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SMEs in South Africa — Micro, Small, Medium

Of the 2.15m SMEs, 150 000 are medium size businesses, 450 000 are small businesses and 1.3m are
micro enterprises. In addition, some 250 000 new businesses are registered every vear.

Count
CIT REGISTERED NOT CIT REGISTERED
% - : Medium
& 475 000 .
g {excludes 25 OOOIargebu_sinessés) O Bus|ne55es 150 OOO
g _ _
sf Small
é% Businesses 450 000
n=2150000
Micro
Businesses 13 m
Start-ups 250 000

* Excludes listed corporates and foreign companies

SizweNtsalubaGobedo 2015 | 5 ** Numbers rounded for ease of use
Sources: 2014 GEMS and Q2 2015 StatsSA Quarterly Labour Force Survey Data
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SMEs in South Africa — Contribution to Employment

This means that SMEs account for ~47% of total paid employment in South Africa, with the informal
sector accounting for 16%. This is below conventional estimates which typically put SME employment

at 60%.

CORPORATE
20%

SME
Contribution to
Employment:

47%

SizweNtsalubaGobodo 2015 | 7
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The Status of SMEs in South Africa — Dynamism

Two measures of entrepreneurial dynamism have shown positive signs in recent vears; the start-up
rate has aimost recovered to 2009 levels and the net stock of private companies has increased over g

similar period.

Start-up Rate Private Businesses

14% 2 200 000

12%
2150 0G0

10%

8%
2050 000
6%

2000000 e e
4%

2% 1950 000

1900000

2009 2010 2011 2012 2013 2014 2008 2009 2010 2011 2012 2013 2014 2015
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The Status of SMEs in South Africa

This contributes to the fact that employment growth has not kept pace with population growth and
the scale of the structural mismatch between those of working age and those able to find work is

increasing.

0.6%

0.4%

0.2%

0.0%

-0.2%

-0.4%

-0.6%

Employment of Unskilled/Semi-skilled Labor vs Unskilled/Semi-skilled Labor Pool Growth
{Annualized, 2002-2014)

EMPLOYMENT

o

WORKING AGE POPULATION

Ty SA has the hlghest
. " ‘jobless rate of 61

_countries tracked

by Blcomberg wut

Over the past 12 years, the pool of available labour has grown by 0.4% p/a, while the rate
of employment has decreased by 0.5% p/a.

SizweNtsalubaGobodo 2015 | 11
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‘EMBARGOED

. NOT FOR DISTRIBUTIO!

National Objectives

Similarly, SMMEs have been identified as a critical component of the broader policy objective of
‘radical economic transformation’.

In the inauguration speech, which began his second term in office, President Jacob Zuma called for implementation of “radical
socio-economic transformation policies and programmes over the next five years”. “Economic transformation will take centre-stage
during this new term of government as we put the economy on an inclusive growth path,” President Zuma said.

The President went further and mentioned a 9 point-plan that will focus the radical economic transformation, of which ‘Unlocking
the potential of SMMEs, cooperatives, township and rural enterprises’ was point 7.

The 2015 National General Council discussion document on Economic Transformation notes that “South Africa requires a vibrant
and dynamic mixed economy in which there is a synergistic and mutually re-enforcing relationship between the public and private
sectors”. Importantly, it notes that “The priority now is to identify and remove obstacles to increased levels of private sector

investment...”.

With Radical Economic Transformation in mind, where then are Small Businesses and Cooperatives located? How will “Unlocking
the potential of SMMEs, cooperatives” be achieved. To this end, the 2015 National General Council document went on to say:

“We must continue to encourage the creation of new businesses, cooperatives and the expansion of small business, by reducing the
costs of compliance with government regulations, making it easier for companies to ‘do business’ with government, making sure
that government pays its invoices on time and strengthening the role of our development finance institutions.

Emphasis must be placed on easing regulatory burdens, support mechanisms which include; strengthening partnerships with

stakeholders; access to finance, improving training and capacity building programmes, market access, and simplifying business
registration processes. State procurement budgets will be leveraged to develop competitive local suppliers to ensure localisation.

SizweNtsalubaGobode 2015 | 13
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The Status of SMEs in South Africa

DSBD’s mandate puts it at the forefront of an integrated approach to the development of small
businesses and cooperatives.

The department wili lead an integrated approach to the promotion and development of small
businesses and cooperatives through a focus on the economic and legislative drivers that
stimulate entrepreneurship to contribute to radical economic transformation

A radically transformed economy through effective development and increased participation
of SMMEs and Co-operatives

To create a conducive environment for the development and growth of small businesses and
cooperatives through the provision of enhanced financial and non-financial support services,
competitiveness, market access, promotion of entrepreneurship, advancing location and
leveraging on public and private sector procurement

SizweNtsalubaGobode 2015 | 15
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Approach and Workplan

Within our proposed approach, the diagnostic stage review’s DSBD’s operating environment, internal
structures and the programmes themselves. The design stage involves developing strategic
recommendations on the optimal portfolio mix to deliver the department’s strategy.

. Diagnostic =
Strategic recommendations on optimal

programme portfolio to deliver DSBD strategy.

Business case to support the recommended
programme portfolio mix

Implementation plan to guide execution of
programmes

ral analysis - Budget and Operatic Communication plan to manage stakeholders

SizweNtsalubaGobedo 2015 | 17
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Programme Review Methodology

Our programme review methodology begins with an opportunity analysis followed by a programme
review of the current programmes and then an assessment of whether the current programme

portfolio meets the required impact.

» Assessment of whether the current
programme portfolic meets the

,-_3Q;dportunity analysis that
assesses the extent of

the social problem and * Programme review that looks at the required impact based on the social
the impact required to current programmes in terms of the probiem that would have been
alleviate it. inputs and activities they comprise and quantified in the opportunity analysis

* Identifies the population gzi:;tt?mes and__ lmpact that they * Where there are gaps betw.een the
of businesses requiring U current programme portfolio and the
support + Consoiidates both quantitative and impact that the DSBD seeks to achieve,

. . qualitative insights to develop a we will propose up scaling some

* Confirms the overarching comprehensive perspective of programmes, discontinuing other

mandate, policy programme performance programmes and adding a few new

framework and strategic programmes to achieve the intended
ohjectives impact

SizweNtsalubaGobodo 2015 | 19
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Programme Evaluation Criteria

We have adopted three main criteria to evaluate DSBD’s programmes; strategic relevance and
alignment to mandate, programme design and efficiency and the level of impact and opportunity

cost

.

.

Does the programme contribute
towards the department’s
strategic objectives

Is it within the departmental
- mandate?

Are the links to the overarching
objective mutually exclusive and

“collectively exhaustive?

Is-the programme design optimal
-given its objectives?

Is the programme’s use of
‘resources efficient?

Is the programme equipped to

- deliver impact at the level
required to meet its targets?

Is the programme equipped to
deliver impact at the level
required to make an impression
on the department’s mandate?
Are there other higher impact
opportunities that are being
forgone by pursuing this

" programme?

SizweNt
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Programme Scorecard

By assigning a weighted score to asses ease of implementation, perceived value and the cost of each
initiative, it is possible to rank the opportunities.

Capacity to Opportunity
Deliver Costs

Programme Resource
Design Utilisation

0 Mandate to Strategy

Programmel . 2 5 5 2 5 5
Programme 2 3 4 5 3 5 4
Prdgramme 3 5 3 5 5 5 3
Programme 4 1 g 5 1 5 4
Programme 5 1 3 4 1 4 3
2 3 4 2 4 3

2 4 4 2 4 4

3 4 4 3 4 3

1 4 4 1 4 4

5 1 1 5 1 1

4 | 2 4 2 1

5 1 1 5 1 1

4 1 2 4 2 1

3 1 1 3 1 1

3 1 1 3 1 1

Programmen
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Towards Recommendations

These dimensions of assessment allow us to develop a set of comprehensive recommendations for
the department to implement.

 evew Findings

 Implementation

SizweNtsalubaGoboedo 2015 | 2%
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Summary of Review Findings

Having completed the programme and organisation diagnostic, we have arrived at the following
strategic recommendations:

StzweNtsalubaGobodo 2015 | 27
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Summary of Diagnostic Findings

fIn summary, we recommend that the department pursue significant changes to its programme
activity, including the discontinuation or transfer of 10 programmes and the restructuring of a further

12.

Cooperatives Primary Cooperatives development Cooperatives Development Support Programme Restructure
' Secondary Market Cooperatives Scheme Restructure
Incubation Support & Supplier Development Incubation Support Restructure*
Supplier Development Programme Restructure
E::s;’:;:::eze::ﬁifpment & Enterprise Development & Supplier Development Red Tape Reduction Upscale
Credit Rating System Upscale
Craft CSP Transfer
South African Lifestyle Hub ' Discontinue
Film & Television CSP Transfer
Entrepreneurship & Franchising Centres for Entrepreneurship Transfer®
: Micro Franchising Transfer*
Gender, Youth and People with disabilities - Isivande Women's Fund Transfer*
South African Women Entrepreneur's Network (SAWEN) Discontinue
Bavumile ' Discontinue
Technology for Women in Business (TWIB) Restructure*
Technogirls - ' v Discontinue
365 Days of Activism Restructure
Mass Youth Enterprise Creation Programme Discontinue
Guiding Framework for Youth Mainstreaming Restructure
Local Economic Development Co-location Programmes Upscale
Township & Rural Enterprise development Upscale
Local Economic Development Forum Support Upscale
Revitalisation of distressed mining towns Restructure
Knowledge Management Restructure
Incentives, Grants & Loans Black Business Supplier Development Programme Restructure*®
. Emerging Enterprise Development Programme (EEDP) Restructure®
NIBUS/Incentives, Grants & Loans Shared Economic Infrastructure Facility Upscale*
Informal And Micro Enterprise Development Programme {IMEDP} Upscale®*
E;:::ry Cooperatives Development/incentives, Grants & Co-operatives Incentive Scheme (CiS) Restructure*

* Denotes programme recommendation which in includes adoption of some or all
programme functions by SEFA or SEDA.
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Clear Roles — Department and Agency

Our recommendations include transferring certain implementation functions from DSBD to SEDA, but
it is important that agency functions focussed on legislation, policy and monitoring and evaluation
also be moved into the department. This may add as much as 20% to the department budget.

Department Agencies
Incubation Support Restructure®
Centres for Entrepreneurship Transfer*
Micro Franchising " Transfer* .
Isivande Womer's Fund Transfer* Transfer of
Technology for Women in Business (TWIB) Transfer* 'm plementation
Black Business Supplier Development Programme Restructure® .
Emerging Enterprise Bevelopment Programme (EEDP) . Restructure® functions to
Shared Economic Infrastructure Facility Upscale* - agencies
Informal & Micro Enterprise Development Programme Uﬁscéle*
(IMEDP)
Co-operatives Incentive Scheme (CIS) ' Restructure*

Transfer of policy
G and M&E functions
to department

This will free DSBD up to focus on th’e role of a national department, while
SEFA and SEDA will enjoy similar ability to focus on the implementation
components of the mandate.
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DSBD Approach to Mainstreaming

Mainstreaming activity is the most efficient way to ensure that priority groups; women, youth and
people with disabilities, receive the maximum support as this prioritises leveraged impact over siloed

activity.

Social imperatives, translated into government policy clearly requires that developmental interventions for
women, youth and people with disabilities should be prioritised.

Typically, the response has been to create standalone capabilities focussed on these groups (eg the Gender Unit
in DSBD). - -

These units are typically under-resourced and set about creating standalone programmes to promote their target
market, with inevitably limited impact.

Rather than set up siloed functions that duplicate operational overhead and programme design, these groups
should be mainstreamed into the activities of other programmes and units.

By ensuring that all SME programmes within DSBD and the agencies have sub-targets for these groups, it is
possible to ensure delivery against this portion of the mandate with very little additional effort.

The resources currently focussed on these activities can therefore be focussed elsewhere on areas of higher
impact.

Crucially, we believe that this approach does not diminish the prominence of the priority groups, but rather
amplifies the support that they are able to receive.

Our recommendation is therefore that a single directorate be created to focus on mainstreaming for women,
youth and people with disabilities and that other implementation-focussed programmes be transferred or

discontinued. '
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Conceptual DSBD Value Chain

DSBD should consider organising itself along a small business development value chain. This
approach is customer-centric, reduces complexity and allows simple vet powerful performance
measures for each executive and each segment, creating individual accountability.

Current focus is heavily weighted towards

facilitation service

o A programme management and execution.
R \.\5@ While the other components qf the value
-(‘oﬁ-*i‘s\a P : chain are present in the organisation, they

: {g\\e o?‘\‘ - need to be capacitated in order to provide
A . an ‘end-to-end’ coordination and

In this model, executives act as a team to _de'velop strategy and manage business performance
for each business area; while operationally they individually take responsibility to deliver
distinct steps in the value chain.
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Summary of Diagnostic Findings

Fully capacitated policy, research, monitoring and evaluation capabilities are critical to creating a
constructive feedback loop within the department. This aliows for constant optimisation of activities
based on empirical analysis in order to maximise impact.

Description

Organisational Recommendations

Two major M&E challenges faced by many departments:
- Measurement of inputs and outcomes rather than impact

- Under-capacity and insufficient scope and mandate to drive
continuous improvement

- These challenges are both present in DSBD

- The resultis that impactof programme activity is poorly understood and
“no continuous improvement takes place. Suboptimal programmes
continue to be funded and crowd out improvements or new ideas that
may have greater impact.

- To take steps to address this, the department needs to capacitate the
function and create clear linkages to the strategy and policy processes.

- To connect the mandate to the activities of the department, top-level
macro-economic benchmarks for SME performance in the economy are
required to demonstrate DSBD’s overall impact. For instance, contribution
to GDP, contribution to employment and sustainable livelihoods, SME
dynamism couid be employed as highly visible targets.

- Aconcerted effort should also be made to adopt a recognised impact
measurement technique (such as SROI) and then work to customise this
to the department’s needs. The support of a specialist may be required in
this area.
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Measuring and Communicating Impact

To connect the mandate to the activities of the department, top-level macro-economic benchmarks
for SME performance in the economy are required to demonstrate DSBD’s overall impact. For
instance, contribution to GDP, contribution to employment and sustainable livelihoods, SME

dynamism could be employed as highly visible targets.

Objective:

To grow both the
proportional and
absolute contribution of
SMEs to GDP

Objective:

To grow both the

proportional and

if absolute contribution of

SMEs to employment
and the creation of

sustainable livelihoods

‘Objective:

To improve both the
start-up rate and the
start-up success rate

We would suggest setting clear targets acr_bss each of these dimensions and then seeking to
buiid a broad consensus for the pursuit of these goals. Progress against these goals then
become the publically visible means of demonstrating impact and building credibility.
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Setting Targets

By extension, this would imply that the employment objectives of the NDP could be met through the
creation of some 1.8m sustainable businesses over the next 15 years. This will require a significant
increase in the dynamism of SMMEs, with the start-up rate more than doubling from 13% to 27%.

Objective:

To grow both the
proportional and
absoiute contribution of
SMEs to GDP

Objective:

To grow both the

7 proportional and

¥ absolute contribution of

SMEs to employment
and the creation of

sustainable livelihoods

Objective:

To improve both the
start-up rate and the
start-up success rate

_' Be.n.c'_hr_hér_k 2015 :

Absolute Contribution :

R1.77tn

Proportional Contribution :

42%

Absolute Contribution :

7.33m

Proportional Contribution :

47%

Start-up Rate :
13%
No of Companies :

2.20m
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 Teet200

Absolute Contribution :
R2.19tn
Proportionai Contribution :

45%

 Target2030*

Absolute Contribution :

R4.22tn

Proportional Contribution :

56%

Absolute Contribution :
9.09m
Proportional Contribution :
50%

Start-up Rate :

16%

No of Companies :

2.56m

Absolute Contribution :
17.46m
Proportional Contribution :

61%

Start-up Rate :
27%
No of Companies:

4.06m

Please Note: This analysis is meant to demonstrate a concept, not set definite targets. If this
recommendation is adopted, then it will be necessary to rigorously baseline these data points.
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Public Sector Transformation

This means high quality citizen-facing service propositions, supported by aligned and effective
operations, organised around clear accountability. The approach must be citizen-led in both
proposition design and operational alignment.

Problem
Statement

Solution
Set

: . Through lmplementatnon of the operatmg
esrgn and lmplement optlmal processes to . ' .- envirohment: requnred to achieve the CSP _ )
liver.the catlzen service _proposition.”: o S _|dent|fy target spare capacity created '
entlfy ‘design and:implement necessary S -+ Design redeployment plan {including =
chnology enhancements in order to. i s 'trammg and: development) to optlmlse
: enabie effect:ve processing - '_ Sl o .eFflClenC|es created, and support ser\nce

‘and service needs requnred to‘fulf‘i Orgamse people within the value cham w:th - enhancement ’

the proposition ” " o JL T clear accountabmties to best execute the * 'Realise income statement savings by
. - Establish service level requnrements : - tore processes | o o o rernvestrng human-and fmancual capacrty to

to fulfil their mandate. . ;. o LTI : o © restrict cost growth :

B ng ! aliion. .0 "+ Execute comprehens;ve change manag |
Senior . Clartfymandate S “plan . ! . I SR
Leadership +Create accountab:hty in management R ‘e Create programme portfoilo management : Qrganrsation R

« “Identify skilis gaps and remediate - - - . - capability ;
__- Engage in deep stakeholder management & * Focus on capability bu:ldmg, trammg,
“engagement coaching and mentoring :

Participation

Participation
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Small Business Needs Analysis

In an efficient operating environment, the rules of the game, in the form of the legislation and
policies that govern the activity of companies, are perhaps the most powerful fevers available to
support small business.

* Small Business & Coope

Level 1
Leve| 2
R R T PSS S Ry N t .
ovel 3 * Localisation .~ ' GrantCapital .. . Skills Developmen
L o CremepREl o & Training

I oo et ki

 pequtiomnts i

+ These include localisation measures,
administrative provisions and the fiscal
incentives put in place to prioritise sector
growth.

+ These functions are those required by the
sector as a whole, including those entities not
specifically in need of direct support in order to
survive,
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Small Business Needs Analysis

Overlaying these needs against the various sub-segments within the department’s mandate will in
turn reveal commen and unique needs across the groups.

Medium
Businesses

Small
Businesses
Micro
Businesses

Start-ups

Cooperatives
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