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Executive Summary
The Integrated Small-Enterprise Strategy

1
Purpose of the document

After the political transformation of 1994, government adopted the White Paper on the National Strategy for the Development and Promotion of Small Business in South Africa (1995). This White Paper created an enabling environment for the accelerated growth of small enterprises following a history characterised by the dominance of large, capital-intensive firms and the continued neglect of small enterprises.

The Integrated Small Enterprise Development Strategy presents the way forward for small-enterprise development in South Africa over the next ten years (i.e. 2005 to 2014). It is the result of a thorough process of review
, consultation, research and refinement and also takes into account the changing economic context.

This process has built upon the successes of government in macro-economic development and applies the experiences and lessons of the last ten years relating to small-enterprise promotion, while responding to the concerns raised by stakeholders within government, the private sector, organised labour and civil society. In particular, the strategy aims to address government’s special development goals to improve equity in terms of race, gender and geographical location.

This document should be seen as a guideline for the unfolding of South Africa’s small-enterprise support, providing direction and consistency while enabling adaptive and appropriate responses across all spheres of government. As such it should encourage all stakeholders in this field to co-operate and deliver complementary support to make our national small-enterprise-support process as rich and tailor-made as is practically possible.

The document is a strategy rather than a detailed implementation plan. Such plans will follow in due course through the various entities responsible for the implementation of particular strategies and programmes.

2
Summary of strategic approach

The South African government has to play a key role in providing an enabling environment for all enterprises through its regulations, the supply of government services and the provision of infrastructure facilities. It also has a responsibility to address market failures, in particular where they impact on the government’s special development goals. Government will therefore also play a role in facilitation and promotion focused on targeted beneficiaries. These include micro-enterprises, informal enterprises, black-, women- and youth-owned enterprises, growth-orientated enterprises as well as enterprises in priority sectors like tourism, construction, agriculture, cultural industries and the ICT sector.

The strategy is based on three pillars:

· promoting entrepreneurship through campaigns, leadership training and awards

· strengthening the enabling environment through more flexible regulations, better access to finance and markets, improved infrastructure facilities and business support,

· enhancing competitiveness and capacity at the enterprise level through skills training, more focused quality-, productivity- and competitiveness-support and the facilitation of technology transfer and commercialisation of incubation.

Across these three pillars the strategy is to be underpinned by improved information and knowledge spread and management, including expanded research and communication as well as monitoring and evaluation of existing support programmes.

A key strategic shift since the adoption of the White Paper is the integration of a wider group of institutions into the realm of small-business development and a more co-operative approach of government towards its partners in the public and private sectors. In this context the main institutional reforms set out in the strategy include the recent establishment of the Small Enterprise Development Agency (Seda) which will localise support through a national network of access points, the establishment of the South African Micro-Finance Apex Fund (Samaf) and a more focused approach by Khula to service small to medium-sized enterprises.

3
Core thrusts

Within that strategic framework the document highlights six thrusts, which each need strong and sustained funding commitment by government, and the dti in particular, given its mandate to champion small business development in South Africa in partnership with all spheres of government.

3.1
Substantially strengthen support for SMMEs’ access to finance

Through a more targeted approach, the Apex Fund will focus more on survivalist and micro-enterprises, while Khula and other DFIs will mainly target small and medium-sized enterprises. Accepting market failures on access to finance and the fact that the state will have to continue to play an important role in the provision of finance to SMMEs, consideration will also be given to the establishment of a Small Business Bank. In addition to these institutional changes the dti will continuously review the appropriateness of its financial incentive schemes for the small-business sector.

3.2
Create an enabling regulatory environment

The dti plans to invoke Section 18 (1) of the National Small Business Act, which empowers the Minister of Trade and Industry to publish guidelines for organs of national, provincial and local government to promote small business.

These initiatives will be consolidated by the establishment of the Regulatory Impact Assessment Unit currently championed by the presidency.

3.3
Further expand market opportunities for specific categories of small enterprises

Efforts in this sphere have to happen through the government’s procurement process and the possible addition of sector-preferential "set-aside" schemes. The dti also proposes the selection of a few products frequently used by government departments, to be manufactured by small-scale manufacturers. Seda is to provide a deal brokerage service for the acquisition of machinery and equipment from local and international suppliers further supplemented by Khula, IDC- and NEF-support programmes and other dti incentives.

3.4
Localise small-business support through a grid of Seda-co-ordinated information and advice-access points

The mandate of Seda is to design and implement a standardised delivery network that reaches all regions of the country and integrates government-funded small-enterprise support across all tiers of government.

3.5
Initiate a national entrepreneurship drive and expand education and training for small business

Within the broad context of the entrepreneurship promotion the integrated strategy gives its particular support to the formulation of the youth-enterprise-development strategy currently being drafted by the Umsobomvu Youth Fund and the National Youth Commission. The strategy will guide public-, private- and community-driven agencies in the support of youth-owned enterprises championed by the dti.

In view of the concentration of black small businesses in the micro-category, mentoring or handholding support for start-ups will be expanded and the dti will further strengthen public awareness about alternative forms of enterprise creation such as franchising, co-operative ventures and extended family businesses.

3.6
Co-fund minimum business-infrastructure facilities in local-authority areas across the country

Essentially the integrated strategy has to link up closely with current LED efforts in all municipalities, with government prepared to help mobilise core funding.

While the strategy stresses that in each area the optimal mix of private-public and public-public partnerships will be different, it is the integration of the different support clusters, which can, if underpinned by significant resources and strong leadership via the dti, assure a meaningful acceleration of the process of SMME growth.

Section 1
Introduction and Background

1.1
Purpose and structure of the document

This document sets out a strategic framework for the national government’s support of small-enterprise development in South Africa over the next ten years (2005–2014). It is the outcome of a thorough process of review, consultation, research and refinement spread over the years 2003 to 2005.

The document should not be viewed in isolation. It is released as part of a package of reports, including the Review of ten years of small-business support in South Africa 1994 to 2004 as well as the (2003) Annual Review of Small Business in South Africa. The release also more or less coincides with the establishment of the new Small Enterprise Development Agency (Seda), launched at the 2004 Small-Business Summit in Sandton and was preceded by the launch of the Apex Rural Micro-Enterprise Fund in November 2004. Both of these institutions are to play a central role in the evolving new strategy.

As explained later in this document, the principle of “integration”, which characterises this new strategy for small-enterprise support, relates to at least three different dimensions, viz.

· integration with (or complementarity of) different socio-economic policy areas,

· integration with (or co-ordination between) programmes offered by both the public and the private sector,

· integration with (or close co-operation between) different institutions active in this sphere.

The document should be viewed as a strategy or a “strategic framework” rather than a blueprint or a detailed implementation plan. This is important, given the close interaction between this field of policy and all the other spheres of public-sector support for economic development and growth, and given rapid changes in the global, national and local business environments, which often call for flexible policy responses.

References to “small enterprises”, “small businesses” or SMMEs (small, medium and micro-enterprises) in this document, unless further demarcated, cover the full spectrum of business enterprises other than “large enterprises” or corporations [as well as publicly (co-)owned enterprises]. This includes categories known as micro-enterprises, survivalist entrepreneurs, informal-sector businesses, but also conventional (formally registered and vat-taxed) small and medium-sized enterprises. It also covers businesses in all stages of evolution, from pre-establishment (planning) to start-up, emerging, stable or expanding as well as enterprises in distress. Furthermore, it includes enterprises that can be characterised as family-owned, black-owned, women-owned or co-operatively-owned. Finally, the strategy outlined in this document refers, generally, to all sectors in the economy, even though the need for sector- or industry-adapted and otherwise focused support programmes is one of the key principles underlying the revised strategy.

The report has six sections, with this background section outlining the forces that have shaped the success and lack of success of small-business development in South Africa over the past decade as a basis for the integrated support strategy proposed for the next decade. The following three sections outline three dimensions of this response to the challenges, viz. the “integrated strategy” as a new approach, the broadening of support programmes and the streamlining of support institutions. The final two sections cover the other two critical areas, viz. the resourcing of support and the monitoring and evaluation of progress in the implementation of the strategy.

1.2
From the 1995 White Paper to the 2005 “integrated strategy”

The National Strategy for the Development and Promotion of Small Business in South Africa, which was released as a dti White Paper on 20 March 1995 and launched at the President’s Conference on Small Business in Durban in April 1995, was a broad-based document that outlined a national framework for the unfolding of comprehensive small-enterprise support in the new South Africa.

When the document was drafted and consultations were held with business and public-sector leaders at the end of 1994, many of the key components of South Africa’s unfolding public sector had not yet been conceptualised. This relates (among others) to the potential role of provincial and local authorities, the evolution of the old Small Business Development Corporation (SBDC), strategies in the sphere of black economic empowerment and the practical unfolding of affirmative public-sector procurement.

In that context it is also understandable that in the document relatively little guidance was provided for the institutional unfolding of support mechanisms other than to refer to a chief directorate (the Centre for Small-Business Promotion), an agency for non-financial support (to become Ntsika) and one for (wholesale) financial support (to become Khula Enterprise Finance Limited).

Ntsika and Khula have been the two bodies most directly involved in a number of financial and non-financial support programmes, but they only cover a limited range of that support, and they only reached a limited number of clients. Of greater importance has been the diversification of support agencies and programmes, as a result of which a far wider range of services could be offered.

This mushrooming of bodies and support programmes also had its shortcomings. These relate to the lack of co-operation, the duplication of services, insufficient depth and professionalism among the staff of support agencies, and an almost erratic spatial coverage of needs. These shortcomings are among the reasons for current attempts to establish tighter national, regional and local frameworks for the delivery of core services, so that they can reach and satisfy at least the most basic needs of entrepreneurs in all parts of the country.

The recently-released “Review of Ten Years of Small-Business Support in South Africa 1994 to 2004” details the evolution of these and other developments and institutions. Here we can limit ourselves to a summary of weaknesses or strategy gaps that became apparent over the years as the White Paper’s support framework unfolded.

· The great diversity of small enterprises and their needs have to be given greater recognition.

· There has to be far more knowledge and understanding across the full range of support suppliers of what support each one is providing, as well as to whom and under what conditions.

· Access to support services has to be comparable in urban/metropolitan and rural areas.

· There has to be a greater balance between the cost, reach and impact of support interventions, in particular where public funds are concerned.

· Many support programmes only tackle the symptoms of deeper-lying problems, thereby preventing a more systematic approach to those structural issues (e.g. access to finance for black entrepreneurs).

· Lack of clarity about the roles and responsibilities of different levels of the public sector makes their efforts unco-ordinated and less effective.

· Inadequate representation of particular small-enterprise-interest groups in existing or evolving business associations weakens feed-back on specific needs.

· There are still substantive differences in the capacity to absorb small-enterprise-support programmes in the different provinces and regions of the country and in different sectors.

· There is also insufficient interaction between small-enterprise-support programmes and other thrusts of the government’s socio-economic development support.

· The decade has revealed an inability on the part of the Centre for the Promotion of Small Business (the dti chief directorate) to co-ordinate all the support programmes developed by different national-government departments for small enterprises.

· Thorough and regular monitoring and evaluation of the evolving support processes have been lacking.

To a large extent these weaknesses, underpinned by a range of assessment reports, have shaped the “Integrated Small-Enterprise-Development Strategy” which is presented here as a framework for evolving action over the next decade (2004 to 2014).

The ten-year review has, however, also revealed the evolution of a broad-based system of private, public and PPP programmes, focusing on a wide rage of needs of South Africa’s two million small, medium and micro enterprises. Sometimes this system of support has not evolved flexibly enough or on as great a scale as the need for these services, which remains course for concern. However, it is also clear that the broadly facilitative role played by the public sector remains crucial for small-enterprise development. A solid foundation has been laid, but expanding appropriate support (through whatever channels) and focusing it more effectively are the main challenges for the next decade.

It is impossible to anticipate all the socio-economic and institutional changes likely to emerge over the next years, just as it is impractical to stipulate detailed support programmes for all the different problem areas, sectors or target groups. The integrated strategy therefore sets the framework and outlines the principles underlying future government support and public-sector programme development. It will be up to the different players (including current as well as evolving institutions) to apply those principles and to plan, negotiate and practically implement appropriate support programmes.

In the unfolding of these efforts we shall be guided in particular by the extent to which crucial segments or sectors of our society are still underrepresented in the small-business scene or suffer particular impediments. In this context statistics show that

· women and black people are still seriously underrepresented in formal-sector enterprises and grossly over-represented in survivalist and micro-enterprises,

· there is an unequal contribution of small enterprises across industries or sectors, with a high SMME presence in trade and services and a limited presence is manufacturing,

· there is a spatially unequal spread of successful SMMEs, with rural areas and smaller towns relatively worse off.

1.3
Micro-economic reforms and other transformations

During the past decade a wide range of transformation processes have been initiated by government as part of the broad transformation of South Africa’s society and economy. Some of these fall within the “Micro-economic Reform Strategy” launched in 2002, but most go back to initiatives started during the 1990s. All of them address fundamentals underpinning the economy, including the economic and social infrastructure, access to finance for productive activities, investment in research and development, innovation and the take-up of new technologies as well as investment in human capital and in an adaptive workforce. In fact, the micro-economic strategy has also become a key vehicle for inter-governmental co-ordination with respect to small-enterprise development.

All of the following policy developments, falling within that strategy, have implications for small-enterprise support and require integration and co-ordination. Government has begun to address this challenge and plans to do so in a comprehensive manner through the proposed strategy.

1.3.1
Black economic empowerment

Redressing the legacy of apartheid is one of the strategic objectives that can be achieved through small-enterprise development. Yet, developments over the past decade show that few white-owned small enterprises have proactively supported the BEE process, nor have black-owned enterprises generally been successful in accessing the resources required for the operation. This is evident from the rate of declined or unsuccessful applications by black-owned enterprises to either access finance or access procurement opportunities which have been designed for their benefit. Therefore, it is clear that BEE still needs to be harnessed and supported for better results than the country has seen so far.

1.3.2
Co-operatives-development strategy

In many countries of the world, both highly developed and developing, co-operatives constitute a significant vehicle for business ventures. South Africa also has a long though complex history of co-operatives, with performance levels of individual co-operatives during recent years often disappointing. At the same time there is a great need for co-operative-type ventures where individuals lacking either the start-up capital or the technical, managerial and/or marketing experience can work together in an enterprise. Small enterprises are directly relevant in this process.

1.3.3
Appropriate legal and regulatory compliance

The costs and sometimes unintended consequences of legal and regulatory compliance by small enterprises have recently become burning issues of policy makers and practitioners alike. Ntsika has undertaken an in-depth regulatory review of the impact of regulations on the small-enterprise sector. Steady progress is currently made in finding compromises about sustainable levels of controls and (de)regulations. The range of participants in these negotiations is very broad, which makes the process slow, but there is no alternative that is likely to provide quicker and more acceptable compromises. The new SMME strategy will have to fit in with this process.

1.3.4
Skills development

Skills development has been a strong focus area during the first decade of democracy, as it became increasingly evident how important addressing skills gaps was for both social and economic development. Key policy, strategy and legislative interventions included the National Skills Development Strategy, Skills Development Act, Skills Development Levies Act and associated institutional arrangements of the Sector Education and Training Authorities, National Qualifications Authority and National Skills Foundation. While there have been some early successes, there have been numerous “teething problems” with the new legislative framework and particular challenges for small enterprises who tried to utilise opportunities within this framework.

1.3.5
Integrated manufacturing strategy

The development of an integrated manufacturing strategy aims to maximise the potential contribution of the manufacturing sector within the domestic economy. It also tries to help industry integrate into the global economy and build competitiveness based on an increased knowledge intensity and greater value addition. Naturally, small enterprises have to play a crucial role in this evolving strategy.

1.3.6
Bilateral and multilateral trade policy

The South African government has been engaged in a coherent programme of trade liberalisation, with the aim of progressively opening up new opportunities for South African enterprises and encouraging the development of globally competitive practices. In addition to multilateral negotiations through the World Trade Organisation, South Africa has implemented the SA–EU Trade Development and Co-operation Agreement and the Southern African Development Community Trade Protocol. Negotiations are still under way on behalf of the Southern African Customs Union with, among others, the United States, Mercosur, China, India and Efta. These negotiations have profound consequences for the small-business sector, with the strategy challenged to help SMMEs face these consequences.

1.3.7
Macro-economic and fiscal policy

Macro-economic and fiscal policy reforms have been ongoing since 1994, including policies to improve macro-economic stability (such as Gear) and reduce interest rates. In addition, there has been a streamlining of tax policy, the introduction of preferential procurement and the establishment of the Supply Chain Management Framework. Parallel to these efforts there has also been increasing attention to the development challenges of different economic sectors.

1.3.8
Spatial and local economic development

A range of policies supporting the more equitable distribution of economic activity have been developed. These include the Urban Renewal Programme, Integrated Sustainable Rural Development Programme, National Spatial Development Framework, Provincial Growth and Development Strategies, Spatial Development Initiatives as well as Integrated Development Plans and the establishment of Local Economic Development Agencies by municipalities. Once again, all of these have distinct implications for small enterprises in the areas where they apply.

1.3.9
Social partnerships

The Presidential Jobs Summit Agreement as well as the Growth and Development Summit Agreements and other sectoral summits and charters have over the past few years aimed to build cross-stakeholder agreements on the vision, constraints, opportunities and transformation targets for key sectors, with long-term job-creation and broad-based black economic empowerment key targets. Once again all of this has direct relevance for the small-business sector.

1.4
Global trends and changes

At a global level, GDP growth over the past decade has declined from the levels seen in the late 1980s, and has settled at rates ranging from 2,5 to 4,5 per cent. The geographical shift of global growth has been substantial, in particular the long-term stagnation of European growth, the long-term growth acceleration of Asia (fuelled by China and potentially India), the continued relative strength of the US economy, and the relative lack of progress in Latin America and Africa.

The rapid growth in trade following financial and trade liberalisation since the 1970s, brought about the biggest change in the global economy. Accelerating in the 1990s, over the past decade trade has grown at more than three times the rate of GDP growth. To a large extent the success of the Asian and US economies over this period can be linked to this growth in trade.

Another major global economic trend has been the growth of the “knowledge” economy. Service sectors around the world are growing much more rapidly than primary or manufacturing sectors. And in a global marketplace, product life-cycles are being significantly compressed, highlighting the importance of innovation in the growth process.

From a South African perspective these trends offer both opportunities and challenges. On the one hand, export-led growth offers South Africa an opportunity to accelerate growth, which will be critical to achieve the government’s economic and social objectives; on the other hand, South Africa’s relative competitiveness, its economic geography, and its traditional links with the more stagnant European and African markets will make competing in this globalised market a challenge.

These trends also offer both opportunities and challenges to small enterprises. Developments in communications technology in particular have contributed to opening up global opportunities for small enterprises that previously had little potential to access distant markets. A study by the Small Business Administration in the U.S. showed that 97 per cent of exporting companies are SMMEs and that the number of U.S. small businesses exporting tripled from 65 000 to over 200 000 between 1987 and 1997.

Given South Africa’s peripheral location relative to major consuming markets, these technological developments should provide a major boost to the export prospects of South Africa’s small businesses. On the other hand, technological developments and market liberalisation also increase the vulnerability of these businesses. For one, international competitors are now able to access the South African market, with the result that small businesses face increasing competition from imports.

In addition, large enterprises can exploit the scale economies of globalised markets, which puts them in a far stronger competitive position compared to small enterprises.

The growing focus on innovation also highlights opportunities for SMMEs, since the innovative nature of small businesses has been widely recognised.

1.5
Regional dynamics

Growth performance in the SADC has been relatively poor during the past decade, with overall regional GDP growth during the 1990s at only 1,2 per cent. This is far below the growth levels needed to drive significant demand growth in regional economies and to enable the countries to benefit from a potential increase in trade. Economic growth in some countries (in particular Angola and Mozambique) has increased substantially in recent years, yet at a regional level the countries’ successes have been offset by a rapid decline in the Zimbabwean economy. As a result, sustained, stable growth remains out of reach for the region.

Intra-regional trade in the SADC remained well below potential and is estimated at only 10 per cent of total trade in the region. Low levels of SADC trade are not only a result of poor economic growth and low demand levels in the region, but have also been affected by poor transport and trade integration.

These low trade levels have also affected South African small businesses’ potential to take advantage of export opportunities in the region. South Africa dominates intra-regional trade, supplying some 78 per cent of all intra-regional exports. Improving SADC integration and the potential for faster regional growth should therefore provide South African small businesses with substantial export opportunities.

Section 2
Response to the Challenges:
Government’s integrated strategy for small-enterprise development
This section provides an overview of the strategic framework that government has developed to create a more effective and coherent approach to small enterprise development. It sets out the principles of integration, provides a summary of the strategic pillars that have been developed to integrate the potential roles of government, identifies the target groups that have been prioritised by government in order to address market failures and policy priorities, and ends with a summary of the instruments available to implement the strategy.

2.1
Vision and objectives

Vision 2014
The Integrated Small-Enterprise Development Strategy aims to contribute to the overall vision for South Africa by 2014 of a country with an economy that can sustainably meet the material needs of all its citizens.

In particular, this strategy has a vision of South Africa as an entrepreneurial nation that rewards and recognises those who recognise a business opportunity and pursue it, a South Africa with a vibrant and competitive small enterprise sector with enterprises that grow in both size and success. Those who were once excluded from full participation in the economy will have access to support and development services and be fully integrated into the core of the South African economy, with access to local, national, African and international markets.

Objectives
The key objectives of this strategy can be summarised as follows.

· Increase the contribution of small enterprises to the growth of the South African economy,

· create an enabling environment for small enterprises with a level playing field between big business and small enterprises, that reduces the disparities between urban and rural enterprises and is conducive to entrepreneurship,

· create sustainable long-term jobs in the small enterprise sector,

· ensure equitable access and participation in term of race, gender, disability, age, geographical location and sector,

· increase the competitiveness of the small-enterprise sector and its enabling environment so that it is better able to take advantage of opportunities emerging in national, African and international markets.

Given these objectives, the strategy places particular emphasis on addressing the needs of micro-enterprises, small enterprises in high-growth sectors, and small enterprises owned and managed by historically disadvantaged individuals, namely black people, women, the youth and the disabled.

In addition to these desired outcomes or objectives, this strategy aims to improve the collaboration and communication between government, other suppliers of support and the small-enterprise community in the process of implementing the strategy.

2.2
Strategic pillars of support

As this strategy is a revision and extension of the previous White Paper, it is critical that existing interventions are integrated and aligned with this strategy, with new interventions developed to address gaps. It is also critical that individual programmes and projects are delivered in an integrated fashion, taking into account the overall objectives and targets of the strategy.

An overview of priority areas of interventions within the strategy framework is set out below. These policy areas will be further detailed in section 3 of this report. Within each area, it will be specified whether interventions require enhancing existing initiatives or developing new initiatives, as well as areas where programmes are still likely to be developed over the next decade.

The respective roles of government and other potential delivery partners vary across these programmes, depending on the primary locus of control for the available instruments. In areas where the majority of instruments are outside the public sector’s direct control, government can nevertheless play some role to encourage greater coherence in the interventions of other role players.

A graphic representation of these elements is set out below.

Box 1
Unlocking the potential of South African entrepreneurs
Pillar 1
Promoting entrepreneurship
Pillar 2
Creating enabling environments
Pillar 3
Enhancing competitiveness and capabilities at enterprise level

a)
Strengthen national awareness about the critical role of entrepreneurship
a)
Maintain small-business-sensitive business regulations
a)
Strengthen managerial, business and technical skills

b)
Promote alternative focus on ownership
b)
Improve access to finance
b)
Facilitate improved quality, productivity and competitiveness

c)
Expand franchise opportunities
c)
Strengthen access to markets via procurement, exports and business linkages
c)
Support technology transfer, incubation and the commercialisation of business services

d)
Strengthen business associations and networks
d)
Facilitate the availability of business infrastructure and premises
d)
Expand SMME-focused sector-support strategies


e)
Increase the effectiveness of enterprise support



f)
Localise support infrastructures




4
Cross-cutting foundation services
Information, research, monitoring and evaluation

Each of these three pillars and the foundation of information and knowledge management will be addressed through the programmes identified in section 3.

2.3
Targeted beneficiaries

The Integrated Strategy has been designed to address the needs and development potential of the whole small-enterprise sector, which includes micro-, small and medium-sized enterprises. Thus, all enterprises should benefit from the strategy. However, within this broad approach and taking into account resource constraints, government recognises the need to sharpen its focus and provide development support to specific sub-sectors of the economy, and to give particular support to previously disadvantaged groups, which remain hindered by the burden of South Africa’s dual economy. After all, South Africa is still burdened by a dual economy in which established, mostly white-owned businesses have greater access to resources and opportunities than black-owned businesses. Indications are that this is changing, but small-business markets are still not blind to these racial divides and often the smaller the business the more difficult it is to enter new markets. Thus, the dismantling of this dualism requires targeted support measures by the government.

This targeting will be based on three key criteria, viz.

· the degree to which market failures exists in particular segments of small enterprises,

· the degree to which segments create opportunities to support the government’s special development goals,

· the viability of suitable instruments to government to impact on these segments.

Based on these criteria, the following categories of small enterprise are targeted within the integrated strategy.

· Micro-enterprises

· Informal enterprises

· Start-up businesses

· Black-, women- and youth-owned enterprises

· Enterprises in particular growth or priority sectors, including agriculture and agro-processing, construction, small-scale manufacturing, tourism, crafts and cultural industries as well as the beneficiation of minerals

Each of these targeted segments will now be briefly explained.

2.3.1
Micro-enterprises: Building the base of the small-business sector

Since 1994, there has been a surge of small businesses in South Africa, much of this in the micro-enterprise sector. The 1995 White Paper referred to some of these enterprises as “survivalist enterprises” because people unable to find a paid job or get into an economic sector of their choice initiated them. Income generated from these activities was found to fall short of even minimum income standards, with little capital invested and virtually no skills training in the particular field. Based on this analysis, it was concluded that survivalist enterprises had only limited opportunities for advancement into a viable business. While there are many enterprises of a survivalist nature in South Africa, many of them may actually “graduate” beyond survival, evolving into profitable enterprises if properly supported. Thus, the integrated strategy focuses on micro-enterprises as an important category of small businesses that deserves special attention.

Viewed more broadly micro-enterprises are very small businesses, often involving only the owner, some family member/s and at the most one or two paid employees. They often lack “formality” in terms of business licenses, value-added-tax (VAT) registration, formal business premises, operating permits and accounting procedures. Most of them have a limited capital base and only rudimentary technical or business skills among their operators. Earning levels of micro-enterprises differ widely, depending on the particular sector, the growth phase of the business and access to relevant support.

For most people, entry into the business world begins with a micro-enterprise. Thus, the micro-enterprise sector contains many black people, women and young people. It is for this reason as well that the development of the micro-enterprise sector offers so much to the development of the country.

The integrated strategy focuses on the following aspects of the micro-enterprise sector.

· Improving understanding of the dynamics as well as the needs and potential of this segment of South Africa’s business sector.

· Facilitating the transition from the informal or second-economy segment of our society to the formal sector, and their growth into small enterprises.

· Improving the long-term viability of micro-enterprises and the jobs they create.

Within this context the strategy will address the following more practical issues, viz..

· access to micro-finance at sustainable conditions, enlarging the existing range of facilities and enhancing existing schemes,

· access to relevant skills transfer and training through the Seta system and other avenues, facilitated by the National Skills-Development Fund, and an extension of the NPI’s business- and productivity-training programmes,

· the development of new “co-operative” mechanisms to help micro-enterprises in their efforts to get best access to inputs and services, including micro-enterprise associations and co-operatives, and their links with established business-interest groups,

· the more effective co-ordination of existing government and non-governmental initiatives to assist particular segments of micro-enterprises like those tailored for women or young people.

The programmes detailed in section 3 will further touch on some of these support areas.

2.3.2
Small businesses in sectors with high growth

Global competition and local specialisation have given rise to world competitive small businesses in potential growth sectors. While small in size to begin with, businesses working in high-growth sectors have significant job-creation potential. To this end, the government has targeted these sectors for special support.

It should be noted from the illustration that such small enterprises in high-growth sectors may include micro-, small and medium-sized firms. In fact, the commercial and support linkages that can be established between such businesses of different size is extremely important. Indeed, linkages between small and large businesses are also fundamental to small-business development in high-growth sectors.

Government support for these sectors will be provided within the broader context of South Africa’s integrated manufacturing strategy as well as other sector strategies. Black-empowerment support will also apply to these small businesses, ideally linked to other sector-support policies.

The selection of high-growth sectors is a continuous process. While it would be presumptuous to predict which sectors will be “high-growth” five to ten years from now, it is important that the integrated strategy provides an indication of trends. To this end the sectors of micro-economic reform that have been identified by government as “high growth” are relevant and are briefly high-lighted below to indicate current approaches and challenges.

( Agriculture and agro-processing

Existing programmes and institutions supporting (small) agricultural enterprises include the following.

· Land-reform efforts under the Agricultural Development Programme

· Financial support from the Land Bank

· Applied research by the Agricultural Research Council

· The Agri-BEE strategy (currently being finalised)

· Agricultural information services of the Department of Agriculture

· Technical extension services of the Department of Agriculture

· Support and research provided by the Grootfontein Agricultural Development Institute

· Training programmes available under sectoral Setas, like Paeta (the Primary Agriculture Education and Training Authority), Setasa (the Secondary Agriculture Sector Education and Training Authority) and Foodbev (the Food and Beverages Manufacturing Industry Sector Education and Training Authority)

· Programmes offered by agricultural training colleges, e.g. Cedara and Owen Sithole

· Support services provided by the Perishable Products Export Control Board (PPECB)

· Registration services for co-operatives

Although this list reveals a wide range of support services, to date there has been inadequate integration of the support provided to small enterprises. There has also been only limited focus on product areas particularly suitable for small-scale farming such as horticulture. In addition, these institutions are inadequately resourced to meet the massive requirements of service delivery across the country, in particular in order to support new entrants to the sector.

( Construction

Significant efforts have been made to support BEE and small-enterprise development in the construction sector. Existing institutions and programme support include the following:

· the emerging Contractor Development Programme,

· the targeted procurement system, with particular focus on affirmable business enterprises, BEE-joint ventures and support for local enterprises and employment,

· procurement by the Construction Industry Development Board,

· the construction sector’s BEE charter (currently under development),

· the Expanded Public Works Programmes.

Implementing the above programmes has revealed particular challenges to strengthen the sustainability of individual enterprises in the construction sector, and to ensure that business skills, project-management skills and capacity to reliably manage quality are developed in contractors. Lessons have also been learned about the difficulty of balancing efficient and quality infrastructure delivery with developmental processes for contractors.

( Small-scale manufacturing

The following institutions and programmes are particularly relevant:

· Manufacturing Advisory Centres (Macs, now part of Seda),

· financial incentives like the Small and Medium-Enterprise Development Programme (SMEDP),

· customised sector programmes,

· Godisa Trust and its manufacturing incubator programme.

One of the most powerful ways in which government and state-owned enterprises can boost small-scale manufacturing is through preferential procurement, with the following products a few examples relevant for small-scale manufacturers:

· cabling

· uniforms and protective clothing

· cleaning material

· office furniture and other consumables

· security systems

· flowers

· corporate gifts

· gifts

· toilet paper

· maintenance (infrastructure repairs, refurbishing, renovations)

Existing instruments relevant for small enterprises include the Preferential Procurement Policy Framework, the Supply Chain Management Framework, the system of Tender Advice Centres and the Black Business Supplier Development Programme.

The integration between more general manufacturing-sector development strategies and small-business-focused procurement interventions has so far been weak. As part of this integrated strategy, existing support systems will be adjusted to create seamless links between opportunities and supply capabilities.

These efforts will be facilitated by the new institutional arrangements outlined in section 4. In order to be more successful, it will be necessary to track the progress of individual enterprises through support structures and procurement opportunities, i.e. matching supplier databases with support service databases. At the same time it is the longer-run goal that enterprises should become self-sufficient, rather than constantly needing support by government.

( Tourism, crafts and cultural industries

National government instruments with respect to the crafts and cultural sector are relatively dispersed; they include

· steps initiated by the Department of Arts and Culture,

· steps by the Department of Environmental Affairs and Tourism (e.g. the Tourism Enterprise Programme),

· steps initiated directly by the Department of Trade and Industry,

· community-based initiatives by the Department of Social Development and the NDA,

· small-business support by the National Film and Video Foundation, Media Development and Diversity Agency, South African Heritage Resources Agency and Heritage Council.

Some of these instruments are relatively new and untested and some of the institutions have had limited dealings with small enterprises in the cultural sector. On the other hand, there are also many programmes and instruments available at provincial and local levels like those pioneered by the Cape Craft and Design Institute.

( Minerals beneficiation

The Mining Charter has placed obligations on mining houses to increase empowerment ownership and encourage the beneficiation of minerals. This drive can create opportunities for small-enterprise development in downstream sectors, including

· precious-metal jewellery (gold, platinum and diamonds),

· metal products and engineering services,

· automotive components.

2.3.3
Black-owned small enterprises

The category of “small and medium enterprises” constitutes the business backbone of any development economy. The majority of entrepreneurs in this category will have started their business by relying primarily on their own skills, efforts, capital and other resources, adapting it to the business structure and environment of particular sectors, places or regions. It is generally accepted that this is the category that provides the highest number of sustainable jobs and is driven by entrepreneurial activities of individuals with some skills, a minimum of high-school education, some workplace exposure and sufficient start-up funds.


Public support for enterprises falling within this category will be of a dual nature, differentiating between those formerly advantaged in this sector and those historically disadvantaged, with the emphasis on the BEE process. At a generic level benefits cover all enterprises with the focus on business infrastructure and information/training facilities, the maintenance of an appropriate regulatory framework and the rectification of market failures or inefficiencies. However, since black entrepreneurs are seriously under-represented in this category, black economic-empowerment policies will be a critical part of programmes for small and medium enterprises. Similarly, policies related to local economic development in particular places or sub-regions might also incorporate support for these firms, but with the inclusion of all segments.

2.4
Instruments to advance small-business development

Given the pervasiveness of small enterprises in all sectors of the economy, their large numbers and the diversity of issues and problems to be addressed, it follows naturally that support efforts include a wide range of tools, instruments or interventions applied by the national government, national parastatals, provincial and local authorities, NGOs and business associations. Box 2 summarises the range of instruments, with a few examples given for each category.

This diversity of instruments highlights the wide scope for interventions, but it also suggests an underlying danger of all small-business-support efforts, viz. the overlapping or duplication of programmes, the lack of proper co-ordination of different interventions and insufficient communication of the goals and methods of such interventions. In fact, grassroots research on specific policies or incentives regularly shows how few small enterprises are actually aware or make effective use of the incentives.

It will be one of the core goals of the integrated strategy to systematically strengthen the co-ordination of different policy interventions in the SMME sphere. This should be possible with the consolidation of the institutional framework as detailed in section 4.

Box 2
Range of instruments used for SMME support

Type of instrument
Examples

A
Policy frameworks with relevance to SMMEs
· Integrated Small-Enterprise-Development Strategy

· Micro-economic reform, poverty alleviation, BEE, local economic development, provincial growth and development strategies, etc.

B
 Legislation
· National Small Business Act

· Co-operatives Act

· Companies Act

C
Regulations and administrative procedures 
· Company regulations

· Tax regulations

· Intellectual-property regulations

· Procurement regulations

· Trade administration

D
Advisory structures 
· National Small Enterprise Advisory Council 

E
Co-ordination mechanisms
· National-government co-ordination structures (interdepartmental)

· Provincial and local co-ordination structures

· Co-ordination structures across delivery partners, including private sector, NGO and international assistance

F
Research
· Baseline sector and area research

G
Information and advice
· Industry and market information

· Information about support services

· Information channelled via institutions, mass media, networks, etc.

H
Monitoring and evaluation 
· Development of indicators, monitoring systems, evaluation systems and feedback mechanisms

I
Institutional capacity building
· Enhancement of small-enterprise specialist institutions

· Alignment of related institutions dealing with small-enterprise issues 

J
Leadership and promotion of SMME concerns
· Public leadership, providing direction

· Catalytic projects

· Piloting of initiatives

· Interest promotion

K
Training and capacity building 
· Specialist small-enterprise training

· Sector-based training

· Entrepreneurship training

L
Networking organisations
· Chamber structures

· Sector associations

· BEE structures

· Interfirm, supply chain and cluster networks 

M
Provision of finance
· Grants

· Loans

· Venture capital

· Sureties and guarantees

N
Access to infrastructure and utilities
· Transport (passenger and freight)

· Utilities: water, electricity, waste

· Information and telecommunications

· Security

· Street lighting

· Property 

O
Targeted projects 
· Sector-specific projects

· Competitiveness projects

· Technology-enhancement projects

· Small-business incubators

Virtually all the instruments can be made to target the full spectrum of small enterprises or they can be focused on particular groups, like women entrepreneurs, young people, black-owned SMMEs or enterprises in selected growth sectors. As indicated earlier, the integrated strategy places much of the emphasis on micro-enterprises, black-owned small businesses and high-growth sector SMMEs. Section 3 will outline how these instruments are to be used to streamline small-business support within the framework of the integrated strategy.

Section 3
Response to the Challenges:
Expanding support programmes
This section constitutes the core of the integrated strategy, covering the different support programmes currently pursued by government, and indicating important new support areas where public-sector intervention is foreseen over the next years.

Current support programmes are not covered at any level of detail here, since this would make the strategy framework unwieldy. Reference is made to current support and initiatives merely to provide the context for planned new action. Similarly, references to non-governmental programmes and projects are very brief, even though many of them warrant much closer attention and many provide lessons for appropriate, complementary public-sector action.

As this strategy document is discussed and considered by stakeholders involved in SMME support, feedback to the department, to Seda and other public-sector bodies will lead towards further programme refinements and timetable considerations with respect to those interventions which can be handled in the more immediate future. Detailed action plans are then to follow.

The structure of this section is based on the three pillars and the cross-cutting foundation services shown in Box 1 of section 2. Only those segments within the three pillars, which are currently under active consideration, will be discussed here.

3.1
Promoting entrepreneurship (Pillar 1)

Compared to other developing countries, South Africa still displays relatively low levels of entrepreneurship. This applies to all segments of the population, with the legacy of apartheid one important reason. Unfortunately, many would-be entrepreneurs see self-employment as merely a last resort when job opportunities have been lost or affirmative action reduces corporate employment opportunities. Among the youth we find a steady increase in the preference for self-employment, but even here the ratio of those involved in small business remains a low three to six per cent of the age group.

In this environment the promotion of entrepreneurship and efforts to improve the preconditions for entrepreneurial activities become critical goals for government action.

Creating a climate conducive to the growth and spread of entrepreneurship is a multi-dimensional task, where government has to be one of many players. Pillar 1 includes reference to a few of the efforts to promote entrepreneurship. Here we shall refer first to those interventions which are already happening (but should be expanded, streamlined and better co-ordinated), followed by an indication of new, additional steps envisaged for the next decade.

Current interventions to promote entrepreneurship

· Schools and FET/higher-education institutions include courses in entrepreneurship in their programmes, either in the life-skills segment or as formal (optional) subjects.

· The Umsobomvu Youth Fund supports youth entrepreneurship through a range of support services; similarly, the National Youth Commission and the South African Youth Council are actively propagating more attention on youth unemployment and youth self-employment efforts. The Umsobomvu Youth Fund and the National Youth Commission are currently drafting the “Youth Enterprise-Development Strategy”, which is to guide public as well as private and community agencies in their efforts to support youth-owned enterprises.

· General awareness about the importance of dynamic entrepreneurs as catalysts and drivers of the small-business process has increased over the years, thanks to inputs by the media, through publications, through messages from organised business and from research programmes at small-business-research centres linked to a number of universities and FET colleges.

· In many of the sector-focused support programmes attention is given to the creation or strengthening of business skills and entrepreneurial attitudes as critical elements determining the success of operations. Some of these are government-supported, while others are industry-driven.

· Efforts to strengthen the role of co-operatives as community-focused variations to individual entrepreneurial activities have led to the amendment of co-operative legislation and a streamlining of the process of registration of co-operatives. The promotion of such alternative forms of ownership should help significantly in overcoming lack of private land or property ownership as an obstacle to entrepreneurial efforts.

New interventions to strengthen entrepreneurship

The government either leads or supports action in these directions

· Spread the school/FET teaching of entrepreneurship to all the areas of the country (both urban and rural), to assure that minimum standards are met in the teaching of these subject areas and that appropriate reading material is available at affordable prices.

· Further spread the inclusion of entrepreneurship modules in the teaching of technical, commercial and other skills at FET and higher-education institutions, once again right across the country and not just at a few elite institutions.

· Carry the message of entrepreneurship as “driver of SMME growth and job creation” into lower-income communities, townships, youth groups and generally all the segments of South Africa’s “second economy”, where there is still much misunderstanding about entrepreneurial routes towards self-employment and poverty alleviation. Handholding or mentoring interventions for start-ups will be encouraged and supported.

· Significantly increase applied research into the factors that determine entrepreneurship participation levels in communities, and steps that can be taken to strengthen entrepreneurial abilities at different age, gender, literacy and skill levels, and to disseminate those results in a way that makes them accessible to business leaders, educators and policy planners.

· Strengthen public awareness about the significance of entrepreneurship for South Africa’s future growth and global competitiveness and to spread awareness about important tools for such a strengthening, like the franchise movement, active participation in business chambers and in co-operative ventures, strengthening of extended family businesses and the expansion of available literature and media material around these topics.

3.2
Creating enabling environments (Pillar 2)

Experience has shown that, while it would be practically impossible to overcome all the obstacles that small enterprises face in their different growth phases and sector environments, the creation of a small-enterprise-friendly environment can be of tremendous benefit to small enterprises during their efforts to face day-to-day challenges and get properly established.

The second pillar of our strategy framework covers a number of areas which are particularly important for this “enabling environment”. These areas include access to finance, markets and infrastructure facilities as well as an enabling regulatory environment. Others could be added, and in fact the approach has to be open-ended, allowing scope for further restrictive factors to be addressed as the need arises.

In each of the areas considered here, fairly comprehensive support action has already been implemented over the past decade, with the focus now falling on better integration of different initiatives and major new action planned in some areas.

3.2.1
Regulations affecting small business

The 1995 White Paper identified unduly restrictive or inappropriate legislative and regulatory conditions as critical constraints on the growth and development of small businesses. The government is committed to review, monitor and recommend changes to the existing regulatory structure with a view to changing the overall culture of regulation, increasing the co-ordination of efforts and providing national consistency in regulations. It also tries to make compliance easier to small businesses with less complex administrative procedures and paperwork, complemented by more practical assistance.

Parallel to these efforts many new regulations have been promulgated in different sectors and spheres of socio-economic activity (e.g. health-, quality control-, labour relations- and environment-related), so that the total regulatory burden will hardly have been reduced. What is more, greater awareness of the significance of South Africa’s “second economy” for small-business employment and income generation raises the difficult issue of “formalising” informal-business activities without unduly stifling such enterprises.

The government is aware that reforms in these areas are complex issues, which demand thorough study and consultations, involving all levels of government and all private-sector stakeholders. The following are the most important initiatives currently unfolding.

The Department of Trade and Industry
initiated the National Small Business Regulatory Review in 1998. This revealed a number of areas where small businesses were unable to comply with regulations, because of the costs involved. The review further revealed that small businesses, due to constraints in capacity (such as limited numbers of employees) and resources (such as limited time and money), are particularly vulnerable to regulatory costs. The challenges raised by the review are currently being addressed in co-operation with different state departments and statutory bodies.

As part of its responsibility to monitor and assist the regulatory reform process, the minister can invoke Section 18 of the National Small Business Act to identify legislation that may have an impact on small business and to provide guidance with respect to

· procedures for consultation with the dti on all proposed legislation affecting SMMEs,

· the assessment of the effect and application of current legislation on small business,

· procedures for consultation with small-business organisations ,trade unions and other representative organisations.

The South African Revenue Service (SARS)
established a working group on SMMEs, tasked to investigate regulatory compliance issues arising from the interaction between the SARS and small businesses, leading to a strategy to reduce tax compliance costs for small businesses.

The Ministry of Public Service and Administration
initiated the “Red Tape to Smart Tape” initiative in partnership with the Centre for Public Service Innovation (CPSI) and the State Information Technology Agency (Sita) to reduce red tape in government as part of Batho Pele. Businesses and citizens have been asked to identify important red-tape challenges that they face in dealing with government, and to submit ideas on how to resolve these challenges

The Regulatory Impact Assessment Unit (Ria)
is currently in the process of establishment by the National Treasury, the dti and Presidency. This follows a dti-commissioned study on international approaches to regulatory impact assessment, commissioned in 2001. The study covered a number of countries, exploring approaches and institutional arrangements, concluding that a high-level political champion for regulatory reform is needed. Going by other countries’ experiences, this champion should be no less than the presidency.

3.2.2
Improving access to finance

Difficulties in the access to business finance at affordable cost is widely regarded as the most important obstacle in efforts to start or expand small enterprises. Although there are many factors which contribute to these difficulties, the lack of supply of finance or the conditions of such finance are viewed as fundamental cause of the “access to finance” dilemma.

During the past decade much attention has been given to this dimension of the small-business environment and considerable progress has been made in certain areas. There has, for example, been a gradual shift of private-sector financial services towards more attention to the particular needs of smaller enterprises and how these can be met. There has also been increased scope for non-banking finance for small enterprises via supplier credit, procurement finance and other sector-focused financing schemes. Recent negotiations around the BEE Charter for Financial Services also opened new avenues for SMME-focused financing in the future.

The micro-finance challenge
All these positive developments still fall short of effectively addressing the financial needs of South Africa’s vast second economy, and they also fail to cover all the (more remote) rural areas and special disadvantaged groups in need of micro-finance.

Most survival entrepreneurs and others in the second economy or informal business have no capital of their own, lack significant financing securities (with dwellings located in low-income suburbs) and have little hope of soliciting funds from family members. This applies even more to rural subsistence areas far away from any financial services.

On the other side of the market financial institutions find it most difficult to assess the viability of such informal-business ventures or evaluate the “credit record” of potential borrowers. Other reasons for their reluctance to advance credit to entrepreneurs in this sector include the high cost of mentoring, difficulties to enforce contracts or liquidate securities and their perception of the lack of entrepreneurial and other skills among the business operators.

All of these factors (to which more sector- or location-specific reasons could be added) result in the extremely high cost of such private-sector credit, a generally sparse spread of supply facilities in townships, rural areas and small towns, and the non-availability of small loans due to excessive transaction costs. Through the controls exerted by the Micro-Finance Regulatory Council (MFRC) some of the adverse practices of private micro-finance suppliers have been successfully addressed over the past years, but the high cost and many of the stringent conditions still apply.

On the side of the public sector a variety of “development-finance institutions” (DFIs) have been established over these years to bridge the gap left by the private capital markets in the provision of finance to priority sectors. Institutions such as Khula, Samaf, IDC, NEF, Umsobomvu Youth Fund (UYF) and the Land Bank all play a role in the provision of finance to SMMEs. They all have very distinct mandates and serve specific target groups within the SMME sector.

Within the dti stable of DFIs, the recently established Samaf (also known as the Apex Fund) is geared towards the micro-finance sector and will provide finance to end‑users that require up to R10 000 per loan. Khula Enterprise Finance provides financing primarily for new and expanding first-economy enterprises that require finance in the range from R10 000 to R1 million, although its upper limit is R3 million. The National Empowerment Fund (NEF) lends exclusively to black-owned enterprises with no size restrictions. The NEF’s facilities range in size from R250 000 to R50 million, and the investments tend to favour first-economy enterprises and share transfer transactions. The IDC primarily serves the upper end of the SME market, with minimum loan sizes of R1 million.

Most of these DFIs accept a higher level of risk in the furtherance of key national-development objectives. They take the lead in the development of new sectors and in serving underserved markets. As time progresses and the long-term viability of providing finance to those areas is established, they can direct their attention to new areas (new sectors or target groups) leaving it to the private sector to provide the capital.

A key challenge that faces the DFIs is to maximise the development impact of their activities and take higher levels of risk, while at the same time achieving long-term financial sustainability. The need for DFIs to be self-sustaining in the long term has implications for their pricing strategies, their investment in people and infrastructure, their risk appetite and the portfolio mix of their investments. As a developmental state, the government needs to have a long-term view of the challenges to be addressed and be prepared to provide financial support to the DFIs for some time still, as long as the mandates remain relevant and the resources are responsibly managed. Globally, the most successful DFIs were built over a long period of time through strong financial backing from state, solid partnerships with the private sector, good corporate governance and sound investment strategies.

This brief overview of the micro-finance challenge shows that some progress has been made, both in the private sector and on the side of development-finance institutions. Yet, it is also clear that “the gap” is far from closed, with a more buoyant economy and a more supportive attitude towards the second economy are likely to increase the demand for micro-finance much faster in future years. Thus, the gap is likely to increase unless some fairly dramatic steps are taken to further expand and better co-ordinate these diverse initiatives.

Planned action
Complementing and more effectively co-ordinating proactive steps expected from private-sector institutions and public-sector co-funded DFIs, the government is currently considering the establishment of a “Small Business Bank” to operate country-wide in a dual function, viz.

· to provide loan funds and other types of finance currently not (yet) offered by other institutions, and

· to provide co-ordinating functions and support services for the DFIs in order to streamline and integrate their market offerings.

Structured as a public-private partnership such a small-business bank should also ensure that these envisaged functions will not “crowd out” the private sector from important areas of financing, but will facilitate the longer-run expansion of private-banking services towards all these market segments. Thus, a majority of state-owned institutions has to be willing to accept higher risks in the short and medium term (being able to rely on state subsidisation) and should be mandated to gradually decrease its role in the areas where risks are decreasing.

Such an approach would have the advantages of

· enabling a high degree of targeting of credit provision

· allowing the consolidation of some of the existing programmes

· mobilising private-sector co-funding

· better branding of the state’s involvement in SMME finance

· making a substantial impact on the provision of small-business finance.

The steps to be taken in the establishment of a nation-wide small-business bank first have to be thoroughly planned. Existing DFIs and the state’s 20 per cent shareholding (via Khula) in Business Partners could be building blocks in such an institution. A BEE partner to further broaden the ownership base of Business Partners could also be considered.

Financial incentives
Many of the sector-focused or other targeted incentives which have been developed as part of support packages (e.g. export incentives, procurement support, youth programmes) also contain a financial component, since these incentives reduce the need for access-to-finance reforms outlined above. For example, it has been stressed by SMMEs that the early payment for government tenders may be of even greater help to cash-strapped small enterprises than efforts to increase bank-loan facilities for SMMEs.

The need for further progress in these more indirect ways to address the access-to-finance dilemma of small enterprises is a further important goal of the integrated strategy.

3.2.3
Improving access to markets

Steps to improve market access for targeted groups of small enterprises have been prominent on the agenda of the 1995 White Paper. As in the sphere of access to finance, significant progress has been made in this sphere over the decade, although experience clearly shows that so far only a fraction of the procurement potential of national, provincial and local authorities (and parastatals) is being utilised by small enterprises.

The position is not much better in the export sphere, where a few NGO- or LBSC-supported schemes have lately been co-funded by Ntsika, some generic support is supplied by business chambers (e.g. for outward missions) and co-funding of export mentors or training is, on occasion, supplied by provincial and/or local authorities. However, all these efforts fall far short of a systematic network of export-support services, which partially explains why small businesses still progress slowly in the export sphere.

The nature of the challenge

Difficulties to access competitive markets is a well known and documented dimension of SMME problems. Aside from the lack of information on available opportunities, we can in the South African context mention the following further reasons for support needs in this sphere.

· SMMEs often find it difficult to enter markets because their costs and prices are too high. This calls for support on the operational and training side rather than direct marketing support.

· Often SMMEs are located too far from (larger) markets or face prohibitive transport costs. This calls for creative steps among suppliers (to share transport facilities) or for improvements in the transport infrastructure.

· Suppliers may provide preferential procurement conditions or just advice and more indirectly support to meet local demands from larger firms or public-sector bodies. This applies in particular to PDI suppliers who are to be helped to overcome past discrimination.

These few examples suggest that difficulties with market access can be caused by a wide range of different factors or underlying weaknesses. In a way, success with the marketing of a product is the result of a number of competitive advantages and disadvantages of an enterprise interacting. Each of these factors should be addressed, but public-sector support may only be able to make an impact in a few areas. In this section the focus falls on the facilitation of corporate and public-sector procurement from small enterprises. Later sections cover some of the other dimensions like information, advice, mentorship, transport and other physical infrastructure facilities.

Current interventions to promote market access

Efforts have in the past concentrated on three broad areas, viz.

· spreading information about domestic (local, regional, national) market opportunities through business-information centres and sector-focused information material,

· introducing and gradually expanding an elaborate system of affirmative procurement among public-sector enterprises and departments, combining preferential procurement with support services for SMME suppliers and

· incorporating SME interests and concerns in negotiations and practical steps around export promotion, trade liberalisation and import controls.

New interventions towards better market access

The government either leads or supports action in these directions

The three areas listed above still constitute the core of marketing-support thrusts for small enterprises. A greater impact in these areas will depend on more effective programmes or better programme implementation by the department, Seda and all the other partner organisations in the public and private sector. Thus, once again, there is less need for new programmes, but much need for the more thorough utilisation of existing opportunities.

·  The dti will consider (after discussions with organised business) the introduction of some “SMME preferential set-aside schemes” as practised extensively in (e.g.) India. To minimise risk and ensure that SMMEs provide quality products, Seda will develop an accreditation system in collaboration with South African and international accreditation agencies.

· In the procurement sphere further positive impact can be expected from the sector BEE charters, which focus in particular on steps to increase black (and women/youth) entrepreneurs in the respective sectors.

· In the foreign trade field much will depend on the incorporation of SME representatives in negotiation teams and the inclusion of SME-related topics in research studies serving as background for the negotiations.

· A simplification of tender procedures will be explored through Seda’s Tender Advice Centres.

· Seda and other government bodies will encourage provincial and local authorities to also proactively expand efforts in the sphere of (affirmative) procurement from small enterprises.

3.2.4
Business premises and infrastructure

Small enterprises are highly sensitive to the availability, quality and cost of infrastructure facilities and business premises. This applies to the physical infrastructure as well as to services that enable or enhance economic activity. Over the past eight years, the infrastructure has improved in many parts of South Africa’s metropolitan areas, cities, towns and rural villages. However, backlogs remain and in many areas initiatives have stagnated or conditions have actually deteriorated. This is an area where local, provincial and national government all have key roles to play. Efforts to enhance existing initiatives in these fields will have to include the following areas.

· A continued roll-out of infrastructure facilities with particular emphasis on townships and rural areas, including roads, telecommunication links, electricity supply, street lighting and business as well as public premises

· Support for an extension of services and utilities and further improvements of the affordability with particular emphasis on townships and rural areas, in the spheres of public and freight transport, postal services, waste removal, security, health, social services and libraries

· Continued use of the Small and Medium Enterprise Development Programme (SMEDP) for cost-sharing between government and individual enterprises

· Co-funding of local industrial-park incubators or “hives” and other small-enterprise-focused facilities in industrial development zones and other spatial development projects. As far as possible these facilities should be linked to mentorships and training support, related to specific sector-development strategies

· The development of new funding schemes for industrial parks in previously disadvantaged areas

· Systematic monitoring and evaluation of progress in all these areas and the cost of faster progress

3.3
Enhancing competitiveness and capabilities (Pillar 3)

The support programmes falling within this third pillar (see Box 2) relate to the needs of small enterprises which are already established but which have to strengthen their competitiveness in order to survive, grow and adjust to changing environments. Compared to the other two pillars the support needed here should primarily be supplied by the private or parastatal sector, with the cost recovered directly from the enterprises. Yet, in many cases these efforts need strengthening, facilitation, co-ordination or explicit government support to reach targeted groups more effectively (e.g. black enterprises, women- or youth-led enterprises or those in specifically targeted growth sectors).

3.3.1
Skills development

Under pillar 1 we already referred to the need to expand entrepreneurship training and sensitising. Here we are concerned with the education and training of SME staff in modern principles and tools of management and commerce as well as the more technical skills needed to continuously improve the competitiveness of firms in the respective sectors. Experience has shown abundantly that South African SMEs are poorly equipped for those challenges in terms of skills acquired and an acquaintance with international best practice. In particular the skills base is poor among entrepreneurs in remote (rural) areas, among those with lower literacy levels, and in some of the high-growth sectors where skills requirements change rapidly.

Steps needed to deal with these needs should be addressed by

· the Setas and public-sector training institutions, including FET colleges and universities,

· business associations active in the respective areas or sectors,

· NGOs or CBOs (working with private-training initiatives) focusing on social advancement in the particular areas,

· mentoring initiatives available in the area/sector.

To facilitate co-operation around these tasks and possibly provide co-funding, Seda or other agencies may further support these initiatives (or provide the stimulus for new ones). In these efforts local business-information contact points (see section 3.4) should also play a supportive role.

The nature of the resources required to satisfy these needs will differ; programmes might be added to the portfolios offered by FET colleges or other training suppliers, or new programme structures might be developed. Close monitoring should assure that the experience from these different initiatives is shared more widely and that, where needed, further government support can be planned.

3.3.2
Quality and productivity support

Government recognises the difficult challenges facing enterprises trying to comply with the requirements to be cost- and quality-competitive, and that past government support has been inadequate.

Closely related to the skills-training needs considered above there is need for a broader range of sensitising, advice and experience-exchange action to help SMEs to continuously improve the quality of their output (be it goods or services) and the (local, national or global) competitiveness of their firm. Once again, there are different agencies which are tasked with such support (e.g. the NPI, SAQI, the SABS and the different manufacturing advice centres as part of Seda), in addition to the inputs supplied by research and development centres at higher-education institutions, private consultants specialising in different sectors or processes, and sector-business associations.

A three-fold challenge faces these bodies with respect to the needs of SMEs:

· individual entrepreneurs are usually not aware of the information, advice or know-how offered,

· the specialists are often not fully aware of what SMEs need and how to convey this knowledge,

· at least some of the services are not easily affordable for SMEs, yet financial-support arrangements are unclear and differ widely between sectors.

Current and planned interventions

· Government mandated Saqi to create a national awareness about the significance of quality. This will be done by having provincial quality forums as well as sector-specific communication platforms that aim to demystify compliance standards and spread quality awareness

· Incentives are available to fund BEE companies that want to implement quality management systems

· The further development of the Integrated Manufacturing Strategy (where quality and productivity have a very important role) should also heighten awareness about quality and productivity

· Strategic leadership is to be given to consultants/industry specialists to develop the government’s Quality Infrastructure Development Programme (QIDP)

· Regular communication between productivity-focused government bodies is to be strengthened; these bodies include Saqi, the SABS, the CSIR, Tis, Twib and several others

· The development of new training modules for SMEs on quality is to be encouraged, closely linked with integrated education and communication campaigns with other government agencies

· Saqi’s SME membership in its incubation (mentorship) programme is to be increased

3.3.3
Technology access, transfer and commercialisation

Government recognises the importance of technology transfer and innovation as a tool for expanding enterprises and as an impulse for new enterprise formation. South Africa has a fairly advanced institutional infrastructure in the areas of technology and innovation. Small enterprise development that encompasses technology transfer and incubation has largely been handled by the evolving national grid of Manufacturing Advice Centres (Macs) that have worked in close co-operation with the CSIR, the dti, other sector-focused ministries and local non-governmental organisations, as well as training institutions. The Department of Science and Technology and the technikons have also played a critical role in this regard. However, significant gaps still exist in the reach and capacity of these initiatives.

In addition to these broader approaches (adjusted towards sector needs) there are a few more focused initiatives, which will need continued support, either via the DST or the dti, viz.

· an expansion of the Technology for Women in Business (TWIB) programme and the Godisa incubation programme,

· support for small enterprises dealing with intellectual-property registration and protection issues,

· an initiative to encourage research into “second-economy technology”, addressing important practical issues usually neglected in formal technology research and development (e.g. improving construction methods for “shack structures” or DIY furniture and home-based food-processing techniques).

The dti and Seda will find appropriate private-sector partners to further support these and related initiatives.

3.4
Cross-cutting foundation services

Dissemination of information

Cross-cutting the three pillars and the support included in them is the need for information to be made accessible to small enterprises and also to the stakeholders and partners involved in SMME support. Such information needs to cover

· general details about the small-enterprise sector, including its relative size, the number of enterprises in the different segments, categories and sectors, the level and trend of employment as well as value added and general growth patterns,

· the problems faced by SMMEs and how these are perceived in the context of the integrated strategy and how they are to be addressed through private- and public-sector interventions,

· what support is offered by which institutions or programmes, and how these programmes are made accessible,

· how private-sector services complement public support and at what cost,

· macro-economic and sector trends to guide entrepreneurs about business opportunities and the need to adjust market expectations and business plans.

Much of this information is available or could be assembled on the basis of general business and economic intelligence compiled in South Africa. The real challenge, however, relates to the channelling of this information in such a way that more as well as less sophisticated entrepreneurs can access it without great practical problems. In the 1995 White Paper this task was assigned to the network of Local Business Service Centres (LBSCs) that were to be developed through the assistance of Ntsika. The decade has shown us that this task of reaching all potentially interested enterprises across urban and rural South Africa is vast and needs the active co-operation of many different agencies. Essentially, there are two sides to the challenge, viz. to expand the contact points and information channels, and to improve and diversify the information material.

The existing network of information points (LBSCs, Business Information Centres, Library Business Corners, Community Information Centres, etc.) should be expanded to cover at least all of South Africa’s 284 municipal areas with one such point each, but ideally to have an information contact in every town or village, and a whole range of such points in larger cities, with particular emphasis on accessibility for lower-income and lower-literacy communities.

Each of these centres or outreach points should be established through one or other institution, be it a business chamber, a provincial government-sponsored set of information centres (e.g. the “Red Doors” in the Western Cape), a municipal initiative (e.g. the Library Business Corners created in some provinces), an outreach centre of an FET or higher-education institution, neighbourhood community centres or privately-run information offices. The role of national government may be either indirect or very direct and important. Operating through Seda or a combination of departments these efforts have to be more active (facilitatory) in areas or places where no grassroots initiative exists, and may be more indirect and merely monitoring where such initiatives are already in place.

In some regions, especially where provincial governments are not active in this area and where local authorities lack capacity, the national input will have to be comprehensive and proactive, with significant financial contributions, both in the start-up phase and for running expenses. At the same time it is important that processes are initiated to get responsibility for those information centres shared with local or regional stakeholders.

Facilitating the production and dissemination of relevant, user-friendly information material through these information networks is the other major challenge. Such material has to come from different sources with government support once again more facilitatory, assuring that sufficient stock of material is produced or that cost levels are affordable. These efforts also have to include the effective dissemination of such material to relevant government departments and to the media. Naturally, such steps should be structured in close co-operation with Seda and other relevant agencies involved in the field.

Research on SMME issues

There is general acknowledgement of the need for more research into different aspects of South Africa’s small-enterprise sector, support needs, the effectiveness of alternative support programmes and many other topics. Responsibility for such research rests as much with the private-business sector and the education and research institutions as it rests with the public sector, which is interested to have its interventions operating cost-effectively and efficiently.

To meet these needs the following approach is to be followed. Government will (co-) fund)

· basic research into the SMME sector, with the results channelled through the Annual Small-Business Review,

· comprehensive baseline data collection and analysis to better profile the SMME sector and systematically develop a database of small enterprises (to be accessible to SMME-support suppliers),

· sector-focused research with respect to targeted (priority) sectors, with the extent of the research negotiated for each sector,

· research related to public-sector-funded support programmes with the emphasis on programme effectiveness and improvements,

· other research fields where partnerships have been identified and government co-funding can be justified,

· research leading to focused publications on specific aspects of South Africa’s SMME support or the general unfolding of the small-enterprise sector,

· the development of research capacities at selected training and research centres linked to higher-education institutions.

Section 4
Response to the Challenges:
Streamlining the institutional support framework
Given more than two million small enterprises in the country, with an addition of 150 000 each year, and given a vast range of organisations, institutions and initiatives involved in supplying business-development services and business support to SMMEs, the challenge for national government in the sphere of “institutional integration” should be clear, though rather daunting: Government has to co-ordinate and steer the contributions of all these players in a way that the needs and nationally-set priorities are most effectively addressed within existing resource constraints.

This section reviews the diversity of actors, and outlines the approach to be taken by the dti and government as a whole to strengthen and guide such co-operation in the years ahead.

4.1
Range of players in small-enterprise support

Box 3 puts into perspective the full range of institutions, agencies and initiatives involved in the supply of services or support to small enterprises. The box has four sides, referring respectively to

· services supplied directly by national-government-linked departments or institutions (A 1 to A 7),

· services supplied by provincial or municipal authorities or initiatives created or funded through them (B 1 to B 5),

· services supplied directly by the private sector, through individual business-development-service suppliers or community efforts (C 1 to C 7),

· services supplied through partnerships between business and support agencies (D 1 to D 4).

In addition there is recognition of the effect international and interregional support schemes could have (A 8).

Ideally one would hope that

· all suppliers of such services or supportive action would be fully aware of what each other player is doing, and how these different services dovetail and could reinforce specific support,

· small-business entrepreneurs would be fully aware of the existence of all these support services and how their own business could utilise them to meet their particular needs,

· there is optimum co-operation between all these service suppliers, with particular emphasis on the complementarity of services with respect to different sectors, geographic areas, types of SMMEs needing support and the degree of formality of the business.

To meet such goals constitutes a major challenge. In fact, this challenge is currently being faced by many countries, both more and less developed. Two fundamental approaches can be pursued to meet those challenges, viz. a private-sector-focused approach (the bottom-up way) and a public-sector (top-down) approach.

Box 3
An integrated institutional framework for the supply of small-enterprise support

National-government support

Local, regional and provincial support

A 7

Parastatals interacting with SMMEs
A 6

Development-finance institutions

DBSA, IDC, NEF, NDA, Land Bank, Samaf, etc.
A 3 Interdepartmental Committee on Small Business
A 1

National Small-Business Advisory Council
A 8

International and interregional support and co-operation

Combined community and private services





A 4 National departments and related agencies with line functions affecting SMMEs
A 2 The dti









A 5 National Small-Enterprise Development Agency









Seda

Technology
Seda

Business-development services






B 1 Provincial-government departments with line functions affecting SMMEs
Need and/or demand for SMME-support services
D 4 Communications and media services



B 2 Provincial Small-Enterprise Agencies

D 3 Corporate services for SMMEs



B 3 District municipality initiatives in SMME support





B 4 Municipality functions affecting SMMEs

D 2 NGO-initiated support services



B 5 Local agencies and initiatives to strengthen SMMEs

D 1 Education, training and research for SMMEs




C 1 Community-based support services, incl. savings schemes, loan systems and advice centres
C 2 Extended family-based services
C 3 Sector/trade associations and sector-focused initiatives
C 4 Business Chambers and area-focused associations
C 5 Private specialised support services
C 6 Small-enterprise consultants
C 7 Financial institutions
C 8 Venture capitalists




Private-sector initiatives and services

The private-sector-focused approach, usually linked to the private market-orientated supply of “business-development services”, emphasises the significance of a whole multitude of private, essentially profit-orientated service suppliers who try to meet the demand for their services by the small-business community. These suppliers include small-business consultants, accountants, marketing agencies, financial institutions, venture capitalists, private training suppliers, sector associations and business chambers. We can also include larger firms who outsource their products or services to SMMEs, giving them support in their efforts to supply. On the other end of the spectrum we can include the “support” given by extended family members to start-up entrepreneurs (which could be in the form of loan capital, advice, market opportunities or just “contacts”).

In international discussions and writings about small-enterprise support there is a strong feeling that these private service suppliers should meet the bulk of all needs, with the public and non-profit service suppliers only filling certain gaps, providing an environment conducive to SMME growth and trying to facilitate the whole support process. This thinking also stresses the need for the public sector to work, wherever possible, through private channels and institutions, in order to prevent the emergence of a large SMME-support bureaucracy.

South Africa and many other developing countries view the role of the private sector in the supply of such services as equally important, yet see the need for a far more proactive involvement of the public sector in order to ensure that critical (developmental) needs are met. As mentioned earlier, in South Africa particular attention currently falls on micro- and informal enterprises, on the needs of previously disadvantaged entrepreneurs and on growth sectors or industries.

Thus, the challenge of “institutional integration” turns out to be rather complex, with the ultimate aim a balance between robust private-sector business-development services and public-sector-steered and -co-funded business-support services. It is expected and projected that over the next decade the pendulum of public-private support will swing further towards private-sector services, but that does not reduce the significance of government support or the need for adequate public-sector funding. In fact, it is seen to be one of the central roles of the public sector to encourage and facilitate a broadening of private, corporate and NGO services for SMMEs.

4.2
Public-sector involvement: The key players

4.2.1
Local and district authorities (B 3 to B 5)

Since most small enterprises only operate in one place, with their employment, turnover and business premises limited in size, it seems only proper to start this public-sector review of SMME support with local authorities, which can be seen as the bottom or grassroots level of small-business-support services.

Being responsible for basic infrastructure services (electricity and water supply, sewage and refuse removal, streets and street lighting, traffic control and local security, town planning and building controls as well as the collection of property rates and taxes) local authorities are of critical importance for the effective functioning of SMMEs and, even more importantly, for the rate at which new (modern, broadly competitive) enterprises are drawn into towns or regions or created locally. Furthermore, local authorities can significantly influence the local business environment and the attractiveness of a town or village for firms within particular clusters, be it tourism, crafts, the clothing industry or other sectors.

During the past decade South Africa’s local authorities have become much more aware of their potential role in the business and economic development of towns and the larger municipal areas. This greater awareness has been further strengthened by the roles allocated to local authorities through national legislation, with particular importance given to integrated development plans (IDPs) and the promotion of local economic development (LED).

South Africa’s 284 municipalities differ widely in area covered, population size, level of economic activities and administrative capacity. In line with this, local authorities differ in their capacity to proactively help local entrepreneurs and SMMEs. Most of the metropolitan authorities nowadays have extended SMME-support services and facilities, whereas many of the municipalities in rural areas have barely any capacity in this field.

It is one of the key goals of the integrated strategy to help strengthen local authorities in their attempts to meet the needs of local SMMEs. In these efforts the dti, the Department of Provincial and Local Government (DPLG) and other government departments, Seda as well other agencies shall co-operate, with close interaction with private-sector bodies (e.g. local business chambers), educational institutions and NGOs equally important.

Through these processes, bottom-up public-sector support has to be expanded systematically over the next five years, with full coverage of all municipal areas targeted for 2009, i.e. half-way through the next ten years.

Over the past few year South Africa’s 46 district municipalities (DMs) have evolved as a further level of local or regional administration, each covering groups of three to nine municipalities. In the context of SMME support at municipal level these bodies may be able to facilitate the mobilisation of resources or support programmes for SMME development (e.g. to establish incubators or improve the business infrastructure) or to strengthen local programme management. It is, thus, foreseen that DMs will be explicitly drawn into the process of local SMME support.

4.2.2
Provincial authorities (B 1 and B 2)

Compared to the very limited role which the 1995 White Paper had allocated to provincial governments in the SMME sphere several of the provinces have over the past years significantly expanded this role to include the spread of basic information and advice offices, support for local authorities to strengthen their SMME support and sector-focused support programmes. On the other hand some of the provinces have actually reduced their SMME involvement in favour of closer co-operation with larger enterprises and their efforts to generate jobs as well as address poverty issues.

Through the Council of Provincial Small Business Directorates the dti is currently trying to strengthen co-operation between national and provincial SMME-support efforts and to find a new approach that is reconcilable with both these trends. These efforts also require close co-operation with organised business as well as industry associations in all the provinces.

4.2.3
Parastatals interacting with SMMEs (A 7)

These organisations (like Eskom, the Transnet Group, Telkom, the CSIR, the SABS and the NPI as well as other parastatals) interact with SMMEs primarily in two ways, viz.

· as suppliers of services to SMMEs, where affordability and the satisfaction of specific needs are key issues (see references to them in section 3),

· as providers of outsourced services to other parastatals, i.e. through the procurement chain.

Most of these parastatals have over the past decade developed sensitivities in both areas, so that top-down involvement from the dti or other bodies seems unnecessary. Yet, in the unfolding of the country-wide grid of SMME-support services there is scope for considerable more proactive involvement by these bodies and closer co-operation between them and other service suppliers.

4.2.4
Development-finance institutions (A 6)

These institutions include the Development Bank of Southern Africa, the Industrial Development Corporation, Khula, the National Empowerment Fund, the Land Bank and other specialised funding agencies (see references in section 3.2.2). In their respective fields these agencies are actively supporting SMMEs and are co-operating with government departments, provincial and local authorities as well as private and non-profit agencies. Once SMME-support services cover the whole country in a more direct and effective way, these institutions may face demands for their services much in access of currently expressed demands, and they will have to increase their capacities.

In the field of rural micro-finance the recent launch of Samaf has added further diversity to these institutions. Greater use of these facilities is also likely to stimulate the demand for other infrastructure services.

4.2.5
National government (A 2 to A 5)

As shown in Box 3 we have to distinguish between a number of bodies:

· The Department of Trade and Industry (A 2), more specifically the Enterprise and Industry Development Division, is the core for SMME support. Inside the dti, the Enterprise Development Unit (EDU), The Enterprise Organisation (Teo) and Trade and Investment South Africa (Tisa) are key delivery agencies, also for small-enterprise support in the respective fields.

· The different other departments/ministries (A 4) each have responsibility for some activities that directly affect SMMEs and the promotion or facilitation of SMME development. More obvious examples are the Departments of Agriculture (small farmers), Housing (small contractors), Mining (small mines) and Tourism (small-scale operators), but also the Department of Labour (labour regulations), the Treasury and Sars (tax rates and tax collection), the Department of Education and several others.

· A new Interdepartmental Committee on Small Business (A 3) is to be established, chaired by the Office of the President, with better co-ordination of support by all government departments the primary goal. The dti will provide executive support functions and the reports will be submitted directly to the director-general of the economic cluster of ministries.

· The new (national) Small Enterprise Development Agency (Seda) (A 5) incorporates Ntsika, Namac, CPPP and some other existing agencies. The new agency does not replace existing interventions by any stakeholders, but seeks to ensure that new and existing public-sector programmes are co-ordinated around a clear long-term vision for the SMME sector. It will also work towards the effective integration of financial and non-financial services for small business. Against that background the primary functions of Seda are

· co-ordination

· monitoring and evaluation

· ensuring consistency of service-delivery quality across the implementing agencies

· programme design and adjustment

· information management

· Seda Business-Development Services will integrate the previous functions of CPPP, Ntsika, Namac and subsidiary Manufacturing Advisory Centres (Macs).


· Seda Technology will incorporate the

· Godisa incubator programme

· National Technology-Transfer Centre

· Technology Venture-Capital Fund

· Technology and Human Resources for Industry Programme (Thrip)

· Technology Transfer Fund

· Approval of technology-licence agreements

Annexure A to this section summarises Seda’s initial business plan which incorporates a first-year budget of R500 million. Apart from the integration and more systematic co-ordination of these different functions and subsidiary bodies, Seda’s main task will be the establishment of a gradually expanding, nation-wide network of information centres.

· Khula Enterprise Finance, the dti’s cornerstone of financial support services is also likely to evolve in the near future, given the establishment of Samaf and prospects of further institutions in the financial sphere (see reference to a small-business bank in section 3). Annexure B at the end of this section summarises the latest strategic plan of Khula.

· An envisaged statutory National Small-Business-Advisory Council (A 1) is to bring together experts in the sphere of SMME support in order to help assess progress with the integrated strategy and the planning of further reforms. Its advice to the minister is to relate to

· strategies to address identified market failures affecting the small-enterprise sector

· the impact of current and new legislation on small business

· national standards pertaining to small-enterprise infrastructure

· skills development in the small-enterprise sector

· steps to be taken to improve access for small enterprises into value chains

· constraints affecting the viability of the small-enterprise sector

· methods to liaise with the small-enterprise sector and to identify their needs

· methods to monitor and influence the provision of support services to the small-enterprise sector

The dti will provide executive support to the National Small-Enterprise Advisory Council.

4.3
Institution-building and integrated service delivery as a process

Box 3 has revealed the wide range of institutions and service suppliers in the field of SMME support, reflecting the vast size and complexity of the small-business sector. This diversity relates to all four segments of service suppliers: national government, lower-level authorities, NGOs and private-business-development service suppliers.

Against this background the goal of effectively co-ordinating or “integrating” activities, efforts and initiatives is indeed a tall order. In fact, the combination of bottom-up, grassroots-driven and nationally co-ordinated, top-down processes suggests the very opposite of a tightly integrated process. There has to be sufficient scope for sector or niche initiatives and for new developments in spheres like finance, procurement and informal-business activities to shape the overall process.

This respect for diversity and grassroots initiatives also has to influence the process of institution building at national-government level and in other spheres of government. Bodies like Seda have to accept a national responsibility and commitment to extend support services to all regions, centres and economic sectors of the country. But, it also has to be willing to co-operate closely with local initiatives and to adapt its programmes to local needs. The same applies to bodies active in the financing, training and technology- transfer scenes.

The other side of this challenge is equally important. Private-sector suppliers as well as NGOs, organised business and lower levels of government have to accept the need to structure basic support services on a national scale in order to assume that relevant support reaches all parts of the country and all the target groups. This calls for dedicated co-operation and joint efforts between all these stakeholders and the government.

Finally, it should be clear that the greatest challenge for all those support suppliers lies in the acquisition of skills, insights and experience to effectively address the diverse needs of small enterprises. Most of the support needs are complex (even in the case of small or micro-enterprises) with “standard solutions” seldom optimal. Exchanging experience on how best to implement support programmes or to adapt them to local needs and circumstance should be the greater integrating force underlying the new strategy.

Annexure 1
The Small-Enterprise Development Agency (Seda)

A
Origin and strategic focus

Seda was established in December 2004 in terms of the National Small Business Act of 1996, incorporating Ntsika Enterprise Promotion Agency (Ntsika), the National Manufacturing Advisory Centre Trust (Namac), Community Public-Private Partnership (CPPP) and the Small Enterprise and Human Development Programme (SEHDS). Seda does not replace existing programmes from other stakeholders but seeks to co-ordinate existing and new support programmes within the framework of the new ten-year integrated strategy.

According to the latest business plan, Seda’s strategic focus and key priorities for the present 2005/06 financial year can be summed up as follows.

· A nation-wide network of information-access points is to start unfolding, covering 80 local centres and 25 district centres in the initial phase, and reaching all 284 local authorities and 54 districts at the end of the first five years.

· At least eight regional (provincial) offices are to be established.

· Existing support instruments and programmes are to be redesigned. New products and services are to be developed and special projects identified.

· The operational head office is to be consolidated and relocated to the dti campus in Pretoria. Operational systems are to be set up in the areas of finance, procurement and information technology.

B
Co-operative approach

In its approach to the wide range of services Seda stresses its commitment towards close and active co-operation with other relevant service suppliers, be they nationally-, provincially-, regionally- (district) or locally-based. It is this orientation towards co-operative programmes which should make it possible for Seda to progress on its rapid expansion path to cover all areas of the country by 2010/11.

C
Programmes

Apart from the establishment of the head office, the provincial offices and the first phase of the decentralised information-access points the continuation, restructuring and possible expansion of support programmes introduced by the different “legacy institutions” is the main goal of Seda in this start-up phase.

The table below lists these programme areas and gives an indication of the expected spending trend over the first five years.


Programme support
Budgeted (R million)



2005/06
2006/07
2010/11

1
Business-development-support projects
10,0
10,5
12,8

2
Tender Advice Centre
22,0
22,5
24,5

3
Export readiness and business linkages
23,0
24,2
29,4

4
Brain and Frain
3,6
3,8
4,4

5
Chamber/Chamsa (provincial) support
10,0
17,0
6,0

6
LBSC incubation programmes
6,6
6,8
7,9

7
Entrepreneurship programmes
6,0
7,0
11,0

8
Advisory Council secretariat
0,5
1,2
2,0

9
Incubation programmes (Godisa etc.)
5,0
5,5
7,5

10
Learning centre (incl. capacity building)
6,0
7,0
10,0

11
Co-operative support (CPPP)
20,6
22,6
30,6

12
DME Jewellery
5,0
5,5
5,5

13
Externally co-funded programmes





UNDP 3-year programme
0,6
0,6
–


Finnish government project
34,0
50,0
–

14
Programme and website support
8,0
8,6
9,6


Total programme support
164,4
192,8
161,1

Apart from these programmes the marketing and stakeholder sections of Seda will include important information and communication programmes like Brain and the website, the franchise-information network (Frain), a call centre, the production of publication material, media relations and special events.

4
Funding

Seda’s overall budget consists of three elements, viz.

· head office, the cost of which is to grow from R155 million in 2005/06 to R192 million by 2010/11

· the network of regional offices and local access points, which is to absorb about R181 million in 2005/06, growing rapidly to R575 million in 2010/11

· the range of programmes made available through Seda, with spending stable around R164 million.

On the financing side it is foreseen that about R358 million of the first year’s R500 million initial budget will be provided by the dti, compared to R103 million by provinces and R40 million from other sources. These amounts would have to increase over the years, with a dti share of R570 million foreseen in year 2010/11, supplemented by R341 million from the provinces.

Annexure 2
Khula Enterprise Finance Ltd
Khula was set up by the dti in 1996 to consolidate wholesale-finance support for other financial institutions and to develop other, targeted financial programmes. Since inception it has facilitated the delivery of more than R1,3 billion of SMME financing and helped with the creation of over 100 000 direct jobs.

Following a change in corporate leadership and an intensive process of strategic reorientation the organisation in its 2005-08 corporate strategy is guided by the following principles.

· promote entrepreneurship and asset accumulation among historically disadvantaged South Africans (primarily black- and women-owned formal SMEs)

· promote sustainable job creation and the achievement of higher levels of equity in society

· continue with its core products of loans, private equity funding and credit guarantees

· increase efforts to work closer together with a selected number of private and parastatal institutions, utilising their infrastructure and capabilities (like Seda, larger corporates and some of the commercial banks)

· work towards the closer integration of financial and non-financial support

· focus for about 80 per cent of its spending on micro- and informal enterprise and 20 per cent on small enterprises
· increase its involvement in the provinces less effectively served with financing facilities (targeting about 60% of loans to regions other than Gauteng, KZN and the Western Cape)

· channel about two-thirds of loan-equity finance into the range of R10 000 to R250 000 and a third to the range of R250 000 to R3 million.

On a more practical level Khula’s “New Strategic Approach” pursues the following goals.

a)
Use Seda’s planned access points across the country as a mechanism to deliver Khula’s message and its client access directly to customers.

b)
Use one or two big banks and a maximum of four smaller niche banks as channels for Khula’s loan and equity finance, in exchange for Khula’s indemnity cover. These joint programmes would have to focus on Khula’s target market, providing services at affordable prices.

c)
Use the network of provincial development corporations as a further channel to deliver Khula’s services on the ground.

d)
Focus on existing well run RFIs rather than facilitating the establishment of many new retail finance institutions to reach micro-finance clients.

e)
Expand co-operation with Business Partners as a preferred delivery mechanism, facilitated by the establishment of a new R300 million start-up fund managed by Business Partners and capitalised jointly by Khula, Business Partners and the PIC’s Isibaya Fund.

f)
Seek engagement with corporates to expand private-sector efforts along PPP lines, closely linked to BEE initiatives, with Khula and the private sector together providing a package of funding, business-development services and marketing or investment opportunities. These efforts will also include larger parastatals like Eskom, Telkom, Transnet and others actively involved in BEE initiatives impacting on the small-enterprise sector.

The organisation is currently busy with the translation of these strategic goals into its business plan.

Section 5
Resourcing small-enterprise support

The 1995 White Paper stressed the fact that small-business support in South Africa utilised a relatively modest share of government expenditure (well under 1%), which is low if compared to the envisaged role of SMMEs in job creation, income generation and economic growth in the country. Over the past decade spending has increased substantially, especially if all levels of the public sector are included. Yet, the overall allocation is probably still below the one per cent of all budgets.

We reach the same conclusion if we look at data about the actual utilisation of SMME-support programmes. In most cases relatively few enterprises are aware of available support and even less successfully complete the process of applying for the support and meeting all the conditions.

Here we see two important challenges, which have underpinned much of the integrated strategy proposed in this document, viz.

· a lot of energy and effort has to go into the greater propagation of support and a streamlining of programme procedures, and

· as soon as we succeed with this first goal, the cost of programmes is likely to accelerate (as more and more firms receive the support) and budgets may start to become a constraint.

To overcome this dilemma a three-pronged tactic will be pursued, incorporating direct cost recovery from “support clients”, contributions from the private sector and expanded public-sector funding.

5.1
The principle of cost recovery

The bulk of support provided to small enterprises via public- or private-sector-initiated programmes has (or should have) the effect of improving the viability or profitability of these small enterprises, reducing their risk of business failure and, generally speaking, improving the material position of entrepreneurs. Many of the services provided at zero cost or reduced cost through these support programmes, could also be provided by private-sector service suppliers, at a cost covering their expenses and a reasonable business profit. It is, thus, a legitimate question whether support recipients cannot (and should not) contribute a gradually increasing share of the cost of support services.

Such cost recovery may not be possible in a whole range of support programmes, like the national campaign for entrepreneurship or the negotiation of preferential procurement conditions for SMME suppliers to parastatals. It may also not be feasible in the case of support for survivalist entrepreneurs who need basic business education. Yet, the principle of incrementally increasing cost recovery for support services to SMMEs has to be accepted and will constitute a fundamental principle of the new strategy.

This principle will also apply where national government co-funds or otherwise supports other government agencies or lower levels of the public sector. Such cost-recovery efforts will be build into co-funding arrangements.

Generally speaking the implementation of this principle should prevent a rapid cost escalation for the government as these services are extended over the country and as they are more effectively utilised.

5.2
Private-sector funding of support services

Throughout this document the role of the private sector in supporting or servicing the needs of small enterprises has been stressed. We indicated that this happens either through the regular supply of business-development services by consultants, accountants and other professionals, or through the services of business or sector associations, NGOs or CBOs, corporate sponsors of SMME support and ad hoc initiatives. In many cases the public sector co-funds such services or private-public partnerships offer them together.

As the SMME sector expanded over the years, as competition between enterprises increased and as awareness about the need for support services (and the inherently limited role of public-sector support) became more obvious, the range and intensity of private action in this field also increased. Based on trends in other developing countries we can expect this private-sector involvement to further increase; in fact, government is actively encouraging this and will consider more incentives (additional to, for example, the voucher systems for the co-funding of private services to SMMEs) to further expand this role of the private sector.

5.3
Greater public-sector funding in integrated partnerships

Given the two trends outlined above and bearing in mind the targeting priorities set for the national government’s involvement in small-enterprise support it is envisaged that public-sector support for SMMEs will further increase over the next five years. Such increase will, however, imply that out of the total spending on SMME-focused support the public sector’s share will steadily decline, whereas the share of direct-cost recovery by SMMEs and private-sector support will steadily increase. Further research will be required to put these overall goals into measurable indicators and targets.

Within the public sector there is also an expected shift in the relative contribution by different levels of government and by different departments.

· After an initial “big push” of business-infrastructure development at local-authority level (including in particular the “second economy” segment of local business activities), which national government may have to subsidise extensively, the share of local-government funding for the small-business environment will have to increase. This might be facilitated by gradually increasing support from provincial governments and district municipalities.


· Since SMME-related interests are affected by many government departments aside from the dti, it is expected that the share of government resources spent on SMME support which comes directly from the dti will gradually decrease whereas the share of all the other departments (and transfers to parastatals) will increase.

In the long run (starting in the second half of the new decade) it is envisaged that direct financial expenditure for SMME-support services and the co-funding of private or NGO programmes will decrease steadily and the more indirect support, effected through legislative reforms and an adjustment of the relative competitive relationships between larger and smaller enterprises will increase. Besides, a strengthening of the business-chamber movement, of sector associations and sector initiatives as well as better training and leadership in the SMME sector should steadily reduce reliance on direct government intervention in the SMME sector.

These shifts in the relative spending on SMME support by the different implementation levels and bodies should, however, not blur the overriding message, viz. that the integrated strategy can only succeed if substantially more public-sector funds are channelled towards SMME support over the coming years.

Section 6
Monitoring the Integrated Strategy

The importance of systematic, regular and objective monitoring and evaluation of progress with the overall strategy and its different components is beyond dispute. This last section reflects on the ways this can happen, given the great diversity of strategy partners (from both the public and the private sector), the constantly changing “small-enterprise scene” in South African and a dearth of objective performance indicators and reliable statistics.

As in several other spheres of this strategy we have to accept the challenge and incrementally work on the refinement of the task and the co-operation of all the partners.

6.1
Different monitoring levels

Leaving aside national government as support supplier and its monitoring task, we can see a need that all the other support-supplier agencies or government levels do their monitoring and evaluation, and share results with the other players and, in particular, with national government.

Here we refer to local authorities, district municipalities, provincial governments, sector agencies, organised business and major (stand-alone) support projects (e.g. those administered by NGOs).

Naturally, these bodies may feel less of a need (or a lack of capacity) to undertake such regular monitoring, with moral persuasion insufficient to motivate them. National government should then stipulate that all agencies receiving direct financial (project/programme) support from government have to regularly submit monitoring and evaluation reports. Hopefully, this step and the dissemination of the results to all interested agencies will convince these bodies that co-operation along those lines is both valuable and feasible. Ideally, the National Small-Business Advisory Council might help to get co-operation in this important field of progress monitoring.

6.2
National-government monitoring and evaluation

Here again we refer to a range of institutions, which each may have their particular monitoring and evaluation processes. These institutions include the evolving Seda and its affiliates, the dti itself, other government departments involved in SMME support, parastatals and the different development-finance institutions (see Box 3).

Taking a more integrated perspective we could look at monitoring and evaluation for each of the three pillars of the strategy as well as the cross-cutting functions.

On an even broader basis the monitoring and evaluation process has to review the changing macro-economic role and significance of South Africa’s small-enterprise sector at national and provincial levels. This should also include progress in the selected target sectors and with respect to the target groups.

The tasks set for such monitoring and evaluation are fairly clear in the public sector as they should be in the other bodies. Yet, for all these institutions the lack of objective, quantifiable performance indicators and up-to-date data on those indicators will, for a considerable time, remain serious obstacles. As a result, the monitoring and evaluation processes may not always be as technically formalised or “accurate” as desired, which should, however, not preclude them from being honest reflections of what has been tried, what has worked and what problems still have to be tackled.

6.3
Maintaining reform momentum

Throughout this document the evolving nature of the strategy and its response to changing global, national and local circumstances for the SMME sector has been stressed. Just as the past decade has brought South Africa some considerable steps closer to a well functioning, multidimensional support strategy (but one which still has many weaknesses, gaps and imperfections), the next decade should get us even closer to that goal.

In this process it is critical that the reform momentum is maintained and that modest annual improvements get widely publicised and get acted upon on a broad basis. Within this strategy the following steps should assure such momentum.

· The National Small-Business Advisory Council is structured to bring together experts in the field of SMME support, and it will be one of its central tasks to annually review progress of the strategy and its gradual improvement. Feedback should come forward through council documentation and the inclusion of these themes in the annual reviews.

· The Annul Review of Small-Enterprise Development in South Africa will cover, as a regular feature, monitoring and evaluation results from major public-sector bodies and for the macro-level.

· The dti and Seda may decide, with the council, to produce two-yearly monitoring and evaluation reports for the broad spectrum of support-supplying agencies (in both the public and the private sector). That process might be strengthened by the incorporation of international benchmarks for SMME support and small-enterprise performance in developing economies.

· Parallel to all these steps the dti and Seda will maintain an open door for in-depth consultations with other support suppliers about their performance and reform plans, without such interaction necessarily impacting on financial support given or withheld.

Finally, government will support and encourage lively public debate about the goals, means and effectiveness of small-enterprise support in South Africa, against the background of South Africa’s urgent, ever-changing, socio-economic challenges. It is trusted that such an open mind will also strengthen public understanding that government is but one “party” in the integrated small-enterprise-development strategy.
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�	Please refer to the “Review of Ten Years of Small-Business Support in South Africa” for further details.





