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Firms that are both sustainable and able to grow rapidly are an important stimulus to any economy and
essential for increasing employment opportunities. Theory and case studies describing high growth
firms in the developed economies are vast. However, much less is known about high firm growth firms
within developing economies. By identifying profitable high growth firms within a developing economy
context and beginning to understand why and/or how these firms survive and even prosper will
hopefully provide insights for other firms that would want to emulate their success. In the present
study, the researchers aimed to gain insight into possible key considerations that should be taken into
account by academics and practitioners alike in effectively managing firm growth, by specifically
focusing on companies that have proven themselves successful in terms of growth management. For
purposes of this present study qualitative research by means of observation was conducted. Annual
reports of purposefully selected listed companies were analysed by observing the official views and
reflections of the executive managers of the selected companies, within a specified time frame.
Findings revealed that the most common attributes of the directors are extensive industry experience,
followed by being highly qualified (having a masters or doctoral degree) and lastly, entrepreneurial
experience. Firms in the information, communication and technology (ICT) sector significantly
outperformed the other sectors in terms of profitability. Most successful high growth firms followed a
combined growth strategy, which included organic growth, acquisitions and expansion into Africa.
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INTRODUCTION

Firms that grow rapidly are an important stimulus to the
economy (Barringer et al., 2005: 665) and are essential
for increasing employment and productivity (Foster et al.,
2011: 4). Birch (1981in Brown and Mawson, 2013), an
American economist in the early 1980s, described how a
relatively small number of so-called high growth firms
contribute disproportionally to economic growth and new
job creation. Stimulating economic growth and decreas-
ing unemployment are vital for any successful economy,
but arguably even more so for developing economies

such as the BRICS nations (Brazil, Russia, India, China
and South Africa).

Unemployment in developing countries is a major
socio-economic  problem and necessitates urgent
attention, especially when considering the impact on
poverty, crime, productivity and economic growth
(Herrington, 2011: 115; Roux, 2011: 53).

According to Mohr et al. (2008:88), South Africa’s poor
performance in entrepreneurship is one of the
fundamental problems jeopardising the South African
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economy. This is evident by the small percentage of firms
in South Africa that manage to grow into established
firms. According to the Global Entrepreneurship Monitor
(GEM) 2011 report, South Africa’s established business
ownership rate in 2011 was the second lowest in its
category at two per cent. In comparison, the average
established business ownership rate in the efficiency
driven category was seven per cent, whilst both China
and Brazil achieved in excess of 12 per cent (Simrie et
al., 2012, Kellyet al., 2011).

Despite strong interest from academics, policy-makers
and firm owners surprisingly little is known about the
internal growth dynamics of profitable high growth firms
(Leitch, 2010in Brown and Mawson, 2013). This assertion
is even more relevant when considering the context of a
developing economy. The present study is an exploratory
attempt to isolate listed profitable high growth firms that
operate within a developing economy and to identify
within them attributes and/or characteristics that are
common to them. Describing these firms and highlighting
common characteristics will hopefully explain to some
extent why they have been successful and that these
practices, attributes and/or characteristics could be
adopted by other firms in their quest to become more
profitable and sustainable.

THEORETICAL BACKGROUND

Research on firm growth is vast (Colombelli, 2015; Brown
and Mawson, 2013; Kirkwood, 2009).The attributes that
are likely to have the biggest impact on a firm’s ability to
achieve and maintain rapid growth are the characteristics
of the business owner, firm attributes, business practices
and human resources practices (Barringer et al., 2005:
664). Merson (2011: 69) found that the most important
internal barriers to firm growth were personal barriers,
that is, the founders and their role in the business, people
management barriers, cultural barriers and structural
barriers. The key considerations and determinants in
managing firm growth can be classified into two broad
main themes:1) the characteristics of the founders or
business owners; and 2) the attributes of the firm and its
practices.

Characteristics of the founders and business owners

Colombelli (2015) emphasised the importance of the
relationship between human capital and firm growth. The
founders or owners of the firms are specifically able to
influence the organisational culture and climate of firms,
often even after they leave. Their legacy can often still
have an impact on internal firm dynamics and continued
success long after they have left (Barringer et al.,
2005).In addition, investors and other stakeholders often
evaluate the personal attributes of the founder(s) in
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assessing the potential of a business, especially when
deciding whether to provide capital investments. The
individual characteristics of the founder(s), for example
their level of education, entrepreneurial talent and
industry experience, may also be critical in dealing
effectively with the many challenges that are associated
with rapid growth (Barringer et al., 2005: 666). Some
firms have fell victim to rapid growth and faltered when
this was not managed properly.

Successful founder(s)/business owner(s) have been
described as having clear goals (Gundry and Welsch
2001),higher levels of education (Barringer et al., 2005),
relevant industry experience (Barringer et al., 2005) and
prior entrepreneurial experience (Barringer et al., 2005).
The motivation to achieve growth was also deemed
crucial to actually achieving growth successfully (Gundry
and Welsch, 2001; Barringer et al., 2005; Davidsson,
1991). Davidsson (1991) found that growth motivation
was influenced by perceptions of ability, need and
opportunity.

Sapienza and Grimm (cited by Barringer et al.,
2005:671) reasoned that higher levels of education
enhance search skills, imagination and foresight, as well
as communication and computational skills. Relevant
industry experience is considered important as it provides
business owners with a better understanding of the
intricacies of the specific industry and the opportunity to
build a more mature network of contacts, which in turn
result in increased access to expertise, funding and
customer referrals (Barringer et al., 2005). Entrepreneurs
with prior entrepreneurial experience are further more
likely to succeed as they are more familiar with the
entrepreneurial process and are more likely to avoid
expensive mistakes (Barringer et al., 2005: 671).

Firms’ attributes and practices

Capron and Mitchell (2010) found that firms tend to rely
primarily on a single growth strategy. Some firms
developed resources internally, whilst other firms focused
on joint venture alliances, mergers, acquisitions or
licensing in terms of their growth strategies. During a
merger, independent companies are combined to form a
new company, while an acquisition involves the purchase
of a company, or enough shares in a company to gain
control of that company (Merson, 2011: 200). Capron and
Mitchell (2010: 105) attributed the focus on a single
growth strategy to the diverse demands of the various
approaches and explained that different growth strategies
require different organisational structures and cultures,
selection skills and implementation capabilities. Their
research also found that firms that acquire resources in
various ways are significantly more likely to survive than
those that focus on a single approach to secure the
required resources (Capron and Mitchell 2010: 105).

Firer et al. (2008: 85) warned that firms that grow
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rapidly often experience cash flow difficulties, and that it
is literally possible for a firm to what they termed grow
broke. Hambrick and Crozier (1985: 41) and Churchill
and Mullins (2001: 135) explained that companies could
experience cash flow constraints even if they are
profitable, due to higher cash requirements to provide for
increased working capital needs and to fund the
expansion of facilities and equipment.

Merson (2011) advised firms to consider the skills that
will be required during the next stage of growth, and not
to focus only on the current requirements when recruiting
employees. He cautioned that this may be difficult as
small firms may not have the funds, profile or reputation
to attract the calibre of employees that will be required in
the next stage of growth. Hambrick and Crozier (1985)
found that firms that deal successfully with rapid growth
have invested heavily in the training and development of
their managers and employees. Merson (2011) also
warned that the roles of some employees often change
as a business grows and that these employees should be
trained well in advance. These training interventions
should focus on broader and more complex managerial
situations, to so equip them with the skills that they will
need in their future roles.

RESEARCH METHOD

By identifying and focusing on firms that have done well in terms of
growth within a developing economy in the past, it was hoped that
possible key considerations could be identified that that could be
taken into account by researchers and practitioners that wish to
better understand firm success and/or wish to emulate it.

For the purposes of the present study an exploratory research
design was employed. A qualitative approach was preferred as it
supports the discovery process and provides contextual informa-
tion, as suggested by Guba and Lincoln (1994: 106). Specifically,
secondary qualitative data were obtained by means of observation
and analysed in a descriptive manner to provide an initial
understanding of “what is happening”, as described by Robson
(cited by Saunders et al., 2007: 133).

Population and sample

Data were obtained from records of firms that are listed on the AltX,
which is the alternative exchange of the Johannesburg Stock
Exchange (JSE). The AltX was established in 2003 and is intended
for “good quality, small and medium-sized high growth companies”
(JSE, 2012).

In line with the aim of the research, the target population was
described as firms that were profitable during times of rapid growth.
Judgement sampling was used to select SMEs that managed to
remain profitable during the five years that preceded 2011 or 2012
(depending on when their most recent annual reports had been
published at the time of the study). The population comprised 63
companies that were listed on the AltX on 21 September 2012 (the
date on which the sample was selected). The first step in the
selection process was to exclude companies that were not suitable
for the purposes of this research. Twenty-one companies were
excluded for the following reasons:

1. Companies that had been suspended from the AltX so as to
ensure that only companies with valid listings and in good standing

were included in the research.

2. Companies that had registered addresses in other countries, as
the research focused on the experiences of South African
companies.

3. Investment trusts, as the research aimed to capture the
experiences of businesses that conduct commercial activities and
not investment activities.

4. Companies that listed during 2012 were excluded merely
because there would not have been enough information publicly
available to capture the growth experiences of these companies.

Companies that had not been profitable in any of the five years
preceding 2011 or 2012 were also excluded. Measuring high-
growth firms vary (Kirkwood, 2009) and for purposes of the present
study, the profitability of the firms was judged by calculating their
return on equity (ROE). ROE is regarded as the “true bottom-line
measure of performance” and allows for the profitability of
companies of different sizes to be compared (Firer et al. 2008:56).
ROE, according to Firer et al. (2008: 65), is calculated as follows:

Return on equity = Net profit after tax/total equity 1)

The ROEs of a few companies were found to be unrealistically high.
Further investigation revealed that these companies had
experienced such large losses that the equity of these companies
became negative. Division of the negative return by the relatively
small negative equity resulted in the (implausibly) high ROEs.
These companies were consequently excluded from the sample, as
they did not meet the profitability requirement. The ROEs of a
number of companies were recalculated to provide assurance that
they were accurate. Companies that had a negative ROE in any of
the five years under scrutiny were also excluded. No further
concerns were found.

The realised sampled consisted of nine companies (Table 1).

Qualitative data were collected by means of observation for each
of these firms for the period from the date listed on the
Johannesburg AltX until the release of their most recent annual
report during or before 2012.

DATA COLLECTION

The source of data was the reflections and observations of
executive management as described in the various executive
reports that were included in the companies’ annual reports. These
reports were typically the reports of the chairperson, the Chief
Executive Officer (CEO) and the Chief Financial Officer (CFO). The
executive reports were supplemented with more detailed
information obtained elsewhere in the annual reports. Collecting
data from the companies’ annual reports had the following benefits:

1. The research incorporated the publicised/official views of
executive management as reflected in the executive reports.

2. The information documented in the executive reports was
current, as it would have been documented within a few months
after each firm’s financial year-end.

3. The annual reports contained the audited financial statements of
the companies. Although the auditor’s opinion does not include an
opinion on the executive reports, it does enhance the credibility of
these reports.

4. There is no danger of disclosing sensitive or confidential
information, as the reports are in the public domain.

5. The annual reports are readily available on the companies’
websites.

Data analysis

Template analysis was employed. The initial template consisted of



Table 1. Companies included in the final sample.
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Name of company Sector Period Average ROE
1. Telemasters Holdings Limited (Telemasters) Telecommunications 2007 - 2011 48.5%
2. ISA Holdings Limited (ISA) Technology 2008 - 2012 27.7%
3. FoneWorx Holdings Limited (FoneWorx) Technology 2008 - 2012 23.8%
4. OneLogix Group Limited (OneLogix) Industrials 2008 - 2012 20.9%
5. BSi Steel Limited (BSi) Basic materials 2008 - 2012 17.1%
6. RGT Smart Market Intelligence Limited (RGTS) Industrials 2010 - 2012 12.9%
7. Sable Holdings Limited (Sable) Financials 2007 - 2011 12.2%
8. Workforce Holdings Limited (Workforce) Industrials 2007 - 2011 11.8%
9. Gooderson Leisure Corporation Limited (Gooderson) Consumer services 2008 - 2012 7.6%

Source: SOST (2012a—2012)).

meaningful categories that represent the themes that emerged from
the literature review. These categories were reviewed and revised
to ensure that they were aligned to the aim of the study. Data were
collected from the annual reports according to these predetermined
categories by means of observation. These categories were
subsequently revised where necessary, and new categories were
added, irrelevant categories were deleted and some categories
were reclassified, as suggested by Saunders et al. (2007: 497).

The layout of the final template analysis is provided in Table 2.
The characteristics of the board of directors’ sub-category focused
on the size and composition of the boards, as well as the education,
industry experience and entrepreneurial experience of both the
executive directors and the boards separately. The characteristics
of the firm’s sub-category focused on the profitability of the various
sectors, the diversification and the longevity of the firms. The
experiences and practices of the firms focused on growth
strategies, the economic environment, financial management,
human resources management and ‘other’ experiences.

RESULTS AND FINDINGS

As discussed in the literature review above, sustainable
firm growth is largely attributed to 1) characteristics of the
firms and their directors, and 2) the experiences and
practices of the firms. This categorisation focused the
development of the template that was used to collect and
analyse the data. The results and findings are also
discussed in terms of the template (Table 2).

Characteristics of the board of directors

The literature review revealed that the founders’ and/or
business owners’ level of education, industry experience
and entrepreneurial experience are some of the charac-
teristics that differentiate rapid growth firms from slow
growth firms. For the purposes of the present study the
board of directors was considered and not the founders
or business owners per se, as the directors have the
same responsibility for firm growth as the founders and/or
business owners.

The characteristics of the executive directors and the
board were studied separately because the executive

directors are typically responsible for the day-to-day
management of the companies (Telemasters, 2011),
whilst the non-executive directors provided independent
judgements on various issues, including strategy (ISA,
2012). The executive directors are therefore likely to have
a more direct impact on the performance of a firm than
the non-executive directors. The full board was analysed
to gain insight into the collective education and
experience of all the directors, and the extent to which
non-executive directors complement the skill set of the
executive directors.

Number of directors

The majority of firms had either six or seven directors,
including both executive and non-executive directors,
with a minimum of five and a maximum of eleven direc-
tors. Most of the companies had three or four executive
directors, with a minimum of two and a maximum of six
executive directors. Six of the nine companies had
executive chairpersons at some stage whilst listed on the
Johannesburg AltX. Four of these companies had since
separated the roles of CEO and chairperson. Figure 1
illustrates the number of executive directors (n=31) and
non-executive directors (n=35) per company.

Highest level of education of the executive directors

The majority of executive directors of the high growth
firms in the realised sample had a tertiary qualification.
Almost half of the executive directors held a master’s
degree (14/31=45%), whilst only a few held other
degrees; these included one doctoral degree, two
honours degrees, two bachelor's degrees and two other
gualifications such as a diploma. Almost a third
(10/31=32%) of the executive directors did not specify
that they held any tertiary qualifications. Figure 2
graphically illustrates the number of executive directors
that hold different levels of qualifications.
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Table 2. Final template analysis.

1.1
1. Characteristics
of firms and their
directors

1.2 Characteristics of the firms

2.1
2.2

Growth strategies
Economic environment

2.3 Financial management

2. Experiences
and practices of the firms

2.4

2.5 Other

Characteristics of the board of directors

Human resources management

1.1.1 Size and composition of the board of
directors

1.1.2 Education of executive directors and the
board

1.1.3 Industry experience of executive directors
and the board

1.1.4 Entrepreneurial
directors and the board
1.1.5 Number of directors who are highly
qualified, and/or have industry experience and/or
entrepreneurial experience.

1.2.1 Profitability of the various sectors
1.2.2 Diversification in terms of
segments

1.2.3 Longevity of the firms

experience of executive

operating

231
2.3.2
2.3.3
234
2.35
2.3.6
24.1
24.2
2.4.3
251
252
253
254

Debtor management

Fraud and crime

Dividends

Currency fluctuations

Listing

Financing

Recruitment

Availability of skills

Training and development
Regulation and legislation
The 2010 Soccer World Cup
Costs and availability of supplies
Industry specific experiences
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Figure 1. Number of executive and non-executive directors per company.ROE in parenthesis.

Highest qualifications of the board of directors

Almost half of all the directors of the firms in the sample
had master's degrees (32/66=49%), a fifth (13/66=20%)
held bachelor degrees and only a few directors held other
degrees and qualifications. These included two doctoral

degrees and three honours degrees, while two had other
qualifications A further 14 directors did not stipulate
whether or not they held tertiary qualifications. Figure 3
illustrates the number of directors (n=66), both executive
and non-executive, that hold different levels of
qualifications.
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Figure 3. Highest qualifications of the board of directors.

Qualifications and experience of the executive
directors

Industry experience was the most common attribute
amongst the executive directors (81%); followed by being
considered highly qualified, in other words had Masters
and/or Doctoral degrees (48%); and finally having
entrepreneurial experience (42%).

Figure 4 graphically illustrates the total number of
executive directors per company that were highly
qualified, and/or had industry and/or entrepreneurial
experience. Some directors had more than one qualifying
attribute and were accordingly allocated to more than one
category. The total number of directors with qualifying

attributes in Figure 4 will therefore not align to the total
number of directors in Figure 1. As an example,
Telemasters had two executive directors (Figure 1) who
both had a master’s or doctoral degree, one had prior
industry experience, and both had entrepreneurial
experience (Figure 4).

Considering Figure 4 it is noted that firms that reported
higher levels of ROE (>17%) had more executive
directors that were reported to have entrepreneurial
experience and also prior industry experience. Two of the
organisations did not report to have executive directors
with entrepreneurial experience, while posting the lowest
and third lowest ROEs (<12%). The firm with the lowest
ROE also did not indicate that the executive directors
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experience.

held an advanced degree.

Qualifications and experience of all the directors

The non-executive directors’ skills often complemented
those of the executive directors. Figure 5 illustrates the

total number of all the directors per company that were
highly qualified, and/or had industry and/or entrepre-
neurial experience. The majority of the directors (55%)
had industry experience, followed by being highly
qualified (52%) and having entrepreneurial experience
(42%). Similar to the previous section, directors with
more than one qualifying attribute were allocated to more
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than one category.

Similarly, it was noted that firms that reported higher
levels of ROE (>17%) had more executive directors that
were reported to have entrepreneurial experience (Figure
5). The firm with the lowest ROE also did not indicate that
the directors held an advanced degree.

Characteristics of the firms

The study on the firm’s characteristics focused on the
profitability of the different sectors the firms operated in,
the diversification of the firms as reflected by their
operating segments and the longevity of the companies.

Profitability of the various sectors

The nine companies represented six sectors, including
telecommunications,  technology, industrial, basic
materials, financial, and consumer services. The
combined ICT sector significantly outperformed the other
sectors in terms of their average ROE. Figure 6 illustrates
the average ROE of the companies per sector since
listing, but limited to the five years preceding 2012,
except for Telemasters (Telecommunications), Sable
(Financials) and Workforce (Industrials) that were limited
to the five years preceding 2011.

Diversification
The diversification of the various companies was studied

by analysing the different operating segments, as
described in the companies’ financial statements.
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15.2%

According to ISA (2012: 25), an operating segment is a
distinct section of a group, which earns revenues and
incurs expenses from its business activities. It also has
discrete financial information.

Five of the nine companies had two or three segments
each. The company with the highest number of segments
had five different segments, whilst two companies did not
have segments that were separately identifiable
(Telemasters 2011: 47; ISA, 2012: 25). The number of
segments and ROE per company is illustrated in Figure
7. The two companies that did not have segments that
were separately identifiable were also the two companies
with the highest average ROE, followed by the two
companies with three segments each.

Considering Figure 7, it would seem as if there is an
inverse relationship between the number of segments
and ROE.

Longevity of the firms

Given the focus on SMEs the firms were surprisingly old.
The two oldest companies, Gooderson and Sable, were
established in 1957 (Gooderson and Leisure, 2007: 4)
and 1968 (Sable Holdings, 2011: 87) respectively. At
least one company had been established in each decade
since 1950, with the most companies (4) having been
founded between 1990 and 1999. Only one of the
companies, RGTS, was founded between 2000 and
2010. Although Telemasters was only registered in 2006,
it is stated in its 2007 report that it was already 11 years
old (Telemasters 2007: i).

The age and profitability of each company are
illustrated in Figure 8.

From Figure 8 it can be seen that the four firms with the
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Figure 7. Number of segments per company
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Figure 8. Age and profitability per company.

highest profitability were founded between 14 and 16
years ago, and that there is a decline in profitability as the
companies got older. There seems to be an inverse
relationship between the age of the firm and the ROE.

EXPERIENCES AND PRACTICES
Growth strategies
All nine firms reported to have followed organic growth

strategies. Five of the companies had complemented
their organic growth with acquisitions, and five had
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expanded into Africa. Expansion into Africa appeared to
be a successful growth strategy given that four of the five
companies with the highest average ROE had expanded
into Africa, albeit in varying degrees. Three companies
were involved in Black Economic Empowerment (BEE)
transactions, whilst two companies had formed alliances
that included the use of channel partners and dealer
networks. However, only one joint venture, one merger
and one franchising arrangement were recorded amongst
the selected companies. Figure 9 illustrates the number
of companies that followed the various growth strategies,
since they listed on the AltX.

Eight of the nine companies followed a combination of
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growth strategies, which were mainly a combination of
organic growth, acquisitions and expansion into Africa.
Two companies followed a combination of five growth
strategies, whilst the youngest company pursued only
organic growth. This company had only been listed for
three years, which explains why other growth strategies
had not yet been documented. Figure 10 provides the
combination of growth strategies that the different
companies followed.

Although BSi described organic growth as their “best
return and lowest risk option” (BSi 2008: 15), the compa-
ny was also open for potential acquisitions as alluded to

in a statement that “we remain vigilant for opportunities
that are priced attractively and complement our geo-
graphic and product growth strategies” (BSi, 2011: 17).

ISA’s growth strategy was similar, as reflected in their
statements that “investment in organic growth, where we
can build and enhance our existing capabilities. We do
however continue to look for strategic activities to
complement our existing business and to eliminate
inefficiencies by further improving our internal systems”
(ISA, 2007).

Acquisitions seem to hold various benefits for the
acquiring company. They provided Telemasters with
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access to licences, which enabled it to enter the
broadband market and thus to diversify its offerings
(Telemasters, 2010). In addition, Telemasters reported
that it benefited from an assessed tax loss on one of its
acquisitions (Telemasters, 2010).

The firms also highlighted the challenges that they had
experienced with acquisitions. Gooderson had to
disregard many potential opportunities “due to exorbitant
selling prices” (Gooderson, 2009: 6). Telemasters
suffered a significant impairment loss as the largest client
of an acquisition closed down within a year of the
acquisition (Telemasters, 2009), while OneLogix had to
write off R4.4 million relating to uncollectable accounts
receivable of an acquisition (OneLogix, 2009).

Although expansion into Africa was seemingly
rewarding, it also had its challenges. FoneWorx’s Media
Worx division had expanded into 37 countries in Africa by
2011 (FoneWorx, 2011).The company had, however,
experienced numerous challenges and found that it had
to adapt its offering to the specific countries that it
operated in, and that it could not offer the South Africa
offering in its current form elsewhere in Africa
(FoneWorx, 2011). The CEO elaborated: “The installa-
tions of the technical platforms came with a number of
logistical, regulatory, cultural and operational challenges
which required us to adapt our South African offerings of
Fax2Email and Web2Fax to meet the local requirements
of these territories” (FoneWorx, 2011: 7).

The joint CEO of BSi justified its expansion into Africa
by saying, “...the SADC countries offer consistent growth
opportunities, albeit at higher risks and administrative
complexities than the local businesses. Our competitive
advantage lies in our experience in dealing with African
customers built over ten years of trade” (BSi, 2008: 20).
The CEO of BSi raised political risk in Africa as a con-
cern, specifically in Zimbabwe, which he cited as a
“potential powder keg which could destabilise the region”
(BSi, 2011: 20).

Only two companies documented the use of alliances.
Telemastershad used a significant number of channel
partners to grow its volume, and had appointed 60 new
channel partners in 2008 (Telemasters, 2008). FoneWorx
had established contractual and operational relationships
with 65 cellular networks in 31 countries in Africa
(FoneWorx, 2008: 2).

The companies were in their annual reports optimistic
that BEE transactions would provide synergy and open
up new opportunities for them. ISA justified the sale of
32.5% of the company to a black owned consortium: “The
members of Viewcrest have extensive experience and
knowledge of the ICT market and will bring both
operational and strategic synergies to the Group” (ISA,
2006a).The chairperson and CEO of Onelogix also
justified the sale of 25% of a wholly-owned subsidiary to
a BEE consortium: “We are confident that our BEE
consortium partner will add significant value to OneLogix.
Going forward, our BEE platform will assist the group in

securing new trade opportunities in light of transformation
charters and preferential procurement practices”
(OneLogix, 2005: 3).

Only one merger was documented in the data obtained
for these firms. RGTS was formed with the purpose of
acquiring two successful family-owned businesses
(RGTS, 2011). The chairperson justified the merger as
follows: “The founders of two very different, but hugely
complementary businesses determined that their
potential together was far greater than their destinies
apart” (RGTS, 2011: 20). The CEO described the
integration of the two subsidiaries as challenging. He
reflected this as follows: “Combining different corporate
cultures is challenging at the best of times and in spite of
keeping focus on growing and securing the business,
making substantial structural and operational changes
and introducing a range of new disciplines the team has
gelled together rather well and RGTS is today strongly
positioned going forward” (RGTS, 2011: 21).

Economic environment

The annual reports of 2008 reflected the woes of the
global economic recession. The executive chairman of
Telemasters predicted: “The year 2008 will possibly go
down in history as the highest peak leading to the
steepest decline in business history. The year ended in
tears and the end is not in sight yet” (Telemasters, 2008:
1). The chairperson of ISA described the impact of the
recession on the company as follows: “Set against the
backdrop of current economic uncertainty concerning the
risks of the United States subprime crisis spilling over into
the rest of the economy, the prospect for growth levels of
yesteryear is no longer a reality for our business.
Reviewed together with a rising inflationary cycle as well
as high commodity and energy prices, the business will
continue to adopt a conservative strategy” (ISA, 2008: 3).
ISA’s strategy to deal with the economic crisis was “...to
protect the top line business, bolster bottom line profit,
realise the full potential of our internally developed
computer software, focus on cash generation, retain our
top people and seek out quality compatible acquisitions”
(ISA, 2009: 3).

In anticipation of, and as a South African reaction to,
the economic recession of 2008, Telemasters, the com-
pany with the highest ROE within this sample, doubled its
number of sales managers, appointed additional
business development managers (Telemasters, 2008)
and increased its sales staff (Telemasters 2009).The
company also changed its remuneration structure from
outcome based to salary based with a performance
incentive. The executive chairperson explained: “Rather
than reducing sales, salary exposure during the
downturn, this client-centric focus necessitated the
employment of a number of high-profile sales staff to
counter the expected fall in revenue and clients”



(Telemasters, 2009: 3). This strategy was highly
successful as the company’s revenue increased by 29%,
whilst costs increased by only 1% (Telemasters, 2009).

Financial management

Several of the firms reported that they were negatively
affected by an increase in bad debt, especially during the
recession (Telemasters, 2009; Gooderson, 2010: 10;
Workforce, 2009: 7). The firms had various ways of
minimising bad debt. Telemasters had a “very strict on-
going credit policy”. They contacted customers if they
were more than seven days overdue and cancelled their
contracts immediately if they did not cooperate
(Telemasters, 2009: 5). FoneWorx had introduced
prepaid scratch cards in certain African countries to
minimise potential bad debt (FoneWorx, 2011).

Two companies reported that they had been the victims
of fraudulent activities. Criminals unlawfully transferred
more than R3 million from one of FoneWorx’s bank
accounts (FoneWorx, 2009), while Goodersonhad been
forced to find other ways to market its timeshare weeks
as a result of fraud (Gooderson, 2010).

The companies had various dividend policies. Whilst
some companies had not paid dividends, Telemasters
paid them quarterly. The executive chairperson of
Telemasters boasted: “We broke new ground in
becoming the first company on the JSE to report and pay
dividends every quarter’ (Telemasters, 2008: 2). In
contrast, Workforce had not paid dividends relating to the
2008 financial year “to preserve liquidity and assist in
reducing debt” (Workforce, 2011: 7).

ISA described its challenge with exchange rate
fluctuations as follows: “the Board cannot predict the
effect of exchange rate fluctuations upon future operating
results and there can be no assurance that exchange
rate fluctuations will not have a material adverse effect on
its business, operating results or financial condition” (ISA,
2012: 6). ISA hedged its currency risk by holding foreign
currency (ISA, 2012), while BSi mitigated its currency risk
by active hedging through foreign exchange contracts
(BSi, 2012).

Although the companies were able to raise funds by
listing on the AltX, some companies indicated that they
found this challenging. The joint CEO of BSi reflected:
“While the listing has significantly increased the workload
of our key executives, it has been both a challenging and
rewarding experience” (BSi, 2008: 18). In contrast,
Telemasters and Sable announced their intention to delist
from the AltX (Telemasters, 2010: 2; SOST, 2012k).
However, Telemasters withdrew its proposed delisting
during 2012 (SOST, 2012l).

In addition to listing, the companies used various
methods to fund their growth. OnelLogix used the cash
that it had generated through operations and interest-
bearing borrowings to finance infrastructure and acquisi-
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tions (Onelogix, 2005; 2008), while Telemasters used
mainly finance lease agreements to acquire motor vehi-
cles and larger telephony routers (Telemasters, 2009).

The CEO of Telemasters emphasised the importance
of cash flow management and elaborated that the
company “focuses on ensuring sound cash management
and in all business decisions careful consideration is
given to the cash flow impacts of the decision”
(Telemasters, 2008: 3).

Human resources management

The availability of skilled employees was a major concern
to firms. The chairperson of ISA noted his frustration:
“The challenge of addressing the scarcity of skills within
our sector continued to distract management throughout
this reporting period. Higher staff turnover and increases
in remuneration levels exceeded budget, and it is
anticipated that these pressures are likely to continue for
as long as the national IT skills shortage persists” (ISA,
2008: 3).0OneLogix was concerned with the shortage of
drivers, and had mitigated this risk with an extensive
driver recruitment and training programme (OnelLogix,
2005).

Several companies indicated that they were committed
to training and developing their employees. The Hotels
and Lodges COO of Gooderson explained: “Our staff
feature highly on the list of our priorities and training and
development of our team has been our core focus. One
of our strengths in this regard has been the upliftment of
several of our long-standing staff members into junior and
middle management positions. This depth and
experience within these staff has created a consistent
level of quality and service in our units” (Gooderson,
2009: 9).

Other

Regulation and legislation hadeither a positive or a
negative impact, depending on the specific industry. ISA
had benefited from the increased focus on corporate
governance. The chairperson of ISA asserted that
“Positive momentum in corporate governance and related
legislative frameworks as well as a general upswing in
spending in the ICT market, continue to provide stimulus
for above average growth” (ISA, 2006b: 4). Workforce, a
provider of staff outsourcing and related services,
regarded the complex labour legislation as beneficial to
the company. The executive chairperson of Workforce
elaborated: “The new labour legislation is so complex that
the services of a staff outsourcing company will become
even more essential, particularly if the staff outsourcer
has the requisite intellectual know-how and systems to
deal with the new laws” (Workforce, 2010: 7). Gooderson
had been negatively affected by the National Credit Act,
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as it had to take responsibility for ensuring that customers
could afford the sales, which resulted in a considerable
number of sales having to be declined (Gooderson,
2011).

The 2010 Soccer World Cup did not have as positive
an impact as had been anticipated by some firms. The
chairperson of Workforce expressed his disappointment.
“The FIFA World Cup 2010 did not deliver the increased
business for which we had both planned and contracted.
On the contrary, our experience was that after the World
Cup there was a decrease in activity, particularly in
construction.” (Workforce, 2010: 6).The chairperson of
Gooderson indicated that they expected that the 2010
Soccer World Cup would attract more international
tourists for several years after the event (Gooderson,
2009). However, the large number of hotels and bed-and-
breakfast establishments that had opened in anticipation
of the World Cup Soccer resulted in lower tariffs and
lower occupancy rates (Gooderson, 2011).

Some companies raised their concerns about the
availability of supplies and rising costs. BSi had suffered
from disruptive steel supply and steel shortages from
local suppliers (BSi, 2008). Meanwhile, Onelogix
mitigated the negative impact of the fluctuating fuel price
by restructuring the rates charged to clients (OnelLogix,
2005).

The hospitality industry, specifically in Durban, had its
own unigque challenges. The chairperson of indicated that
the drop in room occupancies at its two prominent
Durban beachfront hotels was due to “bad weather
conditions over the holiday season and the on-going
upgrade of the beachfront. Work started adjacent to our
properties in October 2009 and this has had a very
detrimental effect on our accommodation and conference
business due to road closures and construction noise”
(Gooderson, 2010).

Conclusion

The present study aimed to gain insights into the
management and features of listed SMEs that have been
able to sustain firm growth and profitability within the
context of a developing economy. Nine firms listed on the
Johannesburg AltX were identified that conformed to the
high growth and probability conditions that were set for
this exploratory study.

Most of the firms in the realised sample had a total of
six or seven directors on their boards, with three or four
executive directors. The finding that high levels of
education, prior industry experience and entrepreneurial
experience are paramount for firm growth and
performance, as highlighted by Barringer et al. (2005) is
corroborated by the results obtained from the firms that
were included in the present study. The most common
attribute of both the executive directors and the full board
was industry experience, followed by being highly quali-

fied (a master's or doctoral degree) and, lastly,
entrepreneurial experience. The skills of the non-
executive directors often complemented those of the
executive directors. Even within this relatively small
sample it was noted that high levels of education, prior
industry experience and entrepreneurial experience was
seemingly positively related to higher levels of ROE.

The ICT sector was the most profitable sector and
achieved the highest average ROE. Most companies had
two or three operating segments, which provided them
with different income streams. The growth companies
were in existence for a relatively long period. Four
companies had been established before 1990 with the
oldest two being established in 1957 and 1968. However,
the four companies with the highest profitability were
between 14 and 16 years old.

Most of the companies in this study followed a
combination of three or more growth strategies, which
supports research by Capron and Mitchell (2010) that
firms that acquire resources in various ways are more
likely to survive. All the companies had followed an
organic growth strategy, which most complemented with
acquisitive growth. Four of the five best performing
companies (based on ROE) had also expanded into
Africa, albeit in varying degrees. Only a few instances of
companies working in alliances or participating in BEE
transactions were documented. Mergers, joint ventures
and franchising were the least used growth strategies.

Although all the companies included in this research
remained profitable during the recession, they also felt
the impact of the global financial crisisof2008. The
companies had various strategies for dealing with the
recession, ranging from reducing costs to adapting
inventory levels to doubling the sales force in support of
the advice of Merson (2011) to invest in the future
capability of the business. The increase in bad debts was
often raised as a concern, while other concerns included
currency fluctuations and fraud.

Firms addressed the lack of skills by enhancing their
ability to attract, retain and engage skilled employees and
also by providing specific training programmes for their
employees, which support the skilled investment
approach as suggested by Hambrick and Crozier (1985).

Regulation and legislation were seen as either positive
or negative depending on the type of industry. A few firms
also reflected on the disappointing economic effects of
the 2010 Soccer World Cup.

LIMITATIONS AND FURTHER AREAS OF RESEARCH

The present study focused on companies that had been
profitable since they had listed on the Johannesburg AltX.
According to Lee (2011), it is not enough to focus on
actual high-growth firms only, as they would have
overcome the most significant obstacles. He advised that
underperforming high-growth firms should also be
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Table 3.Possible characteristics of directors and practices of firms.

Characteristics of directors

Practices of firms

Highly qualified
Industry experience

Entrepreneurial experience

Focus on specific market segment(s)
Combination of growth strategies

Talent management focus

investigated. Other areas of research could include
research on specific industries, which would allow for
more comparable information. A similar study could be
supplemented with interviews or questionnaires to fill in
the gaps’. Also, as little research has been conducted in
emerging markets on firm growth, quantitative research
could be conducted to assess the possible relationships
as depicted in Table 3.

THEORETICAL AND PRACTICAL IMPLICATIONS OF
RESEARCH

As little is known about the internal growth dynamics of
profitable high growth firms, specifically in emerging
markets, the present study was exploratory in nature. An
attempt was made to identify and describe the
characteristics of directors and experiences of firms.
Possible characteristics of directors and practices of firms
have been identified, as summarised in Table 3.

Firms that are currently finding it difficult to operate
profitably and/or not realising levels of the growth they
would like to achieve within a similar developing economy
context could consider their current characteristics and
experience against these presented here and see to what
extent adopting these would allow them to emulate the
successes of the firms included in this study. Academics
and researchers are also encouraged to further
investigate these aspects of firms in terms of building and
validating more robust and more importantly
contextualised theories that are able to explain firm
growth within a developing economies context.
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