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Introduction
The retail sector is critical in a community’s economic and social welfare, by providing consumers 
with choices and services (Ligthelm 2008:37). In South Africa, population growth forms the key 
driver behind retail growth (Prinsloo 2014:6). Retail intermediaries have the vital role of being the 
final businesses in a supply chain and linking manufacturers to consumers, while performing 
various value-adding activities which are mostly driven by customers’ need for convenience 
(Prinsloo 2014:1). Value-adding influences the market offering and thus the inventory decisions 
made by retailers. For example, retailers provide consumers an assortment (in terms of brands, 
designs, colours, prices) of products and services to choose from, at one location. They also 
perform bulk-breaking by satisfying consumers’ need for goods in smaller quantities. Another 
value-adding activity relates to on-shelf availability, which allows consumers to purchase 
products when the need arises, thus allowing households to keep small inventories at home. 
Finally, retailers add value by providing services to customers that make the buying decision 
easier and more informed, such as credit, product information and display of merchandise 
(Ligthelm 2008:38; Prinsloo 2014:1).

According to Hatten (2016:177), small retailers compete on operational excellence (best or lowest 
price), product leadership (best product, high quality) and customer intimacy (long-term 
relationship through superior service). Allen (2012:330) confirms that successful retailers realise 

Background: This study investigates the cardinal role of optimal inventory decision-making in 
the performance of small formal retailers in Soweto, constituting a projected, lucrative retail 
environment.

Aim: The research question was how Soweto small retailers make inventory decisions to 
promote their income growth and age of the business. For this study, a descriptive research 
design was followed.

Setting: The universe of the study comprised all the formal small, medium and microenterprises 
located in Soweto township.

Methods: Using probability sampling, the sample size was set at 650 businesses. Of the 
650 completed questionnaires, the responses of 297 respondents operating in the retail grocery 
and retail general stores sectors were analysed quantitatively using exploratory factor analyses, 
cluster analysis and cross-tabulation.

Results: This study showed that being more inclined to proactively maintain a high level of 
inventory could result in positive business performance in terms of both growth in income and 
age. Younger businesses (less than 5 years) could grow if they decide to stock up on sale items, 
purchase more items for sale, provide for customers’ fluctuating demands and buy more stock 
to save on transport costs. Purchasing less or the exact amount of stock as what can be sold 
within a month could be detrimental to the performance of general and grocery retailers in 
Soweto.

Conclusions: The results also show that if retailers want to grow and exist for 5 years and 
more, they should consider both proactively maintaining a high level of inventory and doing 
so with ease. In this study, the older (5 years and older) business groups were mostly owned 
by older people, who showed a tendency to establish themselves in stand-alone shops or 
smaller shopping centres. Older businesses also tend to buy stock daily or weekly, or when 
stock is low. These older businesses without income growth were mostly family businesses 
who displayed contentment with the status quo of business performance and seemed to lack 
entrepreneurial skills.

High inventory levels: The raison d’être of  
township retailers

Read online:
Scan this QR 
code with your 
smart phone or 
mobile device 
to read online.

http://www.sajems.org
https://orcid.org/0000-0002-2253-1473
mailto:cillijo@unisa.ac.za
https://doi.org/10.4102/sajems.v21i1.1962
https://doi.org/10.4102/sajems.v21i1.1962
http://crossmark.crossref.org/dialog/?doi=10.4102/sajems.v21i1.1962=pdf&date_stamp=2018-05-23


Page 2 of 13 Original Research

http://www.sajems.org Open Access

that the ultimate goal of supply chain management is to be 
customer driven, that is, to provide the exact level of service 
that the customer expects at a minimal cost and understand 
what is important to customers, what level of service 
they expect and what performance level they are willing to 
pay a premium for. Effective supply chain management 
can  potentially lower the costs of inventory, transport, 
warehousing and packaging, while increasing customer 
satisfaction (Longenecker et al. 2014:414).

Unfortunately, worldwide, most new entrants to retailing 
have no experience of retail selling and learn through 
experience and replicating what others do (Honig, Karlsson 
& Hägg 2014:97; Yang 2016:2; Yordanov 2015:50). Lebusa 
(2013:76), Choto, Tengeh and Iwu (2014:93–94), as well as 
Malebana and Swanepoel (2015:109) note that South Africa is 
faced with a need for more skilled entrepreneurs to run these 
businesses efficiently. New entrants thus need the mentorship 
of older, established business people (Matabooe, Venter & 
Rootman 2016:2). Kesavan and Kushwaha (2014:2118) 
found  that retailers in general benchmark their inventory 
performance against other organisations in the same industry 
or against their competitors to guide decisions; thus the need 
to learn from and emulate counterparts is confirmed. With 
regard to opportunities to learn from competitors, 
Badenhorst-Weiss and Cilliers (2014:13) found that older, 
growing Sowetan small businesses tended more than 
younger, stagnating businesses to perform regular competitor 
analysis. This study attempts to identify what the owners of 
younger Sowetan businesses can learn from their older, more 
established counterparts with specific reference to inventory 
decision-making. The research question thus emerging is 
how small retailers in Soweto make inventory decisions to 
promote income growth and become older (mature or 
established). The subsequent secondary objectives are (1) to 
identify possible profiles among Soweto grocery and general 
small retailers with regard to inventory decision-making, 
(2)  to determine the relationships between cluster 
membership and demographic (education and owner age) 
and business variables (location, frequency of inventory 
purchases, future perspective, and reasons for starting) and 
(3) to provide retailers in Soweto showing negative (or no) 
growth with guidelines on inventory decision-making based 
on the inventory decision patterns displayed by older 
counterparts with income growth.

Background
In this section a short overview of the history, opportunities 
and challenges of the township retail environment is 
provided to illustrate the circumstances behind inventory 
decision-making by township retailers in their quest for 
survival. In the pre-1994 South African retail landscape, 
choices in townships were limited and dominating small, 
often informal, convenience businesses offered basic 
household necessities to relatively low-income earners. 
Lebusa (2013:76) explains that most small retail outlets 
(including formal traders) were historically established out 
of desperation, rather than by identifying and exploiting a 

gap in the market; thus, such business owners lacked the 
business skills required when the country moved to a new 
promising dispensation. Lebusa (2013:77) describes a 
survivalist mentality that originated (and still drives business 
decision-making) during those years, where a lack of focus 
on return on investment stemmed from a lack of business 
skills training – by not being truly entrepreneurial, those 
businesses’ prospects for growth were diminished.

At that stage only a small portion of consumer spending was 
done in townships. This worldwide phenomenon, where 
residents prefer to shop elsewhere is called ‘outshopping’ 
(see Papadopoulos 1980:41). Prior to the development of 
local retail centres, township dwellers travelled long 
distances and spent a substantial part of their disposable 
income on transport costs, causing a leak of income from 
townships (Gauteng Quarterly Bulletin 2012:26). The lack of 
efficient retail infrastructure in townships thus had a far 
more negative impact on poorer households than more 
affluent ones (Ligthelm 2008:37). The progression of many 
South African consumers into middle-income groups 
postapartheid changed the dynamics of township shopping 
patterns, leading to substantial growth in retail infrastructure 
and facilities in townships, and expanding retail choices 
offered by formal businesses (Ligthelm 2008:39, 51). Lebusa 
(2013:76) and Beneke (2014:22) report that post 1994, the 
majority of inhabitants refused to leave the townships, 
which resulted in substantial market potential in these areas 
for consumer goods and services. Consequently, entry into 
this previously untapped emerging market of ‘inshoppers’ 
not only proved lucrative to national retailers, especially 
supermarkets (Ligthelm 2008:37, 41), but also positively 
impacted consumers by cutting down on travel costs and 
time (Gauteng Quarterly Bulletin 2012:26). With the entrance 
of bigger retail stores, many owners of small retail businesses 
lost market share, struggling to adapt, compete and survive 
due to lack of business skills (Lebusa 2013:76; Ligthelm 
2008:52). Township customers who used to support small 
grocery retail shops due to convenience and smaller 
quantities being offered started to support the supermarkets 
and malls, which offered more variety and lower prices 
based on increased affluence and higher mobility (Strydom 
2015:467). At that stage survival for township small 
businesses seemed to lie in changing the small business 
model towards effective customer service, with a small 
dedicated assortment of merchandise, satisfaction of 
emergency needs, selling in small units and extension of 
credit facilities (Ligthelm 2008:52).

When assessing retail growth trends and township consumer 
preferences (for the period relevant to this study), growth 
reports on the South African retail performance for the 
period 2013/2104 showed that retailers experienced lower 
growth than in 2012 (Stanlib 2013), which was attributed to 
slowing consumer income, lack of job growth and eroding 
consumer spending power. StatsSA (2015) confirmed that 
retail growth declined to 4.5% in 2012, 2.5% in 2013 and 2.4% 
in 2014. Beneke (2014:21) and Prinsloo (2014:6) state that 
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since the typical township resident can be categorised in the 
lower end of the Living Standards Measure (LSM 1–5), this 
vast population forms a viable market for fast-moving retail 
consumer goods and township shopping centres. Prinsloo 
(2014:2) notes that despite the increased number of 
convenience stores in townships over the past decade, major 
gaps exist for small centres (up to 3000 m) within walking 
distance from large residential communities, since larger 
community-type centres tend to focus on taxi ranks and 
pedestrian areas. Prinsloo (2014:7) further foresees shopping 
centre development accelerating, especially in bigger, 
trendsetting townships. However, the resultant strong 
commitment of grocery retailers to be better represented will 
require small, independent formal retailers to become more 
competitive. According to Gauteng’s Provincial Treasury 
(Gauteng Quarterly Bulletin 2012:34–35), growth and 
survival in retailing depends, among others, on balancing 
the challenges and opportunities posed by lower sales retail 
figures due to rising food prices, major retail skills shortage, 
consumers’ increased demand for convenience, and potential 
growth in the food industry. Beneke (2014:21) describes the 
typical township retailer as being small, underequipped 
with a point-of-sale system and refrigeration facilities, 
carrying low levels of stock and, most importantly, often 
being geographically dispersed. Such geographic dispersion 
makes it increasingly challenging and expensive for 
suppliers to deliver, which in turn leads to higher prices, 
lower customer satisfaction, limited variety and low stock 
levels (Beneke 2014:21). Not being able to deliver on 
convenience will inevitably cause township retailers to lose 
their grip on competitiveness (see also Narayan & Chandra 
2015:22 who researched Indian food and grocery retailers). 
Beneke (2014:22) reports that 75% of township residents 
continue to buy from spaza shops on a daily basis, due to 
their convenience and proximity, despite having access to 
general dealers, situated in both business and residential 
areas, which carry a wider range of products and encourage 
self-service.

In summary, the development of retail centres, population 
growth, the viability of the consumer goods market, the need 
for convenience, the entrance of supermarket chains, the 
increased costs of distributing products to widespread 
retailers and the resultant low levels of stock have seen spaza 
shops evolved into being the main retailers in townships due 
to their convenience and location. This has put increased 
pressure for survival on formal independent grocery and 
general dealers, and coupled with their reported lack of 
skills  their continued survival is in doubt. From the 
above, the reason for focusing on formal small, medium and 
microenterprises (SMMEs) is evident, which is confirmed by 
the findings from previous studies in Soweto by Ligthelm 
(2008, 2009) stating that since survivalist businesses lack true 
entrepreneurialism and do not contribute to wealth creation, 
research should rather focus on formal, independent 
businesses. Furthermore, the focus on formal SMMEs in this 
study also supports the aim of the 2013 SME Growth Index, 
namely to understand the driving forces behind the formal 
sector as a more transformative contributor to wealth 

creation, economic growth and innovation than informal 
survivalist businesses (SBP 2013:1). The aim here is to 
determine what inventory-related decisions could contribute 
to the survival of formal township grocery and general small 
retailers.

Literature review: Inventory-related decisions 
made by small retailers
According to literature, small retailers base their decisions 
about the level and type of inventory items to keep not only 
on balancing costs and service delivery, but also on 
consumers’ preference (in terms of convenience shopping, 
the different elements of the product offering, and on-
demand availability of items). The discussion below confirms 
the interrelationship between these variables.

Convenience
Having inventory items available conveniently is influenced 
by complex location decisions. A key location factor for retail 
businesses is the point of maximal demand for products and 
services, which is described by Sevtsuk (2014:375) as a 
location in close proximity to both customers in need of the 
offering and other retailers selling complementary items. 
Since retailers are the last point of contact with final 
consumers in the supply chain, they should be located 
conveniently near the place where customers want to 
purchase items (Scarborough 2012:539). Prinsloo (2014:2) 
stresses that convenience shopping is the result of more 
frequent shopping of quality and variety products in smaller 
grocery baskets at local retailers. Retailers who mainly offer 
so-called convenience goods require a location close to their 
target customers to prevent customers easily substituting 
competitive brands when the need arises (Petty et al. 
2012:264). Few customers are willing to repeatedly travel 
long distances just to shop. The role of the transport network 
is crucial: if customers are inconvenienced, the store’s trading 
catchment area is reduced; therefore, any retailer’s prime 
consideration is sufficient customer traffic (Allen 2012:309; 
Scarborough 2012:546). Sevtsuk (2014:374) proposes the 
availability of retail and service establishments within 
walking range from homes and workplaces key to achieving 
sustainability – environmentally, socially and economically – 
within these neighbourhoods

The small business retailer should have a thorough 
understanding of the scope of its trade catchment area from 
which customers can be drawn over a reasonable timespan. 
The primary variables influencing the scope of the trading 
catchment area are the type and size of the business and the 
type of closely located competitors. A convenience store with 
a general line of merchandise, which can be found almost 
anywhere, has a small trading catchment area because it is 
unlikely that customers will drive across town to purchase 
items that are available closer to their home or business. On 
the other hand, if a retailer offers specialised products and a 
wide selection, and also has knowledgeable salespeople, it 
may draw customers from a great distance. As a rule, the 
larger the store, the greater its selection and the better its 
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service, the broader its trading catchment area. Businesses 
that offer a narrow selection of products and services tend to 
have smaller trading catchment areas (Scarborough 2012:549).

According to the Soweto Retail Strategy (City of Johannesburg 
2005:36), the ideal for a township (like Soweto) lies in locating 
retailers conveniently close to the households they serve, to 
improve the overall functioning of the city: there is less need 
to commute, better use of land and a more equitable balance 
in the distribution of value-add across the metropole. In 
township areas characterised by low vehicle ownership and 
underdeveloped transport systems, poorer inhabitants either 
walk or use taxis to go shopping. In the absence of retail 
outlets, township dwellers shop at nearby urban retail outlets 
rather than in township shops, or workers tend to shop close 
to their places of work, which are primarily located outside 
townships. This unique situation fosters an environment 
where local residents buy from local stores, which are 
typically owned by familiar fellow residents. The locations of 
such outlets are based upon the business founders’ proximity 
to their homes (Stokes & Wilson 2017:349). Schaper et al. 
(2014:44) state that small business owners and their businesses 
are often attached to a specific place for historical, practical 
and symbolic reasons which makes the local (and regional) 
socio-economic environment a major determinant and 
outcome of the entrepreneurial activity. Small business 
owners get to know their customers and neighbourhood on a 
personal level and build personal networks (Tornikoski, 
Gerbasi & Molecke 2015:243–244), which allows them to 
provide individualised service and to obtain first-hand 
knowledge of customers’ wants and needs. The competitive 
advantage of speciality products, personalised service and 
quality, could enable them to compete with bigger businesses’ 
lower prices (Hatten 2016:14). Also, the rapport retailers 
build with their customers is vital, causing customers to be 
willing to pay more for a product when they know the 
business owner is a good steward in the community. 
Scarborough (2012:545) points out the synergistic advantage 
when a small business’s image fits in with the surrounding 
community or character of a town, and the needs and wants 
of its residents. In this regard, Kwon, Heflin and Ruef 
(2013:980, 1000) confirm that the social trust stemming from 
the community to which entrepreneurs are connected 
contributes substantially to entrepreneurship.

Product offering
When deciding on the type and quantity of product offerings, 
Scarborough (2012:72–75) advises small businesses to 
consider the characteristics of the products they sell 
(uniqueness, savings in terms of time, money and energy, 
environmental friendliness, and convenience), and the 
pricing they offer (low prices or value). Hatten (2016:​296–
297) adds that small businesses can excel by offering superior 
product selection, service and variety (this aspect being one 
way a business can outshine it competitors, but product 
proliferation increases the need for tight inventory control to 
avoid a cash crisis). In terms of townships, Ligthelm (2008:52) 
previously promoted a change to a small business model 

offering effective customer service with a small, dedicated 
assortment of merchandise and limited number of units, 
even at reduced turnover. Petousis (2014), from TGi at Ask 
Afrika (an independent local market researcher), however, 
states there is no one-fits-all approach to serving modern 
township shoppers, who enjoy owning quality goods and are 
prepared to pay extra for those goods. Increased competition 
exposes township residents to greater variety, making 
them  more selective buyers (Petousis 2014), thus it is a 
misconception for retailers to believe township communities 
would purchase downscaled products.

On-demand availability of products and  
customers’ confidence
The availability of product items is one of the crucial variables 
in developing an overall store image (Koul & Mishra 2013:84). 
On-demand or on-shelf availability refers to retailers’ ability 
to respond to customers’ demand for products immediately 
(Moussaoui et al. 2016:516–517). This means the desired 
inventory items must be in store to meet customers’ 
expectations, that is, in a saleable condition (right goods) 
during convenient business hours (right time) and at a 
convenient location (right place). The service level retailers 
provide will determine the level of inventory. Balancing 
varying retail demand levels (discussed below) while 
fulfilling the on-demand availability of customers is 
challenging. Key in customer service is not only the 
probability of having the product available upon demand, 
but also the reliability of the retailer to deliver the promised 
service. If demand and supply planning is ineffective, 
retailers will have to resort to expensive ad hoc logistics 
arrangements or marking down the oversupply of goods 
(Moussaoui et al. 2016:517).

Inventory levels
Inventory is essential in a supply chain to address the 
imbalance between the supply and demand of products 
(Chopra & Meindl 2016:61). Inventory is also critical for 
retailers’ financial performance, comprising a substantial 
portion of their balance sheets (Katz & Green 2014:522; 
Kesavan & Mani 2013; Monczka et al. 2016:621–622; Wisner, 
Tan & Leong 2016:209). As mentioned earlier, depending on 
the service levels retailers wish to render, they adjust their 
inventory levels: higher service levels imply that customers 
can be confident that sufficient inventory items are available.

Although inventory decisions differ based on the type of 
inventory (cycle, safety and seasonal), the decision 
ultimately depends on the levels of inventory needed in 
store. When ordering cycle inventory, the amount and 
frequency of inventory required should be considered 
(Islam et al. 2013:3–4). Purchasing cycle inventory in bulk 
should be traded off against increased carrying and 
opportunity costs. Beneke (2014:30) reports that township 
retailers are unique, requiring smaller volumes at higher 
delivery frequencies at lower cost, while the World Bank 
(2014:173), by contrast, found that some township businesses 
coordinate when purchasing inventory in bulk, to gain the 

http://www.sajems.org


Page 5 of 13 Original Research

http://www.sajems.org Open Access

advantage of economies of scale – something they would 
not be able to do on their own. Discounts (or markdowns) 
are commonly used by small businesses to reduce levels of 
old, slow-moving or damaged stock, rewarding customer 
loyalty, launching new products or services and matching 
competitors’ prices (Scarborough 2012:375). However, 
discounts, special offers and sales to help improve demand 
and cash flow are often misused by small businesses, who 
overlook the real increase in volume that is required to make 
up for discounted prices. Since it is more profitable to sell 
fewer items at a higher price, Stokes and Wilson (2017:432) 
argue that sales seem not to be ideal for small businesses. In 
contrast, Scarborough (2012:375) states that experienced 
business owners understand the importance of shedding 
slow-moving inventory during end-of-season sales, even if 
they must resort to markdowns.

Balancing the level of safety inventory to prevent a loss of sales 
on the one hand (Coyle et al. 2013:324), and buffer against 
unpredictable customer demand on the other hand (Baker & 
Canessa 2009:425; Bowersox et al. 2013:48) remains 
challenging (Baily et al. 2008:164). The World Bank (2014:207) 
reported that almost 20% of business owners in townships 
cannot purchase excess (safety) inventory due to insufficient 
storage space.

Although the purchase of grocery items is usually limited to 
small quantities (especially in townships), demand in 
retailing varies depending on the day of the week and the 
time of year. A retailer will, therefore, carry additional seasonal 
inventory in anticipation of future customer demand or in 
preparation for an event. The challenge lies in finding a 
balance between the number of inventory items needed to 
satisfy unpredictable demand seasonality, and the cost of 
carrying such additional inventory (Pienaar & Vogt 2012:218). 
Unfortunately, retailers worldwide seem to lack the skills to 
incorporate demand seasonality into their store ordering and 
shelf replenishment (Ehrenthal, Honhon & Van Woensel 
2014:527).

In order to remain competitive, inventory items should rather 
be bought daily or weekly. The problem is that even when 
businesses start growing, business owners do not have 
sufficient resources to purchase goods for sale in sufficient 
quantities to trigger significant discounts. Even if they 
purchased the required quantities, they often lack the space 
to store the inventory (Allen 2012:332), as mentioned above.

Although inventory generally represents the largest capital 
investment for small businesses, few owners use formal 
methods for optimal inventory management. As a result, 
some small businesses carry not only too much inventory, 
but also too much of the wrong kind of inventory 
(Scarborough 2012:618).

From a macroeconomic view, retail inventory investments 
(and levels) increase during economic expansion periods and 
decrease during contraction periods (Kesavan & Kushwaha 
2014:2118). The main finding of these authors’ research 

among public retailers in the United States was that stock out 
and the inventory holding costs facing retailers have 
significant explanatory power over the observed differences 
in inventory investment behaviour across retailers during 
economically turbulent times. The influence of economic 
changes should thus be considered when retailers make 
inventory-related decisions as higher inventory costs would 
imply smaller profits and eventually lower inventory levels. 
Kesavan and Kushwaha (2014:2120) concluded that retailers 
can improve inventory management by benchmarking 
inventory performance, preferably against similar retailers. 
Similarly, retailers in townships can learn to improve 
inventory performance from other township businesses 
which value rendering high service levels – the focus of this 
study.

Research methodology
Research design
Soweto, a township in the greater Johannesburg area of 
Gauteng province in South Africa, served as the research area 
in this study for the following reasons. Gauteng is the 
economic hub of the country, contributing the largest share 
(26.5%) of the country’s retail industry. The province houses 
45% of the country’s shopping centres and contributes 
(together with the wholesale sector) to addressing the 
unemployment problem by employing about 27% of the 
country’s youth (Gauteng Quarterly Bulletin 2012:36). As 
the  most populous area in South Africa, with 1  271  628 
inhabitants, Soweto is a key retail growth point (as Prinsloo 
2014:6 mentioned, population growth is a key driver of retail 
growth). Johannesburg, as the biggest metropole, is boosted 
by the 3.7% that Soweto contributes to the gross domestic 
product (GDP) of the province. According to StatsSA (2012), 
in 2011 Soweto consisted of 355  331 households and the 
economically active residents (15–64 years) constituted 71% 
of inhabitants. Based on spending power of R5  billion 
annually, this area emerged as a lucrative business 
opportunity for large retailers and a resultant increase in 
formal SMMEs (Steyn 2013). In fact, the SMMEs in the 
township form the backbone of development initiatives by 
the City of Johannesburg’s Mayoral Committee for Economic 
Development. Despite showing the third-highest absolute 
increase in population, this area has also been described as 
the third poorest in the Growth and Development Strategy 
2040 (City of Johannesburg 2011).

For this study, a descriptive research design was followed, 
using a multidimensional approach to investigate various 
aspects related to the functioning of small businesses. The 
study area encompassed all formal business areas and stands, 
including shopping malls, large shopping areas (outside 
shopping malls) and all smaller shopping centres and single 
demarcated business stands in the township and its industrial 
areas. The universe of the study comprised all the formal 
SMMEs located in Soweto. Formal businesses form part 
of  the official economy of the country and operate 
from  permanent structures with relatively sophisticated 
infrastructural, financial and technological systems, and are 
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incorporated into the country’s formal economic and fiscal 
reporting structures.

The inclusion criteria used for the sample were that the business 
be: (1) independent, with any of the following ownership 
structures: sole proprietor, partnership, cooperative, close 
corporation or company, and (2) located on a business stand or 
conducting business from a fixed brick-and-mortar structure.

Sample elements
The sample elements of each SMME were either the owner or 
manager of the business who was responsible for the business 
decision-making.

Sample plan design
The lack of an up-to-date list of formal small businesses in 
Soweto made determining the exact population size for the 
study impossible. As a result, probability sampling using a 
stratified sampling method was followed. The lack of a 
properly defined population resulted in the use of central 
limit theory, which postulates that using a sufficiently large 
number of respondents will result in an approximately 
normal distribution (Van Zyl 2014:178–180). Within the 
research budget limits, the sample size was set at 650 
businesses. The total sample was allocated according to the 
following SMME segments.

Shopping malls
In total, up to 100 formal SMMEs were to be interviewed in 
any or all of the following large shopping malls (primary 
shopping centres): Bara Mall, Maponya Mall, Jabulani Mall, 
Dobsonville Mall, Naledi Mall and Protea Mall. All SMMEs 
meeting the inclusion criteria and who were willing to 
participate were interviewed.

Smaller shopping centres (outside malls)
Smaller shopping centres in the survey area were selected 
randomly, with the instruction that at least 50 SMMEs be 
interviewed in each of the following stratified segments:

•	 Shopping centres with two to five businesses, with no 
more than two businesses interviewed per centre. Stand-
alone shops were included in this segment.

•	 Shopping centres with between 6 and 10 businesses, 
which were selected at random, and every second 
business after that in the specific centre.

•	 Tertiary shopping centres with between 11 and 20 
businesses in the centre; any business was selected at 
random, and every third business after that in the specific 
centre.

•	 Secondary shopping centres with more than 20 businesses 
in the centre; any business was selected at random, and 
every third business after that in the specific centre.

Industrial areas
At least 50 manufacturers were to be interviewed in industrial 
areas. Due to the relatively small number of industrial 

SMMEs in the study area, all respondents willing to 
participate were interviewed.

Research instrument (questionnaire)
The questionnaire covered a multidisciplinary range of 
functional areas in business management and the 
demographics of the respondents.

Research findings
Of the 650 completed questionnaires, the responses of the 297 
respondents operating in the retail grocery and retail general 
stores sectors were analysed using a quantitative approach. 
This group constituted 45.6% of the study population. 
According to the central limit theory, for sufficiently large 
samples (n = 30), the sample means will be distributed around 
the population mean approximately in a normal distribution. 
Even if the population is not normally distributed, the 
distribution of sample means will be normal if there is a large 
enough set of samples (Cooper & Schindler 2014:366–376). 
The reasons for focusing on these two retail types are based 
on the history of retailing in Soweto, the basic needs of mainly 
inshoppers being satisfied by these retailers, the high demand 
for food and clothing products, the dire need for small 
retailers to be more competitive due to the foreseen, 
increasingly high representation of major grocery retailers in 
Soweto, and the role of general dealers in serving inshoppers 
with a wider variety and more advanced self-service facilities, 
as discussed in literature.

Profile description of the SMMEs interviewed  
in Soweto
Regarding the key profile aspects of the retail general store 
and retail grocery respondents, the following can be observed:

•	 Age: The majority (30%) of business owners or managers 
were between 31 and 40 years of age. Overall, 87.6% of 
respondents were in the category 18–60 years (the general 
age of economically active individuals).

•	 Level of education: The majority of respondents (54.5%) 
had some form of secondary schooling up to Grade 12; 
32.4% had a tertiary qualification.

•	 Status of the business: The majority (77.4%) were 
involved as sole proprietors.

•	 Distance to nearest shopping mall: A mere 3% were 
situated in a shopping mall, whereas 17.9% were more 
than 3 km from the nearest shopping mall. The majority 
(48.5%) preferred a location of between 1 km and 3 km 
from the nearest shopping mall.

•	 Reason for starting the business: The main reason was 
seizing a business opportunity (35.7%), followed by 
30.6% who indicated unemployment as the main reason. 
A substantial number (22.9%) of respondents cited taking 
over a family business.

•	 Physical location: The majority of retailers (47.2%) 
were  established in smaller shopping centres (with 
between two and five adjacent businesses). Only a few 
respondents were situated in a stand-alone shop (15.8%) 
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and other smaller shopping centres with between 6 and 
10 surrounding businesses (17.2%). The results clearly 
showed that these businesses tend to refrain from opening 
shop in the bigger shopping centres and malls.

•	 Age of the business: The majority of respondents (55.6%) 
had been involved in the business for more than 5 years, 
that is, successfully operating an SMME. The findings are 
in line with the general rule of thumb used by practitioners, 
as well as international statistics, that most small businesses 
fail within 5 years of start-up. Small Business Administration 
(2014), a United States government agency supporting 
small businesses, as well as official statistics in the United 
Kingdom (as quoted by Deakins & Freel 2012:19), shows 
that 50% of small business cease trading by the fifth year. 
Ligthelm (2008:49) also used 5 years to indicate business 
maturity, while Lebusa (2013:76) concurs that local small 
retail outlets tend to fail within the first 3 to 5 years.

•	 Growth in turnover or sales: The growth pattern in the 
preceding year of 23.6% of respondents was positive, 
while 76.1% managed to remain the same size or 
experienced a decrease in turnover (sales) in the past year.

Inferential analysis
After descriptive analysis, the owner or managers’ inventory 
decision patterns were analysed by studying selected 
inventory statements. Exploratory factor analyses became 
necessary to reduce the data in an attempt to identify whether 
any clear factors emerged. A cluster analysis followed for 
identifying possible profiles within the data. Finally, cross-
tabulation was performed to determine the relationships 
between cluster membership and education, age of the owner, 

location of the business, frequency of inventory purchases, 
future perspective, and reasons for starting the business.

Inventory statements
Several inventory statements – self-designed and with 
different ordinal scales – were included in the questionnaire. 
On some statements, respondents had to indicate whether 
they ‘never’, ‘sometimes’ or ‘always’ performed the specific 
activity, and on others they had to indicate the extent to 
which they agreed with a statement or had to rate the 
importance of a statement regarding inventory decisions. 
To investigate the possibility of data reduction on the 
different inventory statements, exploratory factor analyses 
were done to identify any clear factors. Principal component 
extraction with varimax rotation was thus conducted on 
four groups of statements: (1) inventory in the business, 
(2)  marketing aspects related to inventory, (2a) product 
offering and (2b) convenience level, and (3) availability of 
products to consumers. The appropriateness of conducting 
factor analyses was confirmed with the Kaiser–Olkin 
measure of sampling adequacy that ranged between 0.5 
and 0.756, and was the same or above the recommended 
threshold of 0.5. Bartlett’s test of sphericity significance was 
p = 0.000 for all four analyses conducted. The factor analysis 
identified three factors for the inventory in the business 
statements and one factor respectively for product offering, 
convenience level and availability of products to customers, 
based on the eigenvalue criterion of values larger than 1, 
and it explains respectively 61.49%, 77.46%, 59.22% and 
63.1% of the variance. For the values of the final factor 
loading, see Table 1.

TABLE 1: Final factor loadings.
Inventory statements Component

Maintaining a low 
inventory level

Ease of maintaining 
higher stock levels

Proactively maintaining 
higher stock levels

Product  
offering

Convenience  
level

Availability to 
consumers

I purchase less stock than I can sell within a month 0.757 - - - - -
I purchase the exact amount of stock that I sell within 
a month

0.796 - - - - -

I purchase more stock than what I sell within a month 0.463 - - - -
It is too expensive for me to purchase more stock 
than what I can sell within a month

0.673 - - - - -

I can easily obtain more stock from my suppliers if 
I run out of stock

- 0.786 - - - -

I purchase more stock when it is on sale at my 
suppliers

- - 0.585 - - -

I purchase more stock when I have a sale in my store - - 0.827 - - -
I make provision for the fluctuation in the demands 
from my customers (e.g. over Easter and Christmas)

- - 0.861 - - -

I purchase more stock in order to save on my 
transportation costs

- - 0.700 - - -

I have the capacity to store excess stock in my store - 0.831 - - - -
I can access my excess stock quickly and easily - 0.860 - - - -
I would collaborate with one of my competitors to 
bargain for lower prices at suppliers

- 0.545 - - - -

A product should be immediately available to my 
customers when they want to buy it

- - - - - 0.794

My customers know that I will always have 
enough stock

- - - - - 0.794

Quality products - - - 0.880 - -
Enough product variety - - - 0.880 - -
Near to customers - - - - 0.871 -
Near to public transport - - - - 0.853 -
Fast checkout - - - - 0.539 -
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Five of the six factors were labelled (see Table 2) as 
maintaining a low inventory level, ease of maintaining 
higher stock levels, proactively maintaining higher stock 
levels, product offering, and convenience level. For the sixth 
factor, the Cronbach’s alpha value was below 0.6 (0.41); 
therefore, it was decided to rather consider the two items 
separately, as on-demand product availability and customer 
confidence in sufficient stock levels. Factor-based scores were 
subsequently calculated as the average value for the items 
included in each factor.

Cluster analysis
After performing factor analyses, five main inventory factors 
and two items were identified. A cluster analysis was 
subsequently performed to identify possible profiles within 
the data. With this exploratory analysis technique, a set of 
objects can be grouped so that clusters can be identified that 
show similar characteristics. The variables considered in the 
cluster analysis were the five factors, two items, business 
growth and the age of the business. In this case, a two-step 
cluster analysis was performed using the SPSS v23 software 

package. Four clusters were identified (see Figure 1). The two 
elements crucial in forming the clusters were the growth 
pattern and the age of the business. The decision to focus on 
these elements are in line with Strydom’s (2015:473) research 
on Soweto businesses, where surviving businesses were 
characterised by income growth and years in operation. It 
can be safely assumed that business size and age are related 
variables. Although the relationship between size and age is 
by no means linear, Deakins and Freel (2012:221) suggest that 
in general the more the business grows (i.e., the bigger it is), 
the more likely it is to survive another period (i.e., the older it 
is). Deakins and Freel (2012:220) stress the accepted wisdom 
that small businesses grow faster than large businesses, and 
that younger businesses grow faster than older businesses.

The silhouette measure of cohesion and separation was 0.3, 
which indicated a fair cluster quality.

Cluster 2 represents 41.5% of the respondent group, and 
although this group of retailers showed a negative growth 
pattern (staying the same or contracting during the past year) 
they managed to survive for 5 years and longer (100% of 
cluster respondents in both cases). Cluster 3, which represents 
24.6% of the respondent group, not only contracted or stayed 
the same during the past year, but were also young, that is, in 
business for less than 5 years (again 100% of respondents in 
both cases). The same pattern was seen with cluster 4 
(constituting only 10.9% of respondents), but in this case they 
represented 87.1% of this cluster group in terms of negative 
or no growth and 93.5% in terms of young businesses (age 
< 5 years). Cluster 1, which formed 22.9% of the respondent 
group, was the only cluster to show an overall positive 
performance, with 98.5% of the group showing growth in 
income during the past year, and 55.4% being in businesses 
for 5 years and longer.

When comparing cluster 3 (showing no or negative growth 
and existing for less than 5 years) with cluster 1 (showing 
positive results on both income growth and business age), the 
biggest contrast is in the inclination to proactively maintain 
high inventory levels. Overall, cluster 3 had the highest mean 
values on almost all variables, except proactively maintaining 
a high inventory level. Cluster 1 showed the second highest 
mean values on four variables among all the cluster groups, 
and the highest mean value (2.74) of all clusters showed on the 
factor labelled proactively maintaining a high inventory level. 
In terms of maintaining low inventory levels and customers’ 
confidence in having  sufficient stock, cluster 1 showed 
similar  values (though  marginally different) compared to 

TABLE 2: Results of the factor analysis, reliability and descriptive statistics.
Questions in questionnaire Factor Factor description Cronbach’s alpha Mean value Standard deviation

E3 a b d E3_f1 Maintaining a low inventory 
level

0.637 1.939 0.600

E3 c e j k l E3_f2 Ease of maintaining higher 
stock levels 

0.789 2.198 0.590

E3 f g h i E3_f3 Proactively maintaining 
higher stock levels

0.789 2.202 0.838

E11 a c E11_f Product offering 0.706 4.630 0.593
E11 j k m E11_f2 Convenience level 0.603 4.714 0.518

b1 sustain
0.00 (100.0%)

b1 sustain
1.00 (55.4%)

b1 sustain
0.00 (93.5%)

E11_F2
4.93

E11_F2
4.88

E11_F2
3.92

E11_F2
4.89

E11_F2
4.75

E11_F 
3.74

f2 growth
0.00 (100.0%)

f2 growth
0.00 (100.0%)

f2 growth
1.00 (98.5%)

f2 growth
0.00 (87.1%)

b1 sustain
1.00 (100.0%)

E11_F2
4.82

E11_F2
4.64

E6a
4.78

E6a
4.83

E6a
4.80

E6a
3.90

e3fac3
2.31

e3fac3
2.36

e3fac3
2.74

e3fac3
1.94

e3fac2
2.06

e3fac2
2.41

e3fac2
2.26

e3fac2
1.73

e3fac1
1.96

e3fac1
2.24

e3fac1
1.82

e3fac1
1.82

E6c 
4.69

E6c 
4.74

E6c 
4.63

E6c 
4.32

Inputs

Size

Descrip�on

Label
Cluster 2 3 1 4

41.5%
(118)

24.6%
(70)

22.9%
(69)

10.9%
(31)

1.0 0.8 0.6 0.4 0.2 0.0
Input (Predictor) Importance

Clusters

FIGURE 1: Cluster analysis.
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other clusters. Thus, being more inclined to proactively 
maintain a high level of inventory could result in positive 
business performance (in terms of growth in income and age). 
A negative or no growth picture for young businesses (cluster 
3 and cluster 4) can be turned around if these retailers decide 
to focus on the following inventory-related aspects: stocking 
up on sale items from suppliers, purchasing more items for 
sales held at the store, making provision for customers’ 
fluctuating demands and buying more stock to save on 
transport costs.

When comparing mean values within clusters, note that 
although cluster 3 shows marginally higher mean values 
(2.36 and 2.41) for proactively maintaining a high level of 
inventory and ease of maintaining a higher level of inventory 
respectively than maintaining a low level of inventory (2.24); the 
substantial inclination of the successful cluster 1 in terms of 
proactively and easily maintaining high levels (2.74 and 2.26 
respectively) instead of low levels (1.82) is proof of the 
importance of making the correct decision of maintaining 
high levels of inventory. Therefore, an inclination to purchase 
less than or the exact amount of stock that can be sold within 
a month (due to being too expensive) could be detrimental 
for the performance of small general and grocery retailers.

When comparing clusters 1 and 2, both groups existed for 
5 years and longer, but group 2 showed no or negative growth, 
while group 1 showed positive growth. The differences in 
terms of the mean values between proactively maintaining a 
high or a low level in inventory highlights the difference 
between these clusters. Cluster 2 is marginally more (mean 
value of 1.96) inclined than cluster 1 (mean value of 1.82) to 
maintain a low level of inventory. This is in line with cluster 
1 being the more inclined (mean value of 2.74) than cluster 2 
to proactively keep a high level of inventory (mean value of 
2.31). The same pattern is seen with the differences between 
these clusters regarding the ease with which high levels of 
inventory are maintained. Both clusters 1 and 2 are inclined 
to focus more on proactively maintaining high levels of 
inventory and maintaining such high levels with ease, 
although cluster 1 stands out as the overall cluster which is 
most inclined to proactively maintain high levels. The 
conclusion is that if retailers want to grow and exist for 5 
years and more, they should proactively maintain a high 
level of inventory and do so with ease (i.e. keep more stock 
than is sold monthly, easily obtain more stock from suppliers, 
have the capacity to store and access stock, and collaborate 
with a competitor to bargain for lower prices).

Despite clusters 2 and 3 both showing no or negative growth 
during the past year, they differ in terms of years in existence, 
with cluster 2 the older of the two groups. When analysing 
the mean values, cluster 2 (age 5 years and more) is less 
inclined to focus on the following three aspects: (1) product 
offering (a variety of quality products) – a mean value of 4.64, 
compared to 4.89 for cluster 3; (2) ease of maintaining higher 
stock levels (more stock than is sold monthly, easily obtaining 
more stock from suppliers when out of stock, the capacity to 

store and easily access excess stock, collaborating with a 
competitor to bargain for lower prices) – a mean value of 
2.06, compared to 2.41 for cluster 3; and (3) maintaining a low 
level of inventory (buying less stock or the exact quantity 
that  can be sold monthly, not buying more stock as it is 
expensive)  – a mean value of 1.96, compared to 2.24 for 
cluster 3. Despite the younger group 3 not showing growth, 
they seem to focus on the right aspects, which might give 
them the opportunity to grow in future. The lower values 
obtained by the older group 2 may reflect this group’s 
tendency to be satisfied with their status quo to survive, who 
do not necessarily pay attention to the aforementioned 
aspects which could potentially result in growth. There was a 
marginal difference between mean values of clusters 2 and 3 
in terms of convenience (4.82 and 4.93 respectively), on-demand 
product availability (4.78 and 4.83 respectively), proactively 
maintaining high levels of inventory (2.31 and 2.36 respectively), 
and customers’ confidence in having sufficient stock levels 
(4.69 and 4.74 respectively).

Group 4, which sketches the bleakest picture of all four 
groups, scored the lowest mean values on all seven variables. 
This shows that, for these young businesses, their inventory 
decisions contributed to their poor performance in growth in 
income. They were the least inclined to focus on convenience, 
their product offering, on-demand product availability or 
customers’ confidence in having sufficient stock levels, 
and this negatively influenced their performance. Although 
having also scored the lowest mean value on maintaining a 
higher level of inventory, proactively (1.94), and easily (1.73), 
and maintaining a low level of inventory (1.82), the marginal 
difference between the mean values on these variables within 
this group could indicate indecisiveness about the number of 
items to be kept in store.

The relationship between cluster membership 
and demographic and business characteristics
Three of the four groups showed no or negative growth, with 
two groups being young businesses. Although similarities 
existed between groups (groups 3 and 4 were young 
businesses with negative or no growth; groups 1 and 2 were 
able to survive for 5 years and longer despite opposite growth 
patterns), these groups had different answers on the 
inventory variables that resulted in the different clusters. 
Contingency table analysis was performed to determine the 
relationships between cluster membership and education, 
age of the owner, location of the business, frequency of 
inventory purchases, future perspective, and reasons for 
starting the business. Strydom (2015:473) specifically 
highlights the importance of business age, operating an 
established business in a small existing shopping centre with 
10 or more stores, being further away from large malls, a 
higher educational level, and owner’s maturity in age as 
predictors of small business longevity. The results of this 
study indicate statistically significant relationships between 
all variables and cluster membership. Since both variables in 
the cross-tabulation are nominal, the Pearson chi-square test 
was used. Where it could not be used (i.e. where more than 
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20% of cells had an expected frequency of < 5), the Cramer’s 
V value – a measure of the strength of the association between 
the two variables – and its associated significance value were 
used (see Table 3).

Education and cluster membership
The results indicate that a statistically significant relationship, 
at the 1% level of significance, exists between education and 
cluster membership. Across the groups, all members without 
schooling (100%) and those with grade 1–3 schooling (100%) 
fell in group 4 (businesses showing no or negative growth 
and being in business for less than 5 years). The bigger group 
3 (70 members) who showed the same performance pattern 
as group 4 represented a relatively higher level of education, 
with group 3 representing 32.4% of the groups in grades 4–6 
and 25.3% in grades 7–12, compared to the 11.8% and 9.1% of 
group 4 in the respective schooling categories. In terms of 
level of education, group 2 (older businesses with a negative 
or no growth pattern) showed the highest representation of 
all groups in three levels of education: grades 4–6 (47.1%), 
grades 6–12 (42.2%) and technical, trade or training of less 
than 3 years (49.2%). Group 1 (older businesses with a growth 
pattern) had the majority (41.4%) representation of all groups 
in the schooling level of university, college or training of 
more than 3 years. Groups 1 and 2 (who had survived for 5 
years and more, despite showing opposite growth patterns), 
together represented 70.7% of the respondents on the level of 
technical, trade or training of less than 3 years, 65.5% on the 
level of grades 7–12 and 58.6% on the level of university, 
college or training of more than 5 years. In summary, survival 
of 5 years and more seems to be associated with higher 
education levels.

Age of the owner and cluster membership
The results indicate that a statistically significant relationship, 
at the 1% level of significance, exists between the age of the 
owner and cluster membership. When comparing the groups, 
the younger businesses (< 5 years) seem to be in the hands of 
relatively young owners, with the majority (42.2%) of those 
aged 31–40 in group 3 (young businesses with no or negative 
growth patterns). This is confirmed by the small representation 
of older age groups (>  51) in both groups 3 and 4. If one 
assumes that the economic activity of humans takes place 

between the ages of 18 and 60, 41.4% of group members aged 
18–30 fall in group 2 (survival of 5 years and more, but no or 
negative growth pattern), which might indicate younger 
people who are continuing with a family business or doing 
business as it has always been done. Group 3 represents 
42.2% of members aged 31–40, while group 2 represents 
41.3% of members aged 41–50, 50% of members aged 51–60 
and 75.8% of members 61 years and older. In group 1 (older 
businesses showing growth) the members are similarly 
spread in the age brackets of 31–60, with 29.2% aged 31–40, 
27.7% aged 41–50 and 28.3% aged 51–60. The pattern 
observed when comparing groups is that the older 
respondents mainly form part of the group of surviving 
businesses that show no or negative growth (i.e. group 2). 
This finding could indicate that older business owners, who 
might be set in their ways, have managed to survive their 
businesses, but might be reluctant or unskilled to make 
business decisions that may lead to growth.

Location and cluster membership
The results indicate that a statistically significant 
relationship, at the 10% level of significance, exists between 
location and cluster membership. The majority (66.7%) of 
businesses in group 3 (younger businesses with no or 
negative growth) are located in shopping malls. They 
possibly face not only intense competition, but also the high 
costs typically associated with doing business in a big mall. 
Group 2 (older businesses with negative or no growth) 
represent the majority (43.6%) of businesses in stand-alone 
shops. Given that group 2 represents the older generation of 
business owners, with the majority of 73.5% older than 41 
years of age, these owners’ preference for stand-alone shops 
can be attributed to their traditional ways. However, group 
2 also has the highest occupancy of all groups in the category 
being located in a shopping centre with two to five adjacent 
businesses or a shopping centre with 6–10 adjacent 
businesses (42% and 45.7% respectively). Group 2 also 
represents 50% of members located in shopping centres 
with more than 20 surrounding businesses. In centres with 
11–20 and more than 20 surrounding businesses, group 1 
represents 66.7% and 50% of the groups respectively. Group 
1 members, however, seem cautious of moving to the big 
malls as they represent only 16.7% of groups in this category. 
In group 1, almost 60% (59.4%) are established in shopping 
centres with two to five adjacent businesses. As with group 
2, group 1 represents the other 50% in the category of 
businesses located in shopping centres with more than 20 
surrounding businesses. Neither group 3 nor 4 (younger 
businesses with no or negative growth) is represented in the 
categories of shopping centres with 11–20 or more than 20 
surrounding businesses. Across the groups, younger 
businesses tended to strongly prefer to establish themselves 
in big, well-known malls. Some were located in shopping 
centres with fewer than 20 surrounding businesses. While 
groups 3 and 4 mainly preferred being located in big malls, 
groups 1 and 2 (surviving businesses) were established in 
stand-alone shops and shopping centres with few 
surrounding businesses.

TABLE 3: Results of Pearson chi-square test and Cramer’s V values when 
determining cluster membership and selected variables.
Cross-tabulation 
variables by cluster 
membership

Pearson  
chi-square value

Cramer’s V value  
(if applicable)

Asymptotic 
significance ( p) 

Education 31.645 0.007***
Age of owner 41.635 0.000***
Location 27.924 0.063*
Frequency of 
inventory purchases

19.276 0.023**

Turnover 55.697 0.000***
Main reason for 
starting the business

83.131 0.000***

Future perspective 0.211 0.004***
Ambitions for 
children 

41.717 0.000***

*, at the 10% level; **, at the 5% level; ***, denotes significance at the 1% level.
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Frequency of inventory purchases and cluster 
membership
The results indicate that a statistically significant relationship, 
at the 5% level of significance, exists between frequency of 
inventory purchases and cluster membership. All groups had 
the highest number of respondents buying on a weekly basis 
(67.7% in group 1, 62.7% in group 2, 48.6% in group 3 and 
48.4% in group 4). Group 2 had the highest representation in 
terms of the following: it represented 36.7% of groups 
purchasing daily, 44.3% of groups purchasing weekly and 
44.6% of groups purchasing when stock levels are low. Group 
3 (younger businesses showing no or negative growth) stood 
out as purchasers of stock on a monthly basis (45.5%). 
Together, groups 1 and 2 represented 60% of groups 
purchasing daily, 70.6% weekly and 58.4% when stock is low, 
whereas groups 3 and 4 together represented 63.6% of groups 
buying monthly. The older businesses (groups 1 and 2) 
preferred to buy daily, weekly or when stock is low, whereas 
the younger businesses (groups 3 and 4) preferred to buy 
monthly.

Main reason for starting a business and  
cluster membership
The results indicated that a statistically significant 
relationship, at the 1% level of significance, exists between 
the main reason for starting a business and cluster 
membership. Group 2 represented 74.6% of members who 
had taken over a family business (confirmed by the 
subsequent findings related to owners’ future perspective, 
which explains their inclination to do business the tried and 
tested way, and survive despite no or negative growth). 
Among the younger groups (2 and 3) showing no or negative 
growth, group 3 represented 46.6% of all members who had 
started their business while unemployed or having no 
income. Group 1’s success (being older and growing) is proof 
of their ability to seize an opportunity (38.8%), while 62.5% of 
respondents indicated seizing an opportunity as the main 
reason for initially starting the business. The desperation of 
having no income or being unemployed could explain why 
59.4% and 53.3% in groups 3 and 4 respectively started their 
own business, and now own businesses with no or negative 
growth. Group 2 also represented the majority (54.5%) who 
stated that supplementing their income was the main reason 
for starting a business, that is, it is not their main source of 
income, which could explain why their status of merely 
surviving without growth or even tolerating negative growth 
would suffice.

Future perspective and cluster membership
The results indicate that a statistically significant relationship, 
at the 1% level of significance, exists between future 
perspective and cluster membership. Here, respondents were 
asked to indicate where they see their business in 2 years’ 
time. In all four groups, the majority of members preferred to 
continue with their businesses, which makes sense especially 
within group 1 (growing, older businesses) (87.7%). However, 
group 2 represented the majority of groups wishing to 
continue with business as is (41.5% of groups), stop the 

business to take up a waged job (100%), switch to another 
line of business (58.3%), hand the business to children and 
retire (80%) and sell the business and retire (75%). The general 
future perspective of this group seems to show signs of 
despondency and a readiness to retire. The high representation 
with plans to hand over the reins to the next generation and 
retire confirms that these businesses are owned by older 
businesspeople, who themselves inherited the business.

Conclusion
Against the backdrop of the history and current potential of 
township retailing, as well as the cardinal role of optimal 
inventory decision-making in small business performance, 
the research question addressed here was how Soweto small 
retailers make inventory decisions to grow their income and 
age of the business. The secondary objectives were (1) to 
identify possible profiles among Soweto grocery and general 
small retailers, with regard to inventory decision-making, 
(2) to determine the relationships between cluster membership 
and demographic (education and owner age) and business 
variables (location, frequency of inventory purchases, future 
perspective, and reasons for starting), and (3) to provide 
retailers in Soweto showing negative (or no) growth with 
guidelines on inventory decision-making based on the 
inventory decision patterns displayed by older counterparts 
with income growth. The data was analysed using exploratory 
factor analyses, cluster analysis and cross-tabulations.

The literature review shows paradoxical viewpoints on small 
retailers’ inventory decision-making: arguments for and against 
smaller volumes and buying in bulk (see discussion of Beneke 
2014:30; Scarborough 2012:375; Stokes & Wilson 2017:432; 
World Bank 2014:173), limited and broad variety (see Allen 
2012:332; Baker & Canessa 2009:425; Bowersox et al. 2013:46; 
Coyle et al. 2013:324; Hatten 2016:296–297; Lighthelm 2008:52; 
Petousis 2014; Scarborough 2012:549; World Bank 2014:207), 
and selling fewer items at higher prices and resorting to markdowns 
(see Scarborough 2012:375; Stokes & Wilson 2017:375). Despite 
this, the research results showed that being more inclined to 
proactively maintain a high level of inventory could result in 
positive business performance (in terms of both growth in 
income and age of the business). Younger businesses could 
thus turn around a negative or no growth picture if they move 
from indecisiveness about the number of inventory items to 
hold in store to a focus on stocking up on sale items from 
suppliers, purchasing more items for sales held at the store, 
making provision for customers’ fluctuating demands and buying 
more stock to save on transport costs. An inclination to purchase 
less than or the exact amount of stock that can be sold in a 
month, due to it being too expensive, could harm the 
performance of small general and grocery retailers. The results 
also show that if small retailers want to grow and exist for 
5 years and more, they should consider proactively maintaining a 
high level of inventory and maintaining such higher inventory levels 
with ease (i.e. keeping more stock than they sell monthly, easily 
obtaining more stock from suppliers, having the capacity to 
store and access excess stock, and collaborating with a 
competitor to bargain for lower prices). Carrying higher 
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inventory levels requires good inventory management, which 
implies the following actions. It is recommended that small 
business retailers set par levels for stock items (i.e. the minimum 
number of items that should be on hand at all times) and 
closely monitor items with expiry dates to avoid unnecessary 
wastage. Seasonal items and items that might go out of style 
could also become dead stock resulting in lost income. Retailers 
should balance the variable cost of storage by ensuring that the 
right amount of the right items are stored. In order to determine 
optimal levels, cash flow and inventory management systems 
should be implemented and used. A basic First-in First-out 
system to move older items first or an ABC analysis to prioritise 
attention to higher value items can easily be implemented. 
Exact knowledge of items in stock, sales figures, projections of 
periods of low stock, demand predictions and replacement 
dates would guide retailers in determining the timing and 
amount of cash needed during reordering.

In this study, older respondents mainly ran surviving 
businesses, which showed no or negative growth. It can be 
concluded that older business owners might have succeeded 
in sustaining their businesses by doing business in the 
traditional way, but they might be reluctant or unskilled to 
make decisions that may lead to growth. Younger businesses 
should therefore expand their horizons and exploit 
opportunities to learn and implement modern management 
skills in order to succeed.

Across the groups, the owners of younger businesses strongly 
prefer to establish themselves in big, well-known malls. 
However, surviving (older) businesses were rather 
established in stand-alone shops and shopping centres with 
few surrounding businesses – township business owners 
prefer to be part of the community. Further, the owners of 
older businesses conservatively prefer to buy daily, weekly 
or when stock is low, whereas those of younger businesses 
prefer to buy monthly. Depending on their roots in local 
communities and the type of items kept, younger businesses 
should determine optimal location and order quantities.

Older businesses showing no or negative growth constituted 
the majority of respondents who had taken over a family 
business, as confirmed by their future perspective of retiring 
and handing over the business to their descendants, and with 
an inclination to do business the tried and tested way, surviving 
despite no or negative growth. The owners of older businesses 
(with no or negative growth) stated supplementing their 
income as the main reason for starting a business. That could 
explain why they proceed despite no or negative growth – the 
business is not their main source of income. Older entrepreneurs 
with growing businesses mainly started their venture by 
seizing an opportunity. Again it is recommended that younger 
business owners expand their horizons to identify lucrative 
business opportunities. This would require a perceptive mind, 
creativity and a drive to transform opportunities into 
sustainable businesses.

This study confirmed the findings in the literature 
(see  discussion by Yang 2016:2; Matabooe et al. 2016:2; 

Kesavan & Kushwaha 2014:2118; Yordanov 2015:50; Honig 
et  al. 2014:97) that retailers can improve their inventory 
management by following the example of similar retailers. 
Younger (and older) businesses with no or contracting 
growth can therefore benefit from emulating maturing 
businesses experiencing income growth. Formal and informal 
mentorship and business training sessions could benefit the 
less experienced business owners. This article presented a 
platform where successful inventory practices can be shared, 
since retailers tend to function in isolation within a shared 
community, without realising the benefit of collaboration or 
interaction. The value of collaboration and good relationships 
with suppliers to promote adaptability, inventory problem-
solving and good inventory management should also not be 
underestimated. The study showed the benefits of carrying 
larger volumes of inventory in small grocery retail and 
general retailing outlets, where high customer service 
levels  are demanded (even during economic decline) and 
highlighted how both young and established small businesses 
could forfeit growth if they refrain from adapting their 
inventory decision-making to benefit from lucrative retailing 
opportunities in townships.
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