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Small business enterprises: Strategies for the 1980s 

Ernst W. Neuland 
Department of Business Economics, University of South Africa, Pretoria 

The importance of small business enterprises in a free market economy 
is reflected by their contribution to economic activity, maintaining com
petitiveness, and provision of employment opportunities. Despite their 
economic importance, small business firms are characterized by a high 
failure rate, inter alia, owing to their unique problems. The independent 
entrepreneur accordingly has a definite need for aid - which is 
rendered to the small business sector in the majority of capitalistic 
countries, including South Africa. It would appear that research in the 
field of small business has, almost without exception, been conducted 
in an unsystematic and fragmentary manner. In this paper a conceptual 
framework, which is based on the developmental approach and the life 
cycle concept, is advanced. By relating the specific problems of small 
business firms to the stage of development of the firm in a strategic 
sense, a systematic approach for studying the dynamic small business 
firm ensues. This approach will also serve as a conceptual framework 
for: research into small business firms; developmental aid to the small 
business sector; development and training of entrepreneurs; financing 
considerations by the financial sector; and strategy formulation and im
plementation for the small business firm as such. 

S. Afr. J. Bus. Mgmt. 1982, 13: 1 - 9 

Die belangrikheid van kleinsakeondernemings in 'n vryemarkstelsel blyk 
veral uit hul aandeel in ekonomiese aktiwiteite, die handhawing van 
mededinging en die verskaffing van werkgeleenthede. Ondanks hul 
ekonomiese belangrikheid word kleinsakeondernemings onder andere 
vanwei! hul unieke probleme, deur 'n hCM! mislukkingskoers gekenmerk. 
Die onafhanklike entrepreneur het daarom 'n behoefte aan hulp - wat 
wel in die meeste kapitalistiese lande asook in Suid-Afrika verleen 
word. Dit blyk egter dat veral navorsing oor kleinsakeondernemings, op 
enkele uitsonderings na, tot dusver op 'n onsistematiese en fragmen
tariese wyse benader is. In hierdie artikel word 'n verwysingsraamwerk, 
wat op die ontwikkelings- en lewenssiklusbenaderings gegrond is, as 
riglyn voorgehou. Deur die probleme van die kleinsakeonderneming in 
'n strategiese samehang met die stadium van ontwikkeling van die 
onderneming in verband te bring, word 'n sistematiese benadering vir 
die studie van die dinamiese kleinsakeonderneming daargestel. Verder 
dien die benadering as 'n doelmatige verwysingsraamwerk vir: navor
slng oor kleinsakeondernemings; ontwikkelingshulpverlening aan die 
klelnsakesektor; ontwikkeling en opleiding van entrepreneurs; finansie
rlngsoorwegings deur die flnansi&le sektor; en strategleformulerlng en 
lmplementering deur die kleinsakeondernemlng self. 

S.·Afr. Tydskr. Bedryfsl. 1982, 13: 1 - 9 
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Introduction 
The term 'strategy' has been borrowed from military 
science and is derived from the Greek word 'strategos' 
which literally means 'general'. 1 Various definitions of 
the term are found in the management sciences, where it 
is usually used in reference to '8.e strategy of a specific 
enterprise. 

In this paper, however, the term has a wider meaning. 
Apart from the strategy of the small business enterprise 
as such, other strategies, such as those of the state with 
regard to the small business sector, are also considered in 
an integrated approach. 

The following definition of the term concurs with the 
approach adopted here: 

'Strategies are general programs of action with an 
implied commitment of emphasis and resources to 
achieve a basic mission. They are patterns of major 
objectives, and major policie~ for achieving these 
objectives, conceived and stated in such a way as to 
give (the organization) a unified direction.' 2 

The small business firm in a capitalistic system, where 
the entrepreneur stands in a dynamic changing and com
petitive environment, is the point of departure of this 
paper which presents, firstly, a review of the nature of the 
small business enterprise and, secondly, a strategic ap
proach to small business development. 

Small business enterprises: Importance and pre
sent position 
Despite the increasing importance of large firms in most 
industrial countries, 3 there is renewed interest in the small 
firm. 4 Before certain features of small business enter
prises are discussed, we may well ask what is meant by 
this term. 

What is a small business firm? 
According to the literature there is no universally accep
table definition of firm size. 5 There are several views con
cerning the exact definition of a small business firm. 
Practically every country has its own standards, varying 
from qualitative economic criteria such as independent 
ownership and management to quantitative statistical 
criteria such as number of employees, annual turnover 
and total assets. 6 

In South Africa a small business firm is described by 
the Small Business Advisory Bureau as 
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independently owned, 
independently operated, 
having an annual turnover of not more than R 1 
million, 
consisting of not more than five operating units, 
having assets of not more than R0,5 million, and 
having no more than 100 employees. 

To allow for special circumstances a business firm must 
comply with five of the above requirements to qualify as 
small. 6 

It appears, however, that definite criteria for small 
business firms have certain deficiencies from the point of 
view of research and evaluation, particularly in dynamic 
conditions. This is confirmed by the following observa
tion: 

There are numerous ways of measuring firm 
size ... Presumably the justification for grouping 
and studying enterprises by size lies in the belief that 
there are significant differences between small and 
large enterprises. However, the characteristics of 
enterprises do not change abruptly and discretely 
but, rather, gradually and continuously with firm 
size (however measured).' 7 

Advantages of small business firms 
Some important strengths and competitive advantages of 
small business firms are the following: 

the enterpreneur's intimate knowledge of the market 
and consumers, which facilitates immediate recogni
tion of changes and preferences; 
product and geographic specialization, the former 
resulting in high quality personal service and the lat
ter being concerned with the needs and convenience 
of the consumer; 
flexible management and certralized decision
making, resulting in prompt adaptation to en
vironmental changes, mainly as a result of the infor
mal organization structure and short communication 
channels; 
informal organization structure and personal con
tact with all personnel, resulting in better motiva
tion; 
low overhead cost structure, allowing competition 
with larger firms as far as prices are concerned; 
a competitive advantage to supply small markets 
which would be uneconomical for larger firms, or 
which require a specialized product. s; 9,PP16 - 17 

Disadvantages of small business firms 
A few inherent weaknesses of small business firms are the 
following: 9·PP28 - 32 

the inherent higher risk, resulting in problems 
related to the acquisition of capital and relatively 
high costs of capital; 
an entrepreneur/manager who usually has the 
technical background with little or no management 
training, but who is nevertheless expected to carry 
out all the functions of the firm effectively; 
deficient opportunities for training and development 
as a result of a lack of time, resources and facilities; 
a possibly exaggerated obsession with the en
trepreneur for total control, which often prejudices 
the acquisition of capital and personnel; and lastly 
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the vulnerability to the 'one serious early error' of 
the entrepreneur. 

The importance of small business firms 
In view of the renewed interest in small business firms in 
all areas, the importance of these firms will be briefly 
viewed in respect of 

the extent of the small business sector, 
the economic importance of the small business sec
tor, and 
the role of the small business firm in providing job 
opportunities. 

Despite numerous interesting examples 10 we shall refer 
only to the United States of America (USA) and South 
Africa in this regard. 

The extent of the small business sector 

The importance, numerically speaking, of the small 
business sector is clear from the following examples: 

The small business sector in the USA consists of 
more than 14 million small and independent business 
firms, representing 970Jo of all business firms in the 
USA. 11 

The Small Business Advisory Bureau estimates that 
75 000 small business firms are currently active in 
South Africa. In commerce more than 900Jo of the 
firms are regarded as small, whereas approximately 
800Jo of all industrial enterprises in South Africa 
have fewer than 100 employees. 12 

The economic importance of the small business sector 
A particular sector's contribution to the value of produc
tion of goods and services, and also exports, reflects 
some of the most significant facets of its economic im
portance. 

The economic importance of small business firms in 
the USA is reflected by the following achievements. 11 

They are responsible for: 480Jo of the total value of 
production; 640Jo of the value of all sales in the 
wholesale sector; and 730Jo of the value of all sales in 
the retail sector. 
As far as South Africa is concerned we mention only 
a few important aspects, owing to the dearth of re
cent statistics: 12 the approximately 900Jo of small 
business firms in the retail sector are responsible for 
more than 600Jo of total retail turnover; small 
business firms, representing 800Jo of all industrial 
firms, produce 200Jo of the country's gross manufac
tured output. 

The interdependence of firms 

It if is accepted that no firm in an economic system 
operates in isolation, it follows that there will be con
siderable interdependence between large and small firms. 

An illuminating example illustrates the extent to which 
the small firm is an important partner of the large-scale 
enterprise: General Motors in the USA buys goods and 
services from more than 37 000 independent small 
business firms, 750Jo of which have fewer than 100 
employees. In addition General Motors depends on ap
proximately 142 000 retail firms for distributing, selling 
and servicing its products. 8·P20 
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The innovative importance of small business firms 
Small business firms make a bigger contribution to new 
ideas than large firms, not only owing to their numbers, 
but also as a result of the creativity of the typical entre
preneur. 9,ppIJ - 14 

Contribution to the expansion of the basis for competi
tion 
One of the most important contributions of the small 
business sector in a capitalistic economy is its influence 
on and contribution to the competitive and price struc
ture. The large number of small firms, illustrated by the 
above statistics, create a broad basis of firms through 
which the free enterprise system comes into its own and 
acts as a natural antidote to the price formation of 
oligopolies and other large firms, which come into being 
partly as a result of concentration. 13 

The social role of the small firm 
Small business firms fulfil the need of smaller, rural 
markets and are frequently the most important source of 
job opportunities, which creates a degree of stability and 
may even promote development in such areas. In addi
tion urbanization and the concommitant social problems 
are counteracted. 

Owing to the personal contact between employer and 
employee there is little likelihood of dissatisfaction 
among workers, labour unrest and strikes in small firms, 
which is particularly important in the South African con
text. 4,p2s 

The small business firm's ability to create employment 
opportunities 
In South Africa the past decade has been marked by 
relatively high and sustained inflation, a succession of 
phases of economic recession and boom periods, and fre
quently undesirable levels of unemployment. 

What is the potential of small business firms for 
creating job opportunities? In the USA 9 million job op
portunities were created during the period between 1970 
and 1977. Of these, 3 million were in the public sector, 
while half a million job opportunities were created by the 
1 000 largest companies. The remaining 5,5 million job 
opportunities, or 610/o of the total, were created by small 
firms. The 1 000 largest companies each only provided 60 
new job opportunities annually. 4·P24 

In conclusion we may mention that 580Jo of all job op
portunities in the private sector in the USA are created by 
small business firms. 14 In South Africa about 200/o of the 
total industrial labour force is employed by small 
business firms. 12 The ability of small business firms to 
create employment, particularly in South African condi
tions where large numbers of skilled and semi-skilled 
workers join the labour market daily, cannot be ignored. 
We shall return to this important aspect at a later stage. 

To sum up, the importance of small business firms, as 
manifested in a capitalistic economy, is self-evident with 
regard to the scope of the small business sector, its par
ticipation in the economic activities of a country, and the 
small firm's ability to create employment. 

Small business firms: failure and problems 
The failure of small business firms 
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Despite the economic importance of small business firms 
and their ability to promote prosperity they are 
characterized by a high failure rate. 

In 1976, 35 out of every IO 000, or 0,350/o of all firms 
in the USA, failed. Of all the unsuccessful firms, 54,80/o 
had been operating for five years or less. s.pp43 - 44 It is 
estimated that nine out of every ten small business firms 
in the USA fail within the first five years of their 
existence. 11 

It is difficult to obtain statistics on the failure of firms 
in other countries. Unfortunately this is also the case in 
South Africa. The number of liquidated companies in 
South Africa increased from 848 in 197 5 to l 441 in 
1980. 15 On the basis of the average nominal capital of the 
liquidated firms over this period it is estimated that the 
total assets of the majority of the individual liquidated 
firms amounted to less than R0,5 million. They would 
consequently qualify as small business firms on the basis 
of the asset criterion. 16 

The following question immediately comes to mind: 
why are small business firms so vulnerable? 

Problems of small business firms 
Apart from general difficulties, there are problems that 
are more or less unique to small business firms. 

In a strategic context a problem experienced by a firm 
is defined as 

'an internal weakness within the functional areas of 
General Management, Operations, Finance and 
Marketing that prevents the small firm from ex
ploiting the opportunities and/or meeting the 
threats of the environment.' 17 

This indicates that a 'problem' implies an internal 
weakness in the firm and that only threats can come from 
the environment. This view provides a meaningful basis 
for developing strategies for the small business firm. 

Some causes off ai/ure in small business firms 
Statistics in the USA for 1976 show that 92, l OJo of all un
successful businesses fail primarily because of incompe
tent management and a lack of management 
experience, s,p47 although various contributory factors can 
also be identified. Apart from additional problems in the 
small business firm, such as 

the entrepreneur's excessive optimism, 
a lack of personnel and management development, 
an inability to delegate, and 
an inability to identify the firm's marketing niche 
and to grow with the firm, 18 

the small business firm is characterized traditionally by 
constant financial headaches. In general we may differen
tiate the following serious problem areas in this 
regard: 9,pp24 - is 

The acquisition of initial capital in view of the uncer
tainty associated with a new firm. 
The acquisition of debt capital in the smaller quan
tities in which it is required at interest rates that are 
comparable to those available to large firms. 
The accumulation and maintenance of adequate 
reserves in the pre-breakeven period and later when 
over-optimism about profitability, particularly in 
the rapid growth stage, leads to injudiciously high 
withdrawals by owners. 
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The inaccessibility, or limited accessibility of finan
cial markets and sources of equity capital, mainly as 
a result of the inherent high risk and the resistance of 
owners to relinquish control of the firm. 

In comparison with large firms two further problem 
areas for small firms may be identified, namely: 

Competition for funds with large firms which are 
usually well established and credit-worthy, which 
can usually negotiate lower interest rates owing to 
lower inherent risk, which are not restricted to local 
banks in tight economic situations and have access to 
the market for new issues. 
The small firm's drawback with respect to the func
tion of financial management, relative to the large 
firm with its professional management, conversant 
with financial strategy, financial markets and skilled 
in utilizing decision-making techniques, constitutes a 
further competitive disadvantage. 

In an empirical study in Britain 19 the failure of small 
business firms was attributed to continuous managerial 
neglect in 27 ,0% of the cases, and to accidents, illness or 
death of either the owner or his next of kin in 18,4% of 
the cases. Thus of all failures 45,4% were attributable to 
these two causes. 

Concluding remarks concerning f ai/ure 
Up to now most studies of the causes of failure have been 
conducted from a static point of view, or have concen
trated on operating problems, and were characterized by 
a lack of systematic investigation, in a strategic sense, 
where internal weaknesses and expected problems are 
related to the stage of development of the firm. 

It stands to reason, but does not always follow, that 
the first step in the development of a soundly-based ap
proach to management for a small business firm is to 
identify its particular problems. 

Assistance to the small business sector 
In view of the small business sector's importance and its 
problems in any free market economy, it is obvious that 
in most capitalistic countries small business firms must 
receive active assistance in various fields. 

Assistance to small business firms in other countries 
In the USA the Small Business Act was promulgated in 
1953 and in the same year the Small Business Administra
tion was established to provide small business firms with 

financial assistance, 
management and technical assistance, and 
assistance with the acquisition of government con
tracts. 9,P33 

Apart from the creation of Small Business Investment 
Corporations, 20 which act as private finance companies, 
and Small Business Development Centers 11 as integrated 
entities at some American universities, other noteworthy 
measures are all concerned with tax relief for small 
business firms. 

Apart from commercial (clearing) banks in Britain in 
1978, there were nine public and 32 private institutions 
that provided assistance to small business firms. s,pp 396-401 

The Barclays Bank group in Britain took an important 
step in 1973 when it set up a Business Advisory Service 
for small business firms. 21 In 1978 this service was 
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concerning small business, is the key to coordinating 
all facets of small business development in South 
Africa. Whereas the Small Business Development 
Corporation will be concerned mainly with the 
financial needs of small business firms, the duties of 
the Advisory Council are briefly as follows: 

continuous identification of problem areas that 
hamper the advancement of small business 
firms and recommendations concerning a com
prehensive policy for encouraging small 
business firms; 
allocating available funds to institutions that 
are actively involved with providing services, 
such as advice, guidance and training for 
businessmen, as well as research in this regard; 
coordinating all actions of these institutions; 
and 
dealing with any other matters related to the 
promotion of small business firms. 27 

The culmination of the latest attempts at promoting small 
business development in the creation of the Small 
Business Development Corporation and Advisory Coun
cil indicates that thorough consideration has been given 
to the role and functions of the above-mentioned Ad
visory Council. 

The aim of this paper is therefore not merely to repeat 
what has already been considered, but rather, on the 
basis of the functions of the Advisory Council, to raise 
certain points about 

a well-founded approach to and guidelines for mean
ingful and coordinated research on small business 
firms, and 
recommendations for strategies for action to pro
mote the small business sector, particularly under 
South African conditions and within the framework 
of orderly social and economic change. 

What follows is an attempt to outline an approach which 
accommodates these issues. 

A profile of the dynamic small business firm from a 
strategic point of view 
Introduction: the developmental approach 
The persistent tendency over the past three decades to 
establish large-scale business firms, and the ready 
availability of financial information about listed com
panies are largely responsible for the fact that practically 
all research has focused on large firms. 

The tendency simply to reduce the scope, extent and 
sophistication of techniques and methods developed for 
large firms, and then to regard them as equally successful 
for small firms, is not beyond criticism. This misconcep
tion is clearly revealed in strategic planning, but is no less 
evident in other functions of the firm. 

'Strategic planning, with its subprocesses, appears 
to operate under different constraints and oppor
tunities in smaller firms, and any references and 
assumptions from the large firm business policy 
literature, should be at least treated with caution, 
until a sound body of knowledge on strategic plan
ning in the small firm evolves.' 17·P14 

It is in the sphere of strategy - in effect the relation
ship between the firm and its environment - that we find 
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conceptual differences between large and small firms. 
The need for identifying such differences is a prerequisite 
for any meaningful research on small business firms. 

Mindful of the unique problems and relatively high 
failure rate the following view confirms the lack of a 
strategic approach to research. 

'There has been much attention devoted to the 
underlying causes of small business failure. It has 
been assumed that by discovering the malpractices 
of those who failed, other firms might be saved 
from a similar fate . . . The literature lacks a 
systematic examination of the factors that should 
be considered as serious weaknesses or problems in 
a strategic advantage sense, and how these strategic 
disadvantage factors are distributed by the type of 
the small businesses and by the stage of develop
ment of the entrepreneurial venture.' 1'-P3 

For greater insight into and understanding of the 
dynamic small business firm in a strategic sense, the 
developmental approach provides a well-founded 
framework. This approach involves 

'the study of the evolution of organizations, with 
particular reference to the phases through which 
they pass and the forces at work governing their 
growth and development. 28 

The life cycle approach 29 as a basis for dynamic 
small business development 
As mentioned in the introduction, the characteristics and 
problems of a firm should be related to its stages of 
development. Given a developmental approach, the life 
cycle concept provides a meaningful basis for studying 
the small business firm. 

General approach to the institutional life cycle. 
Like living organisms, business firms have a life cycle 
with a series of stages from inception or introduction, 
through rapid growth to maturity or stability and, lastly, 
decline or decay. 30 The life cycle of a firm is traditionally 
represented by an S-curve, as in Figure 1. 

Although this approach appears very impressive, we 
must remember that a firm does not follow this course 
automatically, since the curve 

'represents potential, and if performance is to 
match this opportunity, such a result must be 
"made to happen". The management problems, 
issues, techniques, approaches, and styles ap
propriate at each stage are quite different, and the 
manager either unaware of the necessity of channge 
or unable to adjust and adapt will be unable to ex
ploit the new venture's potential. The inflexible 
manager will soon cease to be an entrepreneur, but 
rather will become a caretaker of the enterprise, if it 
continues to exist at all. 31 

Figure 1 may be briefly explained as follows: once a 
new firm has survived the initial phase of introduction, it 
enters a phase of rapid growth and high profitability. As 
it reaches maturity, however, it faces more intense com
petition and increasing market saturation, which often 
leads to fierce price competition and a decline in market 
share and profitability. With reference to research two 
remarks concerning the life cycle approach merit con-
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Figure 1 Institutional life cycle (Vozikis, op.cit., p.24) 

sideration: 
Firstly, the life cycle is itself a dynamic concept as il
lustrated by the fact that the institutional life cycle 
changes over time and that there is a tendency 
towards a shorter total life cycle in certain industrial 
sectors.32 
Secondly, although factors such as technological 
progress, changing consumer preferences and in
creasing product diversification and substitution 
may influence the life cycle, it is still a useful frame 
of reference for research on the behaviour and 
potential problems of firms. 

The life cycle approach to small business development 
In the past the developmental approach has been applied 
almost exclusively to large firms. 

In his evaluation of the relevant literature Vozikis 17·P34 

comes to the following conclusion about this: 
'Most writers do not tie the small business life cycle 
with family traditions or individual convictions of 
the entrepreneur. These factors are extremely im
portant in determining the separation of stages, and 
should be used in conjunction with the traditional 
criteria of employee number, asset size, organiza
tional characteristics and so on.' 
A strategic developmental approach to the dynamic 

small business firm should indicate the firm's present 
stage of development and the typical problems en
countered in the successive stages. It would also be of 
value to determine whether these problems differ for dif
ferent types of firms and industrial sectors. This ap
proach has predictive value if it enables the entrepreneur 
(or researcher) to anticipate the requirements for transi
tion to the following stage as well as the problems attend
ing this. 

Purposefully planned growth is required for realizing 
the potential represented by the life cycle curve. Financial 
problems resulting from unplanned growth may have 
particularly serious consequences for the small firm, suc
cinctly described by Ulrich and Arlow as follows: 

'Unless the small business executive plans his 
growth to a sustainable level, excessive growth can 
outstrip his firm's equity capital, resulting in li
quidity problems, loss of control of the firm, or 
even bankruptcy should the economy take a sud-
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den, unexpected reversal. Unfortunately, profitabi
lity and growth are not sufficient in themselves to 
preclude financial problems. All too often, a suc
cessful small business firm has been injured by ig
noring the financial implications of growth.' 33 

As far as stages of development are concerned it seems 
that the approach should differ for small and large firms. 
The next question is whether the transitional phases be
tween the successive stages have any significance. 

Periods between successive stages of growth 

One of the most important challenges facing any manage
ment, is to deal effectively with the influence of changes, 
whether self-initiated or deriving from the environment. 

The general emphasis in research has been on growth in 
different stages. Previous studies34show that organiza
tional growth is non-linear and that it proceeds at dif
ferent rates in successive, discrete stages. It also appears 
that profound organizational growth takes place during 
the periods between the successive stages of develop
ment. 35 

Despite divergent views found in literature28 ·P 12 it seems 
that, apart from a few exceptions, the transitional phases 
are characterized by: 

new responsibilities, 
a need for further management development, 
organizational development and adaptation, and 
a change in the type of problems. 

Organizational development, management requirements 
and the stages of development 

McGuire36 is of the opinion that the competence of the 
entrepreneur is decisive for growth in the small firm, but 
eventually also restricts growth. It appears that en
trepreneurial knowledge may be extended through: 

formal or informal educational processes, 
using external consultants or advisors, and 
the addition of experts (as personnel) to the labour 
force in the enterprise. 

The development of a firm is therefore largely deter
mined by the entrepreneur's knowledge and competence. 
Bearing in mind that the 'typical' entrepreneur usually 
has a technical background, it becomes clear that big 
demands are made on his managerial capability. 37 A 
useful technique for the small business entrepreneur is the 
strategic advantage profile, a recent analytic and 
diagnostic approach for the timely identification of func
tional strategic problems in small business firms. 

The strategic disadvantage/advantage profile 

The strategic disadvantage/advantage profile is an ap
proach that has been synthesized from various views. It 
amounts to the following: 

'The strategic disadvantage profile . . . . is a visual 
representation of what type of problems a small 
firm in a particular line of business might expect to 
experience, as it proceeds through the evolutionary 
process of the stages of development, each with a 
unique set of critical organizational issues and 
characteristics.' 17 ,PP50 - ' 1 

Glueck38defines the approach as follows: 
' ... the strategic advantage (disadvantage) profile 
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(is) a systematic evaluation of the enterprise's 
strategic advantage (disadvantage) factors weighted 
by the significance of each factor for the company 
in its environment'. 
A strategic advantage (disadvantage) profile is based 

on two main steps, 38 and may be developed in the analytic 
and diagnostic steps of the conventional corporate 
strategy process. It should be evaluated in conjunction 
with an external opportunity and threat profile in order 
to provide optimal conditions for changing or adapting 
strategies and policies. 11·r51 

Combining strategic advantage (disadvantage) analysis 
with the stages of development of firms on the basis of 
the life cycle concept has both practical and theoretical 
advantages. 17 -PP57 • 58 

'The theoretical implication of such a profile is that 
it can serve as a guide to determine the behaviour of 
small business firms by providing insights far 
beyond those provided by the classical economic 
theory of the firm or the stages of development 
theories which concentrated mostly on big business' 

and 
'On the practical side, a Strategic Disadvantage 
Profile of this type can help keying managerial ac
tions and strategies to the small firm's particular 
position in the developmental process, by avoiding 
expected pitfalls and by making plans and policies 
conform to the specific requirements of the current 
stage of development. Normative judgment from a 
strategic disadvantage profile would reflect the gap 
between the small firm's current state in a particular 
functional area and the level where the manager 
wishes the firm should be.' 
The developmental approach and the life cycle concept 

seem to have potential as a basis for a strategic approach 
to entrepreneurial and small business development, as 
well as for relevant research in this regard. 

The implications of a strategic approach to small 
business development In South Africa 
Before we proceed to discuss some of the merits of a 
strategic approach to small business development in 
South Africa, we shall take a brief look at the implica
tions, specifically for South Africa, of the small business 
firm's ability to create employment. 

The importance of small business firms for South 
Africa 
The present decade will probably bring far-reaching 
political, social and economic change to South Africa. 
Even with realistic prospects of economic growth, the 
growing population of South Africa will make ever in
creasing demands for the provision of job opportunities. 

A few statistics will afford the necessary perspective. 
According to Sadie39 South Africa's labour force increas
ed by 274 000 in 1978, of which 77 ,40/o were Blacks and 
only, 9,10/o were Whites. This increase created a need for 
approximately 1 000 new job opportunities per working 
day. On the basis of these statistics, it can be projected 
that by the year 2 000 (only 19 years hence) 430 000 peo
ple will annually join the labour market in search of 
work. Of these 83, 70/o will be Blacks and 4,40/o will be 
Whites. Using the same basis as before, this implies that 
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approximately l 600 new job opportunities will be re
quired per working day by the year 2000. 40 

As mentioned earlier, the I 000 largest firms in the 
USA could only provide 60 new job opportunities an
nually over a period of eight years. Consequently the 
small business firm's ability to create employment and 
the development of the small business sector should be 
given top priority. 

This involves more than merely establishing and 
developing small business firms. If we accept that en
trepreneurs in South Africa are traditionally from the 
white population, what are the implications for the future 
if we consider the above data? 

According to Sadie's projections the black population 
in South Africa will increase by approximately 16 million 
(from 21 million to 37 million) between 1980 and the year 
2000, whereas the white population will increase by ap
proximately 2, l million only (from 4,8 million to 6, 9 
million) over the same period. J9 Clearly the creation of 
new firms cannot be left to the white entrepreneur alone 
- there will simply not be enough of them. Black en
trepreneurs will have to come forward to help relieve the 
problem of providing employment - particularly in view 
of the demands related to the black population. 

Entrepreneurial development and management train
ing, for Blacks in particular, but also for Coloureds and 
Asians, have become imperative. Research~ 1 has shown 
that managerial manpower, which is drawn mainly from 
the white population, is already overburdened. For South 
Africa as a whole the manager : worker ratio is currently 
1 : 42, whereas in Japan it is 1 : 16 and only 1 : 6 in the 
USA. This research, which was undertaken from a beha
vioural science point of view, also illustrated that the 
ratio of people in South Africa with a drive for achieve
ment (those with leadership qualities and a need for 
achievement) to those who merely have a need for affilia
tion or recognition is 1 : 7 for Whites and 1 : 99 for 
Blacks. 

The findings indicate that one out of every seven 
Whites (150/o), and only one out of every 100 Blacks 
(10/o ), have leadership potential. Despite these statistics 
recent research has established that Black students aspire 
to improve their position in life through their own 
abilities and skills and perseverance in striving for their 
goals. It was concluded that there is considerable unex
ploited entrepreneurial potential among black students 
(male as well as female). 42 

Although encouraging, this finding implies a need for 
immediate action with regard to entrepreneurial develop
ment and the realization that the training of workers, 
particularly among Blacks, should receive attention for a 
considerable time to come. 

This short outline reveals an urgent need for develop
ing and training entrepreneurs, particularly among 
Blacks (in so far as this need has not already been atten
ded to by the Economic Development Corporation and 
its subsidiaries), as well as for stimulating the establish
ment of small business firms with the ability to create 
employment. This is the background against which a few 
strategies will now be discussed. 
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A strategic approach to small business firms in 
South Africa 
A strategic approach to small business firms, b~se~ _on a 
developmental and life cycle appro~ch can be s1gmf1ca?t 
to all parties involved in small busmess development m 
South Africa. These include: 

the government and other developmental institu-
tions, 
educational institutions, 
the financial sector, 
the small business sector itself. 

A few strategies and recommendations ~or small 
business development with reference to these mterested 
parties will now be considered. 

The government and developmental institutions 
In view of the functions of the Advisory Council, it seems 
that the developmental and life cycle approaches ar_e a 
logical point of departure for formulati~g r~searc~ obJec
tives and allocating resources on a pnonty basis. The 
identification and anticipation of specific problems du
ring the life cycle of various types of growing fir~s ~nd in 
the various industrial sectors will lead to further ms1ghts. 

The government should also look into the tax~tion of 
small firms. During the initial growing stage mternal 
financing through retained earnings is vital. High p~r
sonal tax rates for sole proprietorships and partnerships 
and a company tax rate of 420Jo leaves little scope for in
ternal financing and frequently results in an unjustifiably 
high debt ratio, increased financial risk and concomitant 
liquidity problems. As mentioned earlier, the market for 
new issues is practically inaccessible to the small firm. 
With a view to such firms, it is recommended that the 
fiscal authorities should consider instituting a significant 
progressive tax scale up to and including a realistic level 
of taxable income or, alternatively, a tax holiday for the 
first few years. Appropriate research under local condi
tions should indicate the optimum alternative for a dif
ferentiated tax rate for small firms. 

Educational institutions 

Educational institutions can make an important con
tribution to small business development in South Africa 
in the following ways: 

training, which is the primary task of universities, 
research, and 
counselling and consultation. 

Training at an undergraduate level, particularly in 
business economics, should focus primarily on the small 
business firm. As mentioned earlier, the number of small 
firms in South Africa is indicative of the need that exists. 

As far as management training and the development of 
entrepreneurs are concerned, training courses could ac
commodate the demands both of the successive stages of 
development and the transitional stages to the advantage 
of the small businessman. 

If research were to be approached on a priority basis, 
more attention will have to be paid to applied research in 
business economics - particularly with regard to 
marketing, finance and strategy for the small firm. Coor
dinated research and optimal utilization of research time 
by South African lecturers is of cardinal importance. 
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Counselling and consultation are fields that will re-
uire increasing attention from business economics lec

~rers in the future. This important source of knowledge 
has been underutilized - a luxury that can hardly be af
forded in a time of trained manpower shortages. A 
positive climate for enc?uraging c?~s~!tation work 
within the bounds of existmg respons1b1ht1es should be 
created where it does not yet exist - it can only contri
bute to the resourcefulness and capabilities of lecturers. 
Strategic planning consultation43 in particular, as off~red 
at the Small Business Development Center at the UnIVer
sity of Georgia, is to the advantage of both lect~rers and 
small businessmen. For this, knowledge of typical pro
blems in the stages of development of growing firms is in
dispensable. 

Financial institutions 
Banks which are the primary suppliers of debt capital to 
the bu~iness sector, will become increasingly involved in 
small business financing through the cooperation en
visaged with the Small Business Development Corpora
tion. 

The management personnel of banks that will be in
volved in the financing of small businesses should also 
receive training to deal with the problems experienced by 
new and growing firms. Although the existence of such 
problems cannot simply be ignored, a knowledge of the 
causes and nature of 'typical problems' may, from the 
point of view of banks, lead to a lower risk perception of 
the small firm and to more competitive financing costs. 

The entrepreneur and the small firm 

As far as the small business firm and the entrepreneur are 
concerned, the field has already been explored by im
plication. However, it should be added that the en
trepreneur will act in a more motivated way if he were 
aware of the 'typical' strategic problems as well as the 
demands that development and growth may make on 
him. 

The entrepreneur can formulate and implement his 
strategy through realistically defining objectives, 
evaluating his firm's strong and weak points, and the 
threats and opportunities in the environment. Only a 
positive attitude towards training and self-development 
will determine whether his strategy will be effective and 
whether, through interaction with his environm~nt,. he 
can make optimal use of the strategies of other msutu
tions towards small business firms. 

Conclusion 
Developing entrepreneurs and stimulating the small 
business sector, irrespective of population groups, can 
only be to the advantage of all the peoples of South 
Africa. 

In the opinion of Dr. Anton Rupert, it is imperative 
that the free enterprise system be regarded as a bulwark 
against communism, and unless we establish and assist 
other population groups in small business firms, our fate 
will be that of people who want everything but who will 
also lose everything. 4·P1 
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