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ABSTRACT

Governments throughout the world have realised the significance of small
businesses in the economic and social welfare of the nation. Even though the
magnitude and nature of the contribution of small businesses continues to be
debated, governments’ awareness of the role of new enterprises has grown
appreciably. In most advanced nations, the government has come out with very
progressive policies encouraging new enterprises. In many developing and under-
developed nations too, there is a lot of policy level support for new enterprises. In
recognition of the importance of small and medium enterprise (SME) sector, the
South African government has continued to design and implement a number of

policies and programmes supportive to the development of the sector.

This research evaluates the effectiveness of the SME policy framework in the
Petroleum Distribution Sector in South Africa. It specifically evaluates the broad
SME policies delivered by the “main SME department of government”, the sector
specific SME policies delivered by the “sector department of government” and other
policies that influence the success and failure of SMEs but are not controlled by
either departments. Policies which are not delivered by the main or sector specific
SME departments may be more influential than the policies delivered by the main

or sector specific SME policies. Two examples of such policies are:

e Public policies that target SMEs but where the policy is formulated and
delivered by an organisation within government other than the main SME
department of government.

e Policies which influence SMEs that are delivered by departments of
government that do not view themselves as having SMEs as their prime, or

often even partial focus.

It is important for policy makers responsible for SME issues to understand the
impact of such mainstream policies on SMEs to help them in their role of “SME-
proofing” of mainstream government polices and in influencing decisions on such
policies so that they take into account the SME impacts. Evaluation assists policy

makers to assess the relative effectiveness of these policies and programmes.
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In the beginning, God created the heaven and the earth. And God saw everything
that He made. “Behold”, God said, ‘it is very good”. And the evening and the
morning were the sixth day. And on the seventh day God rested from all His work.
His archangel came then unto Him asking, “God, how do you know that what you
have created is very good? What are your criteria? On what data do you base your
Jjudgement? Just exactly what results were you expecting to attain? And aren’t you

a little close to the situation to make a fair and unbiased evaluation?”

God thought about these questions all that day and His rest was greatly disturbed.
On the eighth day God said, “Lucifer, go to hell”.

Thus was evaluation born in a blaze of glory...

From Halcolm’s The Real Story of Paradise Lost.
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CHAPTER ONE: INTRODUCTION

1.1  Purpose of the study

The purpose of this study is to evaluate the effectiveness of the Small and Medium-
sized Enterprise (SME) policy framework in South Africa. In particular, the research
assesses methodologies that are widely recognised and used in evaluating public
policy, to evaluate effectiveness of SME policy framework in the petroleum

distribution or wholesale sector in South Africa.

1.2  Context of the Study

1.2.1 Introduction

This research was conducted in the sixteenth year of South Africa’s democratic
dispensation. At the time of submission, South Africa celebrates its seventeenth
democratic year. During the time of research, the country was experiencing a wave
of service delivery protests on the one hand, and growing criticisms of government
Black Economic Empowerment policies on the other. Exacerbating the situation was
the impact of the global economic downturn caused by the financial crisis, which has

seen unemployment rise as a result of retrenchments across a number of sectors.

This environment thus presented an exciting opportunity for this research given the
role that small businesses can play in addressing some social ills, and the ability of
SMEs to be used as a vehicle for transforming the economy. This section sets the
context of the research by providing a historical perspective on the SME sector, the
petroleum distribution sector and its major players in South Africa. This historical

context is discussed in Section 1.2.2 to 1.2.4 respectively.



1.2.2 SME in South Africa

Since the dawn of democracy in 1994, South Africa has been faced with the
challenges of re-integration into world markets as a global economy, while at the
same time positioning itself to realise the high expectations of its populace regarding
a successful transition towards a more democratic order. To achieve the objectives
of economic growth through competitiveness on the one end of the scale and, on the
opposite end, employment generation and income redistribution as a result of this
growth, South Africa’s small business economy has been actively promoted since

1995 (Berry, von Blottnitz, Cassim, Kesper, Rajarathnam and van Seventer 2002).

The role of small businesses is generally recognized in promoting a better quality of
life and drawing the historically disadvantaged majority of the population into the
mainstream national economy (Mollentz 2002). It was hoped that this would go a
long way towards addressing the uneven distribution of economic resources and
opportunities that were institutionalized under apartheid (Bezuidenhout, Lutchman,
Modisha, Sanchez and Southall 2005).

In the South African context, the government has, to date, shown willingness and
commitment in taking drastic steps to transform apartheid legislation to the creation
of a new policy environment that is aimed at promoting the empowerment of SME.
The introduction of the 1998 Energy White Paper, the Department of Trade and
Industry’s White Paper on National Strategy for Development and Promotion of
SMME, and the Petroleum Industry Charter, attest to this view. However, there has
not been an evaluation of this policy framework from the perspectives of small

business owners in the petroleum distribution sector.



1.2.3 The Petroleum Distribution Sector in South Africa

The effectiveness of the SME policy framework in the petroleum distribution sector
cannot be evaluated without an understanding of certain critical background features
and a look at the historical context of the petroleum industry in South Africa. This
section provides a brief excursion of the history of the distribution of white fuels
(refined petroleum products) in South Africa. A number of diverse factors are
pertinent to this background. Firstly, the strategic significance that fuel products
assume in all countries, compounded by the apartheid government’s vulnerability to
oil sanctions, plays a major role in contextualising the history of fuel products in
South Africa. A second major issue is that South Africa’s historic reliance on
imported crude oil and the consequent establishment of refinery capacity at the
coast, some considerable distance from the country’s inland industrial hub, means

that the major market for fuel products is some distance away from the supply.

These factors led the South African government to search for fuel sources that were
not dependent on crude oil. That source was found in the country’s abundant
supplies of low-grade coal, which enabled the establishment of government initiated
and funded synthetic fuel plants in the inland area adjacent to the coal fields. The
upshot to this is a fuel industry characterised by complex locational economics.
These, in turn, have given rise to a regulatory system and a logistical infrastructure

that respond, in significant part, to these geographic features.

The petroleum industry in South Africa is characterised by an oligopolistic market
structure dominated by few multi-national oil companies with specific structures and
operating systems imposed in areas of operations. These companies are vertically
integrated, meaning that they participate throughout the value chain. They have
refining capacity, distribution or wholesaling capabilities and the retail network. The
dominant petroleum companies in South Africa are BP, Chevron, Engen, PetroSA,
Sasol, Shell and Total SA; subsequently, these companies are the major distributors
of petroleum products in the country. They operate storage terminals and distribution
facilities at the major ports and have distribution facilities throughout South Africa
(DoE 2009a).



1.2.4 The South African Petroleum Industry today

South Africa consumed approximately 11.3 billion litres of petrol and 9.1 billion litres of
diesel during 2009, showing a 2.2% increase in petrol and a 6.6% decrease in diesel
from the previous year (DoE 2009a). As stated above, the petroleum industry is still
integrated throughout the value chain. There are three steps to get petroleum
products to consumers: firstly the product has to be produced, secondly, it must be
transported to depots and storage facilities around the country and finally, it must be
distributed from depots to the service stations or customers. These steps are

commonly referred to as refining, distribution and retailing.

1.2.4.1 Refining

South Africa has very limited oil reserves and about 95% of its crude oil requirements
are met by imports from the Middle East and Africa (DME 2008; DoE 2009a). Refined
petroleum products such as petrol, diesel, fuel oil, paraffin, jet fuel and LPG are

produced by the following methods:
= Crude oll refining;
= Coal to liquid fuels and gas to liquid fuels; and
+ Natural gas to liquid fuels
There are six refineries in the country; four of the refineries are on the coast and two

are inland (DME 2008; DoE 2009a).Table 1 presents the six South African refineries,
their crude oil throughput and their current ownership.

Table 1: South African refineries, crude throughput and ownership

South African Refinery Ownership and Crude Throughput

Crude Oil Refined at the following refineries:

Name Crude throughput Ownership

Chevref 100,000 bpsd* Chevron South Africa

Enref 125,000 bpsd Engen Petroleum

Natref 92,000 bpsd Sasol/Total South Africa (64/36%)

Sapref 180,000 bpsd Shell South Africa/BP Southern Africa (50/50%)

Coal and Gas Processed and Refined at:

Sasol Secunda 150,000 bpsd Sasol

(Crude equivalent @ average yield)

Gas Processed and Refined at
PetroSA 45,000 bpsd PetroSA

(Crude equivalent @ average yield)
Source: Adapted from (DoE 2009a)

! bpsd — barrels per stream day



1.2.4.2 Distribution

Petroleum products are moved from refineries by pipelines, rail, sea and road (DoE
2009a) to approximately 200 depots, 4 600 service stations and 100 000 direct
consumers who are mostly farmers (DoE 2009a). Figure 1 and Figure 2 show South
Africa’s petrol and diesel usage by region in 2008. Gauteng consumes the largest

amount of petrol and diesel in the country.

The major companies in the South African petroleum distribution industry are BP
Southern Africa, Chevron South Africa, Engen Petroleum, PetroSA, Sasol Oil, Shell
South Africa and Total South Africa. They operate storage terminals and distribution
facilities throughout South Africa. Until recently, there were very few non-refining
wholesalers or distributors supplying petrol and diesel in South Africa. Today, there
are many that are registered with the Department of Energy (DoE 2009b).

Petrol Usage in SA

4.5% 1.7% m Gauteng (4 053 021 959 litres)

B Western Cape (1 743 873 686 litres)

= KwaZulu-Natal (1 709 220 420 litres)

B Mpumalanga (858 903 725 litres)

M Eastern Cape (806 555 074 litres)

W Free State (623 943 041 litres)
North West (606 171 691 litres)
Limpopo (494 183 987 litres)
Northern Cape (191 992 363 litres)

5.5%

5. 6%
7.3% .

Figure 1: Petrol usage in South Africa by Province
Source: Adapted from (DoE 2009a)

s 3 7% Diesel Usage in SA

6. 3% B Gauteng (2 288 314 281 litres) 23.4%
B KwaZulu-Natal (1 733 867 818 litres) 17.8%

6. 3% = Western Cape (1 488 850 645 litres) 15.3%
B Mpumalanga (1280 977 162 litres) 13.1%
8.7% M Free State (848 918 694 litres) 8.7%
 North West (651 722 433 litres) 6.3%
17.8% Eastern Cape (617 616 189 litres) 6.3%
13.1% Limpopo (486 852 771 litres) 5.0%
; Northern Cape (365 245 898 litres) 3.7%

15.3%

Figure 2: Diesel usage in South Africa by Province
Source: Adapted from (DoE 2009a)



Figure 3 and 4 show South Africa’s pattern of consumption of petrol and diesel for the
year 2008. 95% of petrol consumed was sold through retail outlets. By comparison,

only 39% of diesel consumed was sold through retail outlets.

1%3%1% Petrol usage by sector

M Retail - garages
B General dealers
Agricultural crops

B Remainder of general trade

Figure 3: Petrol usage in South Africa by sector
Source: Adapted from (DoE 2009a)

Diesel usage by sector
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Figure 4: Diesel usage in South Africa by sector
Source: Adapted from (DoE 2009a)

1.2.5 Conclusion

In summary then, seven major oil companies actively distribute petroleum products in
South Africa, namely BP, Caltex, Engen, PetroSA, Sasol, Shell, and TOTAL. All of
these companies, except PetroSA, are vertically integrated in South Africa, that is,
they operate at each stage of the supply chain, namely refining and production,
storage, wholesale marketing/distribution and retail. South Africa has four crude oil
refineries (Natref, Calref, Sapref and Enref), one synthetic refinery utilising natural gas
(Mossref) and one synthetic refinery currently utilising coal (Secunda). The industry’s
wholesale turnover was some R40, 7 billion in 1997 and it provides employment to
more than 100 000 persons (MBendi.com 2009).



As a result of the historical development of the liquid fuels industry and economic and
political influences, the industry in South Africa is characterised by a unique regulatory
framework and a significant degree of government involvement. Given this context,
the research will endeavour to make significant contributions to both SME policies and
a related body of literature particularly in the process of the evaluation of the
effectiveness of public policy in the petroleum distribution sector. Thus, the research
into effectiveness of the current SME policy framework in South Africa is both
important and necessary to the ongoing debate on the role of the state in supporting

small enterprises.

1.3 Problem Statement

The objective and problem statement of a research project serve related purposes as
a compass to a navigator and a road map to an automobile driver (Quade 1989). To
emphasise the value and importance of the objective of study and problem statement,
Quade (1989) explains that the declaration early in the study of the possible
conclusions or recommendations are sometimes regarded as a pitfall. This is in itself a
mistake. One should realise that analysis could be an iterative process and that a
single cycle of formulation, data collection, and data analysis would be unlikely to give

the final answer.
1.3.1 Research Aim

In relation to the theoretical understanding of a problem statement, the aim of this
research is to evaluate the effectiveness of the SME policy framework in the South

African Petroleum Distribution Sector.
1.3.2 Secondary Aims

To accomplish the research aim identified above, the researcher will have to address

the following sub-aims:



Sub-Aim 1
Identify policy analysis methodology to evaluate the effectiveness of public policy.
Sub-Aim 2

Identify and evaluate effectiveness of the broad SME policy objectives delivered by
the main SME department (the DTI) of the South African government.

Sub-Aim 3

Identify and evaluate effectiveness of the sector specific SME policy intervention in the
petroleum distribution industry delivered by the sector department (the DoE) of the

South African government.
Sub-Aim 4

Identify and assess the impact of the salient attributes of the petroleum distribution
industry on the development and growth of SMEs in the sector.

Sub-Aim 5

Evaluate other socio-economic policies which influence SMEs that are delivered by
departments of government that do not view themselves as having SMEs as their
prime, or perhaps even their partial focus.

1.4  Significance of the study

The study will be of value to policy makers in government in that it will provide them
with information with which to establish whether or not the SME policy has contributed
to correcting or ameliorating the problem it set out to resolve. In spite of its good
intentions, the government could fail to prepare the ground for successful policy

implementation.

This means that there could be a lack of purposeful, focused, and deliberate attempts
to train policy implementers and to make the necessary resources available for the
successful implementation of the new policy for the distinctive field. Beyene (2002)
highlights that governments that are genuinely committed to the promotion and
development of SMEs, have to make sure that an enabling policy and regulatory
framework are in place. Therefore, policy makers will become aware that evaluation
must be conducted regularly to determine the impact of the policies they have

developed.



The policy makers may also benefit from the study in that they will be in a position to
evaluate the effectiveness of different policies and programmes and make changes to
maximise the impact on the SME sector in general. The information obtained could
also assist with a communication campaign targeted at SMEs as is recommended at
the end of this dissertation. Given the general consensus on the importance of small
businesses in the economy and the significance of government support, the
evaluation of the impact the policy landscape has had, will be of value to both the
policy makers as well as the SME sector in general. Therefore, the significance of this
study is that it will contribute to a body of knowledge. Kesper (2000) observed that few
researchers have commented on the effectiveness of various SME support measures

implemented since 1995.

Students and researchers may also benefit from the study through referencing some
of the information contained in this research, and by conducting further research into
areas that have been identified. Lastly, the study may stimulate public debate on the
impact of government policies on the SME sector. This may happen once the
research become accessible to the members of the public through the Wits library.

1.5 Delimitations of the study

The scope of this study focused on the broad SME policy framework targeting SMEs
as developed by the Department of Trade and Industry, the sector specific policy
framework under the Department of Energy and other socio-economic policy
frameworks that influence the development and growth of SMEs but are not directly
controlled by the DTI and/or the DoE.

The study evaluates effectiveness of these policies using a qualitative evaluation
methodology to assess the views and feelings of SMEs in the petroleum distribution
sector. The SME participants in this study are those that have applied for a distribution
license at the DoE and are on the department’s database. This research does not rely

on the views or positions of the major petroleum distributors and/or their associations.



1.6 Definition of terms

Despite the importance of Small Enterprises within the South African economy, there
seems to be no universally applicable definition. Baumback (1983) argues that the
term “small business” has been used generally and without specific and careful
definition of what “small” is. More importantly however, is that the term ‘SMME’ as
used in South Africa captures a broad and diverse range of enterprises. Indeed, within
the definition of Small Enterprises, basic survivalist initiatives and highly organized
enterprises are included — making it difficult to generalize about the sector as a whole.
For the purposes of this study, the following five categories of business will be used,
as defined in the National Small Business Act:

“Survivalist enterprises”. under this category, the income generated is less than the
minimum income standard or the poverty line. Survivalist enterprises are considered
pre-entrepreneurial, and include hawkers, vendors and subsistence farmers; in
practice, survivalist enterprises are often categorized as part of the micro-enterprise

sector.

“Micro enterprises™ the turnover under this category is less than the VAT
registration limit; these enterprises are not usually formally registered. They include,
for example, spaza shops (informal traders of household goods, often found in
communities around the country), minibus taxis and household industries. They

employ no more than five people.

“Very small enterprises” these are enterprises empl