] 0,0M
information
€10¢c) |pifficulty in supplying 0,54| o,%09{ 0,03%| 0,909| 0,039| 0,909

information required by
financial institutions

C10¢d) |Discrimination by banks 2,7.| 0,433 0,088] 0,433] 0,088| 0,433

Ci0(c) | Owners' coapital contribution 0,35] 0,951} 0,031] 0,954| 0,031| 0,951
too low

C10(f) [Past net profits too low 1,78| 0,618] o,07v[ 0,618] 0,071 0,618

C10{g) | Other borrowed capital too 2,23| 0,525| 0,07¢] 0,525] 0,079 0,525
high

C10¢h) |Business regarded too risky 4,18] 0,242] 0,108] 0,2421 0,108{ 0,242

C10¢i) | Hot aware of existing 6,461 0,105| 0,131} 0,105 0,131] 0,105

financing sources

€10¢j) |Lack of managerial skills 3,54 0,315| 0,099} 0,315 0,099] 0,315

From table 4.19 it can be seen that all the statisticse, Pearson’s r, Phi and
Cramer’'s V, have very low ?aldes. Aleo, the significance level assoclated with
all three statistice are equal in each case and are all at a level where p >
0,05. It can therefore be concluded that the size of the businesses have no
influence on the way in which the respondents view the difficulty of obtaining
finance as represented by question €10, that is, the null hypothesis that
there is no relationship between these two variables can be accepted at the
95 per cent confidence level. However, difficulty in supplying information,
(C10(b); p < 0,10} and not being aware of existing financing sources (ClO(i),
p < 0,%1) can be concluded to have a relationship with businesses size at the
lower confidence levels of 90 per cent and B9 per cent reepectively. The low
Cramer's V values for both of these gquestions (V= 0,131 ; V = (,135) indicate
very weak relationships and that, even at the reduced levels of confidence,
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these two relationships should be treated with caution.

Having established that there ls no relationship between the size of the
businesses and the answers to questions Cl0, the gquestion that arises is
whether there is a difference in the way in which these questions were
answered in cases where there may be a logical connection between the
questions. For example, one may hypothise that respondents that answer that
they conceive the difficulty of supplying information as a reason for
financing not belng available, may alsc be those respondents that answered
that they regard lack of managerial skills as a reason for difficulty in
obtaining finance, as a lack of managerial skills logically implies a lack of

information.

Bryman and Cramer (1990:124) propose the use of the McNemar tests for two
related samples to compare the frequencies of dichotomous variables from the
same cases at two points in time. Bryman and Cramer {(1990:125) mention as an
example the attendance of workers at a firm’s monthly meetings in two
consecutive months. If the answers to the sub-questions of question Cl0 can
be taken as giving the same answers at different times, although the time gap

is minimal, this test can be applied to answer the above question.
McNemar tests were done using SPS5 to teat the following null hypotheses:
Hy 1: There is a significant difference in the way that the

respondents answered gquestions ClO(b) (difficulty in
supplying information) and ClO({j} (lack'of managerial

skills).

Hy 2: There is a significant difference in the way that the
respondents answered questions Cl0(a) (financing sources
not available} and cCl0{i} (not aware of financing
sources).

Hy 3: Thare is a aignificant difference in the way that the

respondents answered questlons Cl0{e} (owners capital
contribution too low) and Cl0(g) (other borrowed capital

too low).

Table 4.20 1lists the results of the McNemar tests to test the above
hypotheses.
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Table 4.20: RESULTS OF McNEMAR TESTS

Hypothesis Chi-square Significance Conclusion
Hy 1 28,36 0,0000 ‘ There is no difference
Hg - 21,12 0,0000 There is no difference
Hg 3 53,46 0,0000 There is no difference

As can be seen from Table 4.20, the significance for all three hypotheses is
equal to 0,0000, which implies that all three hypothesies can be rejected at
the 99,99 per cent level of confidence (p < 0,001). It can therefore be
concluded that the respondents answered these paired questions in the same
manner as paired in the above hypotheses, that is, as logical reasoning would
hypothise.

4.5 CONCLUSION

In this chapter the sample design, the population definition, the sampling
frame and the size of the pample for this research was discussed. It was
concluded Ehat a sample of 400 was sufficient to undertake the research and
to achieve the objectives as stated in Chapter 1. The sampling procedure was
also discussad and the use of a stratified sample was decided on as detailed
in Table 4.1. The questionnaire design wae also discussed and the analysis of
the empirical results was discussed in detall. various conclusions were made.

These conclusions are summarized in Section 5.2.4.

In the next chapter a summary of the study is provided. The next chapter also
provides an extensive summary of the conclusions drawn in this study (see
Section 5.2). The objectives of the study are also evaluated to determine
whether they have been achieved, while major conclusions and recommendations
are also stated in the next chapter.
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CHAPTER 5
SUMMARY, CONCLUSIONS, EVALUATION OF OBJECTIVES AND RECOMMENDATIONS

5.1 SUMMARY
5.1.1 Introduction

In Section 1.2 it was pointed out that the purpose of this study emanates from
the importance of small businesses in both the formal and informal sector in
creating employment, in particular in areas of greater population
concentration like the Greater Soweto Area. Booysen (1992:20) also state that
interest in small business research can be attributed to the fact that small
businesses serve as an economic seedbed and as an important source of

employment.

The financing problems of small businesses in the Greater Soweto Region are
pointed out in section 1.3. According to Booysen (1992:61), small businesses
all over the world have common problems, and in the United Kingdom access to
borrowing or credit is, amongst others, a specific difficulty experienced by
emall businesses. Booysen (1992:62) proceed to quote cant and Machado (1991:9-
10} as stating that availability of capital and financial management are
amongst the obstacles to growth of small bueinesses in South Africa,

especially in the case of Black small businesses.

In order to achieve the objectives of this study as set out in Section 1.4 and
Section 4.1, the study was conducted in two parts. In the first part the
relevant literature on the subject of small business is reviewed and in the
eecond part the financing problems of small businesses in the Greater Soweto
Area is investigated by means of an empirical study. A random sample of 400
small formal businesses was selected and field workers interviewed the

selected respondents using a questionnaire (see Annexure R).

Chapter 5 seeks to summarise the most salient points discussed in earlier
chapters, certain conclusions are highlighted and recommendations are made.
The process of eummarizing will inevitably entail some repetition, but is
nevertheless necessary B8C as to serve as an introduction and overview to
readers before reading the text in total.

5.1.2 Literature review
The review of literature was conducted by means of secondary research in order

to higﬁlight important aspects of the study and hence shape the research on
which the emplrical investigation is based.
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In Chapter 1 the following aspects of the study are addresased: reasons for the
study, financing problems of small businesses, objectives of the study, scope
of the study, research methodology and problems encountered in the study. An
outline of the study is also provided in Chapter 1.

In Chapter’' 2, which serves as a point of departure, different definitions of
a small business from different countries such as the United States of
America, Great Britain and South Africa are reviewed. It was pointed out that
no universally acceptable definition was found. The economic definition of the
Department of Manpower which, in summary state that; the small business must
be independently owned, have a semall influence on the market, and have a
simple organizational structure, was adopted in this study. The economic and
quantitative definition ¢f small businesses, as applicable to this study, is
indicated in Table 2.3.

In view of the fact that small businesses are found in both the formal and
informal sector of the economy, the informal sector was described as the un-
enumerated, unorganized sector whose activitiees are unregistered or
unlicensed. Small business enterprises are classified as; @service
organizations, wholesalers, retailers, constructlion undertakings and
manufacturing concerns. The informal seétor businesases inélude, amongst
others, hawkers, home businesses, backyard manufacturere, taxi-owners and

craft curlo makers.

Job creation, satisfaction of demand for basic or specialized goods, promotion
of free enterprise, innovation and creativity, employment creation and the
encouragement of grassroots development are regarded as factors that
contribute to the importance of small businesses. Small businesees are also
important in fostering the spirit of entrepreneurship.

In Section 2.7 it is concluded that the management of small businesses, like
large companies, conseists of planning, organizing, directing and control,
Planning and contreol in small businesses are the most difficult management
functions, because small business owners are too involved in day-to-day
operatlons and do not have the time to control all activities.

In Section 2.8 the factors that influence the capltal requirements of a small
business are identified as: maximization of return on investment, financial
leverage which provide a measure to indicate to what extent the business is
successful in using debt capital to increase owners equity, liquidity which
measure the abllity of the business to satisfy its short-term obligatieons, and
solvency which can be regarded as liquidity in the long-term.

It was also concluded in Section 2.8 that, to establish the extent of the
capital requirements, the sales budget, cost of sales budget, expense budget,
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current asset budget, fixed assets budget and the cash budget need to be
prepared. The projected income statement, balance sheet and a business plan
summarize the capital requirements of the business. Total capital regquirements
of a business is made up of: permanant capital requirements which consist of
fixed assets and the minimum working caplfal for a desired level of activity,
and also varyiﬁg capltal requirements which is the additional working capital
required when the activity level of permanent capital requirement is increased

due to tempeorary higher activity levels.

In Chapter 3 the various sources of finance available to small businesses are
discussed and elaborated on. The short-term sources of finance available to
small businesses are identified as: trade credit, bank overdrafts, revolving

credit and factoring.

On the other hand, medium-term sources of finance discussed are: term loans
which are defined as debt instruments that have an original maturity longer
than one year, leasing which is deecribed as a contract whereby the owner of
an asset grants another party the exclusive right to use the asset for an
agreed period in return for the payment of rent and the lnsetalment sale
agreement whereby a business obtains an asset and a financial institution
finances the cost of the asset and the business repays a stated amount in

instalment over a stated period.

Sources of long-term finance discussed in Chapter 3 are: own capital, long-
tarm loans and sale-and-leaseback.

The different financial assistance schemes, which are available from the SBDC,
and which have different characteristics were also discussed in Chapter 3.
Further, venture capltal financing which consist of certain institutions who
invest in new or expanding businesses with the view of getting a return on
thelr investments at a later date, is also diecuesed. Lastly, informal money
market financing which conslsta of individuals obtaining short-term finance
from informal inetitutions is discussed. The informal money lendere and
stokvels are identified as -institutions operating in the jinformal money

market.
5.1.3 Emplrical research

In this study, data for the empirical research was collected by means of a
survey of a randomly selected sample of small businessee in the Greater Soweto
Area in order to achleve both the primary and secondary objectives of this
ptudy as etated in Section 1l.4. Saenger {1991:253) describes empirical
research by means of a survey as a fact-finding process according to which
data is collected in a planned manner in order to discover the distribution

of, and interrelation between, certain variables.
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A six-step procedure for drawing a sample was employed (refer Section 4.2}).
The target population in this etudy is small businesses in the Greater Soweto
Area. Informal sector businesees were excluded because of the problem of
identifying them (refer Section 1.5). A statistical formula {(Nel, et al,
1990:304) was used to determined the esize of the Isample which was
proportionately stratified according to the stratification of the population
{see Table 4.1). A sample of 400 businesses from a population of 2 015 small
buesinesses in the Greater Soweto Area was decided on (gee Sections 4.2.3 and
4.2.4).

To implement the survey research, the technlique used for collecting data was
by means of personal interviews using a questionnaire and conducted by field
workers (refer Section 4.3.3). The diecuseion and evaluation of the findings

resulting from the survey was done in the following sequence:

- Firstly, an analysis of data was made to prove that all the
businesses of the reepondents are small businesses.

- Secondly, an analysis of the data in descriptive form was presented

to give an overall picture of the resultes.

- Thirdly, a search for relationship was undertaken using cross
tabulatione, chi-square analysis, correlation statistics and linear

regreseion of dependent against independent variables.
§.1.3.1 Analyeie of the size of the businesses

The analysis of the size of the businesees of the respondente indicated that
all businesses included in the eample meet the criterlia for emall bueinese and
that they should be included in the analyeis (see Section 4.4.2).

5.1.3.2 Descriptive analysis of data

In Sectlion 4.4.3 the results of a descriptive analyeie of the data is
described. The descriptive analyses consist of simple frequency counts and
percentages. Variouse conclusions are arrived at regarding the findings and are
summarized in Sectioﬁ 5.2.

5.1.3.3 The search for relationships

In Section 4.4.4 varioue techniques are used to explore peoesible relationships
between the variablee. These techniques include croags-tabulation with
correlation calculatione, employlng chi-square and correlatlon coefficient
statistics Pearson’s xz, r and r? to evaluate the relationships and their
significance (see Table 4.13). Linear regression ie also employed to establish
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whether any linear relationships exist between some of the variablea (see
Table 4.15). The turnover to assets ratic as well as the turnover per employee
1ls also established and compared with an analysis of 746 cases of companies
listed on the Jchannesburg Stock Exchange for the years 1989 to 1991 as
calculated by the Department of Businesstanagement of vista University from

data accumulated from the annual reports of listed companies.
5.2 CONCLUSIONS

A number of conclusions are arrived at in Chapters 1 to 4. The objective in
this chapter is te list the mest important conclusicns arrived at. Ceonclusions

for each chapter are listed under a chapter heading.
5.2.1 Chapter 1
From Chapter 1 the following conclusions can be drawn:

{a} small businesses make a significant contribution teo economic
activity and employment in many c¢ountries, including South Africa

(see Section 1.2);

(b} the major factor which impede the establishment of small businesses
in the Greater Soweto Area is a lack of capital which is ascribed
to a lack of own funde and a lack of assets, especially fixed
assets, which could serve as securlity to obtain loans and bank
overdrafts (see Section 1.3);

{c) other factors which impede the establishment of small busineeses in
the Greater Soweto Area are a lack of business tradition, experience
and exposure, educational qualificationse and poor location of
businesses and pecor quality of business premises ({see Secticn 1.3).

5.2.2 Chapter 2
From Chapter 2 the following conclusions can be drawn:

{a} that  there 1s no universally acceptable definition of small
businesses (see section 2.2);

(k) there are a numbear of causes contributing to the shortage of
successful entrepreneurs in South Africa {see Section 2.6);

{c) the accepted management actlvities of planning, organizing,
directing and control are equally applicable to small businesses as
they are to large businesses (see Section 2.7.1);
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factors such as return on investment, financial leverage, liquidity
and solvency are important in determining financlial regquirements of

a small business (see Section 2.8):

Chapter 3

From Chapter 3 the following conclusions can be drawn:

(a)

(b}

(<)

5.2.4

the same sources of short-term finance that are available to large
businesses are also available to small businesses (see Section 3.2};

the same sources of medium-term finance that are available to large

businesses are also available to small businesses (gee Section 3.3);

the same sources of long-term finance that are available to large
businesses are also available to small businesses {aee Section 3.4);

Chapter 4

From Chapter 4 the following conclusions can be drawn:

5.2.4.1 conclusions pertaining to descriptive analysis

{a)

(b}

(e}

(d}

(e)

(£)

there are 2015 formal small businesses in the Greater Soweto Area
as indicated by a reglster of businesses provided by the Soweto
Council (see Section 4.2.4);

there are eleven malin categories of emall businesses in the area
which individually represent more than one percent of the total of
2015 small businesses {see Table 4.1, Section 4.2.4);

the mean assets of the businesses ie R 323 177 (see Sectlon
4.4.3.2); '

the mean annual turnover of the businesses 18 R 135 375 {(Bee Section
4.4.3.3);

most small businesses are calculating their capital requirements

only once per year (see Section 4.4.3.4);

all businesses indicated that they use the criteria of maximizing
raturnsg, liquidity, financial leverage .and solvency in their
determination of the level of total investments;
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almost 60 per cent of the businesses indicated that they sometimes
or always prepare a bueiness plan (see Section 4.4.3.6);

all businesses indicated that they sometimes or always prepare
budgets (see Section 4.4.3.6);

more than S0 per cent of the businesses indicated that they
sometimes or always prepare a projected income statement (see
Section 4.4.3.6);

more than 50 per cent of the businesses indicated that they
gsometimes or always prepare a projected balance sheet (see Section
4.4.3.6);

almost all businesses indicated that they never prepare projected
capital requirement statements (see Section 4.4.3.6);

almost all businesses indicated that they sometimes or alwayse use
trade credit (see Section 4.4.3.7);

as much as 60 per cent of the businesses indicated that they never
use a bank overdraft (see Section 4.4.3.7):

approximately- one third of the businesses never make use of
revolving credit (see Section 4.4.3.7);

all but two respondents indicated that they never make use of
factoring as a means of financing (see Section 4.4.3.7);

moet of the businesses make use of all three of the medium-term
sources of finance indicated in Table 4.7 {see Section 4.4.3.8);

all businesses indicated that they always use own capital as a long-
term means of finance, while most make use of long-term loans. Only
a small percentage make use of sale and leaseback and venture
capital for thie purpose. Two-thirds indicated that they have in the
past used SBOC loans (see Section ¢.4.3.9};

a large percentage of businesses indicated that they sometimes make
use of stockvel loans, while almost all indicated that they never
use money lenders loans (sea Section 4.4.3.10);.

almost all businesses that indicated that they use informal
financing also indicated that the reason for using informal
financing is that there are no formal requirements, that no security
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is required and that they could not obtain funds from formal sources
{gee Section 4.4.3.11);

a large percentage of businesses indicated that they sometimes or
always have dlfficulty in obtaining finance (see Sectlon 4.4.3.12);

diecrimination by banke is regarded as the main reason for not being
able to obtain funds from financial institutions followed by
difficulty in supplying information as second most important reason
for not being able to obtain funds from financial institutions (eee
Section 4.4.3.13});

although various short-term, medium-term and long-term sources of
finance are available to small businesses as discussed in Sectlons
3.2, 3.3 and 3.4, small businesses encounter a number of problems
acquiring the necessary funds (see Section 4.4.3.13);

Conclusions pertaining to a search for relationships

there is a gstatistically significant relationahip between the number
of employees and the size of sBmall bueinesses as represented by
their assets (see Table 4.14);

there ie a statistically significant relationship between the number
of employees and the size of small businesses as represented by

their turnover (see Table 4.14};

there is a statistically significant relationship between the size
of small businesses, as represented by their turnover, and the size
of small businesses, as represented by their assets (see Table
4.14);

there is a statistically significant relationship between the size
of small bueinesaeé, as represented by their turnover, and the
frequency of calculation of capital requiremente (see Table 4.14);

there is a statlstically significant relationship between the size
of Bmall businesses, as represanted by their turnover, and the
frequency of the preparation of a busineas plan {(see Table 4.14);

there is a statistically significant relationship between the size
of small businessea, as represented by their turnover, and the

frequency of the preparation of budgets (see Table 4.14);

there is a statistlcally slgnificant relationship between the
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frequency of preparation of a business plan and the frequency of
ﬁsing a SBDC loan (sBee Table 4.14);

linear regreseion of size of assets by size of turnover produced the
following regression equation (Bee Section 4.4.4.2(h)):

Turnover = 0,49 x assets + 24,64

linear regreesion .of number of employees and size of turnover

produced the following regression equation (see Section 4.4.4.2(1)):
Turnover = 35,06 x Number of employees - 26,77

multiple regression of number of employees and size of assete by the
gsize of turnover produced the following multiple regression equation
(ee Section 4.4.4.2(3))::

Turnover = 42,41 x Number of employees + 0,43 x Aseets - 45,08

for most of the small businesses in the area the turnover to assets
ratio is less than one (see Table 4.16), while for only 15 per cent
of a selection of quoted companies this ratio is less than one (see
Table 4.18). This indicates a need for better assets management;

the size of the businesses has no influence on the manner in which
the respondents view the difficulty of obtaining finance as
represented by questions Cl0{a} to C1l0(i) (see Table 4.19);

there is no significant difference in the way that the respondents
anaswered questions Cl0(b} (difficulty in supplying information) and
ClO0(j) (lack of managerial skills) (see Table 4.20};

there 18 no significant difference in the way that the respondents
answered questions Cl0{a) ({(financing aources not available) and
C10(i) (not aware of financing sources) (eee Table 4.20);

there is no significant difference in the way that the respondents
answered questions Cl0O(e) (owners capital contribution too low) and

Cl0(g) {other borrowed capital too high) (see Table 4.20};

Major ceonclusions

From the study in general, and from the conclusions as listed above, the

following major conclusions can be drawn regarding small businessges in the

Greater Soweto Area:
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although amall businesses make a wsignificant contribution to
economic activity and employment, there are a number of factors that
impede theilr establishment, growth and economic success;

conclusion (a) above may contribute to the fact that there is a
shortage of entrepreneurs in South Africa and also in the Greater
Soweto Area;

the accepted management activities as well as accepted factors for
the determination of capital requirements are equally applicable to

small businesses;

the generally accepted sources of funds are also availlable to small
businesses, but their are a number of factors that make it difficult
for small busginesses to obtain funds;

small businesses will benefit by compiling feasibility studies
before &a business venture is started, a business plan on a
continuous basis and a well structured, although appropriate in
extend, management accounting system that will provide the
managements of small businesses with up to date information for
decision-making. This will also serve as a gource of information for
the preparation of presentations to financial institutions as the
regearch concluded that supplying information is seen as the second
most reason for not being able to obtain funds.

in the search for relationships it was generally concluded that
expected relationships between a number of variables, as evidence
by the gquestlionnaire used, (see Annexure A} exist for small

businesses in the Greater Soweto Area.

it was found that assets management by the small businesses in the
area 1s not satisfactory as evidenced by the low turnover to total
asgsets ratio. This area of financial management needs to be
improved.

EVALUATION OF OBJECTIVES

In Section 1.4 six cobjectives for this study were stated. The aim of this
Section is to evaluate those objectives in order to assess whether these

objectives have been achieved. Considering those objectives, the following

comments can be made:
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5.3.1 The different sources of finance avallable to small buslnesses in
the Greater Soweto Area were ldentified and commented on in Chapter
3.

5.3.2 The factore that influence the capital requirements of emall
businesses were identified in Section 2.8.1 and an analysis of the
factors that emall businesees in the Greater Soweto Area actually
take into account .in determining their capital requiremente was
detailed in Section 4.4.3.5.

5.3.3 The various svources of formal finance actually used by emall
bueinessees in the Greater Soweto Area were analyzed in Section
4.4.3.7, 4.4.3.8 and 4.4.3.9.

5.3.4 The various sources of informal finance actually used by small
businesees in the Greater Soweto Area were analyzed in Section
4.4.3.10 and the reasons why they use informal finance are analyzed
in Section 4.4.3.11.

5.3.5 Financlng problems experienced by emall businesees in the Greater
Soweto Area were analyzed in Section 4.4.3.13.

£.3.6 Recommendations ae to ways in which the emall businesses in the
Greater Soweto Area can posesibly alleviate problems regarding
financing are etated in Section 5.4.

From the above it can be concluded that the objectives set for this study have
been achlieved.

5.4 RECOMMENDATIONS
In view of the findings in this study, the following recommendations are made:

5.4.1 Recommendatlions regarding what emall businesses in general, and in
particular small businesses ln the Greater Soweto Area, can do to
secure their financial success and improve their credibillty with
financial institutions.

From the findings of the study, there appear to be a number of actions that

small busineeees can take to secure their financlal succees and at the same

time improve their credibility with financial inetitutione. These actions

include the following:

{a) In Section 4.4.3.13 an analyele of the reeponses to questions C10(a)
to C10{j} ls provided. It is recommended that managemente of small
bueinesees, prospective or existing, ehould study the reasons, ae
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listed in Table 4.12, and determine in which way each of these
reasone, is applicable to their businesses. This would not only
enlighten them on the financing problems that they may have, but
also provide them with a basis for analyzing their strengtha and
weakneseses in regspect of their credibility with financial
institutions. Subsegquently the necessary actions can be taken to
eliminate the weaknesses identifled.

With reference to the major conclusion in Section 5.4.4.2.4 above,
it ls strongly recommended that managements of small businesses
ghould:

compile feasibility studies before a business venture is started;
prepare a business plan on a continuous basis;

see to it that a well structured, although appropriate in extend,
management accounting system is instituted in thelr businesses that
will provide them with up to date information for decision-making;

prepare a presentable presentation before blindly rushing into an

application for financial asseistance;

seek the help of a qualified accountant to assist them in preparing
an application for financial assistance. Heolmes and Nicolls
{1988:61) has found that the majority of Australian small businesses
Beek cutslide help in the preparation of acccunts and applications

for funds.

Managements of small businesses will be well advised to pay special
attention to assets management in order to achieve an acceptable
turnover te assets ratic. It is often the case that hetter asset
management set free some of the funds tided up in a business for
creating greater turnover, better discounts or expansion.

Radder (1988:161) recommended that managements of Black small®
businesses in Port Elizabeth should improve their managerial skills
on aspects of financing, financial information preparation,
calculation of capital requirements and other related matters of
management. The author wishes to re-iterate the recommendation of
Radder in respect of managements of small businesses, in general,
and particular in the case of small businesses in the Greater

Soweto Area.
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5.4.2 Recommendations regarding what financial institutions can do to
alleviate the plight of small business in respect of financing their
businesses

It has been stated by many supporters of a free enterprise system in South
Africa, amongst them Sunter (1993b), that the key to sustained economic
revival and higher employment levels In South Africa, is full support by all
of the development of the small business mector. Again with reference to Table
4.12, it is recommended that:financial institutions should take note of the
reasons offered by respondents as to why they perceive it to be difficult for
their businesses to obtain funds. Financial institutions should plan a
gtrategy for asesisting small business, and their own institutions, if
applicable, in overcoming the reasons as listed in Table 4.12. The following

epecific recommendations are made in this regard:

(a) Respondents felt that there is a lack of understanding by banks of
the circumstances of small business and their problems regarding
acquisition of funds. The study did not attempt to explore the
reasons for this perception by small business managers, but banks
may do well to research the reasons and take appropriate action.

{b) The majority of the respondents felt that they have difficulty in
supplying information to financial institutions. Financial
institutions can make a substantial contribution in the training of
small business persons. It is therefore recommended that financial
lnetitutions should become even more, and by that is meant more
directly, involved in the training of emall business persons,
particularly in respect of financial matters. This recommendations
ls made with recognition of the work that financial institutions are
already do in this respect. The emphasis should, however, fall on
direct involvement and training regardless of whether the person(s)
1s a c¢lient or a prospective client.

{c) The vast majority of respondents felt that banks digscriminate
against thelr businesses. Whether this perception is referring to
discrimination as Black businesses or as small businesses was not
determined, but that does not negate the perception. It is
recommended that financlal institutions should seek to eliminate
this perception by means of a substantial public relations campaign
that will not only eliminate the perception, but will alsc enhance
emall business people’s knowledge as to the criteria and other
decision rules used by them in the financing of private enterprise,
and in particular the criteria used in decideing on the financing
of small businesges.
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5.4.3 Recommendations regarding what the education system can do to foster
an increase in small business

Sunter (1993a:82) asks the question: Is there one South African school that
is running classee in how to be an entrepreneur and open up your own business
ag part of it’'s core curriculum ? Sunter (1993a:81) also makes the statements
that the world of education and the world of businese is completely out of
‘gync’ with each other and that the world of education and the world of
business will have to move a lot closer in order to overcome the incredible
miematch that liea between them at the moment. This study has found that small
business people in the Greater Soweto Area lack certain training in respect
of financial matters. The level of education of respondents in this study was
not determined, but, in view of Sunter‘s {1993a:82) gquestion, there is no
reason why they should have had busineas management or entrepreneurial
education at sechool. Some of them may have had some business management
related education at tertiary level. It can, however, be conc¢luded that some
changes should be made to primary, secondary and tertiary education in order
that school, technicon, and university leavers have at least some business
management or entrepreneurial training., The following changes are recommended:

{a) That primary and secondary school curricula should include a study

of entrepreneurial management.

{b) That non-economic and management science facultles at universities
should all provide for a compulsory course, or more than one course

if necessary, in entrepreneurial management.

{c) That schools, technicons and universities should become pro-actively
involved in entrepreneurial management training of adults on a much
larger scale as is hitherto the case, since, as Sunter (1993a:99)
points out quite correctly, education is certainly not only for six-
to twenty-two-year-olds, particularly when education (training)} is
focused on entrepreneurial management. People at all levels of age
will have to get more and more involved in self-employment efforts,
because Pretoria will not always provide and large businesses are
shrinklng their employment numbers all over the world (Sunter,
1993). More and more people will therefore have to provide for
themselves in the form of self-emplyment.

{d) Courses at technicons and universities in economics and business
- management faculties should be focused much more on entrepreneurial
skills rather than on training undergraduates to work for large
companies. This study has shown that the accepted management
activities are equally applicable to small businesges as they are
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to large businesees (see Section 2.7.1). The emphasis should,
however, change from large business to small businese. Graduates can
subsequently, as part of their experience and in-house training, be
trained in thae aspects of corpoéate businese that were not included
in their undargraduate courses.

Courses at technicons and universities in economics and business
management faculties should make provision for the transitlonal
accommodation of educationally disadvantage students by means of

special additional courses.

SUGGESTIONS FOR FURTHER RESEARCH

In view of the findings in this study, the following suggestions for further

research are put forward:

5.6

Comprehensive research on the financing of small business in South
Africa should be undertaken in order to bring about a system of
small business financing that is adequate for the future needs of

the country.

Research on the problems of emall business in acquiring finance
should be undertaken with speclal reference to the perceptions of
small business of the spervices provided to them by financial
institutions.

Research on the role of the feasibllity study in the success rate

of small business can be undertaken.

Future content of school, technicon and university curricula to
incorporate entrepreneurial management, should be undertaken, with
special reference to the accommodation of educationally

disadvantaged students.

CONCLUSION

In this chapter the study is summarised, conclusions drawn in the previous

chapters are listed for the convenience of the reader, major conclusions are

made,

and a number of racommendations ara made.
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ANNEXURE A

QUESTIONNAIRE REGARDING THE FINANCING OF SMALL BUSINESSES IN THE GREATER
SOWETO AREA )

This questionnaire i8 strictly confidentlal and you or the business will not
be identified to any third party.

SECTION A

Please provide the following information:

1. Name of business: (....icieiiitinennnnrtaissoasaoranarans

2. Address: Cheerrerne e ettt

3. Telephone NUMDEr:I «...iveeinersoosanmssasasassssstnsnsns

SECTION B

Please answer the following questlons:

1. Is the business privately owned ? YES / NO

2. Is the business managed by the owner(s) ? YES / No

3. Is part of the capital supplied by the owﬁer(s} ? YES / NO

4. If the answer to 3. is yes, what part of the capital is supplied by
the owners ?

5% 10% |20% 30% 40% 50% >50%

5. How many people are employed by the business 7 ...........

6. Depending on the nature of the bueiness, i.e. whether it is a
wholegaler, general dealer, ete., indicate the order of your assetse
and turnover below.

ASSETS
whelesoler

0 101 000 | 201 000 | 501 000 bo
to to to to > 1,5 not
100 000| 200 000 | 500 QOO | 3,5 M know
Retailer
0 101 000 | 201 000 | 501 000 Do
to to to to »1,5 M not
100 000| 200 000 | 500 000 | 1,5 M know
General dealer
0 101 000 | 201 000 | 501 0OO Do
to to to to >1,5M not
100 00O} 200 000 | SO0 00O | 1,5 M krow
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Service station
0 101 000 { 20) OO0 | 501 QOO Do
to to to to 1,5 M not
100 000| 200 000 | 500 000 | 1,5 M know
Hair sélon
0 101 000 | 201 000 | 501 00O Do
to to to to 1,5 W not
100 000( 200 000 | 500 000 ] +,0 M know
Shoc-maeker
0 101 000 | 201 00O | 501 000 Do
to to to to 1,5 N not
100 000| 200 000 | S00 000 | 1,5 M know
Manufocturing
0 101 000 | 201 Q00 | SO 000 bo
to to to to 1,5 M not
100 000{ 200 000 | 500 000 | 1,5 M know
Other, please specify
0 101 000 | 201 000 | 501 000 Do
to to to to 1,5 M not
100 Q00{ 200 000 | 500 000 | 1,5 M know
TURNOVER
wholesaler
o 101 000 { 201 000 { 501 €OO 0o
to to to to 1.5 1 not
100 000| 200 Q00 | 500 000 | 1,5 M know
Retailer
0 101 000 | 201 000 | 501 000 Do
to to to to 1,5 M not
100 000| 200 000 ] 500000 | 1,5 M know
General deeler
0 101 000 | 201 QOO0 | 50% 00O Do
to to to to 1,5 W not
100 000( 200 000 | SO0 000 | 1,5 M know
Service station
0 101 000 | 201 OO0 } SO1 00O bo
to ta 1o to 1,5 not
100 Q00{ 200 000 | 500 QOO0 | 1,5 N know
Hair salon
0 101 Q00 | 201 000 | 501 Q00 bo
to to to to 154 not
100 000| 200 000 | 500 000 | 1,5 M krow
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Shoe-maker
0 107 000 | 201 000 | 501 00O Do
to to to to »1,5 M not
100 000] 200 000 | SO0 000 | 1,5 M know -
Manufacturing .
0 101 000 | 201 000 | 501 00D Do
to to to to > 1,5 M not
100 000| 200 000 | S00 000 | 1,5 M | know

Other, please specify

0 101 000 | 201 000 | 501 Q0Q Do

to to to to > 1,5 M not

100 000 200 000 | S00 000 | 1,5 M krow
SECTION C

Please c¢ross the applicable on all the questions

1. How often do you calculate the total capital requirements for your
business ?
Quarterly Half-yearly Yearly Multi-yearly
2. To what extend do you conslder the following criteria in deciding
on the level of total capital investment in your business ?
Moximise return on investment never sometimes always
Ligquidity never somet imes always
Solvency never sometimes always
Other, please specify . never sometimes always
3. Are the following plans and statements prepared to determine capital
requirements ?
Business plan never gometimes always
Budgets never sometimes always
Projected income statements : never sometimes always
Projected balance sheets never sametimes always
Projected capital requirements schedule never somet imes always
Other, please specify never samet imes always




4. To what extend are the followlng short-term

by your business ?
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financing sources used

Trade credit never somet imes always
Bank overdraft never sometimes always
Revolving credit never sometimes always
Factoring of debtors never sometimes always
Other, please specify never sometimes always
5. To what extend are the following medium term financing sources used
by your business ?
Medium term loans never sometimes always
Leasing never sometimes always
Instalment sale (HP) never sometimes always
Other, please specify never sometimes always
6. To what extend are the following long-term financing sources used
by your business ?
Own capital never gometimes always
Long-term loans never somet imes always
Sale and lease-back never sometimes always
Venture capital never sometimes always
SBDC loan schemes never sometimes always
Other, please specify never somet imes always
7. To what extend are the following informal financing scurces used by
your business ?
Stockvel loans never pomatimes always
Money lender’s loans (Mashdnisa} never somat imes always
Other, please specify never gometimes always
8. If your buginess use informal financing, please indicate the reason
why you use informal finmancing.
(a) No formal requirements YES / NO
(b} No security required YES / No
(c) Could not obtaln funds from financial institutions YES / NO

(d) ,  Other reasons, please Bpeclfy ... cciiirvriarrnaranencisisennss




107

9. Do you have difficulty in obtaining finance ?

Never Sometimes Always

If your answer to question nine ls sometimes or always, then please answer
question 10 below.

10. wWhy in your opinion is finance not available or financial assistance
refused by financigl institutions ?

‘(a) Sources of financing not available YES ND
(b} Lack of understanding by banks YES NO
(¢) Difficulty in supplying information YES NO
td) Discrimination by banks YES ND
(e) Owners capital contribution low YES ND
(f) Past net profits too low YES RO
(9) Other borrowed capital too high YES KO
(h) Business regarded es too risky YES ()
(i) Not awerc of existing sources of financing YES MO
(i) Leck of manageriai skills YES {4
(k) Other, specify ....ccevvvninnnnnnnns e

THAKK YOU FOR YOUR CO-OPERATION
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