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Abstract: Business incubators (Bls) are a significant tool in promoting the development of
entrepreneurial firms, technology-based growth firms and economic growth in South Africa. The
study reviewed the current literature on business incubation in South Africa. Bls in South Africa
emerged as a popular strategy in the 1990s and most of the current literature was established in the
same period. However, the current literature is still limited. The aim of this paper is to provide an
overview of existing knowledge on the role and effectiveness of business incubation in supporting the
development of new small startup businesses. The quantitative and qualitative literature published by
the academic and practitioner communities is reviewed. The searches indicated that incubation has
encouraged many studies in South Africa. The studies can be categorised under the following themes:
the role and contribution of incubators, success factors for business incubation, obstacles, and the
relationship between incubators and entrepreneurship. The areas for further research are suggested.
Two major areas that new research can explore focus on the creation of the model and self-
sustainability of Bls.
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1. Introduction

Sithole and Rugimbana (2014) point out that the term incubators is used to explain
an organization that develops and promotes an entrepreneurial idea from initiation
and commercialization. Wanger (cited in Buys & Mbewana, 2007) point out that
following the independence in 1994, business incubation in South Africa appeared
in 1995 when the Small Business Development Corporation (SBDC) formed ‘hives
of industry’. The hives played a crucial role in facilitating the needs required by
small firms. However, hives were not business incubators (BIs) in the current
practice and there was no incubation phase for a firm to move out of the hives
(Buys & Mbewana, 2007). Business incubators can provide incubated firms with a
conducive work environment and help emerging businesses to survive (Tilana,
2015; Kavhumbura, 2014). Thus, in South Africa incubators are viewed as having
a significant impact on economic growth and development (Mothibi, 2014; Lose,
2016). By helping incubatees to create employment, Bls can be a significant tool to
reduce poverty and inequalities in South Africa. Lose and Tengeh (2015) point out
that in developing countries, there has been increasing interest in the study of
business incubation as a significant economic and social phenomenon. Tengeh and
Choto (2015) and Van der Zee (2007) share similar views that Bls play a critical
role in the success of any organization. Business incubation continues to receive
attention globally, including in South Africa. This study aims to review the current
literature on Bls in South Africa and suggest areas for further study.

1.1. Problem Statement

In South Africa, limited research has been conducted on the performance of a
business incubator in terms of internationally recognized standards (Cullen, Calitz
& Chandler, 2014). Ndabeni (2008) concurs that in South Africa the incubation
process is a recent phenomenon and is still evolving. Lose and Tengeh (2015) are
of the view that the concept of business incubation is fairly recent in developing
countries and still developing in South Africa. Overall, there is an important
knowledge gap concerning business incubation in the country and in particular,
little is known about the geography, organization and operations of Bls across the
country (Masutha, 2014).

2. Objectives of the Study

This study aims at unpacking the current literature on Bls in South Africa.
Furthermore, the study will provide direction for fruitful future research.
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3. Literature Review
3.1. Definition of Business Incubation

The literature contains various definitions in an attempt to characterize Bls. Cullen,
Calitz and Chandler (2014) and Chirambo (2014) define Bls as a business
development tool that is used to grow entrepreneurial venture by providing a
platform for enterprises to build their foundation. Along the same lines, Lose
(2016) and Ndabeni (2008) refer to Bls as organizations that provide and facilitate
a protected environment to start-up, and exiting businesses by providing a
comprehensive range of shared services with the aim to minimize start-up failure.
Hence, Masutha and Rogerson (2014) and Dubihlela and Van Schaikwyk (2014)
point out that Bls are one of the strategic tools for helping entrepreneurs during
their start-up phase. These authors also point out that in both developed and
developing countries, incubation is viewed as a vehicle to reduce the high mortality
of incubated business. Drawing from the foregoing definitions, Bls are mainly for
the purpose of promoting and fostering the development of new and existing
businesses in South Africa (Mothibi, 2014; Lose, Maziriri, Madinga, 2016).
Masutha (2015) and Diedericks (2015) deduce that incubators provide small
businesses with technical and business consultancy services and targeted
infrastructural support services. Therefore, the performance of the incubator should
be measured based on the number of incubatee graduates and jobs created.

3.2. Studies on business incubations in South Africa

To identify current business incubation related articles, engines for academic
literature such as Internet searches were conducted through the use of a
combination of key words such as business incubators, incubation, incubatees,
entrepreneurship and South Africa. This yielded 41 papers, journal articles, theses
and dissertations covering the period between 2006 and 2016. For each selected
article, the researchers examined its literature and research opportunities. The
searches indicated that Bls has encouraged many studies in South Africa. Thus,
most of the studies could be categorized under the following themes: the role and
contribution of incubators; success factors for business incubation; obstacles; and
the relationship between incubators and entrepreneurship.
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3.3 Provincial distribution of different institutional forms of business
incubators in South Africa

. -10 . 3 ‘- Public Private - O

Figure 1. Map of South Africa showing provincial distribution of Bls

Source: Adapted from Masutha and Rogerson (2014)

Figure 1 shows the distribution of both public and private sector incubators on a
provincial basis. It indicates the government’s attempt to distribute such incubators
across all provinces. The largest clusters of Bls are currently located in the
provinces of Gauteng and KwaZulu-Natal, followed by Eastern Cape, Western
Cape and Mpumalanga. Together, these five provinces account for 90.2 percent of
all Bls. The provinces that are relatively sparse in respect of Bls are Limpopo,
North West, Free State and Northern Cape.

3.4. The role and benefits of business incubators

According to Ndabeni (2008), Lesakova (2012), Masutha and Rogerson (2014),
Lose & Tengeh (2015) and Choto (2015), the main role of Bls is to accelerate the
successful development of enterprises, by providing various business support
services and resources. In addition, Bls are being established in order to address the
problem of entrepreneurial venture failure and helping to reduce failure rate (De
Beer, 2012; Muyengwa, Dube, Battle & Masinga, 2014). Therefore, a business
incubator is described as an organization that facilitates and provides a protected
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environment to new, early and exit stage businesses by providing support to small
and medium-sized enterprises, equipping them with the necessary skills.

Chiromo, Muyengwa and Makuvaza (2014), note that networking experiences
between business owners is imperative. Thus, businesses learn from each other and
support each other professionally. Figure 2 summarizes the benefits of Bls, as
identified by Ndabeni (2008).

BENEFITS OF BUSINESS INCUBATORS

Figure 2. Benefits of business incubators
Source: Adapted from Ndabeni (2008)

Mostly government agencies, the private sector and higher learning institutions
establish Bls in South Africa. The majority of Bls focus on the high technology
incubatees (Buys & Mbewana, 2007). Thus, the development of Bls demonstrate
“that the right kind of business environment is increasingly being acknowledged as
an important factor contributing to the success of SMMEs and the local economy”
(Dubihlela & Van Schaikwyk, 2014:264). Therefore, both incubators and
incubatees have the best chance to improve and create more jobs opportunities in
South Africa.

3.5. Factors contributing to the success of business incubators

Bls are essentially organizations that help to increase survival rates of innovative
start-up companies and support the entrepreneurial ventures. However, like
business incubatees, incubators also face a number of challenges (Lose & Tengeh,
2015; Tengeh & Choto, 2015). Thus, many researchers have scrutinized the factors
that contribute to the success of business incubation. Buys and Mbewana (2007)
and Ndabeni (2008) argue that the factors that contribute to the success of business
incubation are as shown in Figure 3.
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Supportive government policies

Financial sustainability

Experienced advisory board

Networking

Policies and legal framework

Factors that contribute to the success of business incubators

Society open to innovation

Figure 3. Factors that contribute to the success of business incubation
Source: Adapted from Buys and Mbewana (2007) as well as Ndabeni (2008)

According to Buys and Mbewana (2007) and Ndabeni (2008), the identified factors
in Figure 3 are the most important influences on success of incubation in South
Africa. If an incubator has fewer than 13 of these factors it means that they lack too
many elements to be considered successful. The researchers, therefore, identify that
these factors all have positive interactions with the success of the business
incubator.

3.6. Challenges of Business Incubators in South Africa

Bls, like any type of business, face challenges in servicing incubatees in order to
carry out a rational assessment of why incubation programs are not completed.
Choto (2015) and Lose (2016) suggest that there is a need to look at it from all
perspectives, which is from both the Bls and incubatees side.
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Table 1.1 summaries the challenges that Bls face in running their business
ventures, as identified by Lose and Tengeh (2015) and Choto (2015) in the current
literature.

Table 1.1 The set of 4 potential challenges for business incubators

Access to advanced technology-based prototype

Lack of funding and sponsorship

Geographic area

Lack of entrepreneurial skills.

Source: Adapted from Lose and Tengeh (2015) as well as Choto (2015)

Ealid i o

3.6.1. Access to advanced technology-based prototype

According to Lose (2016) and Lose & Tengeh (2015), Bls in South Africa have
limited access to advanced technology-based facilities (prototype). Thus,
incubatees that promote innovation and technological products will not complete
the incubation programme. In addition, a study conducted by Ramluckan (2010)
revealed that the STP incubators performs poorly in terms of technology transfer.

3.6.2. Lack of funding and sponsorship

Bls also face a challenge of obtaining funds and sponsorships shortages when
servicing incubatees, as most Bls are not self-sufficient. The main funders for
business incubators in South Africa are the Incubation Support Programme (ISP)
within the Department of Trade and Industry (DTI) and SEDA Technology
Programme (STP) (Lose & Tengeh, 2015). Hence, there is still a need to mobilize
the private sector to fund Bls.

3.6.3. Geographic area

According to Buys and Mbewana (2007), a good location for incubators allows
incubatees to access the geographic area to obtain needed services such as the
supporting infrastructure. Hence, it is advisable for Bls to be located close to
incubatees to able to reach some of the entrepreneurs in need of their services
(Masutha, 2015).

3.6.4. Lack of entrepreneurial skills

Some Bls in developing still experiencing a lack of managerial and entrepreneurial
skills to contribute fully in the SMEs success (Lalkaka, 2002; Akcomak, 2009).
The selection criteria and attraction of adequately skilled management is a critical
factor to the success of every business incubator (Cullen, Calitz & Chandler, 2014).
Thus, Bls face the challenge of equipping incubatees because of lack of
commitment from the incubation management. Ramluckan (2010) also reveals that
incubators require management that is proactive, with good business skills.
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3.7. The relationship between incubators and entrepreneurship

Bergek and Norman (2008) and Marimuthu and Lakha (2015) describe a business
incubator as a guidance to newly established organizations, the main purpose of
which is hatching to minimize SMEs failure rate and unemployment. Hence, the
same hatching idea is applied to the incubating of small businesses to speed up
new-venture creation and increase their chances of survival. Lalkaka and Shaffer
(1999) and Masutha & Rogerson (2014) identify the objective of incubators as
helping to promote venture creation and developing the economy by nurturing
incubatees through providing numerous services. Ntlamelle (2015) mention that
Bls provide a comprehensive range of shared services and enterprise-development
assistance. De Beer (2012) and Choto (2015) conclude that in order for incubators
to contribute fully towards entrepreneurship, it is essential to establish the
association between the two and the way they fit together. Based on the above-
reviewed literature, the conceptual model in Figure 4 was developed.

/SUCCESS \

e e e e -~ FACTORS OF
BUSINESS INCUBATION
=> INCUBATION -Improved business

1 skills
-Availability of
funding
-Sustainability of the

\incubated entrepreneurj
Figure 4. Conceptual model

Source: Authors own compilation

Business

incubatees .
I Coaching

(Entrepreneurs)

3.8. Recent empirical studies done in South Africa on business incubation

In South Africa, recent research has been examined on business incubation in
various contexts by focusing on the evaluation of the effectiveness of business
incubation programs (Lose & Tengeh, 2016); assessing the impact of incubation
programmes on small and medium enterprise development in the Western Cape
province of South Africa (Lose, Maziriri & Madinga 2016); the relevance and
challenges of Bls that support survivalist entrepreneurs (Tengeh & Choto 2015);
small Bls in South Africa: emergence, geography and local impacts (Masutha,
2015), The importance and effectiveness of assistance programs in a business
incubator (Marimuthu & Lakha 2015); critical Success factors for Bls in South
Africa (Kavhumbura, 2014), Factors for Bls in South Africa networking skills of
government-funded incubator managers as perceived by incubatees (De Beer,
2012) and the performance of the Bls in South Africa Ramluckan (2010).
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4. Research Opportunities on Business Incubator

This research lends itself to many opportunities for further studies in business
incubators. Therefore, new research could explore the creation and self-sufficiency
of Bls in South Africa. New studies should explore why South African universities
lack Bls, and the barriers to Bls. Why do entrepreneurs choose to join the
incubation programmes in South Africa? What are the conditions that inhibit the
entrepreneurial behaviour by Bls? This research proposes that future research
should look into developing and testing a suitable business model for South
African incubators. One major area that new research could focus on would be to
determine critical factors that affect the growth of incubatees in South Africa.
There is also a need to conduct a similar investigation on business incubation’s
current literature and future opportunities. Another interesting area for future
research might be to consider how business incubation programs can positively
influence and create entrepreneurial ventures.

Business incubators emerged as a popular operational strategy to guide new
venture creation in the 1990s and most of the current literature was established
during the same time period. However, the result of Bls is still vague. Future study
should point out gaps in the current literature and examine the link between
incubation programme implementation and firms’ performance metrics by
analysing data. Also, the impact of incubatees on employment creation and
economic development in South Africa should be examined. Future research
should include the measuring and quantifying of strategic incubation outcomes in
relation to key performance criteria to developing value-adding metrics. Another
interesting area for future research might be to consider the role of human resource
practice in the performance of Bls.

In addition, there is also a need to conduct a similar investigation on the impact of
managerial competencies and financial skills on the failure for both incubatees and
incubators. Future research should examine the impact of market competition on
the failure of incubates and the role that economic factors play in the failure of
incubated businesses. Another interesting area for future research might be to
provide recommendations on how to mitigate the high number of small business
failures in South Africa.

5. Limitations

The study focused on current literature and research opportunities of the business
incubator. Furthermore, it is not possible that all the studies on Bls have been taken
into consideration, despite an in-depth Internet search by the researchers.
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6. Conclusion

This paper has sought to review current literature relating to business incubation
for small startup businesses. The study proposed areas for future research
opportunities not limited to the following: the need to develop a robust, operational
sable, set of comparable performance indicators not absolute performance
measures for business incubation. The literature on business incubation needs to be
integrated more effectively within established areas of research such as cluster
theory, regional innovation systems, entrepreneurship, investment, and firm
growth. Hence, it is important for the private sector and institutions of higher
learning to promote business incubation programmes. The current study supports
incubators receiving more attention in South Africa and holds the belief that
incubators are a proven strategic tool for small start-up businesses.
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