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characteristics and application and availability of debt finance. The study suggested 

some recommendations to improve the availability of debt finance to SMEs. 

The recommendations included the need to improve the investment readiness of 

female-owned SMEs. To access debt, SMEs must have collateral and adequate 

owners' equity. Training and communication can also_ help SME owners to get 

investment ready. In addition, owners of SMEs should network by attending seminars 

and trade fairs. 
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CHAPTER ONE 

INTRODUCTION TO THE STUDY 

"Although there is a growing body of literature addressing the financing of 

women-owned businesses, not enough is known about the attempts of such 

businesses to access bank Joans and their success in securing those loans" 

(Treichel & Scott, 2006:52). 

1. 1 INTRODUCTION 

This chapter introduces a study 

characteristics of entrepreneurs and t 

enterprises (SM Es) in selected citie 

of the study being that the gender 

the characteristics of entrepreneurs 

Understanding the cause 

availability of debt to SMEs. Th" 

i the impact of gender on the 

. f debt finance to small and medium 

ape Province. The main argument 

an SME can significantly impact on 

11;,('~ t-.g ailability of debt finance to SMEs. 

b .IE.=4-J .... ...,,,._ortant to improving the 

study. Specifically, the following areas will be highlighted; the background of the 

problem, the problem statement, the research objectives, the research hypotheses and 

the significance of the research. In addition, the chapter will highlight the research 

methodology, the limitations of the study and its layout. 

1.2 BACKGROUND OF THE STUDY 

Entrepreneurship and SMEs have, in recent years, become a key focus of research 

(Herrington, Kew & Kew, 2009). Entrepreneurship is considered to be an important 

mechanism for economic development through job creation, innovation and its welfare 

effect, which has led to a burgeoning policy interest in national-level entrepreneurial 

activity. Entrepreneurship and SMEs is not just an economic event; it is a socio-

economic phenomenon. SMEs are increasingly seen as playing an important role in the 

economies of many countries (Minniti, Arenius & Langowitz, 2005). Thus governments 

throughout the world focus on the development of the SME sector to promote economic 

growth (Dockel & Ligthelm, 2005:55). 

1 



 

 

National societies and their economies are to a large extent shaped by historical 

developments. The rapidly expanding body of entrepreneurship studies as well as ten 

years of the Global Entrepre')eurship Monitor in South Africa (hereinafter GEM) 

research indicates that entrepreneurial activity rates may differ across countries for 

cultural, institutional, economic, and demographic reasons (Herrington et al. 2009). For 

example, motivations, regulations, and enforcement of regulations for setting up 

business can be vastly different across the globe. 

The government of South Africa rear 
and SMEs (O'Neill & Viljoen, 2001 :~,. ___ ,., 

is that SMEs offer an important ve 

ce of developing entrepreneurship 

:--11 •,n . t of the South African government 
tr'f"-ffl:t'lsr-,;ir.,c;,5 ng the challenges of job creation, 

economic growth and equity in Sout ulation of SMEs is seen as part of 
an integrated strategy to take the So ______ conomy onto a higher road; one in 

which the economy is dive • 1e<;t.Qrodu tivity • ~nha.D 0 investment is stimulated and . . n1vers1 yo .rort are 
entrepreneurship flourishes. Together in Excellence 

In South Africa SMEs contribute over 65% of total employment and 55% of the gross 

domestic product (Small Enterprise Development. Agency, 2008) (hereinafter SEDA). 

However, South Africa suffers from high unemployment with an official estimated 

unemployment rate of 25.2% (Statistics South Africa, 2010). One of the best ways to 

address unemployment is to leverage the employment creation potential of small 

businesses and to promote small business development (Finmark Trust, 2006). In this 

regard, SMEs are expected to be an important vehicle to address the challenges of job 

creation, sustainable economic growth, and equitable distribution of income and overall 

stimulation of economic development in South Africa (Maas & Herrington, 2006). 

Despite the importance of SMEs, 75% of SMEs in South Africa fail within the first two 

years of operation (Von Broembsen, Wood & Herrington, 2005). The same authors 

further state that the probability of an SME surviving beyond 42 months and becoming 

an established firm is less likely in South Africa than in any other GEM country sampled 
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in 2005. Important to note is that women-owned firms represent an increasingly 

important segment of the SME sector (Robb & Coleman, 2001 )~ In spite of this, women-

owned enterprises have lagged behind men-owned enterprises in a number of 

performance measures. Although the failure rate of SMEs is reported to be high in 

South Africa, male owned/managed enterprises have a lower failure rate than those of 

their female counterparts. The female Total Entrepreneurial Activity (TEA) index shows 

that on average, participation rates for men tend to be 50% higher than those of women 

(Minniti et al., 2005). Herrington et al. (2009) argue that there is considerable consensus 

among experts about the three most important factors constraining female 

entrepreneurial activity. The factors • 

policies and access to finance. Thi 

. ducation and training, government 

n the effects of gender on access 
to finance with specific emphasis on ""0 7A-f--ffn'gfih,:~ 

Irwin and Scott (2006) suggest finance constraints for female 
entrepreneurs have been cu r .......... . w ... --. es, no consensus has been 

reached on the question H61Mt~sc1mMc~~~.e,&~ ~.,...,.__....,._..., female entrepreneurs in 

accessing finance. In a surve , ~t by gender it is reported that 

there are: "quantifiable gender differences in certain areas of business financing, 

although intra-sectoral similarities demonstrate that gender is only one of a number of 

variables that affect the financing process". This study seeks to further investigate the 

impact of gender on firm and entrepreneurial characteristics and availability of debt 

finance to SMEs in order to provide empirical evidence on the effects of gender and 
.. 

access to finance. 

Availability of finance is necessary for SMEs to start and grow. For all SMEs regardless 

of the owner's gender, bank lending is considered the most important overall source of 

external funding (Burger and Udell, 2002:624 ). Women play a large and growing role as 

entrepreneurs in the modern day economic environment. Understanding why debt 

finance is not readily available to SMEs especially those owned by women, will lead to 

recommendations that will improve the availability of debt to SMEs. Attempts to 

investigate access to finance for women by Kim (2006:375), Dafna (2006:310), Treichel 

and Scott (2006:63) and Hassan (2007) were done in such countries as the USA, 
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Canada, Israel, Philadelphia and Malaysia respectively but no such study has been 

done in South Africa. 

Almossawi (2001 :115) however, argues that studies done in developed countries, 

alone, cannot be· completely used to substantiate theories on corporate finance. Studies 

carried out in developing countries are also very important and may reach different _ 

conclusions from those carried out in developed countries. This is because the financial 

systems of developed countries are relatively more efficient than those of developing • 

countries. Furthermore, different countries have different institutional arrangements with 

respect to tax, bankruptcy, the roles "'~-.___,,, -,-.,, 1 ancial markets. Therefore, without 

testing for the robustness of these fi 
uncovered, it is hard to determine 

spurious correlations or whether they 

t e environment in which they were 

e empirical regularities are merely 
~~~~W...bory or the other. 

No South African study emgirica~I in\l tigat~d.- the impact of gender on the n1vers1t o _ orr ttare 
characteristics and availability 'to1/Jiht r ?lf~cJ ~rlBethe purpose of this study. As 
such, section 1.3 examines the research problem. 

1.3 RESEARCH PROBLEM 

Literature on SMEs from the studies alluded to above indicates that there is a positive 

relationship between non-availability of finance and their failure. To undertake capital 

investments, meet working capital and develop products, SMEs need finance. This can 

come in the form of equity, debt or a hybrid of debt and equity. This is known as the 

capital structure. Capital structure refers to the combination of debt and equity to 

finance a business's operations. Capital structure decisions are some of the greatest 

challenges and most difficult issues confronting SMEs, but are central to their viability. 

The importance of capital structure decisions is evident from the role of inadequate 

capitalisation in the high failure rate among SMEs. Modigliani and Miller's (1958) theory 

of capital structure states that firms will select the mix of debt and equity that minimises 

their weighted average cost of capital. Because interest expense is tax deductible, debt 

is less costly than equity as a source of capital. Therefore, firms, in principle, act to 
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minimise the cost of capital and maximise the value of the firm by financing with debt. 

Other researchers have suggested alternatives to the Modigiliani and Miller theory. of 

capital structure. Myers (1984) alludes to a "pecking order'' theory of finance stating that 

firms use internally generated funds in the form of retained earnings before turning to 

external sources. This theory can be applied to SMEs by assuming that they usually are 

not able to issue shares and owner-managers want to be in control of their business 

(Coleman & Cohn, 2007). 

Theory on gender discrimination is revealed in studies that confirm gender differences 

in business outcomes for women and men entrepreneurs, both across representative 

samples of firms and within specifi 19 -~ s iefi s (e.g., Du Rietz and Henrekson, 

2001 :8; McManus, 2001 :77). Gen discrimt~ on stems from the concept of 

traditional gender roles that women f ! 1 s male or women are subordinate 
TUO 

1~1-u-.-.uvomen's low social recognition, low 

gender-based discrimination. Social evaluation and resulted in 

discrimination against worriettl.sV:elft~~adi ·cal, cultural, educational 

and other aspects, but also in fJRfcess of economic activities, for 

example, employment and entrepreneurial activity. 

Evidence from different countries in the West indicates that female business owners 

prefer to start their business in sectors where female employment is concentrated 

(Luber and Leicht, 2002:113; McManus, 2001 :83). Most women-owned businesses are 

in wholesale and retail trade, hotel and restaurants, and services because of low 

barriers of entry. Those engaged in manufacturing activities, are often involved in 

sectors dominated by women, e.g., food processing or some branch of the clothing and 

textiles sector. In many instances, traditional crafts (e.g., gold embroidery, carpet 

weaving, and silk weaving in countries such as Uzbekistan) play an important role in 

women's business activities (Luber & Leicht, 2002: 113). 

Jappelli (1990) in his seminal work titled "who is credit constrained in the US economy?" 

argued that credit constraint can be separated into demand for credit and availability of 

credit. Consumers with high probability of loan denials may not apply because they 

perceive that if they do, they will be refused loans. Jappelli (1990:219-234) referred to 
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these consumers as discouraged borrowers. Kon and Storey (2001) in "a theory of 

discouraged borrowers" agree that there are good borrowers who do not apply for a 

bank loan because they feel that they will be rejected. This theory of discouraged 

borrowers highlights that potential borrowers may offer perfectly reasonable business 

proposals but do not apply for bank loans because they feel that they will be rejected. 

The choice of sector is accounted for by a combination of resource constraints, 

environmental uncertainty and specific female aversion to risk-taking, which lead them 

to engage in activities with low entry thresholds and low financial risk. This pattern helps 

explain why female businesses are typically smaller in employment and sales than their 

male counterparts. The mechanism o the start~up objectives (flexibility, 

personal social security, the wish -----------~ d nt, family income), partly sectoral 
features, and partly because of fi r resource constraints (Anderson, 

I 

enterprises around the world are micrtt.-~ '-'litOJ!n1rises, employing less than 10 people, 

hence their generally rela • i yment (Anderson et al., 
2007). Together in Excellence 

Therefore, female and male entrepreneurs may differ with respect to the capital 

structure of their business. This can be attributed to the type of businesses female and 

male entrepreneurs start, their type of management experience, their level of 

networking socio-cultural factors, their ability to take risks and the size of their business. 

In spite of the growing number of female entrepreneurs, their share in entrepreneurship 

is still lower when compared to their male counterparts (Coleman & Robb, 2008). 

For SMEs, regardless of the owner's gender, bank lending is the most important overall 

source of external funding (Burger & Udell 2002:624 ). However, data from the Small 

Business Finance report of 1993 indicate that small enterprises rely equally on debt and 

equity financing. The report notes that among the equity sources, the largest category is 

insider. funds or retained earnings constituting 31 %, followed by contributions from 

friends and family at 13%. They content that outside · equity is very difficult for SM Es to 

access accounting for about 5.5% of capital structure. Among debt sources, commercial 

banks·are the largest source, contributing 19% of the total or 38% of all debt financing. 

6 



 

 

Women-owned SMEs are often self-financed since women are less likely to go into debt 

or to sell shares to the public to source capital (Coleman & Robb, 2008). They often 

launch businesses with less money than do men. 

Securing funding, especially from banks, seems difficult for women-owned businesses 

and access to finance appears to be the greatest problem concerning women-owned 

businesses (Orser, Riding & Manley, & 2006:658). Coleman and Robb (2008) suggest 

that there are both supply side and demand side issues in the acquisition of loan 

finance. Supply side factors would include the preferences of investors for specific types 

of industries, firms or entrepreneurs. On the other hand, demand side issues would 

include the preferences of entrepre _'-" '1~..........._.>:J f , profits, industry sector, risk and 
control. 

In addition, .previous studies on to finance in South Africa such as 
Hawkins (2002:519-542) and Preton and S w (2004:221-242) have completely 

ignored the impact of trada,.~edit. Studi~s on ihe..stJgpl ide of SME financing in South u n1vers1~y or orr are 
Africa have focused mainly orrg~~i9YJ!Ja-iJh ~'ef -~8~Y of bank credit. Wilson and 
Summers (2002:318) point out that studies of enterprise finance in Africa and elsewhere 

from the supply-side typically focus on bank credit, and more particularly on bank loans. 

However, banks are not the only principal source of external debt finance for SMEs. 

Berger and Udell (2006:2949) note that although trade credit is extremely important to 

SMEs, it has received much less interest than commercial bank lending which provides 

only slightly more credit to SMEs. Trade credit provides a . cushion during credit 
crunches, monetary policy contractions or other shocks that leave financial institutions 

less willing or less able to provide small business finance. Since only a limited number 

of new SMEs have access to loans from financial institutions, trade credit may often be 

the best or only available source of external funding for working capital. SMEs may 

prefer trade credit financing during the early years when the risk of default is high. Also, 

trade credit is a substitute to bank credit for firms that are credit-rationed by banks. The 

question now is whether suppliers accept those requests. If they do, then trade credit 

could alleviate credit rationing for SMEs. This suggests that trade credit could be one of 
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the solutions to the credit constraints faced by SMEs in South Africa (Berger & Udell 

2006:2949). 

According to Coleman and Robb (2008), the fact that so few SMEs both male and 

female, use external sources of business debt or equity, suggests constraints on supply, 

possibly driven by the high risk and potential for failure among start-ups. However, the 

fact that women-owned firms start their businesses with less capital than men, suggests 

constraints on demand. Constantinidis, Cornet, and Asandei (2006:138) suggest that 

women may be more risk averse than men, or they may be more motivated to start 

smaller firms that will allow them to b ..... ,-,, .,-.... nds of work and family. This study 

compares access to finance by -g he demand side. Debt finance 
encompasses bank loans and trade r, ~\J,.,.,_t-Mr.:v"u, ly, women may experience subtle 

forms of discrimination or difficulty in 1 • s to networks used by providers of 

external capital (Brush, Carter, Gree ____ atewood, 2002:317). This study is 

unique in that focus is on ~ ¥i.R9gt§if f r~ &dlt I a't~ for an SME to grow, it is 
assumed that firm and entrepr,wg1~ ff'ffll~B~ fene~ve a significant effect on the 
SME's ability to access debt finance. Firm characteristics are traits or features specific 

to the firm which can affect positively or negatively the performance of the firm. Firm 

characteristics considered are firm size and business sector. SMEs operate under 

rather severe internal constraints (Havie, Narjoko & Oum, 2010). Emphasizing the role 

of firm characteristics has become an increasingly important consideration in carrying 

out empirical studies that examine performance of firms. Harvie, Narjoko and Oum 

(2010) observe that size seems to be an important characteristic associated with 
systematic differences in firm performance. 

Entrepreneurial characteristics are those traits or attributes that are specific to the 

• owner of the firm which can impact on the performance of the firm negatively or 

positively. This study will investigate the effect of gender on entrepreneurial 

characteristics affecting the performance of SMEs such as networking, managerial 

competencies, risk aversity and wh~ther the owner carries business on ,a part-time 

basis. Although there have been a number of international studies in the SME sector, 

studies laying emphasis on women owned enterprises in developing countries such as 
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South Africa are nonexistent. (Reynolds, Bygrave & Autio, 2004; Coleman, 2002; 

Treichel & Scott, 2006:63). Thus very little specific micro level information is available 

on the performance and difficulties experienced by women in business, although along 

the broad lines the information is well known. The research problem is addressed by the 

following three questions: 

• Are there gender differences in the demand and availability of debt to SMEs? 

• Are there gender differences in the firm and entrepreneurial characteristics of 

SMEs? 
• Is there any relationship between firm and entrepreneurial characteristics and the 

demand and avai lability of del:bt ,El~~J.\YJ~~l 

These questions outline the backgr u 

the impact of gender on the cha 

availability of debt finance to SMEs 1 

Primary Objectives: 

The objectives of this study are to: 

he study which seeks to establish 

oth • firm and entrepreneurs and 

es in the Eastern Cape Province. 

• Investigate empirically whether there is a significant gender difference· in the 

demand for and availability of debt finance to SMEs. 

• Investigate empirically whether there is a significant gender difference in the firm 

- and entrepreneurial characteristics of SMEs. 

• Investigate empirically if there is a significant relationship between firm and 

entrepreneurial characteristics and demand and availability of debt finance. 

Secondary Objectives: 

• To review the literature on SM Es and development. 

• To review literature on the financing of SMEs. 

• To review literature on firm and entrepreneurial characteristics. 
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• To develop the research methodology to carry out the empirical research. 

The second primary objectives seek to investigate whether there are significant 

differences in the firm and entrepreneurial characteristics. The firm characteristics 

under review are firm size and business sector. The entrepreneurial characteristics 

under review are networking, managerial competencies, risk aversion and the part-

time nature of entrepreneurship. In order to achieve these two primary objectives, 

the following secondary objectives are also formulated: 

• To investigaJe empirically whether si • ender difference exists in the firm 

size of SMEs. 

• To investigate empirically w t gender difference exists in the 

business sector of SMEs. 

• To investigate empirically __ cant gender difference exists in 
networking by the owners of SMEs. 

• To investigate emp JJltlY ~; . r I e difference exists in the 
~--ton.ether in . xcellence 

managerial competencies orthe owners of sMEs. 

• To investigate empirically whether significant gender difference exists in risk 
aversion by the owners of SMEs. 

• To investigate empirically whether significant gender difference exists in the 

nature of entrepreneurship (i.e. whether female business owners are more part-
time in nature than male business owners). 

,, 1.3.2 Research hypotheses 

Main hypotheses: 

There are three main hypotheses which are: 

Hypothesis 1 

HO: There is no significant gender difference in the demand for and availability of debt 

finance to SMEs. 
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H1: There is a significant gender difference in the demand for and the availability of 

debt finance to SMEs. 

Hypothesis 2 
HO: There is no significant 
characteristics of SMEs. 
H1: There is a significant 

characteristics of SMEs. 

Hypothesis 3 

gender difference in the firm and entrepreneurial 

gender difference in the firm and entrepreneurial 

HO: There is no significant relationship between firm and entrepreneurial characteristics 

and demand for and availability of dem-1:.m.al-A-GlB-:-----. 

H1: There is a . significant positiv 

characteristics and demand for and a.v.c:H@lIJ 

To test the primary hypotheses, the t 11~1 ~ ~JJi~l~! 

Secondary hypotheses 

etween firm and entrepreneurial 

-.........~""'I finance. 

ry hypotheses were developed: 

HO: There is no significant Ji • • t-"'""'r""_.. • f%MEs. 
. . . To.aether in Excellen.ce H1: There Is a significant gender dmerence m The firm size of SMEs. 

HO: There is no significant gender difference in the business sector of SMEs. 

H1: There is a significant gender difference in the business sector of SMEs. 

HO: There is no significant gender difference in networking by the owners of SMEs. 

H1: There is a significant gender difference in networking by the owners of SMEs. 

HO: There is no significant gender difference in the managerial competencies of the 

owners of SMEs. 

H1: There is a significant gender difference in the managerial competencies of the 

owners of SMEs. 

HO: There is no significant gender difference in risk aversion by the owners of SMEs. 

H1: There is a significant gender difference in risk aversion by the owners of SMEs. 

HO: There is no significant gender difference in the nature of entrepreneurship. (female 

business owners do not carry out their business more on a part-time basis than male 

owners). 
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H1: There is a significant gender difference in the nature of entrepreneurship (female 

business owners carry out their business more on a part-time basis than male owners). 
I 

Section 1.4 will explain the significance of the study. 

1.4 SIGNIFICANCE OF THE STUDY 

The motivation for the study stems from the fact that generations of women from very 

different backgrounds contribute to their environments and are showing very 

encouraging signs of entrepreneurial spirit (Von Broembsen, Wood & Herrington, 2005). 

Female entrepreneurship is not only important because of the need for diversity but also 
for economic development and the i ~""' ''r'•""'"'""'n , he general living standards of the 

people (Minniti & Arenius, 2003). H some international research has 

been done on the effects of gender n 
earlier on, no such research has bee 

a ce by entrepreneurs as alluded to 

~eir;re-;tn~~~!b'Africa. 

This study contributes to a . numb~r of pifferent literatures, including that on 

t h. 1 t· !Jn1~ers1tv ..ot Fort Hare. t ·t t bl' h t f en repreneurs Ip, re a ions, ,Ip-le.o.umQt .ant'.I fmaocIal1$ervIces. Firs I es a Is es a se o 
1oge nerznlixcelence 

stylised facts about female participation in entrepreneurship over time; about how 

female-owned firms differ from male-owned firms, and about how female owners differ 

from male owners. Second, it documents how the availability of credit differs across 

female-owned and male-owned firms. Third, it identifies important gender differences in 

the relationships between firms and creditors. 

Maas and Herrington (2006) reveal that a great number of women start new businesses 

but are not able to sustain them beyond three years. The significance of the study at 

hand is inter-alia to find ways to improve access to finance by female entrepreneurs and 

reduce their high failure rates. This is aimed at reducing unemployment, crime and 

poverty in South Africa. The research also seeks to: Establish how the gender 
' 

differences between male and female entrepreneurs affect the way both sexes access 

debt finance for their businesses. Furthermore, it aims to bridge the gap between male 

and female entrepreneurs in their efforts to become owners/managers of SMEs. Most 

importar1t1y, it reviews the literature on the effects which gender has on both firm and 
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entrepreneurial characteristics and the demand for and availability of debt finance to 

SMEs. 

The findings of the research can also benefit policy makers. The starting point for any 

sound intervention is documentation of facts. Accordingly, the study identifies areas of 

entrepreneurship where women actively participate and then examine those areas 

where they are less active. 

Recommendations from the study are intended to motivate women entrepreneurs to 

start their own businesses and ensure a paradigm shift from seeking for employment to 

become employers in their own rig . a he , the study aims at sensitising the 

government on the plight of women i conomically empower themselves. 
The very challenges that women fac ...... "", ... .._,.,,,..-.... ,... o ght to the attention of government 

in order that the latter might put in I e and policy framework to support 
women to access debt finance. Bank __ made aware of the same plight in 

order to help women acces..s.,ba'1k loanstwitho t,tl;le aJI d unnecessary complications. un1vers1~y o ~ort are 
Finally the motivation of the s~SgJfh~ iW~'t~z lffi~~s to debt finance by women 
entrepreneurs. The next paragraph explains the methodology employed by the study. 

1.5 RESEARH METHODOLOGY 

This study consists of two basic components as part of the research methodology. It 

consists of a literature review and an empirical study. 

1.5.1 Literature Review 

The literature review examined the link between SMEs and development. The 

contribution of SMEs to poverty reduction, income redistribution and employment was 

reviewed. In addition, the definitions of an SME as well as the failure rates of SMEs 

were examined. The review also examined theories of capital structure and determined 

whether there is sufficient debt funding for SMEs in South Africa. The financial 

challenges facing women entrepreneurs as well as the gender characteristics of 

entrepreneurs and firms also came under review. The literature review provided an 
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insight and understanding into the research problem as well as the necessary 

background which guides the empirical part. 

1.5.2 Empirical study 

The empirical study consisted of primary research and data collection· through the 

conducting of a survey. A research design was made by way of defining the study 

population and the incorporation of suitable measuring instruments and reliable 

techniques for data analysis as stipulated in Cooper and Schindler (2003). The 

measuring instrument was designed to determine the relationship and magnitude of the 
various factors that come into play h0-1·u,el0n-rnion-~d women when considering debt 

financing for SMEs. Self-administer s were delivered to respondents 

who completed them and the intervi w h m at an appointed time. A total of 

450 questionnaires were administe re returned, representing a 76% 

return rate. 

Research Type University of Fort Hare 
Together in Excellence 

According to Zikmund (2003) there are two basic types of research designs: qualitative 

and quantitative and a hybrid of the two. The choice of research design centres on the 

nature of the research, the setting, the possible limitations and the underlying paradigm 

that informs the research project. The study used the quantitative research design 

which Ghauri and Gronhaug (2005:120) describe as "studies whose findings are mainly 

the product of statistical summary and analysis." The main feature of quantitative 

research is the heavy reliance of the researcher on data analysis to arrive at findings or 

conclusions. Quantitative methods, statistics, tables and graphs, were used to present 
• the results of the study. 

• Data collection method 

Gerber-Ne!, Nel and Kotze (2005) identify three primary data collection methods 

namely, observation, experiment and survey.· Observation is a process through which 

primary data is obtained by observers (humans or machines) about the behavioural 

pattern of people, objects or occurrences. With the experiment method of data 
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collection, the researcher manipulates an independent variable and then measures the 

effect. The experimental setting can be in a laboratory or in the field. In a laboratory, 

experiments are conducted in an artificial or laboratory setting. In survey research, the 

researcher selects a sample • of respondents from a population and administers a 

standardised questionnaire to them. This study used the survey research. Surveys can 

be divided into four major types: personal interviews, telephone· surveys, mail surveys, 

and self-administered surveys as pointed out by Gerber-Ne! et al. (2005). Hence data 

for the research was gathered through self-administered questionnaires. 

• Study population 

The study focused - on SMEs 

Telephone Directory in selected citie 

with SEDA, and those in the 

Ja.tbS-..J=~~w:tJCape. The cities selected are East 
London, Queenstown, and King Willt"E t London also included Mdantsane. 

The population of SMEs both male an 

• • Data collection instt11111t1tlltsrsity of Fort Hare 

The instrument used in this sttM¥7fst flftr ™~tf6flllGMfeThe questionnaire comprised 

structured questions which made it easy .for the respondents to indicate their views. The 

use of Likert scale questions enabled respondents to indicate their opinion on the 

impact of gender on the various factors which have effects .on raising debt finance . for 

SMEs. The questionnaire was designed in a way that ensured responses were reliable. 

Reliability and validity are undoubtedly the hallmarks of good measurements and the 

keys to assessing the trustworthiness of any research study. 

First the questionnaire was pre-tested then reliability and validity tests performed to 

ensure that results are credible. Details on pre-testing, reliability and validity testing are 

provided in chapter 5. 

• Statistical analysis 

Data analysis was done through Pearson Chi-square, T-test and logistic regression. 

Further data analysis for this study included descriptive statistics involving · tables, 

graphs and percentages . . 
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Referencing style 

The referencing style used for this study was the Harvard method. 

1.6 LIMITATIONS 

The financing of SMEs comes from so many different sources such as government and 

its associated agencies, non-governmental organisations, venture capital, angels, and 

the equity market. This study only . focused on debt finance which is based on bank 

loans and trade credit and excluded all the other sources. Thus the study limits itself to 

examining the demand side of the factors that impact on access to debt finance taking 

into account gender effects. 

1.7 LAYOUT OF THE STUDY 

• Chapter one: (introduction t 

Chapter one is based on the qackgro~md to~ he problem as well as the hypotheses, 
objectives and significancelJ iy~,;~,~ t. B f J?ItJi'flt~ctory perspective of the 

'f'ogetfier zn xce'llence 
study. An overview of the role of SMEs in poverty alleviation, income equality and 

employment creation is provided. The creation rate of SMEs as well as their inevitable 
failure coupled with the causes offailure of new SMEs in South Africa is also discussed. 

• Chapter two: (literature review) 

This chapter focuses on SMEs. SMEs are analysed in terms of their challenges as well 

as female entrepreneurs' challenges . in starting and sustaining new ventures. The focus 

is on the literature surrounding access to loans as it relates to gender differences. It 
covers financing of early-stage businesses by banks. 

• Chapter three: (literature review) 

This chapter examines the financing needs of SMEs. SMEs need funds to finance fixed 

asset acquisition, working capital,. product development and initial losses. Capital 

structure theories such as the static trade-off theory and the pecking order theory and 

their implication on SMEs are discussed. The chapter, in addition, explores the causes 

of the equity and debt gap for SM Es and the credit evaluation process of banks. 
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• Chapter four: (literature review) 

This chapter deals with detailing the gender characteristics of firms and entrepreneurs 

which impact on access to debt finance for SMEs. These include the issue of risk 

aversion, management experience, networking, part-time entrepreneurship and other 

socio- cultural factors the firm size and the type of the business. 

• Chapter five: 

This chapter concentrates on the methodology used in conducting the empirical 

research. It examines the research design, the type of research used, the population, 
the sample design as well as the dat~Y~Ar.~,.,'11.;r,rr"?Tn~nalysis methods. 

• Chapter six: 
IN VIDE I 

This chapter deals with the analys s 81
~.ut e ation of the results. The chapter 

tabulates the results from the analy ·s ancJ ex oration of data and discusses the 

findings. The methods de.5yriqed are. those~ed tv,ccomplish the analysis and 
interpretation of data an~ ~gf ra~} t¥h~ -t~J:~ 1c\i1-.S~uare tests and logistic 1ogetnerzn xce7fence 
regression. They have been used together with some relevant statistical approaches 

such as tabulation, graphs and percentages. 

• Chapter seven: 

This chapter revisits the research problems and the objectives of the research. The 

chapter also discusses the conclusions and recommendations of the research. In 

addition, the limitations of the research are highlighted and areas for further research 

suggested. 

1.8 SUMMARY 

This chapter highlighted the importance of SMEs to sustained economic growth, 

employment creation, poverty alleviation, and income inequality in South Africa. the 

creation rate of new SMEs in South Africa as measured by the TEA is one of the lowest 

in the world. The failure rate of SMEs created in South Africa is also very high. The lack 

of finance is a major inhibitor to the growth potential of SMEs in South Africa. Women 

entrepreneurs represent more than 50% of the South African population but own 
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approximately 33% of existing businesses. Their effort at establishing and sustaining 

. SMEs is reportedly far lower than that of their male counterparts. 

Female and male entrepreneurs are said to differ in the way they finance their· 

businesses. This can be attributed to the type of businesses female and male 

entrepreneurs start, their type of management experience, their level of networking, 

socio-cultural factors and their ability to take risks. This chapter sets out the research 

problems. In addition, the chapter formulated the research objectives, the research 

hypotheses and discussed the significance of the research. Furthermore, the chapter 

highlighted the research methodology, the limitations of the study and the layout. The 

• next chapter focuses on small enter ri e ........ u~~•y " terprises are analysed in terms of 

their contributions as well as female c allenges in starting and sustaining 

SMEs. 

University of Fort Hare 
Together in Excellence 
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CHAPTER TWO 

SMALL AND MEDIUM ENTERPRISES 

"Give a man a fish and you feed him for a day; teach him to fish and you feed 

him forever" (fhe Bible). "It is clear that since 1994 a turning point in the policy 

shaping South African small business sector has seen the increased participation 

of the private sector and local communities. However, over the years the most 

significant development in the sector is the pivotal role allocated by both the 

government and the private sector to small and medium enterprises (SM Es)" 

(Agupusi, 2007). 

2.1 INTRODUCTION 

Chapter one introduces the premise mpact on the characteristics of the 
firm and entrepreneurs and access to ____ r SMEs. A case is made for these 

factors to be investigated ~d. anaJysed. T~~ggr_p es. were proposed; lit.erature u n1vers1ty or .r orI are 
review and empirical study. Thi5_fJ1g8f~'er')ff/J'erfelfl~lfnd medium enterprises. First, 
the concept of development and its link to SMEs is introduced and discussed. 

Development is a function of investment; therefore there is the need to establish new 

businesses in order to grow the economy. Thus the issue of SMEs as a vehicle for 

economic development is pursued. SMEs are defined; a profile of South African 

entrepreneurship given; and the challenges that face female entrepreneurs in accessing 

loan finance are discussed. Empirical evidence on what contribution and challenges 
facing SMEs is also reflected on. 

2.2 DEVELOPMENT 

Development is a "multidimensional process involving major changes in social 

structures, popular attitudes, and national institutions, as well as the acceleration of 

economic growth, the reduction of inequality, and the eradication of poverty" (Todero & 

Smith, 2005: 17). Economic growth is in turn measured by the Gross Domestic Product 

(GDP) as well as the per capita income of a nation. Per capita income refers to how 

much each individual receives, in monetary terms, of the yearly income generated in the 
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country. This is what each citizen is to receive if the yearly national income is divided 

equally among everyone. Per capita income is usually reported in units of currency per 

year. 

Todero and Smith (2005) further state that "development, in its essence, must represent 

the whole aspect of change by which the entire social system, tuned to the diverse 

basic needs and desires of individuals and social groups within that system, moves 

away from a condition of life widely perceived as unsa_tisfactory towards a situation or 

condition of life regarded as materially and spiritually better." Economic development 

refers to growth accompanied by qualitative chan es in the structure of production and 
employment, generally referred to a ___ ,,,...,-fl nge" (Szirmai 2009). Of particular 

importance for developing econom 

industrial sector in national output 

agriculture. 

Tuan and Yoshi (2009) in 

a es in the share of the dynamic 

llmb~r.rne! n and a decrease of the share of 

in the United Kingdom in 1998-rJ~~ E(t-\ 

-~emall manufacturing firms 
echniques for analysing only 

. direct effects of firm characteristics, entrepreneur characteristics, business strategy and 

constraints to growth in turnover. As a result, they concluded that it was possible to 

explain growth in small firms in terms of these fou~ groups of variables. Tuan and Yoshi 

(2009) modified the conceptual framework of growth so that it was perceived in light of 

four groups of factors namely; entrepreneur characteristics, the firm characteristics, the 

business strategy and external factors (see Figure 2.1 ). It is noted that the external 

factors in this conceptual framework are not general factors such as the economic, 

political, or social conditions of one country. External factors are the ones that affect 

directly and specifically each firm, and distinguish performance among SMEs such as 

intense competition. The economic, political, and social conditions are assumed as 
generally similar for all SMEs, and they do not distinguish among SMEs. 
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Figure 2.1: Conceptual Framework 

External Factors 

Business StrateQV 
Growth 

Entrepreneur Characteristics 

Firm Characteristics 

Adapted: Tuan & Yoshi (2009) 

In these four groups, there are ignificance: motivation, education, 

management experience, firm age, size, in ry sector, legal form, location, ownership, 
external equity, market pas ·: ¥~ • o • • i1b~.1-.,rrr.:i,, and introduction of new 

. Toaefher in Exce lence products. Tuan and Yoshi (2009) pe1sI "ffiat: 

• The business strategy of new product introduction is positively and significantly 
associated with the growth of the firm. 

• Size of firm is negatively and significantly related to the growth of the firm. 

• Educational background of owner/manager is positively and significantly related 

to the growth of the firm. 

• Prior sector experience of owner/manager has positive and significant effect on 

the growth of the firm. 

• External factors such as intense competition are negatively and significantly 

related to the growth of the firm. 

• Age of firm is negatively and significantly related to the growth of the firm. 

Despite the fact that the growth of SMEs can be considered in light of the above 

conceptual framework, South Africa faces some challenges regarding development. 

These manifest themselves through poverty and inequality, HIV and Aids, crime and 
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corruption in both the public and private sector. South Africa is one of the most unequal 

societies in the world. In some ways, this is hardly surprising since for most of the past 

century, national policy discriminated vigorously against the majority of the country's 

population. Among other inequalities, people were denied access to decent education, 

the right to own property and accumulate assets, the right to move freely, and the right 

of equal access to the labour market (Organisation for Economic Co.;.operation and 

Development 2010). Presently, in South Africa, entrepreneurial activity is hindered by 

poor skills base as well as severe environmental limitations including poverty, lack of 

active markets and poor access to resources (Herrington et al. , 2009). According to 

Cichello (2005), self-employment is nd the poor and unemployed, who 

are already financially extremely v I 

taking on the additional risks as 

surprising that many South African 

viable choice. 

find it impossible to contemplate 

employment. It is therefore not 
, . ntrepreneurship as a positive and 

For a nation's economy to : t e ter'lITTe1LSS·~J ment of new businesses 

in order to create employment, 'f gflr~t~%Jiju~Milllff lf 'iff crease the per capita income 
(Maas & Herrington, 2006). The development challenge therefore, is to improve the 

quality of people's lives. This can be achieved through entrepreneurship development. 

The availability of entrepreneurs may be considered the most important prerequisite for 

economic development in a country. Without entrepreneurs it becomes the task of the 

state to organise development (O'Neill & Viljoen, 2001 :38). In this vein, SMEs are 

established based on deliberate policy framework to augment the existing large firms. 

They start from an informal nature graduating to registered legal formations. The 

government in South Africa realised the importance of developing entrepreneurship and 

SMEs. The government stated that SMEs offered an important vehicle to addressing the 

challenges of job creation, economic growth and equity in South Africa. The stimulation 

of small enterprises is seen as part of an integrated strategy to take the South African 

• economy onto a higher road; one in which the economy is diversified, productivity is 

enhanced, investment is stimulated and entrepreneurship flourishes. The role of SMEs 

is further explored below. 
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In section 2.2 the concept of development and the link between development and SMEs 

were discussed. Section 2.3 will examine the definition of SME as well as the 

contribution and the challenges facing SMEs in South Africa. 

2.3 DEFINITION AND CONTRIBUTION OF SMEs 

2.3.1 Definition 

Beck, Levine and Demirguc-Kunt (2005:200), point out that there is no universally 

agreed definition of the term small and medium enterprises (SM Es). Numerous factors 

related to a country's social-econom·c_em.dronment i fluence the definition of an SME. 

Most definitions currently follow qua ft I u litative lines. Quantitative factors 

are primarily the number of employ s 
I IN 

sheet total. The qualitative factors ren1Ii11Iruti lVilifsRbt 
I turnover (sales) and the balance 

E have a relatively small share of 
its market, be run by its owners an bsidiary of a large firm. Also, the 

definition of SM Es. on the basis of a spec1 criterion is not uniform across countries. 
Some countries (e.g., the rl' • M • t f eri t rts ME as a firm with less 

. Toaether in Excel enc.e . than five hundred employees wn1le' some countnes m tne European Union define the 

cut-off for the definition of SM Es as two hundred and fifty employees. 

The National Small Business Act of South Africa of 1996, as amended in 2003, 

describes an SME as "a separate and distinct entity including cooperative enterprises 

and non-governmental organisations managed by one owner or more, including its 

branches or subsidiaries if any is predominantly carried out in any sector or sub-sector 

of the economy mentioned in the schedule of size standards, and can be classified as 

an SME by satisfying the criteria mentioned in the schedule of size standards" 

(Government Gazette of the Republic of South Africa; 2003). 

As pointed out in the definition above the National Small Business Act provides a • 

schedule of size standards for the definition of SMEs in all the sectors of the South 

African economy as highlighted in table 2.1. 
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Table 2.1: Definition of SMEs 

Size of enterprise Number of employees Annual turnover Gross assets 

Medium 

Small 

Very Small 

Micro 

Fewer than 200, 

depending on industry 

Fewer than 50 

Fewer than 20 

Fewer than 5 

Adapted: Parliament of the Rep 

R4m to R50m, 

Depending 

industry 

R2m to R25m, 

depending 

industry 

0 to 
0, 

R4.5m to R18m, 

on depending 

industry 

R2m to R4.5m 

on depending 

industry 

R150, 000 to 

R500,000, 

depending on 

Industry 

on 

on 

than Lessthan R150,00 

The contribution of SMEs to the economy of South Africa will be established in section 

2.3.2 

2.3.2 Contribution of SMEs 

SMEs as defined by the National Small Business Act (2003), contribute to national 

development through among other things, poverty alleviation and equitable distribution 

of income as well as reduction in unemployment. SMEs are increasingly seen as 
playing an important role · in the economies of many countries. Thus, governments 

throughout the world focus on the development of the SME sector to promote economic 

growth. 

• Poverty alleviation • 

Poverty occurs throughout the world. However, the level varies worldwide. Data indicate 

that poverty is significantly higher in developing countries than in developed countries. 
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Table 2.2 depicts the poverty levels in South Africa and some selected African countries 

as well as some developed countries. 

Table 2.2: Poverty levels in selected African and developed countries 

African countries Poverty level(%) 

South Africa 57 
Cameroon 48 
Senegal 54 
Zambia 86 

Source: World Bank (2008a). 

The questions that come to mind fro 

in developed countries when compar 

significantly reduced in developing c 

Developed Poverty level (%) 
countries 

France 6 
UK 14 

USA 12 
Australia 8 

r • Why is poverty significantly lower 
~~·-, .... { , countries and how can poverty be 

outh Africa? 

According to Sachs (2005:18) in hi __ "The End of Poverty: Economic 

Possibilities for Our Time" t¥, eJimination of f rty re~ins one of the key objectives 
of governments worldwide. ~£~f [frJt¥ PnctedQf ore Sachs emphasizes that . Iagecner zn Exce1tence 
collective action, supplemented by effective government provision of health, education, 

infrastructure, as well as foreign assistance when needed, underpins economic 

success. Kawai and Urata (2002:42) suggest that one of the ways to reduce poverty is 

the development of the SME sector. 

According to the Parliament of the Republic of South Africa (2005), the government of 

South Africa identifies SMEs as a key to poverty alleviation, income equality, 

employment and sustainable economic growth. "The stimulation of SMEs must be seen 

as part of an integrated strategy to take this economy onto a higher road - one in which 

our economy is diversified, poverty is reduced, productivity is enhancer!, investment is 

stimulated and entrepreneurship flourishes". 

The World Bank (2008a) and International Labour Organisation (2008) in addition, 

assert that a vibrant SME sector improves productivity, promotes economic growth and 

increases opportunities for the poor. SMEs are the most important driver of local 
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economic development. This is one of the reasons why all over the world, governments· 

are stimulating and supporting a healthy small firm sector. The pro-SME policy of the 

World Bank is based on ·three core arguments. First, SMEs enhance competition and 

entrepreneurship and hence have external benefits on economy-wide efficiency, 

innovation, .and aggregate productivity growth. Second, SMEs are more productive than 

large firms, but the financial market and other institutional failures impede SME 

development. Third, SME expansion boosts employment more than large firm growth 

because SMEs are more labour intensive. Therefore, SMEs can be used to alleviate 
poverty and unemployment. 

Agbeibor (2006:36) agrees that SMEE e ant role in alleviating poverty and 

at the same time contributing signific I a I h growth of developing economies. 
LU MINE Bl MUS 

The author argues that in Ghana, • 11r • , . E • ulture employs about 60% of the 

work force and provides income for mo of the r . al people in Ghana. The employment 

and the incomes from ag • tf 1\1etr1sft si~. 5~tr cf~ rural poverty in Ghana. 
Mnenwa and Maliti (2008} in a ~el'hJ lwiB~ in Tanzania, use a sample of 
225 manufacturing small firms to investigate whether the profits, salaries and jobs 

created by small firms contribute to poverty alleviation. The statistical results show that 

the average incomes generated by small firms were above the basic and food poverty 

lines. This suggests that small firms contribute to poverty alleviation. 

In contrast, a few empirical studies disagree that SMEs are a key driver of poverty 

reduction. Ayyagari, Beck and Demirguc-Kunt (2003:265) examine the impact of SME 

on poverty reduction and economic growth in a study entitled "Small and medium 

enterprises across the globe". The study also finds an insignificant relationship between 

the development of SMEs and poverty reduction, but a significant relationship between 

the development of SMEs and economic growth. 

Berry, Von Blottnitz, Cassim, Kesper, Rajaratriam, and Van Seventer, (2002) argue that 

the SME sector in South Africa has achieved limited growth. Therefore, SMEs are 

unlikely to be a panacea .for South Africa's economic and social problems. Many SMEs 
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do not report a profit or an increase in turnover. Their constraints include high levels of 

competition, high wages, low sales, high input costs (especially transport costs) and 

lack of access to finance. 

Another stream of research suggests that SMEs may not directly reduce poverty. 

However, if SMEs promote economic growth as found by Ayyagari et al. (2003) and 

Beck et al. (2005), ultimately poverty will be reduced. This view is consistent with other 

empirical studies on growth and poverty such as Sadoulet and De Janvry . (2000:203) 

and Ravallion and Chen (2001 :363). Thus it can be concluded from the literature review 
that the stimulation of SMEs is ve ~..,[7"(ff,,,,.rr11--t he reduction of the high level of 

poverty in South Africa. 

• Reduction of income inequa 
• Income inequality between population oups hi uth Africa is still extremely high but 

continues a long-run decli ·n imgorta~~- lnrooditiQD,~ijcome inequality as me. asured 
n1vers~LY. or l40fI nare 

by the Gini-coefficient is much ~§~f A'efinYH~ mc1~tries compared to developed 
countries as shown by Table 2.3. • The Gini coefficient is a measure of statistical 

dispersion most prominently used as a measure of income or wealth inequality. A Gini-

coefficient of one indicates perfect income inequality, while a Gini coefficient of 0 

indicates perfect equality (World Bank, 2008b ). The figures indicate that income 

inequality is much higher in Africa compared to developed countries. The United States 

of America is a glaring exception .in developed countries with income inequality of 0.41 

which compares with that of Senegal. 

Table 2.3: Gini coefficient in some selected African and developed countries 

African countries Gini coefficient Developed Gini coefficient 
countries 

South Africa 0.58 France 0.33 
Cameroon 0.45 U.K 0.36 
Senegal 0.41 USA 0.41 
Zambia 0.49 Australia 0.25 

Source: World Bank (2008b ). 
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The World Bank (2008b) asserts that a vibrant SME sector can reduce income 

inequality. Mnenwa and Maliti (2008:15) study the role of SMEs in Tanzania and find 

that SMEs help to reduce income inequality. Nugent and Seung-Jae Yhee (2003:89) 

also argue that SMEs are more labour intensive than large firms and have narrower 

wage differentials across workers. Wages are also distributed more equally than profits, 

rent, and other components of national income. Hence, as the SME sector expands 

relative to the large firm sector of the economy, all things being equal, firstly the snare of 

labour in national income should rise, secondly inequality among wage earners should 

decrease, and thirdly overall income inequality should decrease. 

• Employment 

According to Statistics South Africa ( 

Africa and it is seen as one of the mo 

Table 2.4: Unemploymen 

African countries 

South Africa 23 
Cameroon 30 
. Sene al 48 

Zambia 50 
Source: World Bank (2009). 

, I yment is extremely high in South 

countries 
France 

UK 
USA 

Australia 

Unemployment 
rate % 

8.8 
5.3 
7.6 
5.1 

Table 2.4 compares the unemployment rates in selected African countries (South Africa 

included) and selected developed countries. The table shows that unemployment is 

much higher in developing countries when compared to developed countries. According 

to the European Union (2009) SMEs account for a large proportion of Europe's 

economic and professional activity. Ninety nine percent of firms in the European Union 

are SMEs and they provide two-thirds of all private sector jobs. Therefore, SMEs are in 

fact the real giants of the European economy. SMEs are one of the primary reasons 

why unemployment is low in Europe. Large firms in Europe have been shedding jobs 

while employment in the SME sector has increased. 
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In South Africa, SMEs contribute 65% of total employment and 55% of the gross 

domestic product (SEDA, 2008). South Africa suffers from high unemployment with an 

official estimate of approximately 25.2% of the economically active population 

unemployed (Statistics South Africa, Quarterly Labour Force Survey, 2010). One of the 

best ways to address unemployment is to leverage the employment creation potential of 

small businesses and to promote SME development (Fin Mark Trust, 2006). 

In South Africa, government expects SMEs to be the engine of employment creation. 

Manuel (2007) states that "SM Es remain a vital ingredient for job creation in our 

economy''. Fin Mark Trust (2006) also points out that unemployment . remains a huge 

problem in South Africa today. "On o ff'l~~~i -~ a s to address unemployment is to 

leverage the employment creatio SMEs and to promote SME 

developmenf'. 

Kesper (2001 :172) agrees that SM 

high unemployment level 
capacity. There is a mismatch QNl'ttlhow 

as a vehicle to address the problem of 

high labour-absorptive 
, ~he model of the SME sector 

used by South African policy makers. Only a few dynamic SMEs show the potential to 

contribute to rapid employment creation. Whilst some SMEs have been able to increase 

their sales (and to a lesser extent profits), this turnover growth is not accompanied by 

employment growth. Nissanke (2001 :345) in contrast find that in Sub-Saharan Africa, 

large firms were the dominant source of net job creation. While gross rates of job 

creation and destruction are higher in SMEs, there is no systematic relationship 

between net job creation and firm size. In terms of job quality, microeconomic evidence 

does not support the pro-SME view that small firms create better quality jobs than large 

firms. 

Finlayson (2003: 1) however argues that two decades of academic research has not 

settled the question of the extent to which SMEs are a source of job creation, poverty 

reduction and income equality. According to the author, despite a few studies 

challenging the notion that SMEs create more than a disproportionate share of new 

jobs, Birch's original study has had considerable staying power. Birch's research was 
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revolutionary and sparked controversy because it stood in sharp contrast to the 

traditional belief that large firms were the backbone of the American economy. 

Finlayson (2003) further adds that even if SMEs do not create the most new jobs, 

researchers should not be distracted or minimise the economic benefits that flow from 

them. SMEs are a critical part of the economy and provide millions of jobs. They are 

more flexible than large firms. They are also a source of innovative products, processes 

and business methods. Even if the assumption that large firms create more jobs is true, 

most of the large firms started as SMEs. Therefore, SMEs should be encouraged to 

evolve into large firms through improvement in tax and policy environments. 

This section examined the contribu ie he literature largely agrees that 
SMEs are a key deriver of poverty II ,~· ~ ~ ~nme equality and employment. This 

view is supported by local and inte such as GEAR and NEPAD. In 

addition, SMEs are a source of inno 1tion and rural development. Section 

2.3. examines the challen i\9~~S ~hfFl~~il~rl!1allenges face SMEs in 
fulfilling their indented role of • ~!fer>~"1£c~ffll<c@ment (i.e. poverty reduction, 
income equality and employment). These are discussed in the next section. 

2.3.3 Challenges facing SMEs 

Despite the noted contributions of SMEs, their failure rate in South Africa is one of the 

highest in the world. About 75% of SMEs in South Africa do not become established 

firms. According to Von Broembsen et al. (2005) the probability of an SMEs surviving 

beyond 42 months is less likely in South Africa than in any other of the 34 countries 

sampled by GEM. This is because SMEs face a number of challenges of which non-

availability of finance is primary. This implies that SMEs will not be able to fulfill their 

developmental roles in South Africa. Women-owned firms represent an increasingly 

important segment of the SME sector (Robb & Coleman, 2009). In spite of this, women-

owned enterprises are reported to have lagged behind men-owned enterprises in a 

number of performance measures. Although the failure rate of SMEs is reported to be 

high in South Africa, male owned/managed enterprises have a lower failure rate than 

those of their female counterparts. 
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The rate of failure of SMEs in developing countries seems to be much higher than in 

developed countries as depicted in Table 2.6. 

Table 2.5: Failure rates of SMEs in some selected developing and developed 
countries 

Developing Failure rate 
countries new small 

SMEs % 

of Developed 
fir countries 

Failure rate of new 
SMEs (%) 

South Africa 75 Australia 30 
Mexico 68 New Zealand 28 
Chile 66 UK 28 

Venezuela 48 

It can be inferred from Table 2.5 tha t 
and a half years in· a developing counlt~~~~=itJl; 

South Africa has the highest failure rate ~ ~0111-r-

as reported by Maas and 1-t o1 ... ~~.L ~rr1 .. M'~,~6;~~ .. ..... "'r.mili:~~n1ri 

and therefore of establishing su tQ61t§fhG7s~ '" 

24 
CD (2006). 

business surviving beyond three 

wer than in a developed country. 

countries sampled by GEM 

_....._ .L.W,L,41..,,"he prognosis of survival 

lAfrica is particularly poor. The 

probability of an SME surviving beyond 42 months is less likely in South Africa than in 

any other GEM country sampled in 2005. This suggests that the quality of early-stage 

entrepreneurship activity in S~uth Africa is somewhat lower in comparison with other 

countries in the GEM sample. The empirical literature reviewed in this section 

subscribes to a host of factors why SMEs fail. Table 2.6 depicts the specific causes of 

the failure of new SMEs in South Africa. 

Table 2.6: Causes of the failure of SMEs in South Africa 

Reason Frequency Valid Percent 
Too much competition 6 11.5 

Lack of customers 6 11.5 
Financial reasons 17 32.1 
Found another job 2 4.3 

Retirement 1 2.7 
Personal reasons 12 23.1 

Other reasons 8 14.7 
Total 52 100 

. 
Source: Maas and Herrington (2006). 
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Financial constraints appear to be the primary exit reason for most entrepreneurs at 

32.1 %. This underscores the importance of improving the availability of finance to SMEs 

which is the primary objective of this study. It can therefore be concluded that despite 

the many reasons given for small business failure from both the entrepreneurs and the 

providers of funds, most failures occur because of bad management, the lack of capital 

and a weak external environment. It appears that the financial reason is one of the 

primary causes of the failure of SMEs. It must be pointed out however that there is a 

significant difference in the way the financial reason is perceived by entrepreneurs and 

credit providers. Entrepreneurs claim that finance is a first order problem, whereas 

credit providers argue that managernren e ajar problem and could in fact be 

the cause of the financial problem. Tlh~ ---------.....-------..._L~"r.•a i. finance may not be the real cause 
of failure but a consequence of the p o 

which is access to finance. IG-4-l'la+t+ ne r the difficulty in obtaining 
debt finance by female entreprlrilllJf!~'tfi~'k~l(~gcEflemen·ts of this challenge are: 

lack of collateral, no credit record , discrimination against women, most assets being 

registered in the husband's name, inability to qualify for loans due to stringent criteria 

applied by banks, and lack of business and management experience among others 

(Robb & Coleman, 2009). 

• Access to finance 

All businesses require financial resources in order to start trading and to fund growth. 

Lack of access or non-availability of finance can be a constraint on business growth 

(Cassar, 2004 ). Whether business owners can access adequate and appropriate 

finance to grow is a particular concern for policymakers. SMEs can be financed from 

founders' own wealth and/or by accessing external sources of finance, whether from 

'informal' sources such as family and friends, or from 'formal', market-based sources 

such as banks, venture capitalists and private equity firms. Chapter three deals at 

length on these various sources of capital. Once businesses are trading, further . 

development can be financed using retained profits. 
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According to Herrington et al. (2009) access to finance is a major problem for the South 

African entrepreneur. Lack of financial support is the second most reported contributor 

to low new firm creation and failure, after education and training in South Africa. 

FinMark Trust (2006) finds that only 2% of SMEs in South Africa are able to access 

bank loans. Foxcroft, Wood, Kew, Herrington, and Segal, (2002) find that 75% of 

applications for bank credit by SMEs in South Africa are rejected. Of this figure, the 

greater proportion is that of female entrepreneurs. This suggests that SMEs without 

finance may not be able to survive and grow. 

Herrington et al. (2008) cite access to finance as one of the three key problems facing 

SMEs in both developed and dev I • t I s. Inadequate funding to start a 

business has been indicated as a p i te starting a new business for many 

potential entrepreneurs. Indications Yi entrepreneurs raise the start-up 
capital from their own or family savi--1--~~~~~~ ~J.1 approaching formal institutions or 

agencies. Financial instituti nd formal business records 
as criteria for considering I s , el.ll:;1m6~ss IW'lnlA.l..,.-0:rs who lack collateral or 

who have not kept formal recor~0N~M~mgYG~~re less likely to be successful 

in approaching financial institutions for funding. 

According to Department of Trade and Industry (2005) entrepreneurship lies at the 

heart of job creation, black economic empowerment and bringing the "second" economy 

into the mainstream economy. Hence women entrepreneurs lie at the heart of this. But 

the situation of women shows that they have difficulty in securing bank loans and 

dealing with lenders. Coleman (2002) observed that women owned businesses are 

often self-financed. Women are less likely to go into debt or to sell shares to the public 

to secure capital and they launch businesses with less money than do men (Coleman, 

2004 ). On the other hand Berger and Udell (2002), using data from the 1993 Survey of 

Small Business Finance, report that the average small business relies more on debt 

than equity financing. 

Women generally are considered as lacking the necessary resources for starting and 

developing their own businesses. Resources critical for success are the assets that 

women bring with them to the entrepreneurial process in the form of human capital 
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(formal and occupational experiences) and the entrepreneur's ability to access 

resources in the environment such as capital, suppliers, customers (Department of 

Trade and Industry, 2005). In terms of financial challenges, 29% of black women still do 

not have bank accounts. Most have a basic ATM card and savings account. Very few 

have cheque accounts, credit cards, vehicle finance and so forth. Figure 2.2 illustrates 

this position of women with regard to banking services. Since women normally rely on 

personal income to provide the initial finance for their enterprises, the situation 

highlighted below suggests that it mighty be very difficult for women to raise start-up 

capital for new ventures. 

Figure 2.2 Women in Banking 

Adapted: Department of Trade and Industry (2005) 

BankingServices 

Columnl 

In the area of debt financing, women continue to report difficulty in securing bank loans 

and dealing with lenders. Most studies indicate that women are more likely to be turned 

down for loans than men (Coleman & Robb, 2009). Women are therefore more reluctant 

to apply and they are more likely to anticipate denial. There is also evidence that 

women apply for significantly smaller loans that may not be sufficient to fund the growth . 
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of their firms. Although commercial banks are typically a major source of financing for 

small firms, only 27% of women-owned firms used them in 1998 (Coleman, 2002). 

These findings were echoed in a . subsequent study by Treichel and Scott (2006:63) 

using data from three surveys conducted by the National Federation of Independent 

Business. Treichel and Scott (2006:63) also found that women were less likely to apply 

for bank loans although they were not less likely to be approved. Conversely, a study by 

Robb and Wolken (2002) found that women were more likely to borrow through the use 

of credit cards, thus avoiding the necessity of dealing with banks or lending officers. 

Credit card accounts offer the client access to a certain amount of money that they then 

pay back to the bank with interest. T e in e es rvice fees on these cards are very 

high and they need to be carefully m n g d. 

The Organisation of Exporting Co-o velopment (2002) suggested that 

obtaining loan finance remained an i ____ r to starting a business for many 

women. It is often assumed(!Tfl~ ~ave difficulties to access 
bank financing, and hence relyN5g~ ·e-Ji>WP , credit cards, or family and 
friends' loans to finance their start-up, using bank loans much less than men do. With 

regards bank loans in particular, Robb & Wolken (2002) argue that the proportion of 

female-owned businesses having a loan was smaller than the proportion of male-owned 

businesses, and most of the loan types were used less often by female-owned business 

than male-owned ones. Thus women are portrayed as being significantly less likely than 

men to have a loan, including a line of credit, which is considered to be the most flexible 

type of loan from the standpoint of a small business (Coleman, 2004 ). 

On the demand side, Robb and Wolken (2002) suggest that women owners are 

significantly less likely to have applied for a loan within the previous three years than 

men, revealing lower application rates. Women are believed to be much more likely to 

avoid applying for a loan because they are deemed to assume that they would be 

denied, which could partly explain the differences found in the application rates between 

women and men entrepreneurs. • 
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