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ABSTRACT

The purpose of this study is to identify the influence of customer-supplier
relationships through facilitation of credit on the development of Micro enterprises
in the Sobonakhona Makhanya Tribal Area of KZN. This study originates from the
fact that there are many SMME’s in South Africa, absorbing about 15 million
people (DTI, 1995:7). Even though this sector is providing most of the
employment in the country, they still find it difficult to arrange funds to start or
expand their businesses. Lending institutions do not want to provide finance for
them, and if they do, they do it with reluctance and reservations. As a result,

SMME’s are not able to grow and develop into big businesses.

This is a quantitative and exploratory research study which was used to explore,
for the first time in Sobonakhona Makhanya Tribal area, the relationship between
customer-supplier relationships and accessibility of credit facilities. The study
made use of questionnaires to obtain the respondents’ perceptions on the
research questions developed. A questionnaire that consisted of 35 questions
was distributed to 50 SMME owners in Adams Mission, Madundube and
Umbumbulu (AMU) villages. Cronbach’s reliability analysis was not applied as it

was not appropriate for use with this questionnaire.

The research showed that a relationship between customers and suppliers
assists SMME's to obtain access to credit facilities. Added to this, SMME owners,
who had access to credit facilities, experienced positive changes in their
businesses. This serves to prove that access to credit is essential for the
development of SMME’s. As a result, recommendations to train and educate
SMME owners on how to manage their businesses, how to apply for credit and

the requirements needed for applications have been set out.
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CHAPTER ONE
INTRODUCTION TO THE RESEARCH PROBLEM

1.1 Introduction

The Small, Medium and Micro Enterprises (SMME'’s) were established in South
Africa (SA) for various reasons. One of the most common reasons is that many
people want to satisfy their personal objectives such as independence, extra
income and desire for profit (Megginson, Byrd & Megginson 2006:16). They also
want to help their families financially. According to research done by Megginson
et al, (2006:16) SMME’s were established to achieve freedom from interference
or control of superiors. This freedom often results in innovations and leads to
greater flexibility, which is one of the outstanding characteristics of small
businesses. It is also true that, at times, people start a business after being
unable to find employment elsewhere or after being discharged from larger

businesses.

SMME’s are usually widely spread, which contributes to the economic stability of
developing areas and the country as a whole (Kroon 1998:30). They are in
abundance in the poorer areas such as the outskirts of the cities and in the rural
areas. A large number of street vendors in the cities doing business on the
pavements and other public areas are also common. Their trade is of great
importance to the economic sector of South Africa. Each one does a minimal
amount of trading but the large number of traders makes this a substantial

amount of trading/ money.

The money is mostly generated from the sale of their goods or services to the
passers-by, who obtain the money from their employers, banks, stockvels or other
informal lenders. Small business owners normally live from hand to mouth and
very seldom make elaborate arrangements for financing. Their relationship with
the suppliers is mainly on a cash basis and whenever they require finance over a

set period, they find it difficult to arrange.



1.2 Background of research

According to Sheth & Parvatiyar (2000:75), customer-supplier relationships are
built from an interaction process in which technical, social, and economic issues
are dealt with. They go on to say that relationships are organized patterns of
interaction and interdependence with their own substance. Customers are an
important phenomenon in the business landscape and have to be recognized and
handled by management both as problems in themselves and as marketing or
purchasing means (Sheth & Parvatiyar 2000:75). Buttle (1996:1) agrees with this
and feels that relationship marketing should be more concerned with the
development and maintenance of mutually satisfying long-term relationships with

customers.

Institutions that offer credit facilities tend to have a strengthened relationship with
their customers. According to Cole & Mishler (1998:11), access to credit facilities
does not only strengthen the relationship but also assists businesses to expand
their markets. Added to this, if financial institutions facilitate credit facilities for
SMME’s, more businesses might be able to buy goods / services. They go on to
say many businesses lack funds to pay cash and prefer to use credit to make
purchases so that they can pay later when they have received money for the

goods or services.

Kritzinger (1997:55) maintains that trade credit helps organizations to buy and sell
large quantities of goods; it stimulates the manufacturing of goods and supply of
services and contributes to the economic growth. He goes on to say that when
enterprises do not access trade credit, the manufacturing and distribution of
goods and services take place on a much smaller scale which could limit the
enterprise’s ability to grow. This is supported by Macleod (1999:198) who
maintains that trade credit is the cheapest and most freely available source of

short term finance.

1.3 Problem Statement
Nieman, Hough and Nieuwenhuizen (2003:32), identified a number of challenges
that SMME’s are facing in SA, which have an impact on their growth and

development and that need to be overcome. Some of these challenges they



maintain are access to start up and expansion finance, identifying markets,

availability of appropriate technology and human resources.

Bourke & Shanmugam (1990:76) argue that financial institutions are rather
cautious when it comes to lending money to small businesses. Kroon (1998:36)
feels that this is due to the limited size of SMME’s. He further says small
businesses are often discriminated against on the basis of purchase, rent and
interest rate. The significance of this constraint is recognized all over the world
(DT11998). This is supported by Nieman et al (2003), who feel that this could be
because of the high rate of SMME failure that may result in non-payment on the

credit received.

Regardless of the problems experienced by SMME's, it is essential to stimulate
their development, as they are likely to be the job creators of the future as well as

the providers of subsistence level employment opportunities (Antonie, 2001).

This research stems from the fact that SMME’s have a major role to play in the
South African economy in terms of employment creation, income generation and
output growth. Although SMME's are vehicles through which the lowest income
people in South Africa gain access to economic opportunities, they are mostly

discriminated against when it comes to making funds available to them.

In order to achieve the overall purpose of the study, it is essential to identify the
nature of customer-supplier relationships between institutions and SMME'’s, types
of credit facilities available to SMME’s and the minimum amount of credit
available to them. For those SMME'’s that have access to credit facilities, it is
important to identify the nature and extent of the development of businesses after
obtaining credit and of payment terms with suppliers and the procedural

requirements.



1.4 Research Objective

The purpose of this study is to identify the influence of customer-supplier
relationships through the facilitation of credit on the development of Micro
enterprises in the Sobonakhona Makhanya Tribal Area (SM T/A) of Kwa-Zulu
Natal.

1.4.1 Sub-objectives
To achieve this objective, the following underlying sub-problems are addressed:
= Examine and analyse the nature and role of SMME’s in rural areas in
order to characterise them and their operators
= Examine and analyse the nature of customer-supplier relationships of rural
SMME’s in order to identify the:
a) nature of credit facilities accessible to SMME’s;
b) restrictions and constraints faced by SMME's;
C) reasons for the lack of access to credit facilities offered by
organisations and institutions;
d) impact of credit facilities on the nature and extent of
development of rural SMME’s
e Incorporate the findings of the research into a customer-supplier
framework of relevant metrics to follow when accessing credit by rural
SMME'’s.

This framework will assist SMME’s with a framework of relevant information on
institutions that could assist them to obtain credit, thereby strengthening the
relationship between SMME’s and institutions, and making credit facilities less

difficult to access.

15 The scope and limitations of the research
SMME’s in South Africa are faced with many challenges. These include access to
finance, markets, technology and human resources. This study will only focus on

the SMME'’s challenge of access to finance.



The research is based in a rural area of KwaZulu-Natal, Sobonakhona Makhanya
Tribal Area.

The concept of Small, Micro and Medium Enterprises (SMME’s) is very inclusive;
however, the most dominant businesses in the research area are in the Micro
enterprise category, which includes the survivalists. For this reason, this research
study will only concentrate on the Micro enterprises. They employ a maximum of

five paid employees and generate an annual turnover of less than R100 000.

Furthermore, because of the underdeveloped nature of the research area, many
SMME’s have not applied for funding, thus limiting the sample available for

analysis.

Some villages, such as Folweni and Ezimbokodweni, are urban / peri-urban and
could not be included in this study, since the focus of the study is on SMME’s in

rural areas only.

1.6 Assumptions
It was assumed that SMME’s in the SM T/A area are aware of institutions that can
assist them financially and that they have all applied for credit facilities, with some

being accepted and others rejected.

1.7 Hypothesis
The following hypotheses were developed:
Ho: There is no difference in the development of SMME’s that access credit

facilities and those that do not access such facilities.

Hi: A significant correlation exists between the profiles of SMME’s and the

accessibility of credit facilities.

H,: A relationship exists between the customer-supplier relationship and

credit facilities accessible to SMME’s.



Hs: There is a significant correlation between credit facilities and the nature

of SMME development.

1.8 Methodology

1.8.1 Population

Micro enterprises in three of the villages on the South Coast of Kwa Zulu Natal -
Adams Mission, Madundube and Umbumbulu (AMU) - were identified as the
target population. These villages were chosen because they match the
description of a rural area. Other villages were more built up and could be
considered to be peri-urban and the enterprises in such areas were therefore not

included in this study.

1.8.2 Sample

The research assistants, using convenient sampling - a non probability sampling
method, selected the research participants or respondents. This sampling method
was used because the research assistants had to identify businesses that could
easily be accessed and were established in one of the three identified villages.
The sample used in the study consists of fifty enterprises from AMU villages in
SM T/A.

1.8.3 Nature of research

This is a quantitative study, which entailed an empirical research by means of a
guestionnaire as a measuring instrument. A self-administered questionnaire was
distributed to the owners of businesses in the micro enterprise category.
Research assistants were available to assist respondents in answering any
unclear questions asked. Also, considering the nature of the research area, this
research can be classified as exploratory research as similar research has not

previously been conducted in the area.

1.8.4 Feasibility and validity of the research

To ensure the validity of the data collected, the statistician verified the design of
the questionnaire, and the analysis of data of the research. The questionnaire
was then translated into Isizulu by the Department of Language and Translation

at the Durban University of Technology. This was done to ensure that the
6



respondents would be able to answer the questions asked in their language of
preference. Furthermore, the research assistants were available to assist the

respondents if there were unclear questions.

1.9 Literature review

1.9.1 Nature and structure of SMME’s in South Africa

The South African National Small Business Enabling Act (Act 102 of 1996)
defines SMME’s as: “a separate and distinct entity that cannot be part of a group
of companies, and it is managed by its owner(s).” This means that the small
business can be a sole proprietorship, partnership or legal entity, such as a close

corporation, co-operative or a company (Cronje, Du Toit & Motlatla, 2003:44).

One of the difficulties, however, is that there is no common understanding of the
term SMME. This is because various institutions use different definitions for their
reporting, making it difficult to compare their statistics. For instance, Cartland et
al. (1984:358) in Nieman et al (2003:10) define SMME'’s as any business that is
independently owned and operated, but is not dominant in its field and does not

engage in any new marketing or innovative practices.

The term SMME covers a vast array of businesses, in terms of ownership
structure, sectors, activities, size and formality. The National Small Business Act
(Act 102 of 1996) classifies the small business into the following four categories:
micro enterprise category, which includes survivalists’ enterprises; very small
enterprise category; small enterprise category; and medium enterprise category.
A breakdown according to the number of employees and annual turnover puts
this categorization into perspective (Table 1). The full categorization is set out in
Appendix A. (DTI, 1998).

Table 1.1: Definition of SMME'’s

CATEGORIES ANNUAL NUMBER OF
TURNOVER EMPLOYEES
1| Micro enterprise (incl. Survivalists) | <R 100 000 0-5
2| Very small < R500 000 1-5
3| Small R 500 000 - R2m 2-20
4| Medium R 24 - 60m 20 - 200

Source: DTI 1998



The draft documentation of the Department of Trade and Industry (DTI) (1998)
indicated that the enterprises are classified according to the number of staff they
employ and the value of their assets. For instance, survivalists are enterprises
with no paid employees and minimal asset value. They generate income below
the minimum income standard of the poverty line, and their main aim is to provide
for their families. Furthermore, the micro and survivalist enterprises lack formality
in terms of registration for tax purposes, labour legislation, business premises and

accounting procedures.

On the next level of the category are the very small enterprises which operate on
the formal market and usually have access to modern technology such as the

telephone, faxes and cash registers.

The next grouping, small enterprises, are more established than very small
enterprises. They have more complex business practices and secondary

coordinating mechanisms have been put in place.

On the other end of the range, medium enterprises have from 20 up to 200
employees with an annual turnover ranging between R24 million and R60 million
(DTI 1998). These figures outline the importance of the sector in terms of
economic growth and employment. Management structure and ownership of this

category of SMME’s are more complex than for small enterprises (DTI 1998).

1.9.2 The role of SMME’s in the South African economy

The main gap covered by SMME'’s in the economic sector is the contribution it
makes to the employment creation and poverty reduction. Estimates suggest that
eight out every ten new jobs created in South Africa are in the SMME sector. A
particular concern though, is that five or six of these new jobs created are again
lost within a year (KNC and Associates, 2001). This is supported by Driver, et al.
(2001:22) in Mutezo (2005:27) who reaffirms that South Africa has a reasonably
high number of start-ups, but few of these reach a stage where they are able to

pay salaries and wages for longer than three months.



According to Kroon (1998:30), the SMME component of total enterprise in SA
(91%), contributes approximately 45% to the South African goods and services
market. They provide employment and create job opportunities and benefit the
socio-economic development by ensuring growth in both urban and rural areas.
Because they are widely spread, they contribute to the economic stability in

developing areas.

There is no doubt that SMME’s help curb business cycle fluctuations. A large
number of SMME’s which offer a wide range of products and services could make
an important contribution to a decrease in business cycle fluctuations (Kroon
1998:30).

The rural SMME’s contain a diverse and changing mix of enterprises. Across
South Africa, the most common forms of rural SMME’s are in retail and service-
related activities other than manufacturing enterprise, which are mostly found
elsewhere (Ndabeni & Rogerson, 2005:132). To be more specific, the range of
rural SMME’s encompasses different activities, in retail the most common is tuck
shops, whereas in services the most common is hair salons. For the few
manufacturing or construction enterprises, the activities range from beer brewing
to baking (Ndabeni & Rogerson, 2005:132). A breakdown of the activities as seen
by Ndabeni & Rogerson (2005:132) is shown in Table 2.

Table 1.2: Classification of different SMME activities

RETAIL SERVICES MANUFACTURING
General dealers Hair salons Beer brewing
Cafes Transport Brick making
Tuck shops Motor repairs Metal work
Spazas Panel beating Clothing
Shebeens . .
Bottle stores Shoe repalrs Dr§s§ making
Hardware stores EIec;rlcaI Knitting
repairs Baking
Small-scale maize milling
Craft production
Woodworking

Source: Ndabeni & Rogerson 2005

1.9.3 Funding used by SMME’s
SMME like other businesses require capital to acquire fixed assets (such as land

and building, plant and machinery) before they can be established. Apart from
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investments in fixed assets, working capital is also required by them to finance
various aspects of the venture such as the purchase of raw materials and the
payment of overheads (Bourke & Shanmugam, 1990:76).

This is supported by Gough (1996) who claims that the need for finance varies.
Some businesses are low capital - they do not need to buy equipment to run the
business as they rely on labour to get the work done and so do not require a lot of
money to start or run the business. The financial needs of such businesses can be
met personally, with the help of relatives and friends, or with a short-term loan.
They go on to say that other businesses are high capital - they rely on machinery
or equipment to attain productivity and get the work done in the organisation. They
therefore have to borrow large amounts of money to meet their financial needs.
However, finding finance or gaining financial support for any new venture is one of

the main difficulties experienced by entrepreneurs (Nieman et al. 2003:32).

The greatest need faced by enterprises operating in the first category of SMME'’s,
namely Micro enterprises, is working capital to purchase supplies and inputs (DTI
1998). Their main sources of finance are family and friends, informal money

lenders, NGO’s and credit obtained from suppliers.

SMME’s in the next category are the Very Small enterprises which has a greater
capital need for equipment, fixed assets, capital outlay for enterprise
establishment and working capital (DTl 1998). They also sometimes have access
to funding from formal institutions like commercial banks. Over and above these
are the Small enterprise category, which also relies upon leasing finance and
factoring, and overdraft facilities. Lastly the Medium enterprise category has
established relationships with their bankers and equity financiers who also target
those with growth potential (DTI 1998).

1.9.4 Nature of financial institutions and other trade partners and the
nature of services available

There are many financial institutions available in South Africa who mainly serve
individuals and businesses that have financial needs for their personal or

business use. Macleod (1999:204) for instance, shows that commercial banks are
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a major source of finance to commerce and industry. However, as these banks
only tend to raise money that can be repaid within a period of less than a year
(one to twelve months), they only lend in the short term and offer loans and

overdraft, discounting of bills and discount credit facilities.

Merchant banks, on the other hand, specially provide a wide variety of associated
financial services such as leasing, insurance, pension and share transfer.
Funding can also be obtained from insurance companies. Under certain
conditions, policyholders can borrow money against the surrender value of their
policies (Macleod 1999:206). He goes on to say that Government sponsored
institutions are also classified as financial institutions, which assist people to
access funds for their personal as well as business use. For instance the
Industrial Development Corporation (IDC) grants long-, medium-, and short-term
credit to large businesses, takes up shares and does underwriting. The Small
Business Development Corporation (SBDC) was also established with the
specific objective of encouraging the development of small business in South
Africa. This is done by offering loan capital for a period ranging from three to ten

years, at competitive interest rates.

The Development Bank of Southern Africa also provides financial assistance for
the promotion of industrial undertakings in less developed areas. Assistance is
provided mainly in the form of medium- and long-term loans. In addition to this,
the Land and Agricultural Bank of South Africa advances money to farmers, co-
operatives, agricultural societies and companies, and regulatory boards.
Intermediate and short-term loans are granted to farmers in the form of cash
credit accounts, while loans to agricultural co-operatives may be long term or shot
term (Macleod 1999:209).
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1.10 Structure of dissertation

The dissertation is structured as follows:

Chapter one: Introduction to the research problem
This chapter provides a brief explanation about the purpose of this research, the

research objectives and methods used in conducting the study.

Chapter two: SMME Sector in South Africa

This chapter sets out the theoretical framework of the research using textbooks,

journal articles and websites.

Chapter three: Research methodology
This chapter provides a detailed explanation of the procedures and methods used

in the gathering of data.

Chapter four: Presentation of results
The results of the responsesto the questionnaire that was self-administered are

presented and analyzed.

Chapter five: Interpretation of the results
The results of the study presented in the previous chapter are discussed,
interpreted and then compared with the findings of other authors of similar

projects.
Chapter six: Conclusion and recommendations

This is the final chapter, in which the recommendations for future research and

conclusions are made based on the findings of the research.
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1.11 Summary
This chapter sets the conceptual and contextual background that underpins the
importance of the study. It also lays down the importance of the study, the aim,

objectives and research questions that guided the research.

Furthermore, SMME’s have been identified to be very important in the economy
because of the contributions they make towards employment creation and
poverty reduction. However, a huge problem facing SMME's in South Africa is the
lack of access to credit facilities. Although there are many financial institutions
that offer credit to businesses and individuals in South Africa, SMME’s are still
disadvantaged because of their size and the nature of operations that they

perform. This could be one of the reasons why SMME's are still underdeveloped.

In the literature review that follows, the importance of SMME’s in South Africa, the
likely reasons for their lack of credit, the impact that the facilities could have on
their development and roles which could be played by different stakeholders in

the journey towards SMME development will be examined.
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CHAPTER TWO
SMME SECTOR IN SOUTH AFRICA

2.1 Introduction

The main research objective, its rationale and background formed the basis of the
previous chapter. This leads to a discussion in this chapter of the nature and role
of rural SMME’s and an analysis of their customer - supplier relationships with the
providers of credit facilities. The nature of credit facilities accessible to SMME’s
and the restrictions imposed on them by financial institutions will be covered. The
reasons for the lack of access to credit facilities and the impact on the nature and

extent of the development of rural SMME’s will also be discussed.

2.2 Nature of SMME’s
Although the statistical base of SMME’s in South Africa is still poor, there can be
little doubt about their relative significance (DTI, 1995:7).

There are more than 800 000 small, medium and micro enterprises in the
country, absorbing about a quarter of the labour force of 15 million people (DTI,
1995:7). Ntsika (1999) in Berry, Blottntz, Cassim, Kesper, Rajaratham & Seventer
(2002:13) found that 99% of enterprises in South Africa fall into the SMME
category, whilst only one percent is large enterprises. These figures underline the

importance of this sector. This is indicated in Table 2.1 below.

Table 2.1 SMME'’s in Existence in South Africa

Category of Enterprises No. in existence | Percentage
Survivalist 184,400 20
Micro 466,100 51
Very small 180,000 20
Small 58,851 7
Medium 11,322 1
Large 6,017 1
Total 906,690 100

Ntsika (1999) in Berry, et al 2002

According to Ntsika (2000) as quoted by Berry et al (2002:25), only 33.6% of all
jobs are created by large enterprises; the rest are from the SMME category,
where 15.3% are created by medium enterprises, 12.1% by small enterprises,

12.8% by very small enterprises and 26.1% by micro and survivalist enterprises.
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Characteristics of SMME’s

Within the SMME category, Survivalists operate in the informal sector of the
economy. This form of work is mainly undertaken by unemployed people who
only start the business in order to survive. Little capital is invested in these
businesses as the main source of capital is only family and friends. They do not
have any training and lack basic literacy, and therefore their opportunity for
growing is very small (DTI, 1995:7). This could be one of the reasons why most of
the survivalists’ businesses are shut down in the early days of their operation.
This is supported by Durai (n.d.) who feels that literacy plays a major role in the
economic development of a nation. If the literacy level of a nation is high, there
will be more entrepreneurs and the flow of money will be enormous. This will lead

to the rise of entrepreneurs and new enterprises and more jobs will be created.

The Micro enterprises also operate in the informal sector with no license, formal
business premises and labour legislation and their turnover is below the VAT
registration of R300 000 per year (DTI, 1998). They employ between one and five
employees, usually the owner and family members. Unlike survivalists, they have
basic business skills and training and therefore have the potential to grow into a
viable formal small business (DTI, 1998). This is supported by Kepler and Shane
(2007:81) who maintained that some businesses cannot be founded easily by
people without an appropriate educational background. Storey (1004:129-136) in
Migiro (2005:179) argues that experience and education provide better human
capital. Because of the higher literacy level of business owners in this category, it
is easier for them to obtain funds from other sources like money lenders and
NGO'’s in addition to their family and friends who are their main source of start-up
finance (DTI, 1998).

Very Small enterprises are part of the formal economy, which makes use of
technology. They have up to 10 paid employees and formal financial institutions

and commercial banks often consider lending funds to them (DTI, 1998).

The Small enterprises on the other hand have up to 50 paid employees. They are

generally more established than very small enterprises because they are

registered and have fixed business premises. Although they are still managed by
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the owner, they exhibit more complex business practices which make their capital
needs, especially for equipment, to be very high. They rely more upon leasing
finance and factoring (DTI, 1998).

On the upper end are the Medium enterprises that have up to 100 paid
employees. They are still managed by the owner, but have a decentralized
management structure with division of labour. They operate from fixed premises
with all formal requirements, and a range of financial institutions are financing
their needs (DTI, 1998).

Appendix C provides the statistics of SMME's in terms of their sector, number of
paid employees, the annual turnover and total gross asset value, excluding
property (National Small Business Act 102 of 1996).

Following this, the nature of rural areas and the role played by SMME’s in South

Africa is examined.

2.2.1 Nature of rural areas
This section explains the place where SMME'’s trading in rural areas takes place

as well as the characteristics of rural areas.

Locus of SMME trading

According to Mears & Theron (2006:21) the medium sized component of SMME'’s
operates mainly in the formal manufacturing sector, whereas the small and micro
enterprises are inclined to operate in the informal sector. They mostly live in
shacks, and even if affluent enough, build mud houses with weed as roofing
material (Nieman, et al, 2003:38). Smallbone et al (2002), as quoted by Mears &
Theron (2006:21), further say that most SMME’s in Africa that are found in
informal rural areas tend to be smaller, have lower growth rates and have a
limited local market and skill base. Their level of formal education is very low;
most of them reach standard seven (grade 9) and then drop out. As a result, most
people cannot understand, let alone comprehend, the legislation placed before
them. Every written document has to be interpreted for them (Nieman, et al,
2003:38).
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Rogerson (2006:69) agrees with Nieman et al. (2003:38) as he further says that
the majority of enterprises in the emergent SMME economy are unregistered and
function as informal businesses. He goes on to say these communities of
emergent SMME enterprises operate their diverse businesses from a range of
different types of premises or sites. The largest groups of informal manufacturing,
service and construction SMME's function on home based premises. Businesses
operating from the pavement are mainly food retailing establishments, or shoe

repairs, while many brick works operate from informal sites (Rogerson, 2006:69).

Characteristics of rural areas

According to Mishra (1997:23-24), the main source of employment for rural
society, as compared to urban society, is predominantly land-based (farming).
This is therefore the main activity for job creation. In these areas, communities
are closely-knit due to the small communal aggregates - whereas towns and cities
have a population in millions, a village count is in the hundreds or perhaps a few
thousand. Added to this, the population density is much lower in rural areas. Very
diverse types of people live in urban areas — with not much connection among
them, whereas a village presents a more or less well-knit community, each
supporting the other (Mishra, 1997:23-24).

Furthermore, there is less internal differentiation, territorial, occupational and
social mobility of population. As a result, a rural dweller has fewer outside
contacts. They generally associate with people from a small geographic and
social area (Mishra, 1997:24).

Rural dwellers have direct social contact as opposed to indirect links; this marks a
villager’s social life. However, when they are in a relationship, they tend to
cultivate sustaining relationships with fellow beings. They have organic rather
than contractual relationships. This is the hallmark of a villager's conduct — they
believe that relationships should develop normally and not be arranged (Mishra,
1997:24).

In addition to the above, Ladzani and Netswera (n.d) maintain that rural areas are
characterised by poor infrastructure, unemployment and little or no access to
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vibrant markets. They believe that people in rural communities do not have
entrepreneurial qualities and traits because of high illiteracy and unemployment

rates.

2.2.2 Role of SMME’s
SMME’s are very important because they contribute to the economic stability and
development of the country; they are innovative and create more jobs as they are

more labour intensive as opposed to big businesses which are capital intensive.

Small business plays an increasingly important role in South Africa. When the
new democratic government took over in 1994, it saw this sector as the growth
engine of the economy that would help to spread the country’s wealth among
people who, up to 1994, supplied the labour but never enjoyed the rewards
(South African guidebook, 2005/2006: 216).

The growing importance of SMME's in the South African economy means that,
despite the tough regulatory environment, they now account for approximately
half of all people in formal employment in South Africa and for about a third of the
national GDP (SME toolkit, n.d.).

Economic stability

SMME’s provide economic stability and better distribution of activities. With an
effective economic strategy, business cycle fluctuations could be lessoned. A
large number of SMME'’s that offer a wide variety of products and services could
make an important contribution to a decrease in business fluctuations. SMME’s
are usually wide spread which contributes to the economic stability of developing

areas and the country as a whole (Kroon, 1998:30).

Economic development

SMME’s play a crucial role in the economic development of the country. They
enable people to meet their basic needs to survive (Von Broembsen, 2003:3). He
goes on to say that through the growth of the SMME sector, survivalists’
enterprises can become micro and small enterprises, creating jobs and raising
the standard of living for hundreds of thousands and even millions of South

Africans in urban and rural areas.
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Job creation

SMME’s in South Africa are shown to have the best employment performance
(North & Smallbone, 1996: 155). This gives an indication of the potential role of a
dynamic SMME sector in helping solve some of the many pressing socio-
economic problems of rural communities in developing countries. In South Africa,
as early as 1994, SMME’s employed approximately 2,4 million people, or 17
percent of the total 14.3 million economically active people.

Labour intensive

Bates, Botha, Botha, Goodman, Ladzani, de Vries, de Vries, November &
Southey (2005:15) maintain that SMME’s are labour intensive, whereas big
businesses are capital intensive. They create more jobs with less capital than big
organisations do. Bates et al, (2005:15) further say that big businesses downsize
and retrench employees who then start their own businesses. These businesses
then employ people to help run it, creating more jobs in this way. This is
supported by the Management Today Yearbook (MTY) (2005:58) which stated
that the SMME sector can therefore reduce unemployment significantly.
Unemployment has been, and still is, one of the major challenges facing policy
makers. Large numbers of skilled and relatively unskilled labour are available to
be employed by SMME’s (Management Today Yearbook (2005:58).

Kroon (1998:30) puts this in a different perspective when he says SMME’s
provide employment and create job opportunities; contrary to big businesses,
which are characterized by mass production and needs for huge amounts of

capital, SMME’s are particularly labour intensive.

Role as innovators

Most importantly, Kroon (1998:31) believes that SMME’s innovate and take
initiative; they have more freedom and initiative to realize their aims and this
means that they can be innovators of new products, ideas and techniques.

SMME’s service their own interests, are motivated and strive to improve.
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2.3 Restrictions and constraints faced by SMME’s
The payment terms with suppliers of credit, interest rates payable, barriers and

constraints of rural SMME’s formed the basis of this section.

2.3.1 Payment terms
SMME’s have to repay the institutions for credit facilities that are made available
to them. The payment terms are determined by the lending institutions based on

the collateral that SMME’s provide when applying for credit.

2.3.2 Nature of payment terms with suppliers

Since repayment always happens in the future, the lender must judge whether the
borrower’s expectations about the capacity to repay are reasonable. If he judges
that they are not, the lender must then assess the capacity to repay from

alternative sources (Bourke & Shanmugam, 1990:3).

Furthermore, appropriate financing is based on understanding the purpose of the
loan. The purpose could be to buy seasonal inventory. Such a purpose usually
implies a primary source of repayment - sale of the inventory in the ordinary
course of the selling season, and a secondary source of repayment - forced
liquidation of inventory at the best possible price (Bourke & Shanmugam,
1990:20).

Bourke & Shanmugam (1990:20) maintain that, with legitimate short-term lending,
it is usually presumed that the lender could get paid in the ordinary course of
events in the short term (such as within a year). Thus, the lender requires a clear
understanding of the working capital adequacy. Furthermore, if permanent
working capital is inadequate, slow payment or continuous refinancing beyond a

year should be anticipated.

Amoako-Tuffor (2002: 21) feels that, because of the historically low loan

repayments’ rates, the commercial banks either have largely withdrawn or are

withdrawing from lending to individual farmers in recent years. Their new

orientation is to broaden the customer base among salaried and urban workers
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by offering innovative lending products, ranging from consumer credit schemes to
small and medium enterprise finance schemes. Amoako-Tuffor (2002:21)
emphasizes that this new orientation means that access to credit facilities for non-
salaried workers, especially women - most of whom are small traders, is
increasingly being given a lower order of priority by the majority of commercial

banks.

2.3.3 Interest rates

The large private banks are still reluctant to lend to small businesses and, if they
do, high interest rates are being charged. It appears that micro lenders are often
utilized by micro enterprises as a source of funds. This is supported by Ronan
(200%5), as quoted by Mears & Theron (2006: 24), as he says most SMME’s are
not utilizing services by micro-finance institutions (MFIs), either because of the

high interest rates or just because of a lack of knowledge and/or information.

Sarries (1996:23) feels that lending institutions are very biased when offering
credit. He says larger borrowers appear to have much better access to formal
financial credit at low interest rates. Small and poor farmers seem to be mostly
served by informal financial intermediaries, despite efforts of the government to
the contrary. Furthermore, formal financial institutions tend to specialize in areas

where farmers have land titles or other types of security.

According to Sarries (1996:23), interest rates in the formal financial institutions
are normally low and rather uniform, while interest rates in the unorganized rural
credit markets are relatively high and exhibit wide dispersion. Abor (n.d:, 512-513)
agrees with him and further says that interest rates in the informal financial sector
tend to be higher than the formal financial sector, although, among informal
lenders, interest rates are seldom used as a discrimination device. Despite the

high interest rates, SMME’s do turn to moneylenders, but only as a last resort.

2.3.4 Constraints
Poverty, inequality and unemployment have been identified as the three most
serious constraints to the economic development of South Africa (Clover &

Darroch, 2003: 238).
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Many problems of these SMME's are inherent in the small size of the enterprise,
rather than the individual enterprises. This is confirmed by Olivier (1998:3) who
mentioned that one of the biggest challenges that any existing or emerging
entrepreneur has, is how to gain finance, either loans or equity, for their business.
Nieman et al (2003:32) agree and further say that lack of access to finance is a
major constraint on the development of SMME’s in South Africa. They go on