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BUSINESS UNITY SOUTH AFRICA SUBMISSION ON
SME ACCESS TO FINANCE
TO THE PORTFOLIO COMMITTEE ON ECONOMIC DEVELOPMENT
1. Background

BUSA is a confederation of chambers of commerce and industry, professional associations, corporate associations and unisectoral organisations.  It represents South African business (See Annexure B - list of members) on macro-economic and high-level issues that affect it at the national and international levels.  BUSA’s function is to ensure that business plays a constructive role in the country’s economic growth, development and transformation and to create an environment in which businesses of all sizes and in all sectors can thrive, expand and be competitive. 

As the principal representative of business in South Africa, BUSA represents the views of its members in a number of national structures and bodies, both statutory and non-statutory.  BUSA also represents businesses' interests in the National Economic Development and Labour Council (NEDLAC).

Internationally, BUSA is a member of the International Organisation of Employers (IOE), the Pan-African Employers' Confederation (PEC) and the Southern African Development Community (SADC) Employers' Group. BUSA is also the official representative of business at the International Labour Organisation (ILO), African Union (AU) Social Affairs Commission and World Trade Organisation (WTO).
2. The small, medium and micro enterprise market access to loan finance
 BUSA has received numerous inputs from its broad base of membership and whilst we have endeavoured to encapsulate the various comments herein in a generic sense, the more detailed comments will be addressed in the formal parliamentary hearings in the verbal submission stage.
Access to loan finance has been identified by BUSA members as critical for the development of SMEs.  The paucity of SME finance is compounded by lack of comprehensive business skills required to manage SMEs in a competitive environment.  In the start-up phase of SMEs, entrepreneurs are almost always unable to adequately demonstrate the potential of their businesses to deliver the required rates of return to financiers.  Those that are able to attract financial support in the early stages of the venture fail to sustain the interest of financiers in their businesses due to lack of diverse business education, business development services, business experience and peer support. 
Certain industry sectors have flagged the historical domination by larger more established and organised operators with little access to entry to small, medium and micro sized operators suggesting that there are inherent structural issues that will need to be addressed as these were previously tightly controlled by a permit system. This discriminated against small operators. 
Amongst others, we propose that urgent attention is required to the SME sector for the following reasons:
· Prospects for SA economic and employment recovery in the short-term are low.  
· The economic crisis has harmed the SA SME sector.  For the recently-announced Growth Path Plan to succeed, a strong SME base is required.
· Liquidations numbers were, until recently, high: those businesses that are currently being lost are previously healthy enterprises.

· “Repair” of the SME sector is more easily achieved through the encouragement of successful businesses and the transition from the informal to the formal sector (than through the creation of new SMEs)
· Local government business retention and expansion programmes can be harnessed to assist in the improvement of SME sustainability
Financing solutions must be addressed holistically to promote a more conducive/ supportive business environment.

3.
Challenges faced by SME’s in accessing finance
When identifying the obstacles to setting up and sustaining SME’s, it is not possible to single out individual factors such as the lack of skills or finance in themselves as the major obstacles, as chamber  members cite a combination of several factors including:  

· Current evidence would suggest that the regulatory burden and bureaucracy which makes it difficult to set up a business, is also costly and administratively complex to maintain a business and challenging to move from informal to formal status This is illustrated in the attached World Economic Forum Global Competitiveness Assessment (Annexure A) which highlights the areas impacting negatively on small business enterprises.

· The perceived lack of understanding and / or trust in the banks and insurance companies gives rise to SME’s preferring  to self finance when start-up funding and business insurance would have been helpful.

· Bank requirements often call for collateral which new SME’s do not necessarily have. 
· The  relatively high interest rates and risk profiles of the SMME’s sector is not conducive to loan financing for these small enterprises on a sustainable basis

· Failure to receive payments timeously threatens the cash flows and sustainability of enterprises.

· Sophisticated procurement standards and procedures are found to be intimidating.

There is a lack of awareness of the role of Development Finance Institutions and support agencies among the majority of SME’s.  Approaching DFI’s is perceived to be daunting and the processes to elicit assistance considered to be too challenging.

The market for financing micro enterprises is almost non-existent, while that for SME finance is not as competitive as it could be.  The relative cost and benefit considerations that have shaped commercial banks' reluctance to enter this sector include:
· The high cost of initiating micro-loans relative to the interest margin over the period of the loan.
· The high levels of risk, which is partially attributable to the lack of specialised support skills in financial institutions – i.e. advising, mentoring, etc. – necessary to bolster these enterprises in starting up or on an ongoing basis.
· The granting of loans to borrowers, who do not have adequate security or own capital, is considered unsound banking practice.
· The costs of recovering loan amounts in the instance of non-payment are high because of difficulties with foreclosure laws.

· The lack of sufficient competition in the SME finance market.

The financial services industry has committed, through the financial services charter and complementary initiatives, to redress the difficulties experienced by SMEs in obtaining access to credit and in accessing ongoing advice and business support.  However, the benefits of such commitments have been slow to trickle down to enterprises in need.
In a recent survey conducted by Finmark Trust, 39% of small business owners cited money and money-related matters as an obstacle when starting a business, 34% cited business strategy as the challenge and 17% cited infrastructure and equipment as the challenge.  In terms of growing businesses, 16% cited space to operate as the challenge, 14% cited access/ cost of finance as the challenge and 13% cited competition as the challenge.
Indeed, both government and the business sector grapple with the challenges faced by SMME’s as a result of a dearth or hard fact information on this sector. There is a distinct need for government to establish rialiable and accurate data on an annual basis on the SME sector and the need also to identify the gender aggregate situation.
4.
Organised Business’s Programmes to assist SME’s
Organised business contributes to and supports a business environment that is nurturing and conducive to entrepreneurship.  This is achieved in part by creating platforms for networking, engagement and growth, through trade and business events and by providing platforms for SME advocacy, training, information and awareness opportunities.  Through these interventions entrepreneurs may choose to familiarise themselves with emerging trends and developments in the business environment which may impact their enterprises.  

A number of programmes are currently at varying levels of planning and implementation to address the challenges in the SME sector including:
· Programmes to support business progress from the informal sector to the formal sector.
· Business Development Services and Referral Programmes

· SME training and business linkage initiatives at local chamber level.
· Advice on business plans and access to finance particularly through DFIs.
· Given the potentially huge contribution that SMEs could make to dealing with the unemployment challenge, SMEs are encouraged to support the SA 1st campaign.  The SA 1st campaign is a drive for a stronger work ethic and greater productivity that will eventuate in a more competitive nation.

5.         Value Chain Analysis and SMME’s
One of the key aspects that should be addressed is the value chain analysis on SMME’s. Currently the focus is purely on the funding side of SMME’s. However, a major constraint is the SMME’s ability to effectively manage his cash flow based on onerous terms that the SMME has to comply with from debtors, creditors and suppliers.

 ● In most instances SMME’s are forced to accept orders against 60-90 day

    pay back time period from corporate clients in order to secure an order.

    This effectively leads to a strained cash flow and ultimately impacts on the 

    sustainability of the SMME.
●  SMME’s find their suppliers reluctant to provide goods and services on

    account or even on a consignment basis

●  Debtors, if any, also tend to stretch payment terms with SMME’s.

The conclusion here is therefore that it is not only funding that is an impediment but how all of these issues are being addressed from a common understanding.

6.
Recommendations on enhancing SME access to finance
      Studies from other parts of the world have shown that considerable value lies trapped in the informal sector which could contribute to increasing GDP levels if it was formalized.  However, unless the benefits of becoming formalized outweigh the disadvantages, many SMEs may choose to operate under the radar where they can avoid taxes.  We need to communicate the benefits of moving businesses from the informal to the formal sector.
In addition to programmes currently underway, the following need to be contemplated:
· Alignment of incentives for SME financing with other policy incentives, for example youth employment incentives.  The intention is to attract greater attention/ support for the development of this sector, not to add to its administrative burden.
· A national SME database is considered both supportive in promoting SME business opportunities as well as in facilitating interaction between SMEs and DFIs.
· DFIs should be more flexible in the allocation of small amounts of seed capital.  Larger amounts of capital can be allocated on a graduated basis concomitant with the growth of the enterprise.
· DFIs must develop and offer working capital funding more readily to SMEs and pursue the use of innovative financing products such as Invoice discounting, particularly where government is a client.
· Initiatives to make DFI’s more accessible such as the “Khula Bank” initiative must be accelerated and supported. To this end, government top up facilities to assist both the SMME and financier  may need to be investigated in so far as market-related interest rates are charged to SMME’s with government sponsoring the rate “top up” to the prime rate in the market. If this should prove to be viable, the necessary checks and balances would need to be put in place to ensure that this programme is not abused.
· Government must create conditions conducive to venture capital development, perhaps by using tax incentives and breaks to encourage risk taking.  The creation of a state venture capital fund aimed at funding SMEs can focus on a wide range of financing needs from start up capital, to working capital and cash flow funding.
· Government agencies can more effectively use local chambers for financing and regulatory support initiatives e.g. partnerships with CIPRO and SARS.
· A one-size fits all approach to SME financing has had limited success.  It may be timely to consider seeking sectoral solutions for easing access to finance such as the formation of co-operatives, co-operative finance, bulk buying facilities and shared transport especially given that a substantial number of SMEs operate in the trade environment. 
7.
Concluding Remarks
The capacity of business to employ is currently limited by the capacity of businesses to sustain itself. It is generally recognised that small and emerging business have the greatest potential for job creation. Nonetheless, business does not favour policy interventions and support programmes to the extent that a “dependency culture” is fostered.  It is imperative that business remains viable and self-sustaining if it is to ably contend with the exceptional economic challenges ahead.
11th November, 2010
ANNEXURE A
WORLD ECONOMIC FORUM GLOBAL COMPETITIVENESS REPORT

SELECTED GLOBAL COMPETITIVENESS FACTORS AFFECTING SMALL BUSINESS

SOUTH AFRICA’S RANKING WITH 139 COUNTRIES

    2009/10               2010/11
· Ease of access to loans                                            31                      41

· Venture capital availability                                        33                      39
· Number of procedures to start a business                26                      34

· Time required to start a business                              64                     75

· Quality of overall infrastructure                                  43                     56

· Business costs of crime                                           133                   137

· Pay and Productivity                                                105                   112

· Burden of Government Regulation                            65                     94

· Burden of Custom procedures                                   51                     55
                                                  ANNEXURE B

Business Unity South Africa (BUSA) Members

1.
Agricultural Business Chamber (ABC)

2.
Agri SA

3.
AHI

4.
Apparel Manufacturers Association of South Africa (AMSA)

5.
Association of Accredited Chambers of Commerce and Industry (AACCI)

6.
Association for the Advancement of Black Accountants of Southern Africa (ABASA)

7.
Association of Black Securities and Investment Professionals (ABSIP)

8.
Association for Savings and Investment South Africa (ASISA)

9.
Automotive Sector

· Automobile Manufacturers Employers’ Organisation (AMEO)

· National Association of Automotive Component and Allied Manufacturers (NAACAM)

· National Association of Automobile Manufacturers of South Africa (NAAMSA)

· Retail Motor Industry Organisation (RMI)
10.
Banking Association

11.
Black Business Executive Circle (BBEC)

12.
Black Conveyancers Association (BCA)

13.
Black Information Technology Forum (BITF)

14.
Black Lawyers Association (BLA)

15.
Black Management Forum (BMF)

16.
Business Coalition of South Africa (BCSA)

17.
Business Leadership South Africa

18.
Business Women’s Association (BWA)

19.
Casino Association of South Africa (CASA)

20.
Chamber of Mines of South Africa (COM)

21.
Chemical and Allied Industries’ Association (CAIA)

22.
Confederation of Associations in the Private Employment Sector (CAPES)

23.
Construction Sector

· Master Builders South Africa (MBSA)

· National Federation of Building Industries (NAFBI)

· South African Federation of Civil Engineering Contractors (SAFCEC)

24.
Consulting Engineers South Africa (CESA)

25.
Consumer Goods Council of South Africa

26.
Foundation for African Business and Consumer Services (FABCOS)

27.
Financial Intermediaries Association of Southern Africa (FIA)

28.
Financial Planning Institute of Southern Africa (FPI)

29.
Information Technology Association (ITA)

30.
Metal Recycles Association of South Africa (MRA)

31.
National African Federated Chamber of Commerce and Industry (NAFCOC)

32.
National African Farmers Union of South Africa (NAFU)

33.
National Black Business Caucus (NBBC)

34.
National Industrial Chamber (NIC)

35.
Retailers’ Association (RA)

36.
Road Freight Employers Association (RFEA)

37.
Security Industry Alliance (SIA)

38.
South African Agricultural Processors Association (SAAPA)

39.
South African Black Technical and Allied Careers Organisation (SABTACO)

40.
South African Business Coalition on HIV/AIDS (SABCOHA)

41.
South African Chamber of Commerce and Industry (SACCI)

42.
South African Institute of Black Property Practitioners (SAIBPP)

43.
South African Insurance Association (SAIA)

44.
South African Leisure, Tourism and Hospitality Association (SALTHA)

45.
South African Petroleum Industry Association (SAPIA)

46.
South Africa Property Owners Association (SAPOA)

47.
Southern African Bus Operators Association (SABOA)

48.
Southern African National Co-Operatives Council (SANCOC)

49.
Steel and Engineering Industries Federation of South Africa (SEIFSA)

50.
United Business women of South Africa (UBSA)

(55 MEMBER ORGANISATIONS)

                                      ANNEXURE B CONTINUED

Board of Trustee Members

1. 
Aspen Pharmacare

2. 
BP South Africa

3. 
Media24

4.
Netcare Limited

5. 
Shell South Africa Marketing

6. 
Sumo Coal

7.  
Transman

8. 
Deloitte

9. 
Group Five Limited

10.
Price WaterHouse Coopers

11.
Hans Merensky Holding (Pty) Ltd

12.
Edward Nathan Sonnenbergs (Inc)

13.
Vodacom Group Limited

14.
ABSA Bank

15.
Clicks Group Limited

16.
Arup (Pty) Ltd

17.
Afgri Limited

18.
AVUSA Limited

19.
Metropolitan Holdings Ltd

20.
Continental Outdoor Media

21.
Accenture

22.
Pamodzi Investment Holdings (Pty) Ltd

23.
Alstom South & East Africa (Pty) Ltd

24.
Siemens Limited

25.
MTN (Pty) Ltd

26.
Sahara Computers (Pty) Ltd

27.
Sekoko Resources (Pty) Ltd

28.
JSE Ltd

29.
Saatchi & Saatchi South Africa

30.
Stefanutti Stocks Holdings Limited

31.
Pretoria Portland Cement Company Ltd

32.
Edison Power Electrical (Pty) Ltd

33.
Royal Bafokeng Holdings (Pty) Ltd

34.
AREVA

35.
Microsoft South Africa

36.
African Rainbow Minerals

37.
Sanofi-Aventis

38.
Altech Management Services
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