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This research investigates whether lack of managerial skills of small business owners is the main cause of business
failure in South Africa. It is evident from the conducted research that small business owners lack certain managerial
skill such as financial management, marketing and human managerial skills to operate their businesses successfully.
The research findings confirmed that entrepreneurs of MSEs are in need of support services. It is equally evident that
entrepreneurs of MSEs are constrained not only by financial factors but also by non-financial factors such as lack of
education, inadequate technical skills, poor access to markets, lack of information and unreliable infrastructure. The
research conducted confirmed that there is relationship between problems experienced by MSEs entrepreneurs and
the managerial skills they possess. The research established that the lack of managerial skills has a negative impact
on the success and viability of small businesses. The research concluded that the challenge would be to increase the
pool of capable small business owners in South Africa. Improving the managerial skills of small business owners is
of crucial importance, as small business is considered to be the panacea for South Africa’s unemployment problems

and a stagnhating economy.
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INTRODUCTION

South Africa is a country of growing business opportunity
in which the spirit of free enterprise is evident. Although
there is a large growing pool of labor available for train-
ing, there is a growing shortage of capable entrepreneurs
(Government Gazette, 1998). Improving the managerial
skills of small business owners/managers is therefore of
crucial importance, as small businesses are considered
the panacea for South Africa’s unemployment problems
and stagnating economy. Unemployment is widely recog-
nized as a major factor inhibiting economical stability in
South Africa and by improving the managerial skills of
entrepreneurs, the dream of Nepad can become reality
(Herrington et al., 2002).

In South Africa, the problem is that too many small
businesses are collapsing and that lead to more unem-
ployment, poverty, crime and etc. This research project
will find out why these businesses are failing. Managerial
skills will be investigated if they have an impact on suc-
cess or failure of these businesses. Small business und-
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ertakings create about 80% of all new job opportunities
and according to Bowler et al. (1996) more than 70% of
all South Africans are employed in the small business
sector. The small business sector is an essential factor in
promoting and achieving economic growth and develop-
ment and the widespread creation of wealth and employ-
ment. Nager et al. (1999) indicated that small business
development should be an essential component of all
reconstruction and development initiatives and this has
the potential to economically empower the majority of the
country’s people.

This research study focuses on analyzing the manage-
rial skills of small business entrepreneurs in the formal
sector in Pretoria area. The small business entrepreneur
needs to be multi-skilled to perform the many managerial
functions for business success. Managerial skills are spe-
cific abilities that result from knowledge, experience, in-
formation, practice, and aptitude (Bateman and Snell,
1996). The development of these managerial skills may
improve business operations and consequently assist
with the creation of employment in South Africa. In this
way, this will enhance the economy as a whole.

Kroon and Moolman (1999) state that managing a small
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business comprises several factors, for example: the cre-
ation and exploitation of an opportunity, a sense of enter-
prise, vision, innovation, commitment, motivation, taking
calculated risks, bearing risk, uncertain circumstances,
uncertainty, leadership, and control. Pearce and Byars
(2000) explain that starting a business is risky, but effi-
ciently performing managerial skills and achieving com-
petitive advantage can create a successful business.

Small businesses are regarded as necessary for growth,
job creation and social progress, because the economies
of economically successful countries function around a
successful small business sector (Nager et al., 1999). Itis
difficult to formulate a universal definition of a small busi-
ness because the economies of countries differ and peo-
ple adopt particular standards for particular purposes.
Many of the small businesses we know of in our environ-
ment are typical examples of small businesses, such as a
hairdressing salon, a greengrocer, a video shop or a
hardware store. A business that may be classified as
small in the USA may be classified as large in South
Africa (Longenecker et al., 2000).

A research project was done in Pretoria area to find
out on why small businesses fail. The research problem
of this study emanates from the current high failure rate
of MSEs apparently due to deficiencies in management
skills. About 40% of new business ventures fail in their
first year, 60% in their second year, and 90% in their first
10 years of existence (CSS, 2000). In the early years of
an enterprise, the entrepreneur is responsible for all the
management functions namely: general management, fi-
nancial, personnel, marketing, production and public rela-
tions.

We have decided to investigate their perception of why
they fail and whether there is any relationship between
their skills and different success factors. The literature
review and the research findings of this study will contri-
bute positively to the implementation of support structure
programmes by government, which will in turn assist in
the retention of skilled entrepreneurs thereby contributing
to the success of small businesses. The legacy of apart-
heid has left South Africa with a relatively underproduc-
tive, under -performing work force to sustain the economy
and cope in a globalize world (Herrington, Kew and wood,
2002). Through the promulgation of laws of the
Department of Labor, South Africa’s skill development ef-
forts has been the dominant driver to employment over
the past years. For the country to be able to survive, bu-
sinesses should be able to create goods and services in
response to changing customer needs.

Murphy (1996) states that small business owners exhi-
bit certain personality traits that is responsible for the suc-
cess or failure of their businesses. Inadequate mana-
gerial skills of owners create management problems in
the small business sector. That deprives the country of
healthy concerns that can provide employment opportuni-
ties for the unemployed masses.

RESEARCH METHODOLOGY

The aim of this research was to gather information to analyze the
managerial skills of small business owners in the Pretoria area. For
this purpose, 100 questionnaires were delivered to small business
owners in the area. The small businesses were randomly selected
from a Department of Trade and Industry list (DTI, 2001). Of the
100 questionnaires delivered on 1% February 2003, 81 replies were

received which means a response rate of 81%. The 31" March
2003 was considered as the cut- off date and no questionnaires
were accepted after this date. This may be considered a good res-
ponse rate according to Nederhof (2002) considering the sensitivity
of the topic, the nature of the problem under investigation and the
inhibitions that management might have regarding the survey.

WHAT DO WE MEAN BY “SMALL BUSINESS” AND “MANA-
GERIAL SKILLS”?

A small business is defined by Bowler and Dawood (1996) as an
independent profit- orientated business unit that is personally mana-
ged by the owners and has a small influence or market share in the
business world.

The small business is normally the natural habitat of entrepre-
neurs. The small business provides the ideal environment for entre-
preneurs to test their talents.

Managerial skills are specific abilities that result from knowledge,
experience, information, practice, and aptitude (Bateman and Snell,
1996). The development of these managerial skills may improve bu-
siness operations and consequently assist with the creation of em-
ployment in South Africa. In this way, this will enhance the economy
as a whole. Managerial skills can be improved through training pro-
grams and practical experience.

Problems experienced by small business owners

Dockel and Ligthelm (2002) classify the problems experienced by
small business owners in conducting a successful business into
various categories, namely:

1. Economy-based problems that are associated with national
economic factors related to the state of the economy.

2. Industry-based problems that is associated with the industry in
which the enterprise operates.

3. Enterprise-based problems that refer to the business’s internal
factors such as incompetent management, lack of managerial skills,
and poor financial control.

It is useful to consider the problems caused by factors outside
the small business by combining economy-based and industry-
based problems as macro-environmental or exogenous problems.
These problems can be distinguished from problems over which the
individual owner has some control: or firm-based problem which are
classified as internal-micro or endogenous problems.

Macro-economic variables such as interest rates, unemployment
and inflation rates were also considered. However, enterprise-ba-
sed problems were found to be associated with 65% of small busi-
ness failures (Dockel and Ligthelm, 2002). A second study by Pe-
terson (1998) estimates that internal-micro factors were responsible
for approximately 70% of small business failures. The rest of this
section will highlight the type of exogenous and endogenous prob-
lems experienced by small businesses in South Africa.

External factors

Exogenous factors are those factors whereby management exerts
no control over (Bosch et al., 1998). They are composed of macro-
and market environmental problems.



Macro environmental problems: Management can exert no con-
rol over exogenous problems that manifest themselves in the eco-
nomic, political, socio-demographic, technological and international
spheres.

Market environment: As with macro environmental issues, mana-
gement has little or no control over external market factors and suc-
cess often depends on an adequate, sufficient and prompt respon-
se to changing circumstances.

Internal problems

Deficiencies in the internal microenvironment are the major cause
of small business failures (Bowler et al., 1998). Endogenous cause
of failure centers largely on the following areas: managerial skills,
management behavior and financial knowledge. Lack of expertise in
the following functional areas is often reported: marketing, human
resource management and financial issues. The high rate of busi-
ness failure in South Africa is apparently credited to lack of mana-
gerial skills.

Who are typical small business owners in the Pretoria area?

The demographic profile presents an overview of the owners in te-
rms of gender and age. Furthermore, the small businesses are des-
cribed in terms of type of business, and number of years in opera-
tion, industry type, and ownership by population group.

Access to demographic information of the survey population as-
sists strategists in their decision-making responsibilities related to
future small business skills development strategies. Dockel and Lig-
thelm (2002) emphasize that demographic factors indicate that the
older the owners, the less likely they are to leave and more likely
they are to be successful. Gender of respondents was also looked
at because in the overwhelming majority of countries, the rate of
entrepreneurial activity among men is far higher than that among
women (Herrington et al., 2002).

Gender of the respondents

Most of the respondents surveyed were male (72.8%) as compared
to female respondents (27.2%). South Africa is typical, with men
being twice as likely as women to be new enterprise entrepreneurs
and one and half times more likely to be owner managers of es-
tablished firms (CSS, 2002). Herrington et al. (2002) presents a
possible explanation for this male-biased trend. According to this
publication male owner/managers employ more workers in compa-
rison with female owner/managers, who employ less.

Culture and social norms are also likely to play a role in these
gender differences, particularly since women traditionally have
more domestic responsibilities such as child rearing. A report from
the Herrington et al. (2002) indicates that results from the South
African expert questionnaires provide evidence of the im-pact of
culture on female entrepreneurs; for example 60% of the experts
believe that there are insufficient social services available to enable
women to continue to work after they start a family. What is evident
from these results is that more South African women need to be
encouraged to pursue entrepreneurial ventures and that those par-
ticular obstacles to the involvement of women in self-employment
activities needs to be addressed.

Age of the respondents

The largest% age of the sample population (37.5%) is aged bet-
ween 30 and 39, followed by the age group 20 to 29 at 30%. Only

Table 1. Population group.

Population group N %
African 28 52,8
Asian 8 15,1
Coloured 7 13,2
White 10 18,9
Grand Total 53 100,0

1
*Item non-response” = 28.

five respondents (6.3%) were older than 50. Observing the results
we are of the opinion that the entrepreneurial profession is stren-
uous because only a few older persons are still in that profession.

Age of the business and number of years in operation

The age of a business reflects its market experience and affects its
ability to grow and move to the next size class. Furthermore, market
experience and size of a business are important valuables that
determine a business’s access to financial sources. According to
the questionnaires, most businesses (74.1%) have operated for two
years and more. Only 25.9 % have been in operation for less, (bet-
ween one month and two years). These findings seem to reflect that
the longer a business survives, the greater its chances to sur-vive in
the longer term. This is an encouraging finding against the
backdrop of the high unemployment rate in South Africa. Inter-nat-
ional experience has shown that births and deaths among small
businesses tend to be concentrated among younger and smaller
firms (Picot and Dupuy, 1995).

Nature of industry

The research indicates that 48.1% of the respondents operate in
the retail industry. Of the total sample, approximately a third
(30.4%) conducts business in the services industry. Only 7.6% of
the survey population participated in the construction and manufac-
turing industries. Previous studies (Herrington, Kew and Wood,
2002) have found that small businesses in the retail sector have a
higher failure rate as a result of the ease of entering this sector and
the consequent possibility of overtrading. The present study found
that the sector, in which the owner operated.

Small business ownership by population group

The ownership status of small business owners by various popula-
lation groups is presented in Table 1. Note that, from the 100 res-
pondents, 28 failed to answer the question about their population
group. During collection of the questionnaires, most respondents
indicated that they preferred not to be identified by race and exp-
ressed the thought that this was an anachronism of the ‘apart- heid
days’. Table 1 indicates, however, that of those who answered, Afri-
cans own most of the small businesses (52.8%) followed by the
White community with 18.9% and then by the Asian and Coloured

1Item non-response refers to specific questions that have been left
unanswered (Diamantopoulos and Schlegelmilch, 1997). From the
459 respondents, 189 respondents preferred not to answer this
question. Personally, was not a determinant of possible success
of small business.



Table 2. Managerial skills.

Managerial skills Index
Managing personal stress 21
Managing time 18
Performance appraisal 31
Motivating people 10
Managing conflict 26
Solving problems 16
Marketing 29
Bookkeeping 20
Recording transactions 31
Writing business plans 4
Pricing 37

communities (15 and 13%, respectively).

WHAT IS THEIR BUSINESS
SKILLS?

EXPERIENCE AND

Prior business experience

Simply owning or running a business does not make a
person an entrepreneur. Many business owners are real-
ly managers, that is: running a business that they have
copied from someone else. In connection with this obser-
vation, it is also significant to note that most respondents
had a fair idea of what management of a business en-
tails, even if they had no previous business experience
and though they were not always able to express their
ideas in ‘academic terms’. Only 28.4% of the res-
pondents indicated that they had had prior business
experience, and 71.6% of the respondents are first-time
business operators. This reflects a lack of experience in
running a business when evaluated in tandem with the
number of years these businesses are operating. The
demographic factors indicated that the older the owners,
the less likely they are to leave and the more likely they
are to become successful.

Perception of managerial skills

Managerial skills consist of an identifiable set of actions
that individuals perform, which lead to certain outcomes.
Managers with different styles and personalities may app-
ly these skills differently (Cameron and Whetten, 1999).
Thus, managerial skills are behavioural. General mana-
gerial skills are required to organise the physical and
financial resources needed to run a business and people
managerial skills are needed to obtain the necessary
support from others for the business to succeed. Manag-
erial skills and business knowledge are an indication of
how well an entrepreneur can perform important tasks
and activities related to the functions of a business.

Examples of managerial skills are the following: mana-
ging personal stress, managing time, performance app-
raisal, motivating employees, managing conflict, solving
problems, marketing, bookkeeping, record keeping, writ-
ing business plan and pricing. We asked a question ab-
out their skills to obtain information on the extent to which
entrepreneurs use behavioral skills during their workdays.
Table 2 presents the outcome of the survey findings.

Table 2 indicates that motivating workers occupies
less (10%) of an owner’s time. Besides this function, ma-
naging time and solving problems are also not attended
to when compared to the other business functions listed
in Table 2. Nearly 29% of the respondents are constantly
involved in marketing activities. The rest of the respond-
ents never or hardly ever market their business, or do not
know what marketing is. These business owners should
be assisted in acquiring knowledge about marketing.

20% of the respondents are constantly involved in
bookkeeping activities and 31% on daily record their busi-
ness transactions. A disturbing 4% of the respondents
have written a business plan. Verbally, most of these
respondents indicated that they did not really know how.
However, this is an important activity since without this; it
is hardly possible to obtain finance from banks and etc.
About 37% of the entrepreneurs constantly devote time to
the pricing of products and services. The rest of these
entrepreneurs never do pricing themselves, but indicated
verbally that they invite outside help with this function.

From the general results expressed by the respon-
dents that are reflected in Table 2, one can safely con-
clude that most business owners have a high regard for
these entrepreneurial skills and what they mean for the
success of their businesses. However, many are unfami-
liar with the demands of these skills. Although the res-
pondents find all the managerial skills listed in the table
as important in their day-to- day work, it is obvious that
writing business plans is the least favorite activity. All the
managerial skills mentioned in Table 2 are important and
should be attended to if a business is to succeed.

Problems facing them

The following examples were listed as problems faced by
the respondents, namely: crime, economic factors, fina-
nce, labour and rent. The outcome of the survey finding is
presented in Table 3.

Table 3. Problems faced by respondents.

Critical problems N %
Crime 34 43,0
Economic factors 28 35,5
Finance 14 17,7
Labour 2 2,5
Rent 1 1,3
Grand Total 79 100,0

*ltem non-response = 2.



According to Table 3 crimes is perceived as the most
significant (43%) factor of all other problems faced by
South African small business owners. At least two out of
five enterprises are affected by crime. Some respon-
dents indicated in the comments section that formal busi-
nesses with premises away from home and those that
hold stock are at greater risk, since this makes them
more vulnerable to crime (such as burglaries) outside of
business hours. Some respondents also mentioned ‘off
the record’ that crime is a widespread problem in the
black townships and imposes an additional premium on
running a business there and that this (crime) acts as an
incentive to relocate elsewhere, outside of the black
areas.

As indicated in Table 3, more than a third of the res-
pondents (35.5%) perceive economic trends as an exter-
nal factor causing problems for the business. Small busi-
nesses cannot control this external environment that
harms them. Only 17.7% of the respondents regard finan-
ce as the problem. About 2.5% of the respondents indica-
ted that they experience problems with employees. Only
1.3% complains about the rent they pay. Respondents
tend to be more in agreement with the statement that va-
riables, such as crime and economic factors, negatively
impact on the success of their businesses.

It can be deduced that conceptual know-how of the
functioning of the macro-economic environment allows
better insight into the impact of exogenous factors on the
functioning of businesses within a particular macro eco-
nomic setting. The impact of market related issues are
discussed in the next section.

THE IMPACT OF MARKET RELATED ISSUES ON
BUSINESS SUCCESS

The survey asked whether market-related issues have
impact on the respondent’s businesses. Most of the res-
pondents believed that a lack of knowledge of market
related issues could have a negative impact on their busi-
nesses. A lack of knowledge about competitors seems to
have the largest impact on the success of small busines-
ses. About 88% believe that low product demand can
have an impact on the success of a business. Respond-
ents also believe that ineffective marketing and a poor lo-
cality (84 and 85% respectively) can have a negative
impact on the success of their business. It is interesting to
note that Burgess and Steinhof (1999) also found that
marketing issues were the most signifi-cant problems
among small business owners.

Potential factors contributing to the closure of small
businesses

Potential factors contributing to the closure of small busi-
nesses that were investigated in the survey include:
business failure, reasons for business failure and reasons

why entrepreneurs fail. The factors will be discussed
below.

Business failure

This question of the questionnaire was structured to obt-
ain information on whether the first initiative in establi-
shing a business had failed, or not. The research findings
reveal that for most start-up businesses (83.3%) the first
business initiative proved to be unsuccessful. Only 16.7%
of the respondents indicated that their first business ven-
ture has succeeded. This question was asked to esta-
blish whether the first initiative had any influence on the
success or failure of the business. The reasons for busi-
ness failure will be discussed next.

Reasons why businesses falil

The respondents gave the following examples of causes
for business failure: lack of skills, financial problems, and
lack of interest. 83.3% of the respondents, whose first
business initiative failed, blame financial problems for the
business failure. The results suggest that the lack of mo-
ney for running costs or capital items is the most wide-
spread problem facing small businesses. This is a signi-
ficant finding that gives rise to the general opinion that
most disadvantaged small business owners lack finance.
The research findings indicate that the lack of finance is a
problem for a significantly large proportion of formal small
businesses. The finding that a lack of finance is a key
problem, is a common feature of most research on prob-
lems facing entrepreneurs, and occurs in both developing
and developed countries (Herrington et al., 2002). Some
of the respondents (23.1%) indicated that they no longer
have an interest in their businesses because of imminent
failure. Lack of management skills and competition res-
pectively, were the major causes for businesses failure
for the other two respondents. The fact that a sizeable
%age of respondents complained about the above issue
is a matter for concern. The reasons why some small bu-
sinesses fail will follow next.

Reasons why small business owners fail

As discussed earlier about 40% of new business ven-
tures fail in their first year, 60% in their second year, and
90% in their first 10 years of existence (CSS, 2002).
70.9% of the respondents are of the opinion that small
businesses fail due to a lack of managerial skills. Most
business owners view lack of management skills as a
problem. However, when small business owners were
asked in what areas they would like training, most indi-
cated that they would like training in how to keep financial
records and training in communication skills, marketing
and their legal rights. Respondents that thought political



and social factors to be prejudicial to their business
success were a minority that is 2.5 and 6.3% res-
pectively. A fifth of the respondents (20.3%) regard the
economy to be the main reason for small business failure.
Management can exert no control over exoge-nous
problems that manifest themselves in economic, socio-
demographic and political spheres. Res-pondents also
indicated the following reasons for their failure; lack of
education, inadequate technical skills and municipal
bylaws inhibit sales during weekends.

SUMMARY  OF
IMPLICATIONS

RESEARCH  FINDINGS AND

Managerial skills and business knowledge are an indi-
cation of how well an owner can perform important tasks
and activities related to the functions of a business (Ca-
meron and Whetten, 1999). It is evident from the study
that business owners lack certain managerial skills such
as financial, marketing and human skills to operate their
businesses successfully. It is equally evident that small
businesses are constrained not only by financial factors
but also specifically by non-financial factors such as lack
of education, inadequate technical skills, poor access to
markets, lack of information and unreliable infrastructure.
The analysis also indicates that the managerial skills that
the respondents possess, and those that they preferably
should have, do not correlate.

The study established that the respondents lack the
following key managerial skills: financial skills, record
keeping, financial planning/budgeting, bookkeeping, how
to draw business plan and credit management. The pic-
ture emerging from the research analysis depicts a con-
tinuum of small businesses ranging from fairly sophis-
ticated businesses operations in the formal market to bu-
sinesses lacking formality in terms of, for example, labor
legislation, business premises and accounting proce-
dures.

RECOMMENDATIONS
Improving managerial skills

Managerial skills are required to organise the physical
and financial resources needed to run a business. It is
emphasised that managerial skills and business know-
ledge are an indication of how well an entrepreneur can
perform important tasks and activities related to the
functions of a business. We acknowledge government'’s
involvement in managerial training which focuses on bas-
ic literacy, numeracy and communication skills with a
developmental rather than a business focus. Training
should also focus on administration, financial manage-
ment and marketing skills. Training should be more of a
practical nature; less formal and classroom-based, and

should also include follow-up practical courses. Small
business owners would then also be more equipped to
make better-informed decisions, and to steer their busi-
ness away from known pitfalls.

What they lack

Batley (1999) expresses the view that South Africa has
too few people with small business managing qualities,
leading to a situation where the South African economy
performs poorly because only a few people succeed as
small business owners. Deficiencies in the internal micro-
environment are the major cause of small business fail-
ures. Cause for failure centres largely on the following:
managerial skills, management behaviour and financial
knowledge.

In an effort to promote participation of these business-
ses in exploiting economic opportunities, a support struc-
ture should be designed to address these shortcomings.
Such support function should be as comprehensive as
possible, including management and business skills train-
ing, financial support systems, assistance with the marke-
ting of products and services, and counselling on running
an own business.

How to address the problem?

Educators in South Africa should be aware of the relative
importance of problems, and discussions thereof should
form an integral component of training or mentorship
programmes. Educators should for instance have to give
considerably more attention to problems arising from the
macro or market environment than to problems arising
from some of the internal and functional areas, with the
exception of the financial function. The importance of
environmental scanning and planning should likewise re-
ceive more attention in syllabi. The development of finan-
cial acumen and planning skills should also be seen as
crucial elements to be offered. This study seems to indi-
cate that the need for managerial training is the greatest
among small business owners from previously disad-
vantaged communities.

The research conducted confirmed that the lack of ma-
nagerial skills of small business owners, and financial
issues has a negative influence on the success rate of
small businesses in South Africa.

In conclusion, it is established that there is a relation-
ship between problems experienced by small business
owners and the managerial skills they possess. It is
established that the lack of certain managerial skills has a
negative impact on the success and viability of small bu-
sinesses. It is also established that failure of small busi-
ness lead to more unemployment, crime and poverty.
Government needs to do more research to improve this
condition. Educators can also help by establishing non-
formal short courses based on these very needs.



The research concluded that the challenge would be to
increase the pool of capable small business owners in
South Africa. Improving the managerial skills of small
business owners is of crucial importance, as small busi-
nesses are considered to be the panacea for South Afri-
ca’s unemployment problems and a stagnating econo-
my.

Further research might consider focusing on percep-
tion of small business owners on government agencies;
particularly Khula Enterprise Finance Limited and Ntsika
Enterprise Promotion Agency.
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