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ABSTRACT

Local and international research on small entegprigpeaks to the importance of
Small, Medium and Micro Enterprises (SMMES) in adniting to their
respective economies and the potential of theseermiges to generate
employment. The National Small-Business Strategypeposed in the 1995
White Paper on Small Business, was developed ttsta#®e processes of
employment creation and economic growth throughistisg SMMES in
becoming more competitive in the global marketplaBebate as to the
effectiveness of this strategy and the subsequewmtldpment programmes has
given rise to claims of conflict between the goafseconomic growth and
employment creation potential of SMMEs. The purpadgethis research is
therefore to determine links between employmenatme potential and growth
potential through increased competitiveness ofSeuath African SMMEs. Semi-
structured interviews were conducted with owner-agams of each of the
SMMEs. The interviews focussed on issues of cortipetiin the respective
markets, competitive practices, labour issues,neldyy issues and perspectives
on the South African business environment. Addélanterviews were conducted
with a human development consultant and a politi@a municipal level with
experience in small enterprise development. Théiaddl interviews covered the
same broad topics as the SMME interviews but frarspectives removed from
those of the owner-managers. Thematic Content Amgl¢TCA) was used to
extract themes emerging from the interviews fromiciwhlinks between
competitiveness of the SMMEs and employment creapotential could be
drawn. Results show that SMMEs aiming to becomeentompetitive will tend
to limit their dependence on labour to minimisets@nd productivity constraints.
Therefore, the policy objectives of economic growtd employment creation
through SMMEs are divergent. The research addbeddbdy of knowledge on
South African SMMEs and points to the need for ta@d research, particularly
in developing up to date statistics on the SMMEecoy.
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CHAPTER 1 - INTRODUCTION

The following chapter presents the background antivation for the research as
well as the research question, hypothesis and hfextives and constraints. The

chapter closes with a description of the layouhefreport.

1.1 Introduction

It is widely agreed that small and medium entegsriare vital to the economic
development of all countries through their direghtribution to the economy as
well as their employment creation potential. SiR@00 the unemployment
figures in South Africa have averaged about 26%hef labour force (persons
willing and able to work). This has very seriousmamic and social implications
for the country. President Jacob Zuma stated in2Bikl State Of The Nation
address that job creation is at the centre of gowents economic policies and
has also acknowledged the importance of small amdlium enterprises in
creating employment [RSA (2011a)]. The presidemthfer acknowledges that,
despite South Africa’s industrial development pelic— which focus on tradable
sectors with high labour absorption and low skiliensity characteristics [RSA
(2008)] — and the associated focus on competits®neis also important to keep
up with international technology trends to “expla@bmparative advantages”
[Merten (2011)].

The National Small-Business Strategy, as proposetia 1995 White Paper on
Small Business, was developed to assist the presesswealth redistribution,
employment creation and economic growth as welltasdevelop relations
between small enterprises and assist them in begombre competitive in the
global marketplace. However, the impact of thisatsgy, and the support
programmes instituted as a result, on the develapwfesmall business in South
Africa is unclear due to a lack of comprehensiveadan the sector. Also, the
SMME economy has been found to have made only dl smatribution with

regard to employment creation because most smadirgises do not grow.

Furthermore, the support programmes tend to masyst medium and small-



sized businesses who tend to follow a pattern bfegs growth rather than
assisting micro enterprises and the informal sg&ogerson (2004)].

There seems to be major incongruities in the Saifiikan economic sphere. The
unemployment rate is extremely high yet labour ldmsgur employees’ rights
over employers, a factor strongly hampering empleyincreation. Business
formations and development of small business isidened key to the economic
targets of South Africa yet over-regulation and tage hamper entrepreneurship.
The major decline in many South African industri@gst notably textiles, due to
cheap imports is acknowledged yet no protectiomaentives are offered to local
businesses. All development is seemingly lost inaae of political posturing,

administrative bureaucracy and corruption.

The researcher has an invested interest in thel fmsihess economy of South
Africa, through participation in a family busineggself an SMME). The
researcher therefore has obtained experience déntta#l business economy and
has been afforded a certain insight into many efgéneral characteristics as well
as the idiosyncrasies of small businesses in Sdéidtita. Furthermore, the
researcher previously completed an undergraduaseareh project on the
applicability of lean manufacturing principles touh African SMMEs, which
stimulated further interest in the SMME economy amherated the questions

which would inspire this study.

1.2 Background and Contextualisation

Government, through the DTI has recognised the rapbrole SMMEs play in
job creation, economic growth and equity in Soufhic& [RSA (2005)] and has
therefore developed several support programmeSMIEs. These programmes
include the Centre for Small Business Promotion BB National Small
Business Council (NSBC), Ntsika Enterprise Promotidgency and Khula
Enterprise Finance [Bulletin Online (2001); Kesfi2602)].

These support programmes, originally proposed ey 1895 White Paper on

Small Business as the ‘national small-businessesjyq were proposed with the



primary objective of “creating an enabling enviramh for small enterprises”.
The more specific objectives of the national srbakiness strategy are as

follows:

« To help facilitate wealth redistribution.

* Employment creation.

* Encourage economic growth

* Develop relations between small enterprises

* Level competitive advantages relating to orgamsesize

Debate has since arisen as to the validity of tlodgectives and in particular the
objectives of economic growth and employment coeatiDorfling (2001)
addresses this issue stating: “With the governrpenteiving SMMEs as agents
to address three key objectives — namely, employmenmotion, redistribution,
and the improvement in international competitivenes there is a serious
challenge in attempting to balance these needssp&e(2001) reported that much
of the growth that takes place in the SMME econaings not directly create
employment. In her 2002 PhD, Kesper proposes that of the goals -
employment creation and economic growth througérirgtional competitiveness
- are conflicting ie. International competitivenasgay only be achieved at the
expense of employment creation. Furthermore, thrargpirical research Kesper
(2002) observes that South African SMMEs which agle to compete
internationally are highly unlikely to create emyieent for the unskilled majority
of workers. Also, Rogerson (2004) notes a recurtivggne in identifying reasons
for failure in the implementation of SMME policieghis is a lack of clear
selection criteria for support programmes as altresudifferent development

objectives (competitiveness, poverty alleviatiod &lack empowerment).

Therefore, a mismatch exists between the modeh@fSMME used by policy
makers in South Africa and the true nature of Soifiican SMMESs, which
produces conflict between the intended effect oNEVisupport policies and the

reality of their implementation.



1.3 Motivation for the Study

The importance of SMMEs to the economy of Southicafris not in doubt.
Enough research, both local and international, text® confirm this fact.
However, there is still debate as to the extenthes contribution in terms of
factors of employment creation, skills developmémbovation, competitiveness,
and wealth redistribution and BEE in the case aft®@frica. Information on the
SMME sector in South Africa is particularly poorthvivery little statistical
information available on the sector. Despite argjrobend SMME research since
the inception of the 1995 White Paper, many isswesnd SMME characteristics,
and SMME development, in South Africa remain reky unclear.

Therefore more information on the dynamics of SoAthcan SMMEs with

regard to competition and employment creation iguired. As the body of
knowledge on South African SMMEs grows, more specjtiestions will emerge
for research, and development policies may be ftated with a greater
understanding of the SMME environment in South @griMore specifically, this
research will add to the debate on social and eaoanaoontribution of SMMEs
and potential of SMMEs to create employment ang hel propel the country

economically.

Finally, much of the motivation for this researshpersonal. As a South African
native any development prospects which could doutei to economic and social
upliftment of this country hold a personal interesthe researcher. Furthermore,
personal involvement and investment on the parthefresearcher in a SMME
increase this interest and desire for developménthe South African small

business economy.



1.4 Research Question

The research aimed to answer the question of whetheot the objectives of
economic growth and employment creation — as irgdnidy the 1995 White
Paper on Small Business - are conflicting or wheihes possible for South
African SMMEs to achieve both.

More specifically, the research aimed to deterntioe&s South African SMMEs
compete, how they may become more competitive (btgbally and

internationally) and make an increased contributioneconomic growth, and
whether this will directly or indirectly make a pidge or negative contribution to

employment creation.

1.5 Research Hypothesis

The research hypothesis is divided into sub-hysste

e The market environment for SMMEs is becoming mommpetitive,
especially with imports from the East (The East i used as a general term
referring to countries including China, Taiwan &ualth Korea).

« In order to compete in a global marketplace SMMB&gehto offer superiority
in all competitive dimensions though particular orance should be placed
on price.

* The business environment in South Africa is becgmuery restrictive,
especially for SMMEs.

* As South African labour becomes less productive amore expensive
SMMEs will tend towards minimizing labour througbss labour intensive

practices to improve their competitiveness.
These lead to the main hypothesis:

If South African SMMEs are to compete successfullya global marketplace,

their ability or capacity to create sustainable Eyment will decrease.



1.6 Objectives

The main objective of this study was to use prattexamples to evaluate the
theoretical characteristics of SMMEs and therebglys® concepts relating to
competitiveness and employment creation. The ®estduld then be used to
establish possible conflicting or interdependerdlg@nd objectives with in South
African SMME development policies.

Specific objectives to be met in the course ofrsmarch were as follows:

e To understand and analyse the desired outcomdedf395 White paper on
small business and National Small Business Stratiegstablish context for
the research.

* To establish the current state of SMME support @utB Africa. This is not
critical to answering the research question butjsortant to add to the body
of SMME knowledge in South Africa.

« To examine theory on small enterprises, employmetreation,
competitiveness and application of technology in NEB4. These topics
provided context and a reference for the resulth@field research.

* To undertake field research to gather data on p&oes, attitudes and
experiences of small business owners relating tepetitiveness, employment
creation, use of technology and the South Africasitess environment.

* To analyse the data in the context of economic sowal development of
South Africa and extract themes regarding competigss, employment
creation and use of technology.

* To use the research data and theory to determera&ldrand potential of
technology usage and the business environment uthS&frica to influence
competitiveness of SMMEs and the consequenceseskitfior employment

creation.

In completing these objectives it was expected ¢hesr and relevant conclusions
and recommendations could be made which would adidet body of knowledge
on South African SMMEs and identify potential fatdre research.



1.7 Assumptions and Limitations

The research is exploratory and therefore is neenoed to draw definite
conclusions. Instead, the hypothesis was testedgieneral sense with the aim of

recommending further research.

For the purpose of this research project the defimiof a SMME was developed
based on the definition according to the Natiomal® Business Act (No. 102 -
27 November 1996). The applicability of this resbar including the
recommendations, is therefore constrained by thfimidion.

A common theme in much of the research on smakrprises is the lack of
reliable statistical data available on the smaBibess economy in South Africa.
Data which is available is often older than 10 geahich, along with variability
in data from different sources, raises doubts dkdaccuracy or relevance of the
data. The lack of statistical data makes it diffitca contextualise SMMEs within
the total economy, establish their contribution importance or establish a
comprehensive demography of the small businessoecpnThis is a problem for
researchers and policy makers.

Information on South African SMMEs is fairly limdeand also tends to be dated,
especially with reference to development programamesinitiatives implemented
by government since the publication of the Whitgpdtaon Small Business in
1995.

This research is exploratory and therefore it wasidkd that a small sample of
respondents would be used from which more comps#emata could be drawn
rather than a large sample with little data pepoeslient. Although this approach
is more applicable to the objectives of the studylaes limit what types of

information or conclusions may be drawn (ie. ndistigal analysis) and also
requires that more caution is exercised with regardrawing conclusions based

on the processed data.

Although an attempt was made to interview owner-agans across the range of

enterprise size and industries this was not passdntd upon review the



biographical characteristics of interviewees tendedvards manufacturing

organisations in the small to medium size group.

1.8 The Engineering Approach

Some may question the relevance of this researtiietaorld of engineering with
its focus on principles of economics, managemedtaspects of sociology. The
definition of industrial engineering, provided byet South African Institute for

Industrial Engineering, is as follows:

“..the field of Industrial Engineeringleals with the engineering of industrial or
industrious undertakings. Modern Industrial Engriveg is concerned with the
integration of resources and processes into cobesirategies, structures and

systems for the effective and efficient productidmuality goods and services.

It draws upon specialised knowledge and skillshia mathematical, physical,
behavioural, economic and management sciences ases fthem with the
principles and methods of engineering analysesdasign to find optimal and
practical solutions, which contribute to the suscassd prosperity of an industrial
undertaking, thereby making a fundamental contidoutto the creation of
wealth.” [SAIIE (2012)]

The relevance of such work to the field of indudtengineering is clear from this
definition as it involves developing knowledge oehhvioural, economic and
management sciences in order to seek answers egtdrd to issues influencing
the success, prosperity and creation of wealthmallsbusinesses and the South

African economy.



1.9 Project Layout

This research report is divided into seven cha@edsan appendix as follows:
Chapter 1 - Introduction

Chapter 1 presents the background and motivatiothoresearch as well as the
research question, hypothesis, objectives and i@ontst and the relevance of such

a project to the field of industrial engineering.
Chapter 2 — Literature Review

The literature review provides a historical ovewiand introduction to SMME

evolution in South Africa. The first section coveitse evolution of SMME

support in South Africa. This section provides estito the SMME environment
in South Africa as well as a current review of SMIglipport policies which have
changed significantly over recent years. The sesmution provides a review of
literature relating to aspects of SMMEs includirtdaracteristics, importance,
employment creation potential and issues aroundpetitiveness. Also included
are theories on employment creation, competitivea®sl use of technology with
particular reference to SMMEs.

Chapter 3 — Research Methodology

This chapter covers the methodology of the rese&efinning with a brief
introduction to restate the research questiongovied by a description of the
research instruments, sample and research procetlueechapter ends with a

description of ethical considerations to be conside
Chapter 4 — Analysis and Results

This chapter presents the results of the fieldareteincluding the biographical
data on the respondents and the results by wdeafdtic content analysis.

Chapter 5 — Discussion

This chapter begins with a discussion of the theemesrging from the thematic

content analysis procedure, followed by a discussioemployment creation and
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competitiveness, a review of the state of SMME tgwaent in South Africa and

a philosophical response to the research.
Chapter 6 — Conclusions and Recommendations

This chapter presents the conclusion to the reseactuding the final evaluation
of the research objectives which were met, theiooation of the hypothesis and

recommendations for future research questionsngrisom the research.
Chapter 7 — References

This chapter presents the full list of referencesduin the research report.
Appendix A

Appendix A gives a summary of the elements of thaidhal Small-Business
Strategy and a list of current SMME support progras available in South

Africa.
Appendix B

Appendix B includes the SMME classification scheda$ well as several SMME

sector statistics for South Africa.
Appendix C

Appendix C gives the guidelines for the interviemisich were conducted as well

as the initial stages of the Thematic Content Asialy
Appendix D

Appendix D gives full transcripts from the interwie® conducted with SMMESs as

well as the alternate interviews.
Appendix E

This appendix gives the full biographical infornoatiof each of the respondent
SMMEs.
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CHAPTER 2 — LITERATURE REVIEW

The literature review provides a historical ovewiand introduction to SMME

evolution in South Africa. The first section coveitse evolution of SMME

support in South Africa. Sections of this did natedtly influence the research
question but did provide context for the SMME eariment in South Africa as
well as a current review of SMME support policiedieh have changed
significantly over recent years. The conflict betweemployment creation
potential and competitiveness of SMMEs is raisethis first section. The second
section provides a review of literature directlyfluencing the research and
relating to aspects of SMMEs including: charactass importance, employment
creation potential and issues around competitiveengso included are theories
on employment creation, competitiveness and useeafology with particular

reference to SMMEs.

2.1 Small Enterprise Development

This section on small enterprise development conteemith a history of small
enterprise development in South Africa followed neyiew and analysis of the
major developments in small business developmelntig® and programmes in
South Africa since 1995.

2.1.1 History of Small Enterprise Development

During apartheid small enterprise development vaagely neglected and, in the
case of black entrepreneurs, actively discouraBedy et al (2002)]. Alec Erwin,
minister of Trade and Industry (1996 — 2004) adskdghe topic of the neglect of
SMME development at the 12th CDE deBateHe attributes this
underdevelopment to a systematic programme, impigde throughout the
1960s, to reduce the scope for SMME developmentSauth Africa. The

dominance of the large conglomerate mining houses their hold on the

! The Centre for Development and Enterprise (CDE} bebates intended to air issues underlying
the relevant topic and raise attention to the enajs to be met by the key players and policy
makers.
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economy, as well as the close association of g@vauth African banks and
large enterprises, was proposed to be the drivangefbehind this programme. As
a result, years of potential SMME development west and that sector was left
with severe structural constraints. [CDE (1999)]jsTpolitical disinterest in the
SMME economy was reflected in research taking phkagéin various South
African institutions (Business schools, universtgmmerce departments etc.).
[Berry et al (2002)]

Only in the early 1980s, with the establishment tbe Small Business
Development Corporation (SBDC) did government begirtake an interest in
small enterprises and only by the late 1980s did ititerest transform into a
racially unbiased initiative to promote small besa [Berry et al (2002)]. This
led to resurgence in SMME research and literatbi@wvever, Bloche & Daze
(2000) note that in the early 1990s there was “Binmo existing public small,
medium- and microenterprise (SMME) support infrastinre for the country” and
the first real drive to promote small enterprisenean the form of the 1995 White
Paper on Small Business.

2.1.2 White Paper on Small Business

In 1995 the Department of Trade and Industry (Diublished the White Paper
on Small Business which laid out the departmentsitesgy for small enterprise
development named the National Small-Business egfyatThe goals of the

National Small-Business Strategy, as proposedamitite paper, are as follows:

“Facilitating greater equalisation of income, welalt and economic
opportunities”. This relates to black empowerment issues asasettrengthening

the labour-absorptive process in micro and surigvahterprises.

“Creating long-term jobs” This relates to development of SMME operators to
decrease mortality rates of SMME upstarts and tisbtihe capacity of SMMEs to
create long-term jobs.
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“Stimulating economic growth”This refers to the development of SMMEs, and
the SMME environment, to enhance their contributimn overall economic
growth.

“Strengthening the cohesion between small enteegtis This refers to
development of formal networking between SMMEs witbectors, industries and
regions to jointly address developmental obstacdesl obtain collective
efficiencies

“Level the playing fields between bigger and snimisiness” This refers to the
adjustment of the imbalance in favourable markgioofunities, regulations and
competitive structures between large and smallrprises as well as greater co-

operation between the two.

An additional objective is to improve the abilitismall business to withstand the
demands of modernising local and global econormmesgéobalisation in terms of

increasing competition.

2.1.3 Review of the Elements of the National Smalusiness Strategy

The 1995 White Paper encompasses all aspects dif amberprise support, both
financial and non-financial, which was conceivedha time and notably is not
limited to financial support. It does not includeesific programmes for small
enterprise support but rather details all the fothet support should take. See
appendix Al for a summary of the elements of theiddal Small Business

Strategy.

Rogerson (2004) notes three specific strategiciderations for the White paper,
being: Formalising the government’s new strategydeveloping small business;
addressing inequalities in business as a resapaitheid; and establishing a new
set of support institutions, on a broad level,upport, coordinate and monitor the

development of the small business sector.

Much of the small business strategy addressedeinthite Paper is based upon

small businesses interaction with other enterpris@sll and large, and much of it
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refers to the responsibility of private enterprsed NGOs to develop small
businesses. Although it is likely to be benefit¢@lexisting private enterprises to
develop small business to create a stronger econanty enable greater
consumption of their products and services, thesetits are not direct and it is
questionable for so much emphasis to be placedivate sector support [Berry
et al (2002)].

A strong point of the White Paper is constant @imn for empowerment of all
previously disadvantaged people within the bounfdeconomically sustainable
activities and enabling emerging enterprises tdebetompete with established
enterprises. Also, emphasis is placed on the needfdée for service culture”

where businesses are expected to pay for servibehwovernment provides.
This encourages businesses to become self reliadt iaspires greater

competitiveness.

Rogerson (2004) and Kesper (2002) acknowledgethigatVhite Paper does take
into account South African peculiarities in its ipas; however Kesper (2002)
further notes that these policies still largelyreh international best practice with
regards to policy objectives and the design of slpport framework. The

applicability of international SMME experiences ttee South African SMME

sector is questionable due to various socio-econdactors. As noted by Kesper
(2002), experience of business development poliniesany industrialising Asian

economies has limited applicability in a South &ém context as South Africa is
unlikely to follow a similar growth trajectory. Sitarly, experience of business
networking, which features heavily in the White apas achieved in many
Western European nations does not account for bvased trust concerns
prevalent in South Africa. Kesper (2002) poses fadditional criticisms of the

White Paper:

» Partly conflicting objectives which are not assig@ehierarchy of importance.
Kesper proposes that two of the objectives - emmpky creation and
economic growth through international competitive@ne are conflicting ie.
International competitiveness may only be achiewtdthe expense of

employment creation. Furthermore, through empinieakarch Kesper (2002)
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observes that SMMEs which are able to competenatemally are highly
unlikely to create employment for the unskilled aray of South African
workers.

No prioritisation of target segments in terms ofiabgroups i.e. affirmative
action, or business groups ie. SMME subcategories.

Based on the development of the SMME economy betlezWhite Paper in
1995 and Kesper's observations in 2002, the dewstop capacity proposed
in the White Paper is questionable. Kesper raisestd as to the ability of
existing SMMEs to create employment and of emer@hMES to sustain
employment. For these reasons it is suggestedhéatotential contribution of
SMMEs to the economy has been overrated.

Kesper argues that the White Paper promotes SMMEldement through
removing small enterprise constraints rather thampting conditions under
which SMMEs grow. This approach may neglect certanditions to which
SMMEs are well suited, such as opportunities agiéiom gaps in the market,
but may be overlooked due to a lack of managemieiis.sOther similar
issues include interpretation of signals of growtlihe market or analysis of

suitable growth paths.

Following the various elements of the National S+Baisiness Strategy, as

conceived in the White Paper, is the implementagjoproach for the strategy.

2.1.4 Approach of the National Small-Business Stragy

The initial approach of the National Small-Busin&sategy was to establish a

four-pronged institutional framework to implemeimmetstrategy and drive the

development of small enterprises in South Africlae Tour institutions making up

this initial framework were:

Centre for Small Business Promotion (CSBP): esthbti to ‘co-ordinate,
monitor and evaluate the implementation of thetasgy@ [RSA (1995)].
National Small Business Council (NSBC): establisthed‘democratise the
issue of small business development” [Kesper (400®)representing small
business in the process of government policy dgveént [Dorfling (2001)].
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* Ntsika Enterprise Promotion Agency: establishedptovide technical (or
generally non-financial) support to SMMEs [Ntsik®99)].

 Khula Enterprise Finance: established to providearftial assistance to
SMMEs [Kesper (2002)].

The DTI introduced various additional initiativesmad at developing the
competitiveness of the SMME sector [DTI (2005)].e%h initiatives were/are
administered by the DTI or one of its associatestitutions (most notably the
Industrial Development Corporation (ID¢)[Kesper (2002)]. These initiatives

include:

e Standard Lease Factory Building Scheme: Intendatdake general purpose
factory buildings available for SMMEs to lease.

* Small / Medium Manufacturer Development Program@ensisting of a tax-
exempt establishment grant as well as a skills aaggogramme to finance
approved training programmes in terms of the 19dBs®evelopment Act.

 Small / Medium Enterprise Development ProgrammetaAge of services,
most notably a cash grant for new investments paeding operations, which
aims to create wealth, generate employment, devetdpepreneurship and
promote empowerment in South Africa [TradelnvesitBd&frica (2007)].

* Emerging Entrepreneur and Economic Empowerment rBese Financing
schemes for start-ups and black entrepreneursdeteto create and develop
small business and encourage job creation. [ETO480

* Venture Capital Scheme: Financial backing for vesguwith good growth
potential intended to promote product innovatiorbfvidi (2011)].

* Normal Finance Scheme: Provides low interest fupdiaring for expansion
of a business which can show reasonable potestiains [Sekoala (2008)].

» Short-term Export Finance Guarantee Facility: Rtegian arrangement with
the Credit Guarantee Insurance Company (CGIC) fergmd post-shipping
finance guarantees for small businesses. Thistéhded to promote import

and export by small businesses [Sekoala (2008)].

2 The Industrial Development Corporation (IDC) issalf-financing, national Development
Finance Institution which aims to promote econogriewth and industrial development in South
Africa.
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* Export Marketing and Investment Assistance ScheRwvides financial
assistance for small businesses undertaking aetivaimed at developing the
export market or encouraging direct foreign invesiminto South Africa
[Sekoala (2008)].

Provincial SMME desks were established with the afmensuring provincial
representation of SMME interests and contributimgthin their respective
provinces, to implementation of the national SMMEategy. The main task of
these provincial desks is to link national progragsn(sector specific or general)
with regional bodies within their respective praes to facilitate implementation
of the programmes as well as to establish a corepsete database of SMMEs in
their province which may be used as a basis focyahanges [Kesper (2002),
Sekoala (2008)].

Finally, the approach by which the White Paper siows much of the
implementation of the National Small-Business 8ggtbeing carried out is the
network of Local Business Service Centres (LBSTkg White Paper envisioned
a network of Local Business Service Centres (oraL&ervice Centres) which
was intended to enable small enterprise suppastn fgovernmental and non-
governmental agencies, to reach all areas of SAfrtba. These LBSCs, which
could be established by any SMME support agenclpaal business initiative,
would need to be accredited with the SBDC to bgildé for government support.
This would also allow acceptable standards or sertd be maintained. The
services provided by these centre’s include busine$ormation, business
management advice, aftercare and networking ta edgr@ice providers [Bloch &
Daze (2000)]. The support offered by LBSCs was ®amed to expand,
incorporating services such as, inter alia, trgnamd mentoring, business plan

preparation, marketing support and strategic pestmg support [RSA (1995)].

Molapo (2007) and Rogerson (2004) note that LBS@sewntended to be the
primary vehicle through which non-financial suppdrom Ntsika, would be
provided to SMMEs. The White Paper notes the ingm¢ of LBSCs in the

following statement:
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“Compared to all other policy areas forming parttoé national strategy, the
establishment, maintenance and gradual expansiamafional grid of LSCs will
constitute the most important vehicle for smallibass support in the near future
and it is likely to demand a substantial shareudflic sector funding for the small
business field. It should, in fact, be the one paogme that can best help to
integrate services available for small enterprégdabe local level.”

2.1.5 Review of the Approach of the National SmaBusiness Strategy

Common themes appear in various authors’ analyseSMME development
programmes (ie. The approach of the National SBwadliness Strategy). These

themes include:
Knowledge of Support Programmes

Kesper (2002) observes that awareness of the pgestef SMME support
initiatives, among new and existing SMMEs, is vdéoyw. The same fact is
observed by Dorfling (2001) and Berry et al (200Bgrry et al (2002) further
note that the inability of support institutionsrise awareness of their existence
and purpose is one of the main factors contributsmgpoor implementation of
SMME policy measures. Another contributing factthe opinion many SMMEs
share, noted by Dorfling (2001) and Kesper (20@Bat government support
initiatives do not favour small business. This idiatorical based perception
stemming from the lack of small business promotmior to 1994 [Kesper
(2002)] and the dominance of large organisatiomstiularly mining houses) in
the economy [CDE (1999)].

Difficulty in obtaining assistance

Following from the poor awareness of SMME suppatigies, is the difficulty
SMMEs experience in obtaining support. Kesper (200@tes both the high
opportunity costs, associated with owner-manag@ending time accessing
support, and the cumbersome application processeactessing support, which
are often unclear and plagued with bureaucratid t@pe’. Dorfling (2001)

attributes these problems to ineffective coordoratiwithin government
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departments, manifested in poor staffing capaadty dupport institutions and
subsequently ineffective budget allocation.

Discontinuity of support programmes

Many institutions established to provide suppoSMMES, since the inception of
the National Small-Business Strategy, have beenodiswued. Kesper (2002)
explains that the novel nature of SMME supportaut8 Africa is responsible for
this. Many institutions are experimental and therefif they are underutilized or
lose funding they are often discontinued. A consege of this, noted by Berry et
al (2002) and Kesper (2002), is the changing nabfireervices provided by the
surviving support institutions. Institutions taken oroles (services) from
discontinued institutions or revise requirementsedoterprise eligibility for their

services.
Capacity for providing support

Dorfling (2001) notes the lack of capacity in thepgort institutions and the
subsequent limitations in establishing and impletmgnnew, updated policy
initiatives. Another factor, in terms of capacity support institutions, is the
geographical spread of support throughout the cguorfling (2001), Kesper

(2002), Berry et al (2002) and Rogerson (2004) rtbe incongruity of the

geographic spread of SMME support institutions #rel geographic spread (or
concentration) of SMMEs. Particularly, there sedmd$e a lack of support to
rural areas and smaller business centres and asomeentration of support in

main business centres.

2.1.6 The National Small Business Amendment Act

Following a review by the DTI of small business eepment policies in South
Africa, an amendment to the National Small Busingésswas developed [RSA
(2003a)]. The introduction of this act was a resuiit observations of poor
operational capacity of the support programmes iastitutions making up the
National Small Business Strategy [Mazwai (2009}jisTamendment act removed

provisions made for the National Small Business ri@du which had been
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liquidated in 1998, and is therefore no longer xisence. Furthermore, the
amendment act presented a reorganisation (througgordinuances and new
establishments) of some support institutions. Mt&kterprise Promotion Agency
was merged with the National Manufacturing Advis@gntres (NAMAC) and
the Community Public Private Partnership Prograni@RPP) to form the Small
Enterprise Development Agency [SEDA (2006)]. AshwNitsika, SEDA was
established to provide non-financial support to SEEMA revision was however
made by the amendment act to modify the mandatdtsika and subsequently
SEDA. The National Small Business Act makes providior Ntsika to provide
“other non-financial services” [RSA (1996)] howeyéne amendment act states
that this has resulted in an overlapping in funiof Ntsika and the DTI. The
amendment act therefore proposes that this previsisemoved to allow Ntsika
(and subsequently SEDA) to increase their stratiegigs for the benefit of small

enterprise development [RSA (2003a)].

2.1.7 Current State of SMME Support

As previously mentioned, many SMME support insiins are largely
experimental and subsequently the SMME supportrenment has changed quite
drastically since the inception of the National 8rBaisiness Act. A summary of
support available to SMMEs in South Africa, as mi®d in the 2010 National
Directory of Small Business Support Programmes hey DTI, is provided in
Appendix A2.

2.1.8 Vision for Small Business Development

The DTI undertook a process of review, consultati@search and refinement
with regards to the existing structure of SMME suppn South Africa and

subsequently, in 2003, produced the Integrated ISBwainess Development
Strategy (ISBDS). This is the vision the DTI has $MMEs for the period from

2004 to 2014.
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The objectives to be pursued during this period are

* Increasing SMME contribution to the economy.

* Address the big/small and urban/rural disparitiesMeen businesses which
restrict entrepreneurship.

* Create sustainable long-term jobs in the SMME secto

« Ensure an equitable representation of disadvantaged previously
disadvantaged people in the SMME sector.

* Improve competitiveness of SMMESs to improve SMMBsn@éstic and export
markets.

* Improve SMME-government communication.
The strategy which the ISBDS follows has three sjetirections:
1. Promoting Entrepreneurship.

Government will promote entrepreneurship througlvettgoment of a policy
framework and business environment which is cond@u¢o entrepreneurship.

Specific actions to be taken include:

* A national entrepreneurship promotion campaign fimgo attention to the
value of entrepreneurship to the country and eragmirmore people to
become entrepreneurs.

e Launch a government administered entrepreneurstugr@amme to provide
integrated support to entrepreneurs.

* Adopting a national franchising strategy for smhbiisiness development
which will expand franchising opportunities and tdyute to job creation and
economic empowerment.

» Better access to information and advice for enaegurs.

* Providing platforms for entrepreneurs to join besi& associations for

networking purposes.
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2. Unlocking potential through better business enviroments.

A common barrier to growth for small enterpriseshe market in which they

operate. Many markets are still biased to largeerpnses and may unfairly

exclude small enterprises. Government aims to ingthe business environment
for small enterprises in terms of developing srealierprises place in the market
as well as addressing the regulatory environmeriietanore sensitive to small
enterprises. This will be achieved through:

» Creating a regulatory environment which is morednsitive small-business.

« Improving labour relations for small businessedhst legal obligations may
be met in a more efficient cost sensitive manner.

* Improve small businesses access to local and atienal markets.

* Develop more effective incentives for small bussegpport programmes.

3. Promoting more competitive small businesses.

To become more competitive in local and internaianarkets, small businesses
not only require development of supply side factsush as infrastructure and
access to finance and technology, but also intefaefiors such as business
management and technical skills. These factors mpkéie competitive capacity
of small businesses, which government aims to ingrhrough the following

measures:

» Developing technology transfer and incubation suppgervices offered to
small enterprises.

» Developing programmes offering access to finanae simall enterprises,
particularly micro enterprises through the estinlient of a fund specifically
for micro enterprises (APEX fund) and developmehthe AltX — the JSE
securities exchange listings for small and mediirmdsenterprises.

« Developing programmes focusing on skills accessdaw@lopment for small
enterprises. The focus is to make these servicese demand oriented,

business oriented, and competitively focussed.
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* Promoting research on the small business sector iamgtoving the

dissemination of results to affected or interegtadies.

The ISBDS recognises that different categories MMEs have different
characteristics and requirements and identifiegethtategories which require
special support. These are:

* Micro enterprises — Often informal in terms of mdgation, licenses and
premises with only one to two employees and a lmeriyed capital base.
* Small businesses in high growth sectors.

* Black-owned and managed small and medium entegprise

Special note is made of the fragmented nature oM&Msupport policy and
programmes in the years prior to 2004. The ISBDSmumtes coordinated,
accountable and well focussed support for smalerenses as key to future
development. Achieving these characteristics isissmved through three

initiatives:

* An Interdepartmental Committee on Small Businesnsuring coordination
between national and provincial governments in dssuegarding small
business.

e The National Small Business Advisory Council — ghg attention to
important issues regarding small business and caoringe on the
effectiveness of support programmes.

* The Small Business Development Agency — acting dsli@ery mechanism

for the complete range of non-financial supporviees to SMMESs.

[RSA (2003b)]

2.1.9 Summary

SMME development in South Africa is still at a veearly stage given the
historical neglect of the sector. Recognition & tmportance of this sector and

active promotion of SMME development only came dhwith the publication of
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the 1995 White Paper on Small Business. The WhapeP laid out plans
envisioned for SMME development in the form of tdational Small-Business
Strategy. The goals of this strategy include elesen black empowerment, job

creation, economic growth, global competitivenass lausiness interaction.

The developmental elements making up this Nati@mahll-Business Strategy are

as follows:

» Creating an enabling legal framework

» Streamlining regulatory conditions

* Access to information and advice

» Access to marketing and procurement

» Access to finance

* The physical infrastructure

» Training in entrepreneurship, skills and management
* Industrial relations and the labour environment
« Access to appropriate technology

* Encouraging joint ventures

» Capacity-building and institutional strengthening

+ Differential taxation and other financial incentve

This strategy covered all aspects, financial and-fireancial, of small business
development conceivable at the time of publicatiinhas a strong focus on
interaction of enterprises and organisations, siadl large, public and private.
Another strong focus is on empowerment and equitylstv developing an

enterprising culture. Some authors have, howewsn eritical of the vision and
goals of the strategy, stating that they presenflicting goals or objectives and

have no clear prioritisation or hierarchy of thgsals.

The initial approach of the National Small-BusineSgrategy included the
establishment of an institutional framework consgstof the: Centre for Small
Business Promotion (CSBP), National Small Busin@ssncil (NSBC), Ntsika
Enterprise Promotion and Khula Enterprise Finaidso, a range of additional

initiatives, administered by the DTI or IDC, wenatroduced with the aim of
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developing the competitiveness of the SMME sec@mpleting the strategy
were a network of provincial SMME desks and LocakiBess Service Centres
(LBSCs) linking national and provincial SMME orgaations and acting as the

implementation instrument of many of the suppaittatives.

In various analyses of this approach the followthgmes hampering SMME

development become apparent:

* Knowledge of Support Programmes is very limited.
 SMMEs have difficulty in obtaining assistance.
* Many support programmes have been discontinued.

» The capacity of many institutions for providing popt is limited.

Following a review by the DTI of small business e@epment policies in South
Africa, an amendment to the National Small Busindss was developed. This
amendment called for the formation of SEDA which, the long-term, is
envisioned to become a ‘one stop shop’ for all SM#dipport both financial and
non-financial. In its initial state however, it Wiprovide a large range of non-

financial only support services.

In 2003 the DTI published the Integrated Small Bass Development Strategy
(ISBDS) which is the vision for SMMEs for the petierom 2004 to 2014. The
goals of this strategy are specific areas of isterehich SMME development
programmes have not adequately addressed includijpdp creation,
empowerment, competitiveness, economic contributmmmunication and

interaction with government.

The lack of success of SMME support since publicatf the White Paper is
evident by the instability of the support environmhand the fact that the goals set
by the White Paper have not been achieved to afisemt extent. It is proposed
that the goals of the White Paper, and the subsegudicies, are conflicting and
this may a reason for the slow development of thid& economy. A review of
SMME economy is required to inform the research competitiveness and
employment creation in SMMEs which will be abledstablish if the goals are

conflicting. This review is given in the followirggection.
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2.2 Small, Medium and Micro Enterprises (SMMES)

With the amount of small-enterprise related rede#nat has taken place over the
past 20 years, much has been written about theactesistics of SMMEs and
their success factors. This section presents thmittn, characteristics and
influence of small enterprises as well as aspettengployment creation and
competitiveness with specific reference to SMMEs.

2.2.1 Definition of SMMEs

Generally, enterprises may fall into one of threee sclassifications: small,
medium or large enterprises. When specificallyrrefg to smaller enterprises the
abbreviation SME is most generally used (meaningllsrand/or Medium

Enterprises). In South Africa the prominence ofyvemall, often survivalist

enterprises, has led to a fourth enterprise siassdication — micro-enterprises.
Therefore, in South Africa, the abbreviation used describing the small
enterprise economy is SMME (Small, Medium and MiErgerprises).

The characteristics used to define small enterprisgy between countries. In
South Africa SMMEs are classified by three chanasties of the enterprise:

number of employees, total annual turnover and grtass asset value (excluding
fixed property). These size classifications arehier defined by the sector in
which the enterprise operates to account for thguennature of each sector. An
extract of the classification schedule as defimredhie National Small Business
Amendment BiIll, revised from the National Small Biess Act (No. 102 of

1996), is given in Table 1 below. The full schedslgiven in Appendix B1.
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Table 1. SMME Classification Schedule (Extract).

Sector or subsector in The total full- Total gross asset
accordance with the Size of class time equivalent Total value
Standard Industrial of paid turnover | (fixed property

Classification employees excluded)
Medium 100 R5m R5m
) Small 50 R3m R3m
Agriculture
Very Small 10 R0.50m R0.50m
Micro 5 R0.20m R0.10m

As shown in Table 1, provision is made by the NaldSmall Business Act for a
fourth size category named very small enterpri3éss is not a category often
used in SMME literature. The Integrated Small Bass1Development Strategy
for South Africa, published by the DTI in 2003 [RS2003b)] describes very
small enterprises as enterprises between the fass of micro/survivalist and
small enterprises. These generally employ less ttaremployees (20 in the
mining, electricity, manufacturing and constructisectors and operate in the

formal economy.

2.2.2 Characteristics of SMMEs

Before attempting to understand the competitiversess employment creation
characteristics or the use of labour and technologgMMEs it is important to
first understand some general characteristics dfI&8! This will provide context
for the competitiveness and employment creatiomagitaristics and highlight the

issues that will shape the research going forward.

Wong & Aspinwall (2004) as well as Supyuenyongaisl& Kulkarni (2009) list
general characteristics of SMMEs which influencewledge management in an
organisation. The pertinence of these charactesiginot, however, limited to the
study of knowledge management. Wong & Aspinwall 020 separate the
characteristics into 6 categories including: Owhgrand management; Structure;
Culture and behaviour; Systems, processes and qum® Human resources;

Customers and markets. Supyuenyong, Islam & KulkéA09) confirm the
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relevance of these categories, however, they imcatp the structure category

into the ownership and management category.

On a more fundamental level, the characteristickhviseparate SMMEs from
large enterprises may be divided into three categoof distinction, namely:
ownership, resources and size. These categoriesbmaybdivided to form the
categories proposed by the aforementioned authwatls, some overlapping, as

shown in figure 1.

Ownership and '
management structure Ownership

A 4

Culture and behaviour

Systems, processes arpd > Resources
procedures
Human resources
Customers and markets N Size

Figure 1. Categorisation of SMME Characteristics.

Using the characteristics model of Wong & Aspinw@i004) and Supyuenyong,
Islam & Kulkarni (2009), and incorporating the cheteristics proposed by the
OECD (2000) and Kesper (2001), the following gehelnaracteristics of SMMEs

are proposed:
Ownership and management structure

SMMEs are autonomous, independently owned entepm®t operating within

the structure of a large organisation, differematthem from small business
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units. Generally, the owner of the SMME is also nh@nager responsible for all
aspects of the business (owner-manager) [Dzan$l4§20Nong & Aspinwall
(2004)]. The organisational hierarchy tends toibgker, flatter and less complex
leading to greater flexibility in work. As a resuf this structure the division of
responsibilities often becomes vague and therestémdbe a lower degree of job
specialisation [Wong & Aspinwall (2004); Supyuengonislam & Kulkarni
(2009)]. With regard to strategy development andl@mentation SMME owner-
managers tend to focus on core business proceksedpping a reactive mindset
with a short term ‘fire fighting’ approach. Ownermmagers of small, and
particularly micro, enterprises tend to lack busshemanagement skills obtained
through formal training which explains the lack sifategic development and

focus on core processes [Wong & Aspinwall (2004)].
Culture and behaviour

Wong & Aspinwall (2004) describe the unified cuduoften found in SMMEs
which allows for easier implementation of new sigags, processes etc. However,
the culture of an SMME is almost a direct reflectf the outlook of the owner
manager and this often stands in the way of stiatiyelopment. Supyuenyong,
Islam & Kulkarni (2009) confirm this and note thtae open culture in SMMEs
which allows employees to work independently andstfacilitates knowledge
creation and informal learning. Antony et al (2006}es that SMMEs tend to be
more people oriented with a culture of learning ehdnge rather than control.

Systems, processes and procedures

SMMEs generally have less complex systems and teraperate with a more
labour oriented approach which allows these syst@mbe more flexible in

adapting to changes. Wong & Aspinwall (2004). Sugmyong, Islam & Kulkarni

(2009) also note that SMMEs tend to focus on opmratrather than strategic
issues. This lack of strategic focus causes, aimdtign again caused by, the firm
operating in the extended ‘fire fighting’ mode miened previously. Achanga et
al (2006) refer to the vulnerability of SMMEs caddey the low barrier to entry

which exists in the markets they compete in. Funtioge, they discuss the limited
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buying power and influence an SMME has relativat$osuppliers. This often
makes it difficult for many SMMEs to have their sgie heeds met by suppliers.

Human resources

As previously mentioned, SMMEs tend to have a niabeur oriented approach.
SMMEs tend, as a result of small operations, teeHass definite job descriptions
and little job specialisation which in turn deveto@ more versatile work force.
Lack of resources among SMMEs leads to very litleman resource
development [Supyuenyong, Islam & Kulkarni (200¥Hucation and training
programmes are rare occurrences and are usually wmdertaken to equip
employees with skills specific to some existing raien. According to Abor and
Quartey (2010) SMMEs generally have lower capitats associated with job
creation due to their more labour oriented approdch creation is, however, not

only related to its associated capital costs.
Customers and markets

SMMEs tend to serve a small number of customersimvitocal and regional
markets with few cases of exporting to global mesH®&zansi (2004)]. Hence,
SMMEs often have close relationships with custonaed are in a good position
to understand the needs of the customer [Wong &nnal (2004)]. SMMEs
also tend to have a small number of product limestherefore a higher degree of
specialisation often serving niche markets. In thee of SMMEs this is not
normally a strategic response to the nature ofriheket but rather the product of
a lack of resources which would allow for greateredsity [Kesper (2001) and

Supyuenyong, Islam & Kulkarni (2009)].

The characteristics of SMMESs often form the constsawithin which the success
of an SMME is bound. However, other characteristizmy be the competitive

advantage which allows an SMME to be successful.
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2.2.3 SMMESs: Local vs. Global

Much of the South African SMME development policeesd programmes have
purportedly been informed by international bestcpcae [RSA (2003b)]. The
unique political history of South Africa has hadhassive impact of the nature of
the South African economy and the state and chenatits of businesses across
the spectrum. It is therefore important to considew South African SMMEs

compare with those in other countries.

The legacy of Apartheid, particularly the deprivatiof wealth and education to
black South Africans, has resulted in the lack mfepreneurial activities among
the majority of the population. A lack of assetske® obtaining finance near
impossible and lack of education stunts the engrsgurial culture and lowers
success/survival rates for small businesses [ErgimgNews (2000)].

Berry et al (2002) describe several characteristifcSouth African businesses

inherited from, or developed as a result of, oditipal history:

A “highly dualistic” economy divided by a high practivity modernistic

formal business sector and a low productivity infat sector with little

interaction between the two. The economic diviswinthese sectors is

mirrored by a division on racial lines.

* A prolonged “transition phase” plagued with pokticanstability and high
crime levels which impacts negatively on foreigredt investment.

« A shift in industrial policy to liberalisation ofade and finance exposing the
South African economy to the global marketplace.

* Continued low levels of education and training amadhe majority of

participants in the economy who were previously psagsed from

entrepreneurial activities.

Sanctions imposed during Apartheid effectively asetl South Africa from the
global marketplace and, as a result, much of Sédtlta’s SMME sector is

reluctant or unable to access the global marketplamugh exporting activity. A
major barrier to entry into the export markets &MESs is the culture created

through this effective protectionism, in that mamgall businesses have not been
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subject to very competitive markets and therefoewveh become somewhat
uncompetitive. Dunne (1999) acknowledges this, el as the legacy of import-
substitution industrialisation and lack of custorfaus, in contrast to the culture
of flexible, market-oriented production and potahtf export-led growth which

the global economy is shifting towards.

These factors make up much of the large barriethto success of SMME
development in South Africa. The White Paper on IEBuisiness and subsequent
support measures and organisations were intendeaxtldeess these factors to
unlock the perceived growth potential of the SMM&momy. Kesper (2002)
however argues that the model of the SMME econosay un the formulation of
these policies differs from reality. It is argudtht SMME performance relies
heavily on macro-economic conditions as well aszigtdal and market structures
of which South Africa has not moved out of the Apard era focus on ‘big
business’. The enabling framework described inWHete Paper has thus so far
not been achieved. While micro and survivalist gmtses, which make up the
majority, show no signs of enterprise growth arel tegnce unlikely to make any
contribution to employment growth, medium sizedeemtises making up the
majority of SMME employment yet remaining in thenmerical minority have
seemingly adopted a strategy of ‘jobless growthttirermore, it is proposed that
while the majority of employment creation is likely come from formation of
micro-enterprises, the likelihood of success is.l®wce sustainability, in terms
of economic growth and employment, is key to SMM&valopment the current

state of SMME development in South Africa is conaay.

2.2.4 Contribution to Economy/Country

An assessment of the socio-economic contributioithvBMMES make to South
Africa requires numerical data on the SMME econoidgwever, data on the
South African SMME economy is very poor [Toomey 489 & Falkena et al

(2001)], with the most recent comprehensive nuraémata being reported by
(the now defunct) Ntsika Enterprise Promotion Agemc1995 and 1997. These

statistics are presented in appendix B2.
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Falkena et al (2001) make comparisons betweenadteerdported by Ntsika and
several alternative sources. This comparison iteed in table 2.

Table 2. SMME Sector-Size Statistics.

Different indicators for size of SMME sector
Very
Source Survivalist Micro | Small | Small| Medium Large Total
Ntsika 1997
totals 184400 466100 180000 58900 11322 6017 90670Q
Business Not
Partners 2,3 million 600000 35000 reported 2,9 million
Management
Sciences Group
Survey,1999 960740 862580 445880 2,3 million
Escom Survey, 900 000+ ‘in-home businesses’; total 3 million iifeoincludes
1999 small/emergent/established farmers N/A
Statistics SA,
2000 1628797

This comparison casts serious doubts over the acgwf the statistics reported
by Ntsika. The number of SMMESs reported by eaclthefalternative sources is
significantly higher than those reported by Ntsikd 995 and 1997. However, the
statistics reported by Ntsika are more comprehentign any of the alternatives,
possibly indicating a more comprehensive statiscavey and analysis. Since
the purpose of these statistics is to quantitatideimonstrate the importance of
smaller enterprises to South Africa, inflated stats (whether accurate or not)

will only serve to stress the point.
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Table 3. SMME Sector Change from 1995 to 1997.

Expansion/Contraction of entire sector and SMMEiporof sector from 1995 to 1997
Entire Sector SMME Portion of sector
Sector 1995 1997 % Change 1995 1997 % Change
Agriculture 92300 98100 6.28 90800 96540 6.32
Mining 3731 4500 20.61 3600 4343 20.64
Manufacturing 113555 106000 -6.65 11195 101040  759.
Construction 79974 88500 10.66 79730 88196 10.63
Wholesale trade 15850 20800 31.23 15250 20230 32.6p
Retail trade 318883 323300 1.39 318150 322570 1.39
pooaerng & 1 16450 | 21900 33.13 16350 15795 -3.39
Transport 50007 58800 17.58 49780 58493 17.5(
Fi”anggn‘f;czgsmess 65700 77800 18.42 65350 77401 18.44
Community, social & | g1 107000 33.08 80100| 106625 33.11
personal services
Total 836850 906700 8.35 831160 900722 8.37

The age of these statistics is also a concern.ufbktble or fluctuating nature of
the SMME sector, in terms of constant emergence disdppearance of
enterprises, raises serious doubts as to the appiig of such old data. Table 3
shows changes in number of enterprises acrossatirs between 1995 and 1997.
These figures indicate greatly contrasting diffeesn between expansion and
contraction across the sectors, from an over 9%raction in manufacturing to
over 33% expansion in community, social and persgeavices. This raises
serious doubts as to the validity of these statist¥ years later. Interestingly, the
percentage change in the SMME portion of each sattsely aligns with the
percentage change in the total sector for all secexcept catering and
accommodation. Whether or not this trend has caatinup until present day is
unknown, and seems unlikely over such a long tinané, and stresses the

importance of up-to-date statistics.

When comparing the unemployment statistics of 1@%62%) and 1997 (37.6%)
with recent data (25% at™4quarter 2011) one can see that the reported
unemployment rate has decreased significantly. ideriag the labour absorptive

capacity of the SMME sector one may conclude that SMME sector should
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have grown significantly in this time period in erdo account for the decrease in
the unemployment figures. This is, however, onlgcgpation and further stresses
the need for up-to-date SMME data for research dedkelopment purposes.
Again, since the purpose of these statistics iguantitatively demonstrate the
importance of smaller enterprises to the Southcafrieconomy, this will not
have a negative effect on the research findings vallt inform one of the

recommendations.

The data from Ntsika statistics, given in apperiglx has been reworked to show
the SMME and large enterprise contributions todbenomy. An extract showing

the total distribution of SMMEs and large entergsiss given in table 4 with the

full table in appendix B3.

Table 4. Distribution of Private Sector Enterprises(Reworked) (Extract)

Estimated distribution of private-sector entersjsE997

Sector Total SMME | Large| Total

Total 831160 5690 | 83685(
% Enterprises 99.4 0.7 100
% Employment 60.7 39.3 100

From table 4 (and with reference to table 10 inemjglx B3) one can see that
SMMEs make up the vast majority of the number démrises across all sectors.
However, the percentage contribution to employneéthe SMME portion of the
economy varies across sectors and is significaidlyer than percentage
contribution to enterprise numbers. The percentagéribution to employment of
SMMEs is greater than large enterprises in all@scexcept mining (at only
5.5%) and manufacturing (at 46%). The small nundfepeople employed by
SMMEs in the mining sector is easily explained bg tdominance of the large
mining houses in South Africa. SMMEs in this sectarst probably offer support
services to the mines and have significantly lo@employee numbers than the
large organisations actually engaging in the hudalyour intensive mining
activities. Although SMMEs make up 98.6% of the f@mof enterprises in the

manufacturing sector, the contribution to employtmisnclose to 50% each for
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SMMEs and large enterprises. This is not unexpeatedis most likely as a result
of South Africa’s past, where cheap labour encoenladarge-scale labour-
intensive manufacturing activity. In finance andimess services sector, although
SMMEs make up 99.5% of the number of organisatidghey only make up
52.4% of the total employment in the sector. Tkisniost likely a result of this
sector being dominated by a small number of lacgdesbanks which make up a
significant proportion of the sectors total empl@mh through their expansive

operations.

The contribution to employment of SMMEs in the rémreg sectors ranges from
64.1% (for retail trade) to 82% (for catering armt@mmodation). These figures
more closely align with the percentage contributtdrSMMESs to the number of
enterprises in each sector. This discrepancy betweecentage contribution to
total enterprise numbers and percentage contributddo employment is not
unexpected nor is it a reflection of poor labous@ptive capacity in SMMESs.
Large enterprises, by definition, will generally @oy far greater numbers of
people per enterprise (sector specific) than SMMEB®bat is clear from these
figures is the immense contribution SMMEs make ngplyment, even though
their percentage contribution to employment is lovilean their percentage
contribution to total enterprise numbers, and thius importance of SMME

development and success to the economy.

2.2.5 Employment Creation Theories

Of the quite large body of research on small, mmdiund micro enterprises there
is a general consensus of the great importancemalfller enterprises to the
economic growth and development of both developetideveloping economies.
In the 1995 White Paper on Small Business goverhmegognised the important
role SMMEs are required to play in employment ¢ogateconomic growth and

equity in South Africa. Furthermore, governmentramkledges the potential of
SMMEs to absorb labour, penetrate new markets axband economies in
creative and innovative ways” [RSA (1995)]. Bellemjd010] notes the

widespread regard of the SMME sector as the “bawiepb engine-room and
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catalyst of economic growth” and acknowledges rnblglays in the wealth

creation, provision of products and services, emgmlent creation and
contribution to GDP of both developed and develgpinountries. The
Organisation for Economic Co-operation and Develepim[OECD, 2000]

describe the critical role that SMMEs play, in teref economic growth in its
member countries, claiming that they are the soafeeost employment creation.
Their statistics (reported in 2000) indicate thatrGerically) 95% of enterprises in
OECD countries are SMMEs and that they accoun6@6-70% of employment

in most of those countries.

A fundamental theory, on which the employment ¢oeapotential of SMMEs is
argued both for and against, is that small enteegriare generally more labour
intensive and large enterprises are generally roapéal intensive [CDE (1999)].
The capital intensive nature of large enterprisebased on economies of scale
and better access to finance coupled with the fatusutomating processes to
better take advantage of large standardised prdies. The labour intensive
nature of smaller enterprises is based on lacknahte opportunities for capital
expenditure and therefore a focus on lower teclgylprocesses. This often
forces small enterprises into niche markets whiesahility is valued above cost.
As large organisations continue to follow the tresfdfocussing on their core-
competencies and outsourcing other functions, nbadgportunities present
themselves to smaller enterprises and their impoetan the supply chain, and

economy as a whole, is increased.

Visagie (1997) grants that, while South African SHE#1are underdeveloped,
growth in employment can be generated through gpate support measures
taken by government. However, growth in the nundfeé8MMEs is not a suitable

indicator to judge the success of any support wetgions as the majority of

SMME employment creation is set to come from mienterprise formations,

normally out of necessity, which lack the ability ¢éxpand beyond one-person
survivalist operations [Rogerson (2004)].
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2.2.6 Doubts over Employment Creation Potential cBMMEs

The employment creation potential of SMMEs has beematter garnering much
attention for many years, most notably since thekwsd David Birch (between
1979 and 1987) quantified the contribution of SMMBEsverall employment in
the USA, and underlined the almost overwhelmingnificance of this
contribution. The validity of these findings becaoaise for debate as to whether
job creation potential was really related to entsgp size. The most notable
criticism came from Dauvis et al (1993) and was Hase doubts as to the validity
of Birch’s methodology and applicability of the dafA comprehensive analysis of
small business’ employment creation potential wasied out by Neumark et al
(2008) using more reliable data and comparing Bralhethodology with a
proposed improved methodology. This analysis fotlvat small enterprises do
create more employment than large enterprises butgaite to the extent
proposed by Birch.

There are also various debates around employmeati@an with respect to the
development of the small business economy. Kesp@d2) acknowledges the
differences between conditions of SMMEs in Southricaf and those in
industrialised countries, specifically with regaadthe prevalence of survivalist
operations which rarely expand beyond one-persoerabipns, and product
specialisation as a result of lack of resourcelserathan strategic development.
This research casts doubt over the labour absermapacity of SMMEs as a
result of ‘Jobless Growth’ whereby growth in a f@nturnover, profitability or
capacity is not necessarily accompanied by employmewth. This is attributed
to perceived inflexibility of the labour market wdtgng from South Africa’s post-

Apartheid labour policies rendering labour moretlyosnd less productive.

Berry et al (2002) address the fact that, becaosal dirms are generally more
labour intensive than large firms, they are affdctaore by labour market
regulations. South Africa’s labour market is chégdsed by a high variance in
skills yet with a large supply of unskilled labotm.an unregulated labour market
(or even one less rigorously regulated than Southica this would allow

enterprises to employ unskilled labour at low casd thereby establish a
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competitive advantage. However, labour regulatiodenmines the supply-
demand relationship of employee skills and wagekiarelieved to deter many
SMMEs from generating employment. Labour regufatis seen to affect

SMMEs more than large enterprises.

Davis et al (1993) contradict the proposed employngesation potential of small
enterprises, stating that enterprises with at 18@8temployees (large enterprises)
accounted for more than one-half of jobs created @rat the one-year job
survival rate at large enterprises is 92% agait%b 8or small enterprises. This
research is however confined to the manufacturiegtos, and as was shown
previously, in the manufacturing sector large eises to tend to contribute
more to employment than most other sectors. Aghmresearch by Neumark et
al (2008), which spanned sectors, indicates thailsenterprises do create more

employment than large enterprises.

Robson (1996) casts yet more doubt over the impoetaf small enterprises in
employment creation. These doubts are based oreipedc shortcomings of
methodologies often used in calculating employmergation of enterprises
according to size as well as perceived blindnessany external factors affecting
employment creation for all enterprises. The peexki methodological
shortcomings are similar to those of Davis et 80@) and are based on the view
that employment creation through processes of ,batipansion, contraction and
death of enterprises should be analysed as a dgnaracess rather than the
traditional static process views. The dynamic pssceiew would account for
employment creation as a function of time to whiatuld be a better indication
of real employment created rather than a grossevidua change in number of
jobs between time periods. A comprehensive anabykithese views would be
important if one was to examine the relationshipMeen employment creation
potential and enterprise size in order to estal#isfictly which size enterprises
showed most promise or potential in creating empleyt. This would be useful
for policy makers in identifying the best candidate assist with the aim of
creating employment but is not necessary to consmlehe research at hand. The

second argument is however far more impactful ahdnore importance to
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consider for this research project. Robson (198§)es that often small and large
enterprises are viewed as independent systems wlact they are both part of a
single complex system in which the performanceitbfee is dependent on many
internal and (possibly more importantly) externalctbrs. Development or
‘success’ of either may often be a result of theeos failure, or vice versa. For
example, if a large manufacturing plant were tosela@own for strategic or

financial reasons one would expect to find an ugsum small business start-ups
by those retrenched employees, most likely out efessity. Conversely, the
success of a large enterprise may provide more roppbes for smaller

enterprises to provide support services. The kaauccess or failure of small or
large enterprises is certainly not the only extefaetor but it is an important one

which will inform the research going further.

2.2.7 SMMEs Competing in a Global Economy

The nature of competition is one which remains tamts— one organisation
offering a product or service which is also offel®dother organisations, and is
chosen (or not) by the customer based on how itpemes to the other
organisation, according to a given set of critehiathe modern world however,
principles of competition have become much morerdi® and complex.

Martin (2004) presents both a micro-economic asl el a macro-economic
description of competitiveness. The micro-econordiescription relates to
individual businesses and their ability to compgrew and be profitable. In this
capacity the competitiveness of a business is itestras its ability to
“consistently and profitably produce products thaet the requirements of an
open market in terms of price, quality, etc®. A imess must meet these
conditions of competitiveness relative to its cofitpes if it is to maintain or gain
market share and hence grow in terms of profitgbilf a business does not meet
these requirements it will lose market share teaspetitors and eventually will
no longer be a viable concern. The macro-econoragription relates to the
notion of competitiveness of nations. This is a esmat controversial topic in

which some argue that it is a central goal of eatingolicy and others argue that
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the concept of competitiveness at a macro-econtewa is competing does not
make sense as nations do not compete for a positiamarket as businesses do.
For the purposes of this discussion the concemtoaipetitiveness at a macro-
economic level is not relevant except to perhapsider the notion of a nation’s
competitiveness as a direct function of the busieesn that nation contributing to

its economy.

In terms of this micro-economic picture of compeéihess there are several
factors, both internal and external, which influerdww organisations compete.
Internally, there are factors such as size, ownmgrsesources and the subsequent
characteristics of the organisations. Externallgreh are market conditions,
globalisation and country/industry specific legisla. Porters Five Forces
analysis gives a generalised framework of the caitngee characteristics of a
market. These five forces include the externaldiactthreat of new competitors,
threat of substitute products or services and Bitgrof competitive rivalry; and
the internal forces include: bargaining power w$tomers and bargaining power
of suppliers [Dwyer & Tanner (2009)]. Figure 2 gvea diagrammatic

representation of Porters five forces.

Threat of

substitutes
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Bargaining
power of
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Struggles between
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potential
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Figure 2. Porters Five Forces Model.
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The following list outlines important characterntstiof SMMEs which relate to
competition in the market. These specific charssties of SMMEs will be
considered to determine if they have any inherdutiatages or disadvantages in

terms of competing in the market.

* Management is likely to be directly involved witistomers and therefore
more familiar with their needs and concerns.

e SMMEs tend to be more responsive to market needsvare innovative in
their ability to meet customers’ demands

e SMMEs tend to be more flexible — allowing for fasroduction of changes.

e SMMEs generally operate at a local level providyopds and services within
a relatively small proximity of their location.

« SMMEs tend to have few management levels resuitimngss bureaucracy and
faster implementation of decisions.

« The size of an SMME has great influence over iiitalto gain a position of
power in the market relative to its suppliers anstomers.

» SMMEs are generally more labour intensive thandafgms. This implies
that generally they are not capital intensive, rer lass capital intensive than
large enterprises. This places SMMEs in a vulnergbkition as the barrier to
entry in the markets they compete in is generally. |

[Dzansi (2004), Antony et al (2005), Achanga €28i06)]

Direct involvement of management with their custosrees well as their flexibility

and innovative responses to market needs are litcelpe advantageous for
SMMESs in competing against new entrants as welestablished rivals within

their industry. This focus on the customer is k& build strong relationships
with customers and allow the SMME to establish ran fcustomer base. This
should also be advantageous in mitigating the thokaubstitute products as it is
likely that new products will be a response to reakeed which the SMME will

be aware of and be able to produce an innovatidil this need. The generally
small proximity in which SMMEs operate is also likéo be advantageous in this
regard as proximity to the customer allows for aager level of service and

flexibility.
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The few management levels in SMMEs is often an aidge as the person
responsible for sales and purchasing often bearse mesponsibility in the
business that the corresponding person in a larggprise. This means that they
will be motivated not by short term savings or sabait rather by long term
sustainability. Also, the relationships built witustomers and suppliers give
SMMEs a certain amount of bargaining ability. Hoeevthe size of the
enterprise in terms of buying power or dependentaspecific customers is still
an important factor when considering bargaining @owf both suppliers and
customers. Small businesses are often not ablenonand the level of service or
terms that they would like from their suppliers ard often forced into providing

similar terms to their customers.

The generally less capital intensive practices egygd by SMMEs means that
often the barrier to entry in their market is Iolhis makes them more vulnerable
to the threat of new entrants, particularly oth&MEs which will target such
markets and potentially have the same competittdeam@tages. Very rarely do
SMMEs compete with large enterprises in potentiadipital intensive industries.
Instead, SMMEs usually find a niche in the marketvhich they are better suited
and able to compete. Often such a niche may be saagpplier of a specialised
product or service to a large enterprise. Thusno8&MEs complement large
enterprises by finding a place in the larger supgigin rather than competing
directly.

Rogerson (2004) argues that the entire currenttsirel of the SMME sector is
flawed in that, rather than supporting large eniees by offering complementing
products and services and fitting into the upstreamownstream supply chain as
in many developing economies, South African SMMEsaitempting to compete

directly with large enterprises, albeit in somewttiffierent consumer groups.

2.2.8 SMMEs Employing Technology

Faced with increased competition as a result dballsation, manifested in more
competitive, turbulent and demanding markets, SMMagst operate more
efficiently and become more productive if they dce remain competitive.
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Accomplishing this will require innovation from SMB4 regarding production
practices and usually require technology implentetan the form of advanced
manufacturing techniques [Fulton & Hon (2009)]. Stapplies specifically to
manufacturing SMMEs but may be extended to any SMIg&Ervice or
production) which may improve the efficiency of itheperations with greater use
of technology.

Government, through the department of science aadnblogy, recognises the
role technology plays in improving manufacturinggogions, for businesses of all
sizes, and the associated benefits. The Nationataacbd Manufacturing
Technology Strategy (NAMTS) was established witle tjpal of stimulating
technological upgrading in industry and to factbtghe flow of technological
resources and building of an environment whichoisdeicive to innovation. The
resources required for such an environment inckiled manpower, technology
infrastructure and funding which form the appro&mhthe support provision of
the NAMTS [RSA (2002)].

Further goals of the NAMTS include:

* Ensuring that technology resources are better dped| focused and utilized

* Developing the capacity of the manufacturing sedtormaster advanced
technology to become more innovative, flexible andtomer oriented.

* Facilitating the move from raw material-intensiveamafactured goods

towards progressively more knowledge-intensive gaattl services

These goals are to be achieved in line with thelacation of economic growth,
the creation of wealth on a sustainable basis,thedmprovement of quality of
life of South Africans. The NAMTS does however makevision for these goals
to be link competitiveness with important natioraald social goals such as

economic growth, employment creation and equityAR&002)].

According to Dangayach & Deshmukh (2004) greatee teschnology will
improve the competitive position of the businessl amay allow it to gain a
competitive advantage. The benefits associated esiployment of advanced

production techniques or methods include: reduced cost of production,
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increased return on equity, inventory or resouesangs, increased flexibility and
improved quality of production. Despite the obviobenefits Fulton & Hon

(2009) describe the reluctance of SMMEs, partid¢yldre smaller enterprises, to
adopt new technologies due to the financial investrmequired as well as a lack
of confidence in their ability to acquire and dgplkhe knowledge required for

successful implementation of the technology.

Rogerson (2000) makes particular reference to tbleotbmy in South African
SMMEs with regard to evolution of business pradicMany South African
SMMEs are characterised by expansion through r&pic of micro-businesses,
or ‘involution’, which results in increasing thember of employees in proportion
with the growth of the business. The opposite &f ih ‘evolutionary’ expansion,
as a result of growth through process replicatiomtensification, and through

the use of capital, skill and/or technology upgnadi

2.2.9 Summary

In South Africa small enterprises are divided ifibar categories, as per the
National Small Business Amendment Act, namely: megismall, very small and
micro. These divisions are based on the numbemplayees, turnover and total

gross asset value of the enterprise.

The characteristics which separate SMMEs from largerprises may be divided
into three categories of distinction, namely: ovehgp, resources and size. These
categories may be subdivided into the five broadratteristics which define

small enterprises:

* ownership and management structure.
* culture and behaviour.

* systems, processes and procedures.

* human resources.

* customers and markets.

SMMEs make up the vast majority of the number démrises across all sectors

of the economy. However, the percentage contributm employment of the
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SMME portion of the economy varies across sectog ia significantly lower
than percentage contribution to enterprise numbleosigh still higher than that of

large enterprises.

The employment creation potential of SMMEs has beematter of debate since
the work of David Birch (between 1979 and 1987)miifi@d the contribution of
SMMEs to overall employment in the USA, and uncedi the almost
overwhelming significance of this contribution. Trebate centres on the
guestion of whether job creation potential is reattlated to enterprise size.
Though many doubt the proposed potential for masswployment growth in
SMMEs, few can doubt the significant contributidrede enterprises make to an

economy, developed or developing.

South Africa has a unique economy and business@maent characterised by

A “highly dualistic” economy divided by a high practivity modernistic

formal business sector and a low productivity infat sector with little

interaction between the two.

* A prolonged “transition phase” plagued with pobticanstability and high
crime levels which impacts negatively on foreigredt investment.

« A shift in industrial policy to liberalisation ofade and finance exposing the
South African economy to the global marketplace.

e Continued low levels of education and training amadhe majority of

participants in the economy who were previously psagsed from

entrepreneurial activities.

These factors make up much of the large barriethto success of SMME
development in South Africa. The White Paper on IEBwssiness and subsequent
support measures and organisations were intendeatldcess these factors to

unlock the perceived growth potential of the SMMiBrEomMy.

It is argued that small enterprises are generalyolr intensive and large
enterprises are generally more capital intensivel therefore SMMEs have
greater employment creation potential. However, fenerally less capital

intensive practices employed by SMMEs means thanahe barrier to entry in
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their market is low and they may face severe coitipet within a global

marketplace, and struggle to grow in their markets.

Faced with increased competition SMMEs must operatee efficiently and
become more productive if they are to remain coripetand this will require
innovative operating practices and may very likelgquire technology
implementation in the form of advanced productieohhiques. Implementation
of technology often requires skilled operators agenerally reduces the

dependence on labour hence lowering the unit dgatoaluction.

These aspects of competition, use of labour artthtdogy and the South African
business environment were used to develop the rasdastrument used to

conduct the field research as described in thearesanethodology.
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CHAPTER 3 - RESEARCH METHODOLOGY

This chapter covers the methodology of the rese&etinning with a brief
introduction to restate the research questionsovield by a description of the
research instruments, sample and research procetlueechapter ends with a

description of ethical considerations to be congide

3.1 Introduction

The research aimed to answer the question of whetheot the objectives of
economic growth and employment creation — as irgdnidy the 1995 White
Paper on Small Business - are conflicting or wheihes possible for South
African SMMEs to achieve both.

More specifically, the research aimed to deterntioes South African SMMEs
compete, how they may become more competitive (btgbally and

internationally) and make an increased contributioneconomic growth, and
whether this will directly or indirectly make a pidge or negative contribution to

employment creation.

The main objective of this study was to use prattexamples to evaluate the
theoretical characteristics of SMMEs and therebglys® concepts relating to
competitiveness and employment creation. The esutiuld then be used to
establish possible conflicting or interdependerdlg@nd objectives with in South

African SMME development policies.
Specific objectives to be met in the course ofrsearch were as follows:

* To understand and analyse the desired outcomdsed395 White paper on
small business and National Small Business Stratiegstablish context for
the research.

* To establish the current state of SMME supportant8 Africa. This was not
critical to answering the research question but wgsortant to add to the
body of SMME knowledge in South Africa.
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« To examine theory on small enterprises, employmetreation,
competitiveness and application of technology inN884. These topics would
provide context and a reference for the resultbefield research.

* To undertake field research to gather data on p&oes, attitudes and
experiences of small business owners relating tepetitiveness, employment
creation, use of technology and the South Africasiriess environment.

* To analyse the data in the context of economic sowal development of
South Africa and extract themes regarding competigss, employment
creation and use of technology.

* To use the research data and theory to determer&ldrand potential of
technology usage and the business environment uthS&frica to influence
competitiveness of SMMEs and the consequencesesetfior employment

creation.

In completing these objectives it was expected ¢hestr and relevant conclusions
and recommendations could be made which would adidet body of knowledge

on South African SMMEs and identify potential fatdre research.

3.2 Research Instruments

The research question proposes certain relatiosstsipvell as complex dynamics
existing in the small business environment which @8 yet unclear or subject to
debate. To meet the objectives and answer the robsemestion will require

exploration of perception and dynamics relatingitioall business from the view
of several role players in the small business emwrent. An analysis of the
perception and dynamics will serve to construcinaage of the small business,
possibly subject to certain bias, and to draw aaysal links to establish possible

relationships.

This is qualitative research, involving collectiohin-depth data from a relatively
small group of respondents. For qualitative reseatata is collected in non-
standardised forms and requires methods of cleasdn and conceptualisation to

establish pertinent results. The most common datiteation methods for
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qualitative research are interviews and observafdreenstein et al (2004)].
Interviews are appropriate for collecting data odividuals’ personal histories,
perspectives, and experiences, especially whenoengl sensitive topics.
Observation is appropriate for collecting data wengs or behaviours occurring in
their usual contexts [FHI (2005)]. Therefore thessearch will make use of
interviews as the data collection method.

Frankel & Devers (2000), describe three factorscWwhinfluence the type of
interview to be used: purpose of the study, extérgxisting knowledge on the
subject and resources available. If the study iseneaploratory, and if not much
is known about the subject, then a more open-emtedview structure such as
unstructured or semi-structured is more appropridtee resources available,
especially time, will also influence the amountstfucture appropriate for the

interview.

Therefore, the interviews will be semi-structured aesigned to cover a clear list
of topics, yet allowing enough flexibility to obitaithe individual opinions and
perspectives of each interviewee and allowing tiigurther inform the structure
of the interview. Topics addressed by the interviewl be informed by a
comprehensive literature review to recognise pentinssues and structure the
interview in such a way that the topics on which tesearch question is based are

covered.

Ratcliff (2004) describes 15 different methods f@ta analysis of qualitative
research, namely: typology, taxonomy, constant @mpn/grounded theory,
analytic induction, logical analysis/matrix anab/sjuasi-statistics, event analysis,
metaphorical analysis, domain analysis, hermeraut&nalysis, discourse

analysis, semiotics, content analysis, heuristadyais and narrative analysis.

From this it was determined that content analysimast appropriate for analysing
the data. Content analysis is best suited to etrafpapeech or text forms of data
and extracts common themes and how they relatadb ether. Finally, content
analysis uses theory to assist in extracting thermibs methodology is most

appropriate for this research where attitudes amdpectives of the research
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sample are the focus [Ratcliff (2004)]. AndersorD(2) describes thematic
content analysis as a descriptive presentationuafitgtive data which portrays
the thematic content of interview transcripts bgritifying common themes in the
interview transcripts. After the common themes hbgen drawn from the data a
complete analysis may be made and conclusions dtavamswer the research

guestion.

3.3 Research Sample

The research is largely exploratory, focussing werarching themes which may
be extracted and analysed from the interview dateest et al (2006) suggest that
a sample size of 6 interviews is sufficient to depe‘meaningful themes and
useful interpretations” and that a sample of twethterviews is sufficient for a

comprehensive analysis for the semi-structuredvi@® as a research instrument.

It was decided that a cautious number of ten sémétsired interviews with
SMMEs would be conducted. This number should bé&cseriit to draw evidence
on common themes with regard to the business emwieat in general and
specific issues regarding labour, technology andpamidition. It was decided that
the sample should contain participants from actbesSMME size spectrum and
across different industries as far as is possimn reflection the sample is more
heavily weighted to production-based SMMEs rathantservice-based SMMEs
which may bring a bias to the data.

It was predicted, from the researchers past expezievith SMME owners that
the respondents could possibly be somewhat biase@rds the individual

situation or individual experiences, good or badherEfore, additional
perspectives from industry role-players who arelliko hold complementing or
contrasting views to those of the SMME owners wobikthg greater context,
perspective and relevance to the results and ukignavould serve to strengthen
the findings of the study. It was decided thatmvitavs would be conducted with
a human development consultant, with many year&réxuce in assisting both
small and large enterprises, and a high level |pcditician, from the Midvaal
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municipality, who has been directly involved witichl business development and
was able to offer the political perspective on erattto do with the business

environment and small business development.

The research question is aimed at growth througheased competitiveness of
SMMEs and its relation to employment creation. dhditomy is presented in the
literature between newly formed SMMEs and establisEBMMEs with regard to
expansion and employment growth potential. Theeeforwas decided that the
SMMEs making up the survey should fit into the gaty of established SMMEs
who are not operating in a survivalist mode. Thigega to judge this is the
number of years the business has been operatinthamdquisite number of years
the business must have been operating to qualifyhi® sample was set at ten
years. This may bring a bias to the research toveager SMMEs and the formal
sector but it is considered necessary to answerdsearch question within the

scope of the project.

3.4 Research Procedure

The research procedure section includes a fullrgesm of the field research
process including development of the interview gliiee and procedures of data

collection and data analysis.

3.4.1 Interview Guideline

The selected research method was the semi-strdditerview, which generally
attempts to address a pre-determined set of themtpics, whilst allowing for
the interviewees individual perspectives and exgpees to determine the specific
content of the interview. A questionnaire was depetl to guide the interview
process towards specific themes that would be ueednswer the research
question whilst allowing the interviewee the freeddo steer the specific

guestions and answers to the context of his ooWwarexperience.
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The interview was divided into four sections eaehayally addressing a separate
theme:

» Issues of competition and competitiveness in tdestry.
* Issues regarding labour.
* Issues regarding technology.

* General discussion with regard to the business@mvient in South Africa.

The guideline questionnaire for the semi-structurgdrviews may be found in
appendix C1.

For the interview with the politician the intervieguideline was altered to allow
for the different situation, and hence perspectiokthe interviewee but still
including the same general topics in order to bagarable with the main body of

results.

The guideline questionnaire for this alternativensstructured interview may be

found in appendix C2.

An informal pilot interview was conducted with arhan development consultant
to test SMME interview guidelines. The results bist confirmed that the
interview guideline covered the topics necessaryrawv relevant information
from the respondent while allowing the respondepé&sonal opinion and
perceptions to be the main focus. Furthermoregaaime clear that the responses
would vary depending on the type of business addstry of the respondent. This
confirmed the use of the semi-structured interviewwich would allow for
divergence from specific questions, reaction tqpoeses, and development of
conversations inspired by respondent answers. fitegview guideline was not
changed but special note was taken of allowingctortext of the respondent in

conducting the interview.

3.4.2 Interview Process (Data Collection)

Interviews were arranged to be conducted with tiner-manager of each
SMME in the sample. All but two of the interviewere conducted face-to-face
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with the respondents. Of the two which were nog @ras conducted over the
phone (SMME 5 as per results section) and one-wiaié (SMME 8 as per results
section). These two interviews, while not providihg same volume of raw data,
context and additional information as the moreratgve face-to-face interviews,
were completed to a satisfactory level in ordedriaw the necessary information
for the study. The face-to-face interviews wereorded using a Dictaphone to
enable the interviewer to engage with the interéievin a more conversational
manner. The same process was followed for theviet®s with the politician and

human development consultant.

Each of the interviews was transcribed to providphgsical reference which
would be used to perform thematic content analyBiee interviews were not
transcribed directly as many of the interviews aoreéd additional information,
from tangential discussions, which was deemedeveeit to the research at hand
as well as small errors and idiosyncrasies in gpadich would have reduced the
legibility of the transcribed interviews. Every eff was made to ensure that the
actual wording of the interviewee was not amended that the context and

intended meaning remained intact.

Full interview transcripts of SMMEs are given inpapdix D1 and full interview
transcripts of the politician and human developmeonsultant are given in

appendix D2.

3.4.3 Data Analysis (Thematic Content Analysis)

The thematic content analysis was conducted asthgerdirections given by

Anderson (2007) as follows:

1. All interviews were transcribed into text documems previously described
the interviews were directly transcribed in the@xanguage of the interview,
making provision only for idiosyncrasies and errorsanguage which would
detract from the legibility of the transcript.

2. Information gathered from the literature review wiagd to identify important

concepts to inform the extraction of themes from ifiterview data. These
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concepts are given in the table below, divided is&xtions as per the

interview questionnaire.

Table 2. Literature Concepts Informing the TCA.

Section Literature Concepts
Market characteristics

Competition in the market

Competition Competitive dimensions
Competitive pressures and threats

Barrier to entry
Labour Worker Skills

Nature Of The Work (Labour/Capital
Intensive)

Labour Relations

Technology Potential For Employing Technology
Advantages Of Technology
Technology Replacing Labour

Recovering Investment

Business Environment Administration Issues

Legal Issues
Social Issues

3. Each interview was analysed and descriptions weghliphted from each
relating to the concepts informed by the literature

4. Each description from each interview was dividetb iseparate units of
meaning so that each contained only a single oplsitheme. Care was taken
to ensure that each unit of meaning was broken dowiynas far as it could be
without losing its meaning and relevance as a singit. This first extraction
of themes produced a total of 21 simple themes fabirthe transcripts. A list
of the first extraction of themes is given in apgierC3.

5. Similar units of meaning were then combined, whegspropriate, into more
complex themes with the potential to capture cdnfiem the interviews in a
more relevant and contextual manner. This redubedtdtal number to 12

complex themes, given in appendix C4.
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6. The transcribed interviews were analysed agairtbgreater detail to themes
if appropriate for capturing descriptions arisimgnh the interviews. Quotes
were extracted from the interviews which could bsedito support the
description of each theme.

7. Themes were again analysed to ensure that they we@ningful and
appropriate for the research and could be useddsept discussion points
arising from the interviews with the eventual aifnamswering the research
question.

8. The interview transcripts were again reviewed tcsuea all relevant
information had been extracted from the intervieamscripts.

9. The 12 final themes were divided according to tagegories separating the
interview guideline, namely: Competition, Labouechnology and Business

Environment.

The completed thematic content analysis descriptiare given in the results

section.

3.5 Evaluating the Research Methodology

Assessing the quality and trustworthiness of reseas important for both
quantitative and qualitative research. Traditiac@icepts used to explore rigor of
the research methodology for quantitative researeh reliability, validity and
generalisability however qualitative researchejsctethe applicability of these
positivist concepts to qualitative research [Fin{2906)]. The rejections of these

concepts, presented by Finlay (2006), are:

* Reliability in the research context is a measurethef consistency of the
method of data collection. Qualitative researchsdoa however seek to gain
consistent results but rather aims to gather ppaint responses within a
setting and context. Data gathered cannot be gxgeeplicated and therefore
repeatability of the research, informed by reli@pilis not a research goal.

» Validity seeks to measure the ‘truth value’ of tiesearch or “the degree to
which research truly measures what it was meameasure”. This assumes
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an undisputed and objective reality in which theesech is based. Qualitative
research involves opinions and experiences of ésearcher and research
subjects, and is based on interpretation of data i@ therefore never
completely objective.

* Generalisability determines whether results obthinem a sample population
are applicable to a wider population. Qualitativesearch investigates
individuals, situations and contexts and does aek 40 extrapolate results to
a wider population but rather to show that resoitsy have meaning beyond

the research context.

A different approach is therefore required to ass&gr of qualitative research.
Henwood and Pidgeon (1992) define seven attribudlearacterising good
gualitative research. These are defined in theexdrof the field of psychology
but are applicable to other fields making use ddlitptive research. These seven
attributes are described below, along with thesstefen to provide for these in

this research project:

1. “The importance of fit— It is important for the concepts emerging framy
theoretical models developed to match (or fit) tieéd research data. Explicit
definitions of concepts making up these modeldheoties are therefore required
to compare with the data. The literature reviewsprged in this research project
explicitly describes each element making up theassh in terms of context,

meaning and purpose.

2. “Integration of theory’— The researcher needs to consider the integratidn
applicability of the units of analysis used in tiesearch beyond the context of the
research. The discussion of results section aralysd relates research elements
in moving towards a combined theory which may bmgared to the research

hypothesis.

3. “Reflexivity” — The role of the researcher needs to be ackngetednd
accounted for in the documentation of the researtie role of the researcher

informs all aspects of this research and explictoant of this is contained in
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specific sections such as assumptions and limitgatiethical considerations and
philosophical response.

4. “Documentation’™ It is important for the research process to heeable and
therefore a comprehensive account of the reseamdesgs, including reasons, is

required. This research methodology section prevites account.

5. “Theoretical sampling and negative case analysist’'is important to consider
all emerging theories or controversial data inatgdihose that do not agree with
proposed theories and results obtained. Conflictimegpries are discussed in the

literature review and controversial data and ingilans thereof are considered.

6. “Sensitivity to negotiated realities” It is important to consider the context of
data or possible influencing factors. For examplaticipants may have many
motivating factors which will influence their respmes. Also, the perception of
the researcher has the potential to influence #t@ and the results. Therefore it is
important to consider any factors influencing tespondent and for the researcher
to remain objective during the observation or capguof the data. To account for
this, interviews were directly transcribed and réd language of the respondents
used to justify themes presented in the TCA. Thesvpbint of the researcher is
presented in the analysis and discussion sectiarchviollow.

7. “Transferability” — Even though qualitative research is based wadhspecific
context it is important to consider the applicabilof the research beyond this

research context. Consideration of this was madecliscussion of results.

3.6 Ethical considerations

This research relates to topics which are quitetesdious and/or sensitive in
nature and therefore certain ethical considerationst be made. It was decided
that the names of all interviewees as well as traes of the organisations which
they represent would be kept confidential to ensiaé respondents participate in

a more open and comfortable manner.
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At the outset of each interview it was explainedt thll responses were to be kept
confidential and that details on the business dmaditterviewee would not be
included in this report. The experience was thatha respondents, upon being
ensured of confidentiality, were open with theiindpns and forthcoming with
information about their business practices and starkConfidentiality in this
case does not detract from the quality of the tesaitained from the research.
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CHAPTER 4 — ANALYSIS AND RESULTS

This chapter presents the results of the field aie$e beginning with the
biographical data on the respondents followed by rbsults of the thematic

content analysis.

4.1 Biographical Data of the Respondents

A summary of the biographical data for each of tdre SMMEs which made up
the survey is given in table 3 below. The full bimghical data is given in
appendix E. Names of the interviewee and orgawoisathave been kept

confidential as described in the methodology sectio

Table 3. Biographical Data of Surveyed SMMEs.

SI\’Q/IE Dimension Response
Function Helicopter chartering business and flighining centre.
Years Operating 17
SMME 1 Industry Transport, Storage and Communications.
Size
Classification Small.
. Machine reconditioning, manufacturing machines and
Function A
spares, jobbing work
SMME 2 Years Operating 42
Industry Manufacturing
Size
Classification Small
Function Design, manufacture and repair of custom machiaady
tooling
SMME 3 Years Operating 26
Industry Manufacturing
Size
Classification very small
Function Custom design and manufacture of metapoom@nts
Years Operating 33
SMME 4 Industry Manufacturing
Size
Classification Small
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Function

Manufacturer of standard and customised steel ifems
mining and construction

Years Operating

55

SMME 5
Industry Manufacturing
Size .
Classification Medium
. Manufacture and distribution of cap liners and lixaing
Function X
material
SMME 6 Years Operating 24
Industry Manufacturing
Size .
Classification Medium
Function Manufacture and supply of stud bolts for the petremical
industry
SMME 7 Years Operating 45
Industry Manufacturing
Size .
Classification Medium
Function Manufacture and supply of automotive lese
Years Operating 57
SMME 8 Industry Manufacturing
Size .
Classification Medium (upper end)
Function Supply of fasteners and associated items
Years Operating 42
SMME 9 Industry Wholesale Trade, Commercial Agents aniedlBervices
Size .
Classification Medium
Function Selling, repairing and fitting tyres
Years Operating 48
SMME 10 Industry Wholesale Trade, Commercial Agents aniedlBervices
Size

Classification

Small
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4.2 Thematic Content Analysis (TCA)

This section is divided according to the categoriedhe interview guideline
namely: Competitiveness and Competition, Labourghfielogy and Business
Environment. Resultant points from the thematictenhanalysis are presented

and followed by themes derived from the analysis.

References to the interview transcripts are incudéth each comment. The
reference format gives the SMME number (1-10) dmel line reference. Eg.
[2:32] refers to SMME 2, line 32 as marked in tippendix.

4.2.1 Competitiveness and Competition

Of the ten SMMEs which were surveyed five servely dme local or provincial
market, two served the national market and threeitkernational market. So,
seven of the ten do not export their product diyediowever two of those
SMMEs do not exclusively produce completed prodacts therefore may form
part of a supply chain involved in export activi§ee comment 1.1). Also, one of

those SMMESs provides a service which is not exjeta

Of the three SMMEs who supply to the internatiomahrket most of the
international trade is on the African continenteTgroduct offered by two of the
SMMEs is a specialised product of which they are ¢ble local supplier. The
other SMME supplies products which are unspecidlisea market with a low
barrier to entry and subsequently very competitiieerefore this company is
forced to expand its market and does so usinggtsfieant buying power to offer
competitive prices. It should also be noted thas¢hthree SMMEs showed most

intent of expanding in the future (as will be addhed later).

Of the 5 SMMEs operating in only a local or provaianarket only one (SMME
1) did so as part of its competitive strategy (S@mment 1.2). The other SMMEs
allowed the SMMEs to develop and become establighéatcal markets without
intent to expand beyond this. Of the two SMMEs wWhaperate in a national
market neither is currently attempting to expantb ithe international market.

SMME 2 does so because they do not believe that ¢bald expand into the
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international market, most likely because they @b mave the capacity or the
intention of expanding the business on a largees(&¢e comment 1.3). SMME 8
operates in a very competitive market both locatyg internationally. Expanding
into the international markets would therefore rmeguwpgrading production

processes which would improve quality and lowetsss that they could have a
greater competitive edge and subsequently an aayamwhich could be used to
access a greater market. These proposed upgradés allow the SMME to take

a greater portion of the local market and therefoi® unclear whether expanding

into the international market will be a real comsation in the foreseeable future.

Four® of the SMMEs surveyed claimed to focus on a nicteket. This was a
strategic decision for all of them, to allow themnimprove their offering with the
narrower focus (See comment 1.2) and allow therchtorge a premium on their

offering (See comment 1.4)

Table 4 gives the locality of the market which e&@MME serves as well as

whether it is a niche market or not.

Table 4. Respondent Market Locality.

SMME No. | Market Locality| Niche (Yes/No
1 Provincial Yes
2 National Yes
3 Provincial Yes
4 Provincial No
5 Provincial No
6 International No
7 International Yes
8 National No
9 International No

10 Provincial No

Comment 1.1) 14 — Mostly local, because we’re dqotzbing...so mostly local. |
don’t know whether the companies we make for expdtiey probably do — but
we’re not directly involved with that. [4:14]

3 SMMEs 1,2,3 and 7.
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Comment 1.2) 11 - And that’'s been our philosophyumil now, as part of our
flexibility and competitive edge is that we haveudssed on Gauteng and Joburg
only. [1:40]

Comment 1.3) 12 — | concentrate on national. Birdbecause | don’t see that |

could go into international markets. [2:3]

Comment 1.4) 12 - So we don’t go into the mass potidn market, we’re more
for the little niche market where the guy only wasimall quantities and you can

charge a bit of a premium on it. [2:36]
The theme derived from this analysis is therefore:

Theme 1 - Most of the SMMESs surveyed served local markets and commonly
served a nichein the market.

Table 5 below gives the rankings of the four contipetdimensions as given by
each SMME. The order of the ranking is from mogtamant to least important.

Table 5. Observed Competitive Dimension Rankings

SMME No. Competitive Dimension Ranking

Flexibility, Quality, Service, Price

Service, Quality, Price, Flexibility

Quality, Flexibility, Service, Price

All even

Price, Quality, Service, Flexibility

All even

Price, Service, Quality, Flexibility

Price, Service, Quality, Flexibility

Ol 0O N| o g | W N

Service, Price of equal importance

[N
o

Service, Price of equal importance

As can be seen in table 5 of the ten SMMEs whicheveeirveyed three ranked

price as the most important competitive dimensiorerothe other three
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dimensions. Two ranked price on a par with seragéhe most important and two
ranked all dimensions as important as each othesrefore only three of the ten
SMMEs ranked a dimension other than cost as difigaportant. All three of

the SMMEs which did not rank price as a criticattyportant dimension catered
to a niche market as described in the ‘Types ofkelgr Served’ section above.
SMME 1, as with their strategic decision to focus & local market, made a
strategic decision not to compete on price buterathn flexibility and quality.

This position has allowed them to forge a strongjfmm in their niche market and
has been successful in allowing them to remairagwsble and profitable. SMME
2 and SMME 3 have seemingly focussed on the dimassf service and quality
respectively as their core competitive dimensiod famged a niche which allows
them to charge a small premium which makes thenkessi profitable (See

comments 2.1 and 2.2).

The SMMEs which ranked price as a critically impoit competitive dimension
either operate in markets where volumes are highcampetition is fierce, or sell
to large organisations as part of a larger suppbirc In high volume markets
with stiff competition price often becomes the mdifferentiating factor followed
closely, or matched, by service. This is evidengiinof the seven SMMEs which
ranked price as critically important ranking seevas equally important or almost

as important as price (See comments 2.3 and 2.4).

Comment 2.1) 11 — ...on costing we're not reallattlttompetitive, for very
deliberate reasons... Being a niche market yout caally afford to not deliver a
high quality. [1:15]

Comment 2.2) 12 - ...So we don’t go into the masglpction market, we're more
for the little niche market where the guy only wasimall quantities and you can

charge a bit of a premium on it. [2:36]

Comment 2.3) I7 — What we find is first and foremosrrently is cost, second |

think they will look at service and then qualitydathen maybe flexibility. [7:7]

Comment 2.4) I5 - They all go hand in hand buhateénd of the day Cost comes
first, then quality, then service and flexibilif{:10]
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The theme derived from this analysis is therefore:

Theme 2 - Price is generally the most important competitive dimension for most
SMMESs surveyed.

The markets in which the surveyed SMMEs operatg sagnificantly, from sole
local supplier (SMME 6 and SMME 7) with competitiotom imports only to
highly competitive markets with fierce local andteimational competition
(SMME 8 and SMME 10). Also noted were SMMEs who vide specialised
production or services to an established custorase land do not encounter stiff
competition (See comment 3.1). All of the SMMEs veyed have been in
business for longer than 15 years and have beentabéstablish a relatively

stable position in their respective markets.

The markets which the SMMEs find themselves incarige stable with a limited
number of established competitors and a high bawientry for local competitors
which keeps the market stable, except for imporédats (to be covered in a
forthcoming section). The most notable exceptiovih low barrier to entry, are
SMME 9 and SMME 10. Both of these SMMEs noted tivedt of new market
entrants and both listed price and service as ameahinost important competitive

dimensions - as per previous section (See comn3ehtznd 3.3).

Four® of the surveyed SMMEs noted that several compstilisappeared over the
past few years since the economic downturn (Seevmorh 3.4). Many factors
may affect this such as reduced demand in a pesfodconomic downturn,
unsustainable business practices by competitoneduction in profit margins
and/or loss of captive market from competitive puess, particularly from

imports.

Comment 3.1) I3 - ... What | do is special purpd3eere are other people doing it
but | haven't really ever come across them as gpetitor. [3:11]

4SMMEs 1, 2, 4 and 9.
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Comment 3.2) 19 - ... The difference in a businiss this is that the capital
investment for a start up is not as high as annasging business which has a lot

of machines. [9:32]

Comment 3.3) 110 - ...it is fierce and the barte@eentry is very low. Anyone with

a little bit of experience or training can sellyeet [10:22]

Comment 3.4) 12 - The local guys...there used t@lb@ut 7 or 8 local guys but
obviously they've just fallen by the wayside beaits not economically viable
for them. [2:23]

The theme derived from this analysis is therefore:

Theme 3 - Competition is different in each industry but most SMMESs surveyed
manage to define themselves in their market and separate themselves from their
competitors.

The SMMEs involved in production activities notdte tthreat of imports from
either China or India. These imports, as has gégdraen the case with imports
from the East, are significantly cheaper than lgcatoduced items however are
generally not of the same quality and are alsoesiilip lengthy lead times. Four
of the SMMEs commented that the quality has impdoxecently and this has
made competing against these imports increasingficudt. However, service
and flexibility of local producers remain superiand in markets where these
dimensions are valued the SMMEs are able to conijaeted on those dimensions
(See comments 4.1; 4.2; 4.3 and 4.4).

Comment 4.1) 12 — On cost, and there quality isrowmg but obviously their
volumes are much greater than ours, that's why tagycome in on cost. [2:27]

Comment 4.2) 15 -The Chinese stuff is cheap butogsn’'t generally offer the
quality. The Indian stuff is often high quality aattmuch better prices than local
stuff. The lead time is 4-5 weeks and that's aggpblem so you don’t have the

service and flexibility. [5:32]
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Comment 4.3) 17 — What we find currently is that ae competing against
China. It's very difficult because on pricing yduihd that in some instances they
are about 50% cheaper on price and that makesyitatgactive for end users and

of course merchants or people that are buying fuenj7:12]

Comment 4.4) 19 — The market is geared a lot owicer The Chinese for
example are able to offer wonderful prices to symplthis country but they can'’t
offer the service [we can]. So a large internati@mganisation is going to have to
weigh these factors up. [9:42]

The theme derived from this analysis is therefore:

Theme 4 - Competition from the East and particularly China is a great threat to
most of the surveyed SMMEs.

Seven of the SMMEs surveyed explicitly referred to agdpeof their business
practices which they believe have allowed them d@oshbccessful in their own
right. The two most prominent factors which emegge fairly conservative

business practices and the presence of a familyreul

In terms of conservative business practices’fivethe SMMEs described their
focus on steady sustainable revenue streams thtrehighly profitable yet often
volatile revenue streams (See comment 5.1). Ottatipes such as keeping debt
to a minimum and planning for period economic dawms$ also played a big part
in ensuring that many of the SMMEs were able toshetainable over long
periods. The success of these practices is eviddahe lifespan of each of these
SMMEs and the fact that all of them have survivédleast one period of

economic recession (See comments 5.2 and 5.3).

The other major factor tied to the conservativermss practices is the prevalence
of a family culture. All but one of the SMMEs suyeel had two family members
in the ownership or management structure of therpnse. This is very often the

® SMMEs 1,2,5,6,7,9 and 10.
® SMMEs 1,2,4,6 and 7.
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catalyst for developing the family culture in amganisation. The family culture is
a strong factor influencing labour relations, mofén in a positive way, as well
as following the sustainable business model whicbstmof the SMMEs
subscribed to and which has ensured their contirsuedval (See comment 5.4
and 5.5).

Comment 5.1) 11 — Yes. A lot of guys obviously gor fthat because it is
sustainable income. There’'s not magic profit margin it but, for instance

through the recession, the mines never stoppedh&tukfully that's just ticked

over and kept our business going while a lot oeotjuys have just gone [bang]...
[1:58]

Comment 5.2) 14 - Last year was a bad year, thaniva good year but | think
that was, in general, for everybody but we've segdi it and survived it by
keeping debt to a minimum, not letting debt run yévam you... [4:51]

Comment 5.3) 110 - ... It's all about sustainapilénd we’ve been sustainable.
We’'ve come through tough times in the past. It's gming to end, it will always

be there. You have your peaks and valleys in tdestry. [10:37]

Comment 5.4) 17 - The other thing that is playinbgig role is the whole family
ideology. On the owners side, the managers andshiageholders, the family
ideology is playing a huge role and if you go itihe factory you will find that
there is always 2 or 3 family members and you alifays have an older person

and then maybe one or two younger individuals amlplaying a role. [7:76]

Comment 5.5) 110 - So our family culture is verg lnd that’'s a huge asset to us.
[10:78]

The theme derived from this analysis is therefore:

Theme 5 - Most of the SMMESs surveyed engage in fairly conservative business

practices focussing on long term sustainability.
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4.2.2 Labour

Sever of the SMME surveyed made use mostly of unskilibur but several of
them have positions for skilled artisans such aswnights, fitters and turners,
boilermakers, toolmakers and specialised techrscigach of the SMMEs in this
position expressed difficulty in finding employesgh the necessary skills to fill
such positions, lack of resources required to airemployee for such a position,
and difficulty in retaining such employees becaw$ethe massive demand.
Another concern which was expressed was that ngtase there a lack of such
skilled workers but the ones that do exist belamgh aging generation that is
nearing retirement age and that there very feménybunger generations have the
same skills (See comments 6.1 and 6.2). The uadkidlbour which most of the
surveyed SMMEs used was described as easily regibcenith very little
training required (See comment 6.3). The continus of unskilled labour ties in
with the old South African business model of pro@itoff unskilled labour rather
than modernising, developing skills and productiprocesses to be more
competitive. This is not to say that employers stekeplace employees (See
comment 6.4) yet it does not contribute to raigimg skills level in the country
and to developing the competitiveness of the ensap

Comment 6.1) 12 - Most of the guys are feeling piech on the more qualified
stuff [skilled jobs] because you don’t get many gtiyat want to do it firstly and
most of them are fairly old so you can’'t expecintht® perform at 50 at the same

speed as you would expect a 25 year old to perff2rh9]

Comment 6.2) 110 - The problem is wheel alignmeadhnicians, although we
train them through our resources, we identify guith potential and then we will
send them on training but it takes time, becausedan’t get guys off the street
that specialise in that. You've got to do it yolfsad that takes time and it takes
money. The problem is when you get that guy inposition they get head hunted
and you lose them. So you've got to pay more. [10:6

" SMMEs 2,4,5,6,7,8 and 9.
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Comment 6.3) I5 - It's all unskilled labour so yoan replace employees very
easily. It's all low key so it's not a problem. $8]

Comment 6.4) 12 - On your lower skilled stuff thase fairly replaceable but the
problem is having a high staff turnover cost youneybecause you have to train
everybody. [2:62]

The theme derived from this analysis is therefore:

Theme 6 - Much of the work in the surveyed SMMEs is unskilled and is easily
replaceable however most do have several positions which require skilled

workers who are becoming scarce and are difficult to retain.

This follows on from the previous theme and is dage the described model of
employing unskilled labour. Unskilled labour is geally used for one of five
operations in a production or service environmengmely: preparation
operations, production operations, assembly omersitiinspection operations or
cleaning operations. These operations are eittefoqpned by hand or using low
level production machinery which is designed todperated by an unskilled

labourer.

Based on this, most development with regard topgent or machinery sticks to
this model — using unskilled (cheaper) labour tdgren an operation using the
appropriate production method. The focus is theeefon upgrading the

machinery with the unskilled labourer operateshsa productivity increases, and
not necessarily to reduce the labour force (Seemems 7.1; 7.2 and 7.3). There
was one notable exception in SMME 6 who have coatly adopted a model of

upgrading machinery in order to increase produgtivihey have now reached a
point where none of the production is done by hggtceach machine still requires
an operator for loading and unloading and otheh seguired operations (See
comment 7.4).
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Comment 7.1) 14 — (To the question: “From what yeutold me, and from what
I've seen, the nature of the work seems to be negknology orientated...that
you get a machine that can do it a lot cheaper..Exactly, but you still need
labour... There’s no way you’re going to get aromodl using labour. I've still got
the same number of guys working for me as whendn’'tihave all the

mechanised [automated] machines so it’s really nmaddifference to the labour

force, the labour force has stayed the same. [4:61]

Comment 7.2) 13 — We aim at special purpose mashiaed when we build a
machine it is not to get rid of people, it is toprave production and to uplift the
people that are doing the job now. In other worigie §im the tools that he can be
more productive and upgrade him. I've never builhachine which replaces a
person. [3:6]

Comment 7.3) 110 - So, it runs with technologymiakes it quicker. It makes it
better. It makes it more sturdy, more durable hutvill always be labour

intensive. You need someone to do that for you58]0

Comment 7.4) 16 — We are definitely not labour msi#e anymore because we
have mechanised over the years and we are fulljhamesed [none of the work is
actually done by hand]. [6:40]

The theme derived from this analysis is therefore:

Theme 7 - The work in most of the surveyed SMMEs is labour intensive, but is

used in conjunction with appropriate or complementing technology.

All of the SMMEs surveyed had experienced some Uabssue with regard to
unions or labour laws. Most commonly these problemwlve difficulties in
disciplining or dismissing problematic employees strikes instigated by the
respective labour unions often as a sign of satidaather than due to problems
with that particular business. A common theme wteaterges is the perceived
inequality between employer and employees right® (®mment 8.1). Several of
the SMME surveyed placed this as the lead deteter@mployment in their
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business (See comment 8.2) and motivation to keegmployment numbers as
small as possible (See comment 8.3). This is ntdwnded since SMMEs with
the fewest employees seemed to have the least ammbunion involvement and
the best employer-employee relationships resultmgery few major labour

related problems (See comment 8.4).

Five® of the surveyed SMMEs claimed to have bad relatiggs with the
respective labour union representing their empleydecommon theme was the
instigation of strike action by the union, oftenr foenefits which employees
already enjoy, against the will of employees oftipatar businesses, or in
solidarity with some other strike action in whichat or an allied union is
involved. This further strains the relationshipvetn unions and businesses and
acts as another major deterrent to employment¢Seenents 8.5 and 8.6).

Comment 8.1) I5 - As an employer you basically séerhave no rights. When
you have a limited staff and when you have oneqgmemissing from the chain

[through abuse of designated leave] it becomesnaettal to production. [5:92]

Comment 8.2) 16 - With labour... what we would liteesee from government is
to talk to the unions because no one can talk @outions...to be more tolerant
with us. It makes it very difficult to employ some®n Labour makes it very
difficult. Even if you only have a few staff youlshave a problem. There should
be much better relationships between unions andogens. One thing the unions

should stop doing is protecting unproductive labrr100]

Comment 8.3) 11 — As we discussed - over-regulateomajor issue, all facets
especially on the labour side, is being over-regdldut in a negative sense and
the employer has no rights in South Africa. Youdnd get rid of anyone and you
have no rights. It's a lengthy cumbersome procdssligirust and it's going
nowhere in a rush and it's very worrying. I'd rattkeep the business as small as

possible, rather than expand because it will mearerhassles. [1:163]

8 SMMEs 3,5,6,8 and 9.
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Comment 8.4) 14 — We are small, so in that sensengducky that we haven't
had unions involved and no major labour issueswete had over the years, in

the 30 years that we’ve been in business. [4:83]

Comment 8.5) I7 - I've been with the company 20rgazow and in that time |
have witnessed 2 strikes and both of them werenisgd by COSATU... from
outside. It wasn’t from inside. [7:80]

Comment 8.6) 18 - Union top brass have persondldsabnd the shop floor
employees are forced to strike for conditions whiaky already enjoy. [8:69]

The theme derived from this analysis is therefore:

Theme 8 - Complicated labour relations are a common issue among the
surveyed SMMES.

Eight of the ten surveyed SMMEs have increased therkforce as they have
grown the business based on metrics such as oamgputurnover. However, one
of these (SMME 5), after increasing the workford¢eadily while they grew,
reduced it drastically following the economic doumt in 2008 (See comment
9.1). The two SMMEs which have not increased thewrkforce have
purposefully kept their labour force as small asgiigde (See comment 9.2).

Of the ten SMMESs surveyed, four intended to groirtbusinesses and expected
this to be accompanied by a growth in employmemlyers in order to increase
production capacity. Three of these four SMMEs edrhat future growth would
likely be associated with investments in technoldgyimprove productivity
and/or lower input costs but that these would b=rpanied by increasing the
workforce to handle extra demand (See comment 98¢ fourth SMME is
engaged in more labour intensive work and therefocecased capacity stems

almost directly from an increase in the workfor8ed€ comment 9.4).

The other six surveyed SMMEs did not intend to grnbwir businesses further
either because they are content with the size @f thusiness or because they
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believed that increasing the size of the businessldvincur too many additional
problems to be viable for them. These SMMEs weter@sted in investing in
technology as a tool to remain at their curreneledf productivity (or increase)
while decreasing their workforce. Much of thisnéormed by labour issues which
have affected the businesses and have encouragemvitter-managers to move
away from employment, either by downsizing or tlglowapital investment (See

comments 9.5 and 9.6).

Comment 9.1) I5 — (In response to the question “Wies the employment
growth trend in the company been since 1994?”s hlard to say. From 1994 to
2008 there was exponential growth. The company drgwl00% but after the
crash in 2008 we went back to almost half the stafhad before. [5:54]

Comment 9.2) 14 - ...But employment-wise I've oeler had about 5 employees
working...now we’ve got 6 at the moment. Tried &®fg it small. Tried to keep it

compact so that you can control it and keep yoandkan it. [4:6]

Comment 9.3) 16 — Any labour growth will be linkéal requirement. If we get
any more contracts we will have to employ more pedgcause we will not be
able to meet it with our capacity. We will havegiet more machines which means

we will have to get more people. [6:66]

Comment 9.4) 19 — It is product for product... wavé something like 49 000
different commodities and we service something 4k80 clients... orders vary

significantly...for that you need labour. [9:69]

Comment 9.5) I1 - I'd rather keep the businessnaagllsas possible, rather than

expand because it will mean more hassles. [1:167]

Comment 9.6) 12 —...Especially after the strikeshad earlier in the year a lot of

guys cut their work force down and are going martemated. [2:77]
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The theme derived from this analysis is therefore:

Theme 9 - Employment numbers tend to increase with business growth.
However, several of the SMMESs surveyed are intent on keeping the business

small.

4.2.3 Technology

For two of the ten surveyed SMMEs this argumentardigg the use of
technology is not applicable as, for SMME 1 theisiness offers a service which
will not change based on technological developmesmtsi for SMME 9 their
business processes cannot likely be altered dadigtiasing technology. For the
other eight surveyed SMMEs the use of technology walely agreed to be the
method by which one may improve productivity anduee costs (See comment
10.1). The outcomes of whether this may be usexkpand market opportunities
and possibly grow the business or just become rpooductive and improve
profitability whilst remaining the same size, difebetween businesses based on
their strategic objectives (See comments 10.2 @&nd)1 In the face of global
competition, as described previously, faaf the SMMEs believe that improving
productivity through increased use of technologythie only way to remain
competitive in a global marketplace and in the fatencreasing costs across the
board (See comment 10.4). Apart from purely deéngasosts eighf of the
SMMEs claimed that increased investments in tedywlare desirable for
reducing or eliminating the use of labour. This wagstly due to a perceived
weakness through being reliant on labour which fseno unproductive,

problematic and costly (See comment 10.5).

All of these SMMEs believe that they can recovey mvestments in technology
through increased productivity and market oppotiesi All of the SMMEs
realise that there are limitations to the amountechnology which they will be

able to employ and therefore are not aiming at ialng the workforce but

® SMMEs 4,6,7,8 and 10.
¥ SMMEs 2,3,4,5,6,7,8 and 10.
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rather becoming more productive using their exgstivorkforce (See comment
10.6).

Comment 10.1) 110 - Talking about productivity, ng@u can do 4 cars in an
hour when in the old days you could only do 2 @rshour. So you can double

your productivity because of technology so thaypla huge role. [10:102]

Comment 10.2) I7 - So, to accommodate the higheramel you have to put in
technology that can meet the demand. [7:134]

Comment 10.3) 14 - ...With the advent of laseriogttyou can also do 10 off or
50 off so you have a much broader base in the madw for the type of work
we’re doing... [4:75]

Comment 10.4) 13 — ...People will say | want toomudite, and they will automate
because that is progress... Sometimes the only tavagover your costs is to

upgrade so that you are productive enough. [3:20]

Comment 10.5) I5 - I'd like to invest in machinesieh would make me more
productive with less dependence on labour. It waldfinitely allow us to lower

costs...but it's not so much lowering costs as livgestress levels. Unfortunately
| don’t think we could increase our market but | lmidieve we could recover the
cost of better access in our market through lowastsc Just by improving
production methods you could double the produgtiwith the same number of
operators. [5:62] [5:73]

Comment 10.6) 12 - So people are trying to work geranot harder, but you

always need someone to do the hard work for yad4]2
The theme derived from this analysis is therefore:

Theme 10 - Technology provides the opportunity to be more productive and
could expand market opportunities for most of the surveyed SMMEs.
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4.2.4 Business Environment
Common challenges experienced by the surveyed SMimilisgded:

* Onerous accounting and tax regulations (See consndnt and 11.2).

* Broad Based Black Economic Empowerment (BBBEE) irequents (See
comment 11.3).

» Theft and threat of vandalism which require expensiecurity measures (See
comment 11.4).

* Bribery and Corruption (See comment 11.5).

Comment 11.1) 14 — It’'s difficult to say. All thests and the red tape, that's what
hampers us. We don’t have the finances to empleysas and labour lawyers
and people that can advise you what is the righgtko do, we have to do that

ourselves. [4:125]

Comment 11.2) I5 - | think there is still great @atial for small business. There
are a lot of restrictions put into small businessedot of red tape. Labour
regulations, tax regulations, there’s so much gaagginst small businesses.
[5:87]

Comment 11.3) I7 - ...Also, BBBEE has a lot of irgfhce. It's a big cost. It's

capital and overheads that you need to outlay2]7:6

Comment 11.4) 16 - Labour and security are verytrdesve parts of business
because security costs lots of money. A small comfi&e us is spending lots of

money on security and that's a big deterrent insiress. [6:97]

Comment 11.5) I7 — The other challenge is bribargl aorruption. If it comes
down to the situation where you need to get a eschtand you're not prepared to
wheel and deal, you're not going to get businesd, &e’'ve lost out because of

that, because we say we don’t buy our businesk597:
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The theme derived from this analysis is therefore:

Theme 11 - Common challenges faced by the surveyed SMMESs in the South
African business environment are: over-regulation and red tape, bribery and

corruption, crime and BEE.

Six*! of the surveyed SMMEs commented on the effectrastit increases in
price of many of their inputs and overheads. Thiiaf inflation figure in South
Africa rose from around 3.5% to 6.1% [Trading Ecomgs (2012)] through 2011
yet this does not reflect the massive price in@eaghich many businesses face.
Electricity prices have increased 260% between 20@B2011 [Rees M (2011)],
fuel prices have risen from around R7.50/I in e20P8 to nearly R10.50 in early
2012 [AA (2008)], and these increases carry wignthincreases in most material
inputs as they affect production and transportatosts. Therefore input costs
have increased drastically for many businesses hadause these increases
cannot always be transferred into their sellingearit is likely that profits will

have decreased.

As these increased costs are worked into increselidg prices, if sales are not
affected by the increases and remain constantiutimever of the business will

increase. This may give an artificial figure of @th of the business which will

not be reflected in increased profits (See commghts and 12.2). The other, and
possibly worse, effect is that demand for the pobdw service will decrease as
price increases which may lead to downsizing onestesure. SMMES, because
of their size and possible lack of resources, apeensusceptible to this kind of
threat and often are not able to absorb price asge for a period to maintain
selling prices and protect sales. Continued pnceeiases of such inputs could

pose serious risk to SMMEs (See comments 12.3 2ar).1

Comment 12.1) 15 - ..2008 was an artificial yeamhewe everything
doubled...turnover doubled but only because cdsteaterial doubled...2009 we
got back to reality. [5:58]

1 SMMEs 4,5,6,7,9 and 10.
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Comment 12.2) 110 - But also, there are yearlygmnreases. If there is a 10%
price increase then there is going to be a 10%etbgrowth in turnover caused by

increase in tyres. [10:92]

Comment 12.3) 14 — Yes and no, because over ths yespecially now in the last
2 years we’'ve noticed that profits are just drogpbut that is because of the
general market... electricity going up, rates anc$ going up, and all these extra
taxes and levies we’'ve been having to pay... jtestssover-taking your pricing.
Steel pricing has increased, over the past 5 yehmyt 3 or 4 times a year...it's
killing us. [4:115]

Comment 12.4) 19 — Yes, but it's also becoming@bfgm because the input costs
related to that service are becoming huge. | thirgkn the only bolt and nut
company in the country that carries a fleet of &higles. This was fine when
petrol wasn’t so expensive and you were making $ame profits but that is not

the case anymore. [9:26]
The theme derived from this analysis is therefore:

Theme 12 - Input costs have increased dramatically over the past few years and
have caused artificial growth and affected profit margins of the surveyed
SMMEs.
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Table 6 gives the twelve themes emerging fromltleenatic content analysis.

Table 6. Summary of TCA Themes.

[0

0]

|72}

d

Theme 1 Most of the SMMEs surveyed serve locatketa and commonly
serve a niche in the market.

Theme 2 Price is generally the most important patitive dimension for mos
SMMESs surveyed.

Theme 3 Competition is different in each industy most SMMEs manage
define themselves in their market and separate dbkes from thei
competitors.

Theme 4 Competition from the East and particyl@hina is a great threat
most of the surveyed SMMEs.

Theme 5 Most of the SMMEs surveyed engage ilyfamnservative busines
practices focussing on long term sustainability.

Theme 6 Much of the work in the surveyed SMMEsiiskilled and is easil
replaceable however most do have several positidnish require
skilled workers who are becoming scarce and afieulif to retain.

Theme 7 The work in most of the surveyed SMMERI®ur intensive, but i
used in conjunction with appropriate or complemantechnology.

Theme 8 Complicated labour relations are a comisgue among the surveys
SMMEs.

Theme 9 Employment numbers tend to increase watisiness growth.
However, several of the SMMEs surveyed are intenkeeping the
business small.

Theme 10 Technology provides the opportunitygariore productive and cou
expand market opportunities for most of the surdey®IMEs.

Theme 11 Common challenges faced by the surv&8MMWESs in the South
African business environment are: over regulatiold aed tape
bribery and corruption, crime and BEE.

Theme 12 Input costs have increased dramaticaly the past few years a

have caused artificial growth and affected profiargins of the

surveyed SMMEs.
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CHAPTER 5 — DISCUSSION OF RESEARCH

This chapter begins with a discussion of the theemasrging from the thematic
content analysis procedure, separated accordingheo categories from the
interview guideline, namely: competitiveness, lahaechnology and business
environment. Following this is a discussion of eoyphent creation and
competitiveness, a review of the state of SMME tgwaent in South Africa and

a philosophical response to the research.

5.1 Discussion of Results

South Africa finds itself in a fairly positive ecomic state, especially considering
the state of the economies of the USA and Eurozmmetries following the
global recession of 2008. South Africa has a curemtount deficit of R114.6
Billion in the third quarter of 2011. This is mamragby a net capital account
balance of R 30763678 reported in 2010, and whiab heen maintained in
positive territory since 2003. The government debtSouth Africa was last
reported at 35.7 percent of the country’s GDPgaré far lower than that of the
UK (80%) or USA (93.2%) or similar developing ecames to that of South
Africa such as Brazil (66.1%). The balance of tradeéouth Africa frequently
fluctuates (5 or 6 times per year) between negatinek positive territory. This is
due to the fact that South Africa, although the ldlermajor exporter of gold,
platinum, coal and diamonds South Africa requirggamcapital imports such as
machinery and equipment, as well as chemicals aetlolpum products.

(www.tradingeconomics.com)

5.1.1 Competitiveness and Competition

Much of the research on SMMEs suggests that theg te operate in a local
market with few cases of exporting to global maskethis is said to be
advantageous to the SMME as they tend to develmgedlelationships with their
customers and are better able to understand this refethe customers. Serving

only a local market is often described as a bem¢ftonsequence of limited reach
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of the SMME, who does not have the necessary ressuo access the global
market, rather than a strategic decision. Anothemraon characteristic of
SMMEs portrayed in literature is the tendency toufo on a niche market, not
necessarily as a strategic move but rather asudt mdsa lack of resources which

would allow it to diversify.

Although the respondent SMMEs were biased towardsufacturing activities,
the range of industries to which they belong orpdyss quite large. This allows
one to draw conclusions based on the results ofsilmwey. The level of
competition in each market was very much uniquehtd market in terms of
number of competitors, location of competitors, kedrlccess and barrier to entry
for potential new entrants. These factors cleadyehan effect on the business
strategy of each of the SMMEs. Each of the SMMHEs tharefore found a way to
define themselves in their market in such a way tihey were on par with their
competitors in terms of their offering and hencehefighting for a portion of a
total market or they were able to find a niche wh#ttey could access a small
section of the market their competitors were negigc Irrespective of their
competitive strategy each of the SMMEs had founstrategy which allowed

them to compete successfully over a long pericihod.

A key factor emerging with respect to competitiveneas the conservative
business practices which were shown by all surv&S#Es. These had clearly
been responsible for their sustainability and stalvover a long period of time.
The lack of such conservative business practiceshighlighted in the additional
perspectives section as a key factor leading tareaamong new SMMEs. The
concepts of constantly investing in the businesmimising debt and keeping
tight control over debtors were characteristicshhggted by the SMME owner

managers as well as key points from the additipeedpectives.

The level of competition in each market and indusipends on various factors,
as described in the section on competitivenedsisnréport. Competition from the
East, in particular China and India, has becomeapmfactor affecting a broad
spectrum of industries across much of the inteonati business community. The

prevalence of skilled and productive labour foroesipled with little labour



84

regulation or protection has allowed enterprisesnfrmany eastern countries to
infiltrate the global economy on a mass scale. Manyanisations have also
outsourced operations or established operationssuch countries to take
advantage of this cheaper, more productive laboonnally at the expense of
closing operations in their country of origin. Puats across all industries are
produced on a mass scale and supplied all ovexdiniel at greatly reduced prices
as a result of this ‘cheap’ labour and economiesaaile production principles.
Whether these practices are acceptable or suskaimathe long term remains to
be seen and is beyond the scope of this projectveMer, the threat of imports
from the East is undeniable and has had a profetffiedt on businesses in South

Africa.

Theory suggests that much of the importance of SMEhe position they often
take up in various supply chains as suppliers tgela enterprises. Larger
organisations generally have greater buying power purchase with price as
their most important competitive dimension. Hena&e becomes the most
important competitive dimension for the seller urcls a market. Again service
would rank very close in importance to price inls@acmarket as evident by the

aforementioned results.

Interestingly, price emerged as the most importantpetitive dimension among
the surveyed SMMEs. There are two ways of viewhg tinding which must be
considered. Firstly, one may argue that price allays be the most important
competitive dimension because it most directlyuefices the profitability of the
customer. Therefore, irrespective of the what themetitive dimensions may be
which allow the SMME to enter the specific marketappeal to the customer,
price will always emerge as most important singe the only dimension directly
reported in financial figures. Secondly, price vatherge as the most important
competitive dimension in a market where customersoasumers value low cost
above quality. Therefore, if a producer is supmyaproduct at a price deemed
uncompetitive by the consumer or customer (reftéatesales or lack thereof),
even though it is of superior quality to substitufgoducts, he is not addressing

the needs of his customer.
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The characteristic of SMMEs operating in mostlyalomarkets and hence being
able to develop close relationships with customes shown to be the case in the
majority of SMMEs making up the survey. Therefafé¢hese SMMEs are failing
to compete with substituted products such as cheggtepoor quality imports
from the East, they need to develop their relahgnsvith customers based on
proximity and use this as a competitive advantagedmpeting along the other
competitive dimensions. This may include findingch@ markets for quality
products at higher prices or increased serviceflaxdbility, but will depend on

each market.

5.1.2 Labour

A problem in South Africa, existing as a resultoof political history and having
a profound effect both on the public and privatet@s of the country, is a
massive skills shortage. This is evident at alelsyfrom practical based skills or
artisans to advanced skills requiring tertiary edioni. Much of the economic
activity during the Apartheid era was based on aehmf exploiting cheap
unskilled labour which was also forced to remairskilied due to political
policies of the time. This old model still remaipsevalent in South African
business today. This, combined with the continuaete lack of skilled workers
and the high unemployment rate in South Africa, ¢wesatly skewed the supply
and demand dynamics between employers and employeskilled labour is in
massive over-supply yet unskilled employment istioorally decreasing due to
economic factors such as modernisation of prodoctitethods and political
factors such as trade unions. Therefore, as thewd@rtends more towards skilled
employment and supply falls further to unskillethdar the mismatch creates a
void which results in difficulty in business devetnent and increased

unemployment.

The large majority of employment positions in the@veyed SMMEs are for
unskilled labour. Again, the bias toward manufaowiractivities means that the
majority of positions are production based. Mosthad production activities are

performed by machines, either fairly low-level mags performing single
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standard operations, or high-level multi-functiomahinery, both requiring only
loading, unloading and engagement or disengagehyeah operator. This range
of operations has different dependence on opejaiductivity. For example
some machines require an operator to engage theatmpe for each item
produced and therefore the machine productivitylingted by the operator
productivity. Other more advanced or more automatadhines may only require
loading or unloading of material or components omtgasionally and therefore

has a productivity which is less reliant on produtt of the operator.

Due to resource limitations experienced by many S8Mhe capital investment
required for sophisticated automated machineryas available and therefore
these businesses tend to adopt a more labour iveéesygproach as making use of
older unsophisticated machinery operated by urgkithbour. This model means
that productivity is limited partly by the produdgty of the machine but largely
by the productivity of the operator. Also, this mebdneans that increasing
profitability requires decrease in input costs (tnaeminantly labour) or

increased productivity (limited by labour produdty. Therefore profitability

depends on effective utilisation of unskilled laholhe unfortunate effect of this
model is that it rarely involves any skills deveiognt either in training to be able
to operate the necessary machinery or experieraghnig to acquiring formal

skills for the operator. Therefore, employment poss remain unskilled which

are easily replaceable and in high demand comptareéde supply of unskilled

labour. This creates a circular effect whereby weses for capital investment is
unavailable and therefore low skill labour interspractices are employed, which
are less productive and incur greater costs towdnr@product, which makes the
product less competitive in the markets, whichHertreduces resources which

may be used to upgrade.

The massive skills shortage in South Africa is @bfgm which is only becoming
worse. The elimination of apprentice programmesrhaslted in very few skilled
artisans emerging from the younger generations. dlder generations which
were trained by such programmes are approachimgmant age a perceivably

these skills will be in even greater demand aneiseshort supply. This is likely
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to cause major problems in the business environm@uahtmay see a forced move
towards automation and more sophisticated machimpassibly accompanied by
weakening of the small business environment and effevemployment

opportunities for unskilled labour.

Theory suggests that SMMEs tend to be more labatensive than large

businesses. Therefore SMMEs tend to have a higlierul absorptive capacity
than large businesses and growth of the businesgemerally reflected in

expansion of the labour force. The general employnggowth trend for the

surveyed SMMEs tends to follow the growth of thaihass according to metrics
such as output and turnover. This reflects therthdat SMMESs tend to have a
higher labour absorptive capacity and hence greategployment creation

potential. The SMMEs which intended to grow furthextpected employment

growth as a result but were focussed on growing @&sult of extra capacity from
greater productivity levels. This indicates that tagse businesses grow the
amount of employment they create will increase bysmaller degree of

proportionality.

Labour relations in South Africa are governed byesal acts, most notably the
Basic Conditions of Employment Act and the Labo@la®ons Act. These acts
set out the rights of both employees and emplogedsare fundamentally aimed
at ensuring that labour is not exploited. Tradeonsihave gained considerable
power since South Africa’s democratisation and habéfted employment

dynamics from the Apartheid-era widespread exgioiaof labour. This has,

however, created an adverse dynamic between enmplape employees which is

harmful to development and growth of businesses.

Labour relations in South Africa have become a \eagtentious issue, and one
which is having a major impact in terms of econonmaie well as social
development. Prior to the labour relations act miakbur in South Africa was
exploited in terms of working conditions and remmatien and was also
prevented from developing skills. Since the incaptof the labour relations act
and the subsequent rise in power of the variououlabunions tenuous

relationships between employers and employees beweme prevalent. Strikes,
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which are detrimental to the country, the employansl the employees, are
commonplace. Labour disputes over unfair dismis$glroblematic employees,
and subsequent costly and tedious legal proceases;ommon stories told by
most businesses. Unions are accused of protectipgpductive labour which is
inhibiting business development and growth. Agdirese issues are debatable
and based on the perceptions and motivations ¢f pady. What is clear is the
detrimental effect that these tenuous relationshgisreen employers and labour
unions/employees are having on development andtbgrowbusinesses and the
country as a whole. Businesses are becoming miuetaat to create employment
positions for fear of more complicated labour felas. In a country where
unemployment figures are approaching 40% this Sitnmais appalling.
Development of better labour relations, which stetel greater productivity and
encourage employment creation, are possibly the pr@ssing economic issue
and are the responsibility of both employers andnsirepresenting labour.

5.1.3 Technology

The use of technology in a process is usually tm@plish one or more of the
following goals: increase efficiency, improve gtyalor reduce costs. Increasing
efficiency allows the process to be completed fastéth less energy and
therefore productivity is increased with the findlenefit of improving
profitability. Improving the quality specificationsf the process allows the
business to lower its costs and/or expand its masgeortunities, all with the
final result of becoming more profitable. Reducwsts means reducing inputs
required for the process which includes reducingenes used, reducing waste,
reducing energy requirements such as electricityreducing labour input
required, all with the final objective of increagirprofitability. Labour is
generally the most expensive input cost, in pacabse of many associated costs
which it entails, and is generally the cost which most often aimed at

minimizing.

A large part of becoming more productive is lessgrthe reliance on labour since

labour imposes a limitation to productivity. In tineodern global marketplace
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businesses are exposed to competition on a glab#.sThese competitors may
have access to more sophisticated technology vdiictvs them to produce more
efficiently and therefore they can offer lower gsc The principles of economies
of scale also have an influence in such situatemshese producers can further
lower their costs and be more competitive. SouthicAh businesses therefore
need to find ways to lower their prices to remammgetitive in their markets.
Unfortunately, labour is now viewed as a high asih limited productivity and

more businesses are tending towards automation.

Businesses that do upgrade their machinery tonatemal standards are often
able to expand their market, either locally or ewena global scale in certain
circumstances. The expanded market opportunitiesy brew growth potential.

Since this growth potential is subject to expandetket opportunities through
greater productivity, it is uncertain what employrmgrowth prospects may be

associated with this business growth.

For SMMEs the resources required for investmenhistipated technology are
often not available and therefore their currentdpition methods must suffice.
Within this there is scope for improved work methat finding a niche market
which can be competed in, with current productiogthnods, possibly focussing
on a more complete offering involving the compedtidimensions other than

cost.

5.1.4 Business Environment

The most common challenges to SMMEs addressed taratiire involve
developmental challenges such as: lack of finanaalable for start-up and
expansion, lack of technical knowledge and diffi@s with regard to regulatory
requirements. Most of these challenges are commo8MMEs through many
countries. Many of the points raised by the surde$gMMESs, with regard to
challenges in the business environment in Soutlc#@frwere less obvious and

also far more unique to the South African situation
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One of the most serious challenges facing SMMESanth Africa, both evident
in the literature and from the interview process,the external factor of the
business environment in which the SMMEs operatés ifitludes various aspects
such as the legal and regulatory environment, kecieironment and economic

environment.

In terms of the regulatory environment, businesaes difficulties navigating the
extensive regulatory requirements such as tax netuWAT payments and
extensive accounting requirements. Small businefisés these requirements
particularly onerous as they often do not have khewledge to adequately
comply with these requirements themselves and c¢aafifard the cost of hiring

consultants to carry out this work on their behalf.

The literature suggests that much of the real eynpémt created by SMMEs
comes from new firm formations, however new firms ane of the most notable
victims of the constricting legal and regulatoryvieonment in South Africa.
From registering the firm through CIPRO, before anable to register with the
receiver of revenue (SARS), to the lengthy and Igogtocess of obtaining
business grants from organisations such as the IhEl, environment is not

conducive to supporting new firm formations.

The final regulatory burden placed on businesseshes BEE or BBBEE
requirements. These policies have caused muchowansy since their inception
and their current success or intended positiveigapbns are debatable. Whether
or not these policies are having the intended pesinfluence that they were
intended is not going to be considered. Howeveg, ¢bst and burden this is
placing on SMMEs is important to recognise. A lapget of BEE requirements
for larger companies rests on purchasing from BEErealited suppliers.
Therefore, BEE status is often a critical factorwimning tenders or being the
supplier of choice to a large organisation. BEEeditation for small enterprises
is largely based on black ownership and managemmahttherefore SMMEs are
often forced to create unnecessary managemeniqmssand share ownership in
order to remain competitive. Again, whether thigaod or bad for business and
the country is debatable and is not within the scopthis project or even this
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argument. The fact is that this policy places albaron small businesses which
acts as a deterrent both to new business format@sns/ell as expansion of

existing small businesses.

When considering the social environment in SouthicAf many complicated
factors must be considered. Due in part to outtipalihistory we have a high rate
of unemployment, large income discrepancy, higlsgmee of poverty and poor
education and skills development systems. The fget/aocial issues associated
with this are high levels of crimes such as thaett gandalism.

The prevalence of ‘petty’ crimes such as theft aaddalism has become an
accepted part of life in South Africa. To deal wikiese issues privatised security
has become a necessary service for all busineageloaiseholds and this incurs
huge additional costs. These costs are not asedcuwith production and are
overheads which need to be recovered through sa@les.obviously increases
prices and affects competitiveness against localpatitors and especially against

international competitors who are possibly not lemeetl with such costs.

Finally, a very concerning development over regears is the massive inflation
of input costs for businesses. The cost increakkgeband electricity as reported
in the results section are becoming more concerfongbusinesses and will
become severe issues if not reversed in the fubopeit costs can only be passed
on to the customer or consumer for a limiting tinefore the price outweighs its
perceived benefits and the customer or consuméonger purchases the product
or service. The cost of fuel and electricity aféettte price of almost every product
and service and therefore, if inflation is to remander control which is required

for South Africa’s development, these costs willdanéo be controlled.

5.2 Competitiveness and Employment Creation

The literature research presents a possible confl®ome of the objectives of the
national small business strategy, most notably dbgectives of employment
creation and economic growth of SMMEs. It is praabghat much of the growth

that takes place in the SMME economy does not tijreceate employment and
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that SMMEs which are able to compete internatignalle highly unlikely to
create employment for the unskilled majority of ens.

The following points in this regard have been obsérthrough this research:

* In the past (and especially prior to the labouatrehs act) business growth in
terms of turnover/profitability was directly assated with employment
growth in the SMME.

« SMMEs are experiencing greater competition in thearkets, especially from
imports and most notably imports from the East. S&4Mwhich operate
within a niche in the market are generally moregxted from competition.

« SMMEs that have made capital investments in ap@tgrtechnology to
upgrade their production systems have become maomnepetitive in their
respective markets.

«  SMMEs which have the potential and resources teshin capital equipment
tend to follow this trend in order to remain comipet in their market,
become more competitive in their market, or en#idenselves to access new
markets. The competitive advantage that stems fiooreased -capital
investments relates to more efficient productioziuding: shorter production
time, reduced input costs (material and energgieficy), and less demand on
labour. The aim, however, is not necessarily tmiaehte the role of labour in
the production process, only to make it more pradec Therefore this does
not have the effect of downsizing the labour fdooé does allow the business
to grow without growing the labour force.

* Generally South African labour is becoming moreemngive, less productive,
and more troublesome through legal and regulatsyes relating to modern
labour relations. Therefore, additional motivatiexists for making capital
investment which lowers the dependence on labolouagesses want to be
more productive and avoid costly labour issues.

e There is little desire or motivation among SMME @mmanagers to create

employment.

Therefore, one may conclude that the potentialhef SMMEs surveyed in this

project to grow, through become more competitiveéhieir market or expanding
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into alternative markets, conflicts with their atyilto create employment. This
confirms the research hypothesis.

The survey dealt only with established SMMEs, dsitdzl in the research sample
section of the research methodology. This matchesthieory of Kesper (2002)
with regard to the phenomenon of jobless growtlSMIMES however this may
limit the applicability of the results and concluss to the context of such
established SMMEs. As previously described, mucthefliterature suggests that
most employment creation potential of SMMEs conresnf establishment and
initial growth of new enterprises. For new SMMEsh® established on a scale
which will assist the amount of employment creatiequired in South Africa will
take much assistance from government. Much of tbgvation for this research
Is to contribute to the development of SMMEs in thoéfrica. Therefore,
although an analysis on the SMME support enviroringmes not directly
influence the research question, it is integrataomsider in any analysis of the

South African SMME environment or economy.

5.3 Report on the Current State of SMME DevelopmenProgrammes

As reported in the current state of small enteepsispport review, in the literature
review section of this report, there are many suppervices available to small
enterprises providing access to finance, techskils development and advice as
well as networking and export development. Assestie effectiveness of these
programmes is beyond the scale of this project,atibugh such an analysis by
was conducted by Rogerson (2004), the SMME sumgironment has changed

drastically in the interim.

Some important points which were noted from thelwatan of the small

business support environment are as follows:

* A strong focus still exists towards providing fim@nfor small businesses.
Based on the results of this project the provigibfinance does not appear to

be the major factor contributing to small businegscess and more focus on
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technical assistance is required in conjunctiorniitance for the support to
be effective.

* The small business support environment is unstaltie. frequency at which
support institutions are established, merged anded (most often due to
financial mismanagement) is unacceptable. This sdkdifficult for SMMEs
to find appropriate support and also brings mustainility to an environment
that requires stable and consistent support ipivtential is to be realised.

* These institutions remain more accessible to thallsto medium size
businesses that generally do not require the su@somuch as micro- and
survivalist enterprises do. Access to this suppodifficult for micro- and
survivalist enterprises as they have more difficaliscovering these support
programmes and lack resources to complete the capiplh process for
support. This system is fundamentally flawed andstrhe re-assessed and
modified if it is to provide SMMEs with support lme with the objectives of

the White Paper on small business.

If SMMEs are to be developed so that they may nzakeal contribution in terms
of employment creation, economic growth and empoweat, government needs
to review and update these development programmeachieve a specific
hierarchy of goals and the implementation of thpsegrammes needs to be
properly arranged and monitored. Again, this dismus does not directly
influence the research question but is very immbstalong with various other

topics, when considering SMME development in Sd\ftica.
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5.4 Philosophical Response

Several interesting concepts emerged in the pramfe$ss research which are not

within the scope of the research however it is irtgrd to consider these topics,

even in a speculative manner, to add greater cbatekmeaning to the research.
These concepts are a synthesis of opinions ofabearcher and the respondents
as well as ideas emerging in the course of liteeateisearch.

Employment creation is one of the most pressingeissn South Africa and is
clearly at the root of many social problems in toeintry. Since government is
responsible for starting most major developmentiatives the issue of
employment creation becomes politicised. The resuthis is that much impetus
of employment creation becomes lost in the coufgedy politics. Employment
creation is imperative to South Africa and shoutdde-politicised if the goals of

creating real employment on a large scale is evbetachieved.

This research shows the limited ability of estdidd SMMEs to create

employment. The goal of employment creation musrefore be achieved
through new business formations. As shown in tlesearch the business
environment in South Africa is very restrictive esglly concerning small

business start-ups. Therefore, if South Africacigrtly realise the employment
creation potential of small enterprises governnmeust reengineer the regulatory
environment and support measures to stimulate metneurship and encourage

new business formations.

In the process of employment creation, South Afnieads to be careful to ensure
that any employment created is meaningful in amenoc development sense.
Employment which is created must add to the ecooamevelopment of the
country and assist to make South Africa more coitipeton a global scale.
Creating artificial employment positions which dotncontribute to making
organisations more competitive and more successfuttimulating the local
economy are not sustainable in the long term. Tiseseope for programmes such
as the extended public works programme and sinmiitiatives as they assist in

alleviating poverty in the short term which is Vitar South Africa. However,
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these programmes are not creating employment aednar assisting South
Africans to make a meaningful contribution to tlo®m@omic development of our

country.

All businesses are motivated by the traditionalubbmn the ‘bottom line’.
Businesses need to develop a focus on the trigterbdine of economic success
or profitability, social development and environrt@rconsciousness. The social
development and environmental consciousness aspeetsspecially important
because, although they are not reflected in cueeahomic success they are the
factors which will determine the long term sustaitity of the country and the

business.
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CHAPTER 6 — CONCLUSIONS AND RECOMMENDATIONS

This chapter presents the conclusion to the relseactuding the final evaluation
of the research objectives which were met, theiooation of the hypothesis and

recommendations for future research questionsngrisom the research.

6.1 Conclusions

In 1995 government introduced the White Paper oralSBusiness with the
intention of developing the small business envirentmin South Africa. The
White Paper detailed the formation of the NatioBalall-Business Strategy with
a sight to greatly decreasing unemployment figares$ promoting economic and
social development of the country. The desired amuts of the White Paper
were: to formalise government’s strategy for dep#lg small business, address
inequalities in business as a result of aparthad, establish a new set of support
institutions, on a broad level, to support, cooatiinand monitor the development
of the small business sector.

The effectiveness of the subsequent policies angrammes implemented to
develop small businesses has been a point of dosrieamong researchers and
policy makers. One major critique of the strategydmall business development
in South Africa is a perceived conflict between goals of stimulating economic
growth, by developing the competitiveness of snmlkinesses, and creating

employment on a large scale as small businessesthapotential to do.

From the research conducted it can be deducedthat businesses do have the
potential to create sustainable employment. HowefeerSouth African SMMEs
to become more competitive in a global marketplaee efficient production
systems are required to lower costs and increagguuThe factor limiting
productivity then becomes labour and labour is beng increasingly expensive
in through increased wages (including deductibéeg) complicated and tenuous
labour relations. Therefore small businesses airtongecome more competitive

will tend to limit their dependence on labour tonmmise costs and productivity
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constraints. So, the goal of economic growth forNE84 conflicts with national
goal of employment creation through SMMEs. The aede hypothesis is

therefore confirmed:

As South African SMMEs shift their focus to becogimore competitive in the
global marketplace their ability or capacity to atee sustainable employment

decreases.

The qualitative nature of this study means thaa @étgreater depth was gathered
from a small sample of the population. The chosanpde included SMMEs from
across industries and size categories but waselihtid established businesses —
those older than ten years. This is due to theotlichy of employment growth
trends of newly formed and established SMMEs. Stheeresearch question was
specifically aimed at analysing links between empient growth and increasing
competitiveness the sample needed to consist dngstablished SMMEs. The

research is therefore limited in its applicabitibythe entire SMME economy.

The strength of this research is that it showsttiegreatest potential for creating
employment in South Africa comes from the formatadmew SMMEs. For this

employment to be sustainable requires these SMiEsdceed over a long term.
An influx of newly formed SMMEs which succeed irettong term will develop

the economy, stimulate a more competitive envirammand thus achieve the
national goals proposed by the White Paper. Thausfoof small business
development in South Africa should therefore benew business formations and

entrepreneurship.

The small business support environment has chardyadtically since the

publication of the White Paper and the originalioval small-business strategy.
Many support institutions have been established sutosequently merged or
closed due to financial mismanagement or percelaekl of impact. The support
remain biased toward finance support which is woistcdered as important (on its
own at least) as technical support and traininge $hpport institutions remain
more accessible to the small and medium sized ess@s that arguably require

this support less than the micro- and survivaliserprises.
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This unstable and unfocussed SMME support and dprednt environment is
not conducive to encouraging new business formsti@nd developing
entrepreneurship. To accomplish this requires #lestgupport environment
offering services which have been developed to @mage potential entrepreneurs
to open businesses and enable these businessasceed. The review of the
current SMME development programmes shows the rdigaf the support and
development environment which has made it largeéffective in achieving its

goals.

6.2 Recommendations for Future Work

This research has raised specific questions rgldbnsmall businesses and the
South African business environment. Research oridlf@ving topics would be
beneficial in gaining a better understanding of sh&ll business environment in

South Africa, for researchers and policy makers:

* Perceptions of labour relations in South Africanfrthe viewpoints of small
businesses.

* Small business views on the collective bargainiroggess.

e How small businesses become successful: analysimall $usiness success

stories to determine what is required from newiyrfed businesses.

The most important recommendation is for more &ia#l research to take place
to develop a more comprehensive and reliable sestatistics on the small
business environment in South Africa. This is vifat policy makers and

researchers.
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APPENDIX A

Appendix A gives a summary of the elements of thaidhal Small-Business
Strategy and a list of current SMME support progras available in South

Africa.

Appendix Al - Elements of the National Small-Busings Strategy

The White Paper covers many different aspects sfnlegs support which the
government envisioned for the development procd$ese support aspects
include not only national government action, bsoahvolvement of the private

sector, NGOs and local authorities (government).
The elements of the support framework are as falow
1. Creating an enabling legal framework

The importance of properly designed enabling actedonomic reconstruction
and development was recognised by government, absequently several key

areas requiring a legal framework were identified:
1.1 A national Small Business Act

Providing a statutory base for agencies createdetelop small enterprises as
well as to provide a regulatory basis such as defis of SMME categories,

eligibility for state support etc.
1.2 A Transaction and Procurement Act

Encouraging or regulating transaction and procurgrbetween large and small
enterprises through procurement rules and incesitisad thus addressing the

issue of market access for small enterprises.
1.3A Small Business Finance Act

Addressing the issue of funding for small entegsisThis includes encouraging

increased lending volume from financial instituspn recognising non-
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conventional collateral types and facilitation apdsit-taking by lender NGOs,
all with the motive of increasing financing for simenterprises.

2. Streamlining regulatory conditions

Inappropriate or unnecessary legislative and regrnaconditions are recognised
as obstacles to growth, particularly pronouncedhan case of small enterprises.

The following measures are recommended in thiseasp

2.1Ensuring regulations are appropriate and develaperbnsultation with all
affected parties while ensuring that national eooico growth and job
creation, within the framework of the RDP, reméims primary objective.

2.2 Continuous monitoring or periodic review, by thelDT conjunction with the
Competition Board, of existing legislation and riegns. This will aim to
improve suitability and ensure relevance of sugfslation and regulations to
small enterprises. It will also ensure that an emment in which small
enterprises are able to compete is maintained.

2.3Provision of legal assistance, within the boundaoé¢ feasibility, to small
enterprises that would otherwise be unable to detbeir interests through
the relevant legal processes.

2.4 Supporting steps to reform the small claims coutlh whe aim of making the
process less burdensome and allowing small enserpoi solve claims issues
of higher value through this process.

2.5Establishing a more user-friendly environment forai enterprises through
the simplification and standardisation of relevalsicumentation such as:
business registration and licensing, loan appbeati tender documents,

export documentation, tax returns and statistiagh dollection.

3. Access to information and advice

The importance of providing information and advioghe small business sector,
particularly micro and survivalist enterprises éea@gnised and various measures

are suggested in this respect:
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3.1lInformation and advice should be sector orientateghplied at grassroots
level, and developed by all parties involved in Bnemterprise support
(Government, parastatals, private organisation\NB@s).

3.2Government involvement in the provision of inforioatand advice will be
guided by the following principles:

* The DTI will be responsible for the disseminatiohimformation about all
aspects of the National Small Business Strategwillltundertake to produce
an Annual Small Business Report or Handbook.

e A country-wide network of Local Service Centres Qs is proposed to
facilitate the spread of information and adviceaagrassroots level. These
LSCs will be expected to provide a range of sesvisEwhich provision of
information and advice is but one.

* Government will not be directly involved in the pegation or dissemination
of information and advice. Private institutions aN&GOs are expected to
undertake the bulk of the information and advicppsut, which will then be
channelled mainly through LSCs.

3.3A large mentor advisory scheme, either voluntary fonded through
parastatals, NGOs or private organisations, is estgg. This is expected to
provide effective transfer of experience, espegiall cases where passive
availability of information may not be effective.o@rnment, however, does
not wish to provide substantial financial supporstich a scheme.

3.4The importance of establishing a comprehensive basttistical information
for the SMME sector is recognised. The task ofl@staing and revising such
a knowledge base is seen as the joint respongilwfit The DTI, Central
Statistics Services (Stats SA), the SBDC, the Cibuioc Scientific and
Industrial Research (CSIR), the private sector #edvarious organisations

operating under the framework of the National SrBakiness Strategy.

4. Access to marketing and procurement

The growth of small enterprises, especially beytimel level of subsistence is

widely considered to be restricted by market camnsts and the inability of these
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organisations to sell their products and servidé® individual entrepreneurs or
businesses, local government and business assosiats well as the established
business community are expected to share the rejildy of improving this

situation. Government involvement is proposed imumber of ways:

4.1 Encourage the Competitions Board to ensure morgettive practices with
regard to small enterprises and become more abtessismall enterprises.
4.2 Take steps, through incentives and benefits, towage the big-business

sector to interact with small enterprises on adaggale.

4.3Encourage the simplification of the tender prociessall public sector and
parastatal organisations in order to make it easiersmall enterprises to
compete.

4.4 Adjust public procurement practices at all levelgovernment to facilitate a
proportion of contracts going to small enterprigesticularly those which are
black owned or controlled.

4.5Give assistance to small enterprises to be ablendet the conditions of
government awarded contracts. This relates to thgigpon of information
and advice and will be primarily undertaken by LSCs

4.6Develop small enterprise export support programn@senable small
enterprises to better compete in the export marBetne propositions are
finance schemes, exhibition facilities; new typdsemport trading houses,
revised export credit guarantee schemes and exparketing assistance
scheme and provision of special training.

4.7 Integrate the above steps with regard to marketind procurement with
supply-side efforts relating to training, finandechnological support and
sector-support programmes. The intention of thiwignsure the quality of
goods and services obtained from small enterpthags ensuring that support
for this sector is sustainable and in line witheeping the economy.

4.8An issue linked to marketing and procurement is deadvantage small
enterprises experience with regard to the econowofiexale principle. It is
proposed for LSCs to channel approaches such esfimh clustering and
discouraging supplier networks so that small emiggp may become more

competitive as a result of more affordable purchase
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5. Access to finance

Access to finance is widely regarded as one ofmimst common constraints
hampering the growth of small enterprises. Streswgtig of the links between
small enterprises and various financial institusiegrequired to ensure that funds
are transferred effectively, based on requiremeatthis sector. Government and

parastatal involvement in this regard is proposea number of ways:
5.1Commercial banks.

Traditionally, the commercial banking system isywéeesitant to invest in the
more risk prone small enterprise sector. ThroughDfl and SBDC, government
hopes to inform commercial banks in the long ruategy of the RDP framework
and improve accessibility of commercial bankingestnent to small enterprise,

particularly in rural areas and among black eneepurs.
5.2 SMME-focused financing institutions

Government opinion is that the majority of develgmin funding for small
enterprises should come from the banking and fila&services sector, gaps exist
in the supply of funds to small enterprises whihls tsector is not able to fill.
Assistance through government/parastatal developorganisations is therefore

proposed, as an intermediate solution, in the foirm

» Start-up equity for these development agencies.
» Lower-interest loan capital for on-lending providéal these development
agencies.

* Ongoing subsidisation and grant finance for suppertice organisations.

5.3Micro-enterprise finance

Government will continue support of development rmges providing micro-
loans and financial support to micro- and survstalenterprises within the

boundaries of the budget and the objectives of\inite Paper. This support is
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likely to be channelled through parastatal, proxhand local government level

and should focus on capacity building of this sreallerprise sector.
5.4Venture finance

Although the bulk of venture finance activity shd@ome from the private sector
government does intend to capitalise some equitgguaimed at disempowered

entrepreneurs, most likely through small entergieseised financing institutions.
5.5 Credit guarantees
An expanded credit guarantee scheme is proposed.

5.6 Deposit-taking by lending NGOs
5.7 Alternative collateral

5.8Information on access to finance

6. The physical infrastructure

The physical infrastructure refers to industria¢mirses as well as infrastructure
facilities such as supply of basic services, tel@mminications, street lighting and
parking facilities. The limited budget prevents govnent from funding such
activity but it does intend to monitor needs anggga the funding process and
encourage cooperation between different levels ofegiment, financiers,

parastatals and the private sector to meet thesgreenents.
7. Training in entrepreneurship, skills and management

Training in various vocational, technical and bes# skills is seen as a critical
success factor for small enterprises. There areynaapects to consider, and

challenges to overcome, in this regard. This inefud

* More effective dissemination of training to theivas areas and sectors of the
country.
e Training needs to be appropriate for the orgamsatsize, sector and

education/skill level of the trainees.
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* Expansion of business mentorship systems and lassimgernships and

traineeships.

8. Industrial relations and the labour environment

Government recognises the challenges faced by emigiprises regarding labour
in that remuneration of employees is kept as lowassible in order to compete
with large enterprises. Government believes thampmiitiveness is better
achieved through improving the skills of employeesl more egalitarian labour
relations and therefore proposes that the colledi@rgaining system is adjusted

to account for the needs of small enterprises wiriéecting employee rights.
9. Access to appropriate technology

Very often small enterprises are restricted acte$schnology, most commonly
due to limited resources. This is the case for rpnges operating in high
technology or service industries or low technoloi@pour intensive industries.
Government support is proposed in the form of gatalsorganisation such as the
CSIR, the Foundation for Research and DevelopméRD] and the National
Productivity Institute (NPI). Rollout of this suppowill most likely come from
LSCs.

10. Encouraging joint ventures

Opportunities and needs which support servicesataoiifer may be afforded to
small enterprises through joint ventures. Sucht jegmtures may be with small or
large enterprises, foreign or local. LSCs are etgukto channel information and

facilitate networking to encourage such joint veesu
11. Capacity-building and institutional strengthening

This refers to the role of business organisatiamgerating at all levels, in
strengthening the small business sector. Governmgrdposes greater
involvement of small business in such associatioibsis envisioned that

associations representing small business may lbesempted on the NSBC. In
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terms of capacity building, it is proposed thatibass associations may operate
as LSCs and also that the DTI, SBDC or provincMME desks can use business

associations to implement support policies.
12. Differential taxation and other financial incents/e

Commonly the only reinvestment for future growtl fmall enterprises comes
from any retained earnings. Many tax concessionfinancial incentives have
been proposed and considered yet the issue is a@mmplicated for fear of

incurring large-scale tax avoidance.
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Appendix A2 — Current State of SMME Support

This section gives a list of the current SMME suppprogrammes and

institutions available in South Africa. The list svap to date at June 2011.

Key National Small Business Agencies

Khula Enterprise Finance Limited. A wholesale fioah institution aimed at
providing finance to SMMEs likely to be excluded bymmercial financial
institutions. Khula operates at a national levadviding funding through a
network of, public and private, retail financiatermediaries throughout the
country.

Small Enterprise Development Agency (SEDA). Oparptt a national level,
through a countrywide network of offices, SEDA pd®s focused, non-
financial support to small business. SEDA has sessaimed to assist start-
ups and growth of small businesses.

Tshumisano Trust. The Tshumisano Trust providebnieal and financial
support, on behalf of the Department of Science dmahnology, to
technology stations based at universities of teldgyo nationwide. The
technology stations then offer technical supparthsas technology, services
and training solutions, to SMMEs.

Credit Indemnity / Guarantee

These schemes are intended to give access to ihasgpport for small

businesses that require capital (for start-up gaasgion) but would not ordinarily

have sufficient collateral to secure a loan. Theditrindemnity schemes currently

available are:

Khula Credit Indemnity Scheme.

Thembani International Guarantee Fund.

Export Development

These initiatives are aimed at increasing the veolent of SMMES in the export

market through a range of non-financial serviceshsas market intelligence,
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training and mentoring, and facilitating participat of SMMESs in international
trade shows.

The export development initiatives currently avialésare:

* The City of Johannesburg’s SMME Export Promotioaj&ut.

» Trade Point South Africa programme.
Finance - National

There are several institutions, operating at aonati level, which provide
financial assistance to SMMEs. This finance may fbe a wide range of
undertakings requiring capital investment includin§tart-up, expansion,
franchising, empowerment deals and land reform.s&hmstitutions may be
private or publicly funded (including parastatalsnancing institutions currently

operating at a national level are:
Private - National

* Anglo Zimele Business Development
» Business Partners

* Grofin

* Marang Financial Services

* New Business Finance
Public - National

* Industrial Development Corporation (IDC)
» Khula Enterprise Finance Limited (Khula)
* National Empowerment Fund (NEF)

* South African Micro Finance Apex Fund (Samaf)
Finance - Provincial

In addition to these institutions operating at a@iamal level, there are several
financing institutions operating at a provincialéé These are:
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» Gauteng Gauteng Enterprise Propeller
* Mpumalanga: Mpumalanga Economic Growth Agency
* Kwazulu-Natal: Ithala Development Corporation

« Eastern Cape Business Finance Promotion Agency

Eastern Cape Development Corporation

Free State Free State Development Corporation

* Limpopo: Small Enterprise Foundation
DTI Incentives and Grants

The DTI offers various incentives and grants aimed developing small

businesses. The incentives and grants currentbffento SMMEs are:

» Black Business Supplier Development Programme
» Cooperatives Incentive Scheme

» Export Marketing & Investment Assistance

e Support Programme For Industrial Innovation

* Technology And Human Resources For Industry Program
Incubation

A range of business incubation environments andczs®ed services are available
to SMMEs. These are designed specifically to erageirstart-ups and increase

survival rates of start-ups. Incubators currentlgxistence are:

» Black Umbrellas

e Chemin

» Egoli Bio Life Sciences Incubator

* Downstream Aluminium Centre For Technology

* Furntech Advanced Furniture Technologies (Furntech)
* Lepharo (SEDA Ekurhuleni Base Metals Incubator)

* Mpumalanga Stainless Initiative

* Mpumalanga Agri-Skills Incubator

* Nelson Mandela Bay Incubator
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SEDA Agriculture, Mining And Tooling Incubator
SEDA Automotive Technology Centre

SEDA Construction Incubator

SEDA Essential Oils Business Incubator

SEDA Limpopo Jewellery Incubator

SEDA Maphura-Makhura Incubator

SEDA Platinum Incubator

SEDA Sugar Cane Incubator

SEDA Technology Programme

Softstart Business And Technology Incubator
Soshanguve Manufacturing Technology Demonstratienti@
Timbali Technology Incubator

Zenzele Technology Demonstration Centre

Industry-Specific Programmes

Several industry-specific programmes are curremlypffer:

Tourism Enterprise Partnership. It offers non-ficiah support to small
enterprises in the tourism sector aimed at impigvsustainability of
enterprises in this sector and hence promoting geation. The types of
services offered by this programme include: proddetelopment, skills
development and marketing support.

Investing In Culture Programme. It provides acdessiarkets and skills, for
individuals or small enterprises involved in craftswusic, design or
performing arts. This aims to encourage urban regeion, rural
development, and job creation

Vukuzakhe Emerging Contractors Development. Aimed paomoting
sustainable business development in the emergingaor sector, technical

and training support is offered as well as asstgtam accessing finance.
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Linkages and Partnerships

Two support programmes exist to develop linkaged partnerships to allow
South African small enterprises to access new nmriks well as develop
partnerships with other firms, small or large, looainternational. The linkage

and partnership programmes currently available are:

e Business-To-Business Programme, supporting the bledtment of
partnerships between South African and Danish compaThis is intended
to provide access to new technologies for Soutlicafr companies and access
to new markets for Danish companies.

e South African International Business Linkages, ane assisting black
enterprises in developing mutually beneficial bass partnerships and

accessing new export markets.
Mentorship

Mentorship programmes harness the business skiigertise and wisdom of
experience professionals to provide non-financtathnical) support to small

enterprises. The two mentorship programmes cuyrentilable are:

* Business Partners Mentors

e Khula Mentorship Programme
Networking

The (purely) networking support currently availab@ames in the form of Enablis
Entrepreneurial Network. This is an interactive wak of entrepreneurs in
developing countries who are specially selected fanahally accredited and is

intended to promote partnerships and linkages.
Other Support Programmes

Several ‘other’ SMME support programmes exist affgra broad range of
technical or non-financial support and limited fic&l support. Currently, these

programmes are:
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The Business Place — Technical assistance, traimrentorship and loan
facilities.

Real Enterprise Development Initiative (or Red DoeefTechnical assistance,
start-up assistance and research facilitation (¥viestape only).
Smartxchange — Technical and business developnuteafor small ICT
(Information and communication Technologies) conganKwazulu-Natal
only).

The Khula Property Portfolio — Provides premisesxpanding or start-up
SMMEs at highly subsidised rental rates.

National Technology Transfer Centre - facilitateghnology transfer and
diffusion to SMMEs

Technology Advice Centre (TAC) — Provides informati on current
technology trends and provides information on tebtgical support available
to SMMEs.

Technology Stations Programme - Aimed at strenggigeriechnological
innovation and upgrading skills to increase the petitiveness of technology-
based SMMEs in the following targeted sectors:

Agrifood processing;

Electronics;

Metal value adding;

Chemicals;

Metal casting;

Composite and moulded plastics;

O O O O O o o

Tooling and die making (TDM).

Institute For Advanced Tooling — Aimed at develapemerging SMMEs to
be internationally competitive in the tool and dareaking industry through
technology transfer initiatives, innovation, apgliesearch and development.
National Fibre, Textile and Clothing Centre — Assis the incubation of
SMMEs in the fibre technologies sector by providifagilities, advice,

equipment and mentoring so as to increase the nuofiséart-ups.
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* The Venture Capital Fund — Funds early developnpéiaises of technology
based SMMEs. The early development phases includé¢otyping, product
development, marketing and early production.

Training and Technical Assistance

Several programmes exist to exclusively providening and technical assistance
to SMMEs. Programmes currently available are:

* Merseta Voucher Implementation Project (VIP) For\Bi.
* Expanded Public Works Programme (EPWP) Vuk'uph#éarnership.
¢ Mining Qualifications Authority’s Technical TraingnSupport Initiative.

e Transport Education and Training Authority’'s SMMigoport programme.
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APPENDIX B

Appendix B includes the SMME classification scheda$ well as several SMME

sector statistics for South Africa.

Appendix B1 — SMME Classification Schedule.

Table 7 is the classification schedule for SMMEsSwouth Africa. The table is
arranged by sector and classifies SMMEs accordingumber of employees,

turnover and gross asset value.

Table 7. SMME Classification Schedule.

Sector or subsector in . Total gross asset
; The total full-time
accordance with the . . ) Total value
. Size of class | equivalent of paid )
Standard Industrial emplovees turnover (fixed property
Classification ploy excluded)
Medium 100 R5m R5m
] Small 50 R3m R3m
Agriculture
Very Small 10 R0.50m R0.50m
Micro 5 R0.20m R0.10m
Medium 200 R39m R23m
o ) Small 50 R10m R6m
Mining and Quarrying
Very Small 20 R4m R2m
Micro 5 R0.20m R0.10m
Medium 200 R51m R19m
) Small 50 R13m R5m
Manufacturing
Very Small 20 R5m R2m
Micro 5 R0.20m R0.10m
Medium 200 R51m R19m
o Small 50 R13m R5m
Electricity, Gas and Water
Very Small 20 R5.10m R1.9m
Micro 5 R0.20m R0.10m
Medium 200 R26m R5m
) Small 50 R6mM R1m
Construction
Very Small 20 R3m R0.50m
Micro 5 R0.20m R0.10m
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Medium 200 R39m R6mM
Retail and Motor Trade angg Small 50 R19m R3m
Repair Services Very Small 20 R4m RO.6m
Micro 5 R0.20m R0.10m
Medium 200 R64m R10m
Wholesale Trade, Small 50 R32m R5m
Commercial Agents and
Allied Services Very Small 20 R6ém RO.6m
Micro 5 R0.20m R0.10m
Medium 200 R13m R3m
Catering, Accommodation Small 50 R6m Rim
and other Trade Very Small 20 R5.10m R1.9m
Micro 5 R0.20m R0.10m
Medium 200 R26m R6mM
Transport, Storage and Small 50 R13m R3m
Communications Very Small 20 R3m R0.60m
Micro 5 R0.20m R0.10m
Medium 200 R26m R5m
Finance and Business Small 50 R13m R3m
Services Very Small 20 R3m R0.50m
Micro 5 R0.20m R0.10m
Medium 200 R13m R6mM
Community, Social and Small 50 R6m R3m
Personal Services Very Small 20 R1m RO.6m
Micro 5 R0.20m R0.10m

Appendix B2 — SMME Sector Statistics

Table 8 gives the distribution of private sectotegprises in South Africa. The
table is arranged by industry. Since the NtsikaeEmitse Promotion Agency no

longer exists, these statistics are taken fromrtepahich cite the original source.
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Estimated distribution of private-sector enterpsi@dtsika 1997)
- Micro (One Micro (1-4 Very .
Sector Survivalist employee) employees) | Small Small | Medium| Large Total
Agriculture 14700 13600 26200 1790D 20900 3240 15218100
Mining 1100 300 2200 500 131 112 137 4500
Manufacturing 19600 30900 14800 306Q0 4800 34p 147206000
Construction 19900 27600 24100 13300 2300 996 3p0 850@
Wholesale trade| 900 3200 3300 8900 3270 660 577 0@08
Retail trade 91700 120300 53200 43300 13100 970 74823300
Catering & 2300 3300 5700 660 3450 385 124 21900
Accommodation
Transport 7600 28400 14600 6200 1400 298 303 58800
Finance &
Business 7700 25400 15100 2430( 460( 301 426 77800
services
Community,
social & 18900 30300 23600 2840 490 525 388 107000
personal
services
Total 184400 283300 182800 180000 58900 11322 601906700

Table 8, taken from Falkena et al (2001), giveseakdown of the number of

businesses in each size category and across seoattgling large enterprises,

reported in 1997. As these statistics are not tdkan the original it is unclear

whether these include informal businesses. Howesiece a large number of

businesses are reported in the survivalist sizegoay, and since very often

survivalist enterprises are informal, it can beuassd that these statistics do

include informal enterprises. Similarly, table 9 ighh follows may also be

assumed to include informal enterprises.
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Estimated distribution of private-sector enterpifdétsika 1995)
Micro
Sector Survivalist] (One Micro (1-4 Very Small Medium Large Total
employee) employees)| Small
Agriculture 16000 9500 12400 2100 283Q0 360 14p0 92300
% Enterprises 17.3 10.3 13.4 22.9 30.f 3.9 156 100
% Employment 12 0.7 2.2 7.9 45.6 18.6 238 10Q
Mining 650 250 2000 500 100 100 131 3731
% Enterprises 174 6.7 53.6 13.4 2.7 2.7 3.pb 10
% Employment 0.1 0 0.8 0.8 0.9 29 94.4 100
Manufacturing 28000 24300 16600 34000 5200 3850 5160 113555
% Enterprises 247 21.4 14.6 29.9 4.4 34 14 100
% Employment 1.8 1.6 2.1 9.2 9 22.3 54.1 100
Construction 20000 26500 16000 14000 2370 93( 244 9974
% Enterprises 25 33.1 20 17.5 2.9 1.2 0. 104
% Employment 3.9 5.2 114 20.7 15.1 16.9 26,8 10(
Retail trade 800 2700 1200 100 2700 750 600 15850
% Enterprises 5 17 7.6 44.8 17 4.7 3.8 100
% Employment 0.3 11 2.2 18.1 21.5 20.9 359 10(
Wholesale trade 102000 115000 50800 369D0 12500 930 733 318883
% Enterprises 32 36.1 15.9 11.6 3.9 0.3 0.2 10(¢
% Employment 9.1 10.3 17.7 16.5 17.4 5.7 2313 10(
Catering &
Accommodation 2000 4800 3500 3000 2700 350 100 16450
% Enterprises 12.2 29.2 21.3 18.2 16.4 2.1 0.6 100
% Employment 14 35 8.1 125 38.9 17.6 18 100
Transport 4000 26000 12000 580(¢ 1700 280 237 50007
% Enterprises 8 52 24 11.6 3.4 0.6 0.5 100
% Employment 1.7 11.2 16.6 16.3 16.4 9.1 285 10(
Finance &
Business serviced 3400 27000 12400 17600 4600 350 350 65700
% Enterprises 5.2 41.1 18.9 26.8 7 0.5 0.% 10¢
% Employment 0.6 51 7 16.7 18.1 4.9 47.6 100
Community,
social & personal 18100 23200 10300 24600 350 400 300 80400
services
% Enterprises 225 28.9 12.8 30.6 4.4 0.5 04 100
% Employment 4.6 5.9 8.4 38.8 16.3 7.4 18.[r 104
Total 194950 259250 137200 164600 63600 11560 5690836850
% Enterprises 233 31 16.4 19.7 7.6 14 0.y 10(¢
% Employment 3 3.9 6.8 13.3 19.9 13.8 39.8 109
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Table 9, taken from Toomey (1998), gives the breakd of the number of
businesses in each size category and across se@posted in 1995, and also
includes percentages of enterprises and perceetagéoyment figures for each

size class. The reliability of these statistichasvever somewhat in doubt.

Appendix B3 - Distribution of Private Sector Enterprises (Reworked)

Table 10 gives a reworked table sowing the distidou of private sector

enterprises only between large enterprises and S8/d4Ea whole.
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Table 10. Distribution of Private Sector Enterprises (Reworked)

Estimated distribution of private-sector entersjsE997
Sector Total SMME | Large| Total
Agriculture 90800 1400 | 92300
% Enterprises 98.5 15 100
% Employment 76.2 23.8 100
Mining 3600 131 3731
% Enterprises 96.5 35 100
% Employment 55 94.4 100
Manufacturing 111950 1605 113556
% Enterprises 98.6 1.4 100
% Employment 46 54.1 100
Construction 79730 244 79974
% Enterprises 99.7 0.3 100
% Employment 73.2 26.8 100
Retail trade 8250 600 15850
% Enterprises 96.1 3.8 100
% Employment 64.1 35.9 100
Wholesale trade 318150 733 3188383
% Enterprises 99.8 0.2 100
% Employment 76.7 23.3 100
Catering & Accommodation 16350 100 1645(
% Enterprises 99.4 0.6 100
% Employment 82 18 100
Transport 49780 227 50007
% Enterprises 99.6 0.5 100
% Employment 71.5 28.5 100
Finance & Business services 65350 35( 65700
% Enterprises 99.5 0.5 100
% Employment 52.4 47.6 100
Community, social & personal services 80100 300 4080
% Enterprises 99.7 0.4 100
% Employment 81.4 18.7 100
Total 831160 5690 | 83685(
% Enterprises 99.4 0.7 100
% Employment 60.7 39.3 100
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APPENDIX C

Appendix C gives the guidelines for the interviemisich were conducted as well

as the initial stages of the Thematic Content Asialy

Appendix C1 — Semi-structured Interview Guideline

The following questionnaire was used as a guideforethe semi-structured
interviews conducted with the sample of SMMEs. Doeleline is divided into
four sections, namely: Competition, Labour, Tecbggl and Business
Environment. The guideline begins with the biogiaphinformation which was

obtained at the beginning of each interview.
Semi-Structured Interview Guideline
Biographical Information

Company size as per SMME classification schedule?
Years operating?
Industry?

Main business functions?

® 2 0 T ®

Biography?
Competition

1. Which markets does the company serve (ProvincialioNal, International)?
2. What is the relative importance of the followingnguetitive dimensions in

your market?
Cost
Quality (Superior quality / consistent quality)
Service (Lead time, stock, breakdown, personalttpuc

Flexibility (Customisation / variety)
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What effect do these competitive dimensions havethen demand of the
product (and market access both local and intemnalj?
What is the company’s competitive advantage (Is ait product of
labour/personnel or technology)?
How much competition exists in the market? Is ttmmpetition from large or
small companies?
Is there competition from imported products?

a. Where do these imports come from?

b. How do they compare in terms of the competitiveehsions above?

Labour

7.

9.

What is the nature of the work (Hand craft/handrafel low level
technology vs. Automated technology)

What are the local and international trends wittpard to labour usage? (ie.
tending toward more labour intensive practices)

What are the common labour issues for the company?

10.To what extent do you believe labour is replaceabtbe company?

a. Employee replacing employee (Skill, training, leagnetc).

b. Technology replacing employees.

11.What has the employment growth trend in the comiie@n since 19947?

12.What do you see the employment growth trend beirtge future?

Technology

13.What are the local and international trends withard to technology usage?

(ie. tending toward more technology intensive pcasi.

14.What is the nature of the technology which is, @uld possibly be, employed

in the company?
a. Can capital expenditure be recovered in the conipanyrent market?
b. Would technology allow the company to enter otharkats (domestic
and international)?
c. Can capital expenditure be recovered in a largessiply global,

market?
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d. Are there other risks associated with capital edgare?
15.Is the employed technology locally manufacturedygyorted?
16.Does/Would technology intensive production lowgpuh costs (considering

capital expenditure, labour, material and energy)?
Discussion - Environment for businesses in South Afa

* General comments?

e Small vs. Large companies?
* Pre 19947

e 1994 — Present?
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Appendix C2 — Additional Perspective Interview 2 Gideline

This interview guideline was used during the aléne semi-structured
interviews conducted with the human developmensgtiant and the politician.

It is divided into three sections, namely: SMME gogt, Labour and technology.
Alternative Semi-Structured Interview Guideline

SMME Support

Opinion on importance of SMMES?

- Is the focus on SMMEs justified?

- Is there enough focus on SMMES?
What support do you think SMMESs require?

- Providing finance vs. providing technical advicel akills?

- Business incubators etc?

What local support is available?

Labour

Opinion on labour laws and effect on business?

What are the options for sustainable employmeraticne?

Competitiveness

How do we make small businesses more competitive?
- Especially given cheap imports.

Opinion on protection against imports?
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Appendix C3 - Initial Themes Extracted From the Thenatic Content
Analysis

The following 21 themes were the simple themesaektd from the initial stages

of the thematic content analysis.

Theme I Most of the SMMES serve local markets and semiele market

Theme 2 Cost is not the most important competitive din@msfor most

SMMEs, service, flexibility and quality are gendyahore important.

Theme 3 Competition is different in each industry but m8MMEs manage to

define themselves and separate themselves frometdorp — barrier to entry.
Theme 4 Older SMMEs follow a business model of sustaititybi

Theme 5 Skilled workers are becoming scarce and are cdiffito retain -

apprenticeships.
Theme 6 Loyalty among staff is a big issue.

Theme 7 Over-regulation and red tape in constrictive #bdny and corruption,

crime.

Theme 8 Employers don’t have rights.

Theme 9 Keeping the business small.

Theme 10 Competition from the East and particularly Chima great threat.
Theme 11 Most SMME work is labour intensive.

Theme 12 Technology provides the opportunity to be moredpictive and

expands market opportunities.

Theme 13 Labour unions cause many unnecessary labour téspuaollective

bargaining issues.
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Theme 14 Established customer base.

Theme 15 Much of the work in SMMEs is unskilled and is ibaseplaceable.
Theme 16 Very little of technology employed is locally ma#actured.

Theme 17 Overheads have increased drastically and aretaifeprofits.

Theme 18 It is unlikely that employees can be completelglaced by machines.

Theme 19 Most SMMESs believe that can recover capital adtfar technology

upgrades.
Theme 20 Family culture is often prevalent.

Theme 21 Artificial growth...increase in input costs inages turnover.
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Appendix C4 - Final Themes Emerging From the Themat Content Analysis

The following are the 12 final themes emerging frohe thematic content

analysis.
Theme 1

Most of the SMMEs surveyed serve local markets@mmonly serve a niche in

the market.
Theme 2

Cost is not the most important competitive dimendmr most SMMEs surveyed

- service, flexibility and quality are generally reamportant.
Theme 3

Competition is different in each industry but m&WMEs manage to define

themselves in their market and separate themsklwastheir competitors.
- Barrier to entry.
Theme 4

Competition from the East and particularly Chinaigreat threat to most of the
surveyed SMMEs.

Theme 5

Most of the SMMEs surveyed engage in fairly conaBve business practices

focussing on long term sustainability.

- Established customer base.

- Family culture is often prevalent.
Theme 6

Much of the work in the surveyed SMMESs is unskilkad is easily replaceable
however most do have several positions which regsikilled workers who are

becoming scarce and are difficult to retain.
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Theme 7

The work in most of the surveyed SMMEs is labouenmsive, but is used in
conjunction with appropriate or complementing tesbgy.

Theme 8

Generally employment numbers have increased widineas growth however
several of the SMMEs surveyed are intent on keetiiadusiness small.

Theme 9

Technology provides the opportunity to be more pobsdte and expands market
opportunities for most of the surveyed SMMEs.

- ltis unlikely that employees can be completelylaepd by machines.
- Most SMMEs believe that they can recover capitdlapai for technology
upgrades.

- Very little of technology employed is locally maaafured.
Theme 10

The most common challenges faced by the surveyedSdvin the South African
business environment are: over-regulation and apeé,tbribery and corruption,

crime and BEE.
Theme 11
Complicated labour relations are a common issuengrttee surveyed SMMESs.

- Labour unions cause many unnecessary labour dsspuellective
bargaining issues etc.
- Employers don’t have rights.

- Loyalty among staff is a big issue.
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Theme 12

Input costs have increased dramatically over thet feav years and have caused
artificial growth and affected profit margins ottsurveyed SMMEs.

- Increase in input costs increases turnover.
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APPENDIX D — INTERVIEW TRANSCRIPTS

Appendix D gives full transcripts from the interwie® conducted with SMMESs as
well as the alternate interviews. The interviewns@&ipts are given line numbers
so specific lines can be referenced in the repbnvcomments are quoted. The
format of each interview except the two which weat conducted ‘face-to-face’
are presented as follows:

» Each ‘voice’ is labelled.

* RC indicates the researchers ‘voice’

* The respondents’ voices are labelled 11 — | 10.

* The voices of the respondents of the additionairurews are labelled All and
Al2.

Appendix D1 — SMME Interviews

SMME 1

RC — The markets that you serve, are those pralin@tional or international?

I1 — It's essentially provincial...Joburg based @si.and it's a very specialised or
niche market that we serve...predominantly forrthees. However, we've got 2

distinct legs. One is the flight school, which |sokfter guys that walk in there
and start from scratch and then in 2 years timérgoa hero, and the charter
which serves various facets about the mine. Sonigis only transporting the

bullion. There are VIP packs, mine dump inspecti@svey, photographs, you
name it. So we are highly dependent on the mingegos which is predominantly

around Joburg, Rustenburg and slightly lower dosvBteelpoort and that section
but I'd hazard a guess that in the region of 80% oaf business is in

that...dependent on the mining industry.

RC — Looking at competitive dimensions in the markés a bit different in your
business, which is mostly service based rather graduction, how would you

rank the elements of cost, quality, service anxibsiéty?
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I1 — Strangely enough, on costing we're not redfigt competitive, for very
deliberate reasons. Flexibility however, we arerarely flexible, and that's
actually the core of our business — drop of thesh#f. So if someone were to call
me now, we are rigged for a flight tomorrow morniag 7. Whereas most
companies need 2, 3, 4 days sort of thing, butusscaf the fact that we manage
variables very well in our business, we are paldity good at that and we are
rigged towards that. Quality I'd like to think i®my high as well. Being a niche
market you can’t really afford to not deliver a iguality. We transport R200
million a day in bullion so you can't really affoa mistake. It's going to reflect

poorly. Service also ranks very high.
RC — | suppose in your business that ties in vighflexibility?

I1 — Absolutely. What we typically angle our whalpproach around is reliability,
safety... but very often people lose focus in teofgrofit and that's a major thing
for us. We are aligned towards profit, hence thoe tiaat our cost isn’t particularly
competitive. People often tell us that they canitgietr cheaper but we don’t even
really compete. If they are not prepared to payetas what they can find with
our facility and our service we’re not going to kkodown our prices until we
start eventually chipping in for a flight. So cosfi we definitely aren’t
competitive. We are more or less what the indudémands but in certain facets

we are definitely more expensive.

RC - So, the low cost market, would that be conepjedifferent lines to what

you do?

I1 — There are operators that go for that. Theeevary few of them. Most of the
guys in Joburg, which is the hub of South Africalaion, more often guys go
for the African contracts. So they want to get wptim into the DRC for survey
work or big dollar paying contracts. And that’s bexur philosophy up until now,
as part of our flexibility and competitive edge tlsat we have focussed on
Gauteng and Joburg only. Odd flights to Sun CuyiNelspruit, to Bloemfontein,

but our focus is Joburg, so we’ve been mopping lupha work that the other
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guys have left in their wake to get up north at awmgt. That's been our
philosophy, help at whatever cost and manage thablas at whatever cost.

RC — So there are not a lot of guys doing what gou.there is not much

competition?

I1 — No, we’'ve been very lucky in that sense, dp=dly on the mine bullion
transportation side, the mines are very picky asho they are using so it's not a
function of cost for them either. Hence the faeitttbur model blends in with that.
There insurance dictates that they will not tramsgold or platinum and more
and more diamonds now by road. The save in insarascthe cost of using a
helicopter, which is inherently more expensivesubstantial. So it makes perfect
sense for them to more it by air rather than byr@ad facing those additional
premiums. So, in terms of our operation now, I'gt s are 3 guys up here that
really can compete and we are contractually bound.

RC — and | imagine the barrier to entry is quitgh?

I1 — Yes. A lot of guys obviously go for that besaut is sustainable income.
There’s not magic profit margins in it but, for tasce through the recession, the
mines never stopped. So thankfully that’'s justddtlover and kept our business
going while a lot of other guys have just gone fijatrelying on the Sun City
flight or the lodge flight for the weekend, thatAere the big money lies but
people just don’t do it anymore, it's just way tqensive.

RC — Moving on to labour issues. | imagine the bgigoart of your work force is
the pilots and | imagine the skill level there &y high. So, it's all about people

in your business, you can’t really replace thatnalet.

I1 — | suppose with any skill really, but with hegpter pilots particularly. We've
got quite a unique model in that sense becauseon& Mire any pilots. All of

them are freelancers. I'd also say about 95% ofgtines that fly for us did their
licence through us. They might have offices tharear our kit and have maybe
never flown anywhere else but they invoice me ateahd of the month. So, the

onus is on me to generate work for these guys. iSHaiw we retain loyalty. Plus,
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these are guys that have come through the millkaoav exactly how we think
and operate. Plus, we know the way they work aretaip. So, it really has been
a good model for us. Our labour force is actuayywsmall. We've got 5 cleaners

on the floor and 4 cleaning ladies.
RC — and technicians?

I1 — Nothing. We outsource all our maintenance. ibo specialised. It's all over-
regulated in South Africa now...actually like thest of the world now. It’s totally

over-regulated.

RC — The competitors in your market, you say thegegally employ all their
pilots. Do they follow the same model with outsomgctheir technicians, or

technician work?
I1 — More often than not, yes.

RC — What would be the advantages and disadvantddesving pilots on your

payroll [full-time employees]?

I1 — It would actually be very interesting to ruretnumbers to see how it comes
out. Pilots are strange though, they complain whey do fly and they complain
when they don’t have to fly. | don’t want to hawelabysit these guys because
they are on a fixed salary. On the upside of coymsehave someone there and
ready to fly at the drop of a hat...and he’s tHere345 days of the year with 20
days leave, and you can tell him when that is agdé how much you’re going
to pay him. So, in terms of the costing model, @kes it much easier to know
how much you need to cost and budget for. Butsibsething we’ve never done
and we have built up a good pool of freelancers tweg are very good about
being reliable and although it occasionally putstaf administrative stress on us

we have never lost a flight because of it.

RC — In terms of your pool of expertise, you sagr¢hare plenty of pilots, and in
the market would there be...say if 2 of your pildtad to retire or leave
unexpectedly, would you be able to replace them?
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101 11 — With quite a bit of difficulty, but possibléVhat's happened worldwide,
102 especially with pilots, as long as there are wamy find very good pilots
103 eventually coming into the system. The South Africa Angolan war was
104 incredible in terms of upping the experience levkpilots very quickly. Now,
105 most of those people are reaching retirement agj¢hleuindustry never realised
106 that they now needed to train people very quickiytteey fill those boots by the
107 time they retire. Our thinking is therefore to trais many people as possible. You
108 get fantastic guys and obviously you get wash astwell but we train guys in a

109 big way towards working for us, but also for thdustry at large.

110 RC - In terms of your average growth trend, as y®ujrown in terms of

111 increasing the number of helicopters, have youtbdohd more freelancers?

112 11 — Yes. It's also opened the door to a lot of ygsters as well. We are very
113 lucky that we operate 2 vehicle tracking systentstarir operational requirement
114 is to be airborne within 8 minutes of the call. tBese guys sleep there, and they
115 are on call 24 hours a day. But, because of ther@aif this job, the older dogs
116 don’t want to do it, but it creates an opportunitin South Africa, or anywhere in
117 the world, you don't fall into a nice job with lefizan 200 hours so you put a lot
118 of money into getting a licence and then there raveopportunities. No one’s
119 prepared to take them in and give them a gap tggey, and we do that. And |
120 find that people generally want to move on oncey thave got to 1000 hours,
121 which is great, because then it makes room fonéxt guys. So we’ve got, in that
122 pool, about 10 guys that are on call. They rotiey sort out their own shifts and

123 it works like a charm.

124 RC - Now moving on to technology issues. With outsimg all your technical
125 work, is that sustainable? Would you at some paiaybe look at forming your

126  own technical department?

127 11 — We actually had our own AMO (aircraft maintana organisation) when we
128 started off...more out of stupidity than anythinigee As | said earlier, it's
129 extremely regulated and more and more and more ersoime in terms of

130 paperwork and processes and systems but if yout poperly there is actually
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guite a bit of money to be made. The downfallsntfis the fact that it's very
specialised so the technicians nowadays are agfiaalmore sought after than the

pilots and we can’t compete with all the offshorerkvthat is available.

RC — So, as their position becomes more commandisgurely going to get to
the point where people like you will have to staaining technicians as well as

pilots.

I1 — Yes, and it takes about 5 years to train aecanician. All these guys have
been leaving and no one has noticed and now we lbese caught. The whole
things going to choke and it's not going to be lmseaof lack of pilots, it's going

to be because of lack of technicians.

RC — Surely the people you outsource your maintemavork to are experiencing

this. Do you know what they are doing?

I1 — Yes. Our major service provider, and we amgrthiggest client, is National
Airways Corporation. We pay a premium for theingeg and they take care of all

the maintenance, training and holding stock.

RC — The over-regulation you spoke about, is thHbsating the market.

I1 — Yes. Absolutely.

RC — And is that something that is prevalent otierwhole aircraft industry?

I1 — I'm very much for system, processes, contra arder but in the same vein
I'm extremely pragmatic and logical. If it's so abus that you're going to do
something and the consequence of it is virtuallywiny not do it? Why fill out 4

forms before you get to that point. | suppose gstesn has got to look after itself
because not everyone is like that but most of thgeeesses are fairly straight
forward but are being totally over-regulated ineardo make provision for the
lowest common denominator. The apprentices justt dast, especially with the

pressure, the oversight and the control mechanisatsare constantly in place.

RC — Is there consultation between the people ngatkiese rules and regulations

with people in the industry, like you?



159
160

161
162

163
164
165
166
167
168

143

I1 — The industry is getting more and more involvetthink the CAA has become

more aware that they can’t only regulate...evehtyau detract from logic.

RC - Finally, any comments about your businessrenment...problems you

have and where you see it going?

I1 — As we discussed - over-regulation, a majanassll facets especially on the
labour side, is being over-regulated but in a negatense and the employer has
no rights in South Africa. You try and get rid afymne and you have no rights.
It's a lengthy cumbersome process of distrust #adjoing nowhere in a rush and
it's very worrying. I'd rather keep the businesssasall as possible, rather than

expand because it will mean more hassles.
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SMME 2

RC — The markets that you serve, are they locabvipcial, national or

international?

2 — | concentrate on national. Firstly, becaus#oh’t see that | could go into
international markets. The only international méskee serve are a couple of our

neighbouring countries. | don’t deal direct witler.
RC — But you go all over South Africa?
2 — Yes.

RC - In terms of competitive dimensions, how wogdd rank the factors of cost,

quality, service and flexibility?

I2 — It depends which side you look at it. If yaaok from the buyers side, the
buyers look at the cost stuff, they don’t look s tong term and say “let me buy
this that lasts for 10 years rather than the oae ldsts for only 2 years. But for
me as a supplier I look at giving the customer @edeproduct. Cost is important

but it's not essential and then the most imporisotistomer service.
RC — What would you say is your specific competitadvantage?

I2 — A fairly good product, and | compete with aogly, even in the world, on
that. That and also my flexibility. | can give themmat they want. If they want a
modification on a thing | can give them that aslwel

RC — In your specific market, how much competitiothere?

2 — At the moment locally it's not a lot. We've tg@ or 3 local guys but from

international there is quite a bit, especially frima East.
RC — You say that most of the overseas completones from the East?

12 — At the moment...Europe is struggling so theyiot doing anything. The local
guys...there used to be about 7 or 8 local guy®bubusly they've just fallen by

the wayside because it's not economically viabteliem.
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RC — Is it all on cost that the East is so comjpeth

I2 — On cost, and there quality is improving butiohbsly their volumes are much
greater than ours, that’'s why they can come inasth.c

RC — The kind of work that you do, is it mostly ¢alv intensive work, or do you
use a lot of machinery/technology?

12 — If you look at our workshop, we’ve split itteawhere | still concentrate on
the labour intensive stuff and my son goes moréhenCNC side but one has got
to balance the other out and you always need nolabalur intensive and the
jobbing side...the nice thing about the jobbingesid the more automated side is
you can drop your costs quite there if you're clugdand a lot of it depends on
you as the setter, can you compete with the guyshdbe road. So we don’t go
into the mass production market, we’'re more forlittie niche market where the

guy only wants small quantities and you can chargg of a premium on it.

RC - Locally and internationally, are guys tendibogvards more towards the

more labour intensive approach or the more teclyydlocussed approach?

I2 — They are, especially with the technology, loa ¢lectronics side, that's come
in now days. The old philosophy where everybodyl sah, CNC is for mass
production” is gone by the wayside. The controkt you get now days, you run
3, 4, 5 components at the same time. So peopléryang to work smarter not

harder, but you always need someone to do theviariifor you.

RC — The labour issues that you've experienced,ldvgou say it's just general

South African labour issues...?

12 — A lot of it goes through from the managemeadesWe've always had an
open door policy where I've always told the guysybu want something come
speak to me” and address it like that. When thensstarted coming in, probably
around '92 they started coming in strong, and ttenguys weren’t prepared to
look the other way. They thought the union was gambe the answer for them,
so they weren't prepared to negotiate directly wish They had to go through the
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struggle where they realised the unions weren’ati@ver for them and now I've
got no union members and they just come back tagae.

RC — To what extent are people replaceable in gourpany? Is it easy to train
up someone to replace a current employee and is th@ential to replace the

labour intensive work with a machine?

I2 — It is there. Most of the guys are feeling fliech on the more qualified stuff
[skilled jobs] because you don’t get many guys thant to do it firstly and most
of them are fairly old so you can’t expect thenp&sform at 50 at the same speed
as you would expect a 25 year old to perform. Qur yower skilled stuff they are
fairly replaceable but the problem is having a hsgdif turnover cost you money

because you have to train everybody.

RC — Do you do mostly in-house training?

2 —Yes.

RC — As you've grown, has your labour force incegagroportionally?

2 — Roughly. I've gone up...in ‘84 we were abo@t @Quys then we shot up to
about 40, and | held 40 for about 8 years and there was a bit of a knock in the
economy where we went down a bit and at the momefre sitting at about 25

guys. But at the same time, we’ve split the compamywice already, into smaller
little companies, so if | take the total force veeprobably still at about 40 but

we’ve split them up into smaller manageable groups.

RC — Is there the potential for using more machinerore technology, and is it

viable?

2 — If it's managed well it is because the wayytmeake machines nowadays
they’'re more user friendly so the gap is there.eEsly after the strikes we had
earlier in the year a lot of guys cut their workd® down and are going more

automated.

RC — Do you think it's something that you can resmothe cost of fairly easily?

Would it maybe open you up to other markets?
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82 12 — Well it's always a challenge to look there.yAmarket, when you buy a
83 machine you always wonder where you're going tal fthe work. But once
84 you've bought the machine and made the commitmeuathunt around and find

85 the work to pay for it.

86 RC — I'd now like to get your opinion on the busieeenvironment in South
87 Africa now, and also over the past 20 years, what’'we noticed in the
88 development?

89 12 — With the business side, I've had to stop ddimg hands on work and start
90 managing a bit so | don’t have as much control l®ihg a manager you can't
91 always be on the tools so you're slipping up ahmtre. From the work force side,
92 if | look over the past 20 or 25 years the loydtygtor with the workers has
93 definitely fallen away. Why it’'s fallen away, | win’'t know. From the economy
94  side we're still going to go. South Africa’s notigg to pull out, especially on the
95 engineering side, for the next 2 years. There amaimn sectors...| mean the
96 mining went right down then they had a bit of akpip, but it’s still not where it

97 used to be... The profit levels aren’t there. lddk what we’ve achieved, we've
98 moved forward a little bit but there are definitegsier ways of making money.

99 My only commitment to that company is that | enjbgt kind of work.
100 RC - Do you see it picking up? Is it just the logirg in a cycle?

101 12 — Obviously, it's got to pick up. If the goveremt assists the local businesses
102 by laxing the laws a little bit. The negative thiagout laxing the laws is you're
103 going to get people that exploit it. So you as ampleyer have got to have a fine
104 line where you say | need them [employees] as nagdimey need me. | can’t run
105 that business on my own; my commitments have grmenmuch. So | need to

106 look after them and also, for me to hire and fwets me money each time so...
107 RC - Do you have a high employee turnover?

108 12 — Not really. Through getting older and cleveyeu realise it actually costs
109 you money.
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SMME 3

RC — Do you serve provincial, national or interaatll markets?
I3 — | only cater for the local market.

RC — Out of the four competitive dimensions (coguality, service and
flexibility) how would you rank them from most imgant to least important in

your market?

I3 — We aim at special purpose machines, and whebwild a machine it is not
to get rid of people, it is to improve productiomdato uplift the people that are
doing the job now. In other words give him the sodhat he can be more
productive and upgrade him. I've never built a maehwhich replaces a person.

RC — What is your competitive advantage?

I3 — I don’'t have to be competitive. What | do jsesial purpose. There are other
people doing it but | haven't really ever come asrthem as a competitor. We

have now got a niche, which unfortunately dies wheie.

RC - You said you have never built a machine tdampa person. Do people
ever come to you and say they would like a mactorige completely automatic?

Have you noticed a trend of people wanted to gettiabour?
I3 — All our machines have to be operated by aqgrers

RC — Yes, but do you see people wanting to try iekwe the human element as

much as possible.

I3 — Let me put it this way. People will say | waotautomate, and they will

automate because that is progress. Again you gotbate labour question. Are

you getting 8 hours a day or 5 hours or 6 hourgolfre in business you need the
8 hours a day. Sometimes the only way to cover yosts is to upgrade so that
you are productive enough. | do not believe inaejplg a man. There is always
something else for him to do. If you are doing {bis faster than you are going to
need him for another operation. You can upgradkawit disposing of people.



© 00 N O 0o A WO DN

e
N R O

13

14
15
16
17
18

19
20

21
22
23
24
25
26

27
28

149

SMME 4

RC — Can we start with a brief history of the comga

4 — We've been running now for 30 years, prettycmdoing the same thing we
started out doing which is small sheet metal ergging and punch pressings. We
started off doing it the old way, which was old ggdooling and what have you,
and we’'ve now finally mechanised and gone to a gii@ching machine and
obviously built up as the years have gone by intatwve’'ve got today. But
employment-wise I've only ever had about 5 emplsy@erking...now we’ve got
6 at the moment. Tried to keep it small. Tried é2f it compact so that you can
control it and keep your hands on it. One you gbogger it starts to become a bit
more difficult to cope with. We've tries doing vaus other projects down the line
but we still always end up going back to what wehdst which is the metal

pressings and the jobbing work.
RC — What markets do you serve (Provincial, natiangernational)?

4 — Mostly local, because we’re doing jobbing..mostly local. | don’t know
whether the companies we make for export — thepably do — but we’re not
directly involved with that. We don't do any comggefinished product.
Everything we do is a component for a project aoamponent for a product,
whatever it might be.

RC — In terms of competitive dimensions — of thetdes cost, quality, service and

flexibility — what are most important and in whatler would you rank those?

14 — | think they're all as important as each otl@ver and above everything else
I think your service is more key to your actual guot being more superior or...
Your service is key. If you're giving your customgood service you don't give
him a reason to go shop around to get prices elsmutalthough in saying that
prices are still key. If you're charging someone touch for something he is not

going to pay for it. Everything is price orientai@ayway.

RC — Specifically, your competitive advantage...\gaid flexibility...is that your

main competitive advantage?
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4 — 1 would say so...just giving the service. @iyithe service is what's key. |
mean, there are a lot of people out there doingstrmae thing as what we'’re
doing. Whether we’re competitive on pricing, | woway | don’t really know
because we don’t price the same jobs we do at Hrey place we just price the
products we get in to price and that's the way veekwIf the price is acceptable
then we know we’re doing it for the right price.éfl’s a lot of jobs we lose so
we know we lose for price. That's been happenirngt dately which shows you
that maybe you are a bit expensive or that theptssibly finding alternative

ways to manufacture or do the actual job theyraglo

RC — You mentioned that you had a lot of compeditdés that local people or is
that...?

14 — | would say local as in Joburg. Yes thereafew guys doing the same thing

as what we’re doing.
RC — And is the competition quite fierce?

14 — It's difficult to say because we've had esistid customers. Over the years
we’'ve lost a few customers, over the years we'vieegha few customers, but
what we’ve got we've always been able to cope wsthwe've never really had
the ‘thing’ to go out and look for more work becauke customers that we’ve got
are our base and what work we get from them is gimdo keep us going so
we’ve never had to advertise. Although we do rumedsite and we do pick up
some work from that as well but over the past fesarg we've lost a few
customers and as | say gained a few in the meartirnere always seem to have
a balance to keep going. Last year was a bad fesrywasn’t a good year but |
think that was, in general, for everybody but wesesvived it and survived it by
keeping debt to a minimum, not letting debt run yaivam you, because if you've
got more debt you obviously need more money toipaf§y and | think that's been
one of our saving graces over the years, that weigd to keep debt to nothing.
Not just squandering your money, keeping your maey keeping your business

afloat.
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RC — From what you've told me, and from what I"ees, the nature of the work
seems to be more technology orientated...that wbwagnachine that can do it a

lot cheaper...

4 — Exactly, but you still need labour... Thereis way you're going to get
around not using labour. I've still got the samenter of guys working for me as
when | didn’'t have all the mechanised [automatedtinnes so it's really made
no difference to the labour force, the labour fdree stayed the same.

RC — Have you had to get some training for thessgu
4 — We have...
RC — Has that changed with the different machiroesrg using.

4 — Not really, because it’s still the same badeey’re based as operators so we
haven't had to do any training on them. All thegraamming on the machine we
do ourselves. With a small business that doesaltyraffect us too much, as in

training and that type of thing.

RC — With the other people in your market (compesit, are they doing the same

things...do they have the same kinds of machines?

4 — | would say in general, the general trend gase to the type of machine
we're using and a lot of laser cutting as well nowVith the advent of laser
cutting you can also do 10 off or 50 off so you én@amuch broader base in the
market now for the type of work we’re doing...tlebdlping work, because a guy
doesn’t have to get tooling made to make 100 OO@awoant the cost of tooling.
Now we can just make 5, okay, it might be a littlere expensive to cut them out

with a laser but it's much more versatile and a Imipetter finished product.

RC - Do you have many labour issues and, if youade,they general South

African labour issues?

4 — We are small, so in that sense we are luclky e haven't had unions
involved and no major labour issues that we've tnagl the years, in the 30 years

that we've been in business.
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RC — Would you put that down to your size?
14 — 1 think so.
RC — The people that you have working for you,theereplaceable?

14 — | would say they are...it's not difficult tadvhat they’re doing but in saying
that they've all worked for me...well, the one ghgs worked for me for 25
years...the others have worked for me for betwéeard 15 years and I've only

got 2 guys now that have started in the last 1 yedts.
RC — Do you intend to grow the business in termgoofr capacity?

14 — Difficult to say because you grow year by yaayway but | wouldn’t say we
would grow because my intention has never beemaw.gMy intention has been
to automate maybe and to specialise and make seire giving a good product
and productivity goes up automatically when you gpecialised machinery. And
that's the way we have expanded, although we haespanded in size, we have

expanded in knowledge and machinery wise.

RC — You are able to produce more with less.

14 — Exactly. And still keeping the same amounpebple employed as well.

RC — With regard to machinery, are you having tgrage to remain competitive?
14 — 1 would say over the years yes, but not instggrades.

RC — So you're not having to always keep at theffont of technology?

4 — No. Even the CNC machine [we have] now wadt 0uil990 so it's not as if

it is today’s model. If | bought today’s model ibuld be no better than the one
I've got now...maybe a little faster, maybe aditibss expensive to run so the only
issues they’'ve changed, machinery wise, over tlagsyare making the machines

be able to do the same job more efficiently.

RC — Are the machines you use locally manufactured?
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4 — Some of them are. The bending machines weatsenanufactured locally
but the more sophisticated machine like the CNC cping machine is

manufactured in Japan.
RC — Has it lowered your input costs significantlging this new technology?

4 — Yes and no, because over the years, espen@iyin the last 2 years we’'ve
noticed that profits are just dropping but thabecause of the general market...
electricity going up, rates and taxes going up, alhthese extra taxes and levies
we’ve been having to pay... just starts over-takiogr pricing. Steel pricing has
increased, over the past 5 years, about 3 or &tanear...it's killing us.

RC - That covers all the direct questions, now ulddike to ask for some general

comments. How do you feel about the business emviemt in South Africa?
I4 — In what sense?

RC — In your experience...if you feel like theresismething really hampering

small business.

14 — It's difficult to say. All the costs and thed tape, that's what hampers us. We
don’t have the finances to employ advisors anduaksewyers and people that can

advise you what is the right thing to do, we havdd that ourselves.
RC — Can you elaborate on what the red tape is?

4 — With SARS for instance, all the paperwork veeé to do. Before you would
submit a handwritten page to them and they dithallpaperwork. We have to do
it all ourselves now...fill in forms on-line, payd money into the bank on-
line...and the same with the industrial councils, lwave to fill in all those forms

on-line now, we do it all ourselves. It takes time.

RC — These are things that have come up more tgcemtwould you say it's

getting more difficult?

14 — Well, progressively over the years it has.
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SMME 5

Competition

1. Which markets does the company serve (ProvincialioNal, International)?
Provincial

2. What is the relative importance of the followingnguetitive dimensions in

your market?
Cost
Quiality (Superior quality / consistent quality)
Service (Lead time, stock, breakdown, personalitpuc
Flexibility (Customisation / variety)

They all go hand in hand but at the end of the @agt comes first, then quality,
then service and flexibility.

3. What effect do these competitive dimensions havethen demand of the
product (and market access both local and intemnalj?

If you have it in stock and people need it thertlstoolding becomes the most
important criteria. Generally people buy on price i§ | were to lower the price
people would buy my product, if it was availablie3Ipeople have the stuff in

stock the cheapest price will prevail.

4. What is the company's competitive advantage (Is ait product of

labour/personnel or technology)?
Service delivery. How soon can you get it.

5. How much competition exists in the market? Is tampetition from large or

small companies?

There are about 6 major competitors and the cortipatis fairly stable. It is a
pretty basic product and there is not a lot of a#ion in price between
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competitors. Unfortunately we're being affectedthy imports. That has affected
the market quite considerably. We have a certaimrketahere and there is

competition but we’re being hit by imports.

6. Is there competition from imported products?

a. Where do these imports come from?
Mainly China and some quality stuff from India
b. How do they compare in terms of the competitiveatisions above?

The Chinese stuff is cheap but it doesn’t generaiifgr the quality. The Indian
stuff is often high quality and at much better psichan local stuff. The lead time

is 4-5 weeks and that’s a big problem so you datte the service and flexibility.
Labour

7. What is the nature of the work (Hand craft/handrafesl low level

technology vs. Automated technology)

It is very labour intensive. We use machines bey @il have operators and there

are a lot of jobs that are done by hand.

8. What are the local and international trends witljard to labour usage? (ie.

tending toward more labour intensive practices)
It's all the same as us but they use low qualityemal and very cheap labour.
9. What are the common labour issues for the company?

Discipline problems involving drinking which leamlhany people taking time off.
Abuse of sick leave and other leave. Productiatglso an issue. There are low

productivity levels from the workers.

10.To what extent do you believe labour is replaceabtbe company?
a. Employee replacing employee (Skill, training, leagnetc).

b. Technology replacing employees.
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To a certain extent technology can replace emp®yeg not entirely. You still
need a physical input. It's all unskilled labour you can replace employees very

easily. It's all low key so it's not a problem.
11.What has the employment growth trend in the comiia@n since 19947?

It's hard to say. From 1994 to 2008 there was exgpdial growth. The company
grew by 100% but after the crash in 2008 we wegklia almost half the staff we
had before. Most of the labour growth was artific/hen we cut back the staff
we had almost the same productivity as before edabour was on an absolute
go slow beforehand. 2008 was an artificial year wheeverything

doubled...turnover doubled but only because costaaierial doubled...2009 we

got back to reality.
12.What do you see the employment growth trend beirtge future?

I'd like to stick with the number of people I'vetgmd mechanise as much as

possible.
Technology

13.What is the nature of the technology which is, auld possibly be, employed
in the company?
a. Can capital expenditure be recovered in the conipanyrent market?
b. Would technology allow the company to enter otharkats (domestic
and international)?
c. Can capital expenditure be recovered in a largessiply global,
market?

d. Are there other risks associated with capital edgare?

I'd like to invest in machines which would make mere productive with less
dependence on labour. It would definitely allowtadower costs...but it's not so
much lowering costs as lowering stress levels. tmf@ately 1 don't think we
could increase our market but | do believe we caelcbver thecost of better
access in our market through lower costs. Justnipyroving production methods

you could double the productivity with the same Ineinof operators.
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14.Does/Would technology intensive production lowgpuh costs (considering
capital expenditure, labour, material and energy)?

Yes, it would. Improving productivity would allow to drop prices.
Discussion - Environment for businesses in SoutiicAf

* General comments?

e Small vs. Large companies?
* Pre 1994?

e 1994 — present?

| think there is still great potential for small ¥imess. There are a lot of
restrictions put into small businesses...a lot e tape. Labour regulations, tax
regulations, there’s so much going against smalkibesses. As far as I'm
concerned small enterprises are the only ones gymgopeople but all of the
restrictions, labour restrictions....at the endtbé day people just don’'t want to
employ. You certainly don’'t want to exploit bus ifust become ridiculous. As an
employer you basically seem to have no rights. Wierhave a limited staff and
when you have one person missing from the chanoltih abuse of designated

leave] it becomes detrimental to production.
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SMME 6

RC - ... So in the South African context, in thesigjon we are in with regard to
labour, you can either become more competitive dyirtg a smaller work force
which is more controlled or hire more people at tigk of becoming less

competitive.

16 — By just hiring more people you are not goingbecome more competitive.
You need to increase efficiency.

RC — If you take Klip for example. They used to éabout 90 employees and
now they are as productive, if not more productiv 50 to 60 [employees].

16 — OK, we had 95 at one stage which was our laldouce excluding
management staff. Now we’ve got about a third @it tand we are producing

about 20 times more than before.

RC — Remember, with Klip, there have been no teldyimal advancements at
all. They are doing things exactly the same as there before. They just found
that the more people they took on the less effectinose people became. The
whole thing is that, in a South African contextdab is hugely unproductive so

we are going from that...
RC — The markets that you serve, are those pralintional or international?
|6 — International.

RC - What is the relative importance of the follogZicompetitive dimensions in
your market (Cost, Quality, Service, Flexibility)?

16 — If | were to put them into perspective theyulb all be in line, in our
business. You have to comply with all of them andnie of those criteria is out,
we are out. If we are out with quality, we will beplaced, with service, we will
be replaced, with price, we will be replaced. Toa&xactly what it is. If we don’t

comply with all these we will be replaced.

RC — Are there other people in SA that do what go®
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I6 — No, there are not. But our very fierce comjpetis imports. That keeps us on

our toes.
RC — What can you do that they can’t do?

16 — First of all, we are local and our flexibility measured not by weeks or days,
sometimes by hours, which is very very importantause service is hugely
important for certain customers. But for other oustrs, with the imports, we are

out.

RC — | suppose if you're prepared to wait for maenéimd order in huge quantities

then it’'s not a problem?
I6 — Yes. That's it.

RC — Moving on to labour issues... The nature efwhork that's done her, from
what I've seen seems to be mostly machine work dimtiously you need
operators. Yet, | wouldn’t say that it was labauensive...

16 — We are definitely not labour intensive anymbezause we have mechanised
over the years and we are fully mechanised [norteeofvork is actually done by
hand].

RC — Your international competitors, would you sténey are more or less

mechanised than you?

16 — | would say in the early days we caught ughwitem and now | would even
say that some parts of production we are almosarathd because we are newer
so we are buying newer machines so some of ourimexchre better. They might
not be as multiple [with as much capacity] but éiceual equipment is often better

than theirs, it's more advanced.

RC - Looking at the people you have working on ymachines. Do you need
skilled people? Are the workers easily replaceaMésuld you be able to put

someone else in that job without too much training?



53
54
55
56
57

58
59

60
61
62

63
64
65

66
67
68
69

70
71

72
73
74

75
76
77
78

160

16 — Yes, with very short amounts of training. Besa quality is very important
so it doesn’t matter on which machines you are, lyaxe to watch for quality. So
you can say we can interchange certain operatibmste are certain operations
which require quite a lot of training. One of thésnactually long term training

and even slitting [the operation] could be quitetaof training.

RC — With any labour issues that you do have, ayedeneral issues common to
all SA companies or are there issues specific to gompany?

16 — Luckily we don’t have serious issues here @nthere is an issue it's
instigated from outside. We've never really had argjor issues other than union

strikes.

RC — Since you started Convertacor, what has yoyl@ment growth trend
been like? Have you gone towards having more peapiewer people, and in the

future what do you see happening?

I6 — Any labour growth will be linked to requirenterif we get any more
contracts we will have to employ more people beeaus will not be able to meet
it with our capacity. We will have to get more mmgs which means we will

have to get more people.

RC — And do you see somewhere down the line beimig rautomated so you can

start having fewer people?

I6 — If we can get more contracts which we arengsd overseas [companies] we
will have to increase capacity. Even with moreaiéint machines we will not be

looking to reduce labour force but rather incregsin

RC — Moving on to technology... You obviously haveery strong focus on the
technology that you use. You're having to get attachines all the time to try
keep up [with competitors] so this is surely alke tase with your competitors

otherwise you just can’t compete.
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16 — No, you can’t compete. And it's not just pratan machines, even auxiliary
equipment we change completely. That brings yoiwst dmwn which is very

important.

RC — And you find it's always viable? With each mae you buy you are

always able to get your money back?
I6 — Yes, definitely. There is a definite advantagenost immediate.
RC — And all the stuff [machines] you buy are intpdf?

I6 — Yes, most of it. If it is made here [SA] th#ns made under licence from

overseas... international companies which are septed in SA.
RC — Any general comments on the business envirohme&A?

I6 — We are, since last year, on a massive upgyastieak. In our business you
have to always upgrade if you want to stay comipetitWe see the business is
still there and we are improving production. We eatually grow substantially
still. In our industry there is still potential ggow the business but we have to get
ready for it that is why we are doing serious ugdgsaof our major machinery and

hopefully within a year it should bring benefits.
RC — Do you find it increasingly difficult to do bimess in SA?

16 — Not really. We find that people want to do iness with us because we are
local providing we comply with the 4 criteria weoke about before. Labour and
security are very destructive parts of businessale® security costs lots of
money. A small company like us is spending lotsnohey on security and that’s
a big deterrent in a business. With labour... wivat would like to see from

government is to talk to the unions because nocametalk to the unions...to be
more tolerant with us. It makes it very difficult émploy someone. Labour makes
it very difficult. Even if you only have a few stafou still have a problem. There

should be much better relationships between uraodsemployers. One thing the

unions should stop doing is protecting unprodudmur.
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SMME 7

RC — The markets that you serve, are those pralin@tional or international?

I7 — It's mainly South Africa but about 2 years age started exporting into
Africa. Countries like Ghana, Mauritius, Angola, démascar and to Quebec in

Canada.

RC — Of the competitive dimensions of cost, quaksgrvice and flexibility what

would you say is most important...how would youkr#mem?

I7 — What we find is first and foremost currentdydost, second | think they will
look at service and then quality and then maybeildigty but | think the
experience currently is that people have burntrthegers on quality...I'll get to

that at a later stage in your questions.
RC — And your competitive advantage?

I7 — What we find currently is that we are compgtegainst China. It's very

difficult because on pricing you'll find that in s® instances they are about 50%
cheaper on price and that makes it very attradiiveend users and of course
merchants or people that are buying from us. Ofsmswhen there is a tender
document they will definitely try and import fromh{Da but that in itself has got a

lot of challenges.
RC — Is that the end user importing or the mergfant

I7 — It's the merchants. We have contracts with aginthe big 5, it's Sasol,
Chevron in Cape Town, Petro SA in Mossel bay amh tingen and CLPP in
Durban. So they are the major end users on ouruptsdit’s all petrochemical
plants. In 2010 we lost out on contracts at PeA&aB8d CLPP in Durban because
of Chinese prices but they have very recently ag®@dged to us that they made
a big mistake not only on quality but also on ssievels. | can also mention,
with the whole group of Sasol companies, we supipim for a manufacturing
facility, we maintain a 95 to 98% on time delivesg | think on service. This
company has built its name on service delivery. @eawpoint is that price and
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cost you can negotiate but quality and serviceois-megotiable and | think the 2
plants that have gone the route of supporting grorter that gets his stuff from
China, or China via the UK, has burnt his fingespezxially on service and
availability of material. We as a company have basked to help out during the
recent Shell / BP shut down in August / Septemleeabse the supplier couldn’t

live up to the service or the requirement demands.

RC — The nature of the work...you mentioned theadrrolling machines...Has
the nature of the work changed over time or isilitaperator based?

I7 — It's still very much the same. It's still labo intensive. It's only on the

production of the final product that it's being @oby machines but after the
thread rolling from there it's very labour intensivsaw cutting machines,
chamfering machines that have got to be operatezpbyators. The same with the
nut-stud assembly so yes it is very labour intemsiVhere is however new
technology that we’ve recently implemented. Ther2'sew machines that we
recently bought that has increased our capacitgroduction so we are looking
into that but at the same time you need to be choef your labour side because |
strongly believe that if you bring in new technofogou will have to retrench

labourers.

RC — Is that, to a certain extent, an objective?trJoand minimize the labour

force that you require...

I7 — 1 think so. In a sense, to be more competitbrehe future, we will definitely

have to look in to that.

RC — Do you know if your overseas competitors, @tenese...if they are very

well automated?

I7 — 1 think some of them are very well automated the majority of them are
still very much labour intensive. | think the majdifference between South
Africa and China is... because we went there addaddits on various of those
companies... if you look on the labour side, wa@msinstance, there is no

comparison with South Africa. They work for nothifggt of all. Second there are
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no labour laws which can be a watchdog on labouhative’'ve seen there,
they’re using child labour, so that is a major thiand the other thing is on health
and safety they have no rules, no regulationsanoenforcement. In South Africa
you have to be compliant in that regard. We aragaudited by all of the big 5
companies that | mentioned, by the government andhb union which the
employees belong to. And it's a lot of money. AIMBBEE has a lot of
influence. It's a big cost. It's capital and ovealds that you need to outlay. We
had to create certain positions in the factory jisstbe compliant with the
petrochemical charter. All of that, at the end e day, has an influence on the
profits that you make, the amount of people you goang to employ. To be
competitive and to still be in business | needdokl at alternative routes to be
competitive and to remain competitive. | think witie markets that fell open,
sanctions being lifted after 1994 it's now only beeng a reality for small
business in SA to start exporting your products,globalise, to go into the

international markets.
RC — With the labour that you have, do you havet @ issues?

I7 — No, not really. | don’t want to see myself aglictator or that | have an
autocratic management style but you need to bestent. You need to put down
your foot on discipline. We have maybe 3 or 4 maximdiscipline issues in a
year. The other thing that is playing a big rolghie whole family ideology. On
the owners side, the managers and the sharehalderdsmily ideology is playing
a huge role and if you go into the factory you iitid that there is always 2 or 3
family members and you will always have an oldaspe and then maybe one or
two younger individuals and it is playing a roleve been with the company 20
years now and in that time | have witnessed 2 esdriand both of them were
organised by COSATU... from outside. It wasn't framide. We had a problem
about 2 years ago with a shop steward who gaveslibint eventually it went to

arbitration and we were able to get rid of him.

RC — So it is common labour issues...common isameng South African

companies?
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7 —Yes.

RC — It's becoming a South African culture whereréhis always trouble, and it
discourages people from employing...

I7 — It does. What we’ve done, last year...with #teel industry your wage
increases are normally negotiated at the end gfahd then implemented thé& 1
of August. Last year during March the work forceoached me, via the shop
steward, saying they are really battling to makdsemeet. So | said let's make an
agreement but | want the union (NUMSA) involved. ISdid my calculations
considering all the increased costs and decided thias no way we could give an
increase of less than 10% so | said ok I'll gramii y 10% wage increase. But, we
knew up front that the wage negotiations were gtinige tough so | expected the
worst so | said | don’'t want a strike and that'sywhvolved the union. And |
think that granted the increase then, and grant&@% increase rather than 8 or
9% made the difference so | actually got their lyyto a large extent. So | think
by having a good relationship with your workforceuycan gain a lot but
unfortunately we are also being pushed down witbegrbecause the end users
will always fight for better prices. So in that e#¢d you have always got to be
very organised, to be very careful what you do, nvigeu do it but during the
strikes my whole work force was here. But | thinkth the current labour laws in
South Africa, the working relationship between ngara and maybe owners of
small businesses and the work force is not goodd Arat's why a lot of

companies have a lot of problems.

RC — With the employees in your company, are tlegjaceable? For instance, if
one had to leave would it be easy to replace hims trere a certain skill set that

you need?

I7 — Yes. It's actually unskilled labour. There araining programmes for them.
We've got quality control, internal processes tairtr them and we issue
certificates to them. On the machines, it's noficlift to operate the sawing
machines or chamfering machines. The thread roltimaghines maybe need a

little bit of training but it's largely unskilledabour.
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RC — In terms of the employment growth trend, da gee yourself growing the
company and when you do will it be with the aimnot employing more people,
or will you just grow organically and just hire g#e to make up the extra

capacity?

I7 — That will be the one route, the other routeigvestigate whether a machine

cannot replace labour.

RC — We have touched on the international trendd wegard to technology
usage. You mentioned that China mostly follows arem&abour intensive
approach however they don’'t pay their workers axhmand are competitive

because of it.

Do you think that the technology options you haweked at are viable? Can you

recover that capital expenditure?
I7 — Yes, definitely, over a period of time but idggly.

RC — Would that allow you to be more competitiveethie extent where you will

be able to enter new markets globally?

I7 — 1 think so, definitely. It will definitely fron a demand or a delivery viewpoint
assist us greatly because if a project in Southcafrs worth R2 million, in

Europe it will be worth R6 million, so your demat& much higher. So, to
accommodate the higher demand you have to putimtdogy that can meet the

demand.
RC — The machines that you have here, do you teneplace them quite often?
17 — No.

RC — | imagine it's the case where an old machie do the job just as well.
There is no reason to have to upgrade. It's notigh hechnology kind of

environment...?

I7 — Yes, that is right.
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RC — That covers all the direct questions. Now Uladike to ask you for your
opinion on the business environment in South Afridéhether it's becoming
easier to do business and any general commentseobusiness environment in
South Africa.

I7 — Well, first of all, | think to do business BA is becoming more difficult,
definitely. There are more laws that you need tacdmpliant with. If you take
one factor of business in SA, BBBEE, at some pbfett that bigger companies,
Sasol and them, there is a tendency with themy.tbed to be more compliant to
the government and they force it upon their suppli€hey use small businesses
to fulfil that requirement because they pass timatoothe government. | feel that
the majority of the requirements of BBBEE is befagced upon small businesses.
We've been approached by companies from Europetgbou ventures and
when they see the requirement of BEE they say @c@nomic madness. They
don’t understand it. It doesn’t make business sem$igem at all. And then | think
the 3% thing that is a concern is the Chinese marketdimg into the world
markets. | think the Chinese are a real threat, gowitrnment needs to wake up
on that. The other challenge is bribery and coromptlf it comes down to the
situation where you need to get a contract, andrgawot prepared to wheel and
deal, you're not going to get business, and wedat but because of that, because

we say we don’t buy our business.
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SMME 8

Competition

1. Which markets does the company serve (ProvincialioNal, International)?
Provincial and National

2. What is the relative importance of the followingnguetitive dimensions in

your market?
Cost —1) Extremely price sensitive
Quality (Superior quality / consistent quality3}Consistent quality
Service (Lead time, stock, breakdown, personalltpa®) Important
Flexibility (Customisation / variety) 4) Not very important

3. What effect do these competitive dimensions havethen demand of the
product (and market access both local and intemalj? —Price sensitive
4. What is the company's competitive advantage (Is ait product of
labour/personnel or technologyy?ertical integration in the manufacturing
process
5. How much competition exists in the market? Is tampetition from large or
small companies? Intensive competition from large players to indegemt
importers
6. Is there competition from imported products?es.
a. Where do these imports come fromKorea, China, Brazil, America,
Germany, Africa.
b. How do they compare in terms of the competitiveatisions above? -
Vary from low-priced inferior products which areemwated in their

supposed performance, to expensive quality products
Labour

7. What is the nature of the work (Hand craft/handrafesl low level

technology vs. Automated technology)Labour Intensive
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8. What are the local and international trends witljard to labour usage? (ie.
tending toward more labour intensive practicednhcreased productivity and
reduction in labour.

9. What are the common labour issues for the compary@llective bargaining
iIssues, strikes in sympathy for other companies.

10.To what extent do you believe labour is replaceabtbe company?

a. Employee replacing employee (Skill, training, leaghetc). —RPL,
Training, is used.
b. Technology replacing employeesMeral issue, to employ.

11.What has the employment growth trend in the comgmagn since 1994?Ia

1994 110 employees, currently 357 employees.

12.What do you see the employment growth trend beirtge future? Hncrease.
Technology

13.What are the local and international trends withard to technology usage?
(ie. tending toward more technology intensive pcasl). —Definitely towards
automation, cutting out expenses and improving gtyaand quality.
14.What is the nature of the technology which is, @uld possibly be, employed
in the company? Semi-automated production process.
a. Can capital expenditure be recovered in the conipanyrent market?
—Yes, over time.
b. Would technology allow the company to enter otharkats (domestic
and international)?Yes
c. Can capital expenditure be recovered in a largessiply global,
market? - Yes, over time.
d. Are there other risks associated with capital edpgare? —Over
capitalisation
15.1s the employed technology locally manufacturedrggorted?- Imported
16.Does/Would technology intensive production lowgpuh costs (considering
capital expenditure, labour, material and energyy®s.

Discussion - Environment for businesses in SoutiicAf
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* General comments?
The following observations have been noted:

DTI grant application, post 1994, beneficial to oproduction expansion

process.

NCPC National Cleaner Production Centre very googarnment incentive —
post 1994.

Shortage of skilled BEE artisans, such as millwtsgh

Disappointing to see BEE promotions / appointmefait in their sales

positions due to theft/fraud issues.

Sad to see how holders of affirmative action pasésundermined by their

own peers and not supported in the workplace.
A militant Julius Malema mentality still exists yestrongly on the shop floor.

Union top brass have personal battles and the stogr employees are
forced to strike for conditions which they alreaglyjoy ie. we don’t employ
labour brokers, but suffered a three week strikeAugust for that cause,

during wage negotiations.
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SMME 9

RC - The research is on SME policies in South AfriGovernment began
introducing policies in 1994 aimed at developing M Two of the main

objectives of these policies are employment creadiod developing South Africa
economically by making small enterprises more cditipe and thus contributing

to the economy in a bigger way.

|19 — Define ‘Small Enterprise’?

RC — There is an industrial classification schedwleich defines each size
category (small, medium, micro, very small). Fag thanufacturing sector micro
is up to 5 employees, very small is up to 20 , smealp to 50 and medium is up
to 200.

RC — So, given that two of the objectives of thesdicies are employment
creation and developing South Africa economicalyne people are saying that
these objectives are conflicting. Many people belithat if you want to be more
competitive you will aim at mechanising and deciregshe work force and

growing in terms of turnover.

19 — It depends on the business. My business lalmensive so if | don’'t have
enough staff | cannot handle the orders which laget then my turnover will be

affected.
RC — Which markets does the company serve (loasibmal, international)?
19 — International. There is no such thing as all@carket anymore.

RC - What is the relative importance of the follogricompetitive dimensions in

your market (Cost, Quality, Service, Flexibility)?
19 — There are two factors. Service is paramoudtgice is of equal importance.

RC — Would you say that service is your real coitiget advantage against

imported products or foreign competitors?
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19 — Yes, but it's also becoming a problem becahseinput costs related to that
service are becoming huge. | think | am the onlit bad nut company in the
country that carries a fleet of 76 vehicles. Thizswine when petrol wasn’t so
expensive and you were making handsome profits that is not the case

anymore.
RC — Do you find a lot of strong competition in yonarket?

TV — Yes. That is the case in any market. The dbffiee in a business like this is
that the capital investment for a start up is rohigh as an engineering business
which has a lot of machines. If you wanted to stigrin opposition to a company
like Klip [Engineering] you would have to buy afidse machines and at the profit

margins would probably not be able to pay off thechines.

RC - Aside from new entrants to the market, whahé competition like from

established businesses?
19 — They're falling by the wayside.

RC - Is the greatest competition from the local kearor from foreign

companies?

19 — The market is geared a lot on service. Then€de for example are able to
offer wonderful prices to supply in this countrytlibey can’t offer the service
[we can]. So a large international organisatioryeing to have to weigh these

factors up.

RC — Your business is buy/sell so is it gettinghia product in bulk, breaking it

up and selling it on?

19 — It depends on the business. Our businessf@itener industry) as you get
bigger you have choices. You can either buy froewompany with their brand
name on the bag, take that bag and just sell toadomeone. At some stage the
customer is going to find out that the name onbihag is the manufacturer and go
directly to them and try cut out the middle man., &3 very labour intensive

because none of our stuff goes out other than iroaun bags. We have to check
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it all so it’s very labour intensive and there iBuge amount of accuracy in it. We
have to be sure before it leaves here that evexytiiright.

RC — This is obviously the nature of your businessyone else who is doing

what you are doing is going to have the same pnagte

19 — Exactly the same. I've been in the game foryé2rs and nothing has

changed.

RC — The labour issues that you have, are theyesssmommon to all SA

companies or are there issues specific to your eampr industry?

19 — Exactly the same. It's all the same. It's tw¢ labour you have but what's
being put into their head [by a trade union repntdese]. Everyone | know in

business has the same problem.

RC - You were saying that you can’t grow withoutimg on more people, and
obviously in your [labour intensive] business tlsathe case so as you've grown
you've had to take on more people to handle thad.l®o you foresee this being

the case in the future?

19 — It is product for product. If you could chah@as business to only selling one
product with handsome profits then yes you coulolingalmost double the size
and not have to employ more people. But in my gameehave something like
49 000 different commodities and we service somethike 4000 clients... orders

vary significantly...for that you need labour.

RC — I'd like to get your opinion on the environméar business in SA, and
specifically for small businesses. Also, have yatiaed any difference in the
small business environment since 1994 (the beginmh SME development
policies in SA)?

19 — If | have a small business after, not befo®84., that comes to me, it is all
today based on BEE. They may have this huge turrmuteve won't sell to them.

Everything in our book is covered by credit guaganso our book has to be
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81 confirmed by credit guarantee. Government deparsnand black owned small
82 enterprises today, it's almost impossible to geteced on them.
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SMME 10

RC — The market that each unit serves, would bg lochl?

10 — Yes, it's local and yes, the competition istg severe. Especially over the
last 18 months, we haven’t experienced that..liéen fierce. So, we focus
locally, and obviously you get certain areas wthsecompetition is greater than
others. For example Vereeniging, where we operateongst 17 other
competitors, and that is just one town. So you ioaagine the competition. The
reason for that is the barrier to entry in the tyrdustry is very low. You get

people on the side of the road selling tyres.

RC — Really? | would have thought you were sepdratam those guys? It must

be quite a capital investment to try and open up a.

110 — Yes. We are separated, definitely, and thetspecific market. It's the low
income market and it's just to get you to the ngasition. There’s no service
there. You can just see what they've got on the sithe road compared to what
we have you can’t compare the two. But still, &@'snarket, and it takes some of
your profit away, it takes some of your market awthg pie just becomes smaller
for all of us. So that’s a certain market and any gan buy a balancing machine,
a low-level lifter and a wheel alignment machirentra building on a corner and
operate from there. Yes, that's where the expertise buying power, the
corporate governance, marketing...that's where toates in. If you don’t buy
right, you can't sell right. If you don’t buy righyou won’t have a marketing fund
etc. And that at the end of the day is what with\s®u apart from your competitor
but it is fierce and the barrier to entry is veowl Anyone with a little bit of

experience or training can sell a tyre.

RC — So then looking at your competitive dimensjdresv would you rank the

factors of cost, quality, service and flexibility?

110 — 1 is position, where you are located, thaesy important. 2 is buying
power. 3 is...we actually had a survey the othgratking people what they want
from a tyre supplier and the number one thing wasca, professional advice,
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and location. In other words, can | get to thaetghop as quick as possible.

Convenient. It's all about convenience.
RC — What would you say your competitive advania@e

110 — Every year we do a SWOT analysis to see whattrengths are. 1 would
be our years in the industry, experience only cowieistime. The 2 thing is our
buying power. Our buying power enables us to be pmiitive in the market,
whether it's passenger or truck. Yes, our margiagsehbeen under a lot of
pressure over the last 18 months but at least wiel aell whereas someone down
the line won't be in that position. It's all abostistainability and we’ve been
sustainable. We’ve come through tough times inpid&. It's not going to end, it

will always be there. You have your peaks and yalia the industry.

RC — Then, moving on to labour. Obviously the natirwork has changes...with
the new balancing machines so would you say youearding towards a more
automated approach? Obviously, it will never geatiully automated approach,
you will always need people to do the work, butitidbecoming less labour

intensive?

110 — No, it will always be labour intensive. Thechnology, as you've just
mentioned, becomes better and better. But whatdrepwith that is just that the
turning table of the stripping machine will go fastinstead of slower in the past.
That specific motor in there will be a better mo@more durable motor, instead
of the old ones that we had. Changes that willentke sure, seeing as the
market has moved towards high performance vehid&s.18, 19 inch wheels
instead of the 13, 14 inch wheels of the past so get mag wheels. Now,
scratching of the mags is costing us a lot of mdmegause it happens. Now, with
the new technology, it helps you to prevent thattt& whole design of it is better
and because the wheels are so much bigger thefsike turning table increases
and the capability of that also increases. Saynsrwith technology. It makes it
quicker. It makes it better. It makes it more symore durable but it will always

be labour intensive. You need someone to do thatdo.

RC — Then that raises the question: the skillsireduo operate the machines...?
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110 — Yes, now, the problem we have... in the olysd you would have
apprenticeships where you would train and groongthes for 10 to 15 years for
a senior position. But they've done away with th@he problem is wheel
alignment technicians, although we train them tgloaur resources, we identify
guys with potential and then we will send them oaining but it takes time,
because you don't get guys off the street thatiapee in that. You've got to do it
yourself and hat takes time and it takes money. pgrbblem is when you get that
guy into a position they get head hunted and yse them. So you've got to pay
more. They're very scarce at the moment, those tgpewvheel alignment
technicians. On the fitter side, that's easy, yan get someone from the street
and you can train them just by in house trainitig.d huge problem so we hang

on to the guys we have.

RC — Then looking at labour issues, do you expegaghe common South African

labour issues?

110 — Well yes...they belong to their union, arid driven on the national side
down to strikes but we try to be different whenatmes to that. As | said, we are a
family business, so we look after them. We haveug gho looks after the
psychological side of it. If there is a problemw# come sit down with them,
spend some time with them and see if we can resbateWhen comes to lending
money...we can do that. So our family culture is/\®g and that's a huge asset to

us.

RC — Is there a limit to how much each branch qamvdiefore you need to look
at opening another branch in that area?

10 — Yes. Space determines that. You can havev3dwels in a certain area, as
you can see, | can’t have 10. | can only have breed to be more productive. So
| can have 5 low level lifter, 5 fitters, maybe iters because there might be a
puncture coming in. If there’s 5 cars on the lifiert they can manage that. So,
you are limited to that. You only have the low lewéters and the wheel
alignment machines and that’s it, you can’t grogger than that. Then it just

comes in terms of productivity, where your senigceo good that people can wait
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outside and just get you more productive in thekimgr hours you have got. Then
you would say, in this area I'm saturated, I'vedtezd a ceiling here, and then you
move on to the next area. And remember growth cdnoes selling more units,
and that is how we measure it. But also, therey@agly price increases. If there is
a 10% price increase then there is going to be% fdced growth in turnover
caused by increase in tyres.

RC — You were saying, with all the technology uplgsto accommodate all the
different tyres and different wheels that they usew often does the technology

get updated and is it sustainable to keep upgr&ding

110 — We have to that. It's very important. Your eeth alignment machines you

need to upgrade every 3 years. That's importanéy Keep coming out with new

machines that make it easier. The roll outs, indliedays it used to take you

anything between 30 and 45 minutes. These dayscgoudo wheel alignment

within 15 minutes. Talking about productivity, ngu can do 4 cars in an hour
when in the old days you could only do 2 cars amrh80 you can double your

productivity because of technology so that playsige role. The machines cost a
lot more now but it's important. It's important b a market leader and to offer
that.

RC — The technology that you use, is it producedllg?
10 — No, it's imported from America and Germany.
RC — Is there any local stuff?

110 — No.

RC — As a final point, can | get any general comis@h your opinion on doing
business in South Africa?

110 — I've been in the industry 18 years. I've aywdeen positive. It's going well.
We're making money. Yes, it's not easy, but whoss#is got to be easy?

Business is not easy.
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Appendix D2 — Additional Interviews

Additional Interview 1 - Human Development Consultant

Al 1 — The essence of my product is to influenceigien makers at enterprise

level to think differently about typical things é§ob opportunity, job creation.

Most people will be employ me, not for job creatidwut for savings...more
effectiveness, more procedural efficacy, how taioedcosts, to bring in austerity
mindedness, more return or per capita contributmptjmising human talent,
increasing the bottom line of the organisation dntdave to say that most
organisations have a tentative, if not plastic, ahtyr about all of these things.
People will only do the things that you are reseiag if they can afford it and if
it's publicised.

RC - Do you think that the lack of social conscieme enterprise is actually a

sustainability issue?

Al 1 — Yes. Most organisations have a very effextand impressive social
conscience statement in terms of their moral intekeé reading the vision and
mission statement...it’s not true in every plage.SA with an unemployment
factor of whatever it is...it's not 15 or 20 or @&rcent. It's probably nudging 30-
40, nobody will ever give the exact figure, andtaety not national statistics,
because it's an indictment against the governmErgre is a difference between
sustaining what you have, or compromising what yave by expanding
artificially to do the thing that's morally rightyeating more jobs, then collapsing
the nucleus of your business. That's why many pewgl say ‘let me just remain
with the core and I'll give you 200 000 000 and oild the school or do
whatever and those people can employ some peogardeners or whatever but
let me not compromise what I'm busy with. And thajanity of the organisations

I've worked with and am working with right now walisooner do that

RC — From what | can tell in the research I've dan#hat, prior to 1994 there was
no organised development of small enterprisesryévag was focussed toward

big businesses yet small business seemed to le strongest. Obviously there
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was the factor of labour...where you could expl@ty low paid labour but it's
just interesting that there seemed to be more cérdrepreneurial spirit...maybe

that’s just been offset by the difficulty in doibgsiness now.

Al 1 — That's the point. There’s no question absaicalled industrial freedom in
SA. If you want to start a business all the systamesthere for you. From the
industrial development corporation for mega comesnright down to the
smallest. Banks are so inclined even to help tisosall people and they have a
commitment to the government that they will helpainpeople and particularly
the unbanked...to help them with money and advaeitet establish themselves
because if we don’t establish very small businés=ally the spaza shop, the
economy...we won't make it. But it's not effectiyet and it has to be stimulated
to a large extent by the very same people who 2@syago oppressed it. Societal
reform and economic rearrangement | think is al dtpect and that is that the
have-not are now the haves. The very people whgiaes jobs need to be taught
that their job is to create more jobs. It's nougerstructure that we must continue
to create jobs but if you are helped to create #loimg out of your own

intelligence, you need to help create jobs.

We have to re-engineer the mind, the system, tpécagion, business, industry,
the whole thing, in keeping with Africa. This i& 8vorld. If we think otherwise

we’re dead. We can build an atomic energy corpomaind 10 more Sasols, that's
simple. We've got the template, we can do it agBut. to create jobs and to put

people in homes and to restore dignity etc is § very complex process...

... believe that we need to develop a system tdxarebate of some sort to
stimulate job creation and that companies are iindsad to do so but also
rewarded when it happens. So it's not just theepmémeur or the employer but
it's the elaborative initiative between that emmgywho is willing and so

inclined to do it, and a government initiative.

We have to create jobs at the enterprise levelrandust look at government to
create jobs or new projects. The Gautrain anddlees world cup stimulated this

economy enormously and then one morning thesewebs done.
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Additional Interview 2 — Midvaal Municipality Polit ician

RC — I'd first like to get your opinion on smalltenprises in this country...across

the range — small, micro and medium enterprises?

Al 2 — There’s a lot of research...and if you'r&itag around employment, small
and medium enterprises are critical because thaheotheory goes, that is where
the most employment will take place. That has tltemtial for the most
employment in the next 5 to 10 years. If you lopkdfically at a small town like
Meyerton it's hugely important because that's timllof businesses that keep the
economy going locally. It's not Samancor and itst Waal Potteries. It's the
people who have invested here and who live hereopedate here and have an

interest in the area. They contribute far morénoeéconomy than the big guys do.

RC — Then also the theory on that is that it's $mstdrt-ups...because small

enterprises don’t tend to grow sufficiently to pide/sustainable employment.

Al 2 — | think that, unfortunately, there are a tdtpeople in South Africa who
have no option but to start up their own busin€®=ople are all being told by
government ‘wonderful, go start the businesses’dnde they start they realise
that it's not that easy. For example, just look atcounting reporting
requirements. No matter how small you are, theaelsuge amount of red tape
involved. You've got to submit financial statement®u’ve got to have an
accounting officer, under a certain level you ddréve to be registered for skills
development levies but you still need to submit titurns... The VAT threshold
has not been increased, in my opinion, as it shbaile been because that entire
process of VAT is a lot of paperwork for a smalkimess and if you get it wrong
you're in major trouble with the receiver. Theraslot of small businesses,
particularly manufacturing businesses, that woeladrabout the DTI grants and
you'll get these consultants that will come andtld® grants and the applications
for you but people are not being told up front jostv long it will take for you to
get the grant. Sometimes it takes very long and sopples your cash flow and
secondly the admin involved in actually accessimg grant. You've got to pay a

consultant to go do this all for you and they cleaagfortune. In South Africa the
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literature is there and initially the support i®. ‘Go start your business’. But
when you really get down to it there is just toocmued tape for the small guys.
Cost of compliance is just way too much. Simplenepl® — to get a business
rezoning in your average municipality costs a foinoney, takes a long time, it's
frustrating...it’'s far more hassle than it shoudd bust to get a company registered
in South Africa, through CIPRO...what a mission.dAnontil it's registered
officially, you can’t get your stuff done with theceiver. So, yes, the support
might be there but because of bureaucracy andrsygsie place like CIPRO it's

actually not very business friendly.

RC — So what kind of support do you think SMME heakquire? The main

argument in literature is whether they need finaorceechnical support...

Al 2 — | don't think that finance is the biggesbptem. There’s enough ways to
get start-up finance if you really want to and yeugot a good idea. That's not so
much the hassle, it is almost managerial trainivag heeds to... Before you open a
business that person needs to fully understand wihey are committing
themselves to as, for example, a director of a @mp What are your
responsibilities. People just don’'t understand, dwample, in the first year they
have income coming in to their business and thegkgiothat, buy cars, buy
houses etc as opposed to investing in their busiaesl there’s a number of
companies in the Midvaal who got funding from tB&Ithat collapsed within the
first 2 years because people didn’'t understandth®t needed to reinvest in their
company constantly for it to grow. So the fundingsinbe subject to intensive

management training. Those people need to be sxtdwiter.

RC — There are a lot of arguments in the literatabeut them pushing the
financing, the institutions that provide the finamr and say that's the answer

when it's the technical ones that are really gaomghake the difference.

Al 2 — There’s a lot of pressure on banks to prevahns for small businesses and
that's fine but it's very irresponsible to give selbody 3,4,500 000 rand and

there’s not enough control. There aren’t enoughditmms attached.
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RC — A big issue that comes to mind is the focusealth and safety, which has
only fairly recently become a big issue in SA wiasrein the rest of the
world...without that, you just wouldn’t be allowéadl operate. Here everyone sees
it as this major hampering issue. We haven'’t gah&point where we realise that
there are certain fundamental things you have tondanning a business. But
then again we don't really have the skills that tket of the world has...the

business management skills to compensate for.that..

Al 2 — Exactly. Also...controversial opinion...olbasiness system, or the way we
approach labour and business models has always beemas rooted in, the
establishment of the mines. The only way he miregdcever be successful was
to have a constant supply of cheap labour. Chdagutathat just doesn’t really
care too much about safety, in those days. Andwiaat the attitude, they're just
numbers, push them into a dormitory and get therwadk and pay them the
minimum and a large chunk of our economy is unfuataly still based on that

system.

RC — Talking about labour, specifically labour laarsd the power of the unions.
What is your opinion on the effect that they hamebasiness?

Al 2 — Your average small business man would seaittion as a stifling factor to
their business and just there to interfere and nligkelifficult. | can only speak
from my opinion here at Midvaal... if you can accegfs a manager, that the union
is there to fight for the rights of the employegsyu need to accept it. Because if
they didn’t to that, they wouldn’t exist. And thdryou can start seeing them not
as a problem, but as part of the solution, they wilderstand that. If | have a
problem here with labour, the first thing | do isgme up the shop stewards and |
get them round the table and say to them ‘thisyigproblem, how are we going to
solve this’ and make them part of the solutionnBrihem in to the management
of the labour. But old school SA, and people theatenbeen running businesses
for 30 years see the union as a tremendous thnelathey can be if you ignore
them, if you treat them with animosity, if you dohave respect for their role. We
must understand that pre-labour relation act lalveas abused in this country so
you can now understand that there is a backlashhagd protectionism around
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that. There’s a reason there are labour unionsAn Nsake them part of the
solution. What | do have a problem with, and tkid&cause business allowed it,
is collection wage bargaining stories. For exampiethe metals industry, they
agree to wages on a national level. So the smalinbases probably feel very
disempowered because these percentages are agrewtidnally. But that's
something | think that the businesses agreed sorat stage. And effectively that
bargaining process is being governed and dictatdaytbig business. So maybe
the problem is not so much labour but the biggesiresses who are not fighting
enough for the smaller guys. Obviously the uniong@sng to fight for the
maximum percentage. That's their job. It's the esgntatives, and most of those
are big business guys, who are agreeing to thasgsth

RC — Do you think that there is a possibility ofvimg big business and small

business unions?

Al 2 — Yes. They must investigate that. How do thegak away from this huge
collective bargaining... Perhaps you could looka aalary bill within a company
and say under a certain amount you negotiate yalaryson a local level, within

certain legal parameters. Whether or not the uniamdd allow that | don’t know

but again | don't think it's unreasonable. If yoadhto explain how the wage
increases had negatively affected particularly simadinesses...you know unions
are not dumb. Show them the facts and figures adpen and honest without
ulterior motives, they are going to understand they losing members within
small businesses. They want to overcome that. Ther goroblem is, when you

are negotiating on wages, unions push for the maxirand employers are also
not fully genuine on the whole thing. They will fmr the absolute minimum and
try and hide profits and manipulate financial im@tion. They you will have an

agreement on a 6 or 7% increase yet the MD isrgettiperformance bonus of 3
or 4 or 5 million rand. You can understand the labonion is angry because a
few days ago you told them you don’t have moneygit@ them more. So | can
understand why unions don’t trust employers andan also understand why
employers don’t trust unions but that's more ofistdrical thing. We need to get

over that now.
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RC — There are a lot of theories thrown around tbmeating sustainable
employment in South Africa. Realistically, what glou think the options are,

through government involvement and through privatelvement.

Al 2 — Well it's not through government involvemeithere are 2 initiatives, the
expanded public works programme and then the cortynworks programme.
All you are doing there is employing a whole lotpafople on a 2 week rotational
basis and you're paying them R70 a day. It's n@ne& job. That's not creating
employment. Yes, that's alleviating poverty. Ydwre is a place for that in SA.
In communities where there is nothing, where theyehno money and no
employment then fine, do that, and get the commuaibuild their own road and
plant their own trees and keep it clean and sdBaohthat’'s not going to create a
job. The only way you're going to create jobs in BAhrough business and the
only way you’re going to get that right is througtore foreign investment. There
just isn’t enough capital in this country or thesa’t enough willingness by
people who have capital in this country to invesiren Why it is that foreign
companies are not investing as much as we’'d likentto | don’t know. If you
take pre-recessions...I mean the marketing is ttf&hemarkets itself really well
internationally. All the grants are there. The taxes pretty good compared to
Europe or America’s tax rate. Possibly there idl shis perceived risk of

investing.

RC — Moving on to issues of being competitive. Thig question is how do we

compete, as SA, against imports? What about protgldcal producers?

Al 2 — They have exactly the same debate curremtlyAmerica. | think
unemployment there is around 10% at the momenthwisia huge problem for
that economy, and they started realising that ttemployment is structural. The
manufacturing industry has slowly moved out of Aiceerover the years and the
motorcar industry is collapsing and those kindstlohgs. So you have two
choices: either you are going to provide that mtid@ and bring some things
back and Obama did try do that with trying to stheemotor car industry but that
protection, whether it is by way of subsidies atueed tariffs or reduced taxes or
higher import duties on imported goods and so omebody has got to pay for it
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and ultimately it's a tax and the consumer paysifokWhen you're importing
goods remember you can’'t go and limit a whole lbttlungs because we
desperately need capital imports, most of heavyhimacy and so on is imported

still in this country unfortunately.

RC — But you could do it in the way that you woulik things that can be
produced here and not things that can’t?

Al 2 — But is that really a saving to the consunwerare retailers not then just

pushing up those prices?

RC — | think there needs to be a trade off betwtencost and lead time of
something local versus the cost and lead time wiesloing imported?

Al 2 — And ultimately who will pay for that extrapst, the consumer?

RC — Initially yes, the consumer will have to pagmm but I think that eventually
it will stabilise and local producers will have lmwer their prices and become
more competitive. That's the idea, that they widlvb to become more efficient.
It's not that our consumers will be paying moreg\ttwill be paying in line with
what they should be paying, but it will be for aatity product rather than a
cheap, sub standard product.

Al 2 — Yes, but that decision is being taken by domsumer. Take the metal
industry for example. Generally there is a percgpthat if you buy a lathe or
guillotine or whatever it is in SA, from a reputaldompany versus buying some
cheap import from China the SA product is bettealiqgy But if the consumer
wants to buy the cheaper one there is nothing youdo to stop that. Then maybe
it is time for SA to adjust its standards and adjts way of doing business,
change the products. All you do when you bring notgctionism is you're
ignoring the fact that your consumer is telling ybat something is wrong with
your product or your price and the longer you dat the more uncompetitive you

become...

...One of the ways to grow the economy is to expoote. We need to export

more. Now, for example our wine industry, we cobtlexporting far more but
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because the European Union has got such strit arld high import duties and
all of that on SA wine we're struggling to sell wirthere. So, on the one hand
protectionism would assist local businesses bsitaiso going to create a problem
on the other side because you can’'t expect Chie foarticularly happy with us
when we put tariffs up on their imports. We carot lgack to them and say ‘Oh
please help us find a market for our exports’. Tieegoing to say no. | don’t
have the answer but my immediate thoughts are weoubt the market must
decide and if you can’'t produce something prodetyivor cheaply in SA then
either you must figure out why you can’t do it oush accept that you can’t do it
and then do something else. So in America thatsqfahe debate. Saying don’t
bother with manufacturing in this country, go wittmovation and I.T. and build

further on that.

Maybe SA manufacturing shouldn’t try to be cheaffét's going to market itself
in terms of quality there are numerous economieshé world, Germany for
example where you know you are going to pay more &0 German
product...appliances, motor cars etc... but pestdlgpay that. People are prepared
to pay more because it's branded and marketediag hesuperior product and it
is generally correct that it is a superior produgt, if we are saying that SA
manufacturing is good then we shouldn’t try to heaper, we should just rebrand

SA so that we are known as a quality goods country.
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APPENDIX E — BIOGRAPHICAL DATA OF RESPONDENT SMMES

This appendix gives the full biographical infornoatiof each of the respondent
SMMEs.

SMME 1

» Function: Helicopter chartering business and fligaining centre.

* Years Operating: 17.

e Industry: Transport, Storage and Communications.

» Size Classification: Small.

* Biography: A family owned business providing a wideray of charter
services as well as training services. They cordrdlleet of 25 aircraft for

chartering, hire-and-fly and training purposes.

SMME 2

* Function: Machine reconditioning, manufacturing taes and spares,
jobbing work.

* Years Operating: 42.

* Industry: Manufacturing.

» Size Classification: Small.

* Biography: Second generation family owned businessch began with
reconditioning and selling second hand machines.bidsiness then expanded
into building machines such as guillotines, rollarsd various pressing and
bending machines. Finally, with the addition of CN@chines, the business

further expanded into jobbing work.
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SMME 3

Function: Design, manufacture and repair of custeechinery and tooling.
Years Operating: 26.

Industry: Manufacturing.

Size Classification: Very small.

Biography: The business started out selling mashared components, then
shifted focus to repair of machines and finally axged into development of
machines and machine tools. The business focusdesagn and manufacture
of mechanical elements and sub-contracts electaicdlcomputer installation

functions.

SMME 4

Function: Custom design and manufacture of metalpoments.

Years Operating: 33.

Industry: Manufacturing.

Size Classification: Small.

Biography: A family owned business specialising dastom design and
manufacture of various metal (steel, stainlesd stealuminium) components
using presses, punches, guillotines, spot weldimdysamilar operations. The
business began with manually operated machineryhasdsince changed to
CNC bending and punching machines and a CNC la#éing machine. All
design and manufacture is done in-house and eaofpawent is fully

customised.
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SMME 5

* Function: Manufacturer of standard and customiseel gems for mining and
construction.

* Years Operating: 55.

* Industry: Manufacturing.

» Size Classification: Medium.

* Biography: A family owned business which startedaasmall machine shop
primarily focusing on machining of foundry casting$ie business has since
transformed to producing heavy duty temporary nenpports, scaffolding

equipment as well as customised steel items fostcoction projects.
SMME 6

* Function: Manufacture and distribution of cap Isand cap lining material.

* Years Operating: 26.

* Industry: Manufacturing.

» Size Classification: Medium.

* Biography: Family owned business operating as aywer, supplier and
inserter of cap liners and cap lining material tme in a wide variety of

commercial and consumer products.
SMME 7

¢ Function: Manufacture and supply of stud bolts the petro chemical
industry.

* Years Operating: 45.

* Industry: Manufacturing.

» Size Classification: Medium.

* Biography: A second generation family owned busnekich started out as a
general engineering and machine shop and has sepeeialised to
manufacture of stud bolts for the petro chemicalustry which involves

special specifications of material.
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SMME 8

Function: Manufacture and supply of automotive dyas.

Years Operating: 57.

Industry: Manufacturing.

Size Classification: Medium (upper end)

Biography: Third generation family owned businessnofacturing batteries
for various applications such as cars, caravansbaadls. The business has
developed over a long period of time and contrdls agpects of the

manufacturing process from recycling to distribatio

SMME 9

Function: Supply of fasteners and associated items.

Years Operating: 42.

Industry: Wholesale Trade, Commercial Agents arleedIServices.

Size Classification: Medium.

Biography: A family owned business specialisingsupplying a wide variety
of fasteners and associated tools and equipmentvdaous commercial
applications. The business does not manufactureprtslucts but rather

engages in sourcing, warehousing and distributobiviies.

SMME 10

Function: Selling, repairing and fitting tyres.
Years Operating: 48.
Industry: Wholesale Trade, Commercial Agents arigedIServices.

Size Classification: Small.

Biography: A third generation family owned tyrenfiént service business. It is

now part of a chain of fitment centres in ordertake advantage of collective

buying power yet each store operates independdtghgervices include selling

tyres, repairing tyres, retreading, wheel balanang alignment as well as all

accompanying services.



