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CHAPTER 1:

1.1: An introduction to the world of the small business, its owner / manager,
competencies & small business performance: is there a link?

One of the unique features of small businesses is the simplicity of their management structures.
Typically the small business is directly managed by its owners who make and execute the majority
of the important decisions in both the operational (i.e. daily / short term) and strategic (i.e. long
term) management areas of the business (Perry et al, 1988, p.'74).

As with any business, small business owner/managers require and /or need to acquire specific
management skills in order to establish and maintain a viable business. Recent management
literature however has gone a step further and linked the performance of a small business not just
with the owner/manager possessing the "right skills" but also with possessing the "right
knowledge" and the "right attitude" for the job. Together the sum of these are known as
"competencies". Thus previous studies have established a link between competencies in specific
management skills ("management competencies") and attitudinal, behavioural and knowledge
competencies and the performance of small businesses (Small Business Review, 1990-91, p.xvii).
The attributes of the small business itself have also been highlighted as impacting on the
performance of the small business.

Although previous studies have established that there is a link or relationship between the type of
management, attitudinal, behavioural and knowledge competencies of small business
owner/managers and the performance of their small businesses, little is known in the Australian
context about which factors contribute to this relationship. This is in spite of the Australian
Federal Government's initiatives in establishing national competency standards for Australian
industry. Indeed in Australia, debate has stayed at the level of what type of competencies, if any,
are the most useful and relevant. A similar debate also surrounds the issue of measuring
performance, in particular for small businesses.

This study will seek to define key terms and develop a list of management, attitudinal, behavioural
and knowledge competencies and performance indicators from past research. In order to develop
testable hypotheses, competencies will be broadly grouped into three categories: operational,
strategic and attitudinal. The limitations of performance measures, once identified, will also be
explored in order to enable one specific indicator to be chosen. Small business atttributes will also
be identified and incorporated into testable hypotheses.

A survey instrument, directed to a sample population from the retail trade sector will allow small
business owner-managers to evaluate themselves and their small businesses in order to ascertain
whether or not there is a relationship between the attributes of the small business, specific
management competencies of the small business owner/manager and the performance of their
small business. Measuring "performance" in terms of sales growth over the last 3 years and
relative to other local business competitors, it is expected that above average industry
performance will be shown in small businesses which, given their particular operating
environment, are managed by small business owner/managers possessing specific management,
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behavioural/attitudinal, experiential/educational competencies. The converse is expected to be
true for small businesses experiencing below industry average performance. External factors such
as age and level of education are not expected to be strongly related to above industry average
small business performance.

Government statistics and politicians highlight the importance of small business in the Australian
economy in terms of employment creation and economic growth, whilst also noting the volatility
of the sector. But the question of how to foster the development and growth of small businesses is
a vexing one, to which a myriad of solutions have been suggested and much money thrown. It is
hoped that the results and conclusions of this study will enable key competencies to be identified
which are positively linked to small business performance. These may then be used as components
in business, education and investment policies or even by the small business owner/managers
themselves to foster the development and growth of small businesses and conversely ameliorate
the high rate of small business failures, for the benefit of the Australian economy and the
owner/manager (DITAC,1992,p.4; B.I.E. Small Business Review, 1990-91, p.43).

Thus, this chapter will be:
- defining key terms and concepts such as specific, performance and small business;
- outlining the research questions and hypotheses ensuing from these; and
- outlining the significance and implications of undertaking this study.

1.2: Background to the study: small business in Australia, management competencies
& links with the concept of performance

In Australia and most industrialised nations, small businesses have played a vital and significant
economic role in terms of both employment creation and economic growth. Statistically, small
businesses in Australia have:
• contributed more to employment growth than larger firms;
• been more volatile than the larger firm sector, and accordingly have had a higher incidence
of births and deaths;
• contributed more to innovation and technological transfer and provided more
opportunities for new ideas and skills to be tested; and
• become increasingly globalised and internationally competitive as a result of the adoption
of newer organisational forms and new technologies (Second Annual Report on Small Business in
Australia, 1992, p.4).

Table 1 below illustrates the importance of small business in Australia both as a source of
employment and as a generator of economic growth and activity
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Table 1:The Structure of Australian Business, 1991-92
Type of Business No. of

Businesses
% of Total
Businesses

Level of
Employment

% of Total
Employment

Private non-agricultural - small business 757 100 83.7 2 571 400 36.3

Private non-agricultural - large business 26 700 3 2 482 400 35.1

Private agricultural - small business 101 900 11.3 235 000 3.3

Private agricultural - large business 13 900 1.5 88 800 1.3

Public sector - all businesses 4 649 0.5 1 702 700 24

All businesses (public + private) 904 249 100 7 080 200 100

Source: Australian Bureau of Statistics, Small Business in Australia, 1993

Of the 859 000 small private sector businesses estimated by the Australian Bureau of Statistics to
be operating in Australia in 1991-92, approximately one-quarter operated in the Retail Trade
industry - the industry from which this study's survey draws its sample. Small businesses also
account for approximately 95 per cent of all private sector businesses and 52 per cent of all
private sector business employment, including self-employment (Small Business in Australia,
1994, p.1). Of these small businesses, 73 per cent are classified as "very small businesses", with
less than five employees including proprietors and partners (Fourth Annual Review: Small
Business in Australia, Dec. 1994, p.7).

However, in spite of their economic performance, "small business" as a concept remains difficult
to define. Nonetheless, one of the unique features of small businesses is the simplicity of their
management or organisational structure. Typically, the small business is directly managed by the
owner(s) who make(s) nearly all the important decisions and most often oversee their execution
as well (Perry et al, 1988, p.'74). Thus by their very nature, such direct dependence on the small
business owner-manager is a source of both strength and weakness (Bolton, 1971, p.112; Boyle
& Desai, 1991, p.36).

However like any business, small businesses require specific management skills to be acquired and
used in order to lay the foundation for and maintain a viable business. The Report of the House of
Representatives Standing Committe on Industry, Science & Technology titled "Small Business in
Australia: Challenges, Problems and Opportunities", concluded that such specific management
skills fell into two areas: operational skills and strategic skills (1990, p.209). Beginning with the
Bolton chaired Inquiry on Small Firms in the U.K., released in November 1971 through to
Williams' study of Australian small businesses (1986), past studies have established a link between
competency in specific management skills known as "management competencies" and the
performance of small businesses (Small Business Review, 1990-91, p.xvii).

Management literature however, has gone one step further and linked performance to not only
having the right skills but also having the right knowledge and the right attitude for the job.
Together the sum of these are known as "competencies". Despite the Federal Government's
initiatives in the area of establishing national competency standards for Australian industry, limited
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research, if any, has been undertaken to identify competencies which are related or linked to the
performance of small businesses.

The lack of research in this area means that to date, little is known generally and specifically, in
the Australian context, about the factors that may contribute to the relationship between the
competencies of small business owner /managers and the performance of their small businesses
(Small Business Review, 1990-91, p.xvii). The somewhat limited popular debate which has
occurred has focused on what competencies if any, are the most useful and relevant. Furthermore,
these issues have not been considered in the context of different business forms and the industries
in which they operate and whether or not these factors impact on the performance of the small
business.

Debate over competencies has focused on the questions of what is meant by the terms
"management" and "performance". Traditionally, effective management has been Taylorist in
nature and involved planning (using established standards), organising, commanding, coordinating
and controlling resources (George, 1972, p.115). At a functional and practical level this has been
expanded in the modern corporation to include Fayol's management qualities and functions of
initiative, order, discipline, centralisation, subordination of individual interest to general interest,
unity of command, stability etc (George,1972, p.113). However, from the research studies
undertaken to date, the answer would seem to be less clear cut, given:
• the entrepreneurial argument (individuals are born innovative in a business-sense, not
made) (Ronstadt, 1991, pp.4-5); or
• that no one factor has proven to be linked to success or failure in business (Hoad &
Rosko, 1964, p.45); or
• that past studies in different countries and / or different industries have identified different
competencies of small business owner / managers as linked to the performance of their small
business (Small Business Review, 1990-91, p.xviii).

1.3: The Research Problem

The research problem is: whether or not there is a relationship between the attributes of the small
business itself, the small business owner / manager, possessing specific management ,
behavioural/attitudinal and knowledge/ experiential/ educational competencies and the
performance of the small business.

1.4: Key Terms & Concepts

Before establishing hypotheses which can be tested, it is important that the key terms and
concepts used in this study, which have been identified from previous research are understood.
These key terms and concepts include:
• small business;
• attributes:
• small business owner / manager;
• specific;
• competency or competencies;
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• management competencies;
• operational competencies;
• strategic competencies;
• behavioural / attitudinal / experiential / educational competencies; and
• performance.

(a) small business: what constitutes a "small business" is difficult to define because of the wide
range of business forms it can take across different industry sectors. Traditionally, a business has
been regarded as small if it has the following management or organisational characteristics:

* the firm's operations are usually locally-based, although its markets may not be (Fourth
Annual Review: Small Business in Australia, December 1994, p.7);

* it is independently owned and operated;
* it is closely controlled by owners / managers who also contribute most, if not all of the

operating capital; and
* the principal decision-making functions rest with the owner / managers (Small Business

in Australia, 1994, p.1).

For the purposes of this study and statistical measurement, the Australian Bureau of Statistics
definition will be used. This defines non-agricultural "small business" as:

* non-manufacturing industries employing less than 20 employees; and
* manufacturing industries employing less than 100 employees (Small Business in

Australia, 1994, p.1).

A further qualification of this definition, in terms of size, which provides a better fit with this
study's survey sample is that of small businesses classified as "very small businesses". Found
particularly in the service sector, very small businesses are defined by the Australian Bureau of
Statistics as:

* enterprises employing less than 5 people, including proprietors and partners (Fourth
Annual Review of Small Business in Australia, Dec. 1994, p.'7).

These very small businesses constituted approximately 73 per cent of all small businesses in 1993
and approximately 66 per cent of these very small businesses were non-employing (Fourth Annual
Review of Small Business in Australia, Dec. 1994) - a factor which is highlighted in the results of
the survey undertaken in this study.

(b) attributes: this concept is used in this study to denote the characteristics or qualities of
something or someone.

(c) small business owner / manager: This concept is widely used in small business research
(Reeve, July 1988, p.1). Traditionally and generically, given the simplistic management structure
of the small business, it refers to that person(s) with ultimate and overall responsibility for the
operation of the business.

The centralisation of decision making powers at the owner / manager level, gives the small
business its "personalised" and unique structure. Thus in the small business, the owner / manager's



6

personality, skills, responsibilities, attitudes and behaviours - their specific competencies - will
have a decisive influence on business strategy and performance (Second Annual Report on Small
Business in Australia, 1992).

Two extremes of strategic behaviour of small business owner / managers which illustrate the
personalised aspect of the small business are cited by the O.E.C.D.:

* that of a business person exhibiting "reactive" behaviour who prefers to perpetuate their
firm and maintain its independence, even to the detriment of growth. This person is long term debt
averse, focuses on internal problems and adjusts to changes in the economic environment. (S)he
takes a "wait-and-see" attitude to new technologies, is very careful about the soundness of any
financing operations, the market outlets suitable for increasing production, and the availability of
internal resources for such an investment; or

* at the opposite extreme, is that of the business person whose behaviour is "proactive",
growth-oriented, takes risks and starts up activities in a phase of rapid growth.This business
person seeks new markets or niches, willingly works with sub-contractors and joins dynamic
networks. At the forefront of usage of new technologies, they are a leader in their field - if need
be, this type of business person will develop a technology suitable for their needs, often in
conjunction with a private or public research centre (Second Annual Report on Small Business in
Australia, 1992, p.5; Hisrich & Vecsenyi, 1990, p.17).

(d specific: meaning definite, distinctive, possessing particular characteristics peculiar to a
particular subject (The Concise Oxford Dictionary, 1982). In this study, "specific" will be used to
refer to particular types of management and attitudinal / behavioural competencies such as
"operational" or "strategic" management competencies.

(e)competency or competencies: are dimensions of behaviour which are related to superior job
performance - sometimes called "performance dimensions" (Rollins & Fruge, 1992,p.8) or the
"X" factor (Worledge, 1992, p.5). They may be grouped or classified and basically include that
set of behaviour patterns, skills, knowledge, attitudes, values and character traits that the
incumbent needs to bring to a position to perform its tasks and functions with competence. As
such, competency-based training or assessment of performance of managers in jobs / roles focuses
on skills, knowledge and attitudes (Woodruffe, 1993, p.29; Rollins & Fruge, 1992, p10). It is
further defined as a relational notion that is realised in performance and which can only be inferred
from performance or individual attributes (Burkett, 1992, p.9 ; Elkin, 1990, p.6).

(f management: for the purposes of this study, the concept of "management" will be defined
functionally to include: performing all tasks essential to both the day to day operation of the small
business and its long term growth. This involves planning, organising, commanding, coordinating,
controlling and effectively directing, implementing and evaluating the performance of all of the
business' interests, activities and resources - including its personnel, so that all resources behave in
a synergistic manner congruent with the goals and strategy of the organisation (Chandler &
Hanks, Spring 1994, p.78; George, 1972, p.113).

(g management competencies: for the purposes of this study are defined as those generic,
androgynous skills, attitudes and knowledge required by the small business owner / manager in



7

directing and controlling the operations, strategy and resources (Albanese, 1989, p.5 ; Sargent &
Stupak, 1989, p45) of the small business. It is worth noting that management competencies are
often defined in terms of outputs i.e. as a series of performance measures that define what a
manager must be able to do. However, for the purposes of this study, a wider definition is used to
also incorporate the contribution of input competencies to business performance (Baker, 1991, p.
4 7 ).

(h operational management competencies: or tactical, short term management competencies
are those skills, attitudes and knowledge which the owner / manager requires in the day-to-day
running of the business. Based on past research and for the purposes of this study, these
competencies cover the areas of accounting, personnel, controlling and coordinating, marketing,
finance, production, purchasing, training, communication and administration (Anderson, 1988,
p.318).

(i strategic management competencies: or long term management competencies are those skills,
attitudes and knowledge which the owner requires for the effective use of the resources of the
business in order to achieve the small business' and, arguably, the small business owner /
manager's long term goals and objectives (Anderson, 1988, p.590)

(j)behavioural / attitudinal / experiential / educational or knowledge competencies: are those
behaviours, attitudes and personal qualities and experiences which, for the purposes of this study,
affect the way in which the small business owner / manager scans the operating environment,
selects opportunities and formulates strategies for taking advantage of these opportunities. They
include those self-assessed competencies at the core of the small business owner / manager's
self-efficacy beliefs about their personal capabilities to affect the environment(s) they create or
select, as well as their motivation, persistence and performance (Chandler & Hanks, Spring 1994,
p.79)

(k) performance: Different indicators and measures have been used in past research to assess
small business performance and act as surrogates or benchmarks for "success" or "failure". Such
indicators have included: turnover, years of operation (i.e. life-cycle measures), number of
employees, profits, growth levels of sales / profits etc (Hoad & Rosko, 1964; Bolton Inquiry,
1971; Williams' Report, 1986). Different approaches have yielded different problems due more to
the nature of measuring performance in small businesses (Burns, 1989, p.53). With any measure
of performance therefore, it is important that the measure used is meaningful irrespective of the
life stage of the small business (Smallbone, 1990, p.39). So for the purposes of this study,
business growth, as measured by sales growth over the past three years, will be used as the proxy
for measuring the performance of the survey respondent's small business (Steiner & Solem,1988,
1)50.
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1.5: Research Questions

This study seeks to ascertain:
i. whether or not there is a relationship between a small business owner-manager possessing
specific management competencies, the attributes of the small business itself and the performance
of their small business, as measured by growth in sales over the last three years or alternatively, as
measured relative to other local business competitors;

ii.what these small business owner / manager competencies and small business attributes are; and

iii. whether or not these competencies and attributes are generic in nature and / or vary across
geographic locations.

The following hypotheses will be tested:

Hi: that there is no link between small business owner/manager with operational management
competencies and their small business' sales growth over the last three years and as compared to
their competitors over the same period;
Hia: that there is a link between small business owner/manager with operational management
competencies and their small business' sales growth over the last three years compared to the
industry average for the same period;

142:	 that there is no link between the small business owner/managers with strategic
management competencies and their small business' sales growth over the last three years and as
compared to their competitors over the same period;
H2a: that there is a link between the small business owner/managers with strategic management
competencies and their small business' sales growth over the last three years and as compared to
their competitors over the same time period;

H3: that there is no link between the small business owner/managers with specific attitudinal /
behavioural competencies and their small business' sales growth over the last three years and as
compared to their competitors over the same period; and
H3a: that there is a link between the small business owner/managers with specific attitudinal /
behavioural competencies and their small business' sales growth over the last three years and as
compared to their competitors over the same time period; and

H4: that there is no link between the small business owner/managers with specific educational /
experience competencies and their small business' sales growth over the last three years and as
compared to their competitors over the same period;
H4a: that there is a link between the small business owner/managers with specific educational /
experience competencies and their small business' sales growth over the last three years and as
compared to their competitors over the same period; and
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H5:	 that there is no link between the competencies of the small business owner/manager, the
performance of their business in terms of sales growth over the last three years and as compared
to their competitors over the same period and the geographic location of their small business;
H5a: that there is a link between the small business owner/manager with specific management,
attitudinal / behavioural and educational / experiential competencies, the performance of their
business in terms of sales growth over the last three years and as compared to their competitors
over the same period and the geographic location of their small business.

In section 3.5, specific sub-hypotheses are developed from the above general hypotheses.

1.6: Why bother with such a study? Significance & implications

The value in answering the research questions outlined in section 1.5 is four-fold:

i. for government policy makers in terms of the overall thrust and validity of regional and national
industry policies and supporting training courses and their subsequent impact on allocation of
support, start-up capital and small business failure rates (Smallbone, 1990, p.34);

ii. for trade and professional groups and advisory entities in provision of specific and relevant
training and specialist services (including finance) and advice;

iii. for educational institutions in the post-Dawkins "pay-your-own-way" era, in establishing
industry-relevant and thus revenue-generating curriculum and courses; and

iv. for current and future small business owners to enhance their small business' performance and /
or appraise their business prospects (Cooper, 1993, p.242).

1.7: Outline of the study

In order to ascertain whether or not there is a relationship between the small business owner /
manager, possessing specific management competencies, the attributes of the small business itself
and the performance of their small business, this study needs to address a number of objectives.
These include:

i. In this chapter:
- defining key terms and concepts such as specific, performance and small business;
- outlining the research questions and hypotheses ensuing from these; and
- outlining the significance and implications of undertaking this study.

ii. In chapter 2:
- reviewing past research on this study's key concepts, identifying a list of competencies, small
business attributes and performance measures which can be tested in terms of this study's sample
both quantitatively and qualitatively; and
- noting the limitations of past studies in order to minimise their effect in this study.
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iii. In chapter 3:
- based on past research findings noted in chapter 2, developing a model for this study;
- given past research findings in chapter 2, restating and expanding the research questions of
chapter 1 and developing sub-hypotheses to accomodate these; and
- outlining the method for data collection: a survey questionaire and noting expected findings.

iv. In chapter 4:
- outlining the research methodology to be used with respect to data collection, variables used,
measurement criteria and analytical techniques.

v. In chapter 5:
- analysing and interpreting the data collected in terms of the aims and objectives of this study i.e.
ascertaining whether or not there is a relationship between the attributes of the small business, the
small business owner / manager's competencies and the performance of the small business; and
- comparing the results of this study with findings and conclusions of previous studies.

vi. In chapter 6:
- summarising the findings of this study and noting any limitations; and
- identifying future research opportunities.

1.8:	 Conclusion

The importance of small business to the Australian economy cannot be understated given that it
represents 95% of all private sector businesses and 52% of all private sector employment,
including self-employment. However despite their economic performance, as a concept "small
business" has remained difficult to define for both government and academia (primarily).

Research into the causes of both small business bankruptcies and small business growth has
caused research on small businesses to focus on identifying small business attributes and the
specific management, behavioural / attitudinal and experiential / educational competencies of small
business owner / managers that seem to be related to performance in small businesses. This is also
the focus of this study, which draws its sample from the newsagency industry.

Given this focus, this chapter has:
- defined key terms and concepts such as specific, performance and small business;
- outlined the research questions and hypotheses ensuing from these; and
- outlined the significance and implications of undertaking this study.

In chapter 2 a review of past research on this study's key concepts will be undertaken to identify a
list of competencies, small business attributes and performance measures which can be tested in
terms of this study's sample both quantitatively and qualitatively. The limitations of past studies
will also be noted in order to minimise their effect on this study.
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CHAPTER 2:	 THE STORY SO FAR.

2.1: Introduction

At a concept level the topic for this study is as follows:

small business owner/manager with --_,.......
specific competencies	 relationship with 	 -P	 small business performance

attributes of small business

Thus in chapter one, the objectives of this study were noted as follows:

i. whether or not there is a relationship between a small business owner-manager possessing
specific management competencies, the attributes of the small business itself and the performance
of their small business, as measured by growth in sales over the last three years or alternatively, as
measured relative to other local business competitors;

ii.what these small business owner / manager competencies and small business attributes are; and

iv. whether or not these competencies and attributes are generic in nature and / or vary across
geographic locations.

To enable these objectives to be met chapter one:
- defined key terms and concepts such as specific, performance and small business;
- outlined the research questions and hypotheses ensuing from these; and
- outlined the significance and implications of undertaking this study.

In this chapter a review of previous research on this study's key concepts will be undertaken to:
- identify a list of competencies, small business attributes and performance measures which can be
tested both quantitatively and qualitatively using the study's sample; and
- note the limitations of past studies in order to avoid or minimise their effect on this study.

2.2: The story so far: a review of previous studies

Research on the key concepts of this study have been undertaken in a number of disciplines
including managerial psychology, human resource schools, accounting and finance (in the areas of
corporate performance, management, small business, entrepreneurship) and social research fields.
Research has also occurred outside academia, primarily undertaken by government industry &
training research bodies (in the areas of economic growth and development, displaced and
minority worker programmes etc) and by well-known management and human resource
consultants such as McKinsey & Co.
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2.2.1 The story so far: research on the concept of small business

Despite vast amounts of research both within academia and by governments, small business as a
concept has remained difficult to define because of the wide range of forms it may take across
industry sectors (A.B.S., Small Business in Australia, Cat. 1321.0). Typically, past research has
defined small business in terms of its simplistic management or centralised organisational structure
whereby typically, the small business owner both manages directly and executes nearly all the
important decisions (Bolton, 1971, p.112; Perry et al, 1988, p.74). However, small business has
also been defined in terms of type of ownership and capital sources (i.e. incorporation or
unincorporation), number of employees, number of employees by industry, profitability levels and
/or location of operations and markets (Second Annual Report - Small Business in Australia,
1992, p.5)

For the purposes of this study, small business is defined in terms of its simplistic, centralised and
personalised management structure whereby the owner-manager's personality, skills,
responsibilities, attitudes and behaviours i.e. his/her management competencies, are assumed to
have a decisive influence on business strategy and performance (Second Annual Report - Small
Business in Australia, 1992, p.5).

2.2.2 The story so far: research on the concept of the small business owner/manager

This is a concept which is widely used in small business research (Reeve, 1988, p.1). Traditionally
and generically, given the simplistic, centralised management structure of most small businesses,
past studies have defined the small business owner/manager as that person(s) with the ultimate
and overall responsibility for the operation of the small business, who contributes most, if not all,
of the operating capital (First Annual Report - Small Business in Australia, 1990, p.4)..

From a "traits" viewpoint, research has often classified the small business owner/manager as
possessing some or all of the traits of the entrepreneur (e.g. a greater propensity for risk-taking,
desire for independence, need for achievement and creativity) as identified in studies by Casson
(1982), Timmons (1978) and others. From a strategic behaviour viewpoint, this has meant that
the small business owner/manager's behaviour has been classified by the 0.E.C.D. as being in a
continuum whose two endpoints are the behaviour extremes of either:
* the "reactionary" business person averse to change or risk with respect to long term debt,
finance, loss of business control and independence, new technology and new markets; or
* the "proactive" business person open to change or risk, new technology, research and
development, new markets and dynamic networking (Second Annual Report on Small Business in
Australia, 1992, p.5; Hisrich & Vecsenyi, 1990, p:18).

From a skills viewpoint, research has shown that small business owner/managers in Australia,
whilst being drawn from a variety of skill and experience backgrounds (as is true for their
counterparts in other countries) tended to have somewhat lower levels of formal education than
professional managers. Furthermore, only a small proportion of small business owner/managers
were seen to have reasonably extensive experience in both the areas of technical / trade /
professional studies and business / management studies (B.I.E., Small Business Review, 1991-92,
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pp.77-79). Most studies in fact have highlighted the general lack of basic management, marketing
and financial skills of most small business owner/managers and the negative impact this has had on
the performance of their small businesses (Smallbone, 1990, pp.41-2).

In this study, these findings will be tested as follows:

small business owner/manager with
specific competencies including: 	 	  relationship with 	 -■ small business
pre-business startup basic management, 	 performance
marketing, financial skills & education

2.2.3 The story so far: research on the concepts of management competencies

Primarily from the human resource & management psychology school, past research has
attempted to define the concept of management competencies as distinct from the separate
concepts of management and competencies. In so doing, studies have sought to identify
management competencies which are of an androgynous and generic nature.

The following management competencies have been identified:
* technical skills, people management skills, resource planning (Midgley, 1990, p.91; Packer,
1992/93, pp. 367-77);
* strategic management skills (long term planning with respect to competitive and marketing
issues, succession planning and not just finance issues) (Kakabadse et al, 1993, p21);
* communication skills, financial skills / knowledge (cash-flow, debt-management & collection),
marketing skills / knowledge, entrepreneurial competence (i.e. recognising & acting on
opportunities), problem-solving, leadership (Sargent & Stupak, 1989, p47, Evarts, 1988, p15);

* industry or organisation specific skills, occupation-specific skills (Curtain & Ormond, 1994,
p.138) and delegation;

In addition, management theorists have defined competencies in terms of time (i.e. short-term
versus long-term) and the life cycle of a firm (i.e. start-up / take-off/ slow-down/ maturity /
decline) as falling into two distinct areas:
* operational competencies: those skills, attitudes and behaviours required by the small business
owner manager in the daily running of the business; and
* strategic competencies: those skills, attitudes and behaviours required / exhibited by the small
business owner/manager in developing and implementing long term plans, in delegating and in
communicating (Report of House of Representatives Standing Committee on Industry, Science &
Technology - Small Business in Australia: Challenges, Problems & Opportunities, 1990, p.209).

In this study, these findings will be incorporated as follows:

small business owner/manager with specific
operational & strategic management competencies — relationship with 	 -■	 small business

performance
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2.2.4 The story so far: research on the concept of small business performance

Past research has identified different benchmarks or indicators for measuring and assessing small
business performance. Indicators have included: turnover, years of operation, number of
employees, profit and / or sales levels and growth in profits and / or sales, growth in market
share, change in cash flow, change in networth, return on equity, return on investment or return
on assets (Chandler & Hanks, 1994, pp.83-4). These financial measures are those most commonly
employed and published by independent management consultant firms and providers of industry
information such as the Financial Management Research Centre and Auchintea Pty Ltd, publishers
of Pracdev Key Indicator Reports for industries.

However, as researchers such as Chandler & Hanks and Walsch & White note, the choice of
performance measures should take into account the age of the firm, as indicators such as return
on equity or investment or assets are not appropriate measures for start-up businesses (Chandler
& Hanks, 1994, p.84; Smallbone, 1990, p.39). Furthermore, because of the difficulties in
obtaining reliable and consistent data for small businesses, researchers have used three broad
approaches for estimating performance when only self-reported data is available:
* measuring firm performance in broad categories;

using subjective measures of firm performance relative to competitors; and/or
* using subjective measures of executive or owner satisfaction with firm performance (Chandler &
Hanks, 1993, p.393; Cooper, 1993, p.248; Brush & Vanderwerf, 1992, p.167).

In this study, two proxies for measuring performance are used:

i. sales growth, irrespective of the age of the small business. This is considered the main proxy for
performance because it has been suggested by several researchers that both profitability (as
measured by sales) and growth (as measured by sales growth and perceived change in business
performance over a set time period) are particularly relevant for small businesses, whatever stage
they are at in the life cycle of their business (Chandler & Jansen, 1993, p.229-30). This is in
complete contrast to the Australian Bureau of Statistics which measures growth and thus by
implication, performance, in terms of the increase in the number of employees and number of
businesses operating; and

ii. overall business performance in terms of broad categories and relative to competitors: To
overcome reluctance to report financial information and enhance reliability and consistency, the
survey respondents for this study are also asked to both estimate their small business' performance
broadly by category and also compared to local competitors.

To determine an industry benchmark for business performance with which to compare the results
of this study, data for the retail trade industry, as collected by the Australian Bureau of Statistics
was used. However, since no data has been collected since the two most recent censuses in
1985-86 and 1991-92 estimated growth in turnover (defined as sales of goods, services, and all
other operating revenue except interest, royalties and dividends) (A.B.S., Small Business in
Australia, 1991-92, p.127), was calculated as follows:



15

Growth in turnover for "Other retailers" employing between 0-9 persons between 1985/86 &
1991/92 was approximately 83.9%.Thus average growth for the 4 periods: 1985/86, 1987/88,
1989/90, 1991/92 was 20.98% per annum approximately for the period between 1985/86 and
1991/92.

Given that 1991/92 was the second year that the Australian economy was in recession and that
calculations were based on turnover for "Other retailers" employing 0-9 persons (the average
number of employees per business in the survey questionnaire was 3.43), it is assumed that use of
this estimated average per annum turnover figure of 20.98% as a benchmark for business
performance for those businesses, including newsagents, classified as "Other retailers" , is not
excessive.

2.2.5 The story so far: research which combines the concepts of management
competencies and small business performance

It is important to begin by noting that theoretical frameworks in this study area are not well
developed nor are their outcomes clear cut. In fact, previous studies on this topic have tended to
focus on either:
* the variables impacting on the start up stage of the small business; or
* those variables impacting on its success (through continuing growth) or failure.

Table 2: Two competing frameworks for analysing small business performance

The startup approach focus on:

entrepreneur's characteristics

founding process(es)

environmental conditions

initial firm attributes

Survival versus discontinuance approach focus on:

changes in the operating environment

strategic decision making

a.	 The "start up" approach's framework for analysis

Environment

Founding	 Initial firm
Characteristics

(Cooper, 1993, p.243)

Using this framework, 3 different approaches have arisen which emphasise different variables:
i.	 population ecology: research in this area by e.g. Aldrich (1979), Hannan & Freeman
(1984) has studied firm characteristics such as smallness, newness, generalist versus specialist
strategies and the dominant role of the environment in determining which firms survive.

Entrepreneurs'
Characteristics Processes

I	

Performance

tt
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ii. organisation theory & strategic management research: research in this area by e.g.
Eisenhardt & Schoonhoven (1990), McDougall & Robinson (1990) has focused on environmental
and initial venture characteristics, especially strategies. Subsequent growth has thus been
examined to the extent that initial market focus and the characteristics of founding teams are
related to it, as has the existence of "archetypes" of new firm strategies and environmental
characteristics.

iii. research in entrepreneurship: research in this area has emphasised the characteristics of
entrepreneurs such as need for achievement, education, management experience, gender and their
relationship with, or contribution to, business success. Founding processes such as planning, use
of networking, risk management, financing etc and the relationship between business performance
and initial firm characteristics have also been analysed, including relatedness to the prior
organisation of the entrepreneur (Cooper, 1993, pp. 242-3).

The link between each of these approaches however, has been the central theme of examining the
influences existing at business startup on subsequent business performance, especially the
operating environment (Cooper, p.245).

In Appendix 1 , a summary of the mixed results of the "start-up" approach is found.

b.	 Survival versus discontinuance framework for analysis

"Environment/Response Matrix: Distribution of Apparent Causes of Failure"

E Internal
N i.e. events under
3 mgt control
I
R
0	 External
N i.e. events not
M	 under mgt
E control
N
T

Cell I:Int'l admin'v
*financial
*organisational structure/change
*human resources

Cell II:Int'l strategic
*human resources
*sales/marketing
*planning

Cell III:Ext'l admin'v Cell IV:Ext'l strat.
*product/service causes *sales/marketing
injury * economic:nat'l/
*owner/main mgr becomes regional/ind'l down-
injured or ill turn

Administrative Strategic
(systems & procedures) (long-term planning)

(Source: Boyle & Desai, 1991, p.36)

Research using this theoretical approach has focused on changes in the operating and/or strategic
decision-making environment and their impact on the growth, success and failure of small
businesses. In Appendix 1 , a summary of past research findings from the survival versus
discontinuance approach are outlined.
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As can be seen from these two approaches, the results have not definitively identified particular
variables as being related to and impacting on small business performance. It would appear that
the performance of the small business is linked to and requires a diverse mix of management
competencies and values (Varadarajan et al, 1990, p.15), which are both operational and strategic
in nature (Report of House of Representatives Standing Committee, Jan. 1990, p.5).Kanungo &
Misro (1992) suggest that this is because the diverse nature of skills required for successful
managerial performance hinders our understanding of what it actually is.

Furthermore, as Milne & Thompson (1986) note, the lack of correlation between traits and long
term business success in different studies will in large part be determined by the definition of
"success" and other key terms in the equation (p67). Additionally, performance in new businesses
is often erratic so it is difficult to determine those factors associated with the performance,
especially if relationships between these factors are changing rather than stable so that the
sequence by which events occur may effect outcomes (Cooper, 1993, pp.246-'7).

For the purposes of this study, a broad definition of the key concept of management competencies
was adopted given the inconclusive results of both frameworks of analysis and the limitations
associated with these. Recalling the definition in chapter one, management competencies, for the
purposes of this study, are thus defined as:

those generic, androgynous skills, attitudes and knowledge required by the small business owner /
manager in directing and controlling the operations, strategy and resources of the small business.

2.3: Limitations of previous studies

In attempting to draw conclusions from research undertaken to date on this topic, it is necessary
to note some of the limitations which have beset small business research generally and the topic of
management competencies and small business performance in particular.

2.3.1 Definitional problems: As mentioned earlier in this chapter, given the variety of industries
and forms that small businesses can take, it is important to note the various definitions given in
past research to the concepts of "small business", "small business owner/manager", "management
competencies" and "small business performance" if meaningful comparisons are to be undertaken.
For this reason, only limited comparisons will be possible between the results of this research and
that of previous research.

2.3.2. Variation in research methods: Past research has also varied greatly in terms of research
methods. Cross-sectional surveys, longitudinal studies and case based inductive studies have all
been used. The obvious difficulty with this is that comparison and interpretation is more difficult.
Whilst longitudinal studies, because of their very nature, offer more insight in terms of causation
and direction of variables, this study is deliberately cross-sectional given the time and costs
involved in doing otherwise.

2.3.3. Variation in samples: It has already been noted that small businesses straddle many
industries and take many forms. However, past research has tended to draw focused samples from



one industry or location or some other criteria which defines them as a specific small business
group. Thus, whilst findings might have reflected those particular samples they may or may not be
broadly applicable. Finally, given the high "death" rate or discontinuance of many small
businesses, it is often difficult to identify these businesses and include them in samples - Lein
attempting to discover what causes businesses to grow, perform etc, the very firms (i.e. the failed
ones) which may shed light on the subject may be excluded.

In this study, the fact that potential newsagency purchasers are financially "vetted" before they are
able to buy their newsagency business suggests that a bias already exists in the sample - that they
have sufficient capital and/or business know-how to have got to the point that they were deemed
"eligible" to own the newsagency freehold.

2.3.4 Variation in performance measures & analytical techniques: Most research models in the
past which have attempted to predict business performance generally and failure specifically, have
been based on financial variables. Two types of models have largely prevailed:
* univariate models, where performance, failure or success were based on the level and trend of a
single financial ratio; and
* multivariate models, where a number of variably weighted financial ratios were combined to
produce a comprehensive profile of the firm- the best known being developed by Altman in the
U.S.

For both approaches, reliability and consistency of data and the general operating environment of
small businesses have proved problematic (Burns, 1989, p.55). This is because small,
newly-founded businesses, often have erratic growth rates, are usually privately held with no
obligation to divulge financial performance information and may have low physical asset or
investment requirements (so making possible remarkable returns vis-a-vis a relatively healthy firm
with a more substantial asset or investment-base). Furthermore, for existing small businesses,
because there are often time lags in producing their accounts, absolute scores on financial
performance may be affected and cannot be accounted or discounted for unless a longitudinal
sample design is used.

These problems again highlight the difficulties in being able to compare results or replicate studies
in different countries or industries or at different periods of time. Burns notes that when Altman's
famous 5-ratio multivariate model was applied to the U.K by Ray & Hutchison and to the U.S. by
Edmister, the relationships between variables proved to be either weak or non-existent (Burns,
1989, p.54).

Using broad performance measures such as requesting firm performance only in broad categories,
satisfaction with performance or performance relative to competitors also has its limitations.
Satisfaction with performance for example, may be merely a function of the owner/manager's
expectations and thus not terribly accurate (Cooper, 1993, pp.247-8). Awareness of competitors
may also be an inaccurate measure given that firm performance data is often closely guarded.
Thus small business owner/managers may not be able to provide accurate information but rather
perceptions of their competitors (Chandler & Hanks, 1993, pp.394-6).
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These inherent difficulties mean that it is crucial to identify, define, develop and validate
appropriate indicators or at least estimates of small business performance. To quote Chandler &
Hanks:

"Researchers interested in the performance of emerging (and existing) businesses must acquire data that
meet the criteria of relevance, availability, reliability and validity when the only attainable source of data
is self-administered evaluative questionnaire."

(Chandler & Hanks, 1993, p.393)

For the purposes of this study and in keeping with the hypotheses developed earlier in chapter
one, the following competencies and attributes were identified as being relevant, reliable and valid
independent variables with which to explore any possible relationships with small business
performance and contribute to the development of small business performance theory:

* personal characteristics of the small business founder, previous experience and willingness to
use external financing and mentors (Perry, Meredith & Cunningham, 1988);
* entrepreneurial, technical-functional and managerial skills as identified by Chandler & Janssen
(1992);
* personal belief of small business founder in own skills plus education and /or experience in
general management (Chandler & Janssen, 1992);
* diversity in age and education but low or little management education and / or experience
(Bosworth & Jacobs, 1989; Bates, 1990; Tosterud & Habbershon, 1992);
* experience and gender (Cooper, Woo & Dunkelberg, 1989);
* gender, race, age, education (Boyle & Desai, 1991);
* former occupation and management experience (Mangum et al, 1988);
* external assistance and financial and technical skills (Steiner & Solem, 1988; Dailey & Dalton,
1992);
* internal controls (financial, stock, records, human) and education / training, experience,
knowledge and planning (Boyle & Desai, 1991);
* operating and financial strategies (Milne & Thompson, 1986);
* personal (attitudes, knowledge) and managerial skills (Burns, 1989);
* education and financial skills (Wood, 1989; Dadzie & Cho, 1989);
* influence of parental background for entrepreneurial career and increased training / education
aspirations (Scherer et al, 1989); and
* importance of planning, location and changing and developing managerial competencies over
time to accommodate growth and expansion (Dodge & Robbins, 1992).

2.4:	 Conclusion

From the literature reviewed in this chapter it was possible to identify at a concept level the topic
for study as follows:

small business owner/manager
specific competencies 

	 with

	 • small business performance

attributes of small business
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For the purposes of this study it is assumed that there is a link between the three concepts of
management competencies, small business attributes and small business performance (as seen
above) i.e. that the three concepts impact on each other. That there is debate over how and to
what extent these three concepts impact on each other, is the focus of this study. So the research
problem is: is there a relationship between the small business owner/manager, specific
management competencies and the performance of the small business' performance?

Using the key terms identified and defined in chapter one, the previous research reviewed in this
chapter allowed a list of management competencies, small business attributes and measures of
performance, including an industry benchmark figure for small businesses to be developed for
testing later in chapter 5 of this study.

However, as past research in this field highlighted, the difficulty in obtaining reliable data on small
businesses, especially in the area of performance (Burns, 1989, p5$ meant it is difficult to identify
definitive relationships between different competencies and attributes and the performance of the
small business. As Chandler & Hanks (1994, p.7'7) note

"previous research on demographic and psychological characteristics of entrepreneurs has not provided
conclusive evidence of differences between founders and non-founding managers 	 nor has it
substantiated relationships between founders' characteristics and venture performance."

As a result past research in this subject area has produced limited across-the-board findings to
date. Whilst there is some consistency in findings, there are also many differences and unexplained
variances both within and across studies.

In chapter three which follows some of the concerns of previous research will be highlighted in
the development of this study's model and hypotheses.
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CHAPTER 3:	 HYPOTHESES & MODEL

3.1: Introduction

"It is clear that predicting...firm performance is challenging."
	

(Cooper, 1993,p.245)

In the previous chapter, past research on this subject showed that despite the difficulties in
obtaining reliable and consistent data for small businesses, it was possible to develop a list of
testable management competencies, small business attributes and measures of performance of
small business. Management competencies for small business owner/managers could be neatly
placed into 3 general groups: operational management competencies, strategic management
competencies and attitudinal and experiential competencies. Small business performance measures
however, were varied and included: turnover, years of operation, employee numbers, profit &
growth levels and sales. Growth in sales was chosen as the preferred measure of performance for
this study. A broad based measure using subjective measures of firm performance relative to
competitors was also included to complement the main performance measure of growth in sales.

The identification and development of a list of specific management, attitudinal and experiential
competencies, small business attributes (the independent variables) and performance measures in
chapter ( the dependent variable) highlighted the need to break down or operationalise the four
hypotheses originally outlined in chapter one into more specific testable sub-hypotheses.

So in this chapter, a model for the study as well as sub-hypotheses incorporating the
competencies, attributes and performance measures identified in past studies are developed. The
research questions outlined in chapter one are also further developed to operationalise the
sub-hypotheses and take account of the findings of past research. The method for collecting data
to test the hypotheses and sub-hypotheses - a survey questionnaire is briefly outlined and expected
findings highlighted.

3.2: Background Summary

Given the results of previous research in chapter two, the objectives of this study can now be
expanded to the following:

1. to operationalise both the attributes of the small business and the competencies associated with
each of the three management functions associated with founding and growing / operating a small
business;
2. to investigate how these small business attributes and small business owner / manager's
management, attitudinal / behavioural / belief competencies relate to the performance of the small
business itself; and
3. to determine whether or not these competencies and attributes are generic in nature and / or
vary across geographic locations.

In chapter 2 it was noted that previous research had outlined the fact that the small business
owner/manager in creating and/or growing / operating the small business must assume 3 roles:
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i. the entrepreneurial role (recognising and taking advantage of opportunities, driving the firm
from creation to fruition);
ii. the managerial role (conceptual, human and political competence as well as developing
programmes, budgets, procedures, evaluating performance and implementing strategy); and
iii. the technical-functional role (using the tools, procedures and techniques of a specialised field)
(Chandler & Jansen, 1992, pp.225-6).

In undertaking each of these roles, it was further seen in chapter two that the small business
owner/manager required specific skills, attitudes and knowledge or "competencies" to manage the
small business' operations on a daily basis and for its future performance and growth. Basically,
these competencies were of four types:
1. operational or tactical management competencies for the daily coordination and operation of
the business;
2. strategic management competencies for the longer term operation / strategy of the business in
its operating environment;
3. attitudinal and/or behavioural competencies for the creation, operation and performance of the
business; and
4. educational and/or experiential competencies for the creation, operation and performance of the
business.
Furthermore, these needed to vary over time in accordance with the stage of the life-cycle of the
business (Dodge & Robbins, 1992, p36).

Performance in small businesses however has proved an elusive thing to measure, given the nature
of small business itself. Typically the difficulties in obtaining reliable and consistent data, has
meant that researchers have taken a broad approach to estimating small business performance
when only self-reported data has been available (Chandler & Hanks, 1993, p.393).

In the next section, 3.3, a model for this study will be outlined which will attempt to minimise the
short-comings of previous research whilst at the same time answering the research questions of
this study.

3.3: The Model for this Study

The model for this study has been adapted from both the startup and survival versus
discontinuance approaches to assessing small business performance, as outlined in chapter 2.



Small business' 	 relationship	 Performance of
characteristics	 impact on	 small business

Small Business Owner/
Manager's Competencies:
* operational
* strategic
* attitudinal / behavioural
* educational / experiential

Newsagency Industry's
Characteristics:
* monopoly / closed market
* potential industry entrants

vetted financially

External Factors:
* government policy e.g. taxation
* the law e.g. trade practices
* external assistance
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Table 2: The Model adopted in this study  

The Operating Environment 	 I
Independent	 Dependent
variable	 variable

x	 y

Independent variables

x 

3.3.1. Assumptions underpinning this model:

i. that the small business has been operating for sufficient time that it is beyond the start-up stage.
In the newsagency industry this is a valid assumption given that the majority of newsagency
businesses are purchased by new owners as "going concerns". This means that the basic structure
of the business will already be established and implies that the owner/manager will be exhibiting
and utilising both operational (daily) and strategic management (such as planning) competencies;
and
ii. on a more fundamental level, that there is a relationship or link between the attributes of the
small business, the competencies of the small business manager and the performance of the small
business.

3.4: Research Questions Restated & Propositions

In section 1.5 the study's stated research questions were as follows:
i. whether or not there is a relationship between a small business owner-manager possessing
specific management competencies, the attributes of the small business itself and the performance
of their small business, as measured by growth in sales over the last three years or alternatively, as
measured relative to other local business competitors;
ii.what these small business owner / manager competencies and small business attributes are; and
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iii. whether or not these competencies and attributes are generic in nature and / or vary across
geographic locations.

However, from the review of past research outlined in chapter 2 it was possible to further develop
these initial research questions. The sub-research questions are outlined in table 3.4.1 below:

Table 3.	 Research Questions
Variable Research Question(s)

Family background Does family background influence decision to operate own small business? Does it
impact on its performance?

Educational background Does educational background influence the way in which the small business is
operated? Or performs?

No. of full-time employees Is there a relationship between the number of people employed full time in the
business and the performance of the business?

Position in business of
survey-respondent

Is there a relationship between the position of the survey respondent in the
business and the perceived performance of the business?

Date of business
commencement

Does date of business commencement make any difference to the performance of
the business?

Change in location Does the reason for changing business location make any difference to the
performance of the business?

Previous employment Is there a relationship between your previous employment and choosing to run a
small newsagency business (i.e. industry chosen)? Is there a link between this
previous employment experience and the performance of the business?

Prior business operation
experience

Does prior experience in operating other businesss make a difference to
performance of current business?

Age of business Does age of business make any difference to the performance of the business?

Age at commencement of
business start-up

Does age at start-up make any difference to the performance of the business?

Motivation for business
set-up

Does the reason for setting up the business make any difference to the performane
of the business?

Skills present before
business commencement

Do skills acquired before business start-up make any difference to performance?
Does the source of skills any difference to performance?

Skills acquired after
business commencement

Do skills acquired during the operation of the business make any difference to
performance? Does the source of skills improvement make any difference to
performance?

External assistance Does external assistance make any difference to performance? By implication,
which type of assistance is the most useful?

Gender Does gender make any difference to the performance of the business?

Geographic location Does location, both in your local market or by state (i.e. N.S.W. versus A.C.T.)
make any difference to the performance of the business?
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3.5: Hypotheses

3.5.1: Main hypotheses restated

The hypotheses stated in section 1.5 were as follows:
Hl: that there is no link between small business owner/manager with operational management
competencies and their small business' sales growth over the last three years and as compared to
their competitors over the same period;
Hla: that there is a link between small business owner/manager with operational management
competencies and their small business' sales growth over the last three years compared to the
industry average for the same period;

H2: that there is no link between the small business owner/managers with strategic
management competencies and their small business' sales growth over the last three years and as
compared to their competitors over the same period;
H2a: that there is a link between the small business owner/managers with strategic management
competencies and their small business' sales growth over the last three years and as compared to
their competitors over the same time period;

H3: that there is no link between the small business owner/managers with specific attitudinal /
behavioural competencies and their small business' sales growth over the last three years and as
compared to their competitors over the same period; and
H3 a: that there is a link between the small business owner/managers with specific attitudinal /
behavioural competencies and their small business' sales growth over the last three years and as
compared to their competitors over the same time period; and

H4: that there is no link between the small business owner/managers with specific educational /
experience competencies and their small business' sales growth over the last three years and as
compared to their competitors over the same period;
H4a: that there is a link between the small business owner/managers with specific educational /
experience competencies and their small business' sales growth over the last three years and as
compared to their competitors over the same period; and

H5: that there is no link between the competencies of the small business owner/manager, the
performance of their business in terms of sales growth over the last three years and as compared
to their competitors over the same period and the geographic location of their small business;
H5a: that there is a link between the small business owner/manager with specific management,
attitudinal / behavioural and educational / experiential competencies, the performance of their
business in terms of sales growth over the last three years and as compared to their competitors
over the same period and the geographic location of their small business.

Following the literature review of past research in chapter 2, several sub-hypotheses were
developed. These sub-hypotheses are outlined in the next section.
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3.5.2: Sub-hypotheses:

Hlo: that there is no relationship between the gender of the survey respondent and the
performance of the business, in terms of sales growth over the last three years and
compared to other competitors

Hla: that there is a relationship between the gender of the survey respondent and the
performance of the business, in terms of sales growth over the last three years and
compared to other competitors

H2o: that there is no relationship between the geographic locationof the small business, in either
the local market or by state (i.e. N.S.W. versus A.C.T.) and the performance of the
business, in terms of sales growth over the last three years and compared to other
competitors

H2a: that there is a relationship between the geographic location of the small business, in either
the local market or by state (i.e. N.S.W. versus A.C.T.) and the performance of the
business, in terms of sales growth over the last three years and compared to other
competitors

H3o: that there is no relationship between the respondent's position in the business and the
performance of the business, in terms of sales growth over the last three years and
compared to other competitors

H3a: that there is a relationship between the respondent's position in the business and the
performance of the business, in terms of sales growth over the last three years and
compared to other competitors

H4o: that there is no relationship between the number of people (including the survey
respondent) employed full time in the business and the performance of the business, in
terms of sales growth over the last three years and compared to other competitors

H4a: that there is a relationship between the number of people (including the survey
respondent) employed full time in the business and the performance of the business, in
terms of sales growth over the last three years and compared to other competitors

H5o: that there is no relationship between the year of commencement of the business and the
performance of the business, in terms of sales growth over the last three years and
compared to other competitors

H5a: that there is a relationship between the year of commencement of the business and the
performance of the business, in terms of sales growth over the last three years and
compared to other competitors

H6o: that there is no relationship between the age of the business and the performance of the
business, in terms of sales growth over the last three years and compared to other
competitors

H6a: that there is a relationship between the age of the business and the performance of the
business, in terms of sales growth over the last three years and compared to other
competitors
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H7o: that there is no relationship between the reason for change in location of the business and
the performance of the business, in terms of sales growth over the last three years and
compared to other competitors

H7a: that there is a relationship between the reason for change in location of the business and
the performance of the business, in terms of sales growth over the last three years and
compared to other competitors

H8o: that there is no relationship between the skills acquired prior to operating the current
business and the performance of the business, in terms of sales growth over the last three
years and compared to other competitors

H8a: that there is a relationship between the skills acquired prior to operating the current
business and the performance of the business, in terms of sales growth over the last three
years and compared to other competitors

H9o: that there is no relationship between the type of training received prior to operating the
business and the performance of the business, in terms of sales growth over the last three
years and compared to other competitors

H9a: that there is a relationship between the type of training received prior to operating the
business and the performance of the business, in terms of sales growth over the last three
years and compared to other competitors

HlOo: that there is no relationship between family background influence prior to operating the
business and the performance of the business, in terms of sales growth over the last three
years and compared to other competitors

H10a: that there is a relationship between family background influence prior to operating the
business and the performance of the business, in terms of sales growth over the last three
years and compared to other competitors

Hl lo: that there is no relationship between previous business experience prior to operating
the business and the performance of the business, in terms of sales growth over the last
three years and compared to other competitors

H11a: that there is a relationship between previous business experience prior to operating
the business and the performance of the business, in terms of sales growth over the last
three years and compared to other competitors

H12o: that there is no relationship between previous employment experience in the newsagency
industry or connected industries prior to operating the business and the performance of the
business, in terms of sales growth over the last three years and compared to other
competitors

H12a: that there is a relationship between previous employment experience in the newsagency
industry or connected industries prior to operating the business and the performance of the
business, in terms of sales growth over the last three years and compared to other
competitors
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H13o: that there is no relationship between the number of previous businesses operated and the
performance of the business, in terms of sales growth over the last three years and
compared to other competitors

H13a: that there is a relationship between the number of previous businesses operated and the
performance of the business, in terms of sales growth over the last three years and
compared to other competitors

H14o: that there is no relationship between length of time spent operating other businesses and
the performance of the business, in terms of sales growth over the last three years and
compared to other competitors

H14a: that there is a relationship between length of time spent operating other businesses and the
performance of the business, in terms of sales growth over the last three years and
compared to other competitors

H15o: that there is no relationship between age of small business owner/manager at
commencement of business start-up and the performance of the business, in terms of sales
growth over the last three years and compared to other competitors

H15a: that there is a relationship between age of small business owner/manager at
commencement of business start-up and the performance of the business, in terms of sales
growth over the last three years and compared to other competitors

H16o: that there is no relationship between the motivation for business start-up and the
performance of the business, in terms of sales growth over the last three years and
compared to other competitors

H16a: that there is a relationship between the motivation for business start-up and the
performance of the business, in terms of sales growth over the last three years and
compared to other competitors

H17o: that there is no relationship between self-perception of skills, attitudes and behaviours
relative to other businesses in the local area and the performance of the business, in terms
of sales growth over the last three years and compared to other competitors

H17a: that there is a relationship between self-perception of skills, attitudes and behaviours
relative to other businesses in the local area and the performance of the business, in terms
of sales growth over the last three years and compared to other competitors

H18o: that there is no relationship between management skills acquired before commencement of
current business and the performance of the business, in terms of sales growth over the
last three years and compared to other competitors

H18a: that there is a relationship between management skills acquired before commencement of
current business and the performance of the business, in terms of sales growth over the
last three years and compared to other competitors

H19o: that there is no relationship between current management skills and the performance of the
business, in terms of sales growth over the last three years and compared to other
competitors
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H19a: that there is a relationship between current management skills and the performance of the
business, in terms of sales growth over the last three years and compared to other
competitors

1120o: that there is no relationship between type of external assistance used in the running of the
business and the performance of the business, in terms of sales growth over the last three
years and compared to other competitors

H20a: that there is a relationship between type of external assistance used in the running of the
business and the performance of the business, in terms of sales growth over the last three
years and compared to other competitors

H21 o: that when compared to other businesses in the local area there is no relationship between
the nature of the business' market, in terms of number of market share, customers and
products and services offered and the performance of the business, in terms of sales
growth over the last three years and compared to other competitors

H21 a: that when compared to other businesses in the local area there is a relationship between
the nature of the business' market, in terms of market share, number of customers and
products and services offered and the performance of the business, in terms of sales
growth over the last three years and compared to other competitors

1122o: that when compared to other businesses in the local area there is no relationship between
the business's profitability and financial indicators and the performance of the business, in
terms of sales growth over the last three years and compared to other competitors

H22a: that when compared to other businesses in the local area there is a relationship between
the business's profitability and financial indicators and the performance of the business, in
terms of sales growth over the last three years and compared to other competitors

H23o: that when compared to when the business was first started there is no relationship between
the current nature of the business' market, in terms of number of market share, customers
and products and services offered and the performance of the business, in terms of sales
growth over the last three years and compared to other competitors

H23a: that when compared to when the business was first started there is a relationship between
the current nature of the business' market, in terms of market share, number of customers
and products and services offered and the performance of the business, in terms of sales
growth over the last three years and compared to other competitors

H24o: that when compared to when the business first started there is no relationship between
the business's current profitability and financial indicators and the performance of the
business, in terms of sales growth over the last three years and compared to other
competitors

H24a: that when compared to when the business first started there is a relationship between
the business's current profitability and financial indicators and the performance of the
business, in terms of sales growth over the last three years and compared to other
competitors
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H25o: that there is no relationship between current business performance compared to three
years ago and expected business performance in three years time

H25a: that there is a relationship between current business performance compared to three
years ago and expected business performance in three years time

3.6: The Survey Questionnaire

A survey questionnaire incorporating the hypotheses and sub-hypotheses outlined in section 3.5
will be used to collect data on the main research question of whether or not there is a relationship
between the small business owner/manager, specific management, attitudinal/behavioural and
educational/experiential competencies and the performance of the small business. Further details
of the survey will be outlined in chapter 4.

3.7: Expected Findings

Using the framework for analysis outlined in the model shown in table 2, it is hypothesised that
small business owner/managers with above average sales growth will perceive themselves as
competent generalist managers with correspondingly higher ratings on self-evaluated
competencies than their lower-performing counterparts. In line with previous research it is
expected that factors such as business location, previous business ownership experience, family
background and training / education will be highly correlated to business performance. Gender is
not expected to be highly related given the disproportionate numbers of male respondents (75%
of total respondents) in the survey.

3.8: Conclusion

This chapter began by restating that the study's research questions were as follows:

i. whether or not there is a relationship between a small business owner-manager possessing
specific management competencies, the attributes of the small business itself and the performance
of their small business, as measured by growth in sales over the last three years or alternatively, as
measured relative to other local business competitors;

ii.what these small business owner / manager competencies and small business attributes are; and

iii. whether or not these competencies and attributes are generic in nature and / or vary across
geographic locations.

Tying these questions in with the results of past research allowed a model or framework of
analysis to be developed for this study. From this model a series of research questions were
further developed in order to achieve this study's three objectives:

1. to operationalise the attributes of the small business and the specific management, attitudinal
and behavioural competencies associated with founding and growing / operating a small business;
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2. to investigate how these attributes of the small business and the management, attitudinal and
educational / experiential competencies of the small business owner/manager relate to the
performance of the small business itself, and
3. to determine whether or not these competencies and attributes are generic in nature and / or
vary across geographic locations.

To complete the study's "jigsaw", hypotheses and sub-hypotheses were developed in order to
show how the pieces fitted together into a coherent whole. The survey questionnaire, outlined in
the next chapter is the means by which the pieces will take shape, before being analysed and
ultimately fitted together in chapters 5 and 6.
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CHAPTER 4:	 RESEARCH METHODS

4.1	 Introduction

Previous research on this topic of study has been undertaken in a number of academic disciplines.
The focus has either been on either the variables impacting on the start-up stage of the small
business or on those variables impacting on the business' success, growth or failure. This dual
approach has also been reflected outside of academia, in government training and industry
research bodies and by management consulting firms for example, which have largely focused on
identifying and "picking winners", whether it be successful individuals' personal traits or attitudes
or their success routes which result in improved business performance and growth.

In chapter 2 it was noted that a variety of data collection methods has been employed in previous
research including cross-sectional surveys, longitudinal studies, semi-structured interviews and
case-based inductive studies. However, this variety of approaches and difficulties in obtaining
reliable and consistent data for small businesses has made comparisons and interpretation of
findings and measurement of small business performance difficult. As a result of these problems,
several recent research papers on this topic have concluded that financial variables are not
practical or necessarily reliable indicators of performance in small businesses (Burns, 1989, p.55).
For this reason the use of two proxy performance variables, one quantifiable in nature (sales
growth) and the other a broad-based measure, were developed for use in this study.

Given the findings of past research on this topic, in chapter 3, the model for this study, research
questions and sub-hypotheses were developed. The method of data collection - a survey
questionnaire and expected findings were also noted.

In sections 4.2 to 4.3 of this chapter, in an attempt to overcome the limitations highlighted by
previous studies yet bound by the constraints of time and money, the cross-sectional approach
used to collect data for this study is outlined. In section 4.4., the statistical research methodology
of triangulation, which utilises both quantitative and qualitative analysis of data is also outlined, in
terms of its use in this study.

4.2:	 Data collection

4.2.1: Data sources: sample selection & size

Australian industry is dominated by a large number of small businesses as noted in section 1.2.
The majority of small business start-ups and small businesses are in the service sector, which are
characterised by low entry thresholds (Smallbone, 1990, p.43). Thus the Australian retail
industry, as an easily identified part of the service sector was targetted for the purposes of this
study.

According to the latest small business statistics published by the Australian Bureau of Statistics,
retail trade in Australia in 1991-92 represented 19.7 % of all small businesses, employed 20.98%
of all small business employees and was the largest employer of all business-types employing
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20.2% of the total workforce (A.B.S., 1994, p.10). In terms of total turnover for the retail trade
industry, the largest percentage contribution to turnover in the retail trade industry came from the
"Other retailer" group (ASIC Group 489) which includes photographic equipment stores, sports
and toy stores, newsagents, stationers and booksellers, sencond hand goods dealers, nurseries and
florists and miscellaneous retailing (A.B.S., Small Business In Australia, 1991-92, pp.124-6).

Due to the size of the Australian retail industry's population, the hypotheses were tested using a
sample drawn from the "Other retailer" group sector of the retail trade industry, in a particular
geographic location. This sector was the newsagency sector in N.S.W. and the A.C.T. and
involved only newagencies who were members of The Newsagents Association of N.S.W. &
A.C.T. Inc. As such, the sample was non-random in nature.

4.3: Data Collection Methods: the survey questionnaire, its distribution & collation

4.3.1: The survey questionnaire

Current literature on the issue in question, enabled a list of management competencies and small
business attributes to be developed and two proxy variables for performance to be identified. A
questionaire was written on the basis of these competencies, attributes and the identified
performance measures.

A survey instrument, directed to a sample population from the retail trade sector was used to
ascertain whether or not there is a relationship between the attributes of the small business,
specific management competencies, the small business owner/manager and the performance of
their small business. Measuring "performance" in terms of sales growth over the last 3 years, it
was expected that above average industry performance would be shown in small businesses which
were managed by small business owner/managers possessing specific management, behavioural
and attitudinal competencies. The converse was expected to be true for small businesses
experiencing below industry average performance. External factors such as age and level of
education were not expected to be related to above industry average small business performance.
Interviews were also conducted with 3 industry participants to enhance the veracity of the survey
results.

Each variable identified in the study's sub-hypotheses was examined in at least one question in the
survey. A copy of the quest kik-lc-41re is found ih Apperd ix 2.

Much of the past research on this topic has relied on biographical data such as education and
previous business-ownership to act as indicators for measuring competence. In this study this
approach was also used with simple questions being used to measure the years and type of
previous business ownership and years and type of training. These dimensions of competence
were then operationalised in the survey questionnaire by asking respondents to provide
self-ratings. This was in line with the approach adopted by Chandler & Jansen in their 1993 study
on "Founder Competence and Performance".
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4.3.2: Data collection

Data was collected by inclusion of a copy of the survey in the December 1994's issue of The
Newsagents Association of NSW & ACT Inc. 's News Bulletin. This was sent out to
approximately 1 000 addresses on the Association's membership database. This meant the study
was cross-sectional by nature providing a "snap-shot" of the small business (the respondent's
newsagency) at the particular time of the survey.

4.3.3: Controls

Whilst geographic location and industry-type were controlled for by the sample selection criteria
applied, each questionaire was not coded. However, identification of respondents and
non-respondents was possible due to a request in the survey for the respondent to identify the
location of his/her newsagent by postcode number.

4.3.4: Time dimension

This study was cross-sectional by nature given time constraints. This meant that the survey
responses and results actually provided a "snapshot" of the small business at the particular time
that the survey was distributed. Nonetheless, the survey itself in terms of its initial distribution and
subsequent follow-up, via an entry in the Association's February News Bulletin was actually over
three months.

4.3.5: Response & non-response

The survey questionnaire was distributed with the December 1994 issue of The Newsagents
Association of NSW & ACT Inc.'s News Bulletin. No time frame was set for survey participants
to respond although it was noted on the actual introductory note that "broad survey findings will
be published in the Association's News Bulletin early next year.", which implied that a response
was required by January / February 1995 at the latest.

Whilst Dillman (1978) calculated that a response rate of at least 30% of the sample in mail
surveys was required to yield a satisfactory result in 1972, only 12% of the total sample actually
responded. The major reason for the low response rate, outlined more fully in chapter 6, resulted
from the timing of the survey release. To increase confidence in the survey results, three industry
participants were interviewed. The results of these interviews, outlined in chapter 5, generally
confirmed the survey results.

4.3: Measurement of variables

4.3.1: Variables used in the survey

Various measurement criteria were used for each variable to yield satisfactory and meaningful
results. A proxy variable for performance of sales growth over the previous three years of the
operation of the business, was used in this study. Further, to ensure consistency of response,
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respondents were also asked to rate "overall business performance" both broadly and in relation to
competitors.

In table 4.	 below, a summary of the variables used in the study and their corresponding
question numbers in the questionnaire is provided. These were developed from review of previous
research in chapter 2 which led to the expanded research questions outlined in chapter 3. Various
scales were used to measure the variables. An explanation of the measurement criteria for each
variable follows this table.

Table 4	 Variables used in the study

Variable Question No. in Survey

gender 1

geographic location 2 & 6(ii)

respondent's position in business 3

no. people employed full time in business (including respondents) 4

year of commencement of business 5

age of business 5 & 6(i)

reason for change in location of business 7

skills acquired prior to operating current business 8(a) & (b)

type of training received prior to operating current business 8(b)

family background influence 8

previous business experience 8

previous employment experience in newsagency or connected
industries

8

no. of previous businesses operated 9

length of time spent operating previous businesses 10

age of small business owner/manager at time of business start-up 11

motivation for business start-up 12

Variable Question No. in Survey

self-perception of competencies (i.e.skills, attitudes & behaviour)
relative to local business competitors

13

management skills acquired before commencement of current
business

14

current management skills 15

source of improved skills 16

type of external assistance used 17
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current nature of business' market relative to local business
competitors

18(a)(i)-(iv), (vii)

business' current profitability and financial indicators relative to local
business competitors

18(a)(v)-(vi), (viii)

current nature of business' market relative to their nature at start-up 18(b)(i)-(iv), (vii)

current nature of business' profitability and financial indicators
relative to their nature at start-up

18(b)(v)-(vi), (viii)

current business' performance and expected performance in 3 years
time 

19,20 & 21

4.3.2: Measurement criteria used for variables

The measurement criteria used for each variable differed according to the nature of the variable
being measured. Many questions in the survey questionnaire such as that on the respondent's skills
acquired prior to operating the small business (i.e. question 8) used forced answers in order to
differentiate between respondents. Other questions allowed open-ended responses if the
respondent chose the "other" category. Some questions such as that on the respondent's
motivation for setting up their own business (i.e. question 12) allowed for more than one
response, whilst others such as the respondent's gender, being nominal in nature, allowed only one
response. Lastly, comparative questions focussing on for example, the respondent's changed skills
or current business performance relative to competitors or at the time of starting-up the business,
allowed respondents to rate themselves against a structured five-point Liken rating scale.

4.4: Analytical techniques - the use of triangulation

Using the statistical research methodology of triangulation, qualitative research methods were
also used to complement the quantitative methods used (Jick, 1979, p.602).Qualitative research in
the form of interviews with three industry participants was conducted and the results of other
studies by organisations such as the Financial Management Research Centre. were also compared
to ensure consistency and confidence in survey results.

To determine whether or not there was a relationship between the attributes of the small business,
specific management competencies of the small business owner/manager and the performance of
their newsagency, and the degree of difference it may make to performance, multiple regression
analysis was used. More specifically, it was hoped that the use of this technique, would enable
relationships to be identified which would explain the differentiation between groups(small
business owner/managers & the performance of their newsagencies) due to possession of different
management competencies.

In conjunction with these inferential statistical techniques (better known in layman's terms as tests
of significance and measures of association), descriptive statistical techniques were also used.
These included frequency distributions, cross-tabulations, correlations and non-parametric tests
such as chi-square distributions, which were used to analyse survey responses to ensure
relationships exist and to test the significance of difference.
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The results of both types of analyses were then compared. This was necessary in order to see if
the descriptive statistical techniques used to summarise patterns in the survey responses, were
complemented by the results of the inferential statistical techniques (i.e. tests of significance and
measures of association) in applying the identified patterns and processes to the general
population (De Vaus, p.135, 1991).

Finally, because of the low response rate to the survey (approximately 12%), some qualitative
research in the form of interviews with industry participants other than small business newsagency
owner / managers was undertaken to qualify, explain and support the results of the quantitative
research. These interviews are found in more detail in Appendix 4. Follow-up mail-outs in order
to reduce the rate of non-response was not possible given that the Association was unwilling to
"hand over" the addresses of its membership. Tests for non-response were not deemed necessary
given the additional qualitative research undertaken and the use of inferential statistical techniques
which assess whether or not the patterns identified in survey responses could be generalised or
approximated to most samples (De Vaus, p.299).

4.5: Conclusion

In this chapter, the mechanics of data collection for this study were outlined. Although, a
variety of data collection methods have been utilised in previous research on this topic, a
cross-sectional survey directed to the newsagency sector within N.S.W. and the A.C.T. was the
preferred method, in terms of time and cost, for this study.

In attempt to overcome some of the limitations of past studies and to enhance survey response, a
broad proxy variable for performance of sales growth over the last three years was chosen.
Variables to be measured were incorporated into a 21 question survey. The use of triangulation or
the combining of both quantitative and qualitative analysis of data was also briefly outlined in this
chapter as the statistical research methodology to be used to analyse the results of the survey.

In the next chapter the number crunching of the data will be outlined in terms of the analytical
techniques used. The subsequent results yielded will be fully explained in the context of the
sample population and the objectives of this study. Comparisons with other studies will also be
undertaken, bearing in mind the limitations and thus difficulty associated with doing so because of
the use of different performance measures, data collection methods and samples used.
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