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Foreword

In line with its mandate to contribute to the deyehent of a conducive environment for
enterprises in South Africa, Business Unity SouthicaA (BUSA) has called upon the ILO to assist
the organisation to assess the current businessoement in the country and to identify areas for
improvement. The information gathered throughatssessment enables ILO constituents to identify
priorities for the promotion of sustainable entesgs and the transition to formality. For BUSAg th
analysis of the enabling environment provides eptints for the development of policy positions
and structured and evidence-based advocacy efforts.

The assessment was conducted in close collaboratithn Government and Organised
Labour, and in line with the ILO methodology on tB@abling Environment for Sustainable
Enterprises (EESE). This methodology assesseairdss environment in terms of the economic,
social, political and environmental aspects of ddasiness. The EESE methodology was developed
in response to the June 2007 International LabauféCence (ILC), which discussed the promotion
of sustainable enterprises and which called forsthengthening of the institutions and governance
systems which nurture enterprises. The conclusieashed at the 2007 ILC discussion on the
promotion of sustainable enterprises identifiedpllfars for an environment conducive to the
promotion of sustainable enterprises, which formlihsis of the EESE methodology.

The government of South Africa acknowledges thaiicant contribution of SMEs to
employment and to GDP. However the sector is aisogered by high levels of informality and
confronted with various challenges. To addresssthee of informality, the government has launched
a National Informal Business Upliftment StrategygNS). This initiative aims to apply a nationally
coordinated approach to support the informal bssirsector, as a way to graduate many informal
businesses into the mainstream of South Africa'séd economy. The transition to formality has
been prioritized by the tripartite partners, whiefiects the importance of this issue in South &ri
The adoption of Recommendation 204 concerning tla@sition from the Informal to the Formal
Economy during the June 2015 ILC further underlinggelevance. As requested by BUSA, the
transition to formality has been included in theSEEassessment South Africa is the first country
where this has been done.

This report provides an overview of the researciulifigs of the EESE assessment. It
identifies the relative strengths and weaknesseshef enabling environment for sustainable
enterprises, employment and the transition to ftityna the country. The purpose of the assessment
IS to stimulate debate and to provide an evidease or policy reforms, leading to an environment
that is more conducive to the promotion of sustama&nterprises and that facilitates the transition
to formality in South Africa. A complementary actiplan based on the findings of this report will
ensure the implementation of specific measuresegetmwards policy advocacy and reform. The
report reflects information gathered through a eeviof secondary data and through a national
opinion or perceptions survey that was tailoredh® South African context. The survey which
comprised a total 640 in-depth interviews includ4@0 interviews with SME business owners
operating in three sectors (manufacturing, busisesgices and tourism), 110 informal business
owners and 100 employees (formal and informalh@&rmetropolitan areas of Johannesburg, Cape
Town and Durban.

We would like to thank the Government of Flandenstheir generous contribution, which
made this research possible. The funds made alaillibough the Job Creation for SME
Development Knowledge Sharing Project allowed thégue focus on enterprise transition to
formality.



This report has been written by the Small Busirirsgect (SBP), which is a development
and research organisation based in South Africawdnch conducted the EESE assessment.

The views expressed in the report are the solensdpility of the authors and do not
represent those of the ILO or the social partme&aduth Africa. Similarly, any errors or omissions
are the sole responsibility of the authors.

Ms. Khanyisile Kweyama Mr. Joni Toko Musabayana (DBL)

Chief Executive Officer Director (a.i)

Business Unity South Africa (BUSA) ILO Pretoriad@mt Work Team & Country Office
Johannesburg, South Africa Pretoria, South Africa
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Executive summary

In June 2007, the International Labour Conferent€)( discussed the promotion of
sustainable enterprises. Conclusions from theezente, reached by tripartite consensus, recognise
that the principal source of economic growth anglegyment creation stems from enterprises — from
micro, through to small, medium and large sized anfes.

Recognising that each country is different, the Wi€cussion identified 17 pillars for an
environment conducive to the promotion of sustdmaimterprises. This report is based on an
assessment of these conditions. It analyses hath3drica performs with respect to each pillar,
with the aim of assessing relative strengths andkmesses of the enabling environment for
sustainable enterprises and employment in the ppunfThe report follows a standardised
methodology developed by the ILO for the assesswiethie Enabling Environment for Sustainable
Enterprises (EESE) and is based on secondary alitayature review, and results of a perception
survey of owners of small and medium sized enteegr{iSME) focussing on the 17 pillars. South
Africa’s EESE report differs to some degree frommestcountries where it has been implemented by
including a specific focus on informal business evenand employees (informal and formal) to
support transitions to formality. The report iscalsomplemented with quantitative data gathered
from SME business owners participating in a lordjital panel survey, the SME Growth Index,
which was launched in South Africa in 2011. Fa purposes of this report, both the EESE and the
SME Growth Index surveys were conducted simultasigdoetween August and September, 2015.

Many of the EESE country assessments review a gosirgtanding in accordance to its
regional neighbours, South Africa however is clksgias a middle-income country; it is a member
of the BRIC nations and it represents the secamyg$h economy on the African continent. Thus to
benchmark South Africa against its regional neiglibovould provide an erroneous assessment.
Brazil, Malaysia and Turkey were selected insteagdeser countries for a comparative review based
on their placements in the World Economic Forum®bal Competitiveness Report, which
classifies these countries in the transitioningseha innovative driven economies and South Africa
as an efficiency driven economy.

To enhance the readability of this report, sumnsangve been included at the beginning of
each chapter with a graphical representation afithst relevant indicators for the respective chapte
comparing South Africa to the three selected cdéemiti(Brazil, Malaysia and Turkey) for
comparative review and summarizing the main chdptdmngs.

Economic elements

Global economic events, together with domesticgyalincertainties, have led to low levels
of economic growth in South Africa since the glofiadncial crises. Projections of GDP growth of
less than 2% are expected in 2015/16. Unemploypesds a significant challenge for South Africa,
currently 25.5% (34.4% on the expanded definitimm) youth unemployment at 62% of the youth
labour force according to the expanded definittmat includes discouraged young people no longer
seeking employment. High wage demands by the pu@leictor unions pose a fiscal risk, despite
measures to consolidate the budget and reducedlglgof expenditure to a real rate of 1.3% by
introducing measures to freeze government persaxpenditure. South Africa has a poor savings
rate, currently 15.4% of GDP and the percentagdafsehold debt to household income is
approximately 80%. The overall weakness in SoutficA® industrial output reflects a wide range
of factors including problems with low productivityrequent labour market disruptions and
infrastructure bottlenecks, especially the supplglectricity. FDI flows into the country have see
a decline, dropping by 31.2% in 2014. Investor mwrice has declined in the face of proposed
changes to legislation impacting on the investroémiate, and government’s cancelling of a number
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of bilateral investment treaties. The surprisifgridssals and appointments of three separate financ
ministers in less than a week in December 201%hdurtleepened investor concerns, rating agency
downgrades and currency market fluctuations, whiate since stabilised to some degree on the
reappointment of the former Finance Minister.

While South Africa has earned esteem for its mammoemic stability over the years, the
country is currently facing economic uncertaintiag®iant economic growth (downgraded in early
2016 by the World Bank to 0.8%), rising unemploytraard inequalities will continue to put pressure
on the government’s tight fiscal monetary polici®nssible downward adjustments in the country’s
investment ratings, together with increased capéhblancing globally may serve to raise South
Africa’s economic vulnerabilities to global shockBhe effects of lower growth rates and depressed
tax revenues could further weaken South Africa’snemic outlook. Since its transition to
democracy in 1994, South Africa has pursued a numbeacroeconomic policies to redress the
numerous socio-economic challenges inherited flwercbuntry’s apartheid past. These include the
Reconstruction Development Plan (RDP), the Growtipleyment and Redistribution plan (GEAR),
the Accelerated and Shared Growth Initiative (AS8I&nd the New Growth Path (NGP), all of
which have fallen short in meeting their economimwgh targets. In 2013, the government adopted
the National Development Plan (NDP) as South Afsidang term socio-economic development
blueprint, which proposes to accelerate econonaigneiss and a more inclusive society. The NDP’s
vision is to grow the country’s GDP by 5.4% peramrand reduce inequalities.

South Africa is a rule of law country; its constitun ensures that the rule of law is upheld
and it scores well on the Rule of Law index. Timeréasing level of crime however remains a deep
concern for the country; the EESE survey findingsvws a considerable lack of trust in the capacity
of the police to deal with South Africa’s crime Han and the costs associated with it, especially
amongst small businesses that are particularly hiaroy violent armed robberies and cable theft,
which interrupts productivity.

Efforts to reform the ICT sector have been undeeaiiby lack of policy implementation
with a result that South Africa has an uncompeiti€T market structure. The government has
however launched a strategic integrated projeaxjpand access to communication technology
especially in under-served areas. The governmemitbmmitted increasing amounts of money to
be spent on physical infrastructure, but no stmattthanges are being implemented to diversify the
supply of electricity, transport and telecommurimad in the future.

South Africa’s ranking on the World Bank’s Easéafing Business has seen a decline over
the past few years. The country dropped four spotdhe 2016 Ease of Doing Business, currently
739 (down from 69 in the previous year). Despite goweent’s stated intentions to address
compliance costs and ease administrative ineffidgmn the regulatory burden impacting on business,
especially small businesses continues to riseh B@ EESE and SME Growth Index survey findings
show that administrative red tape can cost up too8%irnover for smaller firms with the EESE
survey highlighting that the quantity of procedufiemis have to comply with is the highest barrier
to formalising businesses in South Africa.

Social elements

Unemployment, poverty and inequality remain strradty intertwined and the critical
challenges of inclusive growth define the countrggenda. South Africa’s social wage system
comprising a mix of grants and free basic servasasunts to over 3% of GDP, well over the global
norm of 1% to 2%. The country’s social grant systeas had a considerable positive impact on
poverty alleviation; almost a third of the poputatilover 16 million) benefits from social grantslan
this number is expected to escalate to over 17amilly 2017/8. Concern regarding the sustaingbilit
of maintaining the social safety net is increaspayticularly given the current budgetary pressures



on a constrained fiscal envelope. Employment aeais a critical challenge for the country.
Facilitating the transition of informal to formalisinesses needs to be seen as a priority to expand
the tax net and extend social protection and righfgeople employed in the informal economy.

South Africa’s education system is unable to delisducation that meets the country’s
needs. Whereas there are excellent education#tltieets in South Africa the opposite is equally
true and the majority of the population make tlaasition from education to the world of work with
poor knowledge and life skills.  An overwhelmimgjority of the survey respondents, 69% stated
that a better education is the route to a morepgrosis and equal society. South Africa spends
almost 20% of government expenditure on educatrtraining, equivalent to 6.5% of GDP. While
access to education has increased over the yearguality of it remains a concern. South Africa’s
ranking in the quality of maths and science waend®d in last position, 144 out of 144 countries in
the Global Competitiveness Index, 2016. Literaates at 18% for adults over 15 years of age
suggest the need for better teacher training amanthoduction of more effective lifelong learning
programmes.

South Africa’s National Development Plan envisagesgnificant role for the SME sector
in terms of employment generation and productivatytput. Despite their importance, small
businesses are declining in terms of employmemntesimaofitability and in number and many are
struggling to survive in a tough economic climat@overnment programmes to provide support to
small businesses and start-ups are seen to bémaelgquate and a significant number of the survey
respondents stated that they were non-existengiestigg poor outreach and limited awareness of
the services that are available.

The Global Entrepreneurship Monitor (GEM) repoifte\s that while South Africa has a
high value of positive perceptions towards entregueship, only 10% of South Africans intend to
start a business and just 2.7% convert their itieastablished businesses. South Africa has one of
the highest business start-up failure rates invibdd; according to the Minister of Trade and
Industry, over 70% new businesses fail in less thanyears. Survey respondents unanimously
agree that the education system does not teachgypeaople to be entrepreneurs. Despite the
country’s robust formal financial sector, small @ntbrmal businesses struggle to access finance
and when they do, they appear to either accessgsur borrow mostly from friends and family as
the EESE survey findings show. For the informalreeny, the under developed micro finance
sector is particularly a concern, suggesting a rfeedyreater financial inclusion strategies and
measures. The lack of access to finance may al$o part attributed to South Africa’s high levels
of indebtedness. According to the World Bank’s 2@lobal Findex report, South Africans had
more debt than any other nation with 86% of SoutiitAns having borrowed money between 2013
and 2014.

On average, individual incomes of informal workare very low, implying that this work
should not be seen as an alternative to formal @mptnt. The informal economy is playing an
increasingly larger role in employment generatiime top barrier to formalising a business reported
by the survey respondents is that there are toy maotedures to register a business. According to
the World Bank’s Ease of Doing Business 2016 rejitdeikes 46 days to register a business in South
Africa compared to 7.5 days in Turkey and 4 day#adaysia. These findings are illuminating,
especially for facilitating transitions to formaliand provide evidence to the effect that reforming
the amount of regulatory procedures and adminig&réibttlenecks is a priority for government. Key
to getting SME development and transitions to fditjmaon track is reforming South Africa’s
business environment.

Political elements

Despite South Africa having dedicated institutiams legislation designed specifically to
support anti-corruption; corruption, bribery andrgmmment maladministration is seen to be on the



rise in South Africa. Transparency Internationgd®st Global Corruption Index reports that four
out of every five South Africans believe that thedls of corruption are increasing; the highestlin
countries surveyed, and that government is dottlg to combat it. This discontent is echoed in the
survey findings with 72% of panellists strongly egjing that bribery and corruption is negatively
affecting the economy and society in South AfridaSouth Africa is to improve its investment
climate, government needs to double its efforfgtat corruption, and demonstrate the politicall wil
to combating it.

A well-ordered and productive economy needs sound stable regulation and for
sustainable enterprises to flourish and grow, tdity and certainty of regulation is an important
element of governance. South Africa’s regulatarydiscape is often seen as hostile to sustainable
enterprises, and policy uncertainty coupled witlorppolicy formulation creates instability and
uncertainty. Only 2% of the survey respondentsedtdhat the laws and regulations affecting
business were stable and predictable. A recutinente in critiquing South African legislation since
the transition to democracy has been the goverrismeaed to forge ahead irrespective of evidence
and warnings about the consequences as noted Refert of the Independent Panel Assessment
of Parliament. Regulatory best practice is a funefatiad element of good governance and an effective
regulatory environment is possible only when land gegulations are carefully considered and their
probable impacts rationally debated. For SouthicAfrthe quality of regulatory governance is a
concern.

South Africa has a sophisticated machinery to stppocial dialogue including the
establishment of the National Economic and Laboour@il (Nedlac), a representative and
consensus-seeking body that acts to reach agreemnenbcial and economic policies through
negotiation and discussion involving organised lapgovernment, organised business and civil
society representatives. Yet of the 144 countassessed for cooperation in labour-employer
relations, it was recently ranked in last placdne Tow ranking is symptomatic of the extreme and
confrontational relationship of industrial relatgom the country. Relationships between labour and
employers, and the sustainability of effective abdialogue, are of deep concern for the retention
of businesses in the country and the potential anga job losses. Small firms constitute thedatg
private employers in the country in terms of tmeimber but are marginalised in terms of the nationa
policy debates on substantive issues such as waggements and the extension of collective
bargaining agreements. Likewise, the voice ofitifi@mal economy is excluded in national policy
debates. Organised business needs to find wagsdporate their voices and ensure their interests
are taken into account in debating national pdicéd many commentators have publicly called for
the need of a new social pact for the country.

Gender equality and women’s rights are enshrinedha constitution. South Africa
constitutes one of the top performers on the centim terms of gender representation, especially
in political leadership. However, domestic violens on the increase and South Africa has one of
the highest rates of domestic violence in the woflde discernible shift by government toward
support for the traditions of patriarchy is an gasing concern for women rights organisations.

Environmental elements

South Africa is well endowed with natural resourdeg forests, fisheries and agriculture
sectors are well established and governed by atetpgislation. Government intends to institute
further measures on conservation and rehabilitatiothe environment in line with the National
Development Plan’s targets. Electricity supplypiedominately fossil fuel based on the country’s
rich coal reserves. With a high potential towamglsewable energy, government has introduced a
number of renewal energy programmes. A carborstaxpected to be promulgated in 2016.



With the need to reduce fossil fuel dependencydawetsify the energy mix to reduce South
Africa’s carbon footprint, the government has immpésted a supportive policy and legislative
framework to attract investment in local renewadiergy resources, especially wind and solar. As
a result, the country’s renewable energy sectoekpsrienced considerable growth. The OECD’s
Environmental Performance Review (2013) placed ISéiffitica as the ninth-leading destination for
clean energy investments among the Group of 20Q)Ge2the world's developed and emerging
economies.

The South African government views a green econamy sustainable development path
that is based on addressing the inter-dependere&dr® economic growth, social protection and
natural ecosystems and has a number of substamitiaéives underway that support the Sustainable
Development Goals (SDGSs) in regard to the respnsitewardship of the environment. South
Africa played a leading role at the COP21 in Pari®ecember 2015 and is a signatory to the
Partnership for Action on Green Economy (PAGE) \whagms to support 30 countries in inclusive
green economy transitions to support new jobs &ills,spromote clean technologies and reduce
environmental risks and poverty.

The country is currently experiencing a prevaildrgught, which has induced one of the
worst natural disasters in twenty years. Bettelewmanagement policies are critical to minimise
the effects of climate change but will require arctinated and integrated approach across all sphere
of government, in consultation with the privateteec

South Africa has a high potential for green jobvgiobut the skills gap and development
required to preparing a green-collar workforce yetdtake up the demands of a green economy
remain a challenge. Training initiatives have badroduced to meet some of these demands but
further integration of efforts nationally and regatly needs to be prioritised.

Assessment results and ways forward

Based on primary and secondary data and a thorlteghture review the results of the
overall assessment on an enabling environmentutamable enterprises, with a particular focus
on facilitating the transitions of informal busises to formal ones as well as boosting the
development of SMEs in South Africa, indicate tb#dwing as the key priority areas for policy
attention:

. Improve Easy Access to Information for businesg-sta and business support services
. Reduce and simplify burdensome regulations

. Find ways to Strengthen the voice of Small Busime$2olicy and Social Dialogue

. Simplify Hiring and Employment Practices

. Develop new ways to increase access to financenamkiet opportunities

. Mainstream enterprise/entrepreneurial training skills development

. Advocating for a better environment to support anstble SME development and

transitions to formality.

The findings of the EESE report were disseminatetepresentatives across government,
business, labour and civil society for comment #meh finalised at a workshop convened by
Business Unity South Africa (BUSA) on 23 Februa®l@. At this workshop, tripartite participants
including representatives from South Africa’s Depant for Small Business Development, the
Department of Labour and Cooperative Governancelaaditional Affairs, validated the outcomes
of the EESE report and agreed the priority areaadtion.
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1. Introduction

The International Labour Conference (ILC) 2007 Conclusions on Sustainable
Enterprises provides an integrated approach to creating an environment that is conducive to
sustainable enterprises. The conclusions recognize that the principal source of economic growth
and employment creation stems from enterprises — from micro through to small, medium and
large companies. In most countries, enterprises are at the heart of economic activity and
development. They are a major, often the main, source of tax revenues. Sustainable enterprises
provide the basis for social inclusion, poverty alleviation and equitable access to opportunities
in society.! Seventeen (17) conditions comprising economic, social, political, and
environmental dimensions are identified to provide a framework for sustainable enterprise
development and ensure that human, financial and natural resources are combined equitably?.
The conclusions recognize that an environment conducive to the creation and growth of
sustainable enterprises combines the legitimate quest for profit with the need for development
that respects human dignity, environmental sustainability and decent work®. This has relevance
to all types of enterprises but is particularly important in relation to the sustainability of small
and medium sized enterprises (SMEs), and in facilitating the transition of informal firms to
formality.

Ample evidence suggests that SMEs are the mosifisant source of new, formal
employment. Globally, over 95% of enterprises dassified as SMEs and account for 60-70% of
the working population. In Europe, 91% of entemgsiare classified as micro businesses, employing
between one and nine people and only 1% are lartgepgises with more than 250 employees. Itis
perhaps with SMEs that the “spirit of enterpriseiriost readily associated. These smaller busisesse
are more likely to have greater capacity to innevamd to derive economic benefits from the
specialization of production processegheir small scale, combined with close owner-nganaent
organizational structures, allow SMEs to respondengiickly to external changes than larger firms.
SMEs are also likely to play a vital intermediamgler between micro and large enterprises,
constituting a strategic bridge toward improving ttompetitiveness of the broader private sector.
In the global environment, this is especially intpat given global and national value chaiBetter
linkages between the formal economy and the infbeoanomy could potentially generate new
economic opportunities.

South Africa’s 2013 social and economic blueprint, the National Development Plan
(NDP) targets for job creation in the SME sector depend on the creation of a business
environment that enables the growth and sustainability of existing small businesses, and the
formation and formalization of new, sustainable enterprises to prosper. The NDP sets out
several ambitious goals for SMEs, including a target for 90% of new employment opportunities
to be created by SMEs by 2030.

While often characterized by high levels of poygsbcial exclusion and exploitation, the
informal economy can be a source of innovation @whomic growth. To facilitate the transition
of informal enterprises to formalise, policy mea&sushould be focused on those that increase the
rate of graduation into the formal economy, inahggdpolicy frameworks that address the legislative
and regulatory barriers to formalisatibRecognizing that the informal economy can act as a
major disincentive for inclusive growth in developing economies, the ILO recently adopted

11LO. (2007). Conclusions concerning the promotidsustainable enterprises. Geneva.

2Hegazy, F., & Rynhart, G. (2014). The enablingiemment for sustainable enterprise in Cambodiamesa.
% 1bid.

41LO. (2007). Conclusions concerning the promotibsustainable enterprises. Geneva.

5 lbid.

6]LC. (2014). Proposed Conclusions, Transitioniranirthe informal to the formal economy. Geneva.



Recommendation 204 (R204) at its one hundred and fourth session held in Geneva in June 2015.
Recommendation 204 advises governments, employer and worker representatives on the
guiding principles to support a legal and policy framework to promote transitions to the formal
economy, and employment policies that promote the rights of all workers both in the informal
and formal economy. To ensure a common approach and an integrated strategy to tackling the
issues of informality (either by choice or circumstance) R204 proposes that coherence and
coordination among policy makers and implementing agents (government, business and labour)
needs to be addressed. The recommendations contained in R204 include social protection
guidelines that take into account the developmental needs of informal economy actors, as well
as incentive and enforcement options to entice formalization. The ILO intends to align R204
with the Sustainable Development Goals (SDGs) on the monitoring and impact measurements
in supporting transitions to formality. Ten countries have been identified to champion the
principles outlined in R204, one of which is South Africa.

In South Africa, growth orientated small businesses have the potential to be the key
drivers of employment and as such have a major role in addressing poverty, inequality and
inclusive growth yet the country’s SMEs in particular are facing tough economic conditions
impacting on their ability to survive and grow. South Africa is battling two systemic problems;
low national growth rates (less than 2%) coupled with rising, high unemployment. More than
one third of South Africans are unemployed or not seeking employment. With an unemployment
rate of 34.4% (expanded definition) of which 62% are young adults’ the country is experiencing
high levels of civil unrest not seen in recent years. There is need for a quantum shift in policy
decisions to change the scale and rate of job creation in the country.

Given the importance placed on the role of SMEs in the NDP, and the need for a
conducive and enabling environment that supports their growth as drivers of employment and
poverty reduction, the South African social partners (government, business and labour) need to
equip themselves to engage knowledgeably and constructively in the national policy debates on
the issue of small business development and transitions to formality. According to Statistics
South Africa, over 55% of the working population South Africa is either unemployed or not
economically active. Taking into account employinaffered in the informal economy, over 63%
of South Africa’s working population have restrittepportunities and access to decent Work.
Boosting SME development and facilitating transiido formality is thus an important challenge
for South Africa’s social partners and undersctiiesurgency to implement an integrated policy and
strategy to tackle the problem of unemploymentapsrt inclusive growth.

The ILO has developed a methodology to assesseped to which the 17 conditions for
an enabling environment for sustainable enterprigesmet in different countries. This report
describes the implementation of such an assessare3wuth Africa and is part of a series of country
reports on the same topic. Given the importance@BSME community’s role in attaining the NDP
job creation targets as well as the ILO’s focudaumilitating the transition of informal businesges
formal ones, this report emphasises findings iati@h to the development of the SME sectodt
facilitating transitions of informal businesses to formality.

The enabling environment for sustainable enterpriisé&South Africa was assessed through
a careful review of secondary data findings andlifigs from the ILO’s standardised EESE
perception survey that was tailored to the Soutticah context, which comprised a total 640 in-
depth interviews including 430 interviews with SNbESiness owners operating in three sectors
(manufacturing, business services and tourism),idftdmal business owners and 100 employees
(formal and informal) in three metropolitan arefastty nine percent of the sample was based in the

7 Statistics South Africa. (2015). Quarterly Lab&arce Survey, Quarter 3. Pretoria.
8 1bid.



Johannesburg metropolitan area, 20% in the Cape Toetropolitan area, and 31% in the Durban
metropolitan area. Just on 39% of the total samggpondents were women (12% SME business
owners, 10% informal business owners and 16% erepk)y In terms of race, 57% of the
respondents were white (predominantly in the SMEirmss owner category), 31% black, 5%
Coloured, 6% Indian and 1% Asian. The study alsessed quantitative data gathered on the SME
Growth Index, a longitudinal study that tracks teperiences of formal small and medium
businesses employing less than 50 employees andtimgefor more than two years. The SME
owners responded to both the EESE and SME Growdbxlrguestionnaires. Both randomised
surveys were conducted simultaneously between Augusl September 2015 by business
environment specialists, SBP. The EESE surveysiedwn the majority of the ILO’s 17 conditions.

While many of the EESE country assessments reviesuatry’s standing in accordance to
its regional neighbours, South Africa is classifegl a middle-income country; it represents the
second largest economy on the African continent iana member of the BRICs. In selecting
countries against which to compare South Africadoordance with the ILO’s Sustainable Enterprise
17 conditions, Brazil, Turkey and Malaysia weres#tby stakeholders at a workshop convened by
Business Unity South Africa in May 2015. The GloBaimpetitiveness Report (GCR) produced by
the World Economic Forum was helpful in narrowihg tbenchmarking for South Africa against
peer countries. The GCR assesses the competiivdandscape of 144 economies, providing
insights into the drivers of their productivity apbsperity. The GCR classifies South Africa as an
efficiency driven economy, placing Brazil, Malaysimd Turkey in the transitioning phase to
innovative driven economies.

The following section of this report presents aieevof South Africa’s performance in
accordance with the ILO’s standardised EESE metloggoon the Sustainable Enterprise
Conclusions 17 pillars (ILO, 2007). The assessnieriiased on an analysis of secondary data
available from national and international literagtuogether with the findings of both the EESE
survey and the SME Growth Index.




2. Economic elements

Indicators assessing economic elements of an enabling environment for sustainable

enterprises*

Macroeconomic Indicators

=== South Africa

=== Malaysia

=@ Brazil === TUrkey

GDP Growth Rate

Rule of Law Index

Regulatory Quality Index

Export Propensity Index

FDI Net Inflow

Trade

Inflation

Labour Force Participation
Rate (%)

Current Account Balance

Gross Capital Formation

Gross Domestic Savings

* the values for the individual indicators have been harmonized for better presentation and formatted so that the further from
the centre a data point is, the better the country’s performance in that regard. The original indicator values are included in the

chapters.

* In 2013, government adopted the National
Development Plan (NDP) as South Africa’s
long-term  socio-economic  development
roadmap, which proposes to accelerate
economic progress and a more inclusive
society. The NDP’s vision and priorities
outline two key goals: to grow the country’s
GDP by 5% per annum and reduce South
Africa’s high levels of inequality. The NDP
replaces previous economic  policies
introduced since 1994 including the
Reconstruction and Development Plan (RDP);
the Growth, Employment and Redistribution
plan (GEAR); the Accelerated and Shared
Growth Initiative for South Africa (ASGISA),
and more recently the National Growth Path
(NGP).

* Global economic events, together with
domestic policy uncertainties, have led to low
levels of economic growth since the global
financial crises. Projections of GDP growth of
less than 2% are expected in 2015/16.

Unemployment poses a significant challenge
for South Africa, currently 25.5% (34.4% on
the expanded definition) with youth
unemployment at 62%. High wage demands
by the public sector unions pose a fiscal risk,
despite measures to consolidate the budget and
reduce the growth of expenditure to a real rate
of 1.3% by introducing measures to freeze
government personnel expenditure. South
Africa has a poor savings rate, currently
15.4% of GDP and the percentage of
household debt to household income is
approximately 80%.

While South Africa has earned esteem for its
macroeconomic stability over the years, bold
action will be required to work on the
structural foundations of its economy.
Stagnant economic growth, rising
unemployment and inequalities will continue
to put pressure on the government’s tight
fiscal monetary policies. Possible downward
adjustments in the country’s investment



ratings, together with increased capital
rebalancing globally may serve to raise South
Africa’s economic vulnerabilities to global
shocks. The effects of lower growth rates and
depressed tax revenues could further weaken
South Africa’s economic outlook. The
ideological contestation over economic
policies since 1994 to the current NDP has
contributed to policy uncertainty and
bureaucratic ambiguity.

The overall weakness in South Africa’s
industrial output reflects a wide range of
factors including problems with low
productivity, regular  labour  market
disruptions and infrastructure bottlenecks,
especially the supply of electricity. FDI flows
into the country have seen a decline, dropping
by 31.2% in 2014. Investor confidence has
declined in the face of proposed changes to
legislation impacting on the investment
climate, and government’s cancelling of a
number of bilateral investment treaties.

South Africa has dropped four spots on the
World Bank’s Ease of doing Business 2016,
currently 7%, down from 69 in the previous
year. Despite the government’s intentions to
address compliance costs and administrative
inefficiencies, regulatory burdens impacting
on businesses, especially small firms continue
to rise. The Burden of Government
Regulations ranking measurements in the
2015 Global Competitiveness Index places
South Africa 117 out of 144 countries,
reflecting the country’s increasing regulatory
trend.

South Africa’s constitution ensures that the
rule of law is upheld and the country scores
moderately well on the Rule of Law Index, in
part due to South Africa’s functioning and
independent judiciary as well as a robust
media. South Africa also ranks well on the
Protection of Property Rights rankings in the
Global Competitiveness Report (22 out of 144
countries). Increasing levels of crime

however remain a deep concern for the
country. The EESE survey findings show a
considerable lack of trust in the capacity of the
police to deal with South Africa’s burden of
crime and the costs associated with it,
especially amongst small businesses.

South Africa’s policy to broaden access to ICT
has been lacklustre. Early efforts to reform the
sector were undermined by lack of effective
policy implementation and follow-up with a
result that South Africa has an uncompetitive
ICT market structure. The government
however has recently launched a strategic
integrated project to expand access to
communication technology, with a view to
prioritising rural and under-serviced areas and
stimulating economic growth.

Despite South Africa’s robust formal financial
services sector, small and informal businesses
face difficulties in accessing finance. The
micro-finance sector is underdeveloped
compared to South Africa’s neighbours,
suggesting a need for greater financial
inclusion measures.

The government has committed increasing
amounts of money to infrastructure under the
National Infrastructure Plan, but no structural
changes are being implemented to diversify
the supply of electricity, transport and
telecommunications in the future. Recent
reduced electricity supply has had a significant
negative impact on levels of productivity. A
major problem for the large informal
settlements and townships is their poor degree
of connection to urban centres due to
insufficient public transport and lack of
delivery of basic services, which has seen an
escalation in public protests. South Africa has
however achieved impressive gains in
increasing access to basic services to
households over the past decade, 86% of
households now have electricity, 86% for
water infrastructure and 80% for sanitation
infrastructure.
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2.1. Sound and stable macroeconomic policy and good management of the
economy

A stable macroeconomic environment is an essemeliainent to support sustainable
enterprises and sound management of the econorajddtmave the objectives of creating more and
better jobs, combating inflation and implementiegulations that stimulate domestic and foreign
investment.

South Africa’s era of democracy started in 199wlite advent of the New South Africa
and the end of apartheid. After years of econommation and financial sanctions the
Reconstruction and Development Program (RDP) waseash by the ANC Government as the
primary socio-economic programme. While the RDR s@ccessful in some areas especially social
security with the establishment of an extensivefavelsystem, it did not achieve its objectives to
address and redress the inherent inequalitiesastregd, either socially, economically or spatially

The RDP was regarded as constrained both fiscatliycsiganizationally to allow it to be
integrated fully as the guiding principle of so@oenomic policies.

The RDP was followed in 1996 by the adoption of GE@@he Growth Employment and
Redistribution) strategy, to stimulate faster egnimogrowth which was required to meet social
investment needs. The GEAR policy was regardddrgely successful and brought about greater
macroeconomic stability, and accountability at goweent level, leading to a reduction in
government expenditure which was largely criticized COSATU, the largest trade union
federation. While GEAR resulted in reduced fisdeficits, reducing inflation to 5.4% and lower
government consumption targets, it did not achikeeobjectives of increased private investment
and job creation. Under GEAR policy, fiscal defianflation and government consumption targets
were all slightly met, reporting figures of 2.2%4% and 18% respectively by the end of 2000,
bringing about greater macroeconomic stability,tdseteporting and increased accountability.
Management of public finances improved and thetéiging of monetary policy and restructuring
government levels led to a reduction in governnexpienditure. However, GEAR was seen to not
measure up to addressing the social challengdseofduntry; poverty reduction and employment
creation and was largely criticised especiallyty trade unions for its neo-liberal approach.

GEAR was followed by ASGISA (Accelerated and Sha@adwth Initiative for South
Africa) in 2005. ASGISA built on the achievemeatsd goals of the previous two macroeconomic
policies. Acknowledging the challenges of prolongeserty, low earnings and the jobless nature of
economic growth, ASGISA aims were to reduce povesty2012, halve unemployment by 2012
(from 28% in 2004 to 14% in 2012) with the recogmitthat the policies to implement these issues
needed to be at the forefront of economic poligsigien making. While the policy had some level
of success, its implementation and future of treg@mme remained uncertain. Post the Mbeki
administration, ASGISA was replaced by the New GloRath (NGP) when the present president
of South Africa took office in 2010. The NGP reonagps that structural unemployment, combined
with widespread poverty had resulted in deeperuakty than ever before. The NGP’s principal
focus is on employment creation based on the adsumpf a greater role for government in
initiating, andadministering, large-scale structural changes éndbonomy including substantial
investment in infrastructure and industrialisatésna critical driver of job$.

% Economic Development Department. Republic of Sditita. (2011). The New Growth Path: Framework.



In early 2013, the Government introduced the Natidevelopment Plan (NDP) 2030 as
South Africa’s long-term socio-economic developmey#dmap. This policy was adopted as the
blueprint for a future economic and socio-econod&eelopment strategy. The NDP is viewed as
a policy for eliminating poverty and reducing inatity in South Africa by 2030 and for the first
time introduces an evidence-based policy makingagah in South Africa®

Global economic events have led to low levels aineenic growth in 2014 and projections
of less than 2% are expected in 2015/16. In aweachieve the outcomes of the NDP 2030 South
Africa needs to consistently grow at 5% annuallypebiployment continues to pose significant
challenges; in the second quarter of 2015, unemmpboy reached 25.5% (34.4% on the expanded
definition) with youth unemployment at 62%. Higlage demands by the public sector unions pose
a fiscal risk, despite measures to consolidatétltget and reduce the growth of expenditure to a
real rate of 1.3% by freezing government persoergénditure and reducing non-essential spending.
South Africa’s savings rates rank poorly comparéith whe rest of the world at 15.4% of GDP in
2015. Household debt as a percentage of housgtoalche now stands at 78.4% (this includes loans,
overdrafts, credit card debt, home loans, accotihts)

The National Treasury’s 2014 Medium-Term Budgetdyabtatement (MTBPS) signalled

a shift in fiscal policy; the Government proposecdoanprehensive package of measures to narrow
the budget deficit, stabilise debt and begin taiilekfiscal spacé? These included among others,
moderating expenditure growth with reductions faegn non-essential goods and services, tax
measures to increase revenue, financing of stateedwompanies and freezing the personnel budget
of the national government. The public wage ldhhains high at R400-billion in 2014/15 with a
projected total for the 2016/17 financial year te B430-billion, representing 35.5% of the
government’s total budget. Statistics releasediZor the 2012 personal income tax base shows
it to be extremely small, with less than 5% of kaleour force paying more than 50% of personal
income tax. Personal income tax represents 34f86éwth Africa’s total tax revenue, making it the
single biggest component of the tax base.

South Africa’s growth has continued to slow dowarrently achieving only 1% in the
second quarter 2015. The economy was affectedshyast protracted industrial action in 2014
since the end of apartheid and significantly weaiand from trading gaps. Inadequate electricity
supply remained a binding constraint on growth endeen only to ease by about 2020. Weak
domestic demand and investment rates also aalrag @n growth, manufacturing activity decreased
to a six-year low of 43.3 in November 2015, dowonir48.1 in the previous monthStandard &
Poor’s credit rating for South Africa in June 20&8nains at a BBB-rating, the lowest investment
grade, which followed a downgrade in June 2014er Ftch affirmed its own BBB rating with a
negative outlook in June 2015, stating inadequateumstable electricity supply had led it to cut
economic growth forecasts for 2015 and 2016.

The EESE survey probed the opinion of respondents avhether South Africa is seen to
have a sound and stable macroeconomic policy anddbnomy is well managed. Only 8% of the
total respondents agreed. 54% of all respondesitged the statement with SME owners not
agreeing (62%), followed by informal business owrerd employees (47% and 42% respectively).
These strong opinions echo public sentiments sedinei media where the government is coming
under increasing criticism for policy uncertaintydathe introduction of poorly considered
regulations such as South Africa’s new visa reguigt on tourism, land reform strategies on

10 Theobald, S. (2014, November 20). Planning, daimgj measuring. Business Day. Johannesburg.

11 South African Reserve Bank. (2015). Quarterly 8tifl June 2015. Pretoria.

12 AfDB, OECD, & UNDP. (2015). African Economic Oudk 2015. Paris.

13 Bureau for Economic Research. (2015). Barclayschtiging Managers’ Index November 2015.
Stellenbosch.



agriculture, amendments to the Mineral, PetroleRasources and Development Act, and the
proposed Promotion and Protection Investment Billeplace the bilateral investment treaties that
South Africa has terminated.

Figure 1: Sound and stable macroeconomic environment

Sound & Stable Macroeconomic Policy

W Agree
B To a limited extent
B Dont know

0.00 0.25 0.50 0.75 00

Do you agree with the following statement?““South Africa has a

sound and stable macroeconomic environment and its economy is
well managed.”

Key Indicators

GDP Growth Rate (%) 2011 2012 2013 2014 2015 2016
Measures the annual percentage growth rates of all | South Africa 3.2 2.2 2.2 1.5 1.4 1.3
value added goods and services produced in the .

country. GDP is the sum of gross value added by all Malaysia 5.2 56 4.7 6.0 4.7 4.5
resident producers in the economy plus any product | Brazil 3.9 1.8 2.7 0.1 -3.0 -1.0
taxes and minus any subsidies not included in the value

of the products. It is calculated without making | Turkey 8.8 2.1 4.2 2.9 3.0 2.8

deductions for depreciation of fabricated assets or for | annual percentage growth rate of GDP.

i i 14
depletion and degradation of natural resources. 2015 and 2016: *Forecast IMF World economic outlook 2015

Source: World Bank national accounts data (World | database.l>
Development Indicators Online).

Inflation, consumer prices (annual %) 2011 2012 2013 2014 2015 2016
Measures the annual percentage change in the cost to | South Africa 5.0 5.7 5.4 6.4 4.8 5.9
the average consumer of acquiring a basket of goods .

and services that may be fixed or changed at specific | Malaysia 32 1v 21 31 24 38
intervals, such as yearly. ¢ Brazil 66 54 62 63 89 63

Source: World Bank national accounts data (World

Development Indicators Online). UL 82 22 £z 22 74 82

2015 and 2016: *Forecast IMF World economic outlook 2015
databasel?

4 World Bank. (2015). World Development IndicatdgDP growth (annual %), World Bank national accounts
data, and OECD National Accounts data files.

15|MF. (2015). World Economic and Financial Survey#orld Economic Outlook Database.

16 World Bank. (2015). Wold Development Indicatonsfldtion, consumer prices (annual %), International
Monetary Fund, International Financial Statistind aata files.

17IMF. (2015). World Economic and Financial Surveyrld Economic Outlook Database



Current Account Balance (% of GDP) 2011 2012 2013 2014 2015

Current account balance is the sum of all the net exports | South Africa -2.2 -5.0 -5.8 -5.5 -4.4

of goods and services, net primary income and the net .

secondary income. It records the countries transactions Malaysia 116 6.1 3.7 ND ND

with the world and shows whether the country is “living | Brazil 2.0 2.2 3.4 4.4 -4.0
I 18

within its means Turkey 97 62 79 58 45

Source: International Monetary Fund, World Economic Outlook

Database, 2015. 2015 and 2016: *Forecast IMF World economic outlook 2015

database??

General Government Gross Debt (percentage of 2011 2012 2013 2014 2015 2016

GDP)

Gross debt consists of all liabilities that require payment | South Africa 37.6 404 435 46.0 483 497
or payments of interest and/or principal by the debtor to .

the creditor at a date or dates in the future. This includes Malaysia 526 545 559 551 555 536
debt liabilities in the form of SDRs, currency and | Brazil 61.1 635 622 652 699 745
deposits, debt securities, loans, insurance, pensions and

standardized guarantee schemes, and other accounts Turkey 39.1 361 361 336 321 321

payable. Thus, all liabilities in the GFSM 2001 system
are debt, except for equity and investment fund shares
and financial derivatives and employee stock options.
Debt can be valued at current market, nominal, or face
values?0,

Source: International Monetary Fund, World Economic Outlook
Database, 2015.

Forecast IMF World economic outlook 2015 database.

2.2. Trade and sustainable economic integration

Trade and market integration are important to trewth of sustainable enterprises and
employment generation. Some economists argue tieatdasing aggregate demand internally by
lowering interest rates and increasing wages a$ agelsocial protection transfers can lead to
economic growth. Initial observations suggest that approach may work in non-tradable sectors
such as services, but could make tradable seasssdompetitive. Some countries have looked
inward, competing with imports in their home masksdther than competing for foreign custom in
the world market and these strategies have ocaBi@ucceeded in spurring investment, increasing
the size and efficiency of domestic producers. s€hpolicies have also avoided the risks and
dislocations of opening up to foreign competitiohhe Growth Commissidhhowever found that
growth strategies that rely exclusively on domedémand eventually reach their limits as the home
market is usually too small to sustain growth famd, and it does not give an economy the same
freedom to specialise in whatever it is best atlpoing. The Commission’s findings show that the
path for nations to achieve sustainable long tezriods of high growth and employment is to exploit
the world markets through exports, requiring firmsspecially SMEs — to be globally competitive;
taking advantages of comparative factors and isangaheir competitive edge.

South Africa has identified the exports sectorrasragine for higher, more inclusive and job
intensive growth with the NDP, aiming for exporiwme growth of 6% a year to achieve an annual
increase in real GDP growth of about 5.5%. Theaustidal Policy Action Plan (IPAP), now in its
fifth iteration, is based on the need for sustdimalong-term development that is underpinned by

8 World Bank. (2015). World Development Indicator€urrent account balances (BoP, current
USS$),International Monetary Fund, Balance of Payim&tatistics Yearbook and data files.

19MF. (2015). World Economic and Financial Surveyrld Economic Outlook Database.

20 |bid.

21 World Bank, & Commission on Growth and Developme@2008). The Growth Report Strategies for
Sustainable Growth and Inclusive Development. Wagtbin.



higher growth, exports and labour-intensive, vadeing economic activity in the production
sectors, led by manufacturing, and focussing orerairbeneficiation, regional integration, providing
incentives to promote innovation and technologywel as infrastructure developméntDespite
some successes in some areas however, South Afdcahomy contracted by 1.3% in the second
quarter of 2015 and manufacturing production dediby 1.5% month on month in 2015, after rising
by 0.8% month on month in December 2014, despéedhd/dollar weakening over the past three
years?® The overall weakness in South Africa’s industdatput reflects a wide range of factors
including problems with low productivity, regulaadour market disruptions and infrastructure
bottlenecks, especially electricity. Disruptionghe platinum sector at the beginning of 2014 dad
substantial negative impact on manufacturing. Béditica’s weak consumption growth of 1.1% in
the third quarter of 2014 shows a pattern of ovavabhk economic growth, negative employment
growth, and tighter credit conditions for houselsdfd

Regionally, South Africa seeks to promote integratat three levels: the South African
Customs Union (SACU), the South African DevelopmE&nmmunity (SADC) and the Tripartite
Free Trade Area (T-FTA) between SADC, the Commonkiglafor Eastern and Southern Africa
(COMESA) and the East African Community (EAC), wiicovers 26 countries with a population
of 626 million and a combined GDP of USD 1 trilli&h Deeper regional trade could help ignite
export-led growth for South Africa goods and segsgiallowing for greater competition among firms
in South Africa; boosting productivity and efficen enabling entry for new and more productive
firms - especially small and medium enterprisesl, ereate jobs to make the export sector a major
direct contributor to employment growth and povegguction by tapping into South Africa’s large
pool of low-skilled labour. Evidence collectedficSBP’s SME Growth Index shows that South
African SMES have the ability to cultivate new metk with the biggest export market being in the
SADC region, followed by Africa beyond SADC, aneté is considerable interest among the panel
firms participating in the study to explore foreigrarkets especially in sub-Saharan Africa. This
represents good news for South African policy meke3tudies show that exporting SMEs tend to
be larger in size than non-exporters; the wagesphg tend to be higher and they tend to have lnighe
labour productivity. These correlations come acabsarly in the SME Growth Index. Export firms
on the panel have higher levels of labour produgt{(63% higher for business services and 38% for
manufacturing), they pay, on average, higher w&g&%o higher for manufacturing and 29% for
business services). In terms of total factor praigitg (TFP), exporters on the study’s panel pearior
better than non-exporters particularly in manufdanty For manufacturers TFP levels in the panel
are more than 20% higher than non-exporters, anldiuginess services firms 6%.

The EESE survey asked respondents about their \oemte importance of cross border
trade. The majority of respondents, 48% statedtthde integration with South Africa’s neighbours
was very important (58% for SME owners, 39% foromfal business owners and 34% for
employees).

22 The Department of Trade and Industry. (2013). $tdal Policy Action Plan Economic Sectors and
Employment Clusters IPAP 2013/14 - 2015/16. Pratori

23 Bureau for Economic Research, & CIPS Africa. (20Kagiso Purchasing Managers’ Index. Johannesburg.
24 AfDB, OECD, & UNDP. (2015). African Economic Oudk 2015. Paris.

5 |bid.

26 SBP. (2013). Exporting and importing by small anedium firms in South Africa. Johannesburg.



Figure 2: Importance of cross border trade

Trade and Sustainable Economic Integration

niorma
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B Somewhat important

B Dont know

In your view how important is cross border trade with our
neighbours to South Africa’s economy

South Africa is Africa’s most industrialised counattracting thousands of foreign nationals
every year. Xenophobic violence against foreigtionals in South Africa has worsened over the
years with widespread attacks in at least 6 of@tgrovinces. Xenophobia is defined by South
Africa’s Human Rights Commission (SAHRC) as theep@islike of non-nationals by nationals of
a recipient staté’. The EESE survey probed the perceptions of refgus to foreign businesses
and foreign business owners’ contribution to S@ftica’'s economy. Respondents showed positive
sentiments either strongly agreeing (31%) or ageé30%) to the importance of foreign business
interests in South Africa. There were some intergs/ariations however among the respondents
with regard to whether foreign business ownerstppesy contribute to the economy. The majority
of the respondents agreed, 29%, but informal bssimevners either stating that they agreed to a
limited extent (24%) or not agreeing (27%). Likesvier employees there were marginal variations;
employees either agreed (28%), or to a limitedréxagreed (25%) and not agreeing (26%). At the
informal economy level these variations are nopgsing given increasing levels of xenophobia;
reasons for the attacks differ, some are blamedtHer contestation for scarce resources and
inadequate service delivery, and the influence iofanpolitics in townships. Foreigners are also
blamed for their businesses that take away cusfran local residents. Nevertheless, the general
positive sentiment shown by the total number opoeslents, especially from informal business
owners is an encouraging trend.

27 South African Human Rights Commission. (1998, ®etol5). Braamfontein Statement on Xenophobia.
Johannesburg.



Figure 3: Foreign business contribution perception

Trade and Sustainable Economic Integration
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Do you agree that foreign businesses positively contribute to the
South African economy?

Figure 4: Foreign business owners contribution perception

Trade and Sustainable Economic Integration
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Do you agree that foreign business owners positively contribute to

the South African economy?

Foreign Direct Investment (FDI) flows into Southriéh have seen a decline, dropping by
31.2% to USD5.8-billion in 2014, down from USD8.ibn in 20132 attributed to a number of
factors including the chronic power shortages abdlr unrest. Uncertainty has also emerged with
several changes and legislation proposed by gowarhoontributing to low business confidence in
South Africa. South Africa’s Department of Tradedadndustry is in the process of cancelling a
number of bilateral investment treaties, with tih@ af replacing the investment regime with the
Promotion and Protection of Investment Bill. Fr&894 to 2009, South Africa signed 45 bilateral
investment treaties and ratified 22 of them. ©&0South Africa signed the Southern African
Development Community (SADC) protocol on financed anvestment, which offers bilateral
investment treaty-style protection to foreign inees globally. The proposed Promotion and
Protection of Investment Bill has come under figealnumber of foreign business interests in South
Africa stating that it is intrinsically incompatélwith modern investment law, including the SADC
protocol.

28 United Nations Conference on Trade and Developiit’dCTAD). (2015). World Investment Report 2015
Reforming International Investment Governance. Gane



Key Indicators

Trade (% of GDP) 2011 2012 2013 2014

Trade is the sum of exports and imports of goods and | South Africa 60 61 64 64

services measured as a share of gross domestic product .

(GDP). 29 Malaysia 167 159 154 150

Please note that the trade-to-GDP ratio refers to the sum | Brazil 24 25 26 26

of the imports and exports and could therefore exceed

100%. Turkey 57 58 58 60

Source: World Bank (World Development Indicators Online). Trade share (%) in GDP.

Enabling Trade Index (ETI) 2010 2012 2014

The Enabling Trade Index measures the factors, policies (72) (63) (59)

and services facilitating the free flow of goods over | gguth Africa 3.9 41 4.2

borders and to destinations. The index breaks the

enablers into four overall drivers. Market access, Border | Malaysia (30) (24) (25)

administration, Infrastructure and Operating 4.7 4.9 4.8

environment 30 )

Source: World Economic Forum. WEF Global Trade Reports Brazil (87) (84) (86)

2010/2012/2014 3.8 3.8 3.8
Turkey (62) (62) (46)

4.1 4.1 4.3

Country Rank and rating are indicated in the table, country rank is
indicated in parenthesis. Rating between 1-7 higher rating indicates
better performance.

2.3. Enabling legal and regulatory environment

Studies have shown that an appropriate and endbljadjand regulatory environment is the
single, most important element in promoting sustali@ enterprise development and facilitating the
transitions to formality* Well-designed and carefully considered regulatiand laws are essential
for supporting start-ups, transitions to formabtyd economic growth. Inadequate regulations that
increase administrative inefficiencies can leadtiodensome red tape and the expansion of the
informal economy. A well-ordered and productivemamy needs regulation. Regulations create
socio-economic benefits, and give rise to efficienosts, because they alter the outcomes that a
purely competitive market would create. They amr@duct of the need to balance the goals of
competition and market efficiency against sociorernic objectives such as the more equitable
distribution of resources, or equal access to dppiies. The balance between market efficiency
on the one hand and social economic policy objeston the other requires complex political trade-
offs and choices. The South African governmerg,dwer the years, made a commitment to reducing
the gap between South Africa’s dual economies, tandeducing unemployment, poverty and
inequality.

Despite the Government’s acknowledgement of thalaggry burden in South Africa - the
National Development Plan notes special conceragimg to South Africa’s onerous regulatory

2World Bank. (2015). World Development IndicatoFsade (% of GDP), World Bank national accounts data
and OECD National Accounts data files.

30 World Economic Forum. (2010), (2012), (2014). Tiebal Enabling Trade Report. Geneva.

31 Graham, B., Mathew, G., Mariell, J., Andrew, M.,.SBP. (2002). Indigenous Private Sector Development
and Regulation in Africa and Central Europe: A Idu@try Study. Johannesburg.



environment, and government’s stated commitment to reducidgtape - regulatory burdens on
businesses continue to rise. For small businetissgs particularly a concern. The SME Growth
Index found that red tape for firms employing l#sn 50 employees can account between 4 to 8%
of turnover. Each firm on the panel’s study spmmaverage 75 hours a month dealing with red tape
or the equivalent of eight working da¥’sThe World Bank’s “Ease of Doing Business Indeatiks
economies from 1 to 189, where a high ranking c&dl@ regulatory environment that is conducive
for business operations. The index includes aesrégy 10 different topics. The latest data reddas
for 2016, reflects South Africa’s worsening positifor doing business; South Africa ranked?73
down four spots from the previous year Ease of B&uosiness Index.

The Burden of Government Regulations Ranking messent in the 2015 Global
Competitiveness Report places South Africa in 1d7ob 144 countries, reflecting South Africa’s
increasing regulatory trerfd.

Small businesses have to comply with the same le¥elegulations as large firms.
Compliance costs are regressive: the smaller ting the heavier the burden. The Davis Tax
Committee indicates a median cost of R20 500 tollshasinesses to comply with all tax
requirement$® Based on these calculations and using the SME tBréwdex data, the cost of
regulatory compliance for SMEs equates to R18 @Ghmwnth, or R216 000 a year; for companies
with a turnover of R5million, these costs repregi@ntof turnover. Business concerns regarding the
compliance burden relates not only to the volumegtilatory requirements and poor administration
(administrative inefficiencies), but also the freqay of regulatory change. Findings from the SME
Growth Index show that over 60% of the panel wersuve of the regulations that they need to
comply with, and 78% of the panel reported in 201 the business regulatory climate is becoming
increasingly hostile to their firm growff.

In facilitating the transitions of informal enteig®s to formal businesses, the ILO’s aim is
to promote country reforms to reduce registratiostg and lengths of procedures, improve access to
information and services as well as to put in piacentives towards business formalisafion.

The EESE assessed the views of respondents onnidigliregy legal and regulatory
environment with a series of questions. Asked wheatop 3 barriers were to formalising a business
in South Africa, all respondents unanimously agréwed the top barrier is that there are too many
procedures to register a business. The third bdatidoth informal business owners and employees
was paying taxes, while for SME owner’'s hiring pleofs problematic. The second barrier,
unanimous for all respondents, relates to lackfafrimation and know-how.

32 National Planning Commission. (2012). National Blepment Plan 2030 Our Future-make it work. Pratori
33 SBP. (2014). Headline report of SBP’'s SME Growttidx Growth & Competitiveness for Small Business
in South Africa. Johannesburg.

34 World Economic Forum. (2015). The Global Competitiess Report 2015-2016. Geneva.

3 Davis Tax Committee. (2014). Small and Medium Emises: Taxation Considerations, Interim Report,
July 2014.

% SBP. (2015). SME sustainability and growth shoéd an obsession for job creation in South Africa.
Johannesburg.

37 International Labour Conference. (2015). Recommagad 204: Recommendation concerning the transition
from the informal to the formal economy, adoptediy Conference at its One Hundred and Fourth@gssi
Geneva, 12 June 2015. Geneva.



Figure 5: Top barriers to formalising a business in South Africa

Enabling Legal & Regulatory Environment

What do you think are the top 3 (first, second and third) biggest barriers to formalising a business in
South Africa?

SME Ranking Informal Ranking Employee Ranking Total Average

Don’t want to formalise

Paying Taxes

Getting o business licence

Don’t know how or what to do

There are too many procedures
to register a business

Hiring people is problematic

Its too expensive to formalise

It takes too long to formalise

Other

The EESE survey findings are illuminating with regard to the informal economy and
provide evidence to the effect that reforming the amount of regulatory procedures and
administrative processes is a priority for government to support the transitions to formality. The
second priority, noted by the respondents, is the importance of ensuring easy and accessible
information on the necessary steps to establish a business.

Overall, South Africa ranks 73 in the World Bank’s 2016 Ease of Doing Business report,
down from 69 in 2015.% The Ease of doing business report ranks South Africa’s registration
procedures at 120, with 6 procedures taking on average 46 days for a business to be fully
registered. The SME Growth Index 2015 finds however, that business owners registering
another business report it can take as long as 6 months for a new business to be fully registered.
Bottlenecks in tax registrations for VAT have been reported as being one of the main causes.
Government has recently introduced a measure to help ease the process to register new
businesses in partnership with a leading bank. The bank offers a dual service of opening a
company bank account and the registration of a company with the Companies and Intellectual
Property Commission (CIPC). While this initiative may make it easier to comply with two of
the registration procedures necessary to formalize, others such as tax registration and employee
registration are still required from the individual departments and regulators.

Respondents were also asked whether the regukigimonment makes it difficult for small
business to compete with larger businesses. Therityaj66%) generally agreed, with SME business
owners being more inclined to agree (73%) aganfsetinal business owners and employees (56%
and 60% respectively).

38 World Bank. (2015). Ease of Doing Business Rep0Oitt2 Geneva.



Figure 6: Difficult regulatory environment for small business

Enabling Legal & Regulatory Environment

- e ox
B Sometimes
B Neither more or less difficult
B Dont know

Do you think that the regulatory environment makes it difficult
for small business to compete with larger businesses?

South Africa’s labour regime is frequently critieds for its inflexibility and impact on
employment generation. The EESE survey respondemrtsasked their views on the current labour
legislation that firms have to comply with and wiest it was conducive to business growth.
Respondents were given options ranging from vendaoive to a big constraint. Only 2% of the
respondents agreed that it was very conducive.r @vbird (38%) of the total respondents stated
that the labour legislation is a big constrainttiogir business growth (54% for SME owners, 25%
for informal businesses and 17% for employeesstititions dedicated to resolving labour disputes
such as the Commission for Conciliation, Mediatima Arbitration (CCMA) frequently consume a
large amount of business owners or managers tispecelly among formal small businesses. It is
estimated that firms employing less than 50 emmeyean spend on average 11 days of staff time
per case at the CCMA, and firms of the same siremgdly average two cases per year with the
CCMA.*®

39 SBP. (2013). SMEs and Employment in South Afrizhannesburg.



Figure 7: Perception of current labour legislation

Enabling Legal & Regulatory Environment

) e B Very Conducive
L] Il Conducive
B No Real Impact
B Big Constraint
Il Dont know

Do you think the current labour legislation that firms have to

comply with is to business growth.

Probing the respondents views on the amount ofdoaracy involved in dealing with
government such as obtaining business licenceistraiipns and permits, 44% of the total sample
stated these to be highly bureaucratic, and 41%utoeaucratic.

Figure 8: Perception of current dealings with Government

Enabling Legal & Regulatory Environment

Generally do you consider that businesses in their required
dealings with government (e.g. obtaining business licenses,
registrations and permits etc.) find it?

To address the legacy of apartheid policies anadmadthe participation of African people
in the South African economy, the Government inicetl the Broad-Based Black Economic
Empowerment Act 53 of 2003 (BBBEE). The Act, and @odes of Practice, allowed for a
methodology of measuring a company’s BBBEE ratingaoluntary basis. Recent amendments to
the Act and the Codes of Practice introduces piesdior the first time and while the Act and the
Codes do not impose legal obligations on firmsdmply with BEE targets, a firm’s status is an
important factor affecting its ability to succedbfiender for government and public tenders and in
certain sectors to obtain licences. Private sedtents increasingly also require their suppligrs



have a minimum BBBEE rating to boost their own scards, hence BBBEE is an important factor
impacting on any firm conducting business in Solfttica. Changes to the Codes will have a
significant impact on the SME community. The changetroduced are for exempted micro-
enterprises (EMES), businesses with turnovers 6fRillion or less, and start-up enterprises inrthei
first year of formation) retain a level 4 status Wwhere these businesses are 100% black owned they
will rise to level 1 or 51% black owned to level &l qualifying small enterprises (QSES), busiresss
with an annual income of between R10million and iRBitbn that are not 51% black owned will be
subject to severe compliance under the new Codesnilhhave to continue to apply for their
BBBEE verification certification annualff. The new amendments to the BBBEE Act and Codes
have raised increasing criticism from all level$aginess in South Africa.

The EESE survey probed the views of the respondenighether the current policy of broad
based black economic empowerment leads to entergniewth. Overall, 57% of the total
respondents disagreed with the statement. How@®8f, of the total sample agreed to a limited
extent (19% for SME owners, 31% for informal busmewners, and 31% for employees). In terms
of the previous BBB-EE score-card, enterprise dgwekent achieved 40 points plus bonus points;
with the amendments to the new score-card, thesever have been reduced to 15 poffts.

Figure 9: Does B-BBE lead to enterprise growth?

Enabling Legal & Regulatory Environment

Informa I Strongly Agree
B Agree
To a limited extent
Emplo B Do not agree
Il Dont know

Do you agree that the Broad Based Black Economic
Empowerment policy, (in its current form) leads to enterprise
growth?

Disaggregating the data the findings showed vanatbased on race. Of those who did not
agree, 84% were white, 13% black and 34% Colouksin or Indian. Of those who agreed to a
limited extent 12% were white, 39% black and 49%oGred, Asian or Indian. Of those who did
agree, 1% were white, 20% black and 11% Coloursthrfor Indian. 23% black respondents did
not know against 2% for white and 2% for coloureisians or Indians.

The appropriate balance between social and ecoribipiEratives comes into sharp relief in
measuring an economy’s regulatory system. Regwldiest practice states that the necessity of
regulation is vitally important but the compliartmgrden it places on firms needs to be proportionate
to the goals that it meant to achieve. A commoticisim with the legal and regulatory environment
in South Africa is the haphazard formation of ppli©ften new legislation is seen to be added to

40 Department of Trade and Industry. Broad Based &wimAct 53, 2003 amended 2013 (2014). South Africa
4L Werksmans Attorneys. (2014). Amendments to the BBRct and the Codes Explained. Johannesburg.



existing rules without a systematic approach tasepolicy coherence or coordination, an example
of which is whether or not the interdependencyhefamendments to the BBBEE Act and Codes and
other laws and regulations were considered in tHedfting (Skills Development legislation,
Employment Equity, Companies Act and tax laws).

To counteract rising red tape and unintended caresegps of laws and regulations, the
government approved a Regulatory Impact Assessmetitodology into South Africa’s law making
processes in 2007. The impetus for RIA was closkdyed with government’s broader commitment
to reduce red tape and improve regulatory effigiefiar the economy as a whole. The
implementation of RIA amongst national departmemtsed considerably and the degree of rigour
applied to systematic consultation also varied.véboment recently proposed the adoption of a
Socio-Economic Impact Assessment (SEIA) methodolagyeplace RIA, which it states should
ensure that government aligns the regulatory impaséessment process with the aims of both the
National Development Plan and the New Growth Path.

Key Indicators
Burden of Government Regulations and Starting Doing Starting a Burden of
a Business Business  business GClI Government
. Rank rank Rank Regulation

(Country rankings on the GCI) (EDB) (EDB (GCl)
The Ease of Doing Business (EDB) report ranks | gouth Africa 73 120 49 117
countries on a number of areas that include the starting
a business Index which records all the procedures that | Malaysia 18 14 18 6
are officially required to register a business and ranks .
these among other countries.43 The Global | Brazl 116 174 75 139
competitiveness report (GCI) measures countries Turkey 55 94 51 65
against factor, efficiency and innovation criteria, which
includes a survey of senior business individuals who
report in these elements. Inclusive in this report is a
measurement of the burden of government regulation.#4
Country ranks for 2015/16 are indicated in the table.
Source: World Bank, Doing Business Project
and WEF Global Competitiveness Report 2015.
Regulatory Quality

2010 2011 2012 2013 2014
The ability of the Government to provide sound policies _
and regulations that enables and promotes private | South Africa 0.36 0.41 0.38 0.41 0.32
sector development. Estimates of governance measures Malaysia 0.59 0.59 0.55 0.62 0.84
on a scale. 4
Scale -2.510 +2.5 Brazil 0.16 0.18 0.09 0.07 -0.07
-2.5 =low control; +2.5 = high control Turkey 0.31 0.38 0.4 0.42 0.41
Source: World Bank Governance indicators 2015.

42 The Presidency of the Republic of South Africd1(2). Annual Report 2012/2013. Pretoria.
43 World Bank. (2015). Ease of Doing Business Rep0ii6. Geneva.

44 World Economic Forum. (2015). The Global Competitiess Report 2015-2016. Geneva.

45 World Bank. (2015). The Worldwide Governance lalics (WGI) project. Regulatory Quality.



Table 1: Tax rates reviewed South Africa, Malaysia, Brazil, Turkey

Personal
Income
Country Maximum VAT Rate/ Sales Tax
Corporate Tax Rate ximu
tax rate
South 28%  Withholding Tax 15% on 43% 14% Basic foods exempt
Africa dividends
Malaysia 25% 0% dividend Tax 25% 6% Foods largely exempt
Brazil 25% A combination of a 15% 34% 17% to Exemptions on certain foods and
basic rate and a 10% 19% printed
surtax on income. A (varies material
social contribution on regionally)
net profits (CSLL) at a
rate of 9%.
Turkey 20%  Withholding Tax 15% on 35% 18% Varies from 1% to 8% on basic foods

dividends

2.4. Rule of law and secure property rights

Enterprises flourish in a society where there feremal and effective legal system; where
the rule of law is upheld, contracts are honourabi@operty rights are secure. The rule of lavesel
on the principle that all citizens are bound byltwes of the country and government is accountable
under the laws of the land. For the rule of lavibéosustainable laws must be just, stable and open
to public scrutiny. Laws must be applied evenlg arotect the human rights of citizens, including
personal and property rights. In delivering justibe law must be applied by a competent, ethical
and independent judiciaf§.

South Africa’s Constitution is the result of extesand inclusive negotiations that were
carried out in the period of the country’s politi¢eansition and based on the awareness of the
injustices of the country’s apartheid past. It waiten in consultation with the public and elette
public representatives post the 1994 democratictieles and took effect in February 1997. The
Constitution is the highest law of the land andotiwer law or government action can supersede it.
The founding provisions of the Constitution give@minence to human rights; non-racialism and
non-sexism, supremacy of the Constitution and the of law, and South Africa’s democratic
philosophy of “universal adult suffrage, a natioo@nmon voter’s roll, regular elections and a multi
party system of democratic government to ensureuwattability, responsiveness and opennéss”.
While the constitution represents the supreme la8ooth Africa, there has been growing concern
regarding the quality of legislation, and its citugbnality passed by parliament in recent years,
with an increasing number having been found in tcmube unconstitutiondf. Most recently, The
Public Protector stated that South Africa needguatson where decision-makers in government
fully submitted to constitutional supremad$.

46 World Justice Project. (2008). What is the Ruléafv?

4T The Constitution of the Republic of South Afrid206).

48 Sisulu, M. (2012). Speech delivered by the Speakehe National Assembly of the Parliament of the
Republic of South Africa.

4% Madonsela, T. (2015). 5th Desmond Tutu Lecture.



The Rule of Law Index measures the extent to whigents have confidence in and abide
by the rules of society, including the quality ohtract enforcement and property rights, the police
the courts, and the likelihood of crime and viokeon a scale of -2.5 to +2.5; - 2.5 is low andb+2.
is high. Compared with Malaysia 0.6, Brazil -.0&larurkey 0.4, in 2014, South Africa scores a
reasonable 0.%.

The moderate scores attributed to South Africarapart due to the country’s functioning
and independent judiciary. The Constitution pregitor a Constitutional Court; Supreme Courts of
Appeal, High Courts and Magistrate’s Courts. Tla<itutional Court, Supreme Court of Appeal
and High Courts have the power to protect and eggutheir own processes, and to develop the
common law. The courts are also required to deelaydaw or conduct that is inconsistent with the
Constitution to be invalid, and develop common ld&t is consistent with the values of the
Constitution, and the spirit and purpose of thédiRights. There are also special income taxtsour
the Labour Court and the Labour Appeal Court, thaed-Claims Court, the Competition Appeal
Court, the Electoral Court, divorce courts, smhims courts, "military courts”, and equality cayrt
and other courts established or recognised in tefras Act of Parliament.

Assessing South Africa’s property rights comparét Brazil, Turkey and Malaysia, South
Africa is ranked 22 out of 144 countries in the 2@lobal Competitiveness Report against Malaysia
at 25, Brazil at 92 and Turkey at 2While property rights are protected under Southicafs
Constitution, there has been mounting pressure@weargment to accelerate land reform with a view
towards greater and more equitable land distributidhe objective of the National Development
Plan is to achieve 20% commercial farm ownershig@30. Commercial land for this purpose will
be identified by District Land Committees comprisikey stakeholders including land owners,
private sector, government and government agencfearrently, land reform and purchase is
recognised on the basis of “willing buyer, willisgller” principles but there have been frequent
pronouncements to abandon this policy to achieveenamgressive transformational reform,
notwithstanding the entrenchment of property rightthe constitution. An additional complexity
with regard to property rights and the use of prgpir collateral purposes in rural areas is South
Africa’s communal land policy in the former hometia® This refers to the systems most rural
communities operate to express order, ownershgsgssion and access to regulate use and transfer
land, which are regulated by customary law and gse to problems mainly the lack of collateral
when farmers need loans and investments. A new GoralmLand Tenure Policy (CLTP) is
currently being considered, which proposes thatditional councils” set up under the new policy
will achieve full ownership by title deed of block$ land in the former homeland areas, while
individuals and families will attain “institutionaise rights” to parts of the land within these aféa

Concerns have been raised particularly by foré@igestors towards expropriation of land
without compensation with amendments to the Expatipn Bill of 1975, the introduction of the
Property Valuation Bill of 2014 and the Promotiord&Protection of Investment Bill of 2013. All
three bills have been passed by parliament but asyet to come into effect.

The increasing burden of crime and the abilitynef police force to protect citizens against
it is an increasing concern for all businessesgelasmall and informal — operating in South Africa
The official South African Police Services (SAP8jre statistics for the 2013-2014 financial year
reflect the heavy burden crime places on busirigssistics calculated by the Institute for Security
Studies of the crime trends from April 2014 to 3argh 2015 show that on average 53 businesses a

S0 World Bank. (2015). The Worldwide Governance ladiics (WGI) project. Rule of Law.

51 World Economic Forum. (2015). The Global Competitiess Report 2015-2016. Geneva.

52 Weideman, M. (2006, March). Land reform, equitd gmowth in South Africa: A comparative analysis.
53 Centre for Law and Society. (2015). Communal L&iadure Policy and IPILRA.: University of Cape Town.



day reported being robbed in 2014/264%Crime has consistently increased over the pageats
and is now 421% higher than in 2004/26D&able theft is a further concern to business sihce
often leads to protracted power outages. In 261 former police minister estimated that cable
theft costs South Africa approximately R5 billiogear, but other sources have placed this figure at
closer to R10 billion a ye&f.Other studies conducted among the business cortyrailsd show the
worrying changes in crime trends affecting busind$se Grant Thornton International Business
Report (IBR) reports that in 2014, 74% of businesscutives noted the increased cost of security
as their biggest burden, 37% indicated that thesatiwf crime led to decreased productivity and 20%
indicated that the threat of crime led to a losstaff>’

For small firms and informal businesses, crimedasbstantial impact on both direct costs
as well as on opportunity costs. These enterpidsessignificant risks of financial loss, and puial
violence and emotional damage associated with crirhe SME Growth Index estimates crime
associated costs for small business at 3% of al $immals turnover based on the survey panel
response® Crime negatively affects informal businesses peshraore so than formal businesses
since they are unlikely to have insurance agatoskdosses. They are also typically more exposed
to criminal activity due to lack of security at theremises, and especially for traders due to the
exposed nature of their activities.

The EESE indicates the perception of the policelpacity to protect businesses from
criminal behaviour against responses ranging freny igh to very low. Of the total sample 53%
of the respondents rated the capacity of polickeovery low, followed by 31% low and 11%
adequate. 63% of the SME business owners rategbifee capacity at very low, 45% of informal
businesses likewise and 40% for the employeesomiony to the SAPs report in releasing the 2013-
2014 official crime statistics, improved visibleligong was seen to reduce street robberies, asudtre
of almost 70 000 additional police officials whoredired between 2002 and 2012. However, the
police believe that the greater number of officensthe streets contributed to robbers targeting
houses, vehicles and businesses instead.

54 Institute for Security Studies. (2015). FACTSHEEauth Africa’'s 2014/15 murder and robbery crime
statistics. Africa Check.

%5 1bid.

%6 1bid.

57 Institute for Security Studies. (2014). The insiag burden of crime on business in South Africa.

58 SBP. (2014). Headline report of SBP’'s SME Growttiex Growth & Competitiveness for Small Business
in South Africa. Johannesburg.

59 Institute for Security Studies. (2015). FACTSHEEouth Africa’s 2014/15 murder and robbery crime
statistics. Africa Check.



Figure 10: Capacity of police to protect businesses

Rule of Law and Secure Property Rights
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How would you assess the capacity of the police to protect

businesses from criminal behaviour (e.g. theft)?

Key Indicator

Source: World Bank, Governance Matters database.

Rule of Law Index 2010 2011 2012 2013 2014
Measures the extent to which agents have confidence in | South Africa 0.11 0.12 0.08 0.12 0.16
and abide by the rules of society, including the quality of .
contract enforcement and property rights, the police, and | Malaysia 0.53 0.52 0.51 0.48 0.64
the courts, as well as the likelihood of crime and Brazil 0 -0.01 011 012 -0.08
violence. 60

Turkey 0.12 0.08 0.04 0.08 0.04

Estimate of governance measured on a scale from approximately -2.5 to

2.5. Higher values correspond to better governance.

Report.

1=weak and not enforced, 7=strong and enforced.

Intellectual Property Protection Index value Rank

The WEF survey asked business leaders to provide their | South Africa 5.3 22
expert opinion on the following: “intellectual property i

protection and anti-counterfeiting measures in your | Malaysia 5.2 25
country.” are 1=weak and not enforced, 7=strong and i

Source: World Economic Forum, The Global Competitiveness | Turkey 3.7 72

2.5. Fair competition

Fair competition in the market place is importamt the private sector and sustainable
enterprises to grow and for a range of efficienarethe provision of goods and services, reduce
public distortions and to widen consumer choicesnany areas of the world, activities of enterise
are regulated at national and international letekEnsure sustainability, preservation of jobs tand
prevent monopolistic practices.

80 World Bank. (2015). The Worldwide Governance ladiiecs (WGI) project. Rule of Law.
62 World Economic Forum. (2015). The Global Competitiess Report 2015-2016. Geneva.



The Intensity of Local Competition Index measubeslevel of competition in local markets
from 1 to 7, 1 being limited and 7 being intenseniost industries. In terms of the intensity ofdbc
competition, South Africa scored 5.5 in the 2016l8al Competitiveness Report, equal to Malaysia
and against Brazil's 5.3 and Turkey’s 5.9. Souftica’s value for effectiveness of anti-monopoly
measures was scored at 5.1 compared with 4.7 fieyu4.3 for Brazil and 5.0 for Malaysia.

South Africa has relatively sophisticated comperitiaws in line with international laws and
regulations. The South African Competition Act &91998 as amended applies to all economic
activity within, or that has effect within, Souttirisa. As such, South Africa competition laws appl
to all South African firms and international firrdeing business in the country and also apply to
those business activities that have an effect ersSthuth African econonfi. Key objectives of the
Act is to “ensure that small and medium enterpriaes afforded an equitable opportunity to
participate in the economy, increase the ownerstake of historically disadvantaged persons and
expand opportunities for South Africa’s participatiin world markets® A feature of South
Africa’s competition regime is that its competititew enables government to participate in the
Competition Commission’s proceedings, which israrependent body tasked with promoting fair
competition and enhancing the competitiveness oftSafrican markets. The Commission also has
to balance the application and enforcement of cdoitnpe law with industrial policy when
performing its mandat® The Competition Act also empowers the competidiothorities to actively
pursue public interest objectives, for instancesfedlly scrutinising mergers for effects on specific
and vulnerable employees. A continuing challerayalfe Commission however is in dealing with
government’s expectation that it attends to sevavaio-economic problems through competition
policy, which may be better dealt with through dirsector regulation or industrial policy measures.

The EESE survey tested the extent of how competaicy and regulation is perceived by
SME owners, informal business owners and employetssestingly, there were wide variations in
the responses. SME owners rated competition palicllegislation to be sometimes effective 35%,
informal business owners 28% and employees 20%heitategory of non-effective, SME owners
accounted for 20% of the responses, informal bgsimevners 17% and employees 14%. Of the
total sample, 30% respondents rated the countgrgpetition policy and laws to be sometimes
effective.

52 World Economic Forum. (2015). The Global Competitiess Report 2015-2016. Geneva.

63 Competition Commission South Africa. The Competi§i Act (1998).

64 1bid.

85 Slater, D. (2014, March 7). Competition policywlaan be used to regulate economy. Polity.org.za.
Johannesburg.



Figure 11: Competition policy and legislation in South Africa
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South Africa?

The (EESE) survey gathered information as to whether formal SME business owners
operated informally in their early/start up stages of enterprise. Just on 10% of the respondents
reported to have been informal for an average period of 2 years.®® The businesses largely
reported factors associated with the protection of sharecholder interests and market requirements
as being drivers of formalization, with a large majority expressing scale opportunities as being
a key driver. Market forces and growth were expressed in greater frequency than other factors
mentioned. This highlights the pivotal role the business community plays in encouraging
formalization. As enterprises become increasingly reliant on the services and market
opportunities from the formal economy, they are encouraged to adhere to the norms and
standards practiced in their respective industries. These findings point to the important role of
the South African business community in facilitating and influencing the behavior changes for
transitions to formality.

On the other hand however, the informal economy can also play a destabilizing role for
formal businesses, especially SMEs. Informal enterprises do not fully comply with the norms
and standards of the country and have a marginal advantage over their law abiding SME
counterparts, which carry the burden of minimum wage, tax compliance, company procedural
guidelines and many more official requirements. To assess the impact of informal enterprises
on formal SMEs, the EESE survey asked formal SME business owners whether or not
competition from the informal economy was an impediment to their business growth, with 28%
of the respondents reporting in the affirmative. Of those that reported informal competition as
an impediment, 22% indicated it was a very significant, 56% moderately significant, and 22%
not an impediment at all.

66 SBP. (2015). SME Growth Index. Johannesburg.



Figure 12: Competition with informal business
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Given the importance placed on the SME sector ByNBP and the competition pressures
felt by small firms from the informal economy, ttteallenge is to ensure an environment that enables
SMEs to grow and expand their operations, and tanppiace conditions under which start-ups can
flourish and more entrepreneurs are encouragedittalise and enter the formal market. The World
Bank suggests that rewarding firms for being snsaliot the point of SME policies and support
schemes, rather it is about creating a functiomegogy for firms — where new ones can emerge,
where existing ones can contract, and where firars work with each other depending on the
requirements of the secttrTo facilitate the transitions to formality, thedQfs recommendation 204
(R204) proposes a balanced approach to incentask enforce formalisation of enterprises,
proposing both pull and push factors such as mdiéegsing procedures easier as well as adopting
a light touch enforcement appro&€h.

67Klein, M. (2004). 2004 Annual Review Small Busindggivities.

%8 International Labour Conference. (2015). Recomragad 204: Recommendation concerning the transition
from the informal to the formal economy, adoptediy Conference at its One Hundred and Fourth &essi
Geneva, 12 June 2015. Geneva.



Key Indicator

Internal Competitiveness

Intensity of local
competition*

Effectiveness of
Anti-monopoly

policy**

The Global competitiveness report measures elements Ranking Index Ranking Index
that of internal competition. Measurements that are Value Value
useful to identify the degree to which internal .
competition is fair are the intensity of local competition | SCUth Africa 43 5.4 13 5.1
and the effectiveness of anti-monopoly policies as Malaysia 37 54 18 4.9
measured in the GCI, based on a survey of business
respondents measuring the affect to which policy and | Brazil 41 5.4 73 3.7
legislation affects the reported elements. %°

Turkey 10 5.9 34 4.3

* 1 =not intense at all;7 = extremely intense
** 1 = does not promote competition 7 = effectively promotes

Source: Global Competitiveness Report 2015.

competition

External Competitiveness Prevalence of non- Trade Tariffs, %
tariff barriers* duty**

The Global Competitiveness Report measures elements Ranking Index Ranking Index
of external competition. Measurements that are useful to Value Value
identify the degree to which external competition under .
the market efficiency pillar is the prevalence of non-tariff | SOUth Africa 33 4.6 78 6.2
barriers and the Trade tariffs as a 5 duty in the GClI, Malaysia 9 51 63 4.6
based on a survey of business respondents measuring
the affect to which policy and legislation affects the | Brazil 117 3.9 120 11.6
reported elements. 7

Turkey 42 45 72 54

* 1= Scale 1=Strong; 7= no limit

** Trade-weighted average tariff rate 2013 or most recent year
available

Source: Global Competitiveness Report 2015.

2.6. Information and communication technologies

With the continuing shift towards knowledge basedr®mies, the use of information and
communication technologies is fundamental to theeligment of sustainable enterprises.
Affordable access to information technology (ICTijhances competitiveness and innovation. The
South African ICT sector has grown rapidly, twidee trate of the economy with the sector
contributing 2.9% of the country’s total GDP in 201 The combined factors of the levels of
economic and social development in South Africaerfak a different context for the country’s ICT
development than in most other African countrieghwihich it is generally compared. A relatively
sophisticated ICT sector has emerged in South &fdeer two decades of telecommunications
reform since the mid-1990s, with currently two ogaél fixed-line operators, five mobile operators,
and hundreds of internet service providers andevatided network service providers. The sector
grew significantly from 2005; the Department of Gammications (DoC) reported in 2010 that the
total South African telecommunications market hawhgn from R131 billion in 2007 to R179 billion

9 World Economic Forum. (2015). The Global Competitiess Report 2015-2016. Geneva.

70 |bid.

1 Gilwald, A., Moyo, M., & Stork, C. (2012). Undeastding what is happening in ICT in South Africa - A
supply and demand side analysis of the ICT sector.



in 2010. Furthermore, the South African IT indusivgs valued at R77,1 billion in 2011 and is
expected to grow at a compound annual growth @A«&R) of 8,6% to reach R116 billion in 201%6.

Despite its rapid growth however, South Africa’sTIBGas not been accompanied by the
realisation of the primary policy objective of afflable access for all to the full range of
communications services that characterise modemmoggies. The Network Readiness Index (NRI)
measures countries’ propensity for exploitatiorthef opportunities offered by ICT, and the impact
of ICT on the competitiveness of nations. Southic&fhas slipped from 70 in the NRI global ranking
in 2013 to 7% place out of 144 countries in 2015, trailing behimalaysia’s 32anking and Turkey’s
48 in 20157

Other indices used to measure ICT also show thathSdrica has lost status as a continental
leader in internet and voice connectivity. Thestnitional Telecommunications Union (ICU) ICT
Development Index compares developments in infaonand communications technologies in 154
countries and combines 11 indicators into a singtasure. These include ICT access, use and skills
such as households with a computer and numbeteshiet users, and literacy levels. South Africa’s
ranking on the ICU ICT Development Index slippeahfr729in 2002 to 90 in 2014 against Brazil's
66, Malaysia's 71 and Turkey’s 68 rankifgd-he downgrading in the country’s rankings reflects
the duopoly characteristics in South Africa’s fixaad mobile markets, which have in recent years
featured price-matching, poor service quality ant-eompetitive behaviour. The state owned
fixed-line provider Telkom retains the lion’s shafethe market and competes downstream with its
competitors in the electronic communications servand electronic communications network
service licence categoriésCombined, these factors make competitive pressone new entrants
in both the fixed and mobile markets difficult toegt.

Fixed line access has continued to decline to 1BB®@aseholds in 2012, with only 24% of
households in urban areas and 5.8% of householdsrah areas having working fixed linés.
Ownership of mobile phones is high in South Afriadth little difference between urban and rural
areas estimated at 86% of the adult populatiory€Hss or older) owning mobile phones in 2612.
The continued increase in the use of mobile phbasdeen stimulated by reductions in the costs of
services. The sector’s regulator, the Independentr@unications Authority (ICASA) introduced a
mobile terminate rate (MTR) reduction glide patlidduce mobile service costs to consumers, with
the final MTR reduction taking place in 2013. Hawe the cheapest mobile prices in South Africa
still lag behind countries where the regulator Baabled competitive pricing pressure. The ICT
Satellite Account, 2015 reported that for every 1@0ds spent on household expenditure, R4.60
(4.6%) was spent on ICT products in South Afric®f this, R2.90 (2.9%) was spent on
telecommunication&

South Africa’s policy to broaden access to ICT besn lacklustre. Early reform efforts for
the sector post 1994 were undermined by lack etéffe policy implementation and follow-up with
the result that South Africa has an uncompetiti@¥ Imarket structure, weak institutional
arrangements and a less than desirable regulatongfvork governing the sector. The government’s
ICT Vision 2020 that was announced in 2009 hadhttreof developing a unified vision and strategy

2 Department: Telecommunications and Postal Seregsiblic of South Africa. (2014). National Intetgeh
ICT Policy Discussion Paper Options paper.

3 World Economic Forum. (2015). The Global Competitiess Report 2015-2016. Geneva.

" International Telecommunication Union. (2014). Eiadng the Information Society Report. Geneva.

S Gilwald, A., Moyo, M., & Stork, C. (2012). Undeastding what is happening in ICT in South Africa - A
supply and demand side analysis of the ICT sector.

78 1bid.

7 bid.

78 Statistics South Africa. (2015). Information andn@munication Technology satellite account for South
Africa.



towards defined goals for the industry by 2020, praviding a roadmap for the ICT industry’s
development and growth with South Africa aimindoerome a leading country in the information
era. However, progress on the initiative stalladyein its formation due to inconsistencies in
decision-making at the executive level of governiaamd the lack of clear policy direction. The
Presidential Infrastructure Coordinating CommisgiBiCC,) which has the mandate to coordinate
infrastructure projects across all spheres of guwent and state-owned enterprises launched a
strategic integrated project (SIP 15) to expandsgto communication technology in late 20°7.2.
The aim of the project is “to ensure universal menand access to reliable, affordable and secure
broadband services by all South Africans, pridriggural and under-serviced areas and stimulating
economic growth”. State-owned companies are ifledtas the agents of the SIP and mention is
made of public-private collaboration in its implemtetion.

Information technology is a critical enabler fofarmal businesses and small business
development. A survey conducted in 2012 shows sorteesting insights into the use and
importance of mobile technology for informal busises® The findings show that mobile phone
usage is very high among informal business owrmrsnfarketing their businesses and they do so
through mobile applications such as WhatsApp, Mkwjtter and Facebook. Informal business
owners conduct most of their financial transactjovith both their customers and suppliers, through
cash and use of mobile money transfers is verytduini Using mobile phones was the second most
common method to communicate with their customeid suppliers. Some informal business
owners use the document features on their mobibagd as a back-up to take orders from clients,
which the report suggests that an accounting atjic would assist informal business owners in
generating and managing invoices and tracking esggenThe survey shows that very few informal
business in South Africa maintain a website (4%) even fewer have email addresses (3%). Most
of the informal businesses surveyed stated thgtwloaild like to have greater and more affordable
access to the internet, especially to learn hovilairbusinesses operate and to check and compare
prices of products.

Key Indicators

Information and Communication Technology Internet  Fixed Mobile

Penetration users broadband broadband
subscriptions  subscriptions

The Global competitiveness report (GCI) measures | South

countries against factor, efficiency and innovation | Africa 48.9% 3.1% 25.2%

criteria, which includes a survey of senior business ) . . .

individuals who report in these elements. Inclusive in | Malaysia 67% 8.2% 12.5%

Fhisf (eport are mea§urements .of Internet users (% of | grazil 51.5% 10.1% 51.5%

individuals using the internet), Fixed Broadband Internet

subscriptions (% of population) and Mobile broadband | Turkey 46.3% 11.2% 32.3%

Subscriptions (% of population). 81

Source: Global Competitiveness Report 2015

™ Ellipsis regulatory Solutions. (2014). Strategictegrated Project (SIP) 15: Expanding Access to

Communication Technology.

80 Gilwald, A., Moyo, M., & Stork, C. (2012). Undeastding what is happening in ICT in South Africa - A
supply and demand side analysis of the ICT sector.
81 World Economic Forum. (2015). The Global Competitiess Report 2015-2016. Geneva.




ICT Development Index (IDI) 2014 Ranking

IDI compares developments in information and | South Africa 90
communication technologies (ICT) in 154 countries. The
index combines 11 indicators into a single measure that
benchmarks countries at a regional and country level. | Brazil 65
These are related to ICT access, use and skills,

Malaysia 71

prevalence of connectivity and ICT literacy levels. 82 Turkey 68
Source: International Telecommunication Union, Measuring

the Information Society.

Network Readiness Index 2014 Ranking
Measures the propensity for countries to exploit the South Africa 75
opportunities offered by information and Malaysia 32

communication technology. It forms a comprehensive
assessment of how ICT impacts the competitiveness Brazil 85
and well-being of countries 83

Source: World Economic Forum, Country Rankings 2015, The
Global Information Technology Report.

Turkey 48

2.7. Access to financial services

Enterprises of all sizes whether they are largallson informal all need access to financial
resources to stay competitive and to grow. SouthicAE formal financial services sector is
sophisticated and is backed by robust laws andatigns. The sector comprises numerous domestic
and foreign institutions providing a full rangesafrvices — commercial, retail and merchant banking,
mortgage lending, insurance and investment. Sofitita®s banking system comprises a central
bank as well as a few large, financially strongksaand investment institutions; a number of smalle
banks, as well as foreign banks and investmenttutisns with operations in South Africa.
Legislation governing the banking sector is prityathe Banks Act 1990 and the Mutual Banks Act
1993 and the banks are highly regulated, an imgesssment conducted on the laws and regulations
affecting the banking sector in South Africa idéat as many as 211 pieces of primary legislation
with which banks in South Africa are required tonpdy 2* The regulatory controls limiting external
investment by banks in South Africa served as aomhbijffer from the global financial crisis
2008/2009, limiting its consequences on South Afrithe Banking Association of South Africa
represents all registered banks in South Africathfeumore, there are several Development Finance
Institutions that facilitate access to financeSMEs and informal businesses in South Africa.

The National Credit Regulator is responsible fayutating the credit industry including
registration of credit providers, credit bureausl atebt counsellors. It is also responsible for
enforcing compliance with the National Credit Astveell as developing an accessible credit market
to meet and promote the needs of marginalised peddbn-credit financial services by the non-
banking sector are regulated by the Financial 8esvBoard (FSB), an independent body responsible
for the regulation of financial markets and ingtdas including insurers, fund managers and broking
operations. The Johannesburg Stock Exchange repsetbe 19 largest exchange in the world by
market capitalisation and the largest exchangedmfrican continent. In 2012 it was ranked isffir
place (for the third time) in terms of securitiegulation by the World Economic Fortn.

82 International Telecommunication Union. (2014). Eiadng the Information Society Report. Geneva.

83 World Economic Forum. (2015). The Global Competitiess Report 2015-2016. Geneva.

84 SBP. (2011). Impact of the laws and regulatioriscsihg the Banking Sector, conducted for the Bagki
Association South Africa. Unpublished.

85 World Economic Forum. (2012) The Global Competitiess Report 2012. Geneva.



Comparative rankings for South Africa against Brakurkey, Malaysia from the 2015
Global Competitiveness Report, shows that Souticafvas ranked'out of 144 countries in terms
of its soundness of banks and availability of ficiah services, Z1in terms of affordability of
financial services and 32 for ease of access twstoa

Table 2: Financial services rankings

Financial services rankings Soundness Availability Affordability Ease of
of Banks of financial of financial access
services services to loans

The Global competitiveness report (GCI)
measures  countries  against  factor, | South Africa 6 6 21 32
efficiency and innovation criteria, which

includes a survey of senior business | Malaysia 35 17 12 2
individuals who report in these elements. | Brazil 13 33 36 85
Inclusive in this report are measurements of

the soundness of banks, the availability of | Turkey 38 35 37 64

financial services, the affordability of
financial services and the ease of access to
loans. 86

Source: Global competitiveness report 2014.

Financial services have expanded in many aredsadonomy, with retail chains offering
financial support for cash withdrawals at the pahsale, and the adoption of mobile banking has
greatly enhanced access to services especialnfal enterprises.

Despite the robustness of South Africa’s formahficial services sector, small and informal
businesses face difficulties in accessing finahc2013 the World Bank strongly motivated a focus
of financial inclusion for South Africa, using itkighly developed financial and banking
infrastructure and well developed mobile technoltgyexpand services to meet the needs of the
unbanked population. Over 12 million adults in $oAfrica were estimated to not have a bank
account in 2018 Interestingly, the micro-enterprise lending sedsounder developed in South
Africa, unlike its neighbours in the region. Reaskaconducted in 2013 found that there were only
14 micro finance institutions operating in the coyncollectively servicing just over 112 000 aetiv
loans and employing 700 st&ffThe study found that outreach had actually droggieck a review
done in 2009, when active loans reached 120°000.

The EESE survey tested respondents’ perceptioresdieg the ease of access to obtain
finance from banks, venture capital, other busiegdamily and friends. First, the respondentswer
asked that if they had a new business idea, hoily eéhsy believed it would be to obtain finance
from banks. The findings suggest that busine$sasal and informal as well as employees would
find it difficult (66%), or impossible (23%).

86 World Economic Forum. (2015). The Global Competitiess Report 2015-2016. Geneva.

87 Kumo, W., Omilola, B., & Minsat, A. (2015). Sou#tirica 2015 OECD.

88 University of Pretoria. (2013). The Microfinanceew 2013 “From Microfinance to Financial Inclusio
A review of the South African microfinance sectaoeiids, successes, challenges and policy issuderiBre
8 |bid.



Figure 13: Access to finance for new business idea®

Access to Financial Services Overall

Friends Ave
Other Bus Ave

Gov Ave

*0 0000

SME Informa Employees Tota

If you had a new business idea, how easy do you think it would be

to obtain finance from?

The second question turned to access to ventuiakcaphe majority, 67% of respondents
indicated that it was either difficult or impos&hi access venture capital. These findings support
other studies that have found that venture cafpitaling plays a relatively small role in South Aki
especially for SMEs. Findings from the Davis Taxi@aittee show that the allocated allowance for
venture capital companies under the amendmentwettak regime, Section 12J of the Income Tax
Act, had provided limited incentives to lure hight mvorth individuals to invest in small businesses,
with only three companies registering under thidisa of the Income Tax ASL

Third, respondents were asked how easy it woult ltain finance from family. While
33% of the overall respondents stated it would d®y €38% for SME owners, 31% for informal
business owners and 25% for employees), 59% sthtdt would be either difficult (43%) or
impossible (16%). Only 18% of the overall resporigéelt that obtaining finance for their business
idea from friends would be easy, with 51% statimay this would be difficult or impossible, 18%.

Similarly, respondents thought that obtaining ficeafirom other businesses, such as trade
credit, would be either difficult (59%) or imposkil{11%). Only 21% SME owners felt that this
would be a viable option to access the finance egteahd 6% informal business owners stated the
same.

Government has invested significant resources svansuring greater access to financial
support over the years. The Small Enterprise EingnAgency (SEFA) is the lead government
institution in promoting lending to SMEs and has thandate to provide finance to the SME sector
directly and also through intermediaries. While=F8Ehas had some success in direct lending, the
wholesale product — a credit guarantee risk-shathgme with commercial banks and microfinance
institutions — had declined by 90% in 2014 sincé&d Responses from the EESE survey appear

% Calculations of the weighted averages of respaisdane indicated in the graph. Responses vary frem
easy to Impossible. Very easy =1 and Impossibleit$s asmidpoint of 2.5.

% Davis Tax Committee. (2014). Small and Medium Emises: Taxation Considerations, Interim Report,
July 2014.

92 Davis Tax Committee. (2014). Small and Medium Ewises: Taxation Considerations, Interim Report,
July 2014.



to reflect these findings. Asked how easy it wobédto obtain finance from government support
institutions (e.g. SEFA), an overwhelming 87% of tlespondents stated that it would be either
difficult (47%) or impossible (37%). The perceiMevel of difficulty appeared to be similar across

the respondent categories; SME business owners)(4i2¥%rmal business owners (48%) and

employees (52%).

The EESE survey respondents were also asked tadprtweir preferred choice on where
they would find a loan for their new business iftea a list ranging from own savings, bank finance,
venture capital, family and friends to credit cdodns, stokvels and micro-lenders. The first
preferred choice for all respondents — SME owniefermal business owners and employees —
would be to use their own savings. These resultsnae with the findings from the SME Growth
Index, which in its first baseline year found thlhost 60% of the survey’s panellists drew on their
own financial resources to start their businesSese had drawn on personal savings, others cashed
in redundancy pay-outs or pensions, and some hambrigaged their homes or relied on their access
bonds®

The second preferred option for SME business owaraisemployees would be to seek bank
finance, while for informal business owners theyuldoprefer to seek finance from family as their
second option. In third place, SME business owwexdd prefer to source finance from family, and
the third option for both informal owners and enygles would be to tap into family savings.

Figure 14: Financing a new business idea

Access to Financial Services

If you were to find a loan for your new business idea, who would you go to find the finance from first,
second and third from the choices below?

Total Average

SME Ranking Informal Ranking

Employee Ranking

Own Savings

|

Bank Finance 2 5 2 2
Venture Capital 4 10 9 3
Family 3 2 4 4
Friends 7 6 10 8
Other Business [ 9 8 10
Government 5 8 6 6
Family Savings 9 3 3 5
Credit Card 8 7 5 7
Stokvels 10 4 7 9

Micro Lenders

The Government in its 2015 Budget announced trebkstiment of new Small Business
Funding Entities to further enhance access to ieamall and micro businesses. These entities will
be set up through a registration process with th&tSAfrican Revenue Services (SARS) and are
intended to benefit the small, medium and micregmtse community through funding provided on
a non-profit basis and with an altruistic or phifaepic intent. The Budget announcement states that

93 SBP. (2011). Headline report of SBP’s SME Growitbelx. Priming the Soil Small Business in South &fri



from March 2015, any amount received by or acctagedr in favour of a small business corporation
from these entities will be exempt from income Yax.

Key Indicator

Domestic Credit to Private Sector (% of GDP) 2011 2012 2013 2014
Domestic credit provided by the financial sector includes | South Africa 1715 180.7 182.2 185.7
all credit to various sectors on a gross basis, with the .

exception of credit to the central government, which is | Malaysia 128.1 133.9 142.6 145.3
net. The financial sector includes monetary authorities | grazi| 952 103.3 103.4 108.3
and deposit money banks, as well as other financial

corporations where data are available (including | Turkey 71.6 74.4 84.2 87.9

corporations that do not accept transferable deposits but
do incur such liabilities as time and savings deposits).
Examples of other financial corporations are finance and
leasing companies, money lenders, insurance
corporations, pension funds, and foreign exchange
companies.’”

Source: International Monetary Fund, International Financial

Statistics and data files, and World Bank and OECD GDP
estimates (World Development Indicators Online).

Credit to private sector (% of GDP).

2.8. Physical infrastructure

The quality of transportation, energy, telecommatiéns, roads, ports and airports is
essential for enterprises to flourish and expa8duth Africa inherited considerable challenges in
the delivery and upgrading of physical infrastruetareated by the legacy of apartheid. In 2012 the
South African government announced their plans ritensify investment in public-owned
infrastructure. According to the National Infragtture Plan, it is expected to spend R827 billion
over the years from 2013/2014 in building new apgrading existing infrastructure focussed on 18
strategic integrated projects (SIPS)Telecom investment responds to a need for a téopy catch
up but no structural changes are being implemetateliversify the supply of electricity, transport
and telecommunications in the future. The bulthefinvestment in infrastructure is in the upgrgdin
and building of new power generation capacity, Wtgarrently cannot meet demand and result in
periodic rolling black-outs known as ‘load sheddinghich continue to hit businesses hard,
especially small enterprises. The national enepggrator, Eskom, is currently constructing two
large coal-fired plants, Medupi and Kusile. Sigoastruction began eight years ago, the Medupi
plant came partially on line in mid-2015.

Post 1994, spatial development frameworks focussethe use of nodes and corridors
became a standard form of planning in South Africthe Maputo Development Corridor was
launched in 1996 and represents the first regiooaldor initiative in Southern Africa. Aimed at
increasing trade between and along its startingtpdn the Gauteng province and the Maputo
harbour in Mozambique, it involves investment iadse, railways and ports.

% South African Revenue Service. (2015). Draft Taxd® for Micro Businesses. 2015/16. Pretoria.

% World Bank. (2015). World Development Indicatodomestic credit provided by financial sector (% of
GDP), International Monetary Fund, Internationahdficial Statistics and data files, and World Banll a

OECD GDP estimates.

% Presidential Infrastructure Coordinating Commissiq2012). PICC - Summary of SA National
Infrastructure Plan. Pretoria.



Between 2002 and 2014 the share of householdssiegdsasic services increased from
77% to 86% in the case of electricity, from 80%8&% for water infrastructure and the share of
households accessing sanitation went up from 62®0%°" Despite these impressive gains by
government in the post-apartheid period, smallmedium public authorities still face obstacles in
implementing the decentralisation and delivery afhiipal services to their local communities. The
constitution and subsequent legislation post 12@6runicipalities at the heart of local development
and provides them with a high level of autonomy aegbonsibility in service delivery including
infrastructure maintenance such as potable waplgand roads.

Smaller municipalities generate only a small stafréheir revenue and rely largely on
transfers from central government whereas the tanggropolitan municipalities are able to generate
around 90% of their own revenue and are able toolofrom the financial markets. Limited
resources and capacity constraints at the small lmanicipalities have led to increasing “service
delivery” public protests. Post 2004, the seconchade of democracy has been characterised by
escalation of popular protests and increased mdjtaeminiscent of the anti-apartheid struggle. In
2014, police statistics revealed that the Gautangipce alone had experienced more than 500
protests of which over 100 had turned violent. Mifghe recorded protests had taken place in the
informal settlements or poor urban ar&aMany of these protests have resulted in lossvefs|i
damage to property and looting of informal busieesgarticularly those owned by foreigners. A
major problem for the large informal settlementd tawnships is their poor degree of connection to
urban centres due to insufficient public transpord infrastructure; rail and roads need upgrading
and expansion to cope with the increasing volumpassenger and goods transport. To address
these problems, different levels of government hawtertaken infrastructure investment planning
within each sector in accordance with the Natidnfitbstructure Plan and the supporting strategic
integrated projects. The National Development Rlavisages that both government and business
will work together to invest in infrastructure upges through private-public partnerships.

The EESE survey tested the opinions of respondeititsregard to their assessment of the
quality of infrastructure in South Africa to suppbusinesses to operate effectively and efficiently

Respondents were asked to rate the quality of roaidgorts, rail, electricity, water,
telecommunications, ICT, municipal services andamas from very good to very poor. 70% of the
total respondents rated roads to be either gosat@factory (37% and 33% respectively) and 71%
assessed the quality of airports to be very go6&e)j2or good (51%). There were variations in the
assessment of rail infrastructure with 24% assgssio be satisfactory, 22% to be poor and 24% to
be very poor. Not surprisingly given the recent ppwutages, 76% of the respondents assessed the
quality of electricity to be poor (35%) or very pqd1%), however employees (26%) and informal
business owners (19%) were more inclined to asskesdricity supply as satisfactory perhaps
reflecting the increased access of electricity sufgpthe informal settlements and townships where
they reside.

Overall, the respondents assessed the qualitytef@wad sewerage infrastructure to be either
satisfactory (48%) or good (22%). Only 8% acrdishea categories, SME owners, informal business
owners and employees assessed this to be very poor.

Just under half of the total respondents (47%))drédbecommunications to be either very
good (10%) or good (37%) with informal business evgrand employees being more positive, rating
telecommunications as very good or good (15% afd te&spectively).

97 Department of Planning Monitoring and Evaluati(#014). Development Indicators. Pretoria.
% Heese, K., & Allan, K. (2013). Service deliveryncerns are real but violence is no answer. BusiDags



Information technology infrastructure was assessedeither good (38%) or satisfactory
28%) by total number of respondents with only 6%6rimal business owners rating it as very poor.

With regard to municipal infrastructure, 43% of ttwtal respondents assessed it to be
satisfactory (41% for SME business owners, 43%ifidormal business owners and 44% for
employees). However, 22% of the total respondietitshat the quality of municipal infrastructure
for businesses to operate efficiently was pooresy yoor (11%).

While 32% of the total respondents were unablestess the quality of customs and border
controls, reflecting perhaps that their businessither export or import goods, 30% SME business
owners rated customs and border controls to bsfaettdry. Informal business owners were more
inclined to be positive with 26% assessing custamg border controls to be good as well as
employees (23%).

Figure 15: Quality of infrastructure in South Africa®®
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How would you assess the quality of infrastructure in South Africa

(from the point of view of enabling businesses to operate
effectively and efficiently)? From the list below.

The Quality of overall infrastructure Index; Quglivf Roads; Quality of Electricity and
Mobile phone subscription are measured in accordaith their rankings by the World Economic
Forum’s Global Competitiveness Report in 144 caastr The rankings reveal whether a country’s
infrastructure is underdeveloped or extensive dfident with countries achieving lower ranking
indicating better performance.

9 Calculations of the weighted averages of respaoisdam® indicated in the graph. Responses vary frem
good to very poor. Very good =1 and Very poor =thvei midpoint of 2.5.



Key Indicators

Physical Infrastructure quality Quality of Quality of Quality of Mobile phone

(Country rankings on the GCl) overall roads electricity subscriptions
infrastructure

The WEF survey asked business | South Africa 59 37 99 25

leaders to provide their expert opinion

on the following: Quality of overall | Malaysia 20 19 39 30
infrastructure, Quality of roads, Quality | gr44i| 120 122 89 37
of electricity and Mobile phone

subscription. 100 Turkey 33 40 72 105
_ggijgce: Global - competitiveness  report Country ranks for 2015 are indicated in the table.

Other Useful Indicators

Improved Water Source (% of population with

2011 2012 2013 2014 2015
access)

Access to an improved water source refers to the | South Africa 92 92 92 93 93
percentage of the population using an improved drinking

water source. The improved drinking water source | Malaysia 98 98 98 98 98
includes piped water on premises (piped household | gy47i 97 08 98 98 98
water connection located inside the user’s dwelling, plot

or yard), and other improved drinking water sources | Turkey 99 100 100 100 100

(public taps or standpipes, tube wells or boreholes,
protected dug wells, protected springs, and rainwater
collection). 101

Source: World Health Organization and United Nations

Children's Fund, Joint Measurement Programme (World
Development Indicators Online).

% of population with access.

Access to electricity (% of population with

2008 2009 2010 2011 2012
access)

Access to electricity is the percentage of population with | South Africa 79.6 81.3 83 83 83
access to electricity. Electrification data are collected

from industry, national surveys and international | Malaysia 98.4 98.7 99 99 99
sources. 102 Brazil 98.6 98.8 99 99 99
ggﬂce: Yale University, Environmental performance index Turkey 100 100 100 100 100

% of population with access.

100 \World Economic Forum. (2015). The Global Competitiess Report 2015-2016. Geneva.

101 World Bank. (2015). World Development Indicatotsproved water source (% of population with
access),WHO/UNICEF Joint Monitoring Programme (JN&P)Water Supply and Sanitation.

102 yale Centre for Environmental Law & Policy. (201®nvironmental Performance Index. Climate and
Energy.



Social Elements

Indicators assessing social elements of an enabling environment for sustainable
enterprises*

Social Element indicators

=== South Africa == Malaysia

=== Brazil

== Turkey

Education Index (2013)

Global Entrepreneurship
Index (2015)

Private expenditure on
health (% of Gov
expenditure) (2013)

Public expenditure on
education (% of GNI) (2013

Palma Ratio (2003-2012)

Extent of Staff Training
(2015)

_Labour Force Participation
Rate (2013)

ender Inequality Index
(GlI) (2013)

INI Coefficient (2003-
2012)

* the values for the individual indicators have been harmonized for better presentation and formatted so that the further from
the centre a data point is, the better the country’s performance in that regard. The original indicator values are included in the
chapters.

Although progress has been made towards
reducing the effects of poverty and
unemployment, access to decent work remains
a serious concern for South Africa. With an
expanded unemployment rate of 34.4%, the
country’s social wage and grant schemes have
provided much needed security for women,
the disabled and the aged. However,
budgetary pressures have meant an increase in
social protection is reliant on the sustainable
growth of economic activity. Measures of
inequality rank South Africa in the lowest
percentiles globally; both the Palma and the
Gini index rank South Africa very low.
Unemployment, poverty and inequality
remain structurally intertwined and the critical
challenges of inclusive growth define the
country’s core development agenda.

South Africa spends almost 20% of
government expenditure on education and
training or the equivalent of 6.5% of GDP.

While access to education has increased in
recent years the quality of education remains a
concern. South Africa’s rank in the quality of
maths and science was recorded last, 144 out
of 144 countries, in the recent Global
Competitiveness Report. This represents one
of the largest challenges to South African
enterprises; finding skills is noted as the
biggest concern by SMEs in growing their
businesses. Literacy rates are low, 18% for
adults over 15 years of age, highlighting the
need for better teacher training, especially in
the rural and township areas, which make up
the bulk of informal employment and
enterprises.

The EESE survey highlighted that there is a
significant mismatch between the education
system outcomes and the required needs of
businesses, especially SMEs. Skills shortage
is constantly ranked as one of the highest
impediments to the growth of smaller firms.



Whilst South Africa has a well-established and
funded sectoral education training programme
for further vocational training, the EESE
survey highlights that these programmes are
seen to meet only some of the needs of
business. South Africa’s low skilled labour
force is seen to be an important impediment to
business growth, and a barrier to decent work,
especially for young people entering the
labour market.

On average, individual incomes of informal
workers are very low, suggesting this work
should not be seen as an alternative to formal
employment. With a large informal economy
playing an increasingly larger role in
employment, facilitating transitions to
formality to ensure social protection to all
actors within it, and reducing barriers to
formalisation remains a key challenge for all
spheres of government.

South Africa constitutes one of the top
performers on the continent with regard to
gender representation, especially in political
leadership. However, respondents to the
EESE survey highlighted diminished access to
equal opportunities particularly in terms of
business formation and equal pay.

Personal income tax represents the lion’s share
of South Africa’s tax revenue, 34.5% in 2014.
However, retrenchments and job losses will
put pressure on the collection of personal
income tax, hence the transition to formality
for informal enterprises is seen to be an
important challenge for South Africa in order
to expand the tax net and extend social
protection and rights to people employed in
the informal economy.

South Africa’s National Development Plan
(NDP) envisages a significant role for the
SME sector in terms of employment
generation and productivity output yet despite
their importance, SMEs in South Africa are
declining in terms their employment share,
profitability and in number. This is in spite of
government investing extensively in
establishing a wide-ranging framework to
provide support to small business over the past
two decades. A number of studies reveal that
the government’'s approach to SME
development has been overly ambitious with a
complex, ever-changing mix of strategies.
Contrary to global trends, South Africa’s SME
sector appears to be struggling to survive,
formalise and grow.

While South Africa has a high value of
perceptions towards entrepreneurship
according to the Global Entrepreneurship
Monitor, only 10% South Africans intend to
start a business, and only 2.7% South Africans
convert to being established businesses.
Respondents to the EESE survey unanimously
agree that South Africa’s education system
does not teach young people to be
entrepreneurs.

With regard to access to entrepreneurship
support and business development services for
new business start-ups, the survey respondents
indicated that such services and support is
under developed in South Africa, and some
believe it be non-existent, suggesting that the
outreach for government business support
programmes to be weak.




3.1. Entrepreneurial culture

The ability of nations to develop an entreprenéwtdture and create conditions that allow
them to flourish and grow is critical to their coti@s economic success. Entrepreneurial innovation
may improve standards of living. In addition teating wealth from their entrepreneurial ventures,
they also create jobs and the conditions for ageasis society.

The World Bank has argued that market share amd tavel efficiency are not well
correlated in South Afric® It notes that larger firms have larger marketrstithan they should,
and small firms are often crowded out by the smaillenber of large firms that can adopt pricing or
other behaviour if they feel challenged. Despite imbalance, SMEs and informal enterprises play
a vital role in South Africa’s economy in termseshployment.

More than half of formal non-agricultural employmes in firms with less than 50
employees and more than 80% is in firms with las® 250 employe€8! SMEs are diverse, they
range in size from micro, small to medium busingssel they operate in all sectors in the economy
such as manufacturing, ICT, retail, tourism, buséngervices and agri-processing, amongst others.
However, a comparative picture of South Africa’s Sherformance, their contribution to GDP and
employment, to that of other countries is difficdlie to a lack of clear definitions and robust
statistical evidence — little is known about thenaypics of SMEs and their characteristics during
different points in their growth cycles. Nonettssgeit is known that smaller firms have greater
propensity to employ the more marginalised in maiety; young people, African women and low-
skilled workers are 19 percentage points more\likelbe employed in SMES® Estimates show
that SMEs contribute between 40-50% of the coust®DP and they constitute the majority of firms
within the South Africa’s business communi®yFirms employing less than 50 employees constitute
over 60% of South Africa’s overall business comntyand SMEs already account for 91% of the
country’s formalised business¥s.

The National Development Plan (NDP) adopted by gawent recognises the importance
of the SME community in South Africa in achievitgtcountry’s socio-economic goals. It suggests
that “a large percentage of the jobs will be créatedomestic-orientated activities and in the may
sector. Some 90% of jobs will be created in siaadl expanding firms. The economy will be more
enabling of business entry and expansion, withyante credit and market access. By 2030, this
share of small and medium sized firms in output gibw substantially. Regulatory reform and
support will boost mass entrepreneurship. Expanivth, with appropriate linkages to the domestic
economy, will play a major role in boosting grovethd employment with small and medium-sized
firms being the main employment creatot¥”.

Government has invested extensively in establishiwgde-ranging institutional framework
to provide support to small business over the pastdecades, and has established a number of
programmes and initiatives over the years. In kagpvith the general trend, the 2014 Budget
provides for R6.5billion over three years towarderding small business support programmes and
initiatives, and a new ministry for small businels/elopment was established in May 2014 to
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facilitate the development and growth of small hasses and co-operatives. A common caution
however is that government’s approach to SME dewvetnt and enterprise formalisation is that it
has been overly ambitious with a complex, ever-ghran mix of strategies. The World Bank’s
evaluation of eleven government programmes forams found that their economic and
development impact was not encouraging. The repotgs that government’s strategies had a
tendency to be supply-driven, used a generic areefgs-all approach, and that they had overly
complex goald®® This observation has been echoed in many subsesuglies, which have found
that the main element driving government’s poliog support measures is based on an erroneous
understanding that all small firms (from micro, $in@ medium sized enterprises) are homogenous
in nature, and all require the same supprt.

Despite their importance as drivers for job grovetidence gathered on a number of studies
is beginning to show that SMEs in South Africa deelining in terms of their employment share,
profitability and in number. The Commission forr@diation, Mediation and Arbitration (CCMA)
reported a major rise in the number of small sbalginess retrenchments of 13 020 from 2013 to
2015, with a significant 40% rise in retrenchmeseas seen in the first quarter 28%¥5This is in
direct contradiction to global trends and the copistdevelopment needs. South African SMEs are
beginning to show high rates of job destructiothia sectot!? Moreover, new enterprises have an
exceptionally high failure rate — as many as 70}driaheir first two years giving the country one
of the highest enterprise failure rates in the @&¥f Existing SMEs are ageing, with few new
entrepreneurs entering the market. Research caedlbgtNational Treasury’s Economic Policy Unit
also notes that South Africa has disturbingly l@wels of growth in the SME sector, despite the
extensive institutional support infrastructure thavernment has established. The findings, using
data from Statistics SA, indicate that SMEs accedirfor only 8.5% of the total non-financial
investment activity in 2012 compared with 12.9%2010%'* This creates a worrying picture for
South Africa; contrary to global trends, much oé tBME sector in South Africa appears to be
struggling to formalise, grow and expand.

In terms of the informal economy, it is estimatealt2.4 million people are reported working
in the South African informal economy — definedeaserprises employing less than five people and
not registered for value added tax purposes — septsg some 16% of South Africa’s employed
labour force'’® The Statistics SA survey published in 2014 fouhalt the number of informal
businesses declined from 2.3 million in 2001 torfillion in 2009, with a slight uptick to 1.5millio
in 2013. The findings show that there has beemarease in commercial lending to the informal
economy between 2001 and 2013 (4% loans in 2007%0loans reported in 2013). The study found
that most of the informal enterprises have a tuenof between R1 000 to R10 000 per month and
are predominately African owned by people fallinghin the 35-44 age group. The major reason
for starting their enterprise was unemployment (602001 compared to 70% in 2013) and the vast
majority, some 95%, operate only one enterpris&eAswvhat their major needs were, respondents
to the Statistics SA survey stated “marketing” tasirtkey priority (40.5% in 2013 against 27.4%
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reported in 2001) with the second most importaiatrjpy being “reduced regulation” (21.5% in 2013
against 9.6% in 2001).

On average, individual incomes of informal workarg very low, suggesting this work
should not be seen as alternative to formal empémygm Cumulatively, however, these activities
contribute up to 7% to South Africa’s GBP.Despite the important role played by the informal
economy, many challenges and constraints thretdesustained ability to mediate the impact of
poverty and unemployment. These have been citetthode legal and regulatory constraints, lack
of access by enterprises in the informal econonfingmce and financial services, access to markets,
skills development and technology support, busim&sastructure; poor stakeholder management
systems; and lack of access to knowledge managefm#otmation) and capacity building
opportunities.

Figure 16: The Global Entrepreneurship index 2014, South Africa, Brazil, Malaysia, Turkey
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Two initiatives by government have potential tdtsthie policy environment for the informal
economy in South Africa. The Draft Licensing ofdthesses Bill, in its March 2013 iteration, would
require any person involved in business activiteao matter how small — to have a licence.
However, the draft bill provides no incentive taah a licence, but punishments for not doing so
are draconian — confiscation of goods, fines argtisonment for up to 10 years. If these provisions
are pursued, they may provide a deterrent to engergreation and formalisation. The second
initiative is the National informal Business Uptifent Strategy (NIBUS), announced in 2014 by the
national Department for Small Business Developmé@ihiis initiative constitutes the first attempt at
a nationally co-ordinated approach to dealing withinformal economy in South Africa. It proposes
to tackle critical issues that relate to informasimesses. The purpose of the Strategy is totteili
the creation of an enabling regulatory environntieat will enhance enterprise development support,
co-ordinate intergovernmental and stakeholdericglatto broaden participation of South Africa’s
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informal business sector in the economy. Commergdtave noted that policy at both the national
and local level needs to recognise the diverseraatiinformal activity, and that these activities
require support that is specific and targeted.

To assess the levels of the entrepreneurial cuituBouth Africa in comparison with the
countries under review — Brazil and Malaysia- the Global Entrepreneurship Monitor (GEM)
annual reports provide a comprehensive global coatipa study of entrepreneurial behaviour. The
GEM'’s benchmarking model provides a framework afidibons for entrepreneurship that need to
be in place before a nation can collectively bdrfedim the entrepreneurial activities. These are a
subset that flow from the social, cultural and ficdil context of a nation and are conditions that a
primarily determined by the legal and regulatogniework as well as institutions and infrastructure
provided by government. Characteristics evalubteGEM include attitudes to entrepreneurship;
the types of activities; motivation for entreprergiip, and early stage entrepreneurial activityAY E
rate — the percentage of the adult population weablin either start-ups or running a firm for less
than 3.5 years.

In summary, the findings from the GEM study shohat in terms of perceptions towards
entrepreneurship, South Africa has a high valu&d)7id comparison to Brazil (60%) and Malaysia
(50%). With regard to the attributes for entretaship, South Africans attitude is the lowest of
the three countries with only 10% having the intamtof starting a business. Total Early Stage
Entrepreneurship (TEA) demonstrates that earlyeseadrepreneurs that stay in business in South
Africa is at 7% compared with Brazil's 17%, and yrd.7% South Africans convert to being
established businesses.

The EESE survey for South Africa explored the eixtenwhich respondents perceived a
number of factors relating to entrepreneurshipucalt Respondents were asked to describe what
they thought the attitude of young people was tdaantrepreneurship. Overall, the results show a
positive perception, 40%, of the total number spandents.

Figure 17: Young people’s attitude toward entrepreneurship

Entrepreneurship Culture

B Very Positive
S
Neutral
B Sometimes Negative

B Dont know

In South Africa, how would you describe general attitudes among
young people toward entrepreneurship?
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Respondents were then asked to describe whetheaattihede towards entrepreneurship
differs between young men and young women. Mospardents, 40%, perceived the attitudes
between young men and young women to be similstE 8wners (20%), informal business owners
(24%) and employees (23%) were most likely to adersthat young women had a slightly more
positive attitude to entrepreneurship than young.me

Figure 18: Attitude towards entrepreneurship between young men and young women

Entrepreneurship Culture

B Young Women ++

B Young Men ++
b . v B Young Men +
poces [N xR W Smia
B Dont know

Do you think that the attitude towards entrepreneurship differs
between young men and young women?

Asked whether young people have the necessarg skil competencies needed for starting
and running their own businesses in South Africa,EESE findings show a small minority believe
this to be so (3% of the total sample). 36% ofttial sample stated that a minority of young peopl
might have the required skills and competencidse dategories most likely to indicate that quite a
few young people had the necessary skills to atadtrun a business were informal business owners
and employees (31% and 19% respectively).




Figure 19: Perception of young people’s competencies and skills for starting a business
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To what extent do you think that young people in South Africa
have the necessary skills and competencies needed for starting
and running their own businesses?

The EESE survey also probed respondents viewsregtard to what they thought the top
three, most important (first, second and third)soee that prevent young people from starting a
business in South Africa. All respondents unanishpagreed, in first place, that South Africa’s
education system does not teach young peopledntbepreneurs. The second most important reason
for SME business owners was that young people gabaccess to funding, while informal business
owners and employees differed, stating that thermboeason was that young people favoured wage
employment to starting a business. Informal bissirmvners ranked lack of information on how to
start a business as their third choice, and empkgelack of skills and training on how to start a
business in third place.




Figure 20: Top reasons that prevent young people from starting a business
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In your view, what are the Top THREE (First, Second and Third) most important reasons that prevent
young people from starting a business in South Africa?
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With regard to access to entrepreneurship suppattbaisiness services (such as advice,
mentoring, information on business licensing, ratrly requirements) for new business start-ups,
respondents indicated that such services and stipporderdeveloped in South Africa (69% of total
respondents). A particularly worrying finding fraitme EESE survey is that SME business owners
and informal business owners believe entreprerieanid business services support to be non-
existent in the country (25% and 17% respectively).




Figure 21: Perception of support systems for entrepreneurs
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In your view, Is there an adequate support system for individuals
looking to establish a new business (e.g. business development
services; information on legislative requirements, information of
licensing etc.)?

Despite government’s investing in support prograsinimdings from the SME Growth
Index show that very few small businesses had vedebusiness development support from
government programmes (only 1% for manufacturingdiand less than 7% of firms in the business
services sector). Asked why they had not, ovefrthal firms participating in the study stated they
were not aware of available support, or did notvkhow to make contact. The red tape implication
in dealing with government support programmes aésoa significant effect on uptake; 20% of firms
stated that the amount of paperwork involved didedahem from applying for suppdtt.

Key Indicators

Physical Infrastructure quality Good career choice High status for success
(Country rankings on the GCI)

The Global Entrepreneurship Monitor records two | South Africa 69.6% 72.9%
perception indicators of entrepreneurial behaviour .
these are helpful in identifying the populations | Malaysia 50.4% 50.0%
perceptions tovyards eptreprengurship and the | grazil* 63.8% 59.5%
regard that society ascribes to it, namely “Good
career choice” and the high status that it brings. 1*® | *As no data was available the average value of surrounding countries is used

(The table reflects the % of population between 18- as a proxy

64 years)

Source: Global competitiveness report 2015.
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Other Useful Indicators

Attributes for Entrepreneurship Perceived Perceived Fear of Entrepreneurial
Opportunities  Capability failure intentions

The GEM model identifies that the | South Africa 37.0% 37.6% 25.4% 10.1%

degree of entrepreneurial opportunity, .

coupled with entrepreneurial capability | Malaysia 43.4% 38.4% 26.8% 11.6%

are the catalysts for business| g5z 55.5% 50.0% 35.6% 24.5%

dynamics. The evaluation of these
two attributes of the population is the
prerequisites  for  entrepreneurial
success. They need to be evaluated | % of population with access.
in conjunction with a nation’s “fear of
failure’ as these elements together
impact on the entrepreneurial
intention, which is to start a business
within 6 months. 120

(The table reflects the % of population
between 18-64 years)

Source: GEMS Report 2015.
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from new business owners (those | g4 th Africa  3.9% 3.2% 7.0% 2.7% 3.9%
already in business for up to 42
months and pay wages). These are | Malaysia 1.4% 4.6% 5.9% 5.9% 2.0%
also differentiated from total early- .
Y| Brazil 3.7% 13.8% 17.2% 17.5% 4.1%

stage entrepreneurial activity for
individuals who are in the process of
starting a business or are already
running a new business, not older than
42 months. The established business
ownership rate identifies managed
businesses older than 42 months.
Failure rates are defined by the
discontinuation rate

Source: GEMS Report 2015

3.2. Education, training and lifelong learning

A skilled workforce and the expansion of human téljiges through the delivery of quality
education, training and life-long learning is edpa@hportant in helping workers and new entrants
to the labour force find quality jobs and for eptéses to find skilled workers that they require to
grow and expand their business operations. Sofribafspent almost 20% (R227 billion) of total
government expenditure on education, training detbhg learning in 2013/2014, equivalent to
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6.5% of the country’s gross domestic product (GBPAccording to the constitution’s Bill of
Rights, all South Africans have the right to a basiucation, including adult basic education and
access to further education. The state has thegatiln, through reasonable measures, to
progressively make this education available anésgible to its citizens.

The South African National Qualifications Framew{XQF) recognises three broad bands
of education: General Education and Training, FertEducation and Training, and Higher
Education and Training. School life spans 13 yeamgrades from grade 0 to grade 12 the year of
matriculation and education is compulsory for auf Africans from the age of seven (grade 1) to
age 15 or the completion of grade 9. General dolucand training also includes Adult Basic
Education and Training (ABET), which is availabbesidults wanting to finish their basic education.
Further education and training occurs from gradetd 2 and also includes career-orientated
education and training offered by Further Educafloaining (FET) colleges, technical colleges,
community colleges and private colleges. In 2@08,National Department of Education was split
into two ministries: Basic Education and Higher Eatibpn and Training, with each ministry
responsible for its level of education across thentry as whole. Decentralisation of these roles
provide for the nine provinces to have their ownceadion department. The split of the ministries
also saw the Sector Education and Training AutiesrifSETAS) move from the Department of
Labour to Higher Education. The SETAs provide naady training for some sectors such as the
financial services sector as well as other seaaosare funded by a 1% payroll levy from firms
whose payrolls exceed R500 000. There are 21 SEd#ablished under the Skills Development
Act 1998, which have the mandate to develop ghilas and oversee training in each of their sectors
and with the prime goal of addressing the sect@ills straining needs, especially for small
businesses.

Central government provides a national frameworlsfihool policy but the administrative
responsibility lies with the provinces. At gragsiolevel, elected school governing bodies have a
considerable say in the running of their school$ pmvate schools together with higher education
institutions also have a fair amount of autonofige government has provided significant resources
to rectify the legacies of apartheid and have smene successes; since 2011 the matriculant pass
rate has risen, reaching 78.2% in 2013 and theeptage of learners qualifying to enrol at a
university has grown steadily, reaching 30.6% it2%? But challenges remain; illiteracy rates are
currently at around 18% for adults over 15 yearsgaf — almost 9 million adults are not functionally
literate and teachers in township schools in paleic are not properly trained.

South Africa’s history of apartheid deprived andadivantaged millions of black African
people for a number of decades especially in educadtnder the Bantu Education Act No 47 of
1953, black African children received state edurathat was designed to provide them with mainly
manual labour skills. Over the years, a numbdatef Bills including the Education and Training
Act of 1979 entrenched the system of racially sgaped education until the introduction of the
Interim Constitution in 1994 when segregation bezamconstitutional and most sections of the
Education Act were repealed by the South Africahd®ts Act of 1996. Since then and in spite of
the high level of government expenditure to edocatnd training, South Africa’s quality of its
education system and its outcomes and performanaris of global standards is well below the
norm. The 2015 Global Competitiveness Index rdrBeuth Africa 140 (the™last) out of 144
countries for the quality of its education systef@razil, which spends close to South Africa’s
percentage of GDP on education (6%), was rankedrl2@ same report. Malaysia, which spends
the equivalent 6% of GDP on education, achieveanfiing of 10, indicative Malaysia’'s focus on
providing quality education, training and lifelofearning. In terms of South Africa’s maths and
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science literacy skills, South Africa ranked las#4" out of 144 countries in the 2015 Global
Information Technology Repott

The Organisation for Economic Cooperation and Deyelent (OECD), which measures
maths and science education based on test scofigsyafar olds from 76 countries ranked South
Africa second last in 2014. The maths and sciermekings are based on a combination of
international assessments including the OECD’s Pi&s, the TIMMS tests, and TERCE tests
conducted in Latin America. Asian countries exakligking the top five places, while the US and
UK was ranked 28 and 20" respectively?* The OECD notes that the quality of schooling is a
powerful indicator of the wealth and employmentegmbial that countries will produce in the long
term. According to the report, South Africa’s GB#&s the potential to increase by 2,624% if all 15-
year olds achieved a basic level of education Bedlcation levels were improved over the lifetime
of those pupils.

The EESE survey examined the perceptions of this skithin the country’s workforce, in
particular whether workers have the skills demantgdbusiness. Less than one-fifth of all
respondents (14%) answered that workers generabggssed the requisite skills (8% for SME
business owners, 21% for informal business owneds 1% for employees). 21% of the total
respondents stated that workers had minor skifisitteand 36% responded that there are significant
skills deficits, with the SME business owners bdimg most critical (52%). Skills shortages in the
work force is consistently ranked as one of thertmst impediments impacting on the growth of
businesses in the SME Growth Index and has beerategly identified as a key barrier in every
round of the annual survés.

Figure 22: Perception of workers’ skills
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Overall, do you think that workers have the skills demanded by

business in South Africa?

Assessing the quality of vocation training offel®dthe Further Education Training (FET)
colleges and the Sectoral Educational Training Arties (SETAS), respondents were asked
whether they thought vocational education in So@fHica meets the needs of the business
community. Only 14% of the respondents agreedubeational education meets most of the needs
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