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ABSTRACT

In this study, researchers sought to evaluate the influence of four variables (access to
procurement contracts, access to funding, regulatory frameworks, and access to market
information) that are important for the market expansion of Small and Medium Enterprises
(SMESs) in both their local and international markets.

The Resource-Based View (RBV) and institutional theories were used as theoretical
underpinnings of the study based on the knowledge that SMEs are limited in internal resources
and SMEs’ successes depend on institutions. Researchers used a survey method with a structured
questionnaire administered through a web-based platform.

A total of 178 questionnaires were obtained and after data screening and cleaning, the
sample size was reduced to 119. A multiple linear regression test was conducted, and the results
suggested that SMEs are experiencing challenges in gaining access to funding, access to market
information, and an unfavourable regulatory environment.

The study recommended that the South African government must design and implement a
policy aimed at facilitating the creation of business networks between SMEs and large private
corporates to ensure that SMEs have access to enough private funding and market information.
Also, favourable regulatory environment is essential to drive SME expansions and successes.

Keywords: Institutional Theory, SMEs’ Expansion Barriers, SMEs’ Market Expansion,
Resource-Based View of a Firm Theory, Public Policy.

INTRODUCTION

It is common practice for governments in various countries to develop and implement
policy programmes aimed at alleviating entrepreneurship barriers. These include support in
terms of funding, market access, market information, managerial capability as well as regulatory
environments impeding on the market expansion of Small and Medium Enterprises’ (SMEs’)
(Doh & Kim, 2014; Gilmore et al., 2013). One major reason for government participation in
developing and implementing policies is that SMEs’ market expansion might effectively
contribute to addressing a country’s socioeconomic challenges. In the South African context,
building strong SMEs cannot be overemphasised. Thus, the optimal performance of SMEs
should not be impeded by lack of resources and institutional factors that could be eliminated by
governments (Beck, 2013; Castafio et al., 2016; Castillo et al., 2013; Heinonen & Hytti, 2014).
Like other countries, South Africa has implemented policies aimed at addressing institutional
and regulatory bottlenecks.

Despite much research on barriers hampering the global and international expansion of
SMEs (Doh & Kim, 2014; Gilmore et al., 2013), employment and economic growth figures
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indicate that South Africa is still not leveraging on SMEs for the country’s economic growth and
employment. Arguably, some researchers attribute the country’s failure to better use the
capabilities of SMEs to the government’s inefficient institutions tasked with the responsibility to
develop SMEs (Ibeh & Crone, 2015). Not surprisingly, most public policies thus emphasise the
role of public institutions in eliminating or limiting barriers affecting the market expansion of
SMEs (Cardoza et al., 2015; Dickson & Weaver, 2011; Hessels & Terjesen, 2010;
Makhmadshoev et al., 2015; Oparaocha, 2015). Authors such as Cardoza et al. (2015) however
argue that the business environment of SMEs in developing countries is often involve complex
problems and challenges such as corruption and flouting of policies.

Given that research mainly points to regulatory problems regarding SME expansion, this
study focused on a resource-based view and institutional theories where the premise is that
SMEs are resource constrained and not well supported on regulatory matters (Viljamaa, 2011;
Bhamra et al., 2010). Also, the perspective of resource dependency and network theories were
considered since SMEs depend on key role players in the institutional environment to acquire
essential resources for their market expansion plans (Ciravegna et al., 2013; Hessels & Terjesen,
2010).

LITERATURE REVIEW

It is common practice for governments in different countries to develop and implement
policy programmes aimed at alleviating barriers such as funding, market access, market
information, managerial capability as well as regulatory environment impeding SMEs’ market
expansion (Doh & Kim, 2014; Gilmore et al., 2013). The motive for government’s participation
in developing and implementing policies that support SMEs’ market expansion performance
stems from the fact that SMEs address the country’s socioeconomic challenges, and their
performance is impeded by the lack of resources and institutional factors (Beck, 2013; Castafio et
al., 2016; Castillo et al., 2013; Heinonen & Hytti, 2014). As a result, this chapter delved deeper
into SMEs’ policy programmes implemented in South Africa and around the world.

The study built on resource-based view of a firm theory on the premise that SMEs are
resource constrained (Viljamaa, 2011). Furthermore, the study built on institutional theory on the
premise that SMEs’ market expansion is not only impeded by lack of internal resources but by
the unfavourable institutional environment where they conducting business (Bhamra et al.,
2010). Also, the perspective of resource dependency and network theories was considered and
discussed in this chapter due to the fact that SMEs depend on key role players in the institutional
environment to acquire essential resources for their market expansion plans (Ciravegna et al.,
2013; Hessels & Terjesen, 2010).

THEORY DEVELOPMENT

Institutional theory has three pillars, which are regulatory, social, and cultural influences.
These pillars are imperative in promoting the survival and legitimacy of organisations (Scott,
2007). Of the three pillars of institutional theory, research has indicated that the regulatory
institutional pillar is more imperative since government(s), through public polices, should create
a favourable institutional environment for SMEs to expand their markets (Cardoza et al., 2015;
Nasra & Dacin, 2010). Moreover, SMEs in developing countries are more concerned about
implemented regulations and policies (Peng, 2003) that often create an unfavourable institutional
environment for market expansion (Cardoza et al., 2015).
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Barney (1991) reported that scholars drawing from RBV theory argue that SMEs in
possession of non-substitutable, inimitable, rare and valuable resources have a sustainable
competitive advantage that is often used to enhance market expansion. In advancing the
perspective of RBV theory, entrepreneurship scholars argue that Entrepreneurial Orientation
(EO) is a rare and valuable intangible resource that SMEs must possess to substitute for scarce
tangible resources (Lafuente et al., 2013; Lonial & Carter, 2015; Shirokova et al., 2016).
Rosenbusch et al. (2010) added that SMEs also need substantial funding to fund their
entrepreneurial and innovation activities.

Building on resource dependency and network theories, the research sought to determine
whether public policy could be used to curb barriers impeding SMEs’ market expansion through
the facilitation of formal business networks in a value chain between large firms and SMEs in a
home country. Currently, SMEs depend on various role players, through informal and formal
networks, to compensate for institutional void (Ciravegna et al., 2013; Xheneti & Bartlett, 2012;
Zhou, 2012), and to acquire scarce resources (Ciravegna et al., 2013; Hessels & Terjesen, 2010)
necessary to enhance market expansion. Makhmadshoev et al. (2015) argue that dependence on
informal networks is as a result of weak formal institutions, and has adversarial effect on SMEs’
market expansion.

Public Policy and Regulatory Environment

Governments in different countries use policies and regulatory frameworks as
instruments to create a favourable environment for SMEs to grow and expand their markets
(Halabi & Lussier, 2014; Nitescu, 2015). Most public policies and regulatory frameworks are
intended to equip SMEs to deal with traditional barriers such as regulatory barriers, market
access, funding, managerial capability and market information among others (Doh & Kim, 2014;
Gilmore et al., 2013). Given all the correct intentions, developed and implemented policies and
regulatory frameworks can either enhance or impede SMEs’ market expansion (Castafio et al.,
2016). In the case of Latin America, the implemented policies to enhance the market expansion
of SMEs have not produced intended results for various reasons ranging from corruption,
ineffectiveness of public institutions and poor implementation among others (Cardoza et al.,
2015). To that end, regulatory frameworks and policy programmes must be developed and
implemented to accommaodate the dynamics of the specific institutional environment (Arshed et
al., 2014).

Following the adoption of the regulatory policy framework termed “The white paper on
national strategy for the development and promotion of small business in South Africa” aimed at
addressing the barriers faced by South African SMEs (Department of Trade & Industry, 1995),
the South African institutional environment was considered ideal for the research. In accordance
with the global community, the policy programmes outlined in the South African White Paper
are intended to promote SMEs’ market expansion in order to address the challenges of economic
growth, employment and poverty (Department of Trade & Industry, 1995). The socioeconomic
challenges of 0.5% economic growth (South African Government News Agency, 2016) and the
record high unemployment rate of 26.6% (Statistics South Africa, 2016d) informed the decision
to research about barriers and public policies impeding South African SMEs’ market expansion.

Despite the implementation of the White Paper policy programmes aimed at curbing
barriers impeding SMEs’ market expansion such as tax burdens, lack of market access, lack of
market information, lack of access to funding and unfavourable regulatory environment among
others, South African SMEs are still struggling to expand their markets (Department of Trade &
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Industry, 2005). With that in mind, one of the main objectives of this research was to determine
whether policy programmes that enable access to private procurement contracts, access to market
information provided by private institutions, access to private funding as well as a creation of
favourable regulatory environment by government could enhance SMEs’ market expansion.
Thus, leading to Hypothesis 1.

H1: South African SMEs perceiving unfavourable regulatory frameworks are less likely to expand.
Market Expansion of SMEs

Naldi & Davidsson (2013) assert that SMEs’ market expansion occurs when SMEs
expand into new geographic markets at home and abroad. Furthermore, some scholars measure
expansion in terms of sales (Bianchi & Wickramasekera, 2016; Cardoza et al., 2015) and others
measure expansion in terms of both employment and sales (Hessels & Parker, 2013). For this
study, expansion meant expansion into new geographic markets at home (i.e. South Africa) and
abroad, and was measured in terms of sales as sales is the most common measure of market
expansion (Uhlaner et al., 2012).

Research suggests that the most sustainable expansion strategy for SMEs is the one that
considers expansion into international markets to avoid limitations and saturation of home
markets brought by international firms (Bianchi & Wickramasekera, 2016; Dikova et al., 2015).
Therefore, domestic orientated SMEs and exporting SMEs must expand or further expand to
international markets. However, international market expansion proves to be almost impossible
for these SMEs because of barriers and unfriendly policies impeding their determination
(Bianchi & Wickramasekera, 2016; Dikova et al., 2015). As a result, the study sought to
determine favourable policies that would support international market expansion of SMEs.

SMEs’ Access to Private Funding

Leonidou (2004) affirms that SMEs often lack funding to invest in much needed
resources and capacity to enhance market expansion performance. Similarly, Lee et al. (2014)
assert that SMEs’ balance sheets are relatively poor to finance expansion investments. Given
these facts, SMEs are in desperate need of external finance to fund expansion investments (Lee
et al., 2014). However, the current capital market structure is not making it any easier for SMEs
to acquire the much-needed funding for expansion investment. Firstly, SMEs are sceptical of
acquiring funding from business angels and venture capitalists, although proven to have a good
track record (Alperovych et al., 2014), because of fears of losing control of their business
(Daskalakis et al., 2013). Secondly, the reliance on hard information as a transactional lending
technique by large banks to assess the risk of lending to SMEs (Bartoli et al., 2013; Yaldiz
Hanedar et al., 2013), make it more difficult for SMEs to acquire long-term debt with acceptable
payment conditions (Canton et al., 2012; Daskalakis et al., 2013).

To assist in easing challenges of SMEs’ external funding, different governments have
implemented grant financing policies (Daskalakis et al., 2013), which could be in the form of tax
incentives, loans and subsidies (Busom et al., 2014). Despite numerous efforts by governments
to provide funding solutions, SMEs, particularly in developing economies, remain financially
constrained (Beck, 2013; Lee & Drever, 2014; Yaldiz Hanedar et al., 2013).

Research by different scholars affirm that the challenges of access to external funding
could be resolved through the diversification of the types of lending such that SMEs are afforded
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with access to numerous choices to choose from (Lee et al.,, 2014; Ryan et al.,, 2014).
Notwithstanding government’s effort in resolving SMEs’ access to external funding through
grant financing, this study sought to determine the role that can be played by private institutions
in providing SMEs with access to external funding following the view that SMEs having access
to private funding seem very likely to expand their markets (Cardoza et al., 2015).

Thus, leading to research Hypothesis 2.

H2: South African SMEs benefiting from private funding are more likely to expand.
SMEs’ Access to Market Information Provided by Private Institutions

Child & Hsieh (2014) define information “as data that are structured and understood in
a way so as to become a useful input into knowledge”. According to Child & Hsieh (2014), lack
of access to market information is one of the main barriers impeding SMEs’ market expansion.
The most cited market information barriers impeding SMEs’ market expansion, particularly
international expansion, include: “locating/analysing foreign markets, finding international
market data, identifying foreign business opportunities, and contacting overseas customers”
(Leonidou, 2004). Moreover, Jin et al. (2016) categorise these market information barriers into
institutional knowledge, i.e. information about the new markets’ institutional environment, and
business knowledge, i.e. information about competitors, markets and customers in new markets.
Given these facts, this study focused on SMEs’ access to both institutional and business
knowledge.

Different authors affirm that the impact of market information on market expansion
performance is reliant on the quality of information sources (De Clercq et al., 2011; Mogos et
al.,, 2011). Henceforth, governments in Latin America were not effective in providing SMEs
with market information necessary to expand their markets, whereas information obtained from
private firms through formal and informal networks (Mogos et al., 2011); through export
intermediaries (Hessels & Terjesen, 2010); and through alliance with international firms
(Milanov & Fernhaber, 2013) assisted with market expansion performance.

Thus, leading to research Hypothesis 3.

H3: South African SMEs perceiving poor private institutions assistance on market information are less
likely to expand their market.

SMEs’ Access to Private Procurement Contracts

Following the acknowledgement by government that South African SMEs lack access to
markets, government has since implemented supplier development and procurement policies
(Department of Trade & Industry, 1995). The results of such policies in enhancing the market
expansion of SMEs remain varied (Cardoza et al.,, 2014; De Falco & Simoni, 2014). For
example, government procurement contracts failed to promote SMES’ market expansion in Latin
America (Cardoza et al., 2015) and China (Cardoza et al., 2014). In contrast, the supplier
development policies in Chile that encouraged business relationships between SMEs as suppliers
and large private firms as customers assisted both SMEs and large private firms with improved
sales and expansion performance (Arréiz et al., 2012).

Hsu et al. (2011) assert that policies that promote SMEs as suppliers of large firms ensure
that SMEs have access to the large firm’s technology, finance, market information and human
resources. On the other hand, large firms as customers benefit from the flexibility and
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competencies of SMEs as suppliers. Overall, the trust relationship built over time between the
SME supplier and large firm customer reduce the cost and the risk of doing business with each
other (Hsu et al., 2011). However, policies giving preference to SMEs in the supply chain might
impede the entrepreneurial orientation of SMEs (Arraiz et al., 2012), which is a rare, valuable
and non-substitutable intangible resource necessary for market expansion (Lafuente et al., 2013;
Lonial & Carter, 2015; Shirokova et al., 2016). Thus, leading to research Hypothesis 4.

H4: South African SMESs having access to private procurement contracts are more likely to expand.
The Conceptual Model for SMEs’> Market Expansion

Following government failure, particularly in developing economies, to enhance SMEs’
market expansion for various reasons (Cardoza et al., 2015), this research tested the conceptual
model in Figure 1 indicating that private institutions can play a major role in providing access to
funding, access to market information and access to procurement contracts. Also indicated in
Figure 1 is the importance of public institutions in creating a favourable environment for SMEs
to expand their markets.
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FIGURE 1
THE CONCEPTUAL MODEL FOR SMES’ MARKET EXPANSION

METHODOLOGY

For this study, the research design adopted was quantitative and the research type was
explanatory. The main objective of the study was to gain more understanding on barriers
impeding South African SMEs’ market expansion as these barriers vary between countries
(Williams & Horodnic, 2015). Cahen et al. (2015) assert that more insight on barriers impeding
SMEs’ market expansion already exists for developed countries. In contrast, only few scholars
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(Cahen et al., 2015; Cardoza et al., 2014:2015; Uner et al., 2012; Zhu et al., 2011) have recently
started gaining further insight on barriers impeding SMEs’ market expansion from the context of
developing economies.

Population and Sample

The target population was all South African formal manufacturing SMEs that were in
operation during the time of the research formed part of the study universe. Given the time frame
and the nature of the study, the selected universe was considered appropriate. Firstly, the
manufacturing sector was selected based on the fact that the South African manufacturing sector
is facing negative growth challenges, and most SMEs in the sector are struggling to survive
(Manufacturing Bulletin, 2012). Secondly, the researcher’s resources could not allow for the
study to be extended to informal manufacturing SMEs in the study because they do not exist in
any database. Questionnaires were distributed to managers who manage SMEs in the
manufacturing sector. A non-probability purposive sampling method was used to select SMEs’
managers as suitable sampling members.

A sample size of 119 managers from formal manufacturing SMEs was received through
electronically distributed questionnaires. At first, researchers received a sample of 178 and
cleaned the data, resulting in the reduction of the sample to 119. Researchers used a government
agency, with a database for SMEs in the manufacturing sector to distribute questionnaires.

The Influence of Funding On SMES’ Total Market Expansion

Researchers conducted the multiple linear regression models on three independent
variables, i.e. public funding, local government funding and private funding, as well as one
dependent variable being total sales measured on a continuous scale. Table 1 below depicts that
the significance value of 0.034 indicating that private funding is a significant independent
variable in explaining the variation in SMEs” total sales at the confidence interval of 95 percent.

FINDINGS

To answer the research questions and meet the research objectives, multiple linear
regression tests and paired samples t-tests were conducted using IBM SPSS statistical analysis
software. Given that the researchers did not have access to the total population, that includes
SMEs not registered, a confidence interval of 95 percent was deemed appropriate for statistical.

Table 1
COEFFICIENT?
FOR FUNDING VS. TOTAL EXPANSION
Standardis
Unstandardised ed 95.0% Confidence Collinearit
Coefficients Coefficient Interval for B y Statistics
Model S t Sig.
B Std. E Bet Lower Upper | VIF
- Efror ¢la Bound Bound e(r:in
(Constan | 34348117. | 12741475 2.69 | 0.00 | 8960172.4 | 59736061
1 t) 04 T 6 9 27 7
Personal | - 1889023. | -0.086 - 045 | - 2329451. [ 09 | 1.03
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funding | 14345105 | 58 0.75 51984722 | 06 63 |8
9 9 4
Private | 4348704.6 | 2011466. | ,,- 2.16 | 0.03 | 340770.65 | 8356638. | 0.9 | 1.04
funding | 26 24 ' 2 4 4 6 56 |6
Public | 549622.42 | 3148570. 0.17 | 0.86 | | 6823287. | 0.9 | 1.01
funding | 9 99 0.02 5 |2 |22 g 89 |1
a. Dependent Variable: Total sales.

Given that the results indicate private funding as the only significant variable in
predicting SMEs’ total sales, research Hypothesis 1 was accepted. Thus, researchers concluded
that private funding does influence the total market expansion of South African SMEs.

The Influence of Funding On SMEs’ International Market Expansion

Regarding the international market expansion variable, the multiple linear regression

model fitted also had public funding, private funding and local government funding as
independent variables. However, the dependent variable termed international expansion is a ratio
of export sales to total sales.
Researchers calculated the significance value of 0.789 using ANOVA and the results indicated
that funding as not explaining the international expansion of South African SMEs. Furthermore,
none of the independent variables, as depicted in Table 2, explain international expansion of
South African SMEs at 95% confidence interval. Therefore, research Hypothesis 2 is rejected for
the international market expansion of SMEs.

Table 2
COEFFICIENT?
FOR FUNDING VS. INTERNATIONAL EXPANSION
95.0%
Unstandardized Standardized Confidence Collinearity
Coefficients Coefficients Interval for B Statistics
Std. Lower | Upper
Model B Error Beta t Sig. | Bound | Bound | Tolerance | VIF
1| (Constant) 0.180 0.092 1.96 | 0.054 | -0.003 | 0.363
Personal 0.011 0.014 0.092 0.79 | 0.435 | -0.016 | 0.038 0.963 1.04
funding
Private -0.004 | 0.015 -0.034 -0.29 | 0.772 | -0.033 | 0.025 0.956 1.05
funding
Public funding | -0.009 | 0.023 -0.048 -0.42 | 0.679 | -0.055 | 0.036 0.989 1.01
a. Dependent Variable: Total sales.

The Influence of Market Information on SMEs’ Total Market Expansion

With other variables included in the calculations, the significance value of 0.006 for host
regulations in Table 3 indicated that South African SMEs have challenges in accessing
information related to regulations in foreign markets. The researchers thus rejected Hypothesis 3.
Therefore, one can infer that South African SMEs are still able to expand their total markets
despite lack of assistance on information about host regulations.

8 1939-4675-23-1-245



International Journal of Entrepreneurship Volume 23, Issuel, 2019

Table 3
COEFFICIENTS?
FOR MARKET INFORMATION VS. TOTAL MARKET EXPANSION
Standardiz 0
Unstandardized ed 9510A’ . . _
- - Confidence Collinearity Statistics
Coefficients Coefficient
s Interval for B
Model t Sig. Uppe
Std. Lower r Toleranc
B Error Beta Bound Boun e VIF
d
1 | (Constant) | 96665 | 2°° 0. | 0.746 | 6902622 | 07
36.5 33 4
Host 1 10443 | 6469 2 5531203. | 3135
regulsatlon 906 262.9 0.396 85 0.006 4 6609 0.611 1.637
a. Dependent Variable: Total sales.

The Influence of Market Information on SMEs’ International Market Expansion

With regards to familiarity, researchers found the significance value of 0.038, as depicted
in Table 4. Which suggests that South African SMEs are not familiar with commercial practices
in foreign or international markets. Furthermore, the significance value of 0.008 for government
assistance in Table 4 depicts that government does not offer assistance with regards to market
information. Thus, researchers rejected Hypothesis 4.

Table 4
COEFFICIENT?
FOR MARKET INFORMATION VS. INTERNATIONAL MARKET EXPANSION
95.0%
Unstandardized Standardized Confidence Collinearity
Coefficients Coefficients Interval for B Statistics
Std. Lower |Upper
Model B Error Beta t Sig. Bound |Bound |Tolerance |VIF
1|(Constant) [-0.132 |0.198 -0.67[0.508 |-0.527 |0.263
Gov 0.100 |0.037 0.336 2.73 [0.008 [0.027 |0.174 |0.793 1.261
assistance
Familiarity |-0.084 |0.040 -0.294 -2.12/0.038 |-0.162 |-0.005 |0.624 1.602
a. Dependent Variable: Total sales.

Public versus Private Institutions in Providing Market Information

Table 5 shows a significance value of 0.032 with the mean difference of 0.256 between
private and government assistance at a confidence interval of 95%. Thus, researchers deduced
that private institutions are better prepared in providing market information when compared to
public or government institutions in South Africa.
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Table 5
PAIRED SAMPLE TEST FOR PUBLIC VS. PRIVATE ASSISTANCE ON
MARKET INFORMATION

Paired Differences

95%

Confidence

Std. Interval of the

Std. Error Difference

Mean | Deviation | Mean | Lower | Upper Sig. (2-tailed)
Pairl Gov 0.256| 1.037 0.117 | 0.023 | 0.490 | 2.183 0.032
assistance—
Pvt

assistance

The Influence of Procurement Contracts on SMEs’ Total Market Expansion

Table 6
COEFFICIENT?
FOR PROCUREMENT CONTRACTS VS. TOTAL EXPANSION
Stand
ardize
Unstandardized d 95.0% Confidence Collinearity
Coefficients Coeff . Interval for B Statistics
Model icient t Sig.
S
B Std. Error | Beta Lower | Upper | Toler | /-
Bound Bound ance
(Const | 393410 11842001 3322 | 0.001 1574530 | 6293670
ant) 05 4 6
Pvt 74834 ) 372397.3 1.06
procur 507‘ 149338.19 | 0.06 0.501 | 0.618 | 222728.3 6' 0.943 '1
ement 4
Nat i -
1| 9%V | 1gear3 | 300717.76 | | -0.477 | 0.635 | 964995.9 | 2920483 | g0y | 110
procur 81 0.058 4 2 9
ement )
Loc ) i
9OV | 95836, | 38828144 | . - | -0247 | 0.806 | 869504.0 | 0778312 | 955 | 104
procur 11 0.029 " 5 7
ement
a. Dependent Variable: Total sales.

As Table 6 depicts, none of the procurement contract types are significant in explaining
the total market expansion of South African SMEs. Thus, research Hypothesis 3 is rejected for
total market expansion of South African SMEs.

The Influence of Procurement Contracts on SMEs’ International Market Expansion

Regarding the international market expansion, researchers found the significance value
0.037, as depicted in Table 7, which indicates that private procurement contracts are significant
in explaining the international expansion of South African SMEs. Therefore, research Hypothesis
3 is accepted for international market expansion of South African SMEs.
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Table 7
COEFFICIENT?

FOR PROCUREMENT CONTRACTS VS. INTERNATIONAL EXPANSION

95.0%
Unstandardized Standardized Confidence Collinearity
Coefficients Coefficients Interval for B Statistics
Std. Lower | Upper

Model B Error Beta t Sig. Bound |Bound |Tolerance |VIF
1 | (Constant) 0.363 0.080 4.55 |10.000 |0.204 |0.522
Pvt -0.002 0.001 [0.244 -2.13|0.037 |-0.004 |0.000 [0.943 1.06
procurement
Nat gov | -0.004 0.003 |-0.158 -1.3410.183 |-0.009 |0.002 |0.902 1.11
procurement
Loc gov | -0.002 0.003 |-0.102 -0.9 |0.372 |-0.008 |0.003 |[0.955 1.05
procurement

a. Dependent Variable: Total sales.

The Influence of Regulatory Frameworks on SMEs’ Total Market Expansion

Table 8 shows the significance value of 0.025, which shows that the currency exchange
rate is a significant barrier in total market expansion of South African SMEs. Thus, researchers
rejected Hypothesis 4 for the total market expansion.

Regarding regulatory barriers, in Table 9 shows that none of the regulatory barriers were
significant. Thus, research is Hypothesis 4 is accepted.

Table 8
COEFFICIENT?
FOR REGULATORY FRAMEWORKS VS. TOTAL EXPANSION
Standardized 95.0% Confidence Interval Collinearity
Coefficients . for B Statistics
Model t Sig.
Lower Upper
Beta Bound Bound Tolerance VIF
(Constant) -0.562 0.576 | -76540371.4 | 42868485.9
Exch rate 0.26 2.285 0.025 | 1567477.145 | 22919822.3 0.943 1.061
1 Payment 0.169 1.507 0.136 | -2189781.41 | 15776545.5 0.972 1.029
Dom -0.045 -0.389 0.699 -14802518 | 9969794.16 0.924 1.082
regulations
a. Dependent Variable: Total sales.

The Influence of Regulatory Frameworks on SMEs’ International Market Expansion

FOR REGULATORY FRAMEWORKS VS. INTERNATIONAL EXPANSION

Table 9
COEFFICIENTS?

Model

0,
Unstandardized | Standardized 9520 & Collinearity
e .. Confidence .
Coefficients Coefficients . Statistics
t Sig. Interval for B
Std. Lower | Upper
B Error Beta Bound | Bound Tolerance | VIF
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(Constant) 0.094 | 0.24 0.393 | 0.696 | -0.384 | 0.573
Paperwork -0.04 | 0.039 -0.143 1.629 0.307 | -0.117 | 0.038 0.722 1.385
Exchrate 0.013 | 0.048 0.039 0.263 | 0.793 | -0.083 | 0.109 0.65 1.538
. Domregulation | -0.031 | 0.041 -0.093 0.7-58 0.451 | -0.113 | 0.051 0.929 1.077
Payment 0.052 | 0.039 0.184 1.328 | 0.189 | -0.026 | 0.129 0.729 1.372
Econenvironment | 0.04 | 0.037 0.153 1.082 | 0.283 | -0.034 | 0.115 0.693 1.442
DISCUSSION

As discussed earlier, market expansion in this study meant the expansion into new
geographic markets abroad and at home (Naldi & Davidsson, 2013). To that end, the ratio of
annual export sales to annual total sales was used as a proxy for international market expansion,
and annual total sales as a proxy for total market expansion.

The Influence of Funding On SMEs’ Market Expansion

Research Hypothesis 1 stating that South African SMEs benefiting from private funding
are more likely to expand was aimed at corroborating the perspective by Cardoza et al. (2015)
affirming that SMEs with access to private finance seem to expand their markets. The fact that
private funding (Sig. 0.034) was found to be the only funding type influencing the total market
expansion of South African SMEs validated the view by Cardoza et al. (2015).

However, this view did not hold true for the international market expansion since none of
the funding types (Sig>0.4) influence the international market expansion of South African SMEs.
In support of these interesting findings, Huett et al. (2014) affirm that resources creating value in
a certain geographic market would not necessarily create value in a new geographic market
because of institutional differences. Furthermore, Lonial & Carter (2015) assert that SMEs must
have the ability to effectively deploy their resources when expanding into new markets.
Therefore, it could be deduced that South African SMEs effectively deploy private funding to
create value in home markets, and not in international markets.

In contrast, entrepreneurship scholars could argue that lack of entrepreneurial orientation
is one of the reasons SMEs do not expand into competitive foreign markets even though they
have access to private funding (Lafuente et al., 2013; Lonial & Carter, 2015; Shirokova et al.,
2016). In addition, De Falco & Simoni (2014) assert that certain prerequisites must be met before
expanding into foreign markets.

Unsurprisingly, the results for public funding (Sig. 0.862) suggested that South African
government funding policy programmes aimed at enhancing SMEs’ market expansion are not
effective. These results validated the findings by the Department of Trade and Industry (2005)
stating that the market expansion of South African SMEs is still impeded by various barriers,
including lack of access to funding, despite the implementation of policy programmes outlined in
the White Paper.
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The Influence of Market Information on SMEs’ Market Expansion

Even though South African SMEs still lack access to certain information regarding
commercial practices (Sig. 0.038) and regulations (Sig. 0.006) in international markets, it could
be deduced from a paired sample t-test that private institutions provide most of the market
information (Sig. 0.032 for the mean difference). Similarly, the multiple linear regression test
results indicated that government does not assist with foreign market information (Sig. 0.008).
The failure of South African government policy to provide assistance on market information
corroborates the findings on the failure of Latin American policy programmes to provide
information about potential markets (Cardoza et al., 2015). Consequently, the lack of access to
this crucial foreign market information, i.e. regulations and commercial practices, could justify
the failure of SMEs to seize opportunities offered by international markets (Bianchi &
Wickramasekera, 2016; Dikova et al., 2015).

In conclusion, South African SMEs could perform even better in terms of market
expansion, particularly foreign market expansion, if they could be provided with all the much-
needed market information. Moreover, private institutions are in a better position to provide
market information to SMEs when compared to public institutions.

The Influence of Procurement Contracts on SMEs’ Market Expansion

The current research on the effectiveness of supplier development and procurement
policies aimed at enhancing the market expansion of SMEs shows varied results (Cardoza et al.,
2014; De Falco & Simoni, 2014). As a result, research hypothesis 3 sought to determine the
influence of procurement contracts on SMEs’ market expansion.

There are a number of reasons for SMEs to prefer foreign markets instead of home
markets. Firstly, Williams & Horodnic (2015) affirm that the market expansion performance of
SME:s is influenced by SMEs’ resource capacity and the institutional environment. According to
Bruton et al. (2010), building internal resource capacity, e.g. through access to private
procurement contracts and private funding, is not sufficient to enhance SMEs’ market expansion
performance if the institutional environment is unfavourable. As a result of high risk and cost of
doing business in home markets with unfavourable institutional environment (Manufacturing
Bulletin, 2012), SMEs tend to prefer foreign markets instead home markets.

Secondly, another reason for preferring foreign markets over home markets has to do
with the fact that home markets are saturated by international firms (Bianchi & Wickramasekera,
2016; Dikova et al., 2015). In this context, South Africa imports about 50% of the manufactured
goods at the relatively cheaper price (Manufacturing Bulletin, 2012). These findings complement
the earlier funding findings in a sense that SMEs with access to private procurement contracts
generate sufficient funding to fund international expansion.

In conclusion, South African SMEs with access to private procurement contracts tend to
invest in foreign markets instead of home markets due to unfavourable institutional environment
and competitive environment in home markets. Also, the procurement or supplier development
policies implemented by South African government are not assisting SMEs with market
expansion.
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The Influence of Regulatory Frameworks on SMEs’ Market Expansion

Most governments around the world have implemented various policy and regulatory
frameworks to remedy resource gaps and unfavourable institutional environment so that SMEs
can thrive (Munari & Toschi, 2014). To that end, research hypothesis 4 sought to determine the
state of the regulatory or macroeconomic environment for South African SMEs.

The regression test results indicate that the exchange rate (Sig. 0.025) is the significant
barrier for the total market expansion of South African SMEs. On the other hand, there are no
significant regulatory or macroeconomic barriers (Sig>0.1) impeding the international market
expansion of South African SMEs. Therefore, it could be deduced that the exchange rate
influences the domestic market expansion performance and not the international market
expansion performance.

These results make perfect sense for two basic economic reasons. Firstly, exchange rate
is not a significant barrier for international expansion performance because export sales are
generally in US dollars and input costs are a combination of South African Rands and US dollars
(import material), assuming manufacturing occurs in South Africa. Hence, the high US
dollar/SA Rand exchange rate often experienced by the South African market is in favour of the
international market expansion performance. In contrast, sales in domestic markets are
conducted in South African Rands resulting to squeezed margins when exchange rate is high.
Moreover, competition in the domestic market is high because 50% of manufactured goods
consumed in South Africa are imported at a relatively cheaper price (Manufacturing Bulletin,
2012). Given these facts, the high US dollar/SA Rand exchange rate often experienced by the
South African market makes the regulatory or macroeconomic environment unfavourable for the
domestic markets.

Critical Barriers Impeding SMEs’ Market Expansion

Although the expansion barriers of today are still similar to the expansion barriers found
by scholars in earlier years, SMEs in different countries perceive or experience these barriers
differently (Uner et al., 2012). Furthermore, most countries cite barriers such funding (Beck,
2013; Daskalakis et al., 2013; Lee et al., 2014; Yaldiz Hanedar et al., 2013), market information
(Child & Hsieh, 2014; Huett et al., 2014; Naldi & Davidsson, 2013; Oura et al., 2015) and
unfavourable regulatory environment (Bruton et al., 2010; Mogos Descotes et al., 2010;
Williams & Horodnic, 2015) as being critical in the expansion performance of SMEs.

To begin with, the findings suggest that South African government policy programmes
designed to alleviate external funding barriers are not effective, i.e. public funding does not
influence the expansion performance of SMEs (Sig. 0.862 and Sig. 0.679). As a result, South
African SMEs rely on private funding to fund their expansion investments. However, the private
funds received are only sufficient to fund home market expansion, and not international market
expansion. Therefore, funding is still a critical barrier on the expansion performance of South
African SMEs.

Secondly, South African SMEs still lack access to market information regarding
regulations (Sig. 0.006) and commercial practices (Sig. 0.038) in foreign markets. Even more
concerning is the fact that the results indicate that SMEs do not get support from government on
foreign market information.

Thirdly, the domestic market expansion of South African SMEs is negatively influenced
by the exchange rate (Sig. 0.025) even though this is not the case for international market
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expansion (Sig>0.1, Table 5). The high US dollar/SA Rand exchange rate often experienced by
the South African market is in favour of the international market expansion performance because
sales in these markets are generally in US dollars

Finally, following the fact that the South African White Paper identified lack of access to
markets as a significant barrier to the growth of SMEs (Department of Trade and Industry,
1995), the effectiveness of whatever procurement policy programmes that have since been put in
place was also tested. The results indicate that South African government procurement contracts
are not effective at all in enhancing the market expansion of SMEs (Sig. 0.037). On the other
hand, access to private procurement contracts influence the international market expansion of
SMEs (Sig. 0.037) and not the domestic market expansion (Sig>0.6) for various reasons.

CONCLUSIONS AND RECOMMENDATIONS

Notwithstanding other objectives, the main objective of the study as adopted from
Cardoza and modified was to determine the influence of four critical barriers (access to
procurement contracts, access to funding, regulatory frameworks, and access to market
information) on SMEs’ market expansion in a setting that included both private and public
institutions instead of only public institutions. In addition, the roles to be played by both private
and public institutions in curbing expansion barriers were also determined.

Unsurprisingly, the study revealed that South African SMEs are still experiencing
challenges regarding access to markets or procurement contracts, access to funding, access to
market information, and an unfavourable regulatory environment. It is unfortunate that this is
still the case following the adoption of White Paper centred on curbing these barriers about 20
years ago.

Also, the study revealed that public institutions lack capacity and are ineffective in
playing the main role in curbing these sets of barriers. The results suggest that the market
expansion of South African SMEs is to a certain extent enhanced by access to private
procurement contracts, access to private funding, and access to market information provided by
the private sector. In addition, SMEs are still able to expand their markets despite the
unfavourable regulatory environment.

The Modified Conceptual Model for SMEs’ Market Expansion

Following the research findings, the conceptual model by Cardoza for the market
expansion of SMEs was modified to reflect the conditions necessary to enhance the market
expansion of South African SMEs. In this model, it is a responsibility of both public and private
institutions, instead of only public institutions, to enhance the market expansion of SMEs (Figure
2).
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FIGURE 2
THE MODIFIED CONCEPTUAL MODEL FOR SMES’ MARKET EXPANSION

RECOMMENDATIONS FOR POLICY MAKERS

Government must design and implement a public policy to facilitate the creation of
business networks in a value chain between SMEs and large private firms with the aim of
ensuring that SMEs have access to sufficient private funding, access to all necessary market
information, and access to private procurement contracts. Furthermore, government together
with relevant stakeholders must create a favourable regulatory environment, through policies and
regulations, where large private firms would be encouraged to develop SMEs through supply
chain or procurement development initiatives. In this case, government must provide incentives
and/or funding to large private firms for their participation in supply chain or procurement
development initiatives.

Given these facts, public policy must satisfy certain conditions if it were to be successful.
Firstly, despite the success of formal business relationships between large private firms and
SMEs in enhancing the market expansion of SMEs in Chile in South and in the United State of
America, public policy must ensure that the independence and flexibility of SMEs are protected.
Secondly, SMEs must command full control or ownership of resources acquired during the
relationship. Thirdly, the policy must be designed in such a way that the risk of unintended flow
of information from small firms to large firms because of asymmetrical power is safeguarded.
Lastly, the policy must be designed in such a way that it does not inhibit innovation due to the
fact that SMEs are given preference in a value chain.
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