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This study investigates various threats to the survival of independent financial advisers in their
organisational life cycle. Telephone interviews were conducted to gain more insight into the demographic
data of the respodents and to attempt to group them into life-cycle stages. Personal interviews were

conducted to investigate the respondents’ problems. The contribution of this study is twofold. First, general
life-cycle stages applicable to the businesses of independent financial advisers were determined. Secondly,
the study identified the important problems as well as those that ought to be considered in the advisers’

businesses. The findings could be of assistance to independent financial advisers in analysing both their
current business position and their planning for future requirements as the business develops from one
stage to the next.
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1
Introduction

As businesses progress through the various
stages of organisational growth, various
problems have to be solved (Hanks, Watson,
Jansen & Chandler, 1993). The estimated
55 per cent failure rate for small businesses in
their first five years and 81 per cent within ten
years indicates that, if they do not address
these problems, find possible solutions and
implement the necessary strategies to address
the factors hindering their growth, they will
not survive (Dodge & Robbins, 1992).
According to the Global Entrepreneurship
Monitor report (Bosma, Acs, Autio, Coduras
& Levie, 2008:20), the prevalence rate for new
businesses in South Africa is only 2,1 per
cent, while for established owner-manager
businesses it is a mere 2,3 per cent.

While many factors could contribute to the
downfall of a small business, Moores and
Mula (1998) are of the opinion that one of the
major reasons for business failure is the lack of
managerial experience and capabilities. More
specifically, the small business sector shows
weak innovation and absence of financial
acumen, marketing, entrepreneurial flair,
practical knowledge and human resource
management. These pitfalls mean that many
small businesses fail to reach their full
potential and to grow (Sha, 2006).

Independent financial advisers form part of
the small business population in South Africa.
They are individuals or businesses that sell
financial products. They normally operate
small businesses and are expected to give “best
advice” when recommending products to
clients (UK Association of Independent
Financial Advisers, 2001; Wright, 2008).
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These advisers are further subject to the
regulations of the Financial Advisory and
Intermediary Services Act (2002), but would
not be able to survive and grow their business
sales should they focus predominantly
on compliance-related activities (Swanepoel,
2004:25-26).

The organisational life-cycle concept
presents a viable tool that could be of
assistance to independent financial advisers
experiencing a variety of business problems.
Kiriri (2004) indicates that the organisational
life-cycle model can be used to analyse a
business’s current position and to plan what
will be required as the business develops from
one stage to the next. The model could be a tool
for long-term planning, where management with
an understanding of the issues, current and
future challenges and problems at each stage
would review the plans and strategies of the
business to prepare for the future. According to
Hill, Nancarrow and Wright (2002:363),
organisational life-cycle models provide a
framework for gaining more insight into the
various options available to small business
owners at a given time. An understanding of
the life cycle of an organisation and the
management imperatives associated with it
could help small business owners through the
uncharted course of firm growth (Hanks et al.,
1993; Sha, 2006). A diagnostic growth model
could help small business owners to learn from
the survival and growth of other businesses
with the same business features operating in
similar industrial climates (Poutziouris, Binks
& Bruce, 1999:139).

Accordingly, if independent financial
advisers are to survive and grow, they need
more guidance on the various threats to their
survival and growth in their organisational life
cycle. This would include various strategies
that could be implemented in managing
problems proactively and anticipating future
challenges. To date, no formal research study in
South Africa has proposed such guidelines.

In addressing the problem, this study
focuses on the first requirement, which is to
investigate different factors that could threaten
the survival of independent financial advisers
in their organisational life cycle.

2
Literature review

To accomplish the aim of this study, a general
organisational life-cycle model for all
businesses was first identified in the literature
review. The empirical section of this study then
aimed to verify whether these general life-cycle
stages are applicable to the businesses of
independent financial advisers or whether,
alternatively, they progressed through another
set of life-cycle stages. The second section of
the literature review focused on the various
problems that independent financial advisers
could possibly experience in their organi-
ational life cycle. These problems were
investigated further in the empirical section of
this study.

2.1 The organisational life-cycle
concept

In the search for a justifiable general life-cycle
model that could be representative of the
businesses of independent financial advisers, it
was decided to compare the organisational life-
cycle models proposed by Miller & Friesen
(1984); Smith, Mitchell & Summer (1985);
Lester & Parnell (2008); Ferreira (2000) and
Churchill & Lewis (1983). The older models
were selected first because their contribution to
the literature theory is still acknowledged
today (Hill et al., 2002:362-363; Lester &
Parnell, 2008:540-553; Lester, Parnell &
Carraher, 2003:339-353) and secondly because
the researcher wanted to ensure that there was
a substantial review of all the major
contributions to the organisational life-cycle
concept. The models proposed by Miller and
Friesen and by Smith et al. are based on
previous organisational life-cycle models,
while those proposed by Lester and Parnell and
by Ferreira represent more recent research
studies. Finally, in addition to representing
small, large and general organisational life-
cycle models, all five models have been
empirically tested.

The results of the investigation are depicted
in Table 1 below. It appears that businesses
can progress through five general life-cycle
stages:
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Table 1

The general life cycle stages of an organisation

Birth Growth Maturity Revival Decline

Product
market
strategy

Become a viable
business
Search for
innovative
products and
services that
generate
distinctive
competencies
and that can be
served in a niche
market
Undifferentiated

Expanded
product line for
same market
Modify products
to meet needs of
new market

No major
innovations
Follow actions of
competitors who
focus on same
target market

Major and minor
product line and
service
innovations
New products
tailored to specific
market segments

To preserve
resources, do not
engage in new
product or service
developments
Cut prices to
maintain sales
Smaller market
scope

Structure Simple
Owned by one or
a very few
individuals
Business owner
directly
supervises
employees

Functional
Owner is less
involved in routine
administration

Functional
Power and control
situated at top
Professional
managers run
business

Divisionalised Functional

Centralisa-
tion

Centralised
Owner delegates
little authority

Less centralised Fairly centralised Strategy-making
power is
centralised, but
the operating
decisions are
made in the
different divisions

Centralised –
board of directors
and shareholders
have more power
and control
Period of politics
and power (more
emphasis on
managers’ than
on client’s needs)

Planning
and
systems

Very little or no
formal planning or
systems in place

Formal
procedures

More formal
procedures than
the previous two
stages (red tape)

Highly
sophisticated
control systems

Lack of well-
developed
information
processing
mechanisms and
strategic planning

Mode of
decision
making

Intuitive rather
than analytical
More proactive
than older
counterparts

Customer rather
than owner
influences
decisions
Business is less
proactive and
more risk- averse,
but not
conservative

Conservative and
risk- averse

Inventive,
proactive and
risk-embracing
(but unlike birth
and growth
stages, solutions
are generated by
experts)

Conservative
Top management
spend most of
their time
“handling the
crises”, leaving no
room for analysis

Growth Slow but positive Marginal to high
returns if survives

Slower than
growth stage

Higher than
maturity stage

Weakening profits
and poor sales

Objective Stay alive Growth and early
diversification

Economical
production
Preservation of
sales volume

Desire to return to
a leaner time and
revive the
business

Preservation of
resources
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The next question requiring further investi-
gation is whether businesses relentlessly
progress in a sequential manner through these
five general life-cycle stages.

The sequential nature of organisational life
cycle stages

According to Quinn and Cameron (1983:33),
organisational life-cycle stages are “…sequen-
tial in nature, occur as a hierarchical
progression that is not easily reversed, and
involve a broad range of organizational
activities and structures”. Other researchers
argue that the progression of a business from
one life-cycle stage to another is a matter of
strategic choice, expertise and resources. Not
all small businesses want (Scott & Bruce,
1987:45) or have the resources and expertise to
grow their businesses (McMahon, 1998;
Phelps, Adams & Bessant, 2007).

It is, however, in the results of the
longitudinal research study conducted by
Miller and Friesen (1984:1175-1177) that
more clarity about this matter can be gained.
Miller and Friesen’s study revealed that
some businesses did display a long-term
evolutionary pattern that was roughly in line
with the life-cycle literature. These businesses
progressed from birth, to growth, to maturity
and then to revival in a sequential manner.
However, there were many exceptions. Some
of the businesses in the revival stage reverted
to the maturity phase. (An unsuccessful attempt
to diversify the business was given as a possible
reason.) Further, there were businesses in the
decline stage that progressed to the maturity
and revival stages. Miller and Friesen
concluded that “…while the stages of the life
cycle are internally coherent and very different

from one another they are by no means
connected to each other in any deterministic
sequence”. The maturity stage could, for
example, be followed by the decline, revival or
even growth stage; the growth stage could be
followed by the maturity or the decline stage; the
revival stage may be before or after the decline
stage, and so on. There is no common corporate
life cycle, but there are indeed life-cycle stages
common to every business which are different
from one another.

It therefore appears that, while there
are general life-cycle stages common to
businesses, organisations do not progress
relentlessly through them in a sequential manner.
The development of the business can assume
any form. According to the contributions by
Phelps et al. (2007); McMahon (1998); Siu and
Kirby (1998:49-50); Scott and Bruce (1987:45);
Mount, Zinger and Forsyth (1993:111) and
Churchill and Lewis (1983), it seems that the
business’s resources, as well as its expertise
and strategic choices, play an important role in
determining, at any point, whether it will
progress to the next stage, remain at the current
stage or deteriorate and perhaps die.

Finally, it appears that businesses that stop
growing at a specific stage seem to keep the
structure of that particular stage. According to
Miller and Friesen (1984:1177), “…the structures
of no-growth firms may become arrested at the
life-cycle stage in which strategy and size
become fixed. Firms may then be similar to
others within their stage but fail to progress to
a different phase of the life cycle”.

Based on these findings, it is possible to
provide a graphical illustration of the general
organisational life-cycle model:
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Figure 1

The general organisational life cycle model
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Source: Author’s own work (Adapted from the literature review)

The five general life-cycle stages identified in this section are depicted in grey. As each life-cycle stage has

its own unique characteristics, different shapes were used to illustrate them. Each shape has a duplicate

form, representing the businesses which have the characteristics of that particular stage, but which stop

developing, and simply remain in a state of survival. (Since the decline stage represents businesses in demise,

a duplicate survival form was not created for this stage.)

Arrows point from each shape to the centre of the diagram, which represents the life cycle of the

individual business. At birth, the business has a “clean sheet”. As the business develops, its “sheet” is filled

with a “chain” of general life-cycle stages. This chain is unique to the business and is based on the business’s

expertise, available resources and the strategic choices it makes. The chain of general life-cycle stages will

eventually stop when the business dies.

Following the literature investigation, the
empirical section of this study aimed to verify
whether these general life-cycle stages were
applicable to the businesses of independent
financial advisers. However, because a more
detailed investigation process is required to
obtain an adequate understanding of the decline
stage (Mellahi & Wilkinson, 2004), this stage
was excluded from the investigation.

2.2 Business obstacles

According to Timmons and Spinelli (2007:
260-261, 536-538, 618-621), certain business
obstacles can be specifically associated with
the different life-cycle stages of a business.

Lack of empirical evidence rendered the
organisational life-cycle model proposed
by Timmons and Spinelli unsuitable for
consideration in the investigation of the
general organisational life-cycle stages.
However, based on the findings of the previous
section, it seems that the business context of four
of the life-cycle stages proposed by Timmons
and Spinelli correlates with the business
context of the birth, growth, maturity and
revival generallife-cycle stages. Table 2 below
provides a summary of this correlation as well
as a list of the problems Timmons and Spinelli
believe can occur in each particular stage:
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Table 2

Correlation in context of life-cycle phases and list of problems per stage

General life-
cycle stages
as identified
in Section

2.1

Growth phases
indicated by Timmons
and Spinelli (2007:260–
261, 536–538, 618–621)

Area of correlation Problems

Birth Startup and survival Represent the business
at birth
Market is established
Growth is slow but
positive

Inability to meet time standards required
owing to lack of managerial delegation
Unknown competitors emerge in market
Business is struggling to achieve planned
channels of distribution on time

Growth Early growth High sales growth can
occur
Less centralised

Lack of strategic thinking among
business owners who focus primarily on
the operational side of the business
Inadequate cost management that does
not keep pace with business growth
Sales to new and existing clients not
achieved on time
Lack of external networks to continue
business growth
Business owners not managing for
results, as they do not delegate but
attempt to perform all the tasks
themselves
Loss of clients owing to poor customer
services

Maturity Maturity More complex business
structure (manager
managing employees)
Growth is slower than in
the growth stage

Decline in sales of products or services
offered due to perishability, competitor
ignorance and offshore competition
Lack of teamwork for a “greater purpose”
and conflict over business control
Partners in conflict over business control
Inadequate financial resources

Revival Harvest/stability Period of renewal and
reinvestment

Lack of new product and service
developments
An eroded opportunity, which facilitates
very low profitability and return on
investment for the business
Business owners who are not prepared
to sell equity but rather use bank debt to
solve their financial resource
requirements

Based on the similarities in Table 2, it appears
that the problems depicted in Timmons and
Spinelli’s life-cycle stages could also be
present in the general life-cycle stages
proposed in Figure 1: birth, growth, maturity
and revival. Subsequent to this, there is the
possibility that independent financial adviser
businesses could experience these problems in
their life-cycle stages.

Timmons and Spinelli (2007:536) further
postulate that there is a range of problems on

which a business may have to concentrate. The
problems they mention are particularly
important and if they are not overcome they
could imperil the business.

The researcher therefore investigated
mainly the problems pointed out by Timmons
and Spinelli (2007:260-261, 536-538) as far as
they concerned the independent financial
advisers in this study.
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3
Research objectives

and propositions

Following the literature review, two research
objectives could be stated to investigate the
various factors that could threaten the survival
of independent financial advisers in their
organisational life cycle:

• To obtain clarity on the organisational life-
cycle phases of independent financial
advisers;

• To determine the problems actually posing
a threat to the business survival of
independent financial advisers in their
organisational life cycle;

The following research propositions were
tested to assist in addressing the objectives:

• Independent financial advisers do progress
through the birth, growth, maturity and
revival life-cycle stages identified in the
literature review;

• Independent financial advisers experience
the potential problems (factors) in the life-
cycle stages discussed in the literature
review.

4
Methodology

The field study was conducted in two phases.

First, telephone interviews were conducted to
determine whether the respondents qualified
for participation in this study and to increase
insight into the demographic profiles of the
advisers and subsequently their life-cycle
stages.

The population of this study was comprised
of independent financial advisers in Johannes-
burg operating small businesses advising on
and selling financial products during the period
1 August 2006 to 31 July 2007. Since it was not
possible to obtain an exact list of the population,
the researcher used the names and contact
details provided by the Financial Services
Board of the 1 024 registered independent
financial advisers in Johannesburg who had taken
on the business form of a natural person.
The first three questions of the telephone
interview then verified whether the respondent

formed part of the population of the study and
therefore qualified for participation in the
investigation.

The non-probability convenience sampling
technique was used for the telephone
interviews.

This study was exploratory in nature and no
scientific representative conclusions were
made. The limitations of the convenience
sampling method, as highlighted by Stevens,
Wrenn, Sherwood and Ruddick (2006:188),
would therefore not affect the research
objectives of this study. Further, the data were
collected by a professional interviewer who
made use of a structured questionnaire. The
respondents all had to answer the same series
of questions. Only every second person on the
list provided by the Financial Services Board
was contacted for a telephone interview. The
sample size of 512 respondents (1 024/2) was
affordable and was in accordance with the
guidelines presented by Stevens et al.
(2006:191-192). A total of 133 respondents
were successfully interviewed by telephone
(response rate 27.14 per cent).

In the second phase of the field study,
information on the problems experienced by
the respondents was collected by means of
personal interviews.

Only independent financial advisers who
indicated in the telephone interviews that they
had experienced commission growth in their
businesses (for the period 1 August 2006 to
31 July 2007) were interviewed in the second
phase of the field study. The rationale for this
approach was that, according to Mellahi and
Wilkinson (2004), a detailed investigation
would be needed to gain an adequate
understanding of the behaviour of businesses
in the decline stage. However, the main
intention of this study was to conduct a small-
scale exploratory investigation into the
problems experienced by financial advisers. A
thorough investigation into the actions of
businesses in the decline stage would have been
costly and fell outside the ambit of this study.

In phase one, a total of 76 respondents
indicated that they had experienced
commission growth in their businesses. All
76 respondents were contacted for a personal
interview. However, only 50 of these
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respondents were willing to discuss the
obstacles they had experienced relating to their
businesses. Forty-four of the interviews were
conducted in person. The other six respondents
had extremely busy schedules and were willing
only to be interviewed by telephone. These six
respondents were asked the same questions
posed in the personal interviews and great care
was taken to ensure that the respondents
understood the questions properly and that the
answers were probed in full. Based on the
number of financial advisers contacted and the
number of interviews completed, the response
rate for the second phase of the field study was
65,79 per cent.

Although only 50 respondents participated
in the second phase of the field study, the use
of this relatively small sample size for analysis
can be justified:

• Stevens et al. (2006:190-191) point out
that, in practice, numerous research
institutions use a typical sample size of
between 50 and 200 respondents when
conducting research among region-specific
business respondents, while between null
and four subgroups are involved. The
sample of 50 interviews in the second phase
of the field study matches the lower end of
this range.

• Moreover, this study was also exploratory
in nature and involved mainly the
investigation of business obstacles expe-
rienced by independent financial advisers.
The study did not propose any scientifically
representative conclusions.

The fieldwork was conducted in Johannesburg
from September to November 2007. The
validity of the study was ensured by pre-testing
the telephonic and personal interview
questionnaires among a small number of
independent financial advisers whose busi-
nesses had characteristics similar to those of
the respondents in this study.

5
Results

5.1 Telephone interviews

The telephone interview results showed that
the oldest business examined in this study was
more than four decades old (44 years) while
the youngest was less than one year old.
Half of the respondents’ businesses were
between seven and 19 years of age. Of the
133 respondents who participated in the
telephone interviews, 89, 47 per cent had no
employee growth in their businesses (for the
period 1 August 2006 to 31 July 2007). The
respondents’ businesses had either one or two
organisational levels and carried out a
maximum of three specialised functions.

Although all the authors discussed in the
literature review identified essentially the same
organisational life-cycle stages, they followed
different research approaches. Ferreira’s
(2000) approach is particularly worth noting.
He collected the demographic data of the
respondents and then grouped them according to
similarities displayed. Hanks et al. (1993) also
made use of this approach in their investigation
of the small business life cycle. They believe
that, “by employing this methodology to
multiple samples, patterns of life-cycle stages
can be systematically explored”. Accordingly,
this study followed Ferreira’s research approach
and applied Ward’s minimum variance
clustering method (1963) to the demographic
data of the respondents who had experienced
commission growth in an attempt to group them
into different life-cycle stages.

It should also be noted that in the previous
section it was mentioned that a total of
76 respondents earned more commission over
the period 1 August 2006 to 31 July 2007 than
in the previous year. However, cluster analysis
could be conducted only on the results obtained
from the 75 respondents who were willing to
disclose their actual achieved percentage
commission growth.
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Table 3

Cluster characteristics

Characteristics Mean Range
25th

percentile
75th

percentile
Median

Standard
deviation

Cluster 1

Business age 10,73 1-23 8 13 10 5,07

Commission growth per annum 22,64 15-30 20 25 20 4,88

Number of organisational levels 1,41 1-2 1 2 1 0,50

Number of specialised functions 0,64 0-3 0 1 0 0,95

Total respondents: 22

Cluster 2

Business age 11,57 4-20 8 15 10 4,92

Commission growth per annum 9,63 5-15 8 10 10 2,77

Number of organisational levels 1,43 1-2 1 2 1 0,50

Number of specialised functions 0,47 0-2 0 1 0 0,63

Total respondents: 30

Cluster 3

Business age 32,08 25-44 26 36 31 6,50

Commission growth per annum 15,17 2-35 10 20 12 9,68

Number of organisational levels 1,33 1-2 1 2 1 0,49

Number of specialised functions 0,42 0-2 0 1 0 0,67

Total respondents: 12

Cluster 4

Business age 6,67 2-14 4 7 7 4,06

Commission growth per annum 51,11 40-75 45 50 50 10,83

Number of organisational levels 1,67 1-2 1 2 2 0,50

Number of specialised functions 0,78 0-3 0 1 1 0,97

Total respondents: 9

Cluster 5

Business age 11,50 11-12 11 12 11,50 0,71

Commission growth per annum 125,00 100-150 100 150 125,00 35,36

Number of organisational levels 1,50 1-2 1 2 1,50 0,71

Number of specialised functions 0 0 0 0 0 0

Total respondents: 2

The four criteria were measured, using
Ferreira’s methodology:

The business age was determined by
subtracting the year in which the business was
founded from 2007 (the year in which
fieldwork was conducted). The reporting
structures of the respondents’ businesses
were studied to determine the number of
organisational levels. The duties of each
employee were examined to assess the number
of specialised functions. For example, if the
employee performed only an administrative

role, it was regarded as a specialised function.
Ferreira measured the sales growth of the

small businesses. Independent financial
advisers earn their income on the sale of
financial products in the form of commission.
However, both the sale of a manufactured
product and the commission earned from a
policy can be viewed as a business owner’s
source of income, from which overheads must
be paid and profit taken. Consequently,
Ferreira’s sales criterion is measured as
commission growth (percentage).
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Although the initial intention was to
incorporate the employee growth of the
respondents into the cluster analysis (the fifth
criterion considered by Ferreira), more than 89
per cent of the respondents who participated in
the telephone interviews had not experienced

any employee growth. These data were
therefore initially excluded from the analysis
to determine whether mutually exclusive
clusters could be identified. Employee growth
was determined as follows:

(Total employees from 1 August 2006 to 31 July 2007) – (Total employees from 1 August 2005 to 31 July 2006) x 100

(Total employees from 1 August 2006 to 31 July x 2007)

The following insights can be gained from the
results depicted in Table 3:

• Business age

The average business age of cluster 1 is
10,73 years. This is close to the average
business age of cluster 2 (11,57 years) and
cluster 5 (11,50 years). Cluster 1 has a
standard deviation of 5,07 years and cluster 2
has a standard deviation of 4,92 years. The
median value for both clusters 1 and 2 is
10 years, while for cluster 5 it is 11,50 years.

The business age range for clusters 1 and 2
is very similar, i.e. 1-23 years for cluster 1 and
4-20 years for cluster 2. The business age of
50 per cent of the respondents in cluster 1 is
between eight and 13 years and that of 50 per
cent of the respondents in cluster 2 is between
eight and 15 years. Cluster 2 has the highest
number of respondents (30 respondents).

Businesses in cluster 3 are older than those
in the other clusters. The minimum business
age in cluster 3 is 25 years and the maximum
.is 44 years. The median value is 31 years and
the business age of 50 per cent of the
respondents in cluster 3 is between 26 and
36 years. Cluster 3 has the highest average
business age (32,08 years) and the standard
deviation is 6,50 years.

The business age range of cluster 4 is from
two to 14 years. This range overlaps that of
clusters 1 and 2. The median value is seven
years and the business age of 50 per cent of the
respondents in cluster 4 is between four and
seven years. Cluster 4 has the lowest average
business age (6,67 years) and the standard
deviation is 4,06 years.

Cluster 5 has the smallest business age
range (11-12 years), explaining why the
business age of 50 per cent of the respondents
in cluster 5 is between 11 and 12 years and the
standard deviation is 0,71 years. However,

only two respondents were grouped into
cluster 5.

The Kruskal-Wallis one-way analysis of
variance test statistic (for age) was determined
as 35,14 and the associated p-value as 0,0000
(the actual p-value calculated was very small
and was then rounded off by the SAS software
package used to four zeros after the decimal).
Although the above discussion highlighted a
few similarities, the results of the p-test
suggest that there is a significant difference
between the mean business ages of the five
clusters.

• Commission growth

Cluster 2 has the lowest average commission
growth (9,63 per cent) and the lowest standard
deviation (2,77 per cent). The commission
range is 5–15 per cent and 50 per cent of the
respondents in cluster 2 experienced between
8 per cent and 10 per cent commission growth.
The average commission growth for cluster 1,
which has almost the same business age range
as cluster 2, is 22,64 per cent and the standard
deviation is 4,88 per cent. The commission
range is 15–30 per cent and 50 per cent of the
respondents in cluster 1 experienced between
20 per cent and 25 per cent commission growth.
The median commission growth value for
cluster 1 is 20 per cent, while that for cluster 2
is 10 per cent.

The average commission growth for cluster
3 is 15,17 per cent and the standard deviation
is 9,68 per cent. The commission range for
cluster 3 is from 2 per cent to 35 per cent. This
range overlaps with that of clusters 1 and 2.
The median commission growth value for
cluster 3 is 12 per cent and is close to the
median commission value of cluster 2.
However, 50 per cent of the respondents in
cluster 3 experienced commission growth of
between 10 per cent and 20 per cent.
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The average commission growth for cluster
4, which overlaps in business age range with
clusters 1 and 2, is 51,11 per cent. This is more
than double the commission growth indicated
for cluster 1 and more than five times the
commission growth indicated for cluster 2.
Cluster 4 also has a larger standard deviation
than clusters 1 and 2 (10,83 per cent). The
commission growth range for cluster 4 is 40-75
per cent and 50 per cent of the respondents in
cluster 4 experienced commission growth
between 45 and 50 per cent. The median
commission growth value is 50 per cent.

Cluster 5 has the greatest average
commission growth (125 per cent) as well as the
largest standard deviation (35,36 per cent).
However, only two respondents were grouped
into cluster 5. The commission growth of the
first respondent was 100 per cent and that of
the second respondent was 150 per cent,
explaining the commission growth range of
100 per cent to 150 per cent. The median value
was calculated to be 125 per cent.

The Kruskal-Wallis one-way analysis of
variance test statistic (for commission growth)
was determined to be 55,56 and the associated
p-value as 0,0000 (actual small p-value was
also rounded off by the computer package to
four zeros after the decimal). Despite the fact
that the discussion above highlighted a few
similarities, the results of the p-test suggest that
there is a significant difference between the
mean commission growth of the clusters
identified.

• Number of organisational levels

All the respondents who experienced
commission growth had either one or two
organisational levels. This explains why the
organisational level range for each cluster is
one to two organisational levels. The 25th
percentile is one organisational level and the
75th percentile is two organisational levels.

The median value for clusters 1, 2 and 3 is 1
organisational level. Cluster 1 has an average
of 1,41 organisational levels. This is close to
the mean number of organisational levels for
cluster 2 (1,43). Clusters 1 and 2 have the same
standard deviation value (0,50 organisational
levels). The standard deviation for cluster 3
(0,49 organisational levels) is close to the
standard deviation of clusters 1 and 2. Cluster

3 has an average of 1,33 organisational levels.
Cluster 4 has the highest average number of

organisational levels (1,67 organisational
levels). Cluster 4 has the same standard
deviation value as clusters 1 and 2 (0,50
organisational levels). The median value for
cluster 4 is two organisational levels. Cluster 5
has the second-highest average number of
organisational levels (1,50 organisational
levels). Cluster 5 has the highest standard
deviation (0,71 organisational levels). The
median value for cluster 5 is 1,50
organisational levels.

The Kruskal-Wallis one-way analysis of
variance test statistic (for organisational levels)
was calculated as 2,52 and the associated p-
value as 0,6417. Consistent with the above
discussion, these findings also indicate that
there is no significant difference between the
mean number of organisational levels among
the different clusters.

• Number of specialised functions

The average number of specialised functions
for cluster 1 is 0,64 (standard deviation 0,95
functions). This is slightly lower than the
average number of specialised functions
identified for cluster 4 (0,78 functions with a
standard deviation of 0,97 functions). The
median number of specialised functions for
cluster 1 is zero functions and, for cluster 4,
one function. The specialised functions range
for both clusters 1 and 4 is 0-3 functions. The
mean number of specialised functions for cluster
2 is 0,47 functions (standard deviation is 0,63
functions). This is close to the mean number of
specialised functions for cluster 3 (0,42
functions with a standard deviation of 0,67
functions). Clusters 2 and 3 have the same
median number of specialised functions (0
functions) and also the same specialised
functions range (0-2 functions).

Fifty per cent of the respondents in clusters
1, 2, 3 and 4 have between 0 and one
specialised function.

The average number of specialised
functions for cluster 5 is 0 functions. No
additional descriptive statistics could thus be
calculated for cluster 5.

The findings of the Kruskal-Wallis one-way
analysis of variance test (for specialised
functions) suggest that there is no significant
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difference among the mean number of
specialised functions of the different clusters.
The test statistic was calculated as 2,40 and the
associated p-value as 0,6627.

Based on these findings, it appears that it
was not possible to identify a series of
mutually exclusive clusters using Ward’s
minimum variance method. Although the
Kruskal-Wallis one-way analysis of variance
test for age and commission growth did
indicate that there is a significant difference
between the mean business age and mean
commission growth of the five proposed
clusters, there is also a high number of
similarities between the groups that cannot be
ignored. This study can therefore not accept the
five proposed clusters established with Ward’s
minimum variance test as a valid representation
of the individual business phases of the
respondents who experienced commission
growth.

Given the number of similarities between the
different clusters, it further might appear that
the independent financial advisers who
experienced commission growth could be
grouped into a single organisational life-cycle
stage.
Each of the five proposed clusters represents a
segment of the commission growth experienced
by the respondents, together constituting the
entire commission growth range (2-150 per
cent) and business age range (1-44 years) of
the respondents who experienced commission
growth. Within each cluster, the range of
organisational levels is 1-2 levels and the range
of specialised functions is 0, 0-2 functions or
0-3 functions. Consequently, advisers who
experienced a low amount of commission
growth and/or who were relatively young had
about the same number of organisational levels
and specialised functions as advisers who
experienced more commission growth and/or
who were relatively older. Statistical tests also
indicate that there is no connection between
the number of organisational levels present in
the respondents’ businesses and the level of
commission growth they experienced (chi-

square value is 3,5807 and the associated
p-value is 0,0585). There is also no connection
between the number of specialised functions
and the level of commission growth
experienced (Fisher’s exact test shows a
p-value of 0,1295).

It can then be argued that the respondents
who experienced no commission growth
were in the same business phase as the
respondents who did experience commission
growth. The advisers who experienced no
commission growth also had either one or two
organisational levels and a maximum of three
specialised functions, and did not really show
employee growth. There is also no significant
difference between the mean business age of
the respondents who experienced commission
growth and those who did not. (The t-test value
is 0,35 and the associated p-value is 0,7278.)

It is tempting to claim that all the
independent financial advisers who participated
in this study had the features of the birth
general life-cycle stage. Similar to the
structural characteristics of this stage, the
independent financial advisers also had a
simple organisational structure and directly
supervised their employees.

However, these viewpoints might not be
completely valid, since there is a possibility
that independent financial advisers in general
have a simpler organisational structure and
could still be grouped into the other general
organisational life-cycle stages, based on the
remaining six factors listed in Table 1.
Consequently, even though the respondents
investigated in this study have a number of
structural characteristics in common, it will
not be claimed that their businesses are all still
in the same organisational life-cycle stage.

5.2 Personal interviews

Given the fact that it was not possible to cluster
the respondents who experienced commission
growth into life-cycle stages, the data obtained
from the field could not be grouped and are
presented in Table 4 mainly as problems
experienced by the advisers in their businesses.
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Table 4

Problems experienced

Number Problems examined
Frequency

n=50
Important
problem

Problem
needs

consideration

1 Too many responsibilities so struggled to meet
deadlines. 54%

2 Did not know all the competitors who had entered the
market. 4%

3 Had difficulty in delivering the service to clients on time. 48%

4 Did not make strategic plans for business because
adviser concentrated primarily on the operational side of
business. 44%

5 Struggled with inadequate management of business
expenses that did not keep up with business growth. 12%

6 Sometimes struggled to close a business deal on time
with both new and existing clients. 34%

7 Did not have access to external networks (such as the
Financial Planning Institute) that could help grow the
business. 6%

8 Attempted to perform all the business activities alone. 62%

9 Lost customers who experienced unsatisfactory service
from business. 32%

10 Could not meet high demand of the market for the
business’s services. 4%

11 Commission reduced through unexpected activities of
competitors. 6%

12 Business commission reduced through offshore
competition. 0%

13 Experienced lack of teamwork for a “greater purpose”. 24%

14 Sometimes in conflict with partners over control of
business. 2%

15 Struggled with inadequate financial resources. 26%

16 No new product and service developments in
businesses over the last 12 months. 4%

17 Had to deal with an exhausted business opportunity that
produced very low profits and return on investment for
the business. 8%

18 Used bank debt to solve financial resource requirements
instead of selling equities. 20%

The problems investigated were divided into
groups according to the number of responses
obtained. If the obstacle was experienced by
less than one-third of the respondents (i.e. 0
per cent-33,33 per cent of the advisers), it was
regarded as a problem that needed consideration
only. Similarly, obstacles experienced by more
than one-third but less than two-thirds of the
respondents (i.e. 33,34 per cent-66,67 per cent
of the advisers) were regarded as important

problems, while obstacles experienced by more
than two-thirds of the respondents (i.e. 66,68
per cent–100 per cent of the advisers) were
regarded as critical.

Based on this approach, five of the 18
problems investigated could be classified as
important, and the remaining 13 could be
regarded as problems that would need
consideration only. This study was therefore
not able to identify any critical problems.



166 SAJEMS NS 14 (2011) No 2

6
Discussion

6.1 Organisational life-cycle stages of
respondents

In Section 5.1 it became evident that
Ferreira’s variables were not sufficient to help
classify the respondents into life-cycle stages.

Ferreira investigated small businesses whose
mean employment in the birth stage was
recorded as 16,33 employees, in the expansion
stage as 27,62 employees, in the maturity stage
as 159,6 employees and in the diversification
stage as 30,6 employees. Most of the
respondents who participated in the telephone
interviews (62,41 per cent) had no employees
in their businesses from 1 August 2006 to
31 July 2007 (the year in which the
respondents’ businesses were evaluated). The
average number of organisational levels in the
businesses investigated by Ferreira ranged
from 2,33 levels at the birth stage, 4 levels at
the expansion stage, 4,27 levels at the maturity
stage and 4,71 levels at the diversification
stage. This study’s respondents had either one
or two organisational levels. The majority of
the respondents who experienced commission
growth (55,26 per cent) had only one
organisational level. The number of specialised
functions in the businesses investigated by
Ferreira ranged from 2,04 functions (birth
stage), 4,69 functions (expansion stage),
6 functions (maturity stage) and 8,8 functions
(diversification stage). The independent
financial advisers had a maximum of three
specialised functions. More than half of the
respondents who experienced commission
growth (59,21 per cent) had no specialised
function.

Ferreira therefore seems to have examined
small businesses operating on a larger scale
(with more employees, organisational levels
and specialised functions than the respondents
of this study. Consequently, and because
Ferreira’s data had a broader range, it was
easier for him to make use of the different
variables and group the respondents into a
number of life-cycle stages. By contrast, the
independent financial advisers had little
variability in terms of the number of
organisational levels, specialised functions and

employees in their businesses, which made it
very difficult to group them according to
Ferreira’s variables.

Although it appears that all the advisers
interviewed had a simple organisational
structure, this study cannot claim that they
were all in the same organisational life-cycle
stage. It was not possible to provide empirical
evidence that the general life-cycle stages
depicted in Figure 1 apply to the businesses of
independent financial advisers. These stages,
however, are based on the common life-cycle
patterns displayed by small and larger
businesses in different time periods, regions
and industries. Table 1 also lists a number of
characteristics that can be used to describe these
general life-cycle stages (of which the structure
of the business formed only one component).
This study will therefore conclude instead that
the general life-cycle stages should, in fact, also
be associated with the businesses of
independent financial advisers, but with one
exception: it seems that independent financial
advisers have a more simple organisational
structure which they do not really attempt to
develop further.

Research proposition 1 should therefore be
partially accepted.

The implication is that a more appropriate set
of variables is needed to assist in grouping
independent financial advisers into the different
general life-cycle stages. Independent financial
advisers in the interim can make use of the
summary of the general life-cycle stages to
help them identify their own stage in the life
cycle and to gain more insight into their
businesses.

6.2 Problems encountered

As indicated in Table 4, only five of the 18
problems investigated were categorised as
important. Three of the important problems
listed are related to the financial advisers’
having insufficient time for delivering the
service (problems number 1, 3 and 6). It is
possible that the advisers concentrated primarily
on the operational side (subsequently failing to
make strategic plans for the business), because
they did not have time to do anything else.

The root of the time dilemma might be that
the financial advisers lacked the necessary
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staff members to help them perform their
duties. Those who did employ staff allotted
them administrative duties rather than
specialist roles. A total of 62 per cent of the
respondents personally interviewed indicated
that they were attempting to perform all the
business activities personally. Most of the
respondents who participated in the telephone
interviews (62,41 per cent) had no employees
in their business and most of them (89,47 per
cent) experienced no employee growth in the
relevant period.

The respondents had a maximum of three
specialised functions in their businesses. The
majority of the respondents (67,67 per cent)
indicated that they had no specialised function.
Most of them employed an administrative
worker, which was the most popular type of
specialised role performed (total percentage of
58,82 per cent).

Table 4 further indicated that the remaining
13 problems were classified as problems
needing consideration only. Based on these
problems, it seems that the respondents were
also struggling with competitors, financial
resources, customers, employees, product
offerings and a lack of external networks.

The implications are that independent
financial advisers would have to pay attention
to their employment practices if they were to
overcome the important problems they were
experiencing. They should also pay attention to
competitors, financial resources, customers,
employees, product offerings and networking
in order to address the problems needing
consideration.

Since this study could identify only the
important problems and those requiring

consideration, the critical problems expe-
rienced by independent financial advisers
remain unknown and would also need further
investigation.

Finally, because the respondents did not
experience all the problems listed in Table 4
(the offshore competition problem was not
experienced), research proposition 2 can be
only partially accepted.

7
Conclusion

This study identified the important problems
and problems requiring consideration only in
the businesses of independent financial
advisers.

As the general life-cycle stages can be
associated with the businesses of independent
financial advisers, it is possible to conclude
that the problems experienced by the
respondents do occur in these general life-
cycle stages.

A future, more comprehensive examination
of the organisational life cycle of independent
financial advisers in South Africa is necessary.
Researchers should identify more practical
criteria that could assist in grouping
independent financial advisers into the various
general life-cycle stages. The businesses
should be studied over a longer period and
financial statements could be analysed to gain
a more in-depth view. Following this
investigation, the problems listed in Table 4
could then be further examined as experienced
by the independent financial advisers in each
cluster to verify the obstacles that can occur in
each life-cycle stage.
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