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introduction

Policy debate about small business in New Zealand, such as it is, is usually conducted from the perspective of economic development policy or in the context of the encouragement of entrepreneurship through small-business growth. Social factors seldom feature. The path from dependency to self-employment remains both a gap in small-business scholarship and a deficiency in the current social policy framework. This is surprising in the light of the economic and social significance of small and medium-sized enterprises (SMEs) in New Zealand, the political allegiance paid to the concepts of innovation in business, and the continuing quest to alleviate unemployment and move from "welfare to well-being" (Department of Social Welfare 1996).

This paper looks at the relationship between dependency and self-employment in a bid to stimulate necessary debate about the economic and social considerations of growth in SMEs. First, the economic and social significance of SMEs is established. Second, SME economic and social policy is reviewed and a knowledge gap identified. The paper then presents information gathered as part of a nationwide survey of small business in New Zealand conducted in 1997 by Massey University.
 The study was partly funded by the Social Policy Agency of the Department of Social Welfare. Finally, some policy directions are considered, as well as areas for future investigation.

the increasing economic and social significance of smes

SMEs are of increasing significance in the New Zealand economy in terms of both numbers of enterprises and numbers employed. The total number of enterprises in 1996, excluding farms, was 225,996 (see Table 1).

SMEs, entities with less than one hundred employers, accounted for 99.4% of all enterprises, leaving less than 1,500 enterprises in the "large" category. Indeed, 85% of all businesses in New Zealand employ five people or less. It seems reasonable to suggest that the vast majority of new businesses started up by those moving from welfare to self-employment would fall into the 0-5 person employment size category and may only create a single job in many cases. From a policy viewpoint, it would be useful to know how many SMEs were started by individuals moving off a benefit as well as the proportion of such businesses within the New Zealand economy. Identifying similarities in their combined business start-up experience would also be useful in mapping the pathway off dependency.

Table 1 The Significance of SMEs in New Zealand

	Employment Size Category
	Enterprises
	
	Employment

	
	
	
	Number
	%
	
	
	Number
	%

	Small
	0-5 persons
	191,960
	84.9
	
	
	304,439
	22.9

	to
	6-9 persons
	15,892
	7.0
	
	
	109,924
	8.3

	Medium
	10-49 persons
	15,483
	6.9
	
	
	287,304
	21.7

	
	50-99 persons
	1,418
	0.6
	
	
	97,381
	7.3

	Large
	100+ persons
	1,243
	0.6
	
	
	527,580
	39.8

	
	Total
	
	225,996
	
	
	
	1,326,628
	


Source: Business Activity Statistics, February 1996 (Statistics New Zealand 1997)

Note: These figures include "economically significant" enterprises only, according to the definition used by Statistics New Zealand. The main criteria for inclusion are that the enterprise has more than $30,000 annual GST expenses or sales, or that it employs more than 2 full-time equivalent employees.

Another way to measure economic contribution is in terms of employment. SMEs currently employ 60% of the New Zealand workforce (nearly 800,000 people). Some significant trends have been noted by Cameron, Massey and Tweed (1997). These include the fact that almost one quarter of working New Zealanders contribute to businesses that employ five or fewer persons, and that growth is most pronounced in the micro-business category (0-5 persons).

Strong growth in the number of New Zealand micro-businesses (see Table 2) and the growth in numbers employed in them are obvious trends of the last decade. These trends are in part consequences of the downsizing, restructuring and retrenchment of large corporate New Zealand. Many of these people faced an uncertain future with limited post-redundancy employment choice. Some were contracted back to their previous employer, some became beneficiaries and others began businesses as a way of ensuring continued employment.

Table 2 Changes in SME Activity Units, 1988-1996

	
	
	
	1988-1992
	1992-1996
	1988-1996

	Employment Size Category
	% change
	% change
	% change

	Small
	0-5 persons
	18.7
	17.2
	39.0

	to
	6-9 persons
	-2.4
	11.1
	8.4

	Medium
	10-49 persons
	-4.7
	6.2
	1.1

	
	50-99 persons
	-11.2
	1.1
	-10.2

	Large
	100+ persons
	-12.4
	0.4
	-12.0


NB: This table uses the activity unit statistics available for 1988 and 1992 from Statistics New Zealand. Data published in 1996 incorporates the recent "extended coverage" definition, and was adjusted to allow comparison with previous years. The overall change column (1988-1996) is not the simple sum of the two previous columns because the 1992-1996 column uses 1992 as the base year for calculating the percentage change.

This increase in micro-enterprise over the last decade is indicative of the vibrancy of small business in the current economic climate. The significant contributions of SMEs to employment is also without question. It is small business, rather than big business, which has the greatest potential for reducing New Zealand's unemployment because most new jobs are being created in this sector.

It is acknowledged that the economic and social significance of SMEs cannot be easily, nor usefully, separated. Relevant to this discussion, though, is the impact of self-employment and employment in SMEs on the labour market and on the welfare state. The abandonment of full employment as a primary economic objective by successive governments since 1987 has resulted in radical changes to the welfare state (Easton 1996). The impact of the Employment Contracts Act, increased casualisation of work, organisational restructuring and consequent job loss, as well as the increase in women's labour force participation, are additional features of the changed labour market. The connections between the changed state of the labour market, unemployment and self-employment, though, are less clear. Bollard (1988) suggests "push" and "pull" factors as the catalysts for people starting SME. Push factors have been associated with periods of higher unemployment. Bollard notes:

This push factor provides a powerful though sometimes rather negative reason for starting a small business. It is powerful because the fear of being unemployed is a strong motive to work hard and succeed. It is negative because in times of unemployment demand is down and start-ups are not easy (unless they fill a niche left by the bankruptcy or retrenchment of a larger firm). In addition unemployed people are not generally used to business management. (p.112)

It seems clear, then, that SMEs deserve careful policy consideration given their number in the economy and the potential social benefits of a strong SME sector.

the small-BUSINESS POLICY VACUUM

Something of a policy vacuum surrounds small business in New Zealand despite its potential as an important policy domain. As Cameron, Massey and Tweed (1997) note, unlike Australia and Great Britain, New Zealand does not have a Minister of Small Business pushing a policy agenda at the Cabinet table. The nearest equivalent ministry is that of Economic Development. No one government agency has the responsibility to develop small-business policy or to integrate and reconcile policy initiatives with social and economic objectives.

Perhaps the muted political response reflects the weakness of the small-business lobby despite their overwhelming number in New Zealand's business profile. The SME sector has failed to organise formally on a national basis as an effective lobby, whereas big business, which funds the New Zealand Business Roundtable, is the country's most powerful assertive lobbyist and free-market evangelist. This is in direct contrast to Great Britain where the small-business lobby group is aggressive in the political domain and skilled at pushing the small-business perspective in public debate.

Recently, the New Zealand Government announced that all future business development grants would be suspended indefinitely pending a review of the business development programme in 1998 (The Dominion 1997). Analysis of media coverage of this event shows the ministerial announcement was greeted by virtual silence from the small-business sector. This was despite the fact that the 21 Business Development Boards provide the most visible evidence of government assistance to the sector (Cameron et al. 1997). It is inconceivable that a similar government announcement could be made in Great Britain without a voluble response from small-business organisations and public debate about the implications.

Perhaps the absence of a small-business lobby in New Zealand can be explained by considering the country's recent reforms and the non-interventionist nature of the regnant laissez-faire economic direction. The Government's aim is to provide an infrastructure underpinned by a legislative framework conducive to business growth. Critical to this world view are the Reserve Bank Act (1989), by which the main aim of monetary policy becomes the achievement of price stability, and increased labour market flexibility courtesy of the Employment Contracts Act (1991). The argument is that SMEs thrive in a non-interventionist policy environment providing there is a stable and positive economic direction. This perspective is bolstered by the popular conception of small-business owners in New Zealand as tough, individualistic and propelled by self-initiative.

Sectoral groups, such as the WISE (Women in Self-Employment) women network, do exist and are growing at a considerable rate. But such groups generally see their role as fostering strong networking and business and professional contact, rather than acting as political lobbyists. Local bodies, too, have more actively involved themselves in regional economic development, and local chambers of commerce and enterprise boards are working to improve the start-up rate and survival of SMEs. But these activities are often not co-ordinated at a national level and have resulted in a fragmented patchwork of support. Even at the level of public discourse small business is a fringe element. The financial press in New Zealand concentrates on corporate concerns and information about financial markets at the expense of small business. And while the Australian education system is experimenting with curriculum models to impart concepts of self-employment as a vocational option at secondary level, few such initiatives have been explored in New Zealand.

the small-business knowledge gap

There is surprisingly little detailed knowledge about small business given its importance to New Zealand's economic and social fabric. This knowledge gap follows the absence of a strong tradition of indigenous empirical research on the subject, with much of our knowledge borrowed from overseas. Nevertheless, a range of factors such as technological developments, structural economic change, social upheaval and the economic recession of the 1980s have been identified in New Zealand as underpinning the rising prominence of self-employment (Haines 1991) and a "new breed" of entrepreneur has been talked of (Bollard 1988). Some attention, too, has been paid to the effects of a deregulated labour market and the variety of ways (such as "multi-tiered" subcontracting) that former wage and salary earners are adapting to self-employment (Department of Statistics 1993, Rae 1990). There is a distinct area of popular writing which promotes either practical advice of the "how to" model, or which celebrates the rags-to-riches success stories of individual entrepreneurs. But still too little is known about the aspirations, goals and characteristics of those who see self-employment as a legitimate option to either their status as a wage and salary earner or to unemployment. In particular, the barriers to self-employment, specifically by those who are not in the paid work-force or who are on benefits, are worthy of greater research focus.

Two difficulties with some of the current research in this area have been identified by a leading business academic, Still (1994, 1995). She has criticised the use of biased samples in some small-business studies which, in general, has led to the exclusion of certain groups of self-employed people. In the new Zealand context, many of the small-business surveys previously conducted have used convenience samples, limiting the degree to which the findings can be generalised. Still also suggests more comparative studies are needed to establish the differences and similarities between men and women in small business, which allow for discussion of the policy implications of gender differentiation. While this subject has commanded research attention overseas (Fagenson 1993) and stimulates the trade press and business magazines, here is a dearth of indigenous research. In New Zealand, as elsewhere, the growth of self-employed women has been a remarkable social and economic phenomenon. Between 1981 and 1991, the number of self-employed women rose by 80%, compared with an increase of just 7% in the female labour force (Statistics New Zealand 1993).

the study

A nation-wide survey of SMEs was undertaken in 1997 by Massey University, which attempts to address several research gaps identified by Still (1994, 1995). A questionnaire, used in a similar study undertaken by the Small to Medium Enterprise Research Centre of Edith Cowan University in Western Australia, was modified for use in New Zealand. A number of questions were added by the Social Policy Agency, Department of Social Welfare, to facilitate the study of those who had moved from dependency to self-employment.

The objectives were:

· To estimate the number of SMEs owned and operated by persons who had been on a benefit within the three years prior to start-up;

· To profile these businesses in demographic terms; and

· To determine the pathway off dependency that leads to self-employment.

The sample of businesses was selected from the Telecom Yellow Pages listings, a nationwide database. Those responding had been in existence for at least a year in order to appear in the listings. The selected sample did not include enterprises at risk from business failure in the first twelve months, which is regarded as a critical danger period. A large number of primary agricultural businesses were excluded from the study as farms are not listed in the Yellow Pages.

The survey asked respondents for demographic data, descriptive information about the business, financial data and plans for future business expansion. The attitudes of the self-employed were also explored including their motivation for starting their own businesses, the importance of particular goals, and the degree of satisfaction experienced. The difficulties of starting a new business, and how the owners of SMEs saw their own needs and skills, were also canvassed.

Additional questions were included to provide information on the nexus between dependency and small-business start-up for the Social Policy Agency of the Department of Social Welfare. Survey respondents were asked if they had been on a benefit in the three years before entering self-employment, and to rank the importance to themselves of getting off a benefit and the importance of staying off a benefit. They were also asked about the sources of government assistance at start-up and in the current operation of the business.

proportion of smes established by ex-beneficiaries

A total of 1,514 usable surveys were obtained from an effective sample of 3,510, resulting in a response rate of 43.1%. Within this group, 79 indicated they had been on a benefit at some time in the three years preceding self-employment.

The 79 respondents represent 5.2% of the 1,514 SME owners who completed the questionnaire and were clustered in the service, retail and manufacturing areas. When considering the New Zealand economy, it is almost certain that 5.2% is a conservative estimate. Businesses which were less than one year old, and those without a business phone number, would not be listed in the Yellow Pages and are thus excluded from this calculation. It is therefore reasonable to conclude that there are at least 11,500 small-business owners
 who have received an unemployment or other type of benefit in the three years prior to self-employment.

Examination of the 79 respondents by gender indicated that 58 were male and 21 female. To ensure the views of women were fully represented in the study, further questionnaires were distributed to a convenience sample of women drawn from throughout New Zealand. These women were selected through a women's self-employment network, resulting in 35 additional survey responses from women who had moved from dependency to self-employment.

results and discussion

All of the respondents indicated they had been on a benefit at some time in the previous three years; 79 were drawn from the nationwide study and 35 from the distribution of questionnaires through the Women in Self Employment (WISE) network.

Of the 114 respondents, 58 were male and 56 were female. Over half the sample (58%) were in the age range from thirty to forty-five years old (Table 3) and 20% of the sample said they were currently engaged in some form of educational study.

Table 3 The Age Profile of the Business Owners

	Age range (years)
	Number
	%
	Cumulative %

	25-29
	
4
	3.5
	

	30-34
	
23
	20.2
	 23.7

	35-39
	
17
	14.9
	 38.6

	40-44
	
26
	22.8
	 61.4

	45-49
	
13
	11.4
	 72.8

	50-54
	
17
	14.9
	 87.7

	55+
	
14
	12.3
	100.0

	Total responses
	
114
	100.0
	


Table 4 Length of Time in Self-Employment

	Time (years)
	Number
	%
	Cumulative %

	2 years or less
	
37
	34.3
	

	3-4 years
	
18
	16.7
	 50.9

	5-7 years
	
31
	28.7
	 79.6

	8-10 years
	
12
	11.1
	 90.7

	More than 10 years
	
10
	9.3
	100.0

	Total responses
	
108
	100.0*
	


* rounding error

The vast majority of the respondents (90%) owned one business only. About a third (34%) of those who replied had owned their business for two years or less (Table 4), while 45% said they had owned the business for three to seven years and 20% had owned the business for eight years or more.

A third of the small businesses were home based, and half operated from rented premises outside the home. Looking at family background, the survey asked respondents whether anyone else in their family was self-employed. Forty-three per cent said yes, while 57% answered no.

Nearly half the respondents (48%) said their turnover in the past two years was under $50,000 and a further 16% indicated turnover was between $50,000 to $100,000 (Table 5). The remainder of those who replied (32%) indicated turnover was between $100,000 and $1 million. The business provides the main source of income for 66% of the sample, while the rest obtained most of their income from other sources.

Seventeen per cent said turnover was decreasing, 30% said it remained much the same, while 14% said it was increasing slightly. A further 21% indicated a moderate increase while 18% said their turnover was increasing significantly or rapidly. The businesses provided full-time employment for 2.3 people on average. Most of the businesses (89%) fell into the 0-5 person employment-size category (Table 6).

Table 5 Current Turnover in Dollars

	Turnover
	Number of firms
	%
	Cumulative %

	Less than $5,000
	
5
	4.6
	

	$5,000-$10,000
	
4
	3.6
	8.2

	$10,000-$20,000
	
10
	9.1
	17.3

	$20,000-$30,000
	
8
	7.3
	24.6

	$30,000-$50,000
	
26
	23.6
	48.2

	$50,000-$100,000
	
18
	16.4
	64.6

	$100,000-$300,000
	
22
	20.0
	84.6

	$300,000-$500,000
	
8
	7.3
	91.8

	$500,000-$1,000,000
	
5
	4.6
	96.4

	Over $1,000,000
	
4
	3.6
	100.0

	Total responses
	
113
	100%*
	


* rounding error

Table 6 Employment Size of the Businesses

	Size category
	No. of firms
	%
	Cumulative %

	0-5 persons
	97
	89.0
	

	6-9 persons
	
8
	7.3
	96.3

	10-49 persons
	
4
	3.7
	100.0

	Total responses
	
109
	100.0%
	


When asked about what they really liked about owning their own business, the respondents placed pride in the product or in the service delivered first (84%), followed by independence and freedom (81%), personal responsibility (81%) and using a full range of abilities (64%). The notion of financial reward was ranked fifth by those who replied (47%), perhaps reflecting the financial realities of small-business development and the strong attachment to self-satisfaction by respondents.

What is interesting, however, is a close examination of pathways off dependency, because only a small number (16%) said they were on a benefit for most of the three years prior to self-employment. A greater number (30%) of those who had been on a benefit at some stage in the previous three years said they were, in fact, employed (25% full-time and 5% part-time) at the time they started a business. The method of start-up is also of interest as, although 46% started by themselves (Table 7), 26% began business with someone else and 24% bought an existing business.

Table 7:  Method of Start-up

	How did you start?
	Number
	%

	By myself
	52
	45.6

	With someone else
	30
	26.3

	Bought existing business
	27
	23.7

	Other
	5
	4.4

	Total responses
	114
	100%


Sixty-five per cent said they had sufficient finance at start-up, while 35% said they were under-capitalised. About half the respondents had sought information about applying for a bank loan to start their business, 10% said they did not think they could gain a loan and the rest had enough money from other sources. Sixty per cent of the respondents indicated that their start-up finance was less than $25,000 (35% started with less than $5,000). Personal savings, bank loans, mortgages and relatives were the principal sources of finance.

While 74% of the sample said they started a business "to earn a living", 53% and 51% respectively said they were also motivated by the desire for greater independence and flexibility and the increased opportunity to be creative. Somewhat surprisingly, respondents indicated that gaining the necessary confidence was the most difficult part of starting their business (47%), followed by obtaining money (40%), locating relevant information and advice on business start-up (37%), and writing and developing a business plan (34%).

Accountants were the most helpful professional source when starting the business, while immediate family was nominated by respondents as the most helpful personal source. The importance of family support, while under-researched in New Zealand, echoes a strand of overseas scholarship which emphasises the role of the family in many small businesses (Lowe 1988). Local enterprise boards were regarded as the most helpful community source. Accountants, immediate family and friends were regarded as the major avenues of on-going support. Three quarters of the respondents who had been on a benefit in the three years prior to business start-up indicated they did not have a mentor, but half said they wanted one. Local bodies or regional business agencies may be the most appropriate providers of mentors to ensure that the new owner/operator gets access to business advice and experience.

Some tentative conclusions can be formed from analysis of the data. Firstly, there is no clear, sequential pathway for the vast majority of those who move from dependency to self-employment. Instead, a more complex intersection of factors, such as building the necessary personal confidence, start-up finance, and the skills, knowledge and opportunities gained while in paid employment, appear to be the catalysts for self-employment for those who have received a government benefit at some stage in the three years prior to start-up. This suggests that analysis of SME creation in terms of "push factors" and "pull factors" as mutually exclusive dynamics may be misplaced. Indeed, a combination of "push" and "pull" levers appear to operate. For example, while the results suggest a pragmatic attachment to the need to "earn a living" as a motivator, respondents also point to the "pull factor" of independence and autonomy, personal responsibility and creativity as areas of satisfaction in owning a business. It appears that both factors need to be acknowledged in the development of policy encouraging SME growth.

Clearly, too, more work needs to be done on the nexus between the length of time on a benefit and a move towards self-employment. Our results suggest that short-term unemployed, who can gain knowledge and skills in paid employment which they can subsequently utilise in self-employment, are more likely to start their own businesses than those who are unable, for one reason or another, to use a period of paid employment as a springboard.

policy implications

The study provides some issues for discussion. Responsibility for economic development and the provision of the highest quality infrastructure are the key roles of the Government. In the last decade the Government's response has been adherence to a non-interventionist stance whereby the economic infrastructure for business growth is underpinned by critical legislative planks such as the Reserve Bank Act for monetary policy, and the Employment Contracts Act for the labour market.

A consequence of this policy framework, though, is that for small business this translates into a fragmentation of policy initiatives and ad hoc infra-structural support. It would be difficult to claim that the SME sector's importance is reflected in consistent long-term New Zealand SME policy with the major emphasis on creating a favourable competitive business environment. Take, for example, the enduring complaint of small business that it sinks in a sea of red tape and bureaucracy. The basis for such abiding concerns has, in fact, increased rather than decreased, as the bureaucracy and costs of new compliances associated with deregulatory pressures multiply.

Elsewhere, by comparison, the SME sector attracts targeted policy commitment. One of the most notable examples has been the European Commission's application of specific measures, such as a more favourable banking climate for SMEs and fairer late-payment practice (Mulhern 1995), within the context of improving the business environment generally.

The second issue is related to policy development and concerns the profile of SMEs. The sector's failure to emerge as a visible and cohesive lobby means that the "voice" of business, when it speaks, tends to be the Roundtable vision of the bigger corporate players, not the voice of the majority of the enterprises in New Zealand. And while the question of profile is a factor in policy development, how important is it in developing the entrepreneurial potential of business owners? Would more New Zealanders serious consider self-employment if the profile of SMEs was higher? Stronger visibility of the SME sector, for example, could attract greater educational linkages and improve research alliances. Currently, for example, we now very little about how people learn that self-employment is feasible, desirable and/or profitable.

A Norwegian study (Reitan 1997) which tested the extent to which direct and indirect experiences, role modelling and education influenced entrepreneurship, provides corroboration of the observation that those beneficiaries who have previous work experience see self-employment as more feasible. In the New Zealand context, much more research needs to go into the processes which lead to self-employment potential. This research needs to be oriented more towards the process of creating small businesses, social and cultural norms, and the influence of the personal characteristics of the self-employed, rather than more studies examining their psychological characteristics, which have been endlessly rehearsed.

Whether there should be greater targeted assistance for those on benefits with identifiable characteristics, such as a base of knowledge in the area or the skills to underpin business, is an important question. This is particularly pertinent if there is political and public support for the idea that benefits in some way needs to "earned" as well as "needed". Political payback would be achieved by those who successfully exchange the dole for self-employment. A related issue is the degree to which those already in paid employment, possessing a strong level of motivation and business ambition, and having the capability to create new businesses, need to be assisted (if at all). On the face of it, this might appear to be a curious suggestion, that those already with jobs forsake their employment for the risk and uncertainties of self-employment. The turbulent labour market of the 1990s has, however, reinforced employee understanding that there is no such thing as a "psychological contract for life" as far as work goes. Industry sectors with acknowledged long-term plans to scale down human resources, and corporations practising downsizing, outsourcing and redundancy as a way of shedding staff, are obvious targets for human resource planning and development which features self-employment as a vocational alternative.

Perhaps the most significant issue to arise from the study is the need for social factors to be explored along with economic issues in formulating a policy framework for SME development. The incorporation of social and economic issues provides a better understanding of the people who are the main recipients or targets for the policy, and of the society in which they live. This may lead to more focused policy interventions with more likelihood that they will achieve the stated objectives. It is our belief that when pathways from dependency to well-being are being considered, the option of self-employment has not received the attention it fully deserves. Clearly there is research potential in a more detailed analysis of the linkages between the social motivations for owning a small business and the economic imperatives of having to earn a living.
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� Analytical work on the survey responses is still in progress.


� Two exceptions to this are New Zealand Business Week and The Young Enterprise Scheme.


� Farms are also excluded from the Business Activity Statistics compiled annually by the Department of Statistics.


� That is, 5.2% of SMEs based on 1996 data from the Department of Statistics.





