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Abstract

This paper discusses the vital role business incubators can play as viable tools for the empowerment of small and medium enterprises. To do this, problems which SMMEs commonly face, are presented and a discussion made on efforts aimed at resolving these. Business incubation is presented with lessons learnt and policy recommendations are made for the successful implementation of the programme.

“The development of sustainable enterprises, which offer meaningful employment and which create value for the economy, is one of the most effective ways of eliminating the scourge of poverty. (Hillyer 1996)”

1.
Introduction

Small, medium, and micro enterprises (SMMEs) have long been identified as the route to development in most less developed countries (LDCs). As a result, most of the LDCs have done a lot within their capabilities to grow the SMMEs to realize their contributions to economic development. In South Africa, Ntsika, an SMME development agency, reported in 2001 that SMME account for over 50% of employment and GDP. Hence, the South African Government has targeted the development of SMMEs to stimulate economic growth, to act as a tool for the distribution of wealth and to abate the pressures of rising unemployment.

Data collected by Ntsika further exemplifies this issue.

Table 1:
Estimated %  sectoral contribution to GDP, 2000

	Sector
	Micro
	Small
	Medium
	Large
	Total

	Agriculture, forestry and fishing
	4.1
	8.7
	43.7
	43.5
	100

	Mining and quarrying
	1.0
	1.7
	2.6
	94.7
	100

	Manufacturing
	5.3
	7.4
	21.0
	66.3
	100

	Construction
	3.1
	35.6
	12.0
	49.1
	100

	Trade, catering and accommodation
	2.3
	23.4
	17.1
	57.2
	100

	Transport storage and communication
	7.1
	18.5
	20.3
	54.1
	100

	Community, social and other personal services and finance and business services
	14.9
	12.9
	2.9
	69.3
	100

	Total
	5.8
	13.9
	15.0
	65.2
	100


Source Ntsika

The figure below shows the estimate contribution of SMMEs to total employment.
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As opposed to large corporations, many LDCs have recognized that SMMEs are more attractive to play this role for the following reasons;

I. Labour absorptive capacity is higher

II. Lower average capital cost per job created 

III. Better placed to exploit small and far to reach niche markets

IV. Can better use local raw materials 

V. Offer solutions for unemployed and retrenchees

VI. Have a high propensity to save and re-invest

VII.  Can be subcontracted by the larger firms to exploit production flexibilities

SMME development has therefore been used by a number of developing countries for job creation and to improve the standard of living in urban and rural households. However, as we all know, many of our countries have failed in getting the necessary and critical contribution from this sector. This points to the fact that problems exist in mobilizing the efforts of SMMEs to contribute in expected ways to economic development.

2.
Problems faced by SMMEs and solutions

2.1
The political environment as a problem

The problems which face SMMEs in  LDCs are not due to neglect by their governments. To the contrary, the development of SMMEs has always been high on the agenda in most LDCs. For example in Zambia, the first government of Dr. K Kaunda attempted to assist the development of SMMEs through statutory bodies like the Small Industry Development Organization (SIDO) and the Village Industry Service Organization. These organizations provided finance and other business support services including small business hives to turbo charge the uptake of SMMEs. 

As will be discussed later, no clear impact was recorded as political influence interfered with the decisions of the statutory bodies. Specifically, projects were funded in the wrong areas and to the wrong people in the country. Hammermills were funded in areas where there was no critical mass production of maize. These institutions are no longer in existence in Zambia and a void exists in terms of SMME support.

Similar efforts were also made in Tanzania to promote SMME development by the late Dr. Nyerere. He adopted the cooperative model to promote the entrepreneurial spirit, but the philosophy of socialism was not in consonance with these efforts. A story is often narrated in Tanzania that a small-scale farmer produced a small surplus of tomatoes and he put a stall in front of his farm to sell the surplus. He was arrested for this as this was seen as a capitalist tendency and not in line with socialism.

To date a vibrant SMME sector is visible in Tanzania, Uganda, Swaziland and small pockets in Botswana. In particular, Uganda showcases achievements in SMME development very well. The street in Kampala and the outskirts are swamped by SMME activities from different sectors (though mainly in retailing). In Dar-es-salaam, Tanzania, there is a proliferation of SMMEs from all sectors and the vibrancy of this sector is an amazing realization along the Soweto road.

2.2      Market access

Lack of access to markets as the big corporates dominate and marginalize the SMMEs. This is most common when government tenders and other subcontracting activities are involved. This problem is a consequence of a number of factors such as;

· Lack of information for SMMEs to identify market demand and market opportunities

· Lack of good quality products to meet market needs

· Smallness excludes many SMMEs to get lucrative supply contracts due to poor production capacities

· Lack of confidence from the big corporates in out sourcing to SMMEs

2.3

SMME access to finance

SMMEs generally go through stages as they evolve from start-ups to being medium sized operations. In each of these stages, there will be a need for finance to fund the business in the early stages. This will involve initial business set up costs, equipment purchases and other operational costs like salaries of staff rentals etc.

As revenues are usually very low in the initial stages, start-up and bridging finance will be needed by most SMMEs. Some encouraging achievements have been made by a number of countries in the Southern Development Community in providing finance to SMMEs. In particular east African countries have done very well in this regard. For example in Kenya, the K-Rep Bank has been long established to operate as a commercial micro finance bank.  Similar efforts are being achieved in Uganda where many micro finance institutions are commercialising to provide access to finance in a profitable way.

2.4
Lack of business skills

Many entrepreneurs lack the basic business skills to run their businesses profitably. Most of the entrepreneurs have technical skills obtained from their previous jobs but the essential skills to run a business on their on are lacking and this leads to business failure.

2.5
Technology acquisition

For SMMEs to grow their businesses the above are needed but the bottom will be the acquisition of technologies to offer appropriate products and services to clients. This challenge is common, and is critical for SMME development. 

Many countries in Southern Africa have used a number of interventions to assist in solving the above problems. In the early days appropriate technology transfer was emphasised and later training, business linkages and micro credit have all been tried as tools to support and enhance the SMMEs.

Inspite of these interventions, not much has been achieved. For example micro credit institutions have received a lot of support by governments but access to finance still remains a problem. Numerous training programmes have been undertaken and yet business skills are still low in the SMME sector. Technikons are being mobilized as is the case for the Tshumisano Technology Stations programme in South Africa and yet the technologies of SMMEs are still low. Access to bigger markets also still remains a very big problem hindering the growth of the SMMEs.

Business incubators are suggested as a useful vehicle for the development of SMMEs as they tend to use a number of interventions to assist SMMEs. This holistic approach is what makes business incubators a unique concept, which needs close attention for the development of SMMEs.

 Indeed, Lalkaka and Bishop (1996) support this view when they state that many countries are now looking for new structures and strategies are being explored that will help small businesses start, survive and grow. In this quest, the business incubators have emerged as a new innovation, which has great potential as a tool for economic development.

3.
Role of business incubation

As many countries are including SMME support policies and strategies, the quest for technology and business incubators has emerged as a recent and useful tool for economic development. The National Business Association in USA estimates a total of 3,000 business incubators operating worldwide with a 10% annual growth. Two thirds of these have a technology focus. 

3.1 Definition of a business incubator

Manan and Yunos (2001)
 define a business incubator as  “a business that systemizes the process of creating successful new enterprise by providing them with a comprehensive and integrated range of services, which can include:

· Incubator space which is made available on a flexible, affordable and temporary basis

· Common services, including secretarial support and shared use of office equipment and machinery

· Hands-on business counselling with regards to business planning, training in management skills, access to specialised assistance such as R&D and venture capital

· Networking activities, operating as a reference point inside the premises among entrepreneurs and outside of it to the local community; and

· After-care and outreach services, providing assistance to tenants after they graduate”.

Lalkaka and Bishop(1996) offer a similar definition, they define a business incubator as, “ a controlled work environment, designed to foster the growth of new and emerging companies.” 

There are two broad types of incubators; first is the technology incubator in which SMMEs are assisted to develop new technologies. They link entrepreneurial talent with technology and capital to develop new companies thereby rapidly achieving commercialisation of technology. They nurture hi-tech start-ups.

The second type is the business incubator in which business enterprise development is undertaken. Assistance usually includes hands-on management assistance, access to finance and other business support and technical services. This assistance is usually needed for SMMEs in the early stages for them to survive and grow as many have usually closed in these early stages.

The entrepreneurial firms also receive:

· Shared office space

· Access to equipment

· Flexible leases

· And expandable space all under one roof

The provision of services on a one-stop basis enables tenants to reduce overhead costs through shared facilities gives a very good chance for the SMMEs to survive and grow.

From these two broad categories can be identified other types of  specialised incubators. These are outlined below:

a) Targeted population

An incubator targeted to empower specific population groups, like minorities or previously disadvantaged individuals

b) International incubator

Encourages foreign direct investment and technology

c) Industrial subcontracting incubator

Is built on linkages with the bigger companies where SMMEs are developed as vendors/suppliers

d) Single business incubators

Only serve SMMEs who are in the same sector like computers, biotechnology chemicals etc

e) University incubators

Incubate business start-ups of University or Technikon staff

f) Hub incubator

A management team supports a number of satellite incubators, like GODISA in South Africa

g) Virtual incubator

These are incubators without walls and involve a lot of outreach where SMMEs are counselled at their own premises. There are usually few tenants.

h)
Regional/ rural incubators
Are incubators which aim at developing businesses, which utilize local raw materials and other resources kike labour.

The Standards and Industrial Research Institute of Malaysia (SIRIM) is involved in technology transfer and uses a three-phase approach in incubating entrepreneurs. The stages used are as follows:

Entrepreneurial development

This stage involves at looking at the person, providing them the basic principles which include assisting entrepreneurs to develop innovative concepts, building their competencies, upgrading skills both technical and business and other support programmes.

Enterprise creation

This phase takes the form of a technology –business incubator. Assistance provided to the entrepreneurs includes meeting the following requirements:

· Enterprise

· Business

· Technology

· Organization and management

It is at this stage where the entrepreneur is allowed to practice what was learned in the previous phase within a controlled environment. This gives them the hands on experience with guided support from SIRIM staff.

Market development

Moves the entrepreneur to commercialise the technical concept. The business support given includes linking to larger companies, suppliers and the local and international business communities.

The process takes two to three years for the emergency of independent and sustainable businesses.

The types of incubators above can either be run by not for profit organizations or by private companies.  The differences are mainly that not for profit incubators offer little financial support to tenants, entry is very open and none or small equity shares are bought from the tenants. The opposite is true for the pro profit incubators.

4.
Benefits of using incubators
The benefits of using incubators in assisting SMMEs to grow are many and these are fully explained below. Overall, the benefits of using an incubator can be seen in the objectives of the incubator programmes. A business incubator programme aims at;

· Increasing the rate of new business formation

· Increasing the rate of survival and success of new enterprises, i.e., reducing the failure rate

· Increasing the rate of development of new enterprises

· Increasing the efficiency of the dissolution process, i.e., using assets elsewhere in the economy.

The above goals of a business incubator demonstrates how useful they would be as one of the tools for supporting the rapid growth of SMMEs.

a) Entrepreneurial development

The SMME dropout rate during the few years is very high due to poor conceptualisation of the business idea was not well thought out, poor market information, and poor management skills. In an incubator, SMMEs will made to carefully work through their business ideas and assure themselves that the business idea is viable. The gaps in needed skills will also be identified and training centred on these either on a one to one basis or as a group. At  Applachian Center for Economic Networks (ACEnet), in Athens, USA, Internet facilities are provided to SMMEs for them to obtain market information on a continuous basis.

b) Training in various skills

Incubators offer numerous training opportunities both in business and technical skills. This is done either on the job or within the incubator premises reducing loss of time for the SMMEs. Further, after training the SMMEs are encouraged to implement what they learnt and if they face any problems they can easily get assistance from the incubator staff or from their SMME colleagues.

Contrast this with a situation, which currently prevails where SMMEs are trained and by the time they get back to their companies they usually revert to their old ways of doing things. An incubator would change the culture of learning thereby improve the capacities to absorb new technologies. The impact of this type of training is very high.

c) Shared use of equipment and facilities

A common problem usually faced by SMMEs is the lack of capital to purchase equipment. This makes them use outdated production processes, which ultimately affects the quality of their products. For example, an SMME making detergents in Durban, South Africa does not have enough money to invest in equipment. He uses a concrete mixer for mixing chemicals!

An incubator will allow common use of equipment and other facilities like fax, computers, the Internet, photocopying machines etc, which would be too expensive for the SMME to buy during the start-up stages.  This eases the financial pressures on the SMMEs.

d) Technology transfer

Technology transfer is made easy in an incubator as technology demonstrations are held and SMMEs immediately apply what they have learned with the assistance of the incubator staff. This increases their capacity to learn and apply new ways of doing things. The controlled environment in an incubator encourages SMMEs to always want to learn and to apply whatever they have learned.

e) Lower operational costs

Rentals costs, water and electricity are a few costs, which bother SMMEs in the start up phase. As these are heavily subsidised, it assists the SMMEs to reinvest the money in the business for growth. This builds the confidence of SMMEs to progress and grow as they can see returns in the early stages.

f) Networking

Working in the same environment with others over a period of time will inevitably lead to sharing of problems and jointly finding solutions to these. This is something, which naturally takes place in an incubator. The SMMEs at tea breaks will talk; they will visit each other and begin to assist each other to solve problems. For example joint transport arrangements in buying raw materials will be made, storage space will be shared etc. 

The incubator encourages the culture of networking which would be very difficulty to build outside an incubator. Especially, in poor countries where jealous is heavily embedded in culture.

g) Business linkages and market access

A common problem, which SMMEs face in the early stages, is not knowing who to supply to; as market knowledge is very poor. This leads to low revenues at a time when heavy initial investment costs were made. Poor cash flows will exist and many have given up their businesses.

This is facilitated by the incubator, which through its marketing efforts will attract buyers thereby linking SMMEs to the markets. Further, conceited efforts are always made by the incubators to continuously identify new market niches and to monitor changes taking place. This is usually done through Internet. The Appalachian By Design (ABD) in Lewisburg, West Virginia virtual business incubator uses this model and has managed to development poor women.

By the time the tenants graduate, they will be sustainable and successful SMMEs that can stand on their own. In a study, which was conducted to evaluate the impact of incubators, results showed that 87% of the graduates were still in business and making money.

4. Some challenges for business incubators

Business incubators have as their ultimate goal to graduate independent entrepreneurs. However, there are a few problems, which they face in achieving their mandate. 

4.1
Firstly, the incubators offer an artificial environment and might blind the SMMEs of the harsh business realities in the real world. For example, subsidised operational costs like rent, computer facilities etc.

4.2.
Permanent Squatters

This comfort zone will make it difficult for some SMMEs to move out of the incubators upon graduation. Permanent tenants have been observed in incubators and this tendency excludes other SMMEs from entering the incubator.

4.3
Show casing SMMEs

The not for profit incubators depend on public funds to run their organizations. For funds attraction, these organizations need to prove to the funders on success stories within their incubators. This will make them delay the graduation periods for some of the good SMMEs for showcasing.  

4.4
Low support from governments


The problems in getting government at the national and local level to support the incubator programmes are common. To get full commitment usually takes time and when agreement is reached only part funding will be given. This makes it very difficult for the non-profit incubators to function, as costs for running incubators are usually high due to subsidized services to clients. Technology incubators can easily attract funding from large corporations.

4.5
Poor management of incubators

Most incubators in Southern Africa were introduced at a time when the technical skills to run them were not yet developed. Indeed, mistakes were made and many were closed down. New efforts are however underway to revive the efforts in a few countries with the assistance of international partners.

4.6
Cultural problems

An example of the difficulties and challenges, which are caused by culture, can be found from the case of Amatikhulu Prawn Farm. The business of the farm was first in tropical fish rearing. However, due to high airfreight costs, the company could not compete any more with other suppliers on the international markets. The domestic market existed but was small. 

To avoid massive redundancies, the company planned to use workers to operate fishponds as their own businesses (industrial subcontracting incubator). The workers were assisted by management to buy raw materials, they also used common facilities like pumps, administration facilities etc.

When the fish was ready in the ponds, the arrangement was that the company would buy from the SMMEs and later sell it to the markets. It was further envisaged that after a period the SMMEs pond operators would be assisted to build their own ponds out of the factory. Once these SMMEs left new groups would be brought in and assisted to learn the business and to later graduate as SMME fish farmers.

In a sense, this was an incubator type system and the concept was transparent as the aim was to create much needed employment in Northern KwaZulu. This business incubator did not last long due to the following problems.

a) The first problem was with the SMMEs themselves as they could not handle the sudden change of status from being a worker to being an owner of a business. Picture the situation as follows; yesterday it was, “John put water, John take water out. John, now feed the fish.” Then suddenly, “ John today your are your own boss of the two ponds”.

Without emotional support John gets confused and does not know how to behave.

b) Because of the confusion, John now thinks he is his own boss and starts coming to work when he pleases. Fish is not fed at the correct times and because there is no supervisor wrong quantities are used for the feed. Constipation occurs or the fish are seriously underfed and hence take long to grow.

c) Another problem was in the selection of the people to work as independent SMMEs. Management identified their good workers and they assumed that these workers were willing to go into business. This was a mistake as some saw themselves as good workers and not business people.

d) Common use of equipment did not work at all as the pumps were constantly getting damaged and no one claimed responsibility. Management was ultimately responsible for the repairs and this was becoming too costly.

e) Jealous entered among the SMMEs in the incubator. If one was doing well others would sabotage operations of successful ones. In Zulu, there is a saying which states that if a piece of grass growths taller than the others, it should be cut.

f) Lastly, men stayed at home and expected their women to work on the fishponds. When women worked until late this brought in complaints from the men.

5.
Policy recommendations for implementing incubators in NAM member countries

Business incubators to work will need a lot of support and commitment from a number of stakeholders including government and donors, incubator managers an ultimately the SMMEs themselves. The following recommendations are made to make them work in NAM member countries.

a) Government support

As most of the business incubators are not for profit, government grants both at national and local levels will be needed to support the operations of the incubators. This support will be in terms of getting good quality incubators managers and if possible leveraging this with bilateral assistance programmes.

However, this recommendation should be implemented with the full knowledge that they have to operate as sustainable and efficient business operations.

b) Management

Keen and witted management with a zeal to provide efficient services to tenants. It is further recommended that management add value for the SMMEs as the clients by providing a range of superior services to support the new enterprises. Bischoff (2001)
 summarised this as follows:

· Add value through appropriate and useful services to the SMMEs

· Lots of networking to identify stakeholders in financing SMMEs and technology

· Incubators have to exercise a lot of flexibility in provision of infrastructure and space

· Encourage more cooperation and networking among SMMEs

· Provide a conducive environment for communication and creativity

· Uphold high quality within the center management of the incubator

c) Enterprise development

Proper selection of the SMMEs is needed to ensure that only those who want to become entrepreneurs and are willing to be empowered to grow are recruited. This will also entail that the enterprises project and management are carefully understood and assisting them to solve access to finance and markets.

d) Location

The business incubator should be situated close to a Technikon or a university that offer the necessary technology and infrastructure.

5. Conclusion

Business incubators are not new in the area of SMME development, as they have been successfully used in the developed countries. Their use in less developed countries has not given the intended results in growing SMMEs into sustainable businesses. This paper has explored the importance of business incubators as an economic development tool, which if used properly, along side other interventions aimed at SMME building, will yield the needed results. For this government support is needed to leverage the efforts of the incubator organizations. Further there must exist a very good pool of expertise within the incubator management staff to be able to provide the wide range of services needed by SMMEs in the incubators and for this international technical assistance is needed. 

It is believed that if properly utilized business incubators can contribute to rapid socio-economic development as it aims at empowering SMMEs to enhance their standards of living. 







�. Keith Hillyer is Manager, Private Sector Development Programme, United Nations Development Programme. 











� Manna & Yunos (2001): Technology business incubators…A smart partnership, 1st International workshop on technology business incubators in India, 29-31 January, Ban galore, Ind


� Lalkaka and Bishop (1996)


� Bischoff (2001): An overview of international technology business incubator programmes, The 1st international workshop on technology business incubators in India (ITBI 2001) 29-31 January 2001, Bangalore, India.





PAGE  

