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ABSTRACT

The Broad-Based Black Economic Empowerment (B-BBE&)53 of 2003 sought to redress the
socio-economic imbalances caused by South Afriapartheid laws. The Act included different
strategies to give preference to previously disathged individuals on such aspects as ownership,
management, employment, enterprise developmerferpraial procurement, skills development
and socio-economic development. This thesis doeexmore the plausibility of the regulations
but rather the possible gap between intended lisrafd the impact of B-BBEE. It is intended to
establish the administrative impact of Black EcoimBEmpowerment (BEE) certificatichysing a
case study of a medium-sized tourism enterprise. fifidings of this administrative impact are
juxtaposed with the policy intentions as establistigough policymakers. The primary question is
‘What is the administrative impact of BEE certifiican on tourism enterprises in South Africa?’
The main propositions are that the administratogt< of BEE certification have had a significant
negative impact on the profitability and compegtiess of medium-sized tourism enterprises; that
tourism enterprises are not aware of the full extéthe administrative costs of BEE certification;
and that policymakers are not aware of the unirgdnidhpacts caused by BEE certification on
tourism enterprises. The research was undertakemigh two interrelated phases, the first of
which was exploratory in nature and sought to distalthe administrative impact of BEE
certification through the case study organizatibime second phase sought to present the findings
regarding the administrative impact of BEE ceréifion to policymakers, with the aim of
establishing policymakers’ awareness of the gagvden policy intentions and policy impacts.
Multiple methods have been used in order to gathta that informs this thesis. Primary data was
obtained through semi-structured interviews. Thesith focused on a case of one medium-sized
organization, which was selected using conveniesampling. An in-depth interview was
conducted with the Head of Administration and Fo®n the organization, as the key person
responsible for overseeing the process of BEEfiation. Since the thesis focuses on a single
entity, the data pool was too small to allow foe teneralization of findings, but sufficient for a
series of in-depth explorations and assessmentiseofopic. Secondary data was obtained from
various sources such as journals, periodicals, rapdrts, particularly in relation to regulatory
impact assessments as well as on certificatioressguthe tourism sector. The main findings are
that the administrative costs of BEE certificatimeve had a minimal impact on the profitability
and competitiveness of medium-sized tourism ent@pr especially from the second year of
conducting the annual audits as the systems asadirin place for oncoming audits. It is only

about 0.01% of turnover. However, the psychologibarden associated with the stress of

* An activity that stems from one of the regulatiéinked to B-BBEE Act. It is an annual certificatidto demonstrate the companies’
achievement as far as B-BBEE is concerned, andleata audit process executed by South African dvati Accreditation System
(SANAS) registered agencies.
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administrative preparations for audits makes itnmsewore costly. The tourism enterprises are
unaware of the extent of the administrative co$BEE certification in that they overestimate the
cost implications by at least 75%. The policymakaes unaware of the unintended impacts caused
by BEE certification on tourism enterprises, esgicias they relate to the administrative costs. In
conclusion, the administrative impact of BEE cétifion on medium-sized enterprises is minimal
as far as costs are concerned; however the psygbaldburden, although not measurable, is
substantial. Moreover, the policymakers are oblisito any possible impacts that might have been
caused by BEE certification on enterprises, thukimgathe gap between policy intentions and the
policy impact more than it could have been had theg¢ the awareness. Awareness at the least
gives an option to rectify where possible, thusorgmce of situation can to a certain extent

exacerbate the situation.
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1 CHAPTER ONE: THE ADMINISTRATIVE IMPACT OF BEE
CERTIFICATION ON TOURISM ENTERPRISES IN SOUTH
AFRICA

11 INTRODUCTION

This chapter presents the background to the tlaggigist which the problem statement is made and

research questions posed. Specific terminologykagaoncepts are clarified.

Highly involved regulations create an administratburden that is not only time-consuming but also
costly and diverts resources that might have beed productively. A national survey conducted by
Grant Thornton in 2008/9 looked at privately owrtmgsinesses in South Africa in terms of their
experiences and attitudes and how they had beentedf by the economic crisis, listed regulatory
costs and red tape as the topmost constraint tindmss expansiorfGrant Thornton, 2009).
Compliance costs associated with meeting the reopgints of regulations are directly borne by
business as, for example, a firm may need to cr@aiesition such as Transformation Manager or
BEE Manager, with cost implications and negativesamuences for private enterprises. According to
the Organization for Economic Co-operation and Dmweent, where costs are regarded as
unreasonable, compliance levels generally fall #mel level of respect for the law could be
undermined, thereby threatening the legitimacy effiéctiveness of regulation as a tool to achieve
policy objectives (OECD, 2003). Regulation can hamgconomic efficiency, create unnecessary
barriers to trade and investment, and impede infmvan the market (OECD, 2003). A study carried
out in 2004 by the Strategic Business PartnerstiipgGrowth in Africa (SBP) estimated that South
African business was spending in excess of R7®bijper annum, or 6.5 percent of gross domestic
product (GDP) to comply with government regulatig88P, 2004). These effects are more costly in
global markets, where the efficiency of the dontestigulatory and administrative environment can

affect business competitiveness.

Under apartheid, race was used to control acceSeuth Africa’s productive resources and skills. To
date, and despite legislative review, the countacenomy still excludes the vast majority of its
people from ownership of productive assets angdssession of advanced skills. The economy still
performs below its potential because of the lovel®f income earned and generated by the majority
of its people (Hosking, 2010). In response to thie government introduced Black Economic
Empowerment (BEE), the main purpose of which wasettistribute wealth from the previously

advantaged minority to the previously disadvantagegbrity (Hosking, 2010, p.5). The BEE policy
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encourages private enterprises to demonstrate thwimpliance through attainment of a BEE

certificate that details each enterprise’s levatahpliance.

Lowi (1963) characterizes policy as either disttitoe} regulatory, or redistributive, where distriive
policies create public goods for the general welfand are non-zero-sum in character; regulatory
policies specify rules of conduct with sanctions failure to comply; and redistributive policies
attempt to change allocations of wealth or powesarfie groups at the expense of others. The Broad-
Based Black Economic Empowerment (B-BBEE) Act 532003, which is the policy issue for this
thesis, can be characterized as a redistributiVieypas it attempts to bridge the gap of inequality
between the previously advantaged minority ancptegiously disadvantaged majority. The B-BBEE
policy is applicable to the public sector, but é&sigined to be enforced on private enterprises gfrou
social and profitability pressurén this thesis, it is used synonymously with BEHigo The B-
BBEE policy looks at improving the lives of the pi@usly marginalized in South African society by
using seven pillars, namely ownership, managemamira, employment equity, skills development,
preferential procurement, enterprise development socio-economic development in order to

achieve broad based empowerment.

Although the B-BBEE Act was a very short and suctcpiece of legislation, it was supported by its
regulation, the Codes of Good Practice on BEE B&Bruary 2007. These codes were to serve as the
practical tools for application of the legislatidfurther to that, various Industry Charters havenbe
and are still being developed, taking the applcata stage further by recognizing the different
context of each sector. Of significance to thiglgtis the Tourism Industry Charter, which is usgd b
enterprises within this sector to guide applicatéritheir BEE initiatives. In terms of legislati@nd

the Codes of Good Practice, all commercial entdiesencouraged (but not obliged) to have their B-
BBEE status verified.

One of the responsibilities of the Department cdder and Industry (DTI) in terms of the B-BBEE
Act is to ensure that sector charters submittedgbmetting are sufficiently aligned to the B-BBEE
Act and Codes of Good Practice. Thus, in Febru@@72the DTI gazetted the Black Economic
Empowerment (BEE) Codes of Good Practice, in tasfnghich a number of Transformation Sector
Charters (also referred to as Sector Charters) ineauced, vetted and analyzed for compliance, as
per the stipulations of either Section 9(1), 9(512 of the B-BBEE Act, No. 53 of 2003.

A B-BBEE Draft Sector Code, gazetted in terms afti®a 9(1) of the B-BBEE Act, holds the highest
achievable status and means that it becomes ar$zmie of Good Practice (Sector Code) and shares
the same status as the B-BBEE Codes of Good Reagdidlished by the Minister of Trade and
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Industry, in February 2007. A Sector Code with ®ec®(1) status, such as the tourism sector cade, i

fully binding between and amongst businesses dpgrit the industry (DTI, 2009)

The Department of Trade and Industry (DTI) gazettesl B-BBEE Verification Manual on 18 July
2008, for purposes of accreditation and verificatid B-BBEE-related reporting by the South African
National Accreditation System (SANAS) and Black Bomic Empowerment (BEE) Verification
Agencies. The Verification Manual provides compredige and clear guidelines on endorsement of
B-BBEE reporting, and minimum standards on thecathtonduct and procedures employed in
ensuring the verification of B-BBEE Codes of Goadd®ice. Further to that, on 23 March 2009, the
DTI Government Gazet{@009, p.91) determined that:

(a) From the 1st of August 2009, only BEE verifioat certificates issued by Accredited
Verification Agencies or Verification Agencies thare in possession of a valid pre-

assessment letter from South African National Aditation Systems will be valid;

(b) the period of validity of the certificates centplated in paragraph above, will be 12

months from the date of issue.

This means that as of 1 August 2009 only verifaratagencies that had accepted the painstaking
assessment requirements of the South African Natidwcreditation System (SANAS) and had

already completed the process and been accreddaltiwe able to issue BEE Certificates that were
valid. BEE certification is a means used by privedenpanies to demonstrate their compliance with

government policy.

BEE as a policy issue has attracted widespreantiaeand is therefore not an under-researched area
However, the focus has been mostly on policy paréeice and its impact on society or its intended
beneficiaries (Addleson, Pretorius & Tomlinson 1984l 1973, 1983, 1984; Chard & Shangase
2007; Fair 1982; Ganaseb 2008; Kim 2010; Teek 20@8)ilst Regulatory Impact studies have
become standard procedure in the United Statesnoérisa and in Europe, in South Africa its
existence has spanned only a few years (SBP, 2008, 2006; SBP Consortium 2005). Even then
the focus has been on advocacy for the conceptegulatory Impact Assessment (RIA). Whilst
legislation, regulations and policies are put iacel to address a specific problem, they may have
unintended consequences. In the tourism sectdn @amny other sectors, it might be apathy or non
compliance as a result of being overregulated a eesult of the unmanageable costs of regulation.
This said, the purpose of this research is to egploe potential gap between the overall BEE policy

intentions and the policy impacts of BEE certifioaton the tourism sector.
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Tourism World the enterprise that has been used as a casefstuthys thesis, must in turn be in
receipt of a BEE certificate that has been issuedre of the 47 Verification Agencies to comply
with Notice No. 354 of 2009Tourism Worlds a tourism training division of thealypso Groupand

is a medium-sized enterprise in the tourism seathich means it must comply with the Tourism
Industry Charter. There are many ways of deterrgittire size of companies, most of which involve a
combination of turnover, size of workforce and stfeassets. The generic scorecard has taken a
simplistic view by using ‘turnover’ alone to makalistinction between the compliance requirements
for smaller and larger firms. Small businesses wittmover of less than R5 million are exempted
from BEE scorecards, while medium-sized enterpng#is turnover of between R5 million and R35
million can choose to comply with only four of teeven pillars of BEE.Tourism Worldhas been
selected because it falls within a sector thatrbasived Section 9(1) status in terms of the Ingust
BEE Charter. It has also been selected becauisg medium-sized status, which means it has some
of the attributes of big businesses as much aslashsome of the attributes of a small business. In

sense, as a medium-sized enterprise it can bedexyas a median of the different business sizes.

Whilst debates have been intensifying about impégblicy on the constituents, there has been very
little research into the gap between public poliggntions and the impact on the private sectad, an
little or none on the impact of public policy orettourism sector. This is in spite of the tourisrater
being one of the most heavily regulated secto&oath Africa (SBP, 2005). This thesis contributes t
the limited knowledge by exploring the potentialpgetween BEE policy intentions and policy
impacts, and by focusing on the administrative iohpaf BEE certification on companies in the

tourism sector, one of the most regulatory burdesgstors.

According to the United Nations Development ProgreanSouth Africa is ranked as one of the top
10 countries in the world for income inequality (DR, 2008). After almost 17 years of the new
Constitution and universal suffrage, almost 87%hef wealth of South Africa still lies with 13% of
the population. According to Leibbrandt, Woolardnr- and Argent (2010), the inequality rate
between races has been slowly falling, but theseldg®en an increase in intra-race inequality, thus
preventing aggregate measures from showing a @eiclimequality. This however cannot be taken to
mean that inter-race inequality is no longer améssand a general hierarchy of wealth remains
between Blacks, mixed race (‘Coloureds’), Sub-gmnital Asians (‘Indians’), and Europeans
(‘Whites’) (Leibbrandt et al., 2010). Many policibave been enacted with the aim of improving the
lives of all citizens, including Affirmative Actiofil998), Preferential Procurement Policy Framework
(2000), Skills Development (1998), Integrated Sunstale Rural Development Strategy (2000), the B-
BBEE Act (2003) and many others. The problem statdrfor this thesis emanates from the B-BBEE
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Act, which although aimed at redressing the indtjaal of the past may be subject to unintended

consequences.

The objective of this thesis is to establish whethere is a gap and if there, what the naturenisf t
gap is between the overall BEE policy intentiond #me policy impacts. This is done by analyzing
the administrative impact of BEE certification autism enterprises in South Africa. The case study
findings on the impact of the policy, particulatlye administrative impact emanating from BEE
certification, was used to further pose questianpdlicymakers regarding the possible gap between

policy intentions and policy impacts.

The ambits of this thesis fall within the field refgulatory impact assessment, policy formulatioth an

implementation. RIAs are typically made at the ppliormulation stage in order to forecast the cost
implications of a new policy (SBP Consortium, 2Q0Hpbwever, in instances where they have not
been made at the policy formulation stage, asérctise of the BEE policy, they can still be made at

different stages of policy implementation, as iis thesis.

1.2 RESEARCH QUESTIONS

Having presented the background and identified gagerms of the regulatory impact of the BEE

policy emanating from certification process, thikof@ing primary research question is posed:

What is the administrative impact of BEE certification on tourism enterprises in South Africa?

Secondary Research Questions are:

* What are the administrative processes involvedegkisig BEE certification from SANAS

accredited Verification Agencies?

* What physical, financial and human resources doeated to administrative processes of

BEE compliance?

* What systematic changes have organizations uneertak compliance with BEE
certification? Have enterprises changed their degdional structures in order to comply with
BEE certification?

* How have the administrative impacts of BEE cerifion affected the enterprises’ attitude

towards the BEE policy?
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» Are policymakers aware of the possibility of thepdmetween the intentions of the policy and

its administrative impact on the tourism entergise

1.3 PROPOSITIONS
The following propositions are made:

Proposition 1: The administrative costs of BEEifiedtion have a significant negative impact on the

profitability and competitiveness of medium-sizedrism enterprises.

Proposition 2: Tourism enterprises are not fullyaeavof the extent of the administrative costs oEBE

certification.

Proposition 3: Policymakers are not aware of thiatended impacts caused by BEE certification on

tourism enterprises.

1.4 RESEARCH DESIGN AND METHODOLOGY

The thesis is divided into two phases. Phase hefdata collection sought to gather information
regarding the administrative impact of BEE ceréfion. The data collection was at enterprise level
using a single enterprise as a unit of analysiscaseé study. The information gathered was validated
using desktop process information gathered fronifigation agencies, physically and through
information provided on their websites. This idiire with assertions by Miles and Huberman (1994)
regarding the corroboration and validation of ressulvhich they claim are essential components of
data analysis and the qualitative research prodessentially, the main aim of this phase is to
establish the administrative impact of BEE cerdifion by interrogating the perceived administrative
costs versus actual costs, and the perceptionasifidss regarding the certification process. PRase
is targeted at policymakers and those involvedctliyeor indirectly with BEE policy issues at
strategic level in the public sector. The aim isdagermine policy intentions and the awareness of
policymakers regarding policy impacts. The resaftthe first phase are used to draw the first $et o
conclusions that are in turn used to inform thestjoa rationale of the second phase. Furthermore,
the results of the first and second phase are postd to establish any gaps between the policy

intentions and the policy impacts.
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15 ELUCIDATION OF CONCEPTS

A number of key concepts are used in the thesitb tlagir meanings as understood by the researcher

are clarified here.

Black Economic Empowerment (BEE - an instrument to break through the “wall of whiaes’
around South Africa's economy (Tangri & Southall02), a redistributive policy or a political
strategy for increasing the wealth and income ofivers of the non-White relative to White (male)

population of South Africa through interventionghie factor input markets (Hosking, 2010)

Broad-Based Black Economic Empowerment (B-BBEE) the economic empowerment of all black
people, including women, workers, youth, peoplehwdtsabilities and people living in rural areas

through diverse but integrated socio-economicesias (The Presidency, 2004).

Business— used interchangeably wittompany, enterprise, or firm, in reference to a legally
recognized organization or social arrangement desligto provide goods, services, or both to
consumers or tertiary business in exchange for gn@@&ullivan & Sheffrin, 2003, p.29), as well as
units which produce goods or services for the ntagked where one of the purposes of the business is
to generate a profit for the owners. An additioc@aterion is that the unit is not owned wholly or
partly by public authorities (Standard Cost Mod&CM) Network, 2004).

Full compliance - a measurement of the costs that all the businessegrned have in following the
rules completely. It is thus not the actual numtiebusinesses that observe a rule that is measured,
but rather how many businesses are to follow thkeeand what costs typically they have (would have)
in following those parts of the set of rules thiagyt are required to (Better Regulation Executive,
2005, A8).

Actual compliance - a measurement of the actual costs that the bgsisesoncerned have in
following the rules. Thus, the population that #colated is only the number of businesses who in
reality comply with the rule, even though a largember of businesses are required to observe the

rule (Better Regulation Executive, A8).

Compliance costs- purely red tape costs, that is, the incremeeats incurred by business in the
course of complying with regulations. They inclutle value of time spent by business managers and
staff on understanding the rules and applying thataracting with the authorities to clarify mater
arising; and the payments made for the expertisprofessional advisers, such as consultants,

lawyers, and accountants (SBP, 2004).
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Administrative costs - also known agpaperwork costs incurred by business and the community
sector when demonstrating compliance with a reulaand by government in administering the
regulation (New South Wales Government, 2008).his thesis this term is used to refer to costs
incurred by business and the community sector,tmdtgovernment. They are also referred to as
administrative burdens, that is, activities conducted by businesses tmrdliey are required by

regulations (Weigel, 2008, p.7).

Regulatory Impact AssessmeniRIA) — is made when systematic consultations and ieriter
policy choice are used in order to arrive at anneatc analysis of how costs and benefits of

regulations affect a wide range of actors (OECm20

Standard Cost Model — is a framework for defining and quantifying adistrative burdens for
businesses. It is a way of breaking down regulaititm a range of manageable components that can
be measured. However, it does not focus on whetherregulation itself is reasonable or not

(International Working Group on Administrative Berts, 2004).

1.6 OUTLINE OF CHAPTERS
This thesis comprises four chapters, which coverfaHowing:

Chapter One has presented the background to the thesis agahish the problem statement is
formulated and research questions posed. Speeifitiiology and various concepts used in the thesis

were also clarified.

Chapter Two provides a theoretical framework to underpin thesis; positions the thesis in the
context of relevant literature; presents an ovevwvid various means of assessing policy intentions
against policy impacts; and concludes with the mugpts on pros and cons of methodologies used to

assess regulatory impacts.

Chapter Three outlines the research methodologies and the pesbehind the methodologies that

have been employed in this thesis.

Chapter Four details the findings of the two phases of thissaesh, covering both data collected
from case study enquiry and a questionnaire digeib to policymakers. Furthermore, this section
consolidates the findings, thus establishing theraof the gaps between policy intentions andcyoli

impacts.
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Chapter Five serves as a summary of the overall thesis, onglitihe objectives, primary question,

methods used, the theoretical positioning, maidifigs and scope for further research.

1.7 CONCLUSION

The purpose of this chapter has been to contegtutilie study, bring to the fore the research pnoble
and the main research question. It is based omatepth case study of a single medium-sized
enterprise in the Tourism sectdrpurism World The chapter outlined the main thesis objective,
which is to establish whether there is a gap betvwedicy intentions and policy impacts as it retate
to the case of BEE certification for enterprisegrafing in the tourism sector; and if there is p,ga

what the nature of this gap is.

BEE is an attempt by government to close the salcggp created by apartheid. Policies, although
well meaning, may create unintended consequencéseatifferent stakeholders. Private corporations
are one of the biggest stakeholders when it comesmplementing BEE. However, impact

assessments are most often geared in favour offibienes and or the public sector. There is

therefore a need to look at impact in as far apthete corporations are concerned, hence myshesi
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CHAPTER TWO

THEORETICAL FRAMEWORK AND LITERATURE REVIEW

2.1 INTRODUCTION

The first section of this chapter provides a théoaé framework to underpin the thesis. Hoover and
Donovan (2001) argue that theory performs at fmastfunctions, namely, it provides patterns fog th
interpretation of data, links different studiespygdes frameworks within which notions and variable
gain substantive importance, and allows one ta ihie larger meaning of the findings for onesetl an
others. Public policy theories, especially thosepoticy formulation and implementation and on
regulatory impact analysis, inform this paper. Ebeond section of the chapter positions the study i
the context of relevant literature. Beginning with brief overview of the complex regulatory
framework of the tourism industry, it is followed lan overview of the complexity of redistributive
policy, particularly that relating to BEE, and se@aently an overview of the issues surrounding BEE
certification. The last section presents an ovevvgg ways of assessing policy intentions against
policy impacts, and presents arguments surrounting to assess regulatory impacts, especially the
pros and cons of methodologies employed. It comdudith assessment of which of the various

perspectives constitutes the theoretical frameviarkhis thesis.

2.2 THEORETICAL FRAMEWORK

This section looks at two important theoreticalsidarations, the first of which licy formulation
further divided into top-down theorists and bottamtheorists. The proponents of the former place
emphasis on how administrators and policymakeraen@&ving policy goals, while proponents of the
latter advocate identification of different stakllew groups from policy conceptualization and
understanding of how the groups will be affectedtny proposed policy in all means, including the

financial impact of the policy on them.

The second group of theories relateggulatory impactalso with two important variants, namely the

normative theoretical variant and the positive thdoal variant. The former investigates which type
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of regulation are most efficient, whilst the latiedirected to the economic explanation of regoat

and its consequences.

2.2.1 Policy Formulation and Implementation Theories

Ferman (1990) and O'Toole (2000) define ‘impleménotd as what happens between policy
expectations or intentions and policy impact. Whidewlett and Ramesh (1995, p.153) considered
programme implementation unproblematic, providedear policy was in place, De Leon and De
Leon (2002) argued that policy requires changethénbehaviour of some people before successful
implementation takes place, and that people’s maddsehaviour change more easily if they are
properly informed and are given the opportunitycinsent before a policy is enacted. Policy

implementation planning must therefore begin atitne the policy is being conceived.

Blair (2002) points to two thrusts in implementatitheories, that is, top-down and bottom-up. Top-
down research is based on the traditional dichot@npublic administration model, which as its name
suggests begins at the top of the policy processfacuses on how implementers have achieved
policy goals, as promulgated by authorities. Coselst bottom-up researchers begin by examining
target groups and service implementers at the opsgt of the policy process. In a sense, ‘bottom-
uppers’ (Hjern, 1982; Hjern & Hull, 1983; Lipsky980) are in agreement with Milward (1980), who
argued that if policy researchers are inclinednprove the chances for successful implementation of
policies, they need to concentrate on the relatipnsbetween agenda-setting and policy
implementation. They argue that implementation £@stsociated with any new programme have to
be established as early as possible, and it istaetiook at implementation costs before they bexo
muddled with political cost benefit analysis (Hje#nHull, 1983; Lipsky, 1980; Milward, 1980).
Their arguments are in line with the basis of tHigsis, which advocates regulatory impact
assessments be conducted in the early stagesiof fmimulation, in order to close the gap between

policy intents and policy impacts.

2.2.2 Regulatory Impact Theories

Regulation is the use of legal apparatus for thplementation of social and economic policy
objectives (Hertog, 2010, p.3). A number of authérsow (1985), Shubik (1970) and Hertog (2010),
claim that regulation is one of the means by wigiahernments achieve efficiency in the allocation of
resources. It occurs when they believe that ififreate sector is left to its own devices it woaltt in

a manner contrary to government intentions (Jamgs&erg, 2008, p.1).
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According to both Hertog (2010, p.3) and Stigle942), the state’s power to forbid or coerce, tetak
or give, is both a potential resource and a paeétitreat to all industries in society. The statesinot
intend to threaten industries, therefore this amguindirectly relates to unintended consequences of
policy. This thesis argues that incorporating ratpry impact assessments into policymaking will at

least ensure that the power of the state to regydia¢s not become a threat to industries.

According to Hertog (1999, p.224), there are twentietical variants of economic regulation, namely
the positive and normatiweariant. Whereas the latter investigates which sygferegulation are most
efficient, the former is directed to the economiplanation of regulation and its consequences. In
short, the positive variant of economic regulatemeks to make a cost-benefit analysis of various
regulatory instruments. This could include costs fofmulating and implementing regulation,
maintaining regulation, complying with the rulestbe industry and the costs associated with the
changes caused by all these types of cost. Théveosgariant of this theory, which is explored fuet
herein, supports the primary objective of this iheshich is to determine the costs of complyinghwi
the prescriptions of the B-BBEE policy in so far BEE certification is concerned. The positive
variant of theory of economic regulation is furttdisaggregated into private interest theory and

public interest theory.

2.2.2.1 Public Interest Theory of Regulation

The objective of public interest theory is to aekieollective goals. There is an economic version
which looks at regulation as a response to madittré (Ogus, 1994) and a political version which
looks at regulation as a tool to foster collectigarning and values of social justice and patesmali
(Sunstein, 1990). According to public interest tiyethe regulation of economic actors contributes t
the promotion of public interest, correction of ienfect competition, unbalanced market operation
and undesirable market results (Hertog, 2010, @.bis theory is in accordance with what the BEE
policy seeks to achieve, in terms of correctingt ga®nomic discrepancies and thus perpetuating

social justice.

The original version of this theory, however, cafito question the basis for this thesis as it m&su
that the transaction and information costs whicdeuwie market failure are absent in the case of
government regulation; and that government requiaits effectiveand can be implemented without
great cost. It explains regulation by assuming ¢éhtiteoretically efficient institution is able teplace

or correct imperfect real institutions. The pemsige on pursuing this thesis is premised on Joskow
and Noll's argument that the original version obfit interest theory is unable to clarify why on
occasion other objectives, such as proceduraldsgor redistribution, are aimed for at the expefse
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economic efficiency (1981, p.36). Another premisehat there is no empirical evidence presented
thus far, especially in sectors highly burdeneddgulation, such as tourism, that efficient ingiitos

correct the effect of inefficient institutions.

The sophisticated version of public interest thesdwgs not require regulation to be perfect. However
it assumes that market failure exists, that reguras the most effective means of combating it and
that regulation does not continue to exist once dbsts exceed the benefits. This theory also
presupposes that politicians are in support of ogeaision-making processes and they spread
information widely about the effects of market deswand regulation (Hertog, 1999, p.235). The
argument in this thesis is that for policymakergven be able to determine when the costs of policy
implementation exceed the benefits, they would hbhad to execute an analysis of some sort,

probably a regulatory impact assessment.

2.2.2.2 Private Interest Theory of Regulation

The basis of private interest theory of regulai®that it emerges from the actions of individuals
groups with the aim of maximizing their self-intstelt assumes that regulators do not have sufticie
information with respect to the cost, demand, qualnd other dimensions of firm behaviour, and
therefore cannot perfectly promote public interagten controlling firms’ or societal activities
(Hertog, 2010, p.2). This thesis, however, arghas egulators continue to regulate in the absehce
sufficient information in terms of cost and otheimdnsions of firm behaviour, hence the

hypothesised gap between policy intentions anatypaipacts.

Further, the theory assumes a close relationshipvelem the regulators and the regulated, thus
eventually resulting in the protection of the ‘reagad’ group interests (Hertog, 2010; Stigler, 1971
Stigler (1971) terms this the ‘Theory of EconomiegRlation’, and together with Peltzman (1976)
claims its central proposition is that “as a rugulation is acquired by the industry and is desip
and operated primarily for its benefit”. Howeverrtbg (1999, p.236) claims that it is not likelath
regulation will be for the exclusive benefit of usdry as politicians will choose their policy of
regulation such that political support is maximizeldmison and Berg's (2008, p.1) argument
contradicts those of Stigler (1971) and Peltzm&7§) by claiming regulation comes about when the
government believes that if the private sectoref$ 1o its own devices it would act in a manner
contrary to government’s intentions. As Jamison Racy (2008) argue, regulation is neither acquired

by the industry nor designed primarily for its sake
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Hertog (1999, p.241) further claims that large canmips are advantaged when complying with
administrative obligations or costly measures amalkscompanies are driven out of the market to
limit the competition. Hertog may be correct intth@arge companies have a higher threshold for
discomfort resulting from costs of regulation theamall companies, therefore whilst the cost of BEE
certification may not have a great impact on thepetitiveness and bottom line of large companies,

it may have a detrimental impact on those of so@ihpanies.

2.2.3 Theoretical Framework Conclusions

Transpiring from these theories is a debate ontocapproach policy implementation. Whilst the top-
down proponents argue that policy implementatiomoisproblematic, just so long as a good policy is
in place, bottom-up proponents argue for consideratf policy impacts on different stakeholders
from the very policy conception stage. This thdeens strongly on the arguments posed by the

bottom-uppers, and so these are used to analyssuppadrt key research findings.

Second, whereas the normative variant investigatesh types of regulation are most efficient, the
positive variant is directed to the economic exataom of regulation and its consequences. The basis
for this thesis leans strongly on the philosophgught forward by the positive variant, which is
further subdivided into private interest theory gmablic interest theory. The former argues that
regulation emerges with the aim of self-interest business and individuals, assuming a close
relationship between the regulators and the regdilavhile the latter has two versions, that is, an
economic version that looks at regulation as thetreffective means of addressing market failure,
and a political version that looks at regulationaatool to foster collective learning and values of
social justice. The arguments of the public intetheory, especially the economic version, are in
sync with the arguments of this thesis, since thisp presuppose that politicians are in support of
open decision-making processes and they spreadmafion widely about the effects of market

results and regulation (Hertog, 1999). This asseiit key to analysing the findings of this resbarc

2.3 LITERATURE REVIEW

The thesis makes use of the case study approaaly, aisingle tourism enterprise for collection of
primary data, however the objective of a literatteeiew is to position the study in the context of
prevailing relevant research into and publicationghe topic. The study is crosscutting in natwé& a

has to take into consideration many variables, Wwhiclude the regulatory framework of the tourism

industry, the main arguments of redistributive giek, particularly that of BEE, and the arguments
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surrounding certification in general, in the toarisector and also specifically BEE certification.
Beyond the tourism regulatory framework, the rettistive policy arguments and issues of
certification, the study cannot escape being infainby arguments surrounding the assessment of
policy intentions versus policy impacts. Literatuegiew in this section covers five key areas.tFits
looks at the tourism sector in order to contextgathe study. Second, since the B-BBEE Act a policy
issue for this thesis is a redistributive polidye tliterature review also looks at the complexity o
redistributive policies. Third, it looks at differearguments on the issue of assessment of policy
intentions versus policy gaps as well as applicaddds, especially the Regulatory Impact Analysis.

All these elements provide a rich background fgg thesis.

2.3.1 The Tourism Sector

The unit of analysis for this thesis (the case \steidterprise) is drawn from the tourism sector. The
selection of the sector was not a random actiorrdiber was based on its importance to the national
economy, and on findings by SBP (2005) that thidasewas the most regulatory burdened of all
sectors. It is therefore important that the settooatext is taken into consideration and this isect
looks at the contribution of the sector to the eron of the country, how it is segmented, issues of

certification and also the phenomenon of regulation

2.3.1.1 Economic Contribution of the Sector

Porter (1998) refers to a sector as a ‘clustecpacept that denotes a group of firms engaged in
similar or related activities within a national eomy. In this sense, it is the links along the icaft

and horizontal value chains of a particular econonot the geographic proximity that defines a
cluster. South Africa’s country-wide, composite riem cluster is composed of many elements,
ranging from the principal tourism attractions ahd suppliers of direct and indirect services and
products, to the soft and hard infrastructure #raibles the system to function. This complex set of

interrelations is depicted in Figure 2.1, belowé&Tluster Consortium, 1999, p.39).
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Figure 2.1: South Africa Cluster Map.
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Another way of segmenting and interpreting the issarsector is through the total foreign direct

expenditures (The Research Consortium, 2008, p.5):

» Tourism Industry: expenditure by tourists on products such as acamation, transport, and

recreation. Expenditure on such items contributesctly to tourism.

e Tourism economy expenditure by tourists on products such as feod other goods.

Expenditure on such items contributes indirectlyotarism.

» Capital goods bought by tourists expenditure by tourists on capital goods, e.gyses and

motor vehicles. Expenditure on such items contebundirectly to tourism in South Africa.
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The tourism sector in South Africa is based onraehier hierarchy of enterprises. At the top &ee t
operations of the elite group of large corporatjomisich are responsible fdnter alia, the country’s
major travel and tour agencies, transportationeleptasinos and conference centres. However, the
greatest concentration of businesses is on thelen&al lowest tiers. The middle tier is charactatiz

by a collection of predominantly white-owned esttidd Small Micro Medium Enterprises
(SMMEs) which operate a host of different estalsishts, including travel and touring companies,
restaurants, small hotels, self-catering accomnnadaind resorts, game farms, bed and breakfasts
and backpacking hostels. However, the lowest tethie tourism sector of the country mostly
comprises emerging black-owned tourism enterprisasie of which operate informally (Rogerson,
2007). The two firms that are subjects of this &l within the middle tier.

South Africa has a vision of developing the tourisector as a national priority in a sustainable and
acceptable manner so that it will contribute siigaifitly to the improvement of the quality of lifé o
every South African. This vision is clearly artiatdd in the White Paper on Tourism (South Africa,
1996). The sector’s contribution has indeed graansidering that in 1994 it had contributed slightl
less than 2 per cent of the GDP; in 2002 it contadd R72.5 billion or 7.1 per cent of GDP, of which
R43, 8billion was from foreign exchange earnings] &urther accounted for 1.1 million jobs. By
2004 the sector’s contribution had grown to R10%iffon, or nearly 8 per cent of GDP. Nearly a
year later (2005), the sector’s contribution hattéased to R124, 02 billion, or 8, 15 per centhef t
GDP (Annual Tourism Report, 2006; Mahony, 2006; t8offrican Tourism Strategic Unit, 2005;
WTTC, 2002). Overall, in the ten-year period betwet994 and 2004, the tourism sector's

contribution to GDP grew by nearly 6 per cent.

This growth has led to the government’s focus angéctor as a key contributor to the promotion of
socio-economic development and transformation giimorarious means, such as job creation, poverty
reduction, community development and Black econoempowerment (Mahony, 2006, p.2; South
Africa, 1996, p.22). Whilst it was assumed that tleaefits of growth in the tourism industry would
eventually trickle down to the poor, requiring nmesific government intervention (Mahony, 2006,
p.8), the transformation in the sector has beeg stEw (Tourism White Paper, 1996). Since 1996
there have been positive changes in the secterimstof transformation, however minute. The sector
has shown its commitment to transformation by befrggfirst sector to achieve Section 9 (1) status
for its sector charter, the highest level achiewabhis gives the sector charter the same stattiseeas
Codes of Good Practice on BEE Notice 112 of 2007.

Tourism is a highly competitive industry, with fisntompeting not only amongst themselves but also
with other global actors that seek to gain as mafdhe market share as possible. Tourism entegprise

must therefore be internationally competitive biotlterms of their product offering and their prigin
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strategy (Mahony, 2006, p.3). The issue of regmatosts in this sector, and thus BEE certificagtion

becomes very important.

In August 2005, the DTI released a strategy forison sector development that identified specific
action programmes aimed at materially improving ¢benpetitiveness, exports and investments, as
well as employment and equity in the sector. Sofiteeprogrammes identified included information
for decision making, B-BBEE, product developmentd amvestment, tourism transportation,
employment, productivity and skills. In the samewwoent, certification was noted as one of the key
issues to be addressed (DTI, 2005, p.8). Hencegdhis of BEE certification as the subject of this

thesis are not wide of the mark.

2.3.1.2 Certification in the tourism sector

Certification is defined as a voluntary procedurat tassesses, audits, and gives written assuttaaice t
a facility, product, process or service meets dpesitandards (Bien, 2003). In the international
context, certification schemes need to be undedstwithin the broader literature on standards
(Mahony, 2006). According to Font and Bendell (2008r something to be called a standard there
needs to be a set of rules, conditions or requintsnihat are identified and adhered to. Roe, Harris
and De Andrade (2003) reiterate that standards fvany simple statements of principles or codes of
conduct with no means of measurement or verificatio benchmarking and reporting schemes that
can be used by individual companies to measure fmiformance against a prescribed set of
indicators and publicly report on achievements.yTge further to include certification and award
schemes, whereby a company may submit to an indepemeview and be awarded a label to
demonstrate success in meeting various conditione South African context, BEE certification
has the characteristics pointed out by these schisldhat it is a voluntary procedure, it givestien
assurance of conformance against specific standardgules, and it is an independent review that

awards a label to demonstrate level of compliafreexample, a Level 3 BEE contributor.

Internationally, certification in the tourism indosis playing an increasing role in regulating and
monitoring tourism enterprises and promoting sustale development. Certification usually awards a
marketable logo to those that meet or exceed tkeliba standards (Bien, 2003). There are many
tourism certification systems internationally, whicaccording to the World Trade Organisation
(WTO, 2003), usually address three main aspeciselyaproduct quality (including some aspects of
health, hygiene and safety), environmental perfocaaof companies, operations and/or destinations,
and corporate social responsibility. In the SoutiicAn context, a BEE certificate addresses the
social responsibility aspect. According to Vorl&ge and Bass (2002), and Bien (2003), certification

programmes may be either process- or performarieerdrProcess-based standards mean that the
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company makes a commitment to improvement by guitinplace a management system to ensure
year-on-year progress. Performance indicators meashether an applicant has met a threshold
level, which is usually defined through sector-$fiedenchmarks (Bien, 2003; Vorley et &002).

BEE certification is both process-based and perdmce-based. It is process-based in that companies
seek to achieve year-on-year progress and woutdftre better their systems to ensure this, while i
is performance-based in that the certificate ohigvss the threshold that has been reached, with no
consideration for past performance. In generalifeel companies retain their label year-on-year,
provided they continue to meet or exceed the gstandard (Mahony, 2006, p.15), as in the case of

BEE certification.

According to Bien (2003), tourism certification essally started in the 1960s, with the oldest
tourism and hospitality industry programme frdaichelin that certified facilities in its first travel
guide to France. By 2002, it was estimated thabajlg there were over 7 000 certified tourism
products, with over 85 per cent of them occurrmgurope. Font (2003) claims that two-thirds of the
certification programmes are led by private tourigssociations, non-government organizations
(NGOs) and consultancies, and the remaining omd-tive led by governmental organizations. Dodds
and Joppe (2005) argue that certification in depialp countries has focused more on social and
labour issues, simply because those types of @suéop of the agenda in such countries. In South
Africa, tourism certification is regarded as a usetool to market the country, and promote
responsible and sustainable tourism developmeraddiition to the international tourism certificatio
schemes that some tourism enterprises have ad@pteiety of national certification systems have
been developed to assess and monitor tourism poduS&outh Africa. Fair Trade in Tourism South
Africa (Mahony, 2006, p.2) and BEE certificationtarms of the BEE Tourism Charter of May 2009

are used to certify social standards.

In a world of globalizing business and increasedsamer concern for sustainability, certification is
being used as a voluntary initiative to show higstandards of performance beyond legislation. More
recently, social and community issues have beeeda@dahony, 2006, p.15), for example the BEE
Charter for the tourism industry which calls foetbertification of businesses that comply with the
charter and scorecard (Tourism Business Coun@looth Africa (TBCSA), 2004a). The certification
of social standards may contribute towards enteeprimeeting transformation objectives by

measuring and monitoring BEE (Mahony, 2006, p.3).

Mahony (2006) argues that certification can be used powerful marketing incentive to attract
tourists to South Africa, as certification distinghes between enterprises making empty claimseof th
social and environmental performance against thestablishments that are willing to have their
claims independently verified. International liten@ on certification, however, argues that
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certification should not be viewed as an end ialfitdut rather as one of the tools available ® th
tourism industry to improve their environmentalgiab and economic performance (Mahony, 2006,
p.17).

Regarding debate around the pros and cons oficatiifn, the WTO (2003) argues that certification
offers numerous benefits to tourism businessesswoars, governments, the environment and local
communities. Foster (2000) cites a study undertakexustralia in 2000 which concluded that many
operators felt that the process of applying for afdaining accreditation or certification had a
beneficial impact on their operations, particulangalth and safety standards, staff turnover and
morale. A study by the Green Tourism Business Seheaimed that certified companies on average
had higher occupancy rates than the average fala8doIn the same study, Font and Buckley (2001)
argue that the reason for the higher occupancitstsapplicants were companies who were already
managing their businesses well, and thus the higiemupancies could not be attributed to
certification per se. Bien (2003) claims that dextion provides a marketing advantage, enabling a
company to market its products more effectivelyd smimprove its public image among consumers,
business partners and host communities. This igegfby Chafe (2004) who argues that this benefit
is dependent on consumers becoming aware and tendirey credible certification brands. Chafe’s
argument draws on the possibility of consumersdeirerloaded with different kinds of certifications
that they cannot even synthesize. Mahony (20060)pid turn refutes Chafe by arguing that
consumers are becoming increasingly aware of theadts of tourism development on local
environments and communities, and that the drivwatds corporate citizenship has forced

responsibility and accountability to the top of Hyeenda of consumers and businesses alike.

One school of thought argues that sustainabilisueés are increasingly affecting actual buying
patterns and the behaviour of tourists (Tearfur@)12 2002). The research undertaken for the
international ecotourism society reiterates thisesby consumers indicated that they were willong t
pay more for ethical business practices were wjllio contribute to community projects, and were
largely in support of certification (Chafe, 200®n the other hand, another school of thought argues
that the tourism industry is actually lagging behather industries for consumer demand for ethjicall
produced goods, with the travel decision still doamtéd by factors such as price, quality, location,
weather and safety (Meyer, Ashley & Poultney, 2@dlar-wood, Wright & Corvettd@2005). This is

in contrast to Bien's (2003) claims that certifioat increases public awareness of responsible
business practices, and that certification providdependently verified information to consumers on
environmentally and socially responsible choicdee &xtent to which consumers’ awareness of social
and environmental issues actually impacts on tougsirchasing patterns is still open to debate.

However, in the case of South Africa, BEE certifica does enhance a firm's chances of getting
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business when dealing with government and its agenand other private sector firms that are
themselves BEE certified. For a private or publimfto achieve a high BEE score, it has to procure
goods and services from other companies that aie &npliant. The use of a non-BEE compliant
firm decreases the rating of all associated congzariiherefore, a BEE compliant company passes on

the benefits of compliance to its customers analéspciates in the course of business.

A study on corporate social responsibility in tloeirism sector concluded that even though the
number and scope of certified tourism enterprisgehgrown substantially in the ten-year period
prior to 2005, certification has however not endbfenall and medium-sized enterprises to gain
greater access to market opportunities (Dodds &dop005). The WTO (2003) adds a perspective
by moving the debate away from the industry enisegr and the consumers. It argues that
certification offers benefits to government, withetprimary one being an effective alternative to
direct government regulation, which could provdidiflt, costly, and time-consuming to implement.
It claims government regulation may be met withstesice from industry, thus certification provides
a more flexible approach to monitoring the tourisihustry by the industry itself (WTO, 2003). The
WTO (2003) may have a valid point, considering thegides generic certifications such as BEE, the
tourism sector has to contend with a variety ofeotbompulsory and voluntary sector-specific
certifications, including, but not limited to, ti@urism Grading Council, the AA Travel Guide, the
Portfolio Collection, Proudly South African, the titage Environmental Rating Program, and Fair
Trade in Tourism South AfricaAccording to Mahony (2006, p.10pro-poor tourism approactfes
should be incorporated by all tourism actors, idelg government, business and communities. For
Ashley and Roe (2002), this should happen in giommercial constraints in order to enhance the

contribution of tourism to poverty alleviation.

2.3.1.3 Industry Regulation

The Global Competitiveness Project identified saleritical issues that needed to be addressed in
order for South Africa to remain competitive, armticalated the barriers and enablers to continued
tourism growth in South Africa (Department of Emnmental Affairs and Tourism(DEAT) et al.,
2004). The Global Competitiveness Project and naogeother studies of the tourism sector in South
Africa have identified regulatory issues as an aegpiiring government consideration (The African
Executive, 2006). A study conducted in 2004/5 resgdhat the average recurring tax compliance
cost for firms was approximately R27 000, whilsivias over three times as high for the tourism

firms, at R97 000 (SBP, 2005). The reason citedHercompliance costs for the tourism firms being

2 Pro-poor tourism strategies represent a reactidghé laissez faire approach of tourism developyramd highlight the need to introduce
specific mechanisms to ensure that the benefitsusfsm growth also accrue to the poor (Ashleyl.e2802).
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about four times higher than other firms in Soutfrica is that the tourism sector is extremely
diverse, and many tourism firms provide a diversitgervices which are subject to the authority of
wide range of government departments, in additiotheé DEAT (The African Executive, 2006, p.1).
‘Excessive’ or ‘unnecessary’ regulations imposednhyional, provincial and local authorities have
been identified as a constraint on the growth whdiin the tourism industry (DTI, 2003). However,
major industry actors do not want the industry ¢o'deregulated’, rather they are calling for serct
enforcement but with greater consistency and eteserpliance (SBP, 2006). This is in spite of the
findings that the tourism sector is one of the niestvily regulated in South Africa (SBP, 2005). SBP
(2006) has raised a point which affirms the notwrprivate interest theoristStiegler, 1971 and
Hertog, 2010) who assume a close relationship mtwhe regulators and the regulated, thus
eventually resulting in the protection of the ‘regad’ group interests. The same argument wasdaise
by Peltzman (1976), who claimed that regulation designed and operated primarily for the benefit

of the tourism industry.

2.3.2 Complexities of Redistributive Policies

One of the measures of inequality used worldwidéhés Gini coefficient. According to Milanovic
(2011) the Gini coefficient compares the incomeath person with the incomes of all other people
individually, and the sum of all such bilateral amee differences is divided in turn by the number of
people who are included in this calculation andaWerage income of the group. The result of that is
Gini coefficient which ranges from 0 (where all ividuals have the same income and there is no
inequality) to 1 (where the entire income of a camity is received by one individual). According to
World Bank (2011) in 2009 South Africa had onetwf highest GDPs ($285billion) in the world {31
out of 185 countries), yet had a Gini coefficiefit0o65, the ¥ most unequal society out of 136
countries, second only to Namibia which leads thekp

Although Manuel (2009) whilst a Minister of Finanasgued that there had been an improvement in
the average household incomes of the poorestgrisitt R1 648.64 in 2005 to R1 776.01 in 2008,
the country’s standing in terms of inequality i tihhternational arena shows a clear need to cantinu

perpetuating redistributive policies.

Lowi (1963) characterized policy as either disttibe, regulatory, or redistributive, where
distributive policies create public goods for thengral welfare and are non-zero-sum in character;
regulatory policies specify rules of conduct witlnestions for failure to comply; and redistributive
policies attempt to change allocations of wealttpower of some groups at the expense of others.

The BEE policy is thus primarily a redistributiveligy as it attempts to bridge the gap of ineqyalit
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between the previously advantaged minority andptieeiously disadvantaged majority, and there is

no punitive action in place for non-compliance.

Segal (1992, p.33) states that the issue of addgepsverty and income distribution is as much a
burden of the private sector as it is that of ttaes He further points out that corporate perforoea

is no longer limited to financial measures, butirdreasing importance is the extent to which a
company can adapt and respond to South Africaissitary demands, which include but are not
limited to social investment, in the sense thatintludes both fixed investment and social
responsibility investment (Segal, 1992). This asserts the needmiplementation of redistributive
policies in the country, but whilst there seem&¢oagreement around the need for these, arguments

are pointing in many directions when it comes todiating regulatory impact assessments.

The SBP Consortiufr(2005) argues that attempts to quantify the cobtsdistributive policies may
not be a good idea, considering that the purpossuch policies is to redistribute wealth and
opportunities regardless of the short-term econaroits to society. Thus, RIA may be seen to be
politically incorrect because of the impressiontthealth maximization is being afforded more
importance than wealth-redistributiomhe job of measuring the impacts of complying wikie
redistributive policies remains a difficult tasklte undertaken, because some of the impacts will be
experienced over a long period and others are d#figult to measure, partly because the current
instruments selected (quotas for all firms abowerdain size) is insensitive to the different maagi

costs of accommodating the policy (Hosking, 2010).

Font and Harris (2004) argue that social standardsambiguous, and so far the methodologies for
their assessment are inconsistent and open tgiatation. Due to the specific complexities of abci
assessments, social certification programmes anergly regarded as more subjective and less
robust than their environmental equivalents (Fori&ris, 2004). Moreover, Font (2002) argues that,
internationally, social certification schemes hdeen criticized because social sustainability is a
delicate and complex issue and often cannot be imgfaily quantified beyond fairly basic statistics
concerning income and employment. Mahony (20065)pa2gues that tourism companies are also
less likely to join social certification schemes aslike environmental certification, the financial
and/or marketing benefits of social certificatiore dess clear. Despite the above shortcomings,
Tepelus and Cordoba (2005) argue that there igssimg need for certification schemes that address

socio-economic issues in the tourism industry. heempanies seeking to do business with

% Those obligations of business that are voluntardigumed or that, unlike philanthropy, are undernailr advantage and extend beyond
the duty to shareholders to include employees #isag¢ghe wider community outside of the company(iM, 1992, p.37).

4 The SBP Consortium Members are SBP, Ashira CdngulPalmer Development Group, Job Mokgoro ConsgltStephen Berrisford,
Jonathan Klaaren. The sub-contractors to SBP ar€émtre on Regulation and Competition, Manchéstérersity and Graham Bannock.
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government, government agencies and other compatfies perpetuate black economic

empowerment, are indirectly forced to comply witBBcertification.

2.3.3 Black Economic Empowerment

The government of South Africa has defined Blackritenic Empowerment (BEE) as an integrated
and coherent socio-economic process that directyributes to the economic transformation of the
country, and decreases income inequalities by figgnily increasing the numbers of Black people
that manage, own and control the country’s econ@@®, 2003, p.12). Dunnigan et al. (2005, p.1)
refer to BEE as a policy that seeks to increaseomppities for South Africans who were
disadvantaged during apartheid. The policy covepeets of direct empowerment through ownership
and control of enterprises and assets, human mEsdevelopment and employment equity, as well as
indirect empowerment through preferential procuneimand enterprise development. Industry-
specific charters incorporating a balanced scodebarve been developed in order to measure the

extent of BEE compliance (Dunnigan et al., 2005).

Transformation of the South African economy andstbtithe tourism sector is regarded as one of the
key objectives of the South African government, enfirmly entrenched in the 1996 Constitution of
the Republic of South Africa (South Africa, 1998pveral other government strategies, including the
Growth Employment and Redistribution (GEAR) polidiie Tourism White Paper and the BEE
strategy place emphasis on transformation of tlhe@uoy of the country. The Tourism White Paper
highlights the limited transformation that has aced in the tourism sector, but recognizes that the
sector has significant potential to promote BEE ti#& provincial level, the KZN B-BBEE Strategy
aims to de-racialise the KwaZulu-Natal economy sm@hange economic power relations to be in
line not only with the demographic reality of theoyince, but also with principles of equality and
equity, as enshrined in the Constitution (Departmeih Economic Development and Tourism
(DEDT), 2007, p.11). It is also intended that tivategy be sustainable and facilitate growth in the

economy in a manner that will cause the econonietbroad-based and all-inclusive.

Seif and Spenceley (2006) have argued that hisidniequalities are still present in terms of asces
to markets, finance, expertise and opportunitiesylting in many of the benefits of growth accruing
largely to established, often White-owned busines@eiestions remain regarding the extent to which
tourism growth and investment actually benefit¢bantry’s poor (Seif & Spenceley, 2006). Mahony
(2006, p.36) has identified three key challenges tieed to be addressed in order to ensure that the
tourism industry delivers on its expectations tedmee a leading economic sector in South Africa,

namely, continued growth, transformation and soatsle socio-economic development.
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The DEAT, together with industry players, launchegrocess to develop a BEE scorecard and
charter for the tourism sector. It would addressiés such as ownership, management and control,
skills development and procurement. This scoregaided Section 9(1)status in May 2009, and
recognizes transformation to be a competitive irafpee, as new players, who are able to develop
products and penetrate new market segments, visé dnnovation (DTI, 2005). In tourism, as in
many other sectors of the South African economypodeable BEE credentials will play an
increasingly important role in tourism businesseshmg to do business with government, as well
with other sectors of the economy also affectedhmrters (Mahony, 2006, p.38). Evidence, although
a bit sketchy gathered in a study by SBP (200&)gssts that requirements in respect of the charter

and scorecard are likely to be complex and expertsivmplement.

Even though the government's BEE policies, inclgdive 2003 strategy document, the 2004 Act, and
the 2007 Codes, were the outcome of much consuitatith the corporate sector, established white
business grew alarmed about the possibility oftgregovernment interference in the world of capital
According to Roger and Roger (2008), in May 200& ®outh African Chamber of Business
(SACOB), a predominantly white business chambegstoned the prudence of empowerment
legislation, saying the markets would not toleriatd-urthermore, White corporate executives were
concerned that government efforts to acceleratpdce of empowerment would pilot greater political
intrusion into business affairs. They advocated gjsaernment relax its regulatory approach towards
enforcing BEE and called for greater co-operati@iween the state and the private sector in
determining ‘transformation' (Roger & Roger, 2008).allay fears and discontent, the DTI stated that
other than being disadvantaged when it came toidmdor government contracts and licences, there
would be no penalties for companies failing to aebiBEE scorecard compliance (Roger & Roger,
2008).

Sithole (1997, p.25) has argued that, for busireBEE may hold no value in the economic sense,
but has great socio-political value, refuting Se{E992, p.185) who had pointed out that for
businesses and sectors that are highly relianbeargment for both licensing and its contracts, BEE
compliance means enhanced chances for economic \@éiatever the case, the BEE policy is a

reality and will be so for a while in South Afriaamaking compliance increasingly important.

® The highest status that can be achieved by arsame, giving the same status and latitude ageheric scorecard.
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2.3.4 Policy Intentions vs. Policy Gaps

Regulation, according to the Office of Fair Trad®F{T)* (2009, p.22) consists of a set of rules
administered by the government to influence theabmlur of businesses and, consequently,
economic activity. The term ‘regulation’ capturewiade range of government actions, from primary
legislation setting and market frameworks througtdeétailed regulations imposed and enforced by

specialist thematic and sectoral regulators (OBD92

There is a strong link between government and thekets in that government sets the legal and
institutional frameworks within which markets operéOFT, 2009, p.4). Government has an interest
in market outcomes and the way these are distdbloétween different groups and firms in society
(OFT, 2009). Thus, government intervenes in marketstwo main reasons, that is, to set a

framework within which they operate, and to inflaertheir outcomes, as illustrated in Figure 2.2.
Figure 2.2: Reasons for Government'’s Intervention in markets.

'Why does Government intervens in markets?

Even with 2 market framework, markets

cen fail or mey not deliver the ‘right’
putcoma

To make markets work more effectively To influence market outcomes
» Sedling the market framework » Addressing extenalities —
& Protecting competition i markets for example, poliution, congeston
 Ensuring that consurners are able to  Using markets to defver public serices
BxeEtise choics, and are not coenced » Adjusting the outcomes for differant
or defranded. Qroups.

Govemmant intersentions 1o influence
putcomes can heve an impact on
market sflectiveness

Source: The Office of Fair Trade (OFT, 2009).

® The Office of Fair Trade (OFT) was establishedeims of section 7 of the Enterprise Act 2002 & tnited Kingdom. Its aim was to
provide information and advice to Government on getition and consumer issues. This office has dpeel a guide, the aim of which
was to provide a framework for analyzing Governrigentteraction with markets, and for policymakersomvished to understand the
different ways in which Government can affect mésK&he OFT, 2009).
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The South Africa Foundation (SAF)2003, p.2) and The OFT (2009, p.12) argue thailstvh
government intervenes in markets to achieve pdati@ocial objectives, such as poverty reduction or
improvement of the health and wellbeing of citizetiere are however spill-over and second-order
effects of which policymakers are usually unawaieus, whenever there is a need for government to
intervene in markets, it should, as far as possitnieto do so in a way that avoids unintended
consequences (The OFT, 2009, p.2). It is therafopwrtant for policymakers to consider all of the
costs and benefits of a policy intervention, evkasé that are not immediately visible, such as
distortions to competition (ibid.). This is in lingith the objectives of this thesis, even thougé th

thesis explores mainly the costs without interrogpthe benefits.

Roux (2002, p.429) argues that the formulation whlic policy rests, in practice, mainly with the
legislative institutions at the different levelplieres) of government and administration, political
functionaries, leading public officials, pressureups and interest groups. According to Roux, these
institutions and people, however, cannot play atraémrole in policy formulation if adequate
information, relevant to policy, is not availablnherefore, public officials have to be in a positio
provide valuable information about the cause afecebf policy and to initiate procedures to rectif
them. SBP (2004, p.3) points out that some impakimlicy, such as compliance costs, are not the
result of political choices, but rather are unimketh consequences. The existence of unintended

consequences of policy has acted as motivatiopdsuing this thesis topic.

Considering the position of businesspeople in tlaitls African economy, it is vital for the
government to enlist the support of the privatdaein the quest for its development goals (Krieg,
1985), but on the other hand, if corporate SouthicAfwants the social stability that creates a
conducive environment for business, they have rmcehbut to contribute meaningfully to social
reform (Segal, 1992, p.44).

Keim (1981), Tombari (1984) and Frederick et aR88, cited in Sutherland, 1990) argued that the
private sector mainly becomes involved in publitigyoin order to control its operating environment
for strategic purposes rather than for philantheopiasonsThus, it is of great importance to ensure
that policies are seen to be efficient and lessldnsome in order to increase stakeholder buy-in and
compliance. Krieg (1985) captures the importancthisf statement when he explains the cumulative

effect of increased costs in business:

7 On 25 November 2005, the South Africa Foundatibanged its name and brand to Business Leadershith Sdrica, which is an
association of South Africa’s largest corporatiamsl major multinational companies with a significaresence in the country. They are
represented on Business Leadership’s Council arddBat the level of Chief Executive Officer or Qinaan.
(http://www.businessleadership.org.za/).
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. if policies are costly for enterprises to implemeprofit decreases. A reduction in profit
results in a lower growth rate of the firm, and ¢erfewer employment opportunities are
created. Poor performance of individual enterprigssilts in lower tax receipts accruing to the
national government who may then have to borrow eyoto meet its commitments. The
personal income tax rate would be increased, dsicigalisposal income, and consumption
decreases. Finally, the gross national productnktriand the economic development is
adversely affected. The obvious multiplier effeetse that if the gross national product
decreases, both the consumption and income taxdemtieease which means the taxes would
have to be increased the following year. The ingpions are that the electorate will be
dissatisfied with an increase in income personalalad with the reduced growth rate. The

lower growth rate means that less tax is collebtethe Receiver.

Wilkinson and Pickett (2010) claim that greater @iy can be gained in two ways, that is, either by
using taxes to redistribute very unequal income$®yensuring greater equality in gross incomes
before taxes, thus leaving less need for redigtobuKrieg (2005) claims that when the state less |

money available with which to redress the inequdldtween the previously advantaged minority and
the previously disadvantaged majority, the previpdssadvantaged will be disgruntledrieg (2005)

further claims that: “by applying resources to reglthe inequalities in the South African society,
growth of the economy is retarded and less monayadable for the development of the traditional
sector”.When this happens, the cumulative effects and d¢ogiesed on the economy as a whole are

significant.

According to Addleson et al. (1984), for any polity be successful in the wider sense, the
opportunity costs should not exceed the longer tetorns. The return on investment, whether by the
state or the private sector, must be positive ardtgr than if the capital had been applied inlzartot
direction and/or location. In line with Addlesonadt’'s claims, the White Paper on Tourism (1996)
defines sustainable tourism as tourism developnmaathagement and any other economic activity
which optimizes the economic and other societal efitn available in the present, without

jeopardizing the potential for similar benefitslime future (RSA, 1996a).

Ownership and benefits of the tourism industry muth Africa largely accrue to White South
Africans (Rogerson, 2003; 2004). In order to beanable, the South African tourism industry needs
to ensure that the benefits accruing from the dnavftthe tourism sector accrue to all South Afrean
(Cluster Consortium, 1999; DEAT, 2003, p.48), thumnsformation of the industry is essential
(Mahony, 2006, p.3). According to Mahony, transfation must take into consideration the

contextual issues of each sector. which is especg for the tourism sector that is fiercely
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competitive, considering that the country is cormaetwith other destinations for the same market

share.

Whilst there is no doubt that the issue of redistiibn is important, the BEE certification issuenit
immune to the wider debates about certificatiomgémeral. The cost of certification is an issue of
continuous discussion (Dodds & Joppe, 2005; Hortegl.e 2001). Many certification schemes are
costly to join, particularly for small, medium amiicro businesses, as well as community-based
initiatives, and the cost of adherence to manyif@ation schemes is regarded as being high. These
costs are particularly onerous if the certificatfmogramme cannot deliver on promised marketing
benefits and consumer awareness (Dodds & Jopp&).2B@&ahony (2006, p.29) claims the cost of
certification therefore precludes many enterpriseh would normally qualify for certification from
being certified. The long-term financial sustaiti@piof certification programmes is a key issue of
concern, especially since the government’s interestertification has usually not translated into

financial support (Mahony, 2006, p.31)

The OFT (2009, p.18) advocates that policymakersdaot competition and market assessments
during the policymaking process as a way of idgimgf unintended consequences. They further claim
that impact on competition may be difficult to idinor quantify, particularly as they tend to emer
in the long term, but place key points that cowddcbnsidered to identify interventions more likiady

distort or restrict competitive markets: (The ORT09, p18)

» Does the intervention affect the possibility of rgnand exit in a market — for example, by
granting exclusive rights to supply, limiting thember of suppliers, or significantly raising the

cost to new firms of entering the market?

» Does it affect the nature of competition betweamdi in a market, either through direct
restrictions (such as price or product regulation)by reducing the incentive for firms to

compete strongly?

» Does it affect the ability of consumers to ‘shopuard’ between firms and exercise choice — for

example, does it raise costs of switching?

2.3.5 Regulatory Impact Analysis

According to the Better Regulation Executive (BRE)05), when measuring the costs of regulation
it is important to distinguish between compulsoegulations that businesses have to follow and

voluntary regulations that businesses may choosellow. BRE also observes that all costs that the
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businesses incur in complying with information ghlions in compulsory regulations should be
measured by the Standard Cost Model (SCM). HoweB&E argues that when it comes to
information obligations relating to voluntary rules distinction must be made between voluntary
rules that are considered necessary in relatiobeing on the market and those rules that the
businesses follow without their being regarded exeasary. They do however note that a voluntary
rule is regarded as being necessary to follow whemmajority of the businesses for which the rale i
relevant choose to observe it. Thus, although somes may be voluntary in theory, in practice
companies are forced to comply if they are to rent@mpetitive (BRE, 2005), such as the issue of

BEE certification.

Regulation is a reality in many markets, includthgt of South Africa. However, regulation without
the necessary checks and balances can create gpnodtems as it provides solutions (SAF, 2003,
p.1). A study by SBP (2003) has shown that an gp@te regulatory and institutional milieu is the
single most important component of a country’s ecoic growth strategy. The same study outlines

the following five principles of Regulatory BusirseBractice (RBP):

* Proportionality . Regulators should only intervene when necesdagmedies should be
appropriate to the risk posed, and costs identdisdi minimized.

e Accountability. Regulators must be able to justify decisions, aedshbject to public
scrutiny.

* Consistency.Government rules and standards must be joined dimgriemented fairly.

» Transparency. Regulators should be open, and keep regulationgesand user-friendly.

e Targeting. Regulation should be focused on the problem, amihmie side effects.

Radaelli and De Francesco (2008) define RIA as stesyatic and mandatory appraisal of how
proposed primary and/or secondary legislation affitct certain categories of stakeholders, economic
sectors, and the environment. According to the @imgdion for Economic Co-operation and
Development (OECD) (2002), Regulatory Impact AnalyRIA) is a fundamental component of a
smart regulatory state. It is advocated by intéonal organizations and is based on systematic
consultation, criteria for policy choice, and theoeomic analysis of how costs and benefits of
proposed regulations affect a wide range of agf@BECD, 2002). According to Radaelli and De
Francesco (2008, p.2), the expected effects arthlyiseRIA may cover administrative burdens or
basic compliance costs, or more complex types afscand benefits, including environmental
benefits, distributional effects, and the impacti@aade. The European Commission has hailed RIA as
a tool for transparent and accountable governamgaauilti-level political systems (Radaelli and De
Francesco, 2008)
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The Iret Policy Bulletin (2005, p.1) argues that thenefits and the costs of regulation are gerwerall
difficult to measure precisely. It is however imfamt to try, in order to help policymakers arrive a
prudent decisions as to whether and how much tolatg (Iret Policy Bulletin, 2005). In pursuit of
interactive effects of policies, some countrieghsas the United States, Australia, Ireland, and Ne
Zealand, and the European Commission, have moveardg more integrated methods of assessment,
including soft benefit-cost analysi®thers are moving towards more fragmented andabéotims of
assessment, particularly assessment of adminigratirdens on businesses, as a response to the
historical neglect of these issues by policymakdesob & Associates, 2006, p.4). While it might
make sense to emphasize selected impacts on theJRtAb and Associates (2006) advocate use of
integrated methods of RIA, arguing that fragmentajposes a risk of systematically biased policy
decisions. SBP (2004, p.4) offers a counter argimwien stating that the benefits of regulation are
often significant and usually far better understtloah their costs, and therefore it is appropriate
focus research effort, at least in the first ins&gron regulatory costs. The stance of this thesim
fragmented administrative costs of the policy, withconsideration for policy benefits, and takss it

cue from the arguments made in SBP (2004).

According to the Iret Policy Bulletin (2005, p.Ihost of the costs of regulation are hidden, and thu
much of the cost of government regulation is "affiget”, that is, it does not appear on federale sta
or local government books. As a result, governnofintials at all levels are deceived into percegin
regulation as costing much less than it really ddet Policy Bulletin, 2005). This illusion is not
limited to cost from the public sector side onlg,they also fail to comprehend the costs imposed on
the private sector by public policy (Iret Policy Itin, 2005). It is therefore proper that one loé t
arguments here is that policymakers are unawarthefgap between policy intentions and policy

impacts.

Even though the adoption of RIA in developing coesthas been slow, a survey conducted in 2003
by the Centre on Regulation and Competition fourad RIA was a legal requirement in at least 10 of
the 40 countries that responded to the surveyadndher 20 countries reported that RIA was apbplie

to a certain extent (SBP Consortium, 2005, p.5).simificant change has been documented since

then.

Since the advent of universal suffrage in the Rbépulsouth African policymakers have been
exposed to a wide range of international regulatofiyence that is contributing to a cross-country
dialogue, but the focus of the regulatory prograniras been overhauling the apartheid legislative
framework (SBP Consortium, 2005, p.5). Nonetheletgdies suggest that it is time to create
government capacity for RIA in order to counseli@gohakers about the costs and benefits of

proposed new regulation (SBP, 2004). The SBP Ctinso(2005, p.7) has traced the advocacy for
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RIA as far back as 1996 in the National Small BesinAct, which provided for the assessment of the
impact of all forms of legislation or regulation 8VIMEs. Subsequently, in 1999, the DTI published
the first National Small Business Regulatory Reviesvich recommended certain regulatory reforms,
especially on laws that impact on SMMEs, and eventvas far as advocating the development of a
Small Business Impact Assessment Policy. They @ted the various labour law reviews, the DTI's
2002 study into international best practice in taguy impact assessment, another DTI study on the
cost of regulatory compliance for SMMEs, and a ssbron by the Growth and Development
Summit in June 2003 for the adoption of RIA forralional legislation. The SBP Consortium (2005)
refers to an announcement by the then DTI's Depfbitector-General, Lionel October, that a
mechanism would be created to review all new lawgHeir impact on small and medium businesses,
as a response to submissions by the Growth andd@ewent Summit. This undertaking was a sign of

the recognition and acknowledgement by governmetiteoimportance of RIA.

Weigel (2008, p.2) claims that while it can be a&ssd that regulation absorbs substantial resources,
little is known about their amount in monetary terrand therefore recommends that the first step be
taken to quantify the burden of regulation to irtdes and businesses respectively, before
determining whether the costs exceed the ben@iter the years, the world of regulatory impact
assessment has experimented with a range of todlsmethodologies for quantifying the cost of
regulation, one of which is the Standard Cost M@8€M). According to the SCM Netwdtk2006,

p.5) the SCM, an activity-based measurement of midtnitive costs, is the most widely applied
methodology for measuring administrative costs. B@M aims at identifying, measuring and
assessing the cost accruing to businesses whenyinghwith administrative demands of providing
information to government (Weigel, 2008, p.5). 8hihe SCM was originally designed to measure
the administrative costs arising from legislatiom,some countries much of the regulatory burden
comes from non-legislative regulation. This reffedifferences in legal and policymaking systems. In
the Netherlands and Denmark, regulation is defamekkgislation only. The United Kingdom has used
a broader definition that includes non-legislatiregulation with government backing, such as
approved codes of practice (BRE, 2005). This thadpts the broader definition provided by the
United Kingdom. Figures 2.3 and 2.4 demonstrateltve of administrative costs that are measured
through the SCM.

8 The SCM Network was founded in 2003 by a numbemefmber countries. Its primary aim is to reduceatiministrative burdens for
businesses (SCM Network, 2006).
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Figure 2.3: The costs of regulation to businesses.

The costs of regulation to businesses

Direct financial Compliance Long-term
costs costs structural costs

h 4 h 4

Indirect financial costs

(= substantive compliance Administrative costs
costs)

Source: Weigel 2008, p.6.

Figure 2.4: Determining administrative costs.

Overall administrative costs

I I

Business administration Administrative costs from central
costs government regulation
1
4 4
Administrative Administratrive
activities, which burdens
would be (= activities
continued even if conducted by
regulation were businesses
removed because they are
required by
regulations)

Source: Weigel 2008, p.7.

The SCM Network (2004) emphasises the importanddesttifying which costs should be included
as part of administrative burdens before attemptingquantify the Ilatter. They state that
administrative burdens form only a part of the allecosts of rules and regulations. With the
exception of financial costs (concrete and direloligation to transfer a sum of money to the
government or the competent authority), compliacasts are all those to businesses of complying
with regulation, which can be divided into ‘subdte® compliance costs’ and ‘administrative
burdens’. Substantive compliance costs are thasebilisinesses make in order to comply with the
content obligations that legislation and regulatioequire of a production process or a product, for
example, the costs of buying helmets in order tmplg with Road and Traffic Regulations for

motorcyclists. On the other hand, administrativedbus are those costs that businesses have when
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they comply with the information obligations in tégtion, for example, the costs of submitting
annual returns to the Companies and Intellectuapétty Registration Office (CIPRO) by registered
enterprises in South Africa (SCM Network, 2004).

The SCM Network (2004) goes as far as providingd#gdint plan, as stated below, to determine
which costs should form part of administrative lamsl It is these guidelines that will be used to

determine the costs of BEE certification for tonrisnterprises in this thesis. The guidelines are:

» Just the costs, not the benefif8hen measuring regulation using the Standard CasteM it is
the costs for businesses when complying with inédgrom obligations in regulation that should
be measured, not the benefits. Therefore, the iquest whether or not the benefits outweigh

the costs becomes irrelevant.

» Just the costs, not the inconf®ome information obligations may actually bring sosort of
income, however the Standard Cost Model does rak bt income generated through the

information obligations or through the regulatiar ge.

* Lost turnover: Only costs that have actually been made in ordesatisfy a statutory
information obligation count as administrative bemd, not lost turnover emanating from the

regulation.

* Reimbursementf a business receives cost-effective reimburserfrem a government body
for a particular statutory information obligatidhjs does not count as an administrative burden

since the costs of the administrative activitiesmif, i.e., p=0.

» One-off costsif the one-off costs are negligible, they need betquantified, however if they

are substantial they shoude quantified and spread over the depreciatiorogeri

» Keeping abreast of existing legislation and regolas: Costs incurred when attempting to
keep up with the changes in existing legislatiord aegulations are considered to be
administrative burdens. However, the costs of kegpip to date with existing regulations for

which no amendments are anticipated do not couatiaenistrative burdens.

» Keeping abreast of new legislation and regulatiofise costs to a business of keeping up with
new legislation and regulations are an administeabiurden. These costs do not need to be

quantified in advance, but it should be possibleliain qualitative insight into them.

Page 34 of 108



» Full compliance:administrative burdens are estimated on the assoimptat legislation is
complied with completely, despite the practice gehmat not all businesses comply (fully) with

all of the legislation.

* Mixed functions:A number of businesses register data for more papdhan just the
obligations arising from legislation and regulasonThe total costs of multi-purpose
registrations should be allocated to the legistatio regulation concerned as an administrative

burden.

» Concurrence with other areas of legislatioti: there is an overlap between two areas of
legislation (the same information is used by twifedént parties), the costs of the reporting are
shared on a 50%-50% basis between the two legslateas, unless the involved parties arrive

at another solution on the basis of measurements.

2.3.6 Literature Review Conclusions

The Tourism sector can be looked at in many waysn@®rmed by institutions such as the Cluster
Consortium, the Research Consortium and Roger€0v}2 The Cluster Consortium (1999) clusters
it in terms of the principal tourism attractionise tsuppliers of services and products, and thelisapp

of soft and hard infrastructure. The Research @uinsn (2008) on the other hand segments it
according to expenditure patterns, whereby theigoumdustry refers to expenditure by tourists on
products such as accommodation, transport andatémme Expenditure on such items contributes
directly to tourism, while the tourism economy sféo expenditure by tourists on products such as
food and other goods. Expenditure on such itemgribotes indirectly to tourism, and the capital
goods bought by tourists relate to expenditureduwyists on capital goods, e.g., houses and motor
vehicles. Rogerson (2007) looks at the tourismosdntterms of a three-tier hierarchy of entermjse
the top one of which consists of the elite groupaofe corporations that control the country’s majo
travel and tour agencies, transportation, hotedsjnos and conference centres. The middle tier is
characterized by a collection of predominantly etotvned established SMMEs which operate a host
of different establishments, from travel and tograompanies, restaurants, small hotels, self-cegeri
accommodation and resorts, game farms, bed anéifasés or backpacking hostels. The lowest tier
consists of emerging black-owned tourism enterpriseme of which operate informally. Based on
the three types of sector segmentation, the casly itms are suppliers of direct or indirect seed

and products, according to the Cluster Consortiggnmgentation strategy; the tourism industry
according to the Research Consortium segmentati@tegy; and the middle tier according to

Rogerson’s segmentation strategy.
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The tourism sector is becoming increasingly impurtas the contributor to the South African
economy, in that whilst in 1994 it contributed j@sper cent to GDP (Annual Tourism Report, 2006),
and by 2009/10, it had grown to 7.9%. The trencbistinuing upwards, with the government aiming
to increase it to 12per cent of GDRlahony (2006) points out that this sector is vamynpetitive and
enterprises are required to be internationally cetitipe in terms of their product offering and g
strategy. The DTI (2003) identified ‘excessive’ ‘annecessary’ regulations imposed by national,
provincial and local authorities as a constraintton growth of firms in the tourism industry. Whils
there are various forms of certification, BEE daréition is a direct result of regulation and adds
contributes to the ‘excessive’ regulations ideatfby the DTI. Based on this, the sector does warra
a great deal of attention and research as affdogldis thesis, especially in terms of issues thay
impact on the sector’s bottom line. The SBP Comnaort(2005) states that quantifying the costs of
redistributive policies is not a good idea as tiva af such policies is to redistribute wealth and
opportunities regardless of short-term economidsctis society, however this thesis argues that it's
important to quantify the costs of BEE certificatiagainst policy intentions, especially in light of
possible resistance to comply in cases where coiepdeel overly or unjustifiably regulated. The
stance of this thesis supports the arguments ofSthiE (2003) and The OFT (2009), that whilst
government intervenes in markets to achieve pdati@ocial objectives, such as poverty reduction or
improvement of the health and well-being of citikethere are often spill-over and second-order

effects of which policymakers are not aware.

2.4 CONCLUSION

In conclusion, this thesis draws strongly on thguarents of the bottom-up theorists of policy
implementation who argue for consideration of polimpacts on different stakeholders at the policy
conception stage. The Regulatory Impact Assess(RdA) phenomenon presented in the literature
review directly correlates with and responds to lb&om-up theorists’ assertions. Radaelli and De
Francesco (2008) define RIA as a systematic anddaiary appraisal of how proposed primary
and/or secondary legislation will affect certainegpries of stakeholders, economic sectors, and the
environment. Further, the Public Interest theorgysppposed that politicians are in support of open
decision-making processes and they spread infoomatidely about the effects of market results and
regulation (Hertog, 1999). For politicians and pgtakers to be able to spread information, they
need to have information at hand, thus a cultur®I#f serves to perpetuate open decision-making
and the wide spread of information. This bringoinfation to the fore at the early stages of policy.
The SAF (2003) and The OFT (2009) argue that whitsternment intervenes in markets to achieve

9 http://www.mediaclubsouthafrica.com/index.php2opticom_content&view=article&catid=41:visit_bg&id=8durism-industry-overvew
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particular social objectives, such as poverty rédooor improvement of the health and wellbeing of
citizens, there are often spill-over and seconapordffects of which policymakers are usually
unaware. It is this gap between policy intentiond @olicy impacts that is the basis for this thesis

and such arguments are used to analyse the rebthis research conducted.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 INTRODUCTION

The credibility of research lies mainly in the sigéh of its methodology. This thesis seeks to adean
knowledge and the theoretical understanding ofréfetionship between the two variables of policy
intentions and policy impacts in the field of regfion. There is a dearth of empirical studies an th
costs of regulation in South Africa, and even lieégrmation on the cost of certification that rdsul
from policy prescripts. This is the case despite Widely recognized belief that it is prudent to
conduct regulatory impact assessments for all pogulations that are issued (SBP, 2005). In view
of the lack of public information on this specifigpic, this thesis aims to contribute by starting a
discussion regarding the possible gap betweenypiitentions and policy impact of a redistributive
policy, as opposed tiesting theoryThe costs of Black Economic Empowerment (BEE)ifieation

on a typical enterprise is used as the basis fmhiag conclusions. This is done by interrogatimg t
costs of BEE certification incurred by a typical dnen-sized enterprise in the tourism sector, the
costs of which are calculated using an adoptedarers the Standard Cost Model (SCM). According
to the International Working Group on AdministratiBurdens (2004), the SCM is a framework for
defining and quantifying administrative burdens fausinesses. It is a way of breaking down
regulation into a range of manageable componetsdiéin be measured. Further research is done
with verification agencies in order to validate eastudy findings regarding certification process
issues which in turn inform the costs, thus indregaghe reliability of information gathered frometh

case study enterprise.

This chapter outlines the design and research rdelbgy that have been employed in this thesis.
The analysis draws on primary and secondary dasxes for its main findings on the assessment of

the costs of BEE certification versus BEE policietions.

Primary data wd$ obtained through an in-depth semi-structured wiger of a key representative of
the case study enterprisBpurism World The interview gave an opportunity for furtheressnents

through observations and collection of supportingterial. The study focused on the case of one

0 Although it is acknowledged that ‘data’ is a Lagural of datum, it may also be treated as an untble entity, thus acting
grammatically as a singular noun, as is the cati@srpaper.
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medium-sized organization, which was selected mdiatause it is a medium-sized enterprise in the
tourism sector, thus is a middle ground betweerehigrprises and small enterprises. It has alse gon
through BEE certification for two consecutive yedisat is, prior to and after the adoption of the
tourism sector charter, thus showing both the dyoswof using generic codes and using sector codes.
Furthermore, the leadership of the company was abierto participating to the full extent of the
research, thus expediting the process of extradiieginformation. Thus an in-depth interview
conducted with the Head of Administration and Foein the organization provided the depth of
information required for this study. Since thisdiseentails case study research using interviews an
guestionnaires, the present chapter discusses dhearguments related to it and how the different
concerns were mitigated. Secondary data was oblt&om sources such as journals, periodicals, and
reports, particularly in relation to regulatory iagh assessments, as well as on certification issues

the tourism sector.

The study methodology was split into two interrethphases, the first of which was exploratory in
nature and sought to establish the costs of BE#ication through the case study organization. The
second phase sought to present the findings regptide costs of policy prescripts (in this case BEE
certification) to policymakers. The aim was to e8&h policymakers’ awareness of the possible gap
between policy intentions and policy impacts. Imsuary, information for this thesis was extracted
from five types of sources, namely, the review>asing literature on issues pertaining to thissibe

the case study organisation through interviews rawcew of enterprise documents, the verification
agencies through enterprise literature review,pbiicymakers through questionnaires and in some

cases follow up telephonic probing.

3.2 RESEARCH METHODS

Creswell (2002) refers to three types of approatbessearch: quantitative, qualitative, and mixed-
method. He describes a quantitative approach asnoméich the researcher employs strategies of
inquiry such as experiments and surveys, and dsliéata on predetermined instruments that yield
statistical data; in contrast, a qualitative apphos used when the researcher employs strategies o
inquiry such as descriptions, phenomenology, ettaplt, grounded theory studies, or case studies.
Creswell (2002) further describes a mixed-methopr@gch as one in which the researcher bases
claims on the grounds of matters of fact, emplostrgtegies of inquiry that involve collecting data
either simultaneously or sequentially to best usiderd the research problems. In this approach, data
collection entails gathering both numeric inforroatiand textual information so that the final

database represents both quantitative and quaditetiormation.
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This thesis employed a mixed-method approach im, firat, it sought to quantify the costs of

administration steps taken to attain BEE certif@atand second, it used those findings to obtain
information on policymakers’ perceptions relatedthe gap between policy intentions and policy
impacts. Essentially, quantitative information ised as a basis for further interrogation of the

gualitative information.

The tool used to gather quantitative informatioa istructured questionnaire, comprising elements of
the Standard Cost Model (SCM), which was designedmeasure administrative burdens or
paperwork costs. According to the New Zealand Migi®f Economic Development (2006), the
SCM has been applied by regulatory agencies inmabeu of European countries, including the
United Kingdom, Norway, Sweden, Denmark, Belgiuhre Netherlands, Poland, France, Hungary,
Italy, the Czech Republic, and Estonia. The mipistirther claims that the OECD applies the SCM
method in connection to the “OECD Red Tape Scomeljoand other programmes that aim to

simplify regulations to remove or minimize unneeggsadministrative activities.

The SCM has been used in South Africa in 2004, eny2007, and Rwanda in 2008, to measure the
cost of compliance among firms (SAF, 2003). Whilere are other tools that can be used, such as
Regulatory Impact Assessment (RIA) and Regulatargt@enefit Analysis (RCBA), the SCM was
selected for this thesis because of its user'styld translate regulatory administrative actegtiinto

monetary terms and because it focuses specifioallyre cost - and not the benefit - of regulation.

This project used exploratory research, the prinpampose of which, according to Neuman (2010,
p.33), is to examine a little-understood issue btenmmenon and to develop a preliminary
understanding. It was fashioned along the prinsige case study research methods, making it an
exploratory case study. A case study method isalsleitfor meeting the objectives of this thesis
because it allows for an in-depth understandingoraicesses that occur in relation to the topic
(Ellinger et al., 2009). According to SuriyabhivadP006), case studies typically scrutinize the
interaction among variables to present a comprelenmderstanding through a “thick” description
process that describes the unit, along with theditions and features being evaluated, in depth.
Variables such as time and the costs associatéddifferent activities were analyzed. Ellinger bt a
(2009) and Tellis (1997) further state that anottt@racteristic of a case study is that it usedimul
methods, that is, a combination of methods sucimt@sviews, documentary analysis, participant
observation, ethnographic observation, surveys,pgydhometric instruments to collect data. In this
study, a combination of documentary analysis, nat#tkeholder face-to-face interviews, and a
general survey involving the distribution of questiaires were used. The use of multiple sources of
evidence helped to ensure construct validity, abarhted by Yin (1994). While research was
traditionally seen to be warranted and conclusivéhe extent that it could establish internal and
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external validity (Campbell & Stanley, 1963), thdv@s been a move toward advocating the use of
credibility, dependability, confirmability, and traferability to assess qualitative research (Criswe
1998; Lincoln & Guba, 1985), as defined below.

Whereas internal validity is the extent to which tlesign of the study and the data it yields atiosy
researcher to draw accurate conclusions about @agseffect, external validity can be defined as th
extent to which its results apply to situations dogy the study itself (Trochim, 2000). Furthermore,
Lincoln and Guba (1985) and Trochim (2000) clainedtbility is reached when the research
participants affirm that the results are legitimatansferability is the degree to which the resakin

be generalized or transferred to other contexigenéability is the need for the researcher to aticou
for the ever-changing context within which the ssb occurs, as well as how these changes affected
the way in which the research was approached; anfirmability is the degree to which the results

could be confirmed or corroborated by others.

Table 3.1 describes how this study sought to irserés soundness in line with the proposals made by
Lincoln and Guba (1985) and Trochim (2000).

Table 3.1: Establishing soundness of research.

Criteria for Method used
establishing

research soundness

Credibility The case study respondents were semtvitite-up of the researgh

results from the first stage of research. The tesufl the first phasg

Y%

were only used to inform the second phase, and aitéyr receiving
confirmation from the case study organization ttaty were a true

reflection of their responses and their experiences

Transferability The context and assumptions of rsearch have been described in
detail in order to allow any other person who wsshe transfer the
results to make an informed decision regarding plausibility of

doing so.

Dependability Qualitative research occurs in arr-etanging environment; changes

D

and their impact on the study have been describegeat detail in the

report.
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Criteria for Method used
establishing

research soundness

Confirmability Multiple methods of gathering datave been used. Over and above

interviews, organizational documentary analysis een employed t

O

triangulaté’ data. The literature review has been used to draw
reference from other related studies and patt@ims . study’s summary

reviewed all potential bias that might have ocadire

Source: Author’'s Compilation

The unit of analysis in this case is a medium-sizeaism organization, namelyourism World a
tourism training arm of th€alypso Groupwhich comprises six tourism compani€alypso Racing,
Calypso Events, Calypso Travel, Consulting4u, Galypropertiesand Tourism World, all offering
different services, mostly tourism-related. Theufof this thesis i$ourism World an institution that
holds full accreditation by the Tourism HospitalEgucation and Training Authority (THETA). The
firm offers a variety of training programmes withime tourism sector, such as a tour guiding course

and hotel management.
The research methodology follows a two-phase peas®utlined below:
3.3 PHASE 1: CASE STUDY RESEARCH

Phase 1 of the data collection sought to gathernmdtion regarding the administrative impact of
BEE certification. The data collection was at emtise level using a single enterprise as a unit of
analysis and case study. This ensured in-deptlysisalf the subject within a specific context. @dIs
in light of time and other resource constraintsyemihan one enterprise may have led to superficial
research instead of in depth analysis, especialtgidering the quantitative part of the researdie T
enterprise selected offers a good illustrationestipent issues as it is a typical medium-sizedisou
enterprise, a middle ground between small enter@ied big enterprise. The information gathered
was validated using desktop process informatiohegatl from verification agencies, physically and
through information provided on their websites. sThg in line with assertions by Miles and
Huberman (1994) regarding the corroboration andiatibn of results, which they claim are essential
components of data analysis and the qualitativeared process. Essentially, the main aim of this
phase is to establish the administrative impacBBE certification by interrogating the perceived
administrative costs versus actual costs, and éneeptions of business regarding the certification

process.

1 Triangulation is looking at something from sevemagles instead of one way (Neuman, 2011).
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3.3.1 Interviews

Yin (1994), Stake (1995), and Feagin et al. (1980e asserted that case study research is not about
samplind® however, care must be taken when selecting casas ® maximize what can be learned
(Tellis, 1997, p.1). Furthermore Neuman (2011)estdhe importance of context when he claims that
the meaning of social action or statements dependbe context in which it appears. According to
Neuman (2011), a case study is one of the way®ihihg a good grasp of context, getting the rich
facts and perspective that make up for lack of dmafed statistical analysis of huge numbers often
characteristic of quantitative research. Furtheenideuman (2011) identifies face-to-face interviews
as one of the best ways of extracting rich degailduring such interviews one is able to administer
the longest questionnaires, and over and above ttreyt allow for observation of surrounding and
gestures, thus enriching the context. Face-to-fatsviews in this research were thus seen as the
most effective way of extracting the level of dethiat was required by this study, especially
considering the calculations that are required wdd@ministering a tool that integrates the SCM. The
interviews with the case study enterprise were Iypdia ask this pertinent question ‘what is the

administrative impact of BEE certification on tami enterprises in South Africa?’

Primary Respondents

Ellinger et al. (2009) make a distinction betweergle site case studies and multisite case studies,
where multisite case studies are based on muftipdple or sites from which cross-case comparisons
are made. The current research project is a sgiglease study in that only one firm has been ased

a case study. The selection of the enterprise waked by many factors. First there was a need to
select the sector to base casestudy on, and thisgwigled by which sector has had the longest
exposure to Section 9¢f)status in terms of its Codes of Good Practicectviias to be the tourism
sector. The same sector has been regarded as théneawily regulatory burdened sector, thus more
likely to be sensitive to the introduction of angwnregulations, including redistributive policidisel
B-BBEE. Thus said, the enterprise selected hadetowtthin the tourism sector. Secondly, the
enterprise selected had to have undergone a protB&E certification for two consecutive years for
comparative purposes. Thirdly, the enterprise hmdd medium-sized, because a medium sized
enterprise to a certain extent displays charatsedsa big enterprise as much as it displays some

characterists of a small enterprise. For examplee b small enterprise, most medium sized

12 Sampling is the process of selecting units (e.opfe, organizations) from a population of inteesthat by studying the sample one
may fairly generalize the results back to the patorh from which they were chosen
(http://www.socialresearchmethods.net/kb/sampling.jp

13 Highest status achievable by a sector code, wgiiets it the same status as the generic BEE cddgsanl Practice.
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enterprises are owner-managed, whilst like big renites, they have decentralised management

structure.

Based on the database of 26 medium-sized tourisenpgises supplied by Tourism KZN, only eleven
were found to have a valid BEE certificate. Funthere, of those eleven only three had been BEE
certified for two consecutive years or more. Ithiese enterprises that were sent a letter of réques
participate in the study. Of the three enterprided responded, preliminary research showed that
Tourism Worldhad been a medium sized enterprises for more&paars, which is the longest of the
three. Therefore Tourism World was selected bec#dusas a solid medium-sized enterprise in the
tourism sector, thus is a middle ground betweerehigrprises and small enterprises. It has alse gon
through BEE certification for two consecutive yedisat is, prior to and after the adoption of the
tourism sector charter, thus it had gone through ttwe process of BEE certification in the generic
era and the sector-specific era. When approacheskefection as a case study, the leadership of the
company understood the objectives of the studyweaslamenable to participating to its full extelt.

is because of these reasons thatrism World a subsidiary o€alypso Groupwvas selected for case

study purposes.

| sought to interview either a Compliance Managekead of Administration, a BEE Manager or a
Financial Manager, as these are portfolios thatciyly deal with BEE certification issues. At
Tourism World the most appropriate person held the portfolitlead of Administration/Finance. It

is this person, the Head of Administration that viaterviewed in order to allow for complex
guestions (see Neuman, 2011). A questionnaire basdtie standard cost model, such as the one
developed for this study, is complex and therefdeenands face-to-face interviews. This was to
ensure that all questions were understood and aedwalthough only one interview was held with
the Tourism World, through its Head of Administoatj it was in-depth and very probing, and at
times required the presentation of evidence (famgde, financial statements) to support some of the
answers. Probing, which according to Neuman (2@K):& a neutral request to clarify an ambiguous
answer, complete an incomplete response or obtagfeaant response, was necessary in some cases.
For example, if a respondent was asked to stateldrogit takes to fill in a BEE application forman
answered ‘five days’, it was necessary to deterrttieeactual number of hours or time expended, as

this is what is required in the Standard Cost MoBebbing became important in this case.

A semi-structured questionnaire containing bothselended and open-ended questions was thus
developed and used. Close-ended questions malalgdeto questions emanating from the Standard
Cost Model (SCM), and open-ended questions werdlynalsout context, attitudes and perceptions.
These questions sought to answer the followingredeny questions (which in turn give meaning to

the primary research question):
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» What are the administrative processes involvedeieking BEE certification from SANAS

accredited Verification Agencies?

» What physical, financial and human resources doeatkd to administrative processes of BEE

compliance?

» What systematic changes have organizations undertakcompliance with BEE certification?
Have enterprises changed their organizational tstres in order to comply with BEE

certification?

* How have the administrative impacts of BEE cerdifion affected the enterprises’ attitude

towards the BEE policy?

Secondary Respondents

Neuman (2011) argues that one is better positits@dng at something from several angles than one
way, and he refers to this as ‘triangulation’. Newmnspecifically refers to triangulation of measures
where a person measures the same phenomenon irthraarene way. This type of triangulation has
been used in this thesis by using a SANAS accrdiezification agency to validate data collected
from Tourism World The verification agencies are on the receivind eihthe applications for BEE
certification from enterprises and also audit théerprises to verify compliance, and therefore are
better placed to detail processes and cost imgitatof BEE certification, especially regarding
requirements, cycles, costs and turnaround timés Was done by going through the promotional
literature and websites of different SANAS-accreditverification agencies. The intention was to
validate the findings of the case study researgardéng the BEE audit process and the turnaround

times. In total, information from three verificatiagencies was used.

3.2.2 Documentary Analysis

According to Balihar (2007), documentary researghthie use of outside sources to support the
viewpoint or argument of an academic work, a precedich often involves some or all of
conceptualizing, using and assessing documents: (2008) states that documentary evidence acts
as a method to cross-validate data gathered frahereinterviews and/or observation. This is
particularly important given that in some casestwhapondents say differs from what they do, and

vice versa.
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Scott (1990) emphasizes the importance of reflgdiuthenticity, credibility, representativeness and
literal-cum-interpretative understanding when asites documentary sources. In this instance,
authenticityrefers to soundness and authorship, thereby métkasgential for the researcher to know
if s/he received an original document or one dapid from the original or from a duplicated

original, over and above knowing the author andiplier of the said document.

Credibility in this instance refers to sincerity and accuratynformation (Scott, 1990). There are
several factors that might affect the accuracynédrimation, for example, an enterprise might under-
declare income or profit in their financial staten®ein order to decrease tax liability, whereas an
enterprise seeking credit facilities at the banly miaoose to reflect higher profit margins. Thisrthe
means, according to Kok (2011), that the onusdieshe researcher to find out whether the author is

giving a true account of what has been written.

Representativenesagccording to Scott (1990), is about survival oformfiation which comes about
through publication or archiving of information. iSithen means that at the time of planning research
a researcher must ensure that the required docsnagatstill retrievable. Distinguishing between
literal and interpretive understanding, Scott(1990) states that the ulémmtrpose of examining
documents is to arrive at an understanding of teanimg and significance of what the documents
contain. Thus, the researcher must be able tgirtebeyond the literal meaning of words by placing

everything into context, because ultimately iths interpretive meaning that is sought in research.

In order to answer some of the proposed researehtiqus, it was necessary to refer to enterprise
documents. For example, in order to establish teecgmtage of administrative costs of BEE
certifications versus the overall turnover of thempany, it was necessary to confirm turnover
information or even expenditure of a specific umt examining the financial statements of the
company. In order to establish credibility it wdsoaverified that the financial statements were the
true reflection of the enterprise’s financial stat®ther documents that assisted in answering the
research question were the multi-year organogramsh@® enterprise, from which information
regarding past structure versus current organizatigtructures was extracted. This assisted in
demonstrating the metamorphosis that the orgaonizdtad undergone since the advent of the BEE
policy. Representatives in this case were not sueisince, according to South African law regarding
access to information, all enterprises have to kkep financial information for a minimum periodl o
five years before destroying it. Since the studly event back two financial periods, all information
was still retrievable. It was then interpreted agathe research question, taking it into the cdnté

sector and company size issues.
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3.2.3 Data Analysis

A systematic search through BEE application prazesdata was carried out with the aim of
identifying specific observable characteristics tthaere then coded for application in the
administrative burdens formdfa Important data extracted for analysis includee trocesses
involved in BEE certification over a specified patj the time it took for each specific activityeth
number of people involved in the processes, thegllainformation of the people involved, the
physical resources expended during the BEE cextifin process, and all other factors that may have
been considered necessary in quantifying the adtrative costs of BEE certification. The SCM'’s

original formula that was adopted and customisealigectives of this study is as follows:

AB = (PxQ)

Where AB= Administrative Burdens

P = Price (tariff, time, overheads and acquisifjoasd Q=Quantity (number of case study
enterprises and frequency of activities)

(International Working Group on Administrative Bertgs, 2004, p.19)
The final formula used for this study, and cust@diffom the SCM is as follows:
AB = (Tariff x Time) + Overhead3

According to the Business Regulation Executive 8)0the SCM was originally designed to measure
the administrative costs for private businessess Haid that some countries have chosen to use a
narrow definition of private business as compristhgse entities that conduct business for profit
purposes, whilst other countries have chosen tadmo the definition to include ‘semi-private’
businesses, such as charities, the voluntary saatbipublic or partly public owned businesses that
cover their own costs. The definition is importaviten one is to set a figure as to how large the
population is that will be affected by a given tule this case, ‘private business’ refers to enises

that are in business for the purpose of genergimdjit and thus excludes charities, the voluntary

sector or even government agencies (BRE, 2005).

The core of the model used is that administratdsscare calculated on the basis of the averade cos
of an action (price), which is multiplied by theabnumber of actions performed per year (quantity)
The average cost per action is estimated by muyiltigla tariff (based on average labour cost per

hour, including prorated overheads) and the tinqgiired per action. The full number of actions is

14 Used interchangeably with administrative costs/bngd
!5 Note: Quantity has been eliminated from the foaminl order to emphasize on the single enterpriskincontext, as opposed to
generalization
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then estimated by multiplying the number of entitibat have to fulfil an action by the frequency of
that action (BRE, 2005).

3.4 PHASE 2: POLICY GAP IDENTIFICATION

The second phase of this research is targetediaymakers and those involved directly or indirgctl
with BEE policy issues at strategic level. They tlyosperate at senior level in their organisations
and selected mostly because of their involvemertioaird level at institutions dealing with black
economic empowerment. The aim is to determine yolitentions and the awareness of
policymakers regarding policy impacts. The resaftshe first and second phase are then juxtaposed

to establish any gaps between the policy intentamtkthe policy impacts.

3.4.1 Questionnaire Distribution

The central focus of this thesis is to explore plossible gap between the policy intentions and the
policy impacts. Thus, this second phase was usedvestigate the opinions of the policymakers
regarding BEE policy intentions and their awarengfspolicy impacts established during the first
phase of the thesis. One of the propositions & thésis is that policymakers are unaware of the
unintended impacts caused by BEE certification amism enterprises, and this phase seeks to
examine this proposition and explore its truthfslie The questionnaire sought to answer the

following secondary question (which in turn feedi®ithe main research question):

» Are policymakers aware of the gap between the fities of the policy and its administrative

impact on the tourism enterprises?

The pool of policymakers that were targeted areoled either with issues of black economic
empowerment and or tourism sector, however nohyway with the case study enterprise used, nor

specifically with issues of regulatory cost quaaéfion.

A questionnaire that combines both qualitative qnantitative questions was distributed to 10 people
involved in policy formulation and at the forefrooft BEE. Nowadays, and with the advent of social
media, there are many methods that can be usedtttbdte questionnaires, for example, emails,
Facebook physical distribution and postage. This thesislenase of social media that specifically
targets proposed respondents in ‘www.whoswhosatGarz order to source the contact details of
intended recepient. This social medium is one efuéry few in which high profile people openly
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state their contact details, such as telephonejl @ddress and, in some instances, even personal
mobile phone numbers, even though some detailmise restricted to members only. Using the
contact information gathered here, questionnail@®wistributed using emails, and follow up calls t

ensure they reached the intended recepients.

A questionnaire was circulated by email to 10 pedpholved in policy formulation and at the

forefront of BEE. The email introduced and desadlilihe research objectives in order to lay the
ground for the questionnaire. A total of six adralde questionnaires were received (60% response
rate) back, that is n=6. The respondents were askete the accuracy of 14 statements according to

their perceptions and or knowledge. The statemeets set on a likert scale from 1-5, where:

1. =strongly disagree

2. =disagree

3. =undecided

4. = agree

5. =strongly agree

Out of the 10 questionnaires distributed througlk thethod, 6 (60%) admissable responses were
received. The questionnaire had been sent to duarehex-members of the following institutions and

structures, all of which are senior in the orgatnizel hierarchy:

The BEE Working Group was set up to tackle issues such as BEE and tredogenent of small
medium enterprises (SMES) as a way of addressiagployment, as well as the latest developments
in challenges facing the economy, such as povéhgse working groups provided the possibility for
Government to interact with various sectors onstieps to be taken as a country to achieve economic
growth and development, and to remove obstacldsritght impede the realization of this goal. The
BEE Working Group focusednter alia, on the formation of the Black Economic Empowertnen
(BEE) Advisory Council, access to funding, the CodéGood Practice and BEE Charters.

The Presidential BEE Councilwas set upo ensure that the full transformation of the basssector

is in line with the country's economic growth, wehihe codes will ensure a uniform approach is

applied when the empowerment strategy is implengerifbe council advises the president on the

implementation of the BEE strategy to ensure birisad-based and in accordance with the economic
growth targets of the country. The body comprisgésritmbers, four of whom are Cabinet ministers

and the rest are representatives from labour, bssiand civil society.

The KZN Broad-Based Black Economic Empowerment Advisory Council held its inaugural
meeting on the 0of August 2010. It was established in terms of Bnead-Based Black Economic
Empowerment Act 53 of 2003 and was chaired by teenker of the Province of KwaZulu-Natal. The
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Council would need to advise government on hownguee that B-BBEE's intended benefits trickled
down faster and benefited the broader society.brbad aims and objectives of the Council were to
review progress in achieving B-BBEE objectives, isglvon programmes and instruments to better
achievements of B-BBEE objectives, promote parttipssto enhance the implementation of B-
BBEE, advise on implementation of transformatioot@echarters, and advise on B-BBEE Codes of
Good Practice and guidelines (B-BBEE Media Reled8&\ugust 2010.)

The National Department of Trade and Industry (Ddrvides strategic direction in the development
of policies and strategies that promote enterggisevth, empowerment and equity in the economy.
Various initiatives have been undertaken to impleni&BBEE, including the establishment of B-
BBEE Codes of Good Practice; the development oftdBe€Charters in Forestry, Tourism,
Construction and Transport; accreditation of B-BB&Eification Agencies; and establishment of the

B-BBEE Advisory Council (www.thedti.gov.za)
3.4.2 Data Analysis

The analysis of data from the second phase waagaged against the findings of the first phasd) wit
the particular aim of identifying policy gaps, ihy Miles and Huberman (1994) have stated that
gualitative data analysis consists of three comeurflows of activity, namely data reduction, data
display, and conclusion-drawing/verification. Tragscribe data reduction as a process of comparing,
aggregating, contrasting, sorting, and ordering.d@his involves looking for patterns, links, and
relationships. Further, they describe data disp process where research data is displayed using
charts, graphs, diagrams, tables, matrices, and#mgr devices, such as drawings, that researchers
may see fit for the purpose. In some instancegufrecy tables are typically developed for categorie
of coded behaviour. Lastly, they describe conclusitawing as a process of interpreting results and
writing up the study. This might mean developing ethnographic analysis and integrating and

interpreting the study.

Thus, the data analysis method used in this pathefstudy corresponds with the three-step flow
outlined by Miles and Huberman (1994), in thattfirshe patterns were established from the differen

data sources (case study enterprise, enterprisggmdmts and verification agency documents) in the
first phase, and this was coded accordingly. Sdgotite coded information was expressed visually
in charts, graphs and tables, where possible.\Lakt information was analysed and interpreted and
juxtaposed against the findings of the second phmeseder to derive conclusions regarding the three

proposals made in the study.
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3.5 CHAPTER CONCLUSION

This chapter outlined the methodologies used iemotal collect, display and interpret data. Moreover
its intention was to ensure credibility and autfatyt of the study. It also outlined hoWwourism
World was selected as a relevant case study enterplisestudy was conducted in two phases, firstly
using a single enterprise as a case study, anduiag documentary analysis of information from
verification agents to validate information fronetbase study enterprise. Secondly, based on fiading
of the first phase (case study enterprise andigetibn agency documents), a questionnaire was
prepared and distributed to policymakers in ordeassess their awareness of the policy impacts
established in phase 1, and to establish what aheypntentions are. It was necessary to take this

double-phase approach in order to explore the lgafvgeen policy intentions and policy impacts.

The limitations of the study are however, more Hjpatly sector-related limitations in that the
tourism sector has different dynamics from othextars. Even the codes of each sector have been
contextualized accordingly, and thus the findingaymmot apply to other sectors. Furthermore,
limitations relating to the size of the enterprese noted in that the case study enterprise has bee
purposively selected to be a medium-sized enterprigimarily because they contain some
characteristics of both a small and a large ens&@pHowever, even then the results may not be
applicable to small enterprises or large enterpri3be information is enough to raise crucial issue
regarding policy implementation, and perhaps mativdurther research, if not advocating

implementation of Regulatory Impact Assessment®ateption of all regulations.
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CHAPTER FOUR

ANALYSIS AND FINDINGS

4.1 INTRODUCTION

This chapter seeks to present findings of the ptideesearch conducted through the case study
method. The subject of the case study was Tourisonid)Va medium sized tourism enterprise. A
single enterprise was selected in order to allavafdetailed assessment of all aspects, includstsc
associated with BEE compliance and certificatiohe Tchapter further analyses findings of the

research conducted through the distribution of go@saires and through documentary analysis.

The first section of this chapter seeks to dekealftndings of the first phase of this researchictvins

in the form of a case study enquiry, data for whi@s extracted frormourism Worldusing a semi-
structured questionnaire as an interview tool. Harrtto that, enterprise documents such as the
organogram and financial statements were useddier @0 confirm some of the information extracted
during the interview. The questionnaire had botlarabteristics of qualitative and quantitative
research in that there was a mix of open-endedtiquesof a qualitative nature, as well as structure
close-ended questions of a quantitative nature. dlbge ended-questions especially related to the
customised version of the Standard Cost Model (SGM)ch was adopted to suit the objectives of
the study and used to calculate the administratosts of acquiring a BEE certificate by a single
enterprise. The first phase of the research, whigh a ‘case study enquiry’, is used as a basis for
further research in determining if there is a gapMeen policy intentions and policy impact. The
second phase of the research, termed ‘policy gafysis’, was necessary, taking into consideration
the findings of the first phase. The second partthi$¢ chapter seeks to present findings of a
guestionnaire distributed to policymakers. It magecial reference to the case study findings ared wa
used to identify the gaps between policy intentiand policy impacts. The last part of this chapter
seeks to consolidate findings, thus establishimgetktent of the gaps between policy intentions and
policy impacts. Furthermore, this section seeksntke proposals or recommendations based on

documented findings.
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4.2 CASE STUDY FINDINGS: TOURISM WORLD

This case study is based on a single medium-siagtsin enterprise, based in Durban, Umhlanga.
Tourism Worldis one of six subsidiaries dfalypso Group.The group is wholly-owned and
managed by a single individual, Mr Sadha Naidodh@&ugh the group can be regarded as a big
business because of combined turnoVeyrism Worlditself is a medium-sized enterprise, which,
according to the National Small Business Act, less Ithan 200 employees, is still mainly owner
managed, but has a decentralised management s¢rweithh division of labour and operates from
fixed premises with all formal requirements, chésdstics that are typical ofourism World
Tourism World conducts training on various skillograms and short courses within the tourism

sector.

4.2.1 Where Tourism World fits within the Tourism Sub-sectors

The tourism sector is a multifaceted sector withagety of subsectors falling under it. During the

interview with Tourism World, it became importamt first ascertain where they fall within these

sectors. The questionnaire made mention of eidifiérdnt sub-sectors within the tourism sector,

namely, the accommodation sub-sector, which comgpribotels, lodges, bed and breakfast
enterprises, guesthouses and campgrounds; the doddbeverages sub-sector, which covers
restaurants, bars, nightclubs and trendy diningngydahe transportation sub-sector, which covers air
railway, water, ground-car rentals, shuttle sewi@nd taxicabs; the adventure, recreation and
entertainment sub-sector, which covers wildlifewirgg, horseback riding, golf, canoeing, cycling,

hiking, mountaineering, scuba diving, hunting, marexploration, parks, and dance; the travel trade,
which covers travel agencies, booking, reservat@md tour operators; the attractions sub-sector,
which covers all types of attractions and monumelthis events and conferences sub-sector, which
covers international and local events, confereraesb exhibitions; and lastly, the tourism services
sub-sector, which covers the organization, assonmt government agencies and companies
servicing the needs of the industry, research wodeketing, tourism education and information, and

retail businesses benefiting from tourism.

Whilst Calypso Groupcuts across many of these subsectdmyrism Worlditself falls under the

tourism services subsector in that its primaryisereffering is tourism education.

4.2.2 How Tourism World has integrated BEE into their Organizational Strudure

Since the advent of BEE, the organizational stmestuof companies have evolved in order to

accommodate BEE-related activities. Prior to thecement of BEE policy, a position ‘BEE Manager’
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was unheard of or even a ‘BEE Unit’ in a companys wan-existent. Whilst some companies have
developed new units, others have added new paositiahin their current structures; and others have
amended the Key Performance Areas of certain oticuygain order to integrate BEE, whilst others
have done nothinglourism Worldhas integrated BEE-related activities into the gpkcification of

the Head of Administration/Finance, who receive$iad assistance from the Chief Executive Officer
(CEO) of the organization whenever necessary veitfards to BEE certification issues. This is typical
of most companies of this size that cannot justiyexpense of employing someone or establishing a

unit specifically dedicated to BEE-related actmsti

4.2.3 The BEE Status ofTourism World

When the BEE policy was enacted, one of the watgbkished to demonstrate compliance was BEE
certification. A BEE certificate is formulated from scorecard, which is an exact calculation and
report of an enterprise’s contribution towards BBEBEE scorecard is categorised in eight different
levels, each of which indicates the extent of abaotion to black economic empowerment made by
that particular enterprise under review. Based ecti&n 8.2 of the Codes of Good Practice on Black
Economic Empowerment, a company seeking BEE aatifin can achieve a BEE status as outlined
in Table 4.1.

Table 4.1:BEE Levels of Achievement

B-BBEE Status Qualification B-BBEE recognition level
Level One Contributor 72100 points on the Generic Scorecard 135%

Level Two Contributor =85 but <100 points on the Generic Scorecard 125%

' LevelThreeContnbutor =75 but <85 on the Generic Scorecard 110% ‘

Level Four Contributor =65 but <75 an the Generic Scorecard 100%

Level Five Contributor =55 but <65 on the Generic Scorecard 80%

Level Six Contributor =45 bhut <55 on the Generic Scorecard 60%

Level Seven Contributor ~40 but <45 on the Generic Scarecard 50%

Level Eight Contributor m30 but <40 on the Generic Scorecard 10%

Non-Compliant Contributor <30 on the Generic Scorecard 0%

Source: Codes of Good Practice on BEE (2007, p.11).

A BEE level of achievement can be further expressadrms of contribution status. This dimension

is outlined in Table 4.2 below.
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Table 4.2:Expression of BEE Stattfs

EMPOWERDEX Contribution Level Qualification Procurement Recognition Level
AAA+ Level One Contributor 2100 points on the Scorecard 135.00%
AAA Level Two Contributor > 85 But < 100 points on the Scorecard 125.00%
AA Level Three Contributor > 75 But < 85 points on the Scorecard 110.00%
A Level Four Contributor > 65 But < 75 points on the Scorecard 100.00%
BBB Level Five Contributor > 55 But < 65 points on the Scorecard 30.00%
BB Level Six Contributor > 45 But < 55 points on the Scorecard 60.00%
B Level Seven Contributor > 40 But < 45 points on the Scorecard 50.00%
C Level Eight Contributor > 30 But < 40 points on the Scorecard 10.00%
D Non Compliant Contributor < 30 points on the Scorecard 0.00%

Source: Empowerdex Rating Agency.

In terms of both the expression used in Table Adl4a2, Tourism Worlds a Level One Contributor,
that is, it has AAA+ BEE status, the highest BE&ist achievable. In simple terms, this means any
company that does business witburism Worldcan claim a spending of R135 for every R100 spent
on the company, thus giving them more value in $eoffBEE points. This illustrates the benefit of a
high BEE score, not just fofourism World but for all other entities that do business wiith

throughout the value chain.

Tourism World was verified for BEE in the financis@ars 2009/10 and 2010/11, and achieved AAA+
on both occasions, with the verification being asctdd by Empowerdex, a South African National
Accreditation System (SANAS) accredited verificatimgency. According to the respondent, the fees
paid for verification in 2009/10 were R6 000, howein 2010/11 this amount doubled to R12 000, as
the verification included both the generic scordcand the sector scorecard in accordance with
Tourism BEE Charter, which received Section 19(&Jatus in May of 2009. Tourism World's
opinion on the direct cost of BEE certificationtiit it is expensive, when considering billablegim
that is spent on preparing for a BEE audit. Thek lmfl the work prior to the audit is done by the
enterprise seeking verification itself (in this ed®urism World), not the verification agency. ltish

be noted that it is the choice of Tourism Worldotverified against both the generic codes and the
sector codes; as since the sector codes have datne as the generic codes, companies in the
tourism sector are required to be certified agaimstTourism BEE Charter only, not both. Thus said,

the direct costs for the year 2010/11 could hawnltee same as the costs of the year 2009/10.

4.2.4 BEE Certification Process undertaken byTourism World

There is agreement amongst different stakeholdeositathe complexity of BEE certification. The

results of the research case study enterprise lmadsdrification show that it is administratively

16 Measured against the seven pillars of BEE whiehaavnership, management, employment, skills dewedoy, procurement, enterprise
development and social development.
7 Gives it same status as the generic scorecard.
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demanding. Different financial and human resoufoeghis activity are allocated depending on the
size of the company. Atourism World this task has been allocated to one senior staffiber at an

average annual salary of R300 000 over a periotlvof years. In must be noted that this staff
member, the Head of Administration is tasked wittheo activities over and above BEE
implementation. In fact, BEE implementation hasrbiggegrated within his existing key performance

areas, however the CEO of Tourism World assiststi@tegic matters relating to BEE.

According toTourism World the preparations for a BEE verification whichdsdo certification took
between one to three months, and an average o682 lover the audit period when they were doing
it for the second time. However, when they initihtee BEE verification process for the first tinme i
the year 2009/10, an average of 100 hours overiadoef three months was expanded. Based on
these given hours and an hourly rate of R156, nayais is that Tourism World spent an average of
R15 600 during the first attempt of verificatiomdathis decreased to R4 992 the following year. It
must be noted that these are administrative cosisio terms of manhours spent on the activities.
However a closer and more detailed analysis relgmghe customised version of the SCM tool led to
contrary findings as demonstrated in table 4.3sTheanslTourism Worlds perception of the time

expended and the actual time spent on the acswuiféer significantly.

The use of the SCM required a detailed descriptbractivities relating to BEE certification.
According to Tourism World these activities inclddeesearching verification agencies, receiving a
BEE verification pack, studying it, assembling regd information and filling in the questionnaire.
More specifically, according to Tourism World, theeps that are detailed in Table 4.3 below were

taken in order to acquire BEE certification.
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Table 4.3: Calculations of Administrative Costs incurred yurism Worldusing SCM®

PROCESS BY WHOM TIME SPENT OTHER REQUIREMENTS

POSITION AVERAGE | TIME SPENT | REQUIREMENT COST
SALARY PER
HOUR?®

Research on Head of Admin R156.25% 0.10hr - R15.63
verification
agency

Commission an| Head of Admin R156.25% 1hr - R156.25
agency

Source Head of Admin R156.25% 0.5hr - R78.13
information
pack from
agency

Fill in forms Head of Admin R156.2 0.5hr - R78.1.3

Ol

Collect, print Head of Admin R156.21 1lhr 30 pages printed R60
and submit (R216.25)
supporting
documents

Onsite audit Head of Admir] R156.25 1.5hr - R234.38

Onsite audit CEO R156.2b 1.5hr - R234,38

Onsite audit: | Various staff R75 1Rf - R75
staff interviews

Review draft Head of Admin R156.25% 0.5hr - R78.13
report,
comment and
accept.

Review draft CEO R156.25 0.5hr - R78.13
report,
comment and
accept.

Source: Author's Compilation

Using the SCM, the actual time spent hyurism Worldon BEE certification activities in the year
2010/11 amounted to 8.17 hours rather than theoB2shnitially estimated by Tourism World, and
the overall administrative cost amounted to R1 284nstead of R4 992 initially calculated, a figure
that is at least a quarter of that initially pevesi by the respondent.

When asked about the turnaround time for receiBEBE scores after the verification process, the
experience off ourism Worldis that it takes an average of two weeks to olaadiraft report, and a
further two weeks for a certificate to be issuddréfore within a month of verification a compaay i
able to get a SANAS-accredited BEE certificate.sTHallies with that provided in the promotional

literature of the three SANAS-accredited verifioatiagencies that were scrutinized, nanfghacus

18 The figures for the time spent are based on thgoreses of Tourism World, and the rate per hobaged on the salary of the incumbent
responsible for BEE as provided by the enterpridee final costs are a calculation done by researabimg information provided by
Tourism World. The information especially regardiimge spent was then verified through informatioavided by verification with regard
to trends.

¥ Based on information provided by respondent, igaiifon of wage bill was not verified using any ettmeans.

2 Based on R2 per page printed.

2L combined for all employees interviewed over thacgpof an hour.
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Verification Iquad Verification and Integra Scores The rating process according to the three
verification agencies is presented in figures 4.413. The information supports the claims of the
enterprise respondent, both in terms of the promessertification and the turnaround time for isgu

of certificates. There are certain steps that apjpebe common amongst all three, such as receipt a
review of application pack, completion of verifiwat manual by applicant, audit by verification
agency, verification report receipt and approvaéhterprise.

Figure 4.1: BEE Verification Process according to Abacus Veaifion Pty (Ltd).
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Source: http://www.bee-verification.co.za/page/servicestéssed 27 Dec 2010).
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Figure 4.2: BEE Verification Process according to IQUAD Verificati®ervices (Pty) Ltd.

= |QVS receives the completed Application for BEE Services form
« |QVS evaluates information and calculates a verification fee

= IQVS compiles a verification proposal and attaches the Terms of Engagement
for acceptance. This offer is valid for 30 days.

» Entity signs Terms of Engagement indicating acceptance (within 30 days)

* IQVS sends the Client Information Pack, the Pre-Audit Information Request
together with the invoice for payment.

» Entity completes the Pre-Audit Information Request and gathers requested
evidence and submits to IQVS. B

* |QVS completes a document review of the information, initiates the audit plan
and compiles a preliminary scorecard.

» IQVS notifies the Entity of the proposed date of on-site verification, the
‘samples selected for verification and a schedule of any additional information
required

= Entity agrees a proposed date in writing
= On-site visit takes place.

« IQVS finalises for review
» IQVS reviews and issues the certificate ready for distribution
» Complaints & Appeals.

Source: http://www.iquadvs.co.za/docs/IQVS-OurBEHE-Process.pdf (Accessed 27 December 2010)
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Figure 4.3: The BEE Verification Process according to Integra.

The Rating Process

In order for the process to commence, an enterpriss fill in the Request for Verification
Document noted below.

INTEGRA SCORES’ Request for Verification Document (IS—01a)providesINTEGRA
SCORESwith important information to evaluate any corBiof interest as well as to calculate the

cost to complete the Verification.

INTEGRA SCORES’ Budget Breakdown (IS-01b)This is essentially a quotation indicating the
cost of the Verification.

INTEGRA SCORES'’ Service Level Agreement (1IS-02b)details and commits both parties to a
level of service throughout the verification prozes

INTEGRA SCORES’ Non-Disclosure Agreement (IS-02¢)details confidentiality arrangements

within the contractual relationship, and how theues of confidentiality will be managed.

INTEGRA SCORES'’ Letter of Engagement (IS—02d) This letter can be sent to suppliers or
stakeholders to prove engagement in the verifingiimcess during the time that it takes to comple

the verification. It is valid for two months onlyoin the date reflected on the letter.

INTEGRA SCORES’ Information Gathering Workbook (IS—Q3a or I1S-G3a), is a document
which provides, you the client, with the informatiNTEGRA SCORES requires to provide an
initial off-site score for the Measured Enterprdgeording to the relevant scorecard against witieh

Measured Enterprise will be verified.

Time Frames
The total time required to complete the Verificatrocess can be one week, however this is affe
by the readiness of each client.

rte

—

cted

Source: http://www.integrascores.co.za. (Acces§edeécember 2010)

When asked about what changes the case study despomvould recommend for the BEE

certification process, the response was that trerdfficulty in securing some of the information

necessary to prove BEE spending on some of tharpilbr categories of BEE certification. T
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respondent alluded to the issue of suppliers intahesm sector who are mostly not BEE certified,
and who comprise the bulk of their procurement dpen Even though they have spent copious
amounts on BEE enterprises, the verification rexgujproof of that spending in the form of BEE
certificates. Although this may not be a procesads it impacts on the overall results of the

verification process.

The respondent’s view of the entire issue of BEEifagation is that BEE policy is important and
necessary; hence any measures to ensure and tscknplementation are necessary. BEE
certification is meant to ensure BEE policy impletagion, and in a way track progress. Therefore,

according to the respondent, it is something thaecessary and cannot be avoided.

On the question of a view on the issue of BEE fieation process, the respondent felt it was
reasonable, but that it lends itself to tiresomekaon the part of the enterprise when collecting
evidence. The respondent however thought that wadtindgt cannot be avoided, verification agencies

must use various sources of information as evidegiber than prescription.

4.2.5 Attitudes and Business Competitiveness

When asked what factors could discourage the amerfstom acquiring BEE certificate in the future,
the respondent said nothing could discourgarism Worldas the firm understands the necessity
and importance of the exercise. The attitude wiltictv the incumbent addressed BEE was positive,
showing support for the policy. When asked whetherrespondent was aware of the overall costs of
BEE certification, including administrative costsdarelated disbursements, the respondent responded
affirmatively and stated R22 000 as the estimatest of certification including both direct and
indirect costs. This figure is 66 per cent morentttee actual figure of R13 244 (a combination of R1
244.41, a figure calculated using the standard ocmmtlel plus R12 000, an actual cost paid to
verification agency for both generic and sectore)dThis further illustrates that the perceptién o

the respondent is that the costs of certificati@aetually higher than they really are.

When asked whether the overall costs of BEE ceatifbn are sufficiently substantial to impede the
enterprises’ local competitiveness, the response that it is not substantial enough to affect local
competitiveness. The same question was asked riegaiternational competitiveness, and the
answer was that the costs of BEE certificationrantesufficiently substantial to affect the entespts
international competitiveness. This is in spitetlt# respondent having an overinflated sense of the

costs of BEE compliances in comparison to actusiscoalculated using the SCM.
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4.2.6 Case Study Conclusions

Based on the case study enquiry, the enterprisea hpssitive attitude towards BEE as a policy in
general and towards the necessity for BEE certiina The respondent has an inflated sense of the
costs of BEE certification, however, in spite oatththe respondent does not see the cost of BEE
certification as substantial enough to impede eittelocal or international competitiveness. The
enterprise has opted to weave in BEE-related Kajofeance Areas into a job description of an
existing employee instead of employing a new deddcaerson or establishing a BEE unit. Although
case study findings cannot be generalized pertgs, likely that other medium-sized enterprises
would also choose to integrate BEE-related Keydearnce Areas to existing personnel instead of

employing additional staff for this purpose.

Thus, as it stands, the objectives of the BEE pddiod the objectives of BEE certification are well
understood and accepted by the enterprise. Aftetirthugural certification process, the subsequent
ones are regarded as less costly and less cumlerStms said, verification agencies must provide
clear and simple guidelines for preparation forituebpecially for enterprises doing their versfir
audit. This will serve to ensure that fewer companare discouraged from engaging in the

certification process.

4.3 POLICYMAKERS’ FINDINGS

This section seeks to delineate the findings ofrésmarch conducted with policymakers and those
involved directly or indirectly with BEE policy isges at strategic level. The policymakers are
involved with BEE policymaking and policy implemation; and in some cases the tourism sector,
they however have no direct influence or even eegemmnt with Tourism World prior to this study.

The aim of engaging these policymakers is to exartiie extent to which policymakers are aware of
BEE policy impacts on private enterprises. Theifigd from this section are then analyzed in the las

section in comparison to the findings of the praewgdection.

4.3.1 Policymakers are aware of the cost implications gfolicies

Figure 4.4 shows the responses of the six resptsdéren asked whether they think policymakers
were aware of the cost implications of the polici®$ the six respondents, three were undecided on
the issue, whilst two disagreed and one strongiggtieed. The majority of the respondents fell @n th
left side of the quadrant, which shows the lackaifidence in terms of the policymakers’ awareness
of the cost implications of policy. This resonavath the claims of the private interest theoristsow

claim regulators do not have sufficient informatigith respect to the cost, demand, quality androthe
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dimensions of firm behaviour (Hertog, 2010, p.2)also resonates with the claims made by Iret

Policy Bulletin (2005, p.1) that most of the costsegulation are hidden.

According to the Iret Policy Bulletin (2005, p.Ihost of the costs of regulation are hidden, and thu
much of the cost of government regulation is "affiget”, that is, it does not appear on federale sta
or local government books. As a result, governnudfitials at all levels are deceived into thinking
regulation costs much less than it really doeg @d@icy Bulletin, 2005,p.1) This disillusionmerst i
not limited to cost from the public sector side tlasy also fail to comprehend the costs imposed on
the private sector by public policy (Iret Policy|tin, 2005,p.1)

Figure 4.4:Policymakers’ awareness of policy cost implicatioms6).
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Source: Author’'s Compilation.

4.3.2 Policymakers should conduct Impact Assessments oW Regulations

As shown in figure 4.5, all six respondents strgngbreed that policymakers should conduct
regulatory impact analysis for new regulations.sTétatement is supported in a study by SBP (2003),
which showed that an appropriate regulatory andtiti®nal milieu is the single most important
component of a country’s economic growth strateggd the OECD (2002), which claimed that RIA

is a fundamental component of a smart regulat@te st
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Figure 4.5: Policymakers should conduct Regulatory Impact Assesits.
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A survey conducted in 2003 by the Centre on Reiuiand Competition found that RIA was a legal
requirement in at least 10 of the 40 countries thgponded, and a further 20 countries reported tha
RIA was applied to a certain extent (SBP Consortig@®5, p.5), even though the adoption of RIA in
developing countries has been slow. However, stugiggest that it is time to create government
capacity for RIA in order to counsel policymakesoat the costs and benefits of proposed new
regulation (SBP, 2004).

4.3.3 Firms may need to reconfigure their organizationaktructure in order to comply with
BEE

When the respondents were asked whether they thdimgis may need to alter the organizational
structure in order to comply with BEE policy, theswers were affirmative. Whilst two of the

respondents were undecided, two agreed and arnetbestrongly agreed. Thus said, four out of the
six respondents thought firms may need to somewatat their organizational structure in order to

comply with BEE policy.
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Figure 4.6: Firms reconfigure organizational structure to compith BEE.
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4.3.4 The costs of complying with BEE policies magduce the profit margins of firms

Weigel (2008, p.2) claims that while it can be ased that regulation absorbs substantial resources,
little is known about their amount in monetary-terifihis was reiterated in the responses reflected i
figure 4.7, in which three of the respondents & to have answered that they were undecided as
to whether the costs of complying with BEE may mlthe profit margins of firms. Two of the
respondents disagreed whilst one strongly disagtiestdthe compliance costs of BEE may reduce
profit margins. This ties up with the responsesmfrthe case study in which the Head of
Administration ofTourism Worldclaimed that the costs of BEE, more specificalsBBcertification,

are not substantial enough to affect the enterpriseal and international competitiveness.

Figure 4.7: Complying with BEE policy may reduce profit.
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may reduce the profit
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Source: Author's Compilation
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4.3.5 BEE certification may be too costly for some firms

Four of the six policymaking respondents disagmsith the statement that BEE certification may be

too costly for some firms, one was undecided arelagreed with the statement.

Figure 4.8: BEE certification may be too costly for some firms.
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4.3.6 ltis likely that the firm’s costs of preparing for BEE certification are R1 000-R5 000 per

annum

The majority (four) of the respondents disagreeth whe statement that the costs of preparing for
BEE certification were between R1 000-R5 000, oas wndecided and another one strongly agreed.
When the four that disagreed were asked about thaBons for disagreeing, their reasons mostly
related to their perceptions that the costs welikeln to be that low, even though none could pdavi
source of this kind of assumption.

Figure 4.9: Costs of BEE certification R1000- R5000
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Source: Author's Compilation.

Page 66 of 108



4.3.7 ltis likely that the firm’s costs of preparing for BEE certification are R5001-R10 000

per annum

Figure 4.10 shows that half of the respondentsgtyodisagreed that the costs of BEE certification
are between R5 001-R10 000; and one disagreedstvanié was undecided and another agreed. This

is consistent with the results above.

Figure 4.10: Costs of BEE certification R5 001-RIDD
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Source: Author’'s Compilation.

4.3.8 ltis likely that the firm’s costs of preparing for BEE certification are over R10 000 per

annum

As shown in figure 4.11, whilst one of the respartdestrongly disagreed that the costs of preparing
for BEE certification exceeds R10 000, one of #spondents was undecided. The majority however
affirmed this statement. This is consistent wite ttvo questions above in that the majority of the
respondents believed the costs of BEE certificegenat between R1 000-R10 000, but are above this
figure. This is also consistent with the claimglwd case study respondent who had pegged the costs
of BEE certification at R22 000, and the resultshaf Standard Cost Model that placed this figure at
R13 244, a figure that is indeed above R10 000.
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Figure 4.11: Costs of BEE certification over R1®00
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4.3.9 The costs of BEE certification may discourage sonfems from certification

Figure 4.12 shows that half of the respondentsgtyoagree that the costs of BEE certification may
discourage some firms from certification, and omgeeas, whilst one is undecided and the other
disagrees. This corresponds to results of figuté&,4vhich show that four of the six respondentskhi
the costs of BEE are higher than R10 000. Wheadaakout why they think the costs are higher, one
of the respondents had based this information erctists incurred by his company which is outside
of the tourism sector, and the rest had basedseatiments.

Figure 4.12: Costs of BEE certification discourageification.
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4.3.10 BEE certification is the best way of demonstratingcompliance

Figure 4.13 shows that whilst one of the resporsildigtagreed that BEE certification is the best way
of demonstrating compliance, the rest of the redpots strongly agreed that it is the best way of
demonstrating compliance. This also ties up wieesns from the case study respondent that BEE
certification is the best way of demonstrating cbamre. The respondent that had disagreed
elaborated that his reason for disagreeing is BiidE compliance must be a voluntary action that is
not ‘policed’. The rest were of the view that it sviaportant to track compliance in order to ensure
transformation happens and to track at which piatedes place.
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Figure 4.13BEE certification is best way of demonstrating ctiemre.
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4.3.11 The benefits of BEE policy outweigh the costs of BEcertification

Figure 4.14 shows that half of the respondents wedecided as to whether the benefits of BEE
policy outweigh the costs of BEE certification, Vghione strongly disagreed, one agreed and another
strongly agreed. Perhaps the indecisiveness isidioation of the lack of knowledge regarding the

actual costs of BEE certification process.

Figure 4.14: Benefits of BEE policy outweigh costgertification.
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4.3.12 The government should consider funding BEE certifiation

Figure 4.15 shows that at least half of the respotsdwere undecided on whether the government
should consider funding BEE certification, wheréas were in agreement with this statement, and
one disagreed. The indecisiveness ties up withtdhe expressed throughout most of the questions
and statements regarding the actual costs of BEE@ation. It is clear that the policy makers cat
answer decisively if they are unsure about thergxé costs of BEE certification. With this lack of
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knowledge these policymakers cannot participatetroatively in the interest of private firms asyhe

themselves are not fully aware of cost implications

Figure 4.2.5: Government should consider fundindg:RErtification.
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4.3.13 Phase 2 Conclusions

There is an air of uncertainty regarding the coétthe BEE certification, consistent with claims by
Weigel (2008, p.2) that while it can be assumed tbgulation absorbs substantial resources, Igtle
known about the value in monetary-terms. Thereoisdver agreement that whilst the costs may be
assumed to be higher than R10 000, this amounbtigagarded as high enough to warrant non-
compliance. Thus said, certification is regardeteésessary means to demonstrate BEE compliance.
What becomes clear from the responses is thatypadikers are not au fait with the impacts of BEE
policy on private enterprises, thus potentially ssag a gap between policy intentions and policy

impacts.

4.4 SYNTHESIS OF PHASE 1 AND PHASE 2

The aim of having two phases in this project istguire a distinct understanding of private sector
encounters with BEE policy, specifically its cddiition; versus the views and perceptions of the
policymakers. The first phase comprises of a casgysenterprise supplemented with information

collected from verification agencies, whilst themed phase comprises primarily of policymakers.

There are two distinct commonalities in the respsref the two phases. First, both respondent groups
have a positive attitude towards the policy; anthboew BEE certification as an important and

relevant measure of compliance. Second, both relgpis are unaware of the true extent of the
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administrative costs and thus impact of BEE cesdtion. In fact, both respondent groups overplay or
over estimate these costs. In spite of having #latéud sense of costs, this does not negatively
influence the positive attitude towards the needBBE certification. The point of convergence for
the two respondent groups is that whilst the casdysenterprise is somewhat aware of the impact or
possible impact of engaging in BEE activities, irtthg certification, the policymaker respondents
are not aware of the possible impacts of BEE padicyprivate enterprises. It is this converging poin

that could be a source for a potential gap betvpediny intentions and policy impacts.

4.5 CHAPTER CONCLUSIONS

The attitudes towards BEE as a policy and all dsiaistrative processes are positive as far as the
private sector is concerned. This serves the ist@fethe policy very well since the private sedtoa
very important stakeholder when it comes to fuitfgl the policy objectives. Although the attitudes a
conducive to fulfilment of the objectives of thisligy, an adoption of a RIA culture will have an
added benefit of accurate information by all, tlwestributing to better decision making, since the
research findings from both private sector andgyatiakers are that the information regarding the

costs of implementation is ill-informed.

The prevalent air of uncertainty around the imgias of BEE policy could potentially create a gap
between its intentions and its impact, and this ¢@p be closed by adopting a culture of RIA. Thus
said, it is important for central government of 8oAfrica toadopt and institutionalize R|Aor the
government tadentify and work with as many and as varied aéidctakeholders from the onsand
for the tourism sector to organize itself intd @urism Regulatory Impact Lobby Forum (TRIFjh
a strong voice so that it is able to influencedirection of policy in such a way that it is haslittte
as possible negative impact on the private toussetor, thus closing any potential gap between

policy intentions and policy impact.
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CHAPTER FIVE

SUMMARY, RECOMMENDATIONS AND CONCLUSIONS

5.1 INTRODUCTION

The objective of this thesis was mainly to expltihe gap between policy intentions and policy
impacts, with specific reference to BEE certifioati which is a form of proof of compliance with
BEE policy. It explored this gap by establishing thdministrative impact of BEE certification on
private enterprises, specifically in the tourisnctee and sought to assess the policymakers’

awareness of the policy impacts on the privaterprises.

The concluding chapter serves as a summary of vbealb thesis, outlining the objectives, primary

guestions, methods used, the theoretical positipmain findings and scope for further research.

52 SUMMARY OF OBJECTIVES

This thesis falls within the field of Public Poli@nd specifically looks at the Broad-Based Black
Economic Empowerment (B-BBEE) Act 53 of 2003 asoéicy issue. Whilst the main objective of

the policy is to redress the inequalities causeamrtheid laws, its underlying premise is to easur
that this is achieved in a broad-based manner,hwkijdt positively impacts on the wider community.
This is done by getting multiple stakeholders toordigure their policies and strategies when it
comes to issues of business ownership, managenssnployment, enterprise development,

preferential procurement, skills development ar@cseconomic development.

One of the stakeholders that play an important jpathe implementation of B-BBEE is the private
sector. In order to prove participation in line lwihe objectives of B-BBEE, the stakeholders are
required to acquire BEE certificates which show ¢benpany’s compliance levels. The policy also
accommodated sectoral dynamics by introducing sextdes. One of the sectors that has drawn up
its sector codes is that of tourism, which coinotdéy is regarded as one of the most regulated
sectors. It is this sector that has been seleceg@urposes of this thesis. Thlisurism World an
enterprise within this sector has been used as@ stady. The primary question that the thesis has
asked is What is the administrative impact of BEE certifioat on tourism enterprises in South
Africa’? The overall objective of this thesis is to expltdreactual impactof the policy on the private

sector (specifically in the tourism sector) vertheintended impact
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The impact of policy on the general public has s much attention, with little or no attention
being paid to the impact of policy on the privagetsr, in spite of being a key stakeholder in the
implementation of policy. Furthermore, no attenti@s been given to the impact of this public policy
on the tourism sector. Thus, this thesis contribtiethis limited state of knowledge by explorihg t
possible gap between BEIblicy intentionsandpolicy impactsand by focusing on the administrative
impact of BEE certification on companies in thertem sector, one of the most regulatorily burdened
sectors. The propositions the propelled the thesi® three-pronged. Firstly, it was ‘hypothesised’
that the administrative costs of BEE certificatibave a significantly negative impact on the
profitability and competitiveness of medium-sizedrism enterprises. Secondly, the thesis explored
the proposition that tourism enterprises are unawdérthe full extent of the administrative costs of
BEE certification. Lastly, the thesis investigated proposition that the policymakers are unawéare o

the unintended impacts of BEE certification on ismrenterprises.

5.3 METHODOLOGY, LITERATURE REVIEW AND THEORETICAL FRAMEWORK

In terms of methodology, the thesis was divided itwo phases. Phase 1 was based on the
investigation of the administrative impact of BE&ttification using a case study enterpriseurism
World. Data was collected froffiourism Worldusing a semi-structured questionnaire, complendente
with a review of company data. This company datdere entailed scrutiny of company financial
statements, past and current organograms of th@ammymand its operations, and strategic planning
documents of the firm. According to Andrews (20p749) financial reports, the primary documents
that served as base for obtaining evidence, ardowsly written for public consumption by
shareholders and also by regulatory bodies, arsgl iy present a certain face of the company and
not necessarily its real fack.is for this reason that it was important tooagerutinise non-public
information like the strategic planning documentd arganograms in order to be able to identify
any discrepancies-urthermore, data relating to process of certificatvas validated through the
review of information extracted from corporate Wroes and/or websites of verification agencies.
The main aim of this research phase was to edtaibiisadministrative impact of BEE certification by
interrogating the perceived administrative costswe actual costs, and the perceptions of business

regarding the certification process.

The second phase of the research was mainly tdrgéteolicymakers and those involved directly or

indirectly with BEE policy issues at strategic Ievehe phase consisted of six respondents and data

was collected again using a semi-structured questioe, administered by email directly to

policymakers, and in some cases this was followeevith a telephone call or email to probe or get
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clarifications. These are senior people who intewath BEE issues through their involvement either
as senior public servants or as board members & &fencies. The main aim of this phase was to
determine BEE policy intentions and the policymakeawareness of policy impacts on private

enterprises.

The results of the first and second phases weredhigjected to comparative analysis to establigh an
gaps between the policy intentions and the poliegacts. Furthermore, the thesis draws from an in-
depth literature review of the tourism sector, iiedtion dynamics and the concept of RIA, which
revealed that the tourism sector is one of the mezgilatorily burdened sectors, particularly beeaus
it has many subsectors which may cut across diffexectors and therefore be accountable in varying
degrees to different government departments. Fample, this sector is governed primarily by the
Department of Environmental Affairs and Tourism @B, but some subsectors, such as its shuttle
services, are governed and licensed by the DepattofeTransport, whilst bars and taverns are
licensed by the Department of Economic Developnsdiguor licensing unit. This leaves the tourism
sector heavily regulated, as illustrated in a sthgythe DTI (2003) which identified ‘excessive’ or
‘unnecessary’ regulations imposed by national, im@sl and local authorities as a constraint on the
growth of firms in the tourism industry. Whilst tlee are various forms of certification, BEE
certification is a direct result of regulation aadds or contributes to the ‘excessive’ regulations
identified by the DTI. However, a further literagureview showed that the sector participants ate no
opposed to regulation. What concerns them, howeigetthe lack of effective and consistent

implementation of regulations, thus making the pigyield unfair for companies that are compliant.

The literature also revealed that there are vangs of segmenting the tourism sector. For inganc
the Cluster Consortium (1999) arranges it intoehparts, namely principal tourism attractions, the
suppliers of tourism services and products andstippliers of soft and hard infrastructure. On the
other hand, the Research Consortium (2008) divitdieso expenditure patterns, that is, expenditure
by tourists on food and other goods, and tourigieeriture on capital goods such as fixed property
and vehicles. Lastly, Rogerson (2007) sees théstawsector as comprising a three-tier hierarchy of
enterprises, that is, the elite group of large cmfions that control the country’s major travetlan
tour agencies, transportation, hotels, casino’s aodference centres; the middle tier which is
characterized by a collection of predominantly wfotvned established SMMEs that operate a host of
different establishments, from travel and tourimmnpanies, restaurants, small hotels, self-catering
accommodation and resorts, game farms, bed an#tfastés or backpacking hostels; and lastly, the
lowest tier which consists of emerging black-owrtedrism enterprises, some of which operate

informally.
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The tourism sector is becoming a major contribtathe economy of South Africa, both in terms of
employment, attraction of foreign direct investmemd general contribution to the GDP, which
according to the Annual Tourism report (2006) gffesm 2% in 1994 to 8% in 2004. The growth
potential of the sector warrants the attentionrdffd by this thesis, specifically to avoid possible

growth impediments.

The literature review introduced the concept of WRamry Impact Assessments (RIA), which
according to Radaelli and De Francesco (2008) systematic and mandatory appraisal of how
proposed primary and/or secondary legislation affltct certain categories of stakeholders, economic
sectors, and the environmerithe likes of SAF (2003) and The OFT (2009) arguat tivhilst
government intervenes in markets to achieve pdati@ocial objectives, such as poverty reduction or
improvement of the health and well-being of citikethere are often spill-over and second-order
effects of which policymakers are usually unawdree SBP Consortium (2005) argues that the
purpose of redistributive policies (e.g. BEE) isréalistribute wealth and opportunities regardl€ss o
short-term economic costs to society, and theretasenot necessary to conduct regulatory impact
assessments on such activities. The core of th@sltakes a direct stance against the assertidghe o
SBP Consortium’s argument regarding conducting BhAredistributive policies. This is in light of
arguments by the likes of International Working Groon Administrative Burdens (2004hat
enterprises are more likely to default on compleirc cases where they consider themselves to be
unreasonably regulated. Therefore measures shalgub in place to ensure that this does not

happen. This argument is consistent with the #texal framework that underpins this thesis.

The theoretical framework highlighted a debate ow to approach policy implementation. On the
one hand there are top-down proponents who argateaghlong as there is a good policy in place,
there can be no problems with policy implementati@m the other hand, there are bottom-up
proponents who argue for consideration of policpaets on different stakeholders from the policy
conception stage onward. The core of this thesisaged on the assertions of the bottom-uppers. It
also ties in with the RIA phenomenon presentechinliterature review. A culture of RIA serves to
perpetuate open and informed decision-making ared wide spreading of information, which
complements the presupposition by Public Interesbriists that politicians are in support of open
decision-making processes and they spread infoomatidely about the effects of market results and
regulation (Hertog, 1999T.he Public Interest Theory emanates from the p@sitariant of regulation
which primarily explores economic explanation ofukation and its consequences. Although the
positive variant of regulation has two componetitg private interest theory and public interest

theory, the latter resonates with the argumenthisfthesis.
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54

MAIN FINDINGS

From the two phases of the thesis, the followiyeh main findings emerged:

a.

Tourism Worldhas made changes to its organisational structurerder to accommodate the
requirements of BEE. More specifically, it has greted BEE-related activities into the job
specification of existing personnel, the Head ofmiwistration rather than employing new

persons specifically for those activities.

The administrative burden incurred in the first ryad BEE verification is twice that of

subsequent years.

The direct costs of verification are doubled ifanpany chooses to be verified against both the

generic scorecard and the sector scorecard, he itase oTourism World.

Tourism Worldhas an inflated sense of the administrative buadfeBEE certification. Tourism
World predicted the time and cost to be four times mioaa the actual time spent and cost. Using
the SCM, the actual time spent Bypurism Worldon BEE certification activities in the year
2010/11, amounted to 8.17 hours rather than théd@2s initially estimated, and the overall
administrative cost amounted to R1 244.41 as agR#AP92 initially calculated, a figure that is

at least a quarter of that initially perceived.
The turnaround time for receipt of BEE certificateer the conclusion of audit is two weeks.

BEE verification is complicated by the unavailalyilof BEE certified companies down the value
chain, thus making compliance in terms of suppldificult to prove, since verification agencies

seek this proof in terms of BEE certificates ofgigys.

The BEE certification costs are not substantialughoto impede the enterprises’ local and/or

international competitiveness.

The majority of policymakers are not aware of thastcimplications of policy on private
enterprises. This resonates with the claims opthate interest theorists who claim regulators do
not have sufficient information with respect to ttast, demand, quality and other dimensions of
firm behaviour (Hertog, 2010, p.2).

Policymakers agree that regulatory impact anabfsigild be conducted for all new regulations.

Both the case study respondent and the policymaigree on the necessity by private enterprises

to alter their organizational structures in oraeatcommodate BEE policy.
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k. There is general agreement between policymakersaselstudy enterprise that BEE certification

is the best way of demonstrating compliance withBEE policy.

5.5 OVERALL CONCLUSIONS IN RELATION TO THESIS PROPOS ITIONS

The thesis is based on three propositions, whighglction examines in relation to the combined

findings of the two phases of research.

Proposition 1: The administrative costs of BEE ceification have a significantly negative impact

on the profitability and competitiveness of mediumsized tourism enterprises.

The findings refute this proposition in that whesing the perceived costs of BEE certification by th
case study respondents, they are less than 0.22%e afnnual turnov& Of course the perceived
costs are much higher than the actual costs cééculasing the SCM, thus driving this percentage
down to 0.16% of the annual turnover. Also, theecstsidy respondent justifiably stated that thescost
of BEE certification do not have a significant ingpaon the firm’'s local or even international

competitiveness of a medium-sized tourism entegpris

Proposition 2: Tourism enterprises are not aware othe full extent of the administrative costs of

BEE certification.

The case study findings show that the enterprisgordents have an exaggerated sense of the costs of
BEE certification. To a great extent this meang/thee aware that there are cost implications, but

they do not have an accurate picture of the extkttis.

Proposition 3: Policymakers are not aware of the untended impacts caused by BEE

certification on tourism enterprises.

According to Hertog (2010, p.2), Private Interdéstdry assumes that regulators do not have sufficien
information with respect to the cost, demand, dqualr other dimensions of firm behaviour. This is
further supported by the responses of the policerakwhich show a high percentage of
indecisiveness, especially when it relates to dfieation of impacts of the BEE policy. This is
especially prevalent in Figure 4.14, in which Ha&flthe respondents were shown to be undecided on
the issue of whether the benefits of BEE policywamigth the costs of BEE certification. If the

policymakers show such indecisiveness on the iskaa,this proposition holds true.

2 Which is in excess of R10 million in the casehi$tenterprise.
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Policymakers continue to regulate in spite of theemce of sufficient information in terms of castla
other dimensions of firm behaviour, therefore polgscreating a gap between policy intentions and

policy impacts.

5.6 RECOMMENDATIONS

Although the recommendations herein are basedrtinfys of a single case study enterprise, this
allowed for rich, in-depth information which may beplicable in certain respects to other similar
organizations, more specifically, medium-sized ismr enterprises. Thus said, the following is

recommended:

RIA must be performed for all new regulations There seems to be agreement amongst
policymakers, all of whom are very senior indivitiyahat regulatory impact assessments must be
performed for new regulations. There is therefooase for economic explanation and consequences
of regulation in line with the assertions of the@mamic regulation theory. A study by SBP (2003)
singled out an appropriate regulatory and insthwal milieu as the most important component of a
country’s economic growth strategy, thus callingddoption of a Regulatory Business Practice that

involves institutionalization of regulatory impatsessments.

Although South Africa has over the past few yeakgstigated the case for adopting RIA at central
government level, nothing has been done so faenmd of adopting this part of the South African
policymaking process. It is recommended that thes dalopted and institutionalized at central

government level, and it can filter down to otheardls over time.

Sectoral considerations form part of the RIA Each sector has its own dynamics; it therefore
stands to reason that sectoral considerations ade nwhen performing RIA. The best way for

government to make such sectoral consideratiotigrigach sector to form its own strong lobby

group that is visible so that it forms part of caltesd stakeholders from the onset. Tourism is a
‘cutthroat’ industry, with South African firms corping not only amongst themselves but also with
other global actors that seek to gain as muchsbuorarket share as possible (Mahony, 2006, p.3).
Furthermore, according to SBP (2005), the tourisoia is one of the most heavily burdened sectors
in terms of regulation. The African Executive (20@11) has ascribed this to many tourism firms

providing a diversity of services which are subjecthe authority of a wide range of government

departments in addition to the DEAT.

Against this background it is recommended thattthgism sector organizes itself into a specific

Tourism Regulatory Impact Lobby ForMRILF) that will ensure that that new regulatighat cut
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across the tourism value chain are means testatidagconomic impact on the tourism sector, down
the value chain. With good positioning, this forwauld serve regulators well in terms of a specific

body that represents the private sector when thitgite stakeholder consultations.

Policy consultation must be performed in line with bottom-up theories The post-apartheid
government has emphasized the importance of poblisultation, and even institutionalised this to a
great extent. However, according to the bottomugotists (Hjern, 1982; Hjern & Hull, 1983;
Lipsky, 1980), it is not enough merely to consRiather, what it is more important to use a bottgm-u
approach instead of a top-bottom one. In shoris important for policymakers to identify target
groups and service implementers at the very sfattheo policy process and involve them from the
onset in formulating policies, instead of constthem when policies have already been formulated
as an administrative and political rubber-stampprgcedure. Affected enterprises, lik@urism
World, should be consulted when policies are introdug@ée@. consultation must contain information
with scenario analysis results, showing the possibipact on such enterprises so that sound

contributions to policy can be made.

5.7 CONCLUSIONS AND SCOPE FOR FURTHER RESEARCH

The positive attitude demonstrated Byurism World towards the BEE policy signify that
policymakers have been successful in gaining sudpothe BEE policy and more specifically for
the use of BEE certification as a tool to demonst@mpliance. This buy-in is not only limited to
direct beneficiaries of BEE (previously disadvaeg@gndividuals), but also comes from the private
sector in general, a factor that is important foplementation. This serves the interests of theyol
well, since the positive attitudes towards BEE g®obcy serve to justify the costs incurred in its

implementation.

The findings have shown that there are inaccurategptions regarding the actual administrative
costs of BEE certifications, thus making RIA a c¢alipart of the policymaking process, even if only
to manage the perceptions. Future research orosglybe impact that could be caused by unmanaged

perceptions regarding policy impacts would be usefu
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APPENDIX A:

CASE STUDY RESEARCH QUESTIONNAIRE

4 QUESTIONNAIRE: TOURISM ENTERPRISES h

THE ADMINISTRATIVE IMPACT OF BEE CERTIFICATION ON

\_ /

TOURISM ENTERPRISES IN SOUTH AFRICA
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ENTERPRISE INFORMATION

Enterprise Name :
Respondent :
Gender :

Position of Respondent :

Number of branches:

Number of Employees :

Annual turnover :

Business Activity :

M F Disability: | Y || N
Full-time Part-time

Less than Less than More than

R5 000 000 R10 000 000 R10 000 000

(tick all appropriate options)

Accommodation (hotels, lodges, b&bs,

guesthouses, campgrounds, etc.)

Food and beverage (restaurants, bars, nightclubs,

posh dining rooms, etc.)

Transportation (air, railway, water, ground — car|

rentals, shuttle services, taxicab, etc.)

Adventure, recreation and entertainment

(wildlife viewing, horseback riding, golf , canoeing,
cycling,

hiking, mountaineering, scuba diving,

hunting, marine exploration, parks, dance, etc.)

Which tourism subsectors do you operate in?

Travel trade (travelling agencies, bookings, reservations,

tour operators, etc.)

Attractions

Events and conferences

Tourism services (organizations, associations, government
agencies and companies servicing the needs of the
industry, research work, marketing, tourism education
and information, retail businesses benefiting from
tourism, etc)
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Section 1: ORGANIZATIONAL BEE STRUCTURE

1.1 Do you have a unit undertaking BEE related activities in your firm? Yes No ’7

1.2 If yes

What is it called?

When was it established?

How many personnel does it have?

What is the annual budget for this unit

What percentage of this budget is directly

related to the wagebill?

Would you have this unit if it wasn’t for

the BEE policy?

1.3Ifno

Yes N

Do you have staff in other units that are

dedicated to BEE related activities

If yes, how many

Which unit/cost centre do they fall under?

What is the combined wage bill per annum of

this staff?

Would you have this staff if it wasn’t for the
BEE policy?

Section 2: BEE STATUS

2.1 Is your company in possession of a valid BEE certificate?

Yes No ’7

2.2 If yes,

What is your BEE rating?

Is this your first BEE rating you’ve had?

yes

no

If no, what is your prior rating?

2.3 Which type of verification agency issued your late

two BEE certificates at what cost?

Year | SANAS- Non SANAS-
Fee Pai
accredited accredited
2009/10
2010/11
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2.4 In your opinion, do costs justify benefits of BEE

certification?

Yes

No

25IfnotoQ2.1

verification

If no,
reason for

verification agency

Have you used the same
agency

your past 2 verifications?

what was your

changing

for | yes no

Section 3: CERTIFICATION PROCESS

3.1 How many
process?

people

are responsible

for

overseeing the

BEE certification

3.2 What is the salary range per annum of above mentioned personnel?

Salary Range

Personl

Person 2 Person 3

Person

Above R500 000

R300 001 - R500 000

R100 001 - R300 000

Under R100 000

Volunteers /Learnerships or unsalaried personnel

3.3 How long in advance do preparations for BEE

certification audit start?

selected period ?

9-12 months

6-9 months

3-6 months

1-3 months

Less than 3 months

40 hours and above

24-40 hours

16-24hours

8-16hours

Less than 8 hours
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for BEE verification preparation during the ab



3.5

How long does it take to get BEE

certificate after the audit?

What changes / improvements
would you recommend for BEE

certification process

What is your view of the whole
Necessary Unnecessary
issue of BEE certification?
What is your view of the process of|
Tedious Manageable Very easy

BEE certification?

3.6 What are the steps involved in BEE certification?

PROCESS

BY WHOM

TIME SPENT

OTHER REQUIREMENTS

Position

Average
Salary Level

pm

Requirement Cost

Pre-Registration Activities

Researching verification agencies

Selecting an agency

Sourcing requirements from verification agency

Other Activities:

BEE Certification Audit
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PROCESS BY WHOM TIME SPENT OTHER REQUIREMENTS
Position Average Requirement Cost
Salary Level
pm

Contract an agency

Fill in forms

Collect / print supporting documents

Participate at audit

Other activity:

Other activity:

Other Activity:

Post-Audit

Follow up for feedback

Collect / arrange for delivery of certificate

Circulate /display BEE certificate

Other Activity:
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Section 4: ATTITUDES AND BUSINESS COMPETITIVENESS

4.1 In your opinion, what factors could discourage your firm from

acquiring BEE certificates in the future?

Yes

No

4.2 Are you aware of how much the overall costs

BEE certification? (incl. admin costs a

disbursements)

Yes

No

If yes, how much?

4.3 Are the overall costs of BEE certification process
substantial enough to impede your local

competitiveness?

Yes

No

If yes, please

substantiate

4.4 Are the overall costs of BEE certification process
substantial enough to impede vyour international

competitiveness?

Yes

No

If yes, please substantiate

*THANK YOU FOR TAKING YOUR TIME TO RESPOND TO THE QUESTIONNAIRE*
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APPENDIX C:

LIST OF INTERVIEW RESPONDENTS

Name Company / government unit
represented

V Naidu Calypso Group

S Sibete KZN DEDT: BEE Unit +

KwaZulu-Natal BEE Council

C Manning (Dr)

ECI Africa (National BEE

Council)

R Latchman

PKF BEE Solutions (NEDLAC
BEE Task Team)
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