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ABSTRACT

Small and medium-sized enterprises (SMEs) form the backbone of the South African
economy. Their survival is essential to protect the livelihoods of the people they
employ, and the customers and communities they serve. In an era, where the threat
of disruptive exogenous crisis events are a constant reality, SMEs need to be able to
respond fast and effectively in order to survive and even grow. When disruptive
events prevent SMEs from trading according to their traditional business models,
they can respond to such crises by applying business model innovation. Business
model innovation is a proactive response to crisis and enables SMEs to introduce

new ways to either create, deliver, or capture value in current or new markets.

This empirical qualitative study explores how business model innovation is adopted
as a response to crises by SMEs using a multiple case study approach. It focuses
on six SMEs trading within highly competitive sub-sectors within the manufacturing
sector in KwaZulu-Natal (KZN), South Africa. Since the severe impact of the Covid-
19 pandemic, KZN has also been subjected to multiple exogenous crises that
severely impacted the South African economy. All six case study SMEs were
exposed to crisis events that caused major disruption to their traditional business
models. This led them to resort to dynamic capabilities to sense and seize
opportunities to transform their business models in an attempt to survive and then
grow, following the crises they experienced. This study therefore explored those
dynamic capabilities that were antecedents for the success of their business model

innovations.

This study contributes to the limited literature available on crisis management and
business model innovation for SMEs. It connects the capabilities of a proactive crisis
management strategy with the dynamic capabilities for innovation of SMEs. It
identifies 12 dynamic capabilities that were most prevalent in enabling business
model innovations that helped SMEs to survive and/or subsequently grow their
businesses in response to crises. This study consequently presents a proposed

dynamic capabilities framework for business model innovation in response to crises.

Keywords: Business model innovation, crises, proactive crisis response, SMEs,

dynamic capabilities
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CHAPTER 1: INTRODUCTION

1.1 Background to the research problem

Exogenous crisis events are becoming increasingly frequent, severe, and disruptive
to social, environmental, and economic activities across the world. In the recent past,
multiple exogenous crises, such as the Covid-19 pandemic, climate change, global
conflict, and socio-economic polarisation have occurred at an unprecedented pace
in the turbulent era of globalisation and vast technological change (Martin et al.,
2022). These crises trigger economic shocks that disrupt businesses and their
business models (BMs), often placing firms in a precarious fight for survival (Miklian
& Hoelscher, 2022).

Exogenous crisis events have a disproportionately harmful impact on SMEs’ BMs as
they hold a weaker competitive advantage due to the limitations of their size and their
ability to access additional resources. This makes it more difficult for SMEs to
respond to sudden economic shocks (Miklian & Hoelscher, 2022; Wenzel et al.,
2020). This is concerning as SMEs are the lifeblood of the global economy (Eggers,
2020). They create employment, reduce income and social inequalities, and are an
accelerator for innovation and economic growth (Alves et al., 2020; Eggers, 2020;
Fubah & Moos, 2022; Handley et al., 2021). They play a particularly important role in
emerging economies such as South Africa, a country that faces a plethora of socio-
economic challenges (Fubah & Moos, 2022; Mundhree & Beharry-Ramraj, 2022).
Since 2020, exogenous crisis events, such as Covid-19, mass civil unrest, social
polarisation, and natural disasters, have had a detrimental impact on the KZN
Province of South Africa, which also slowed down the entire South African economy
(Mundhree & Beharry-Ramraj, 2022). These events negatively transformed the
inherent fragility of SMEs and caused many of them to shut down indefinitely, leading
to job losses and growing social polarity (Small Enterprise Development Agency
[SEDA], 2023).

Therefore, it is imperative that SMEs establish BMs that are capable of enabling
SMEs to withstand, adapt, and even grow through periods of multiple exogenous
crises. Recent literature points towards business model innovation (BMI) as an
effective crisis management response strategy and an opportunity for post-crisis
growth (Bunti¢ et al., 2023; Clauss et al., 2022; Cucculelli & Peruzzi, 2020; Millar et



al., 2018). BMI is seen as a flexible, yet strategic stance on managing crises and
seizing the opportunities that often emanate from them (Clauss et al., 2022;
Cucculelli & Peruzzi, 2020; Muller, 2019). If SMEs are dynamic enough to sense
changes brought about by crises and are able to seize opportunities and transform
their BMs accordingly, they may then be better positioned to survive and outlast
exogenous crises events that otherwise could have destroyed them. However, as
BMI in response to SME crises in emerging economies is understudied in literature,
a defined framework does not yet exist to guide SMEs on how to implement effective
BMiIs. Therefore, many SMEs follow a trial and error approach (Chesbrough, 2010;
Doern, 2021; Eggers, 2020; Filser et al., 2021). There is thus an opportunity to learn
through a case study approach from the experiences of SMEs that have survived

and/or grown through applying a process of BMI in response to crises.

1.2 The research problem

1.2.1 Business relevance of the research problem

The onset of the Covid-19 pandemic in 2020 was the first global crisis of its severity
and magnitude since the global financial crisis of 2008 (Martin et al., 2022). The
unravelling of these previously dubbed ‘once in a century’ crisis events led to
business owners having to face an era of multiple, disruptive, and overlapping
exogenous crisis events (Martin et al., 2022, p.4). In their 2024 Global Risks Report,
the World Economic Forum [WEF] (2024) raises concerns about severe crises that
are likely to disrupt the fabric of our socio-economic way of life in the next two to 10
years. They specifically highlight the risk of exogenous crises arising from climate
change, technological disruption, social polarisation, and interstate armed conflict
(WEF, 2024). As Covid-19 demonstrated, severe exogenous crisis events disrupt
demand and supply chains and have a cascading impact on the economy and on
BMs across all industries. However, the rate of global de-industrialisation, following
the 2008 global financial crisis, provides alarming evidence of the manufacturing
sector’s exposure to exogenous crises (Mnguni & Simbanegavi, 2020). Juergensen
et al. (2020) also emphasise that crisis-induced demand and supply shocks have a
severe impact on the manufacturing sector and pose a particularly detrimental risk

to their BMs due to their dependencies on reliable demand and supply chains.



SMEs account for a significant portion of economic activity across the world. They
are particularly important for developing economies such as South Africa as they
support the livelihoods of the communities that surround them (Meyer et al., 2018).
However, since 2020, SMEs located in the KZN Province of South Africa have faced
a series of crises. It began with the announcement of the first Covid-19 case in March
2020, which was followed by a government-mandated nationwide lockdown. The
pandemic’s economic impact exacerbated political tensions and social polarisation
challenges, such as poverty, unemployment, and inequality, which led to a violent
civil unrest movement in KZN. This civil unrest spread to other parts of the country in
July 2021. Between the start of Covid-19 and the civil unrest, over 250 000 SMEs
closed down in South Africa (Mundhree & Beharry-Ramraj, 2022). Only nine months
after the civil unrest, the KZN Province experienced a major flood disaster in April
2022. The flooding damaged infrastructure and disrupted value chains across
multiple KZN industries (Hattingh, 2022). This resulted in over 17 000 more SMEs
closing down in KZN (SEDA, 2023). These closures led to mass job losses and social
degradation as SMEs contribute 59% of total employment in South Africa (SEDA,
2023). These facts are of relevance as South Africa’s unemployment rate of 32,9%
is one of the highest in the world (Statistics South Africa [Stats SA], 2023a).

Beyond the impact by these crises, South Africa continues to experience challenges
related to infrastructure, which exacerbated the country’s persistent energy and
transport crisis (SEDA, 2023). A combination of these crises has had the effect of
severely slowing down the South African economy since 2019 (SEDA, 2023). As the
KZN Province is the second largest contributor to South Africa’s total gross domestic
product (GDP), the demand and supply shocks experienced in KZN had a ripple
effect throughout the South African economy (SEDA, 2023; Stats SA, 2023b). The
KZN Provincial Government (2024) emphasises that prolonged periods of
exogenous shocks had the greatest impact on KZN’s manufacturing sector.
Prolonged periods of crises create setbacks for emerging economies and make them
less competitive compared to advanced economies (SEDA, 2023). The effect of the
abovementioned exogenous crises on South Africa’s economy compared to
advanced countries are graphically presented in Figure 1 below. Unlike advanced
economies, recent history shows that the South African economy took substantially
longer to return to pre-crisis levels due to disruptions caused by multiple exogenous

crises.
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Figure 1: Effect of exogenous crises shocks on the South African economy

compared to advanced countries (SEDA, 2023)

As multiple exogenous crises have a harmful and potentially long-lasting impact on
SMEs and consequently on the economy, it is essential to understand how SMEs
can respond to, withstand, adapt, or even grow during such periods. Key is identifying
how SMEs can help facilitate economic recovery (Kalidas et al., 2020). The WEF
(2022) suggest that in a period of crisis-induced disruption, it is no longer sufficient
to optimise current BMs and wait until conditions stabilise. Instead, periods of crisis
create multiple innovative, entrepreneurial opportunities as customers rapidly seek
value from new products, services, or other offerings (Bunti¢ et al., 2023; Filser et
al., 2021; Fubah & Moos, 2022; Teece, 2018; Wenzel et al., 2020).

Using the early 2000s’ examples of Uber and Airbnb, Teece (2018) explains how
these firms sensed and seized the disruptive pace of technological advancement to
innovate their BMs and transform the traditional taxi and lodging industries. The
process of sensing, seizing, and transforming are the dynamic capabilities (DCs) that
underpin successful BMIs that firms have implemented to respond to disruptive
conditions, such as exogenous crises (Miklian & Hoelscher, 2022). SMEs have an
important role to play in this regard as although they have several limitations
compared to their larger counterparts, they also tend to be more flexible, adaptive,
and entrepreneurial (Alves et al., 2020; Clauss et al., 2022; Handley et al., 2021;



Miklian & Hoelscher, 2022). This give SMEs an advantage to sense and seize new
market opportunities fast and transform their BMs to meet changing market needs
(Bunti¢ et al., 2023; Clauss et al., 2022). Despite these advantages linked to their
small size, 75% of South African SMEs fail in the first five years of their establishment
and many more fail after experiencing crises (Khoza et al., 2022). It is therefore
important to understand SMEs’ BMI in response to crises from a South African
perspective as key learnings could enable more SMEs to survive and grow beyond

such increasingly frequent challenging events.

1.2.2 Theoretical relevance of the research problem
The global and rapid shock of the Covid-19 pandemic and consequential economic

impact has invited much research on the crisis from a crisis management lens
(Miklian & Hoelscher, 2022). However, several countries across the world have
experienced other exogenous crisis shocks related to financial crises, natural
disasters, armed conflict, and social polarisation, which overlapped and extended
the negative impacts of the Covid-19 crisis (Miklian & Hoelscher, 2022). The
disruptive and seismic nature of these events has spurred a rapid need for research
that broadens the literature on crisis management responses (Handley et al., 2021;
Miklian & Hoelscher, 2022). However, it is evident that research on business
responses to exogenous crises thus far has mainly focused on large organisations,
including multinational corporations (Alves et al., 2020; Juergensen et al., 2020;
Miklian & Hoelscher, 2022). Although multiple recent studies have considered SMESs’
response to the Covid-19 pandemic, this has lagged the mounting research focusing
on large organisations (Alves et al., 2020; Clauss et al., 2022; Handley et al., 2021;
Juergensen et al.,, 2020). SME studies that are undertaken from a developing
economy perspective are scarce (Eggers, 2020; Fubah & Moos, 2022; Reddy &
Mamabolo, 2023). In stable economic environments, SMEs create the necessary
stimulus in emerging economies that enables opportunities for employment creation
and economic growth. So, it is important that they are not neglected in the crisis
management literature (Fubah & Moos, 2022; Reddy & Mamabolo, 2023).

This paper explores the construct of SMEs’ BMI as a response to multiple exogenous
crises. The interest in BMI has grown steadily over the last 20 years in relation to
technology shifts, which have become a more prominent disruptor of ‘business-as-

usual’ practices (Foss & Saebi, 2017; Teece, 2018). As exogenous crises also disrupt



‘business-as-usual’, recent studies have begun to point towards BMI as an effective
response to crises (Clauss et al.,, 2022; Filser et al, 2021; Hosseinzadeh &
Nematollahi, 2020). However, SMEs also remain largely underrepresented in this
field of research (Clauss et al., 2022; Muller, 2019), especially those in emerging
economies (Eggers, 2020; Hosseinzadeh & Nematollahi, 2020). Dynamic Capability
Theory (DC Theory) is commonly used to underpin studies concerning innovation
and often refers to the need for sensing, seizing, and transforming capabilities that
enable innovation (Teece, 2018). However, these terms are broadly explained in the
literature and do not practically explain how SMEs adopt such sensing, seizing, and

transforming capabilities (Buntic et al., 2023; Engelmann, 2023).

Saunila (2020) argues that an SME’s ability to innovate their BM is central to gaining
a competitive advantage over larger organisations. Clauss et al. (2022) support this
view, stating that BMI is not only valuable but sometimes a necessity as severe crisis
could render traditional BMs obsolete. While Miklian and Hoelscher (2022) do not
disregard the need for BMI in response to exogenous crises, they caution that
innovation in areas outside of an SME’s core competencies may be risky,
counterintuitive, and costly. Eggers (2020) pointed out that taking bigger risks during
a crisis may therefore lead to undesirable outcomes for SMEs. Given the lack of
resources and increased vulnerability of SMEs, Wenzel et al. (2020) also refer to
other viable responses to crises, including retrenchment of employees and the sale
of assets, preservation of existing BMs, or exiting the business altogether. These
options are less risky and can also be successful responses when faced with crises.
A post-Covid-19 study by Handley et al. (2021) on SMEs called for further research
on how BMs have been innovated in response to exogenous crises. They also
propose that a deeper understanding of the DCs that enable SMEs to sense and
seize opportunities to transform and innovate their BMs is needed (Handley et al.,
2021).

In summary, despite the recent literature on crisis management responses regarding
Covid-19 and exogenous disruptions, and the growing body of knowledge on BMI,
these two constructs have rarely been studied in conjunction with each other.
Additionally, studies that address these constructs very rarely provide contextual
insight covering SMEs and more specifically, SMEs in emerging economies. The

research on DC for innovation also does not reflect practicality for implementation for



SMEs. This study therefore endeavours to bridge the identified research gaps and
contribute to the literature on SMEs’ crisis management and BMI in emerging
economies. The recent crises in KZN offer a watershed time to unpack lessons from
SMESs’ lived experiences. As a few years have passed since the onset of Covid-19,
the KZN civil unrests and floods, conducting the study at this stage provided the

opportunity for reflective insight on SMEs’ BMIs that were implemented.

1.3 Research questions
The overarching question explored in this study is: How do SMEs implement BMIs

in response to crises that result in survival and/or growth?

The primary research question was unpacked into three sub-questions. Research
question 1 concerns the SMEs response to crises. Research question 2 concerns
the SMEs BMIs in response to crises. Research question 3 concerns the DCs that

supported SMEs to adopt BMls in response to crises and is split into three parts.

RQ 1: How did SMEs strategically respond to crises?

RQ 2: How did SMEs pursue BMI as part of their crisis response strategy to enable

survival and/or growth?

RQ 3: With regards to the capabilities that enabled SMEs to implement BMIs:
RQ 3.1: How did SMEs sense the threats and opportunities arising from
crises?
RQ 3.2: How did SMEs seize opportunities to innovate and mitigate threats
arising from crises?
RQ 3.3: How did SMEs transform their BMs to enable survival and/or growth?

1.4 Research purpose

Although many SMEs have succumbed to recent exogenous crises and closed,
some have successfully responded through innovation. The purpose of this study is
to explore how SMEs adopted BMI to respond to exogenous crises and how this
enabled them to survive and/or grow despite the crises. It further aims to understand
what the antecedent DCs are for BMIs that enabled the survival and growth of these

SMEs. Using case studies of South African SMEs, the study aims to add perspectives



as seen through an SME'’s lens and an emerging economies context. Both

perspectives are currently underrepresented in the existing literature.

1.5 Research contribution

This study aims to contribute to the limited literature available combining the
disciplines of crisis management and BMI. It does so through a DC theoretical
framework, by aiming to shed light on the topic within an SME’s and emerging
economy context. The use of case studies contributes to academia and the small
business sector with learnings gathered from the lived experiences of South African
SMEs that have survived and/or grown through particularly challenging crises

events.

1.6 Research scope

Miklian and Hoelscher (2022) note that SMEs in developed economies have an
advantage when responding to crises as they have easy access to several
resources, which are not available to SMEs in developing nations. Despite this local
disadvantage, SMEs in emerging economies remain underrepresented in the crisis
management (Fubah & Moos, 2022) and BMI literature (Eggers, 2020).
Consequentially, it was considered valuable for this study to focus on SMEs in South
Africa, especially since South African SMEs have faced unique crises. For instance,
the KZN Province in South Africa experienced multiple, severe, exogenous crises
events in the recent past that had caused major business disruption and forced many
SMEs to shut down (Khoza et al., 2022; Mundhree & Beharry-Ramraj, 2022). Among
those SMEs that were severely affected were several manufacturing firms as the
demand and supply shocks caused by exogenous crises upended their value chains
(Fubah & Moos, 2022; Khoza et al., 2022; Mnguni & Simbanegavi, 2020; Mundhree
& Beharry-Ramraj, 2022; KZN Provincial Government, 2024).

To elaborate, in March 2020, KZN manufacturers experienced disrupted demand and
supply channels arising from the Covid-19 lockdown restrictions (Fubah & Moos,
2022). Following the onset of the global Covid-19 crisis, in July 2021, socio-political
civil unrest began in the KZN Province, resulting in businesses being looted and set
alight, roads and railways being blocked, and the lives of civilians being put at risk
(Elumalai et al., 2022; Khoza et al., 2022; Mundhree & Beharry-Ramraj, 2022).

Transport and logistics disruptions prevented goods and services from being



delivered to businesses and prevented employees from travelling to work (Khoza et
al., 2022). In April 2022, KZN experienced catastrophic floods that resulted in
substantial loss of life, destroyed the homes of thousands and wrecked infrastructure
supplying necessities, such as electricity and water, to homes and businesses
(Hattingh, 2022). Further transportation and logistics challenges exacerbated the
demand and supply shocks at the time. In conjunction with global crises, such as
Covid-19 and the Russia-Ukraine war, these localised crises placed enormous
pressure on KZN SMEs (Elumalai et al., 2022; Hattingh, 2022; Khoza et al., 2022;
Mundhree & Beharry-Ramraj, 2022). The extended nature of each crisis resulted in
lost revenues, disrupted supply chains and an inaccessible labour force, which
rendered many SME BMs unfeasible for at least a period of time (Hattingh, 2022;
Mundhree & Beharry-Ramraj, 2022).

In 2020, the South African Reserve Bank released a report, highlighting that Covid-
19-induced demand and supply shocks had a significant impact on the country’s
manufacturing sector, which was already in a stage of de-industrialisation following
the 2008 financial crisis (Mnguni & Simbanegavi, 2020). This is re-iterated by the
KZN Provincial Government’s (2024) recent socio-economic review, which reflects
on the loss of income, value-add and jobs that were attributed to the sector’s
exposure to crises. The review highlights that manufacturing sub-sectors, such as
textiles, clothing, leather goods, and wood and paper products, were more severely
impacted by crises (KZN Provincial Government, 2024). These labour-intensive sub-
sectors tend to hold weaker competitive advantages and are consequently, more
vulnerable to crises as they produce goods that are easily replaced with local
substitutes or inexpensive imports (KZN Provincial Government, 2024; Mnguni and
Simbanegavi, 2020; SEDA, 2023). Due to the severity of the exogenous crises
impacting the sector, this study only selected case studies operating within the KZN

manufacturing sector, with a focus on highly competitive sub-sectors.

1.7 Outline of the research report

This exploratory study comprises seven chapters. Chapter 1 outlines the business
relevance and theoretical need to explore SMEs’ BMI as a response to exogenous
crises. It explains the research purpose, contribution, and the scope of this study to
focus on case studies of small and medium-sized manufacturers, operating in highly

competitive sub-sectors within the KZN Province of South Africa. Chapter 2 follows



with a comprehensive literature review on crisis management and BMI. Both the
‘response to crises’ and ‘business model innovation’ constructs are unpacked further
within an SME context. The literature review also unpacks the related theoretical
frameworks on competitive advantage strategies an