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Who we are?

Eastern Cape Youth Development Board is a Provincial Youth Non-Governmental Organization and registered Public Benefit Organization which was established in 1999 to co-ordinate, support, promote the activities /programmes of its constituent youth organizations to maximize their development impact and contribute to the transformation of the Eastern Cape Province and influence the National Government on various programmes that affect and infect young people.
Introduction 
	There is limited data on credit conditions for businesses in South Africa. The SME Access to Finance research conducted by the Eastern Cape Youth Development Board in 2008/ 2009 and early 2010 to provide an assessment of the demand for private sector debt finance in the SME sector in mostly Eastern Cape, and merely those who operates in Rural Areas and with historical disadvantaged background. 
	The analysis in this presentation to Portfolio committee of Economic Development attempts to draw out the existing strengths and weaknesses in the market for financial resources to the SME sector by looking at the finance constraints faced by different types of business, and across different sectors. Its intended purpose is to identify whether a financing gap exists and where the evidence suggests a clear market failure, how policy might be taken forward to assist viable firms in accessing the finance they need. 


EXECUTIVE SUMMARY 
This summary is an extract of the research we conducted as the organization on ‘SME Access to Finance’. The findings are based on the results of our research and the challenges we are daily faced with as the organization that works with young people who have business interests, indeed the youth that wants to be the entrepreneurs, some are already in the SME sector.

Main forms of finance used 
The main forms of finance currently used by SMEs in Eastern Cape sepecifcly, and South Africa indeed are credit cards (46%) and overdrafts (36%). High-growth firms are less likely to use overdrafts and leasing and Hire Purchase (HP) than non-high growth firms, but more likely to use credit cards to finance their business. 

Applications (Demand) 
There has been an increase in applications for finance across all firms. The proportion of firms applying for credit irrespective of whether it was granted or not, has increased from 39% of all firms in 2007 to 53% in 2009. Applications for finance tend to increase with size of firm, age of firm and growth. 
The increase in demand for finance appears to be driven largely by an increase in applications for overdrafts (ranging from 10 percentage points to 17 percentage points for micro to medium firms) and leasing or HP facilities. The exception to this is for high-growth firms2 who appear to have switched away from overdrafts and loans/mortgages towards credit cards, leasing and HP. 
The average amount of finance sought by SMEs over the past three years has increased by 12 %. 

Approvals (Supply) 
There is evidence to show that the supply of finance to SMEs in this country has reduced. The approval rate for applications has fallen, particularly for micro firms where only 60% of firms have been able to secure any amount of finance sought compared to approximately 82% in 2007. The likelihood of applications being approved increases with firm size. 
The supply of finance to high-growth firms appears to have reduced fairly dramatically with only 44% of applications being approved, compared to an approvals rate of 79% in past years. This compares to approvals for non-high growth firms being 68% in 2009, a reduction of 18 percentage points since 2007. 
There are notable changes in the types of finance that firms are being rejected for. The biggest change in 2009 for micro firms is the increase in rejections for credit card finance, compared to 2007. For medium sized enterprises, many more are being rejected for asset-based finance than they were in past years.. 
For all those who were unsuccessful at obtaining 100% of finance sought, around 62% of micro firms did not manage to secure the funding needed elsewhere - and of those who did, the majority sourced this from ‘family and friends’ or other unspecified sources. A greater proportion of small and medium firms are more likely to secure funding from an alternative bank or a different financial product offered by the same bank. 

There are institutions of Government who suppose to address the above major challenge, and these institutions are:

	National Development Agency

Industrial Development Corporation
National Empowerment Fund
National Youth Development Agency
SEDA
Khula Enterprise
Land Bank
Development Bank of South Africa (DBSA)

All have done nothing concrete to address the above backlog.

Reasons for not lending 
The biggest change in the reasons given by private banks since 2007 for not lending is ‘economic climate’ or ‘industry too risky’. Issues of security/not enough security are also increasingly becoming reasons for unsuccessful applications particularly for high-growth firms.  This is another biggest challenge faced by SMEs in accessing finance in the country. The Government firms /institutions /Parastatals such as NEF, IDC, NYDA, and SEDA must also review their demand in supporting the SMEs.

New lending 
18% of SMEs took out new lending or had to re-finance some sort of credit facility in the last 12 months – overdrafts accounted for over 80% of these applications. There has been a significant shift towards using this new finance for working capital requirements than previously. 
The main reason for the majority of firms (86%) who did not take out new lending in the past 12 months was simply that they ‘did not need to borrow’. A significant proportion of micro firms (around 42%), expressed a ‘reluctance’ to borrow, and based on reasons such as economic climate or thinking they would be turned down. 
A much higher proportion of high-growth firms (95%) did not need to borrow compared to non-high growth firms (84%). However, a greater number of non-growth firms showed a greater reluctance to borrow or re-financing in the last 12 months, with 11% expressing the current climate as reasons for not doing so. 

Equity finance 
The research we conducted identified a very small proportion of SMEs who used equity finance. The most common reason for not applying for equity finance relate to views that ‘business doesn’t need the finance’, they ‘have finance from other sources’, and that enterprises are reluctant to ‘give up control of the business’. 10-15% of SMEs stated that they did not know how to go about applying for it. 
Comparing to 2007, there has been a 10 percentage point increase in the proportion of SMEs who would ‘consider’ raising equity finance in the future – from 17% of SMEs to 28%. This increase is due to micro and medium sized firms. However, a much smaller proportion of firms state that they are actually ‘planning’ to use equity in the next 3 years. 
Refinancing experience 
The majority of enterprises felt that the ease of obtaining credit compared to one year ago was largely ‘unchanged’. However, where it had become harder, the most significant responses were for commercial loans/mortgages and overdrafts, with around 40% of those responding stating that these forms of finance had become harder to obtain. 
For all firm sizes, the key change in accessing finance over the last 12 months relates to the increase in charges and interest rates. The amount of time taken to make a decision for lending is also a significant factor for small and medium enterprises. 
The differences in the re-financing experience are rather more pronounced between high-growth firms and non-high growth firms. For high-growth firms, in addition to the changes in the cost of credit, the key factors refer to a reduction in the supply of credit – either the facility has been taken away or reduced, or there is an increase in the time taken for lenders to make a decision. 

Impact on business 
SMEs were asked about the problems faced by their businesses in the current economic climate. In all cases, getting orders (i.e. demand for products) and finance (including cost, and obtaining sufficient finance) are showing the greatest increases in observed constraints since 2007. In line with what we would expect in a recession, staffing is less of an issue for firms in 2009 than it was in 2007. 
The survey also indicates a revision downward in business growth expectations due to the current economic conditions and the tightening of credit markets. The majority of micro firms have revised growth expectations towards ‘getting smaller’ though a significant number are also expecting to grow substantially over the next three years. For medium and small firms, there is a shift away from ‘growing substantially’ to either ‘growing moderately’ or ‘staying the same’. 
Changes to Growth Aspirations 
The most pessimistic sectors appear to be Agriculture, Wholesale/Retail, Hotels/Restaurants and Real Estate/Business Activities sector which have all revised growth ambitions towards becoming smaller than staying the same or expanding. Manufacturing and Transport/Communications sector appear to be more cautious with the balance of SMEs who are reducing growth ambitions, stating that they will ‘stay the same size’ rather than becoming smaller. On the other hand, there is an increase in the number of firms by around 12 percentage points who are expecting to grow compared to 2007. 

WHY SMEs ARE FAILING IN SOUTH AFRICA?

Lack of Political Commitment

A lack of political commitment is identified as part of the reason why SMEs are not specifically involved in policy making and interestingly, that some SMEs sometimes experience a sense of inferiority when dealing with officials who appear disinterested. Politicians are not giving clear direction to SME development; instead they want to own theirs.




Lack of Funding or Resources

Insufficient resources are another reason the SMEs policies do not exist clearly. It is important to note that in many instances funds are available (under spending is frequently quoted as the problem rather than that there was no money); the problem seems to rather lie with inadequate planning and budgeting and an inability to use the resources available strategically.

Coordination and cooperation

It is clear that there exists a lack of integration between departments and the Municipalities, where some parallel programmes pertaining the SME s development were running, resulting in a waste of valuable resources and a certain amount of confusion.
Cooperation between sectors, departments and tiers of government are ongoing challenge, which leaves SMEs with no clear direction of where to access information and finance.

Information

Poor communication and lack of information is one of the stumbling blocks to effective participation of SMEs in governance.  The Government have no clear programme on SMEs development / coordination within the level of Municipalities.

Lack of Capacity & resources

Difficulties in accessing funds, no budget allocations for SMEs and the absence of plans were cited as major stumbling block during our research. Limited access to other resources such as land, equipment and transport also place constraints on Local Economic Development (SMEs specifically).

SMEs are not properly planned or implemented

Inputs received included the fact that some SMEs more especially those in rural areas are not clearly stated, they are not prioritised, are often unsustainable, or are not being implemented at all. In some instances the SMEs are not followed through, for example, a business plan was funded, but then left at that stage; there was no further support to link with a funding agent or department to take the business plan further.

The SMEs development is not clearly included in the municipal’s IDP. SMEs access to projects is difficult because of complicated tender processes and too much red tape. The tender process is also very prolonged. These tenders are not available to SMEs, its only established companies that get them.

RECOMMENDATIONS

We at Eastern Cape Youth Development Board recommend the following;

	Establishment of SMEs Independent Tribunal / re-establishment of SME Commission (if exists)

The Tribunal /Commission must engage to advocate, facilitate the establishment, staffing, capacitating and resourcing of Special Programmes Units within Municipalities. They must advocate for a dedicated team within that have sufficient authority to participate in all decision-making processes and to be the voice of SMEs. Without a capacitated, dedicated, and resourced team, the SME development and its ways of accessing finance will remain in periphery of Government planning.

	The SME National policy summit must be convened by the Department of Economic Development, DTI, and the Department of Public Enterprise (in collaboration)

The Portfolio Committee on Economic Development  must also convene an intergovernmental forum, also that all departments must be part of Iimbizo (Take the SME access to finance programme to people)
Business Advisory Centres must be established in all Municipalities throughout the country. Community awareness about these BAC must be key. The GCIS in collaboration with Municipalities must be approached to compulsory equip these Business Advisory Centres (BAC). These BAC must be community-friendly, meaning that community halls must be used. Some halls do not have electricity or basic infrastructure; these must be prioritised to avoid these investments becoming white elephants.
Partnerships with banks must be improved in order the SMEs to access finance
Government parastatals must stop sitting in boardrooms, and the Imbizos must be used to disseminate information.
All municipalities through the SPU office must coordinate the formation of SMEs Forum and that forum participates in Municipal’s IDP programmes and Budget planning’s.
All SMEs must be registered at CIPRO with a minimum fee –recommends R50 to allow a space for the historically disadvantaged SMEs and individuals who are eager to run business.
When SME s are registered, the Government through the Economic Development Department must train the SMEs and provide them with start-up funding, and the Tribunal /Commission to approve and monitor the use of the start-up funding.
Of utmost importance is the creation, establishment and efficient running of representatives of SMEs within Municipalities ‘SME Forums’
SME Tribunal /Commission must have a list of SMEs per municipality, registered in their operational database, in order to allow a space of planning and budgeting, also identification.

CLOSING

I take this opportunity to urge and invite all stakeholders and decision-makers at Local, provincial and National government to take joint ownership of these recommendations and ensure that SMEs are successful supported and are sustained.


Viwe Sidali

Chairperson
Eastern Cape Youth Development Board
Cell: 072 459 0994

