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Abstract

Most countries’ small and medium-sized enterprises (SMEs) recognize
the critical role of SMEs in economic growth (Lekhanya, 2016). Small
businesses are at the heart of many countries’ growth and the primary
source of state revenue (Bongini, Ferrando, Rossi, & Rossolin, 2017).
According to Domeher, Abdulai, and Yeboah (2016), SMEs contribute
approximately 60 percent of global gross domestic product (GDP) and
more than 95 percent of total global jobs. SMEs account for more than
99 percent of all non-financial commercial enterprises in the European
Union, with 93 percent being micro-businesses, less than 6 percent being
small businesses, and less than 1 percent being medium businesses
(Rotar, Pamié, & Bojnec, 2019; Bongini et al., 2017).

To demonstrate the difficulties that start-up SMEs face in accessing
external financing, the World Bank Task Team (The World Bank, 2017)
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has described a variety of reasons known as limitations for start-up
SMEs to access foreign funding. Factors such as a lack of financial skills,
financial industry abuse, intelligence asymmetry, and the high risk of
lending to start-ups were all considered (Osano & Languitone, 2016;
Zondi, 2017). According to EVA Financial Solutions (2019) and Fatoki
(2016), the majority of South African small businesses fail after
the start-up stage, and their failure rates of 75% are among the highest
in the world.

In view of the above situation, the aim of this study is to investigate
how start-up awareness (SUA), management skills (MS), and financial
provider requirements relate to the primary drivers of business success
in an experimental setting. A framework was developed to improve
the ability of start-ups to secure external investment (Bamata, 2019).
A simple random sample of 253 SMEs in Pietermaritzburg, South Africa,
was used to collect data. The data from the questionnaire were analyzed
using the statistical tool SmartPLS, which included descriptive and
inferential analyses as well as structural equation modeling. It has been
demonstrated that start-up awareness and management skills improve
SMEs’ access to government, corporate, and personal/social financing
sources. The results were obtained after evaluating seven hypothetical
connections. The proposed framework connects a start-up entrepreneur’s
startup awareness and management skills with funding provider needs
and provides an idea of the type and optimal funding options to be used
for the business (Bamata, Govender, & Fields, 2019).

The financing framework for start-up SME access to external
finance has three components, namely: entrepreneurial awareness, key
requirements, and financing options. It emerged from the findings that
these components are related to access to external financing for start-up
SMEs.

Entrepreneurial awareness: This first component of the framework
reflects the determinants that directly impact SME access to external
finance. The findings of this study show that all the key determinants of
SME success do not directly impact start-up SME access to external
finance. SUA emanates from determinants, such as market research,
business strategy, business plan, amount and source of seed capital, and
location, and management skills are made of determinants, such as
general management skills, strategic management skills, financial
management skills, communication skills, and marketing skills. It was
ascertained in this study that the above determinants, which were
clustered as start-up awareness and management skills, affect access to
different sources of business financing.

Key requirements: This second component of the framework reflects
the key criteria for accessing government grants, commercial bank
financing, and/or private equity finance.

Financing options: The third component of the framework reflects
three sources of external finance, namely: government grants referred to
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as government financing (GF); bank finance, referred to as corporate
finance (CF); and private equity finance, referred to as personal/social
source of finance (PSF). These three sources of finances were considered
in this study since they broadly constitute the principal sources of
finance for SMEs. It was ascertained in this study that there is
a relationship between the start-up awareness and management skills of
the owner-manager and access to these sources of finance.

By utilising this framework, SME owner-managers would become
aware of their financing needs, develop the necessary management skills
and be ready to choose the most suitable source of external finance.
The proposed framework will aid in resolving the difficulties that SMEs,
particularly start-ups, face in obtaining external financing. Small and
medium-sized businesses can plan their financing needs and choose from
three primary external financing sources if they understand and use
the funding framework. In general, the acquisition of appropriate
professional, technical, and business skills by start-up SMEs is viewed as
a competitive advantage. Furthermore, entrepreneurship is regarded as
particularly important in enabling South African small and medium-
sized businesses to progress from survival to substantial, higher
earnings.
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