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This study was conducted to determine the influence that internal control systems of 

South African (fast-moving consumer goods) SMMEs have on their economic 

sustainability. Both empirical research and, descriptive research were conducted 

that were of a quantitative nature. The study relied on survey research and primary 

data were collected from 99 South African fast-moving consumer goods SMME 

owners/managers using a mixture of non-probability sampling methods. From the 

research conducted, it was found that the internal control systems of South African 

SMMEs were developed using non-SMME-specific internal control frameworks. 

Even though the internal control systems of sampled South African SMMEs were 

perceived to be both adequate and effective by their owners/managers, they were 

found to adversely influence the economic sustainability of these business entities. 

This research study justifies the need for South African SMMEs to develop internal 

control systems using SMME-specific internal control frameworks. It also serves as 

a foundation for further empirical research to be conducted on the matter. 
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1. Introduction 

Small, Medium, and Micro Enterprises (SMMEs) are generally dubbed as the “lifeblood” of 

economies around the globe (Ayandibu and Houghton, 2017; Masama, 2017). This is especially true in South 

Africa as SMMEs represent 90% of all businesses operating in the country, generate employment opportunities 

for approximately 60% of the national workforce, while simultaneously contributing between up to 57% to the 

national Gross Domestic Product (GDP) (Rungani and Potgieter, 2018; Setshedi et al., 2021). The importance 

of these business entities is substantiated by the most recent National Development Plan of South Africa where 
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it is envisioned that South African SMMEs should be in a position to create 90% of all jobs by 2030 (Mulibana 

and Rena, 2021). 

Notwithstanding the above, previous research studies (Bruwer et al., 2021; Sitole, 2021) suggest that 

prior to the CoronaVirus Disease 2019 (COVID-19), as much as 75% of South African SMMEs failed after 

being in operation for only three years. For reference, a COVID-19 outbreak commenced in late-2019 / early-

2020 (Perold et al., 2020) and South Africa attached a “pandemic status” to this outbreak until April 2022. In 

more recent times, although the post-COVID-19 South African SMME failure rate is still unknown, it is 

anticipated to be greater than pre-COVID-19 levels (Singh, 2020; Mkhonza and Sifolo, 2022). Apart from the 

influence of COVID-19, previous research studies (Bruwer, 2016; Bruwer and Coetzee, 2016; Masama and 

Bruwer, 2018; Botha et al, 2020) suggest that the two most prevailing reasons for the high failure rate of South 

African SMMEs are 1) the unconducive economic environment of South Africa (e.g. increases in 

unemployment rates, decreases in economic productivity, and increases in poverty), and 2) the influence of 

economic factors on the economic sustainability of South African SMMEs (e.g. lack of scarce skills, lack of 

government support, lack of access to finance, increased interest rates, high inflation and unreliable supply of 

electricity). Referring to the work of Petersen (2018), South African SMMEs often have to operate in an 

environment that is synonymous with a “breeding ground for risks to realise”. According to research conducted 

by Bruwer (2023), the liability of newness also affects South African SMMEs considering that these business 

entities are mostly affected by having limited real/potential clients and having limited financial- and non-

financial resources. To make matters worse, South African SMMEs have been found to “copy-and-paste” 

practices of established South African SMMEs without considering its pragmatic feasibility (Bruwer and 

Smith, 2021). 

Taking into account the above, it becomes apparent that the objectives of South African SMMEs may 

not necessarily be achieved on account of a harsh socio-economic landscape, various socio-economic factors, 

having limited clientele, having limited resources, and following a one-size-fits-all approach with regard to 

business practices. One manner in which the latter can be addressed is through the implementation of a sound 

internal control system (Bruwer et al., 2018). For the sake of clarity, an internal control system is a “meticulous 

process … that should assist in the mitigation of risks, all with the intent to provide reasonable assurance 

surrounding the attainment of relevant organisational objectives in the foreseeable future” (Bruwer, 2016). 

Research shows that, more often than not, internal control systems are built on the foundation of at 

least one established internal control framework (e.g. COSO internal control integrated framework, CoCo 

internal control framework and the COBIT framework) (McNally, 2013; Bruwer, 2016). Notwithstanding the 

latter, most established internal control frameworks in use today were specifically developed for large, 

established business entities (Yearwood, 2011). Thus, it is plausible that in the event SMMEs implement 

internal control systems from an internal control framework(s) that are non-SMME-specific, it could adversely 

influence the adequacy and effectiveness (soundness) of their internal control systems and, evidently, their 

economic sustainability (e.g. profitability, solvency, and liquidity). 

Therefore, using the above as a basis the research problem identified within the ambit of this study is 

that South African SMMEs have internal control systems in place that do not provide them with reasonable 

assurance surrounding the attainment of their economic objectives in the foreseeable future. Alternatively 

stated, the internal control systems of South African SMMEs may be the raison d'être for their high failure rate 

and little to no research has been conducted in this regard. Therefore, the primary objective of this study was 

to determine the influence that internal control systems that are evident in South African SMMEs have on their 

economic sustainability. 

For the remainder of this paper, content are provided and grouped under the following headings: 1) 

literature review, 2) research design, methodology and methods, 3) results and discussion, 4) managerial 

implications and recommendations, and 5) conclusion and 6) avenues for further research. 

 

2. Literature Review 

A literature review was deemed necessary to conceptualise applicable terminology while holistically 

contextualising the study. Therefore, the content under this heading is grouped under the following two sub-

headings: 1) an overview of South African SMMEs, and 2) internal control systems and internal control 

frameworks. 
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2.1. An Overview of South African SMMEs 

South African SMMEs were first recognised by national government in 1996 in the National Small 

Business Act No. 102 of 1996. The term “SMME” is defined as follows: “[A] separate and distinct business 

entity, including co-operative enterprises and non-governmental organizations, managed by one owner or more 

which, including its branches or subsidiaries, if any, is predominantly carried on in any sector or subsector of 

the economy …” (South Africa, 1996). 

Since the formal recognition of these business entities, over the years, and to date, legislation 

governing South African SMMEs has been amended at total of three times. The most significant and most 

recent amendment took place in 2019 when the national government modified the classification criteria of 

SMMEs in terms of their size. According to this particular legislative document, SMMEs can be classified as 

“micro-enterprises”, “small-enterprises” or “medium-enterprises”, per sector and/or subsector, based on 1) the 

number of employees they employ on a full-time basis (i.e. between 0 and 10 full-time employees constitutes 

a “micro-enterprise”, between 11 and 50 full-time employees constitutes a “small-enterprise”, between 51 and 

250 full-time employees constitutes a “medium-enterprise”) and/or, 2) their total annual turnover generated 

(South Africa, 2019: Bruwer et al., 2020). 

Through a socioeconomic lens, SMMEs are indispensable to the South African economy, mainly due 

to their abilities to reduce unemployment, mitigate poverty, equally disseminate wealth, and boost the national 

economy (Vawda et al., 2013). Unfortunately, South African SMMEs are failing at an alarming rate - pre-

COVID-19 statistics show that up to 75% fail in their first three years of existence (Masama, 2017; Fatoki, 

2018). In addition, statistics pertaining to key national socio-economic indicators (e.g. unemployment rate, 

and the GDP per capita) also show a sharp decline over the years (Petersen, 2018; Renault et al., 2018; Bruwer, 

2023) and, as such, the inference can be made that – at least in a theoretical sense – the South African SMME 

failure rate positively correlates to the holistic economic well-being of the country. 

Regardless of the foregoing, though official South African failure rates post-COVID-19 are unknown, 

the failure rate of these businesses is potentially much greater when compared to pre-COVID-19 statistics 

(Faltein, 2021; Thamaha et al., 2021). This may likely be attributable to the limitations imposed on South 

African SMMEs (e.g. halting the operation of all businesses that provided non-essential product and/or 

services, curfews, and indoor customer limitations) by the national government when COVID-19 was still 

classified as a pandemic (Perold et al., 2020; Bruwer et al., 2020). Before COVID-19, the high failure rate of 

South African SMMEs was mainly attributed to an unconducive South African economic environment and the 

realisation of risks, as brought on by economic factors (Bruwer and Smith, 2018; Masama, 2017; Netshishive, 

2021). Considering the destructive impact of COVID-19 on South African SMMEs (Ladzani, 2022), these 

business entities are now exposed to more risks than before. 

According to previous studies (Masama and Bruwer, 2018; Masama et al., 2022), South African 

SMMEs do not properly manage their economic factors or their associated risks. These risks, in turn, can 

adversely affect the ability of South African SMMEs to achieve key economic objectives – i.e. their 

profitability (whether income is greater than expenditure), solvency (whether assets are greater than liabilities), 

liquidity (whether sufficient cash is on hand to pay current liabilities), and going concern (whether a business 

will remain in operation for the next 12 months) – often referred to as their economic sustainability (Luis et 

al., 2015; Petersen et al., 2020). In a South African SMME dispensation, economic sustainability is the most 

important type of sustainability to achieve on account that it directly impacts whether such a business entity 

will remain in operation for the foreseeable future or not (Bruwer and Petersen, 2022). 

 

2.2. Internal Control Systems and Internal Control Frameworks 

Considering the risks that South African SMMEs face on a daily basis, it is imperative for these 

business entities to mitigate them as far as possible. One manner in which this can be done is through the 

implementation of an internal control system. An internal control system is a process that aids in the mitigation 

of risks, while simultaneously providing reasonable assurance that relevant business objectives will be 

achieved in the foreseeable future (Sanusi et al., 2015; Okol, 2021). The responsibility for implementing an 

internal control system rests with management and it is critical that such a system is sound (Siwangaza, 2013; 

Bruwer, 2016). To assist management with this task, internal control frameworks can be used as a type of map 

to give guidance on the “how to” aspects to implement an internal control system. The three most widely-used 

internal control frameworks in existence that were developed for large business entities are that of the COSO 
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internal control integrated framework, the CoCo internal control framework, and the COBIT framework, all 

of which are briefly expanded on below (Spira and Page, 2003; Tuttle and Vandervelde, 2007; Moeller, 2007; 

Savage et al., 2008; Fleak et al., 2010; Smit, 2012; Martin et al., 2014; Bruwer, 2016): 

The COSO internal control integrated framework: This framework was established in 1992 and is 

regarded as the first-ever internal control framework. It was developed for large business entities to mitigate 

risks and to provide reasonable assurance surrounding the achievement of relevant business objectives. The 

most recent version of this framework comprises five interrelated components, namely: 1) control environment 

(the tone set at the top by management), 2) risk assessment (the manner in which risks are assessed), 3) control 

activities (the manner in which risks are controlled), 4) information and communication (the manner in which 

information is shared), and 5) monitoring activities (the manner in which internal control is monitored).  

The CoCo internal control framework: This framework was first established in 1995 and built forth 

on the foundation set by the COSO internal control integrated framework. It was also developed for large 

business entities. Unfortunately, this framework did not gain much interest due to its complexity and it has not 

been updated since its first release. The CoCo internal control framework comprises four interrelated 

components, namely: 1) purpose (establishment of fundamentals), 2) commitment (ethical values of 

management), 3) capability (competence of all stakeholders), and 4) monitoring and learning (how internal 

control is monitored).  

The COBIT framework: This framework was first established in 1996 and built forth on the foundation 

of the COSO internal control integrated framework. What sets this framework apart from the other two internal 

control frameworks is that it places more emphasis on the management of information and risks in an 

Information Technology environment. This framework emphasises four domains, namely: 1) planning and 

organising, 2) acquiring and implementing, 3) delivery and support, and monitoring. 

None of these internal control frameworks covered above were specifically developed for SMMEs. 

Although COSO (2005) made an effort to develop a guideline for internal control over financial reporting for 

smaller businesses entities, it was mostly applicable to public companies (equivalent to South African 

companies listed on the Johannesburg Stock Exchange). In 2012, the Risk Architecture Model was developed 

as a risk management model by Smit (2012) for Small and Medium South African enterprises – a first of its 

kind. Although related to internal control, no SMME-specific internal control framework existed before 2020 

when Bruwer (2020) developed the Sustenance Framework. This framework is depicted below and briefly 

expanded on: 

 

 

Figure 1. The Sustenance Framework 

Source: Bruwer and Smith (2021) 

 

The Sustenance framework: This framework was established in 2020 and was built on prior research 

studies that placed emphasis on the internal control evident in South African SMMEs. What makes this 

framework different from non-SMME-specific internal control frameworks is that it measures the control 
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environment (the foundation of any internal control system) while providing hands-on guidance as to how to 

establish a customised internal control system in a SMME. This framework comprises six inter-related 

components, namely that of 1) foundation (the nature of the business and managerial conduct), 2) pillars 

(strategic objectives and business objectives), 3) radar (risk identification and risk assessment), 4) control (risk 

management and internal control activities), 5) sharing (communication), and 6) reviewing (periodic 

monitoring). 

It should be noted that since the empirical feasibility of the Sustenance Framework has not yet been 

tested, this framework was not considered when developing the survey applicable to this research study. This 

framework is however important in the sense that its logic is later supported by the findings from the study. 

 

3. Research Design, Methodology and Methods 

This research study was empirical, positivistic and regarded as descriptive research. Essentially, 

descriptive research is defined as a research design whereby the characteristics of existing phenomena are 

described as accurately as possible (Atmowardoyo, 2018). In turn, descriptive research is mainly focused on 

the “what” of a research study as opposed to the “how” or the “why” of a research study (Nassaji, 2015). The 

latter was achieved by obtaining primary data form respondents. 

Considering the positivistic research paradigm of this study, the best-suited research methodology was 

a quantitative research methodology. In particular, survey research was deployed as it assisted with the 

“provi[sion of] insight to individuals’ perspectives and experiences” by collecting “information from a sample 

of individuals through their responses to questions” (Alderman and Barbara, 2010; Tran et al., 2019). To assist 

with this, survey research was used. 

It should be noted that this research study stems from a larger research study. The questionnaire was 

developed using the literature review of the larger research study as a basis and, for this paper, only nineteen 

closed questions (four multiple-choice questions, eight yes-no questions, and seven Likert-scale questions) 

and two fixed open-ended questions were used. This was done with the main intent to “conceptualise and re-

conceptualise the key aims of the study and making preparations for the fieldwork and analysis so that not too 

much will go wrong and nothing will have been left out” (Oppenheim, 1992). The questionnaire from the 

larger research study was piloted against one statistician, three academics (holding at least a doctoral degree 

in the field of study), and two members of the general public. After piloting the questionnaire, relevant changes 

were made which, in turn, reasonably assured its face validity, construct validity, content validity and criterion 

validity. The questionnaire was self-administered by the researcher. 

The targeted population of this research study was SMMEs operating in the fast-moving consumer 

goods (FMCG) industry. Considering that the population size was unknown, while also considering the time 

constraints and financial constraints of the researcher, non-probability sampling methods were used. In 

particular, a mixture of purposive sampling (where a researcher uses specific criteria to identify possible 

participants with the intent to glean rich data) and convenience sampling (where a researcher selects possible 

participants in close proximity, pending availability) were used (Leedy and Ormrod, 2005; Maree, 2020). Data 

were collected over a duration of two months in 2015 (before the COVID-19 pandemic and the development 

of the Sustenance Framework) through a data collection firm to eliminate research bias. All potential 

participants were ‘screened’ twice before they were formally approached to take part in the study. For the first 

round of ‘screening’, potential respondents had to adhere to the following delineation criteria: 

- Be over the age of 18. 

- Be a South African citizen. 

- Be the owner, manager or owner-manager of a South African SMME. 

- Have decision-making power in the applicable South African SMME (see point above). 

- Be in the applicable position (see point above) for at least one year. 

Out of the 150 respondents approached during the first round, 123 (82%) qualified as they adhered to 

the delineation criteria for the first round of ‘screening’. For the final round of ‘screening’, the South African 

SMMEs of first-round qualifying respondents had to adhere to the following delineation criteria: 

- Operated in the FMCG industry. 

- Be non-franchised. 

- Operates in the Cape Metropole. 
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- Have been in existence for at least one year. 

- Have between 0 and 50 full-time employees. 

- Have an internal control system in place. 

From the 123 respondents, only 99 (80.49%) adhered to the delineation criteria for the second round 

of ‘screening’. Apart from receiving ethical clearance from the Cape Peninsula University of Technology to 

conduct this research study (2015FBREC251), it was also subject to relevant ethical considerations (Spies et 

al., 2020). For this research study, every respondent was safeguarded from physical harm, provided his/her 

informed consent prior to taking part in the research study, was guaranteed anonymity and assured of his/her 

right to privacy, was assured of the confidential treatment of information provided. 

Voluntarily agreed to partake in the study, and was informed that he/she could withdraw from the 

study at any time without being discriminated against. 

 

4. Results and Discussion 

Respondents were first asked a variety of demographic questions. These questions pertained mostly 

to the delineation criteria. A summary of the results is shown in Table 1 below: 

Table 1. Summary of responses pertaining to demographic questions 

Question Result 

How would you describe your SMME? Sole trader: 76.8% 

Partnership: 7.1% 

Close corporation: 12.1% 

Private company: 4.0% 

Is your SMME franchised? No: 100% 

How many full-time employees does your SMME employ? Between 0 and 10: 85.8% 

Between 11 and 50: 14.2% 

How long has your business existed (in years)? Minimum: 2 years 

Maximum: 60 years 

Mean: 8.4 years 

Median: 5 years 

Mode: 5 years 

Does your SMME operate in the FMCG industry? Yes: 100% 

What is your position in your SMME? Owner: 31.3% 

Manager: 37.4% 

Owner-manager: 31.3% 

How long have you been in this position? Minimum: 1 year 

Maximum: 3 years 

Mean: 2 years 

Median: 2 years 

Mode: 2 years 

What is your highest qualification? Lower than Grade 12: 16.2% 

Grade 12: 48.5% 

Certificate: 14.1% 

Diploma: 12.1% 

Bachelor’s degree: 8.1% 

Honours degree: 1.0% 

Do you have decision-making power in your SMME? Yes: 100% 

Source: Author’s own 

 

From the statistics in Table 1, the inference can be made that the average respondent was a manager 

of a non-franchised South African FMCG SMME who had an average of 2 years of managerial experience 

while having completed Grade 12. In turn, the average non-franchised FMCG SMME that was owned and/or 

managed can be described as a micro, sole trader business that has been in existence for 8.4 years.  

Next, respondents were asked about their internal control systems. Respondents were first informed 

what an internal control system is by sharing the following paragraph: “An internal control system is a progress 

that is implemented by management, be it formal or informal, to help prevent risks from realising, to help 
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detect risks when they realise (loss events) and to correct loss events. It also helps a business achieve its 

operational objectives, compliance objective and reporting objectives” 

Following this, respondents were asked whether their SMMEs, to the best of their knowledge, had an 

internal control system. After all respondents indicated “yes”; they were asked about the particular internal 

control framework they used to implement it. From the results: 

- 37.9% of respondents used the COSO internal control integrated framework. 

- 18% of respondents used the CoCo internal control framework. 

- 9.7% use the COBIT framework. 

- 17.2% used other internal control frameworks. 

- 17.2% of respondents used no internal control frameworks. 

Thus, a total of 82.8% of respondents indicated that they made use of internal control frameworks to 

develop their internal control systems. When respondents who indicated that they “used other internal control 

frameworks” were asked to elaborate, no comprehensive answers were provided. For transparency, in the 

larger research study, respondents were asked to describe the characteristics of their internal control systems 

through a checkbox question. In most instances, respondents selected characteristics which did not correspond 

to how internal control systems were conceptualised in the larger study, as well as this study (e.g. not informal 

or formal, not a process, not implemented by management, does not help with risk management of risk, and 

does not help the business achieve its objectives). Considering this, the author deduced that respondents did 

not, in fact, conceptualise an internal control system as per literature and hence no further investigation took 

place to understand why respondents responded in the manner they did above. 

Next, respondents were asked to provide their views on the soundness (i.e. adequacy and effectiveness) 

of their existing internal control systems by means of a 5-point Likert scale question. A summary of the results 

is shown in Figure 1 below: 

 

Figure 1. Perception of adequacy and effectiveness of current internal control systems 

Source: Author’s own 

 

Stemming from the results above, it is evident that the adequacy and effectiveness of existing internal 

control systems, in sampled SMMEs, were perceived as mostly adequate and effective. This was quite 

surprising considering that the bulk of respondents indicated that they based their internal control systems on 

non-SMME-specific internal control frameworks. To provide insight as to the perceptions of respondents 

surrounding the perceived adequacy and effectiveness of the internal control systems, a cross-tabulation was 

performed (see Table 2 below). 

 

Table 2. Summary of responses pertaining to demographic questions 
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Element 
Based on 

COSO 

Based on 

Coco 

Based on 

COBIT 

Based on 

other 

Based on 

nothing 
SUM 

ADEQUACY 

  

Very 

adequate 
11.00% 9% 6.90% 7.60% 2.10% 

Adequate 25.50% 9% 2.80% 9.00% 13.80% 

Neutral 1.40% 0.00% 0.00% 0.60% 1.30% 

SUM 37.90% 18.00% 9.70% 17.20% 17.20% 100% 

EFFECTIVENESS 

  

Very 

effective 
11.00% 11.70% 6.90% 7.50% 2.80% 

Effective 25.50% 5.00% 2.10% 6.90% 12.30% 

Neutral 0.70% 1.30% 0.70% 2.80% 2.10% 

Ineffective 0.70% 0.00% 0.00% 0.00% 0.00% 

SUM 37.90% 18.00% 9.70% 17.20% 17.20% 100% 

Source: Author’s own 

 

Taking into account the results above, the inference can be made that regardless of the internal control 

framework used to develop the internal control systems of these SMMEs, the perceived adequacy and 

effectiveness of their existing internal control systems were viewed in a positive light. In addition to the latter, 

it should be noted that respondents did not conceptualise an internal control system as per literature. For this 

reason it may be that the internal control systems evident in these SMMEs may not necessarily help prevent 

risks from realising, help detect loss events when they occur, correct loss events after they have occurred, or 

assist with the achievement of relevant economic objectives. 

To better understand the economic sustainability of respondents SMMEs, respondents were asked to 

provide their views on their business entities’ profitability, solvency, liquidity and going concern status. A 

summary of the responses received is shown in Figure 2 below: 

 

 

Figure 2. Perception surrounding economic sustainability 

Source: Author’s own 

 

From the summary in Figure 5, it becomes evident that respondents favourably viewed the economic 

sustainability of their SMMEs. The inference can be made that SMMEs were profitable 69.0% of the time; 

solvent 55.0% of the time; liquid 77.0% of the time; regarded as a going concern 88.0% of the time.  

Since the SMMEs of respondents were perceived to achieve their key economic objectives (between 

55.0% and 88.0% of the time) it led to the question: “Does the adequacy and effectiveness of existing internal 
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control systems, of these SMMEs, contribute favourably towards their economic sustainability?” To answer 

this question, a two-tailed Pearson correlation was performed on the data received. The results are summarised 

in Table 3 below: 

 

Table 3. Pearson correlations surrounding the perceived adequacy and effectiveness of internal control systems in 

SMMEs and their perceived economic sustainability 

Element  Profitability Solvency Liquidity Going 

concern 

Adequacy Correlation -0.411** -0.256** -0.201* -0.095 

Sig. 0.000 0.010 0.050 0.351 

Effectiveness Correlation -0.190 -0.218* -0.051 -0.080 

Sig. 0.059 0.030 0.617 0.433 

Source: Author’s own 

 

Of the eight tested relationships, four were found to be statistically significant – two being significant 

at the 99% level and two being significant at the 95% level. For the sake of clarity, each of the four statistically 

significant relationships is listed and discussed below: 

- Adequacy and profitability: When the adequacy of internal control systems of sampled SMMEs 

increased, it had a moderate, negative statistically significant influence on profitability (β = -0.411; 

p-value = 0.00). 

- Adequacy and solvency: When the adequacy of internal control systems of sampled SMMEs 

increased, it had a weak, negative statistically significant influence on solvency (β = -0.256; p-value 

= 0.01). 

- Adequacy and liquidity: When the adequacy of internal control systems of sampled SMMEs increased, 

it had a weak, negative statistically significant influence on liquidity (β = -0.201; p-value = 0.05).  

- Effectiveness and solvency: When the effectiveness of existing internal control systems of sampled 

SMMEs increased, it had a weak, negative statistically significant influence on solvency. (β = -0.218; 

p-value = 0.03). 

From the Pearson correlation performed, it becomes evident that the internal control systems of 

sampled SMMEs did, for the most part, not assist with the attainment of economic sustainability. This view is 

justified by four non-statistically significant relationships (between adequacy and going concern; effectiveness 

and profitability; effectiveness and liquidity, and effectiveness and going concern), and the four statistically 

significant negative relationships mentioned above. This result also corresponds with the fact that respondents 

understanding of internal control systems were disparate compared to existing literature; as conceptualised 

within the ambit of this study. 

 

5. Managerial Implications and Recommendations 

Most respondents rated the internal control systems of their SMMEs as adequate and effective. From 

the research conducted however, it becomes apparent that these internal control systems are not contributing 

towards the attainment of these business entities’ economic sustainability. It should be noted that the 

importance of an adequate and effective internal control system rests in its ability to prevent risks, detect loss 

events, and correct loss events. The results of this study are therefore in line with previous studies however 

(Masama and Bruwer, 2018; Masama et al., 2022) in the sense that South African SMMEs have difficulty in 

the management of their applicable risks. This may also have to do with the fact that respondents’ views of 

internal control systems were not in line with literature. The analogy can therefore be drawn that where 

sampled SMMEs were regarded as going concerns by respondents, such business entities remained afloat by 

chance. Specifically, when the adequacy and/or effectiveness of sampled SMMEs’ internal control systems 

increased, it either had a statistically significant negative influence on their economic sustainability or no 

statistically significant influence at all. Alternatively stated, sampled SMMEs are more likely to remain 

economically sustainable without their current internal control systems. 

An adequate and effective internal control system should provide management with reasonable 

assurance surrounding the attainment of objectives, including the prevention of risks, detection of loss events, 

and correction of loss events. To this end, sampled SMMEs need to re-evaluate their current internal control 

systems and/or establish new internal control systems. One manner in which this can be accomplished is by 
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going back to the proverbial drawing board to redesign their internal control system based on SMME-specific 

internal control frameworks, one of which is the Sustenance Framework. 

 

6. Conclusion and Avenues for Further Research 

SMMEs are of grave socio-economic importance to South Africa. These business entities provide 

employment opportunities to a large proportion of the national workforce while also contributing a significant 

proportion to the national GDP. Notwithstanding the latter, these business entities, unfortunately, have among 

the highest failure rates in the world. Two main reasons for the high failure rate of South African SMMEs are 

the unconducive South African economic environment, and the realisation of risks, as brought upon by 

economic factors. Bluntly stated, South African SMMEs operate in a “breeding ground” where risks can easily 

realise. 

To combat risks, sound internal control systems can be used. Not only does it assist in the mitigation 

of risks, but it also provides reasonable assurance surrounding the achievement of business objectives. While 

the onus is on management to implement an internal control system, the most popular internal control 

frameworks that are used as guidelines by SMMEs have been developed for large business entities. 

From the research conducted, it is evident that although the adequacy and effectiveness of internal 

control systems of sampled SMMEs were perceived in a good light, they did not have any statistically 

significant influence on sampled South African SMMEs’ achievement of economic sustainability. This may 

be attributable to the fact that respondents, based their business entities’ internal control systems on internal 

control frameworks that were not specifically designed for SMMEs. 

In fundamental nature, from the research conducted, it is suggested that South African SMMEs need 

to go back to the proverbial drawing board and re-design their internal control systems based on SMME-

specific internal control frameworks. From the research conducted, the following avenues for further research 

are suggested, which are not limited to: 

 

- Using the Sustenance Framework to enhance the adequacy of internal control systems of South African 

SMMEs. 

- Using the Sustenance Framework to enhance the effectiveness of internal control systems of South 

African SMMEs. 

- The influence of internal control systems, as developed on the Sustenance Framework, in South 

African SMMEs, on economic sustainability. 
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