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South African business
incubators and reducing
the SME failure rate –
A literature review
Abstract
Small business failure is one of the biggest challenges faced by developing countries,
and business incubators have been touted as a solution to reducing the failure rate
of these small and medium-sized enterprises (SMEs). Thus, the number of business
incubators has escalated worldwide, including South Africa. Consequently, significant
time has been devoted to researching business incubators and their role in SME success. However, the effectiveness of these incubators is still in question, thus a study is
being conducted to determine how effective business incubators are in reducing the
failure rate of SMEs.
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The findings show that there are some improvements in SMEs that have been incubated or supported, but not enough to make a dent on the failure rate at the country
level, as the failure rate has stubbornly remained the same. One of the concerning key
findings is that there is a misalignment between the goals of business incubators (BIs)
and the SMEs’ needs. SMEs are looking for access to finance and access to markets,
while BIs are offering office space and other support services.
BI and SME goals need to be more aligned if we are to effectively enhance small business development interventions and reduce current failure rates. More empirical research is still needed to measure and quantify the effectiveness of BIs to SME failure
rates, as no research has attempted to link a business incubator to both the success of
individual SMEs and the country’s SME failure rate.
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INTRODUCTION
Small and Medium Enterprise (SME) sector is seen as a key driver for
economic growth, job creation and poverty alleviation in South Africa
(BER, 2016). As a result, the growth of SMEs is a subject of interest in
the country, and the democratic government has formulated policies
and introduced various initiatives to boost the sector to achieve the
desired impact on the economy. Even though these initiatives have
not fully produced the desired outcome, some progress has been made
within the SME space. For instance, the number of SMEs increased
by 3%, from 2.18 million in 2008 to 2.25 million in 2015 (BER, 2016).
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Moreover, their contribution to gross value added increased from 18%
in 2010 to 22% in 2015 (BER, 2016). However, a lot still needs to be
done to realise the National Development Plan (NDP) 2030 targets,
which include the creation of 11 million new employment opportunities in South Africa, with 90 percent of these jobs expected to be
generated within the SME economy (NDP, 2013). As a result, the SME
sector remains a priority policy issue for the national government to
address poverty issues.
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Business incubators have been enlisted as one of the critical players necessary for the support and
subsequent success of SMEs. Consequently, business incubators have emerged in large numbers to
support and grow sustainable and profitable SMEs (Lose & Kapondoro, 2020; Masutha & Rogerson,
2014a). However, the effectiveness of these programs is still questionable, and the fact that there is
no standard measure to assess their effectiveness accurately exacerbates the problem.
The challenge South Africa continues to face is the high failure rate of SMEs coupled with low early-stage
entrepreneurial activity and, as a result, the economic contribution of SMEs is lower than expected.
This is the case even though the number of business incubators grew significantly in the past 5 to
10 years. Business incubators (BIs) aim to improve the survival and success rate of SMEs and consequently reduce the failure rate of SMEs in the country, but so far, the outcomes are not desirable
(Herrington et al., 2017; Seed Academy, 2019) as the failure rate remains persistently high.
The role of BIs is to provide support to SME owners so they can grow and sustain their businesses.
Empirical research on business incubation success is minimal, and this can be attributed to the fact
that it is challenging to collect longitudinal data of incubated and non-incubated SMEs to critically
assess their effectiveness (Lukeš et al., 2019). Most countries have embraced incubators in their policies as a response tool for encouraging entrepreneurship. However, because of the limited research
that focuses on measuring the effectiveness of incubators, their effectiveness is still debatable. van
Weele et al. (2019) state that the success of the business incubators is to a large extent determined
by the success of the SMEs that have been supported. Despite the high failure rate of SMEs in South
Africa, the business incubator space continues to grow at a rapid rate, without a systemic measure
of their success (Fernandez et al., 2019; Nicotra et al., 2017).
Therefore, the objective of the study is to investigate the role of business incubators in reducing the
failure rate of SMEs in South Africa. This will be done by analyzing the trends and progress made
by business incubators on the survival rate of SMEs in incubators, post-incubation and the failure
rate in the country thereof.
In 2001, there were only three public sector incubators but the number increased sharply to 51
(Masutha & Rogerson, 2014a; Masutha & Rogerson, 2014b). ANDE (2018) reported more than 250
incubator programs in South Africa and further revealed that South Africa’s entrepreneurial ecosystem map shows that 340 organizations provide support in the entrepreneurial ecosystem, however Crampton (2019) presents a “definitive” list of business incubators with a total of 58 BIs in
South Africa. This inconsistency in reporting the number of BIs in South Africa is highlighted by
Hewitt and van Rensburg (2020) who notes that these numbers could not be confirmed. About 150
of the BIs are capacity development providers, and this is inclusive of both public and private organizations operating in the South African economy according to ANDE (2017). Most of the BIs
are based in the metropolitan areas and are mainly privately owned.
The duration and activities or services offered by the different BIs vary substantially, making it
difficult to measure and benchmark against each other. Although the services provided vary, there
are common stages during this time that SMEs have to go through which are pre-incubation, incubation and post-incubation stages with a different kind of support for each phase.
The research questions the study seeks to answer are how effective are business incubators in reducing the failure rate of SMEs in South Africa and whether there is reliable and valid literature or
data as evidence of the effectiveness?
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1. LITERATURE REVIEW
1.1. The conceptualization of business
incubators

Incubators also manage incubatees by monitoring their performance against their business plans
to ensure they grow towards financial independence (Adegbite, 2001). Similarly, accelerators are
organizations that offer short and fixed-term cohort-based programs to venture firms to facilitate
their growth. These programs last about three
months (Cohen, 2013). Additionally, accelerators
offer seed capital, workspace, mentoring, monitoring, and networking opportunities with successful entrepreneurs, venture capitalists and angel
investors to nascent ventures. Further, accelerator
programs conclude with public events in which
graduates of the program pitch their businesses to
potential investors (Cohen, 2013). Hybrids are alliances between centers that exchange and co-develop goods and services to create value, reduce
operational costs, by combining resources, organizing information, and safeguarding associated
risks (Jolink & Niesten, 2012).

Business Incubators (BIs) are entities that provide businesses with strategic and value-adding interventions to facilitate the success of new
ventures and mitigate their potential failure
(Hackett & Dilts, 2004b). In the global context,
BIs are recognized as essential instruments for
promoting entrepreneurship and technological
innovation at the SME level (Adegbite, 2001;
Schutte & Direng, 2019). BIs consist of an integrated package of services, facilities and mechanisms provided to SMEs to improve their productivity, access to financing, markets, as well
as technology (Karim, 2017; Meyer et al., 2016).
The providers of business incubation include
specialized government agencies, private corporations, non-profit organizations and business
associations of which are sometimes referred Hybrids function in the following formats:
to as business development service providers
a. Demonstration centers that provide the requi(BDSPs) (Hausberg & Korreck, 2018).
site technologies, equipment and knowledge
BDSPs, accelerators and incubators are names
to enable the establishment and growth of
used interchangeably in the industry within the
enterprises.
South African context, and not much distinction
is made here, but conceptually they are different b. Incubation centers that offer business support
as explained below (Bergek & Norrman, 2008;
services to start-ups and existing businesses
Meyer et al., 2016; Pompa, 2013). This study has
to facilitate their growth and sustainability.
adopted the term business incubators as is more
commonly used than the others and also better c. Innovation support centers that facilitate
understood.
the commercialization and transfer of technologies to nascent and existing enterprises
Incubators are firms that enlist young firms at
(Masutha & Rogerson, 2014a).
their start-up stage and nurture them to survive
and grow to sustainable and successful business- Enterprise and Supplier Development (ESD) rees (Adegbite, 2001; Aernoudt, 2004; Bergek & fers to the efforts of buying organizations to imNorrman, 2008; Hackett & Dilts, 2004a). Typically, prove the capabilities and performance of their
start-ups graduate from incubators after one to suppliers (Krause et al., 2007). These firms enfive years from the time they began the incuba- gage in this development process to accrue benetion program (Cohen, 2013). Incubators offer ac- fits such as timely and reliable delivery of goods
commodation space coupled with shared admin- and services, high-quality goods, flexibility and
istrative amenities for start-ups and services such reduced costs from their suppliers. They are typas hands-on business management skills, legal ically buying organizations engaged in ESD to
advice, marketing services, research and develop- offer training programs to improve the capacity
ment, support in refining business operations and of their supplier organizations, share informaproviding platforms and opening networks that tion, and in some situations, they make direct
facilitate access to finance (Cohen, 2013; Hackett financial investments in the supplier operations
(Krause et al., 2007).
& Dilts, 2004b).
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Therefore, for this study, business incubators en- In the South African context, business incubacompass all types of developmental support to tion began in 1995 and was established as hives of
SMEs.
the industry by the Small Business Development
Corporation (SBDC) (Dubihlela & Van
1.2. The history of Business
Schaikwyk, 2014). These consisted of premises
that
provided infrastructure such as telephones,
Incubation
electricity and power to SMEs in the townships.
The role of BDS has evolved over the years and Furthermore, they facilitated subcontracting
even more sophisticated with many service offer- partnerships between large enterprises and small
ings. Historically, the first BI was established in businesses (Buys & Mbewana, 2007). Since then,
the United States of America in 1957, and it offered business development services have evolved into
space and business advisory services to its ten- various models, including, accelerators, technolants (Hausberg & Korreck, 2018). In the 1960s and ogy hubs, enterprise supplier development (ESD)
1970s, business incubators grew, courtesy of gov- programs, university-based incubators, as well as
ernment sponsorship to remedy firm failures and public and private sector incubators (Ntlamelle,
unemployment in a bid to grow the economy of the 2015; van der Spuy, 2019).
US (Campbell, 1989; Hackett & Dilts, 2004b). In
Europe, the first incubator emerged in the United There are various factors, which guide the BDSP
Kingdom in 1975 within the British steel indus- model and design; these include the objectives
try to create jobs in the steel closure areas (Karim, such as growing the economy, poverty allevia2017; Pompa, 2013). Germany and France followed tion, technological advancement, developing casuit and established incubators in 1983 and 1985, pability in the supply chain and internationalirespectively (Aernoudt, 2004). Business incubators zation of SMEs (ANDE, 2018; Dubihlela & Van
were first established to provide space for enter- Schaikwyk, 2014; Masutha & Rogerson, 2014b;
prises to operate rather than building firms. Thus, Zappala & Rinkunas, 2019). Mrkajic (2017) furthe success of business incubators was defined in ther developed three models of business incubaterms of leased space and the ability of tenants to tion from Bruneel et al. (2012), the first generation
pay up monthly expenses. Later, incubators mobi- providing basic infrastructure for its Incubatees,
lized resources to grow firms, and success was de- the second generation provides business developfined in terms of the incubatee firm expansion and ment capability in addition to the first, the third
ability to be independent (Smilor, 1987).
generation adding market reach development.
One of the key challenges in South Africa is that
In recent years, the focus has been on industry there is a diverse offering of BI models, with first,
renewal through technology innovation; thus, second and third generation and beyond on the
incubators are sustained as essential tools of en- market. This exacerbates the problem of comtrepreneurship in this sector (Ayatse et al., 2017). paring their output. Furthermore; in the South
Business incubators were established as instru- African context, there are other complexities that
ments for diversifying the offerings for purposes BDSPs shape their models around, such as geoof regional economies, but in later years, there was graphical locations (urban, rural and township),
a shift towards increasing regional competitive- different risks factors, and cultures (Dubihlela
ness by fostering the growth of technology-based & Van Schaikwyk, 2014; Lose & Tengeh, 2015;
firms (Aernoudt, 2004). However, many incuba- Msimango-Galawe & Urban, 2019).
tors in the developed world context reached saturation in the 1990s because most of them offered SEDA (2019) gives an overview of the current stasimilar services. The saturation triggered the tran- tus of BIs in South Africa, as well as the alignment
sition to the development of high-tech economies to the National Development Plan (NDP). This
and sector-specific incubators in the mid-1990s report highlights that the Department of Small
(Karim, 2017). This has further been augmented Business Development (DSBD) targets to create
by the adoption of the BDS concept in developing employment for 90% of the unemployed through
countries, which account for 40% of business in- SMEs. This goal is supported by a move to have
cubators globally (Akçomak, 2009).
an integrated entrepreneurial ecosystem for SMEs
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(SEDA, 2019). The integrated ecosystem includes
support agencies of the DSBD, namely, Small
Enterprise Development Agency (SEDA), Small
Enterprise Finance Agency (SEFA), National
Youth Development Agency (NYDA), Technology
and Innovation Agency (TIA), as well as the
National Empowerment Fund (NEF) (BER, 2016).
Through the use of BIs, the government aims to
provide space, mentoring, training, administrative, commercial and technical services as well as
financial modeling to its SMEs as a means to aid
their growth in early years (Masutha & Rogerson,
2014b; Meyer et al., 2016).

The SME sector’s current contribution to GDP is
36% and accounts for 55% to 65% of aggregate employment in South Africa (Herrington et al., 2017;
SEDA, 2018). However, recently, the country has
experienced low economic growth rates, which
have adversely affected the SME sector (STATSSA,
2019). SEDA (2019) reported a 9.2% decline in the
number of SMEs, which resulted in a 20% decline
in SME employment from 8.1million in Q1 2017
to 6.44million in Q1 2018, reflecting a 1.6million
loss in employment opportunities. Furthermore,
the unemployment rate in South Africa remains
high, standing at 38.5% between Q2 and Q3 of
2019, and this is also attributed to the slow ecoHalf of the BIs in South Africa are sector agnostic nomic growth and the fact that large enterprises
offering multiple business development services are downsizing and restructuring (SEDA, 2019;
(ANDE, 2018). Up to 82% of the existing business STATSSA, 2019; van der Spuy, 2019). In addition
incubators are public sector driven, while 18% are to these declines, 70-90% of South African firms
private sector driven (Dubihlela & Van Schaikwyk, are said to fail in the first three years of establish2014). However, the South African government ment (Ayandibu & Houghton, 2017; Mazanai &
has adopted an integrated multi-stakeholder ap- Fatoki, 2011).
proach to business incubation in the sense that the
national, subnational governments and the private Literature analysis revealed that in the South
sector are all engaged in the incubation programs African context, the challenges of SMEs are many
rolled out across the country by the government and vary, depending on the province and the lev(Masutha & Rogerson, 2014b; SEDA, 2019).
el of economic development of that community (Choto et al., 2014; Sitharam & Hoque, 2016).
1.3. The needs of SMEs
SMEs in South Africa are diverse in their needs
due to various factors in their contexts that are
and the reasons for
at the individual, firm and environmental level,
the establishment of BIs
as such, the reasons for SMEs failure will vary
Akçomak (2009) outlined various reasons for the (Msimango-Galawe & Urban, 2019; Olawale &
establishment and maintenance of BIs, including: Garwe, 2010). The following have been identified
providing premises and administrative servic- in the South African literature as being the top
es to reduce start-up operational costs and risks. five reasons for SME failure and SME needs; acAdditionally, as a means to reduce unemployment cess to finance, access to markets, business suplevels, foster collaboration between universities port and skills training, access to infrastructure
and industries through the commercialization of and access to technology (BER, 2016; Dubihlela
research and technology transfer. Furthermore, & Van Schaikwyk, 2014; Seeletse, 2012; Worku,
enabling networking among firms which further 2016). The South African GEM 2019 report indifacilitates access to finance, markets and knowl- cated the top three challenges that result in SMEs
edge. In South Africa, the typical key performance failing or exiting their businesses as business unindicators for incubators have been summarized as profitability, financing problems and personal
including “number of applications to the incubator, reasons. Although these top three reasons are not
number of incubatees, SME survival rate during in- the same as those suggested by the previous aucubation, client and SME satisfaction and incubator thors; finance still features as one of the key reaprofitability” (Department of Trade and Industry, sons for failure (Herrington & Kew, 2019). This
2014, p. 67). It is important to interrogate whether confirms the assertion that the top challenges are
these goals are aligned to the needs of SMEs that very much context-dependent, it is notable that
join the incubators and how this alignment would finance features consistently irrespective of the
result in decreasing SME failure rate.
different contexts.
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gards to the type of BI programs offered, BIs that
have a set curriculum for SMEs over a defined period produced the best results for start-ups which
are at the early stage of growth. On the other hand,
bespoke BIs that offer only a specific service that
an SME has applied for created the best results for
businesses that were at a later stage of development.
The support that SMEs value the most include support for business strategy, access to finance, and
people training and development. SMEs indicated
that the factors that significantly impacted the performance of their businesses included improved
knowledge and know-how with regards to business strategy, financial budgeting and planning,
Recent studies from the developing world con- marketing and regulatory issues (C4G, 2018).
text indicate that incubated SMEs perform better
than those who are not incubated, and the surviv- Despite the positive findings cited above, some real rate is better than the national average and the searchers argue that BIs are ineffective. Schwartz
jobs added per SMEs are supporting evidence to (2008) conducted a study on the post-incubation
that argument (Akçomak, 2009; Al-Mubaraki & success of SMEs and found that when firms exBusler, 2013; Lose & Tengeh, 2015; Masutha, 2013). it the protective environment of a BI, their likelihood to fail would increase despite the time spent
BIs are expected to address the challenges faced at the BI. These findings are corroborated by daby SMEs, and this led the researchers to investi- ta in South Africa, which show that the dropout
gate what entrepreneurs view as success as these rate of businesses before graduation from the busiare the things expected from business incubators. ness incubation program ranges from 10% to 30%
In the South African context, entrepreneurs cited (Masutha, 2013). Furthermore, Lose et al. (2016)
financial support, networking opportunities and highlight that institutional incompetence can hinmarketing support as key to the success of their der the success of incubatees such as lack of manbusinesses. They view these as the top three fac- agerial skills. In the Nigerian context, many of the
tors that can help them move their businesses to incubatee firms were reluctant to exit the incubathe next level (Seed Academy, 2017).
tor program, and only 30% graduated after a sixyear period (Adegbite, 2001).
According to the C4G (2018) report, BIs in South
Africa influence the performance of SMEs in dif- Research suggests that various factors lead to the
ferent ways as detailed below.
above failures such as the lack of clear missions for
setting up business incubators, poor implementaBIs enhanced the revenue growth of SMEs, most- tion of selection, entry and exit criteria for inculy the smaller enterprises, this is because generally batees, inadequate funding for BIs, as well as inadmicro-businesses grow faster than larger business- equate managerial capacity and lack of entreprees and they operate from a lower base of revenue. neurial skills of managers (Lose & Tengeh, 2015).
Furthermore, although over 90% of SMEs receiv- In other situations, business incubators were esing BIs improved their processes, improved pro- tablished to achieve political or donor funding
cesses did not necessarily lead to significant im- goals such as putting up real estate investment as
provements in revenue margins. The best perform- tangible evidence for public policy for economic
ing BIs did not necessarily perform well with re- growth and innovation, yet this may not transgards to improving the processes, revenue growth late into business incubatees’ success (Tavoletti,
and margins of the SMEs they were supporting. 2013). In South Africa, the incubatee dropout and
This is partly attributed to poor communication post-exit failure are attributed to factors such as
between BIs and their client SMEs with regards to the lack of entrepreneur discipline and effort, lack
the need’s assessment and expectations. With re- of procurement opportunities, low demand for loAdditional SME challenges reported were low levels of research and development which hampers
innovation, stringent labor laws, an inadequately
educated workforce as well as high levels of crime
(SEDA, 2019). The challenges above lead to the
high failure rates (75 to 90%) of businesses within
the first three to five years of operation depending on which statistics one refers to (Ayandibu
& Houghton, 2017; Mazanai & Fatoki, 2011).
Furthermore, the survival rates of start-ups are
low, and this is because many of the small businesses tend to be necessity-driven as opposed to
opportunity-driven entities (BER, 2016).
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cal products, presence of cheap imports, non-compliance, financial mismanagement by an entrepreneur and the fact that some entrepreneurs are job
seekers (Lose & Tengeh, 2015; Masutha, 2013).

suggests that those supported create jobs and have
better survival rates. However, this benefit still
needs to be measured and quantified concerning
economic growth. Despite the reported positive
impact of BDS in South Africa, many incubatee
Obviously, what entrepreneurs call their biggest firms were still confronted with impediments
needs, such as access to market, access to finance, such as the lack of funds, lack of credit facilities,
and business skills, are not necessarily what BIs poor support from the incubators, limited access
emphasize in their programs, so the misalign- to technology, inability to communicate effectivement continues and interventions not as effective ly with incubator managers, as well as crime and
as they were meant to be.
corruption that retarded their growth during incubation programs (Lose et al., 2016). Therefore,
1.4. SMEs failure rate and
these studies posit that further impact on the reduction of the SME failure rate can be achieved if
introduction of business
BIs can improve on the factors highlighted above
incubators
as opposed to using the number of incubatees
Two decades after the establishment of BIs in supported (Msimango-Galawe & Urban, 2019;
South Africa, the SME economy has made signif- Olawale & Garwe, 2010; Wyckham et al., 2012).
icant progress. For instance, technology stations,
which are deemed as cost-effective instruments SMEs continue to be the backbone of any econofor supporting SMEs have facilitated the establish- my, so their success is critical to economic growth.
ment of new technology-based enterprises (Meyer Therefore, it was important to investigate the sucet al., 2016; van der Spuy, 2019). Moreover, they cess of business incubators in reducing the failure
have enhanced links between universities and rate of this important sector.
the industry, thus contributing to the placement
of university students in industries (Kavhumbura,
2014). They also led to partnerships between uni- 2. GENERALIZATION
versities and local and provincial governments
OF THE MAIN
(Masutha & Rogerson, 2014b).

STATEMENTS

However, there is no consistent approach on when
and what to use as a measure for the success of
SMEs that have been incubated, whether it is financial viability (Worku, 2016) or employment
creation, (Lukeš et al., 2019). Although BIs report
a high success rate in their incubated SMEs, this is
not reflected in the failure rate of SMEs in South
Africa (SEDA, 2019; van der Spuy, 2019). This study
argues that an ideal situation is to have SMEs go
beyond survival mode and scale. Schwartz (2008)
argues that post-incubation success is key and
overlooking this would imply that post-incubation success was not an objective of the incubation.
Dubihlela and Van Schaikwyk (2014) argue that
the effectiveness of a BI is seen in its contribution
to the economy; when considering this and the
NDP goals for SMEs, the creation of employment
can be considered as a measure of the impact of
incubated SMEs. This points to the fact that there
is an economic benefit in having BIs as research

200

Measuring and quantifying the effectiveness
of business incubators in supporting SMEs is
critical in a world where SMEs are identified as
key contributors to economic development. In
South Africa, SMEs are expected to create most
of the job opportunities, reduce poverty and address inequality challenges, and this is the case
with other emerging economies that have similar issues (NDP, 2013). This study embarked
on a literature review to investigate the effectiveness of BDS in improving the success rate
of SMEs, consequently reducing the SME failure rate in South Africa as this is deemed very
important if the country is to achieve any of the
SME goals mentioned above. This study further investigated if BIs and SME were aligned
in what was offered and what was expected respectively, taking into consideration the need of
SMEs and potential critical success factors for
BI effectiveness (Hewitt & van Rensburg, 2020).

http://dx.doi.org/10.21511/ppm.19(2).2021.16

Problems and Perspectives in Management, Volume 19, Issue 2, 2021

For any country to know if they are making progress on their SME policies and all the initiatives they have introduced to develop the SME
sector, standard key performance indicators
are needed that can be measured consistently
across the board.
In this case, measurement the effectiveness can
assist in linking the support offered, the progress of the beneficiaries and the improvement
in the country’s failure rate. So far no studies
have tried to link the three (support from BIs,
needs of SMEs and reduction of the country’s
SME failure rate) and determine the relationships and impact on the outcome, which is the
failure rate and economic growth. For a country
to be able to monitor and evaluate its progress
in SME support, clear performance indicators
are needed that will assist in quantifying the
progress and effectiveness of all interventions.
South Africa currently relies heavily on the support of both private and public incubators to
advance the SME agenda and reduce failure, so,
this study focuses on business incubators.

3. DISCUSSION
The study sought to establish how effective
Business Incubators are in reducing the failure
rate of SMEs in South Africa. The review of literature revealed that SMEs in South Africa have
common needs that drive them to join BI programs. These SME needs include business strategy support, access to finance, access to market,
and people training and development in a bid
to develop their businesses (C4G, 2018). In the
South African context, there are many BI models, ranging from the first-generation model
that provides premises and infrastructure only
to those that provide business support, virtual
support and access to market (C4G, 2018).
Understanding the BI models available in South
Africa and the needs of the SMEs is critical to provide solutions for BIs in their bid to grow SMEs
and reduce the failure rate thereof. Furthermore,
it is important to look at the key performance
indicators of BIs, including the number of applications to the incubator, number of incubatees,
SME survival rate during incubation, client and
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SME satisfaction, and incubator profitability
(Department of Trade and Industry, 2014). The
literature reviewed presents a misalignment between the KPIs of business incubators and the
needs of the SMEs that they develop.
This has a critical impact on the focus of BIs,
since the BIs should cater to the needs of the entrepreneurs they serve in order to support their
development. Furthermore, the purpose and
mission of the incubators should be transparent
and aligned to entrepreneur needs so that they
can provide the right type of services for entrepreneurs. This factor also influences the incubator’s selection, entry, and exit criteria (Akçomak,
2009). Recent evidence has shown that entrepreneurs across rural and urban areas need more
than just the first-generation model of incubation (Lose et al., 2020). With the COVID-19
lockdowns in 2020, those incubators who could
not deliver their services virtually became obsolete as they could not deliver their support; it is
therefore pertinent that BIs consider their incubation models and include services that enable
entrepreneurs to thrive in these uncertain market conditions (Lose et al., 2020).
The innumerate amounts of challenges faced by
entrepreneurs have driven SMEs to seek business incubation to address their shortfalls, but
the questions remain: Are these interventions
effective? Are they providing the right support
to enable SMEs to address the said challenges?
Until these questions are reliably answered the effectiveness and quality of services offered by BIs
remain questionable as there seems to be a mismatch from what is offered to what is needed. As
much as progress has been made and some studies show a better survival rate of SMEs, which
have been incubated, there is still a lot to be investigated. Studies specific to business incubation suggest that these interventions are making
a difference, while economic indicators tell a different story, especially in South Africa.
The objective of the study was to answer the
question: How effective BIs are in reducing the
failure rate of SMEs in South Africa. The study
found that there is some positive effect that BIs
are making, however, the question of effectiveness, specifically in the reduction of the national
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SME failure rate, is still not answered. The lack
of quantifiable measures for BI effectiveness also makes it difficult to measure and make conclusive findings.
The mismatch between SME needs and BI goals
and KPIs presents a critical challenge for the

reduction of the failure rate of SMEs in South
Africa. Although there is a slight overlap, the
misalignment is to do with the top two SME
needs, access to finance and access to markets,
as cited above. It is recommended that BI goals
and programs be more aligned with the reported SME needs to be more effective.

CONCLUSION
The literature reviewed painted a blink picture in terms of measuring the effectiveness of business
incubators. Most BIs have a self-reporting system in which their success is reported according
to the number of SMEs they supported and graduated from their program, and nothing is about
meeting the needs of SMEs or aligning their needs to their beneficiaries’ needs. Due to the lack of
empirical studies, it is difficult to conclude on how effective BDS is in reducing the failure rate, but
given the literature reviewed in this paper, there is a clear misalignment between BIs and SMEs.
There are many studies (C4G, 2018; Herrington et al., 2017; Seed Academy, 2019) that show that
the biggest need for SMEs is access to markets and access to funding, but these are not the primary
focus of BDS providers, thus misalignment and ineffectiveness exist.
The limitation of this study is that only a literature review was used to obtain results, and the articles reviewed were mostly reports and articles that used primary data from cross-sectional designs
to generate results. It will be beneficial for future research to consider conducting longitudinal
studies over a longer period observing the performance of SMEs who have been incubated, those
who are still in incubation, and those who have never been incubated.
Furthermore, quantifiable measures need to be developed that can be used to objectively measure
the effectiveness and success of BIs. These measures should encompass both incubators and incubatees to be reliable and meaningful.
The research questions the study sought to answer were: How effective are business incubators in
reducing the failure rate of SMEs in South Africa? and Is there any reliable and valid literature or
evidence to support effectiveness?
This study concludes that there is insufficient objective convincing evidence that business development services or business incubators are effective in meeting the needs of entrepreneurs and therefore overall failure rates in South Africa. But there are guiding factors that have been identified
that are critical success factors for incubators to be successful and aligned with the beneficiaries.
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