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1 Introduction

South Africals recent integration into the world economy provokes the question about its
potentia for building competitive advantage and prosperity a the locd leved in the context of
an increesingly globdised economy. The expeience of prospering locdities in indudtridised
countries, in paticular Western Europe and Jgpan, suggests that the samdl and medium-sized
enterprise (SME) sector is @ the forefront of locd economic development. SMES are reported
to resolve the pedgent problems of insuffident employment growth while being highly
efficient in flexbly serving increesngly segmented consumer markets.

The smdl firm discussion has been taken up in South Africa, where amdl, medium and micro
enterprises (SMMEs) hold a numeric mgority. SMMIMES are expected to function as a driving
force in South Africads both socid and economic trangtion if supported by supply-side
measures targeting enterprise  condraints. Research on South  African  SMMEs  reveds,
however, a mismaich between the redity and the modd of the SMME sector used by South
African policy mekers The South African SMME sector is far from homogenous and would
require a finetuned st of interventions rather than the generic assstance currently provided.
Only the few, more dynamic SMMEs show a potentid to contribute to rgpid employment
cregtion, while survivdis activities (as a result of ‘enforced sdf-employment’) conditute the
vasd mgority of the South Africen SMMEs economy and grow in numbers, but not in sze
Moreover, smdl busness paformance seemingly depends not only on the removd of
condrants by means of (supportive) public polices and reguldions, but decisvey on
indugridd  and organisationd  dructures, the adaptiveness of firms and, aove dl, the
cgpabilities and aspirations of the entrepreneur.

This pgoer ams to contribute to the South Africen SMME discusson by drawing together
findings from recent surveys on edablished manufacturing SMMES in three South African
regions. The deriptive findings on their turnover and employment growth trgectories
confirm unambiguoudy that the present manufacturing SMME economy as a whole is no
vehide to tackle the problem of employment growth. This argument is developed in seven
sections. Section two and three shed light on the internationd experience regarding SMMEs
and employment gowth. Section four turns to South Africa, its SMME policies and the
debate about the role SMMEs are able to play. Theoreticd and methodologicd considerations
of section five form the background to section sx, which contains the research findings on
employment growth in  maenufecturing SMMEs in three regions. These findings are
summarised and interpreted in the fina section.



2 SMMEs as major employment creators — evidence from industrialised
countries

In many indudridised countries, the latle 1970s and 1980s have witnessed the re-emergence
of the smdl firm due to two mgor events. Fird, spectacular cases of large enterprises running
into economic difficulies and shedding employment aoe in nealy dl indudridised
countries, while the latters smadl firm sectors (or parts of it) went redively well through the
period of economic turbulence that darted in the early 1970s. Second, Birch’' s [1979; 1987]
finding that smdl firms creasted the mgority of new jobs in the United States, soread quickly
around the world and provoked an upsurge in research on employment shifts towards smaler
units

Indeed, the OECD concduded in 1985 that, in severd of its member dates, a tendency towards
the concentration of workers in amdl firms could be found, even after accounting for shifts in
industrid  structure® or sectora  composition [OECD, 1985]. Reviewing data on employment
shares by enterprise sze for nine industridised countries’? Loveman and  Sengenberger
[1990:8] confirm that,

“[..] despite significant cross-nationd differences in the size distribution®
and despite methodologicd cavedts, the employment share of amadl
enterprises has reversed a downward trend that had prevailed for many
decades and risen ggnificantly [..]. Taken together, the nine case studies
present a convindng case for a shift in employment to smdler units of
production”.

Yd, it is important to guard agang rushing into premaure and overly generd condusons as
to the economic and socid implications of the shift toward smdler units [Harrison, 1994]. Job
gengation dudies show tha the employment dynamic accompanying new firm formations
and busness closures is vay importat to net employment contribution of smal units
[Becattini, 1990; Koshiro, 1990; Mead, 1999]. Many of the recent firm hbirths in indudridised
countries may have been induced by poor economic conditions in generd and by high
unemployment in particular. Those underteken as ‘lagt-ditch’ atempts to provide livdihood to
the founder may rest on especidly shaky gound and ther falure rate might therefore be
expected to be abnormdly high as ether good times draw the entrepreneur back into
dependent employment or bad times topple the wesk firm [Sengenberger e d., 1990; OECD,
1993].

Nevertheless, it has now been acknowledged that a large mgority of busness units in
indudridised countries ae smdl, and even a consavative review of the job generdion
literature suggests that smdl firms account for a leest a proportiona share of employment
cregtion. The net new jobs crested in amdl firms however, result from a very dynamic
process of expanson and contraction within the smal firm sector. While some smdl firms
dat and reman smdl throughout ther exisence others experience stages of growth, and
senescat firms even dedine [Timmons, 1994]. Large employment gains occur  Ssemingly

1 To some extert, the differences in the size structure reflect varying sectord and industridl compositions. In generd, firms in the service
sector are on average smdler then in manufacturing. It can therefore be expected that countries with a larger service sector have smaler
average scale of organisationa units [Loveman and Sengenberger, 1990].

2 The countries under investigation were the United States, France, the Federd Republic of Germany, United Kingdom, Japan, Norway,
Hungary and Switzerland.

8 Manufacturing establishments with less than 20 employess, for example, account for 34 per cent of &l workers in Hungary, 7.4 per cent in
the United States, but roughly 35 per cent in Italy and Japan [Sengenberger et ., 1990]
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only in a few amdl firms [Sengenberger et d., 1990; Quamean, 1998, Meed, 1999]. Indeed,
recent research by the European Commisson has shown that only enterprises characterised as
fast-growing SMEs contribute some 50% of net job crestion [Papouts's, 1996].



3 SMMEsasmajor employment creators? The experiencein African
countries

In African as wel as in other less developed countriess SMMES (and micro enterprises in
particular which conditute their mgority) have received mounting dtention because of ther
labour absorptive capacity in times of both a shrinking public sector and privae formd
economy, and increesing numbers of new labour entrants. With the shift of indudtrid policy
avay from import-subditution and of trade policy towards liberdisation, SMMEs ae
moreover expected to respond flexibly and thus withsand globd competition [Hirg and
Zdtlin, 1992, Bambara, 1995, Kaplinky, 1997; Schmitz, 1997]. While the Lain American
experience of both sngle and especidly cdugered SMEs confirms the dynamism associaed
with  SMEs [Cortes et d., 1987, Rabdlotti, 1999, Schmitz, 1999], there has been litile
systematic evidence on the incidence microenterprise ‘graduation’ or growth into larger ones
in Africa [Mead and Liedholm, 1998, Meed, 1999]. Indeed, one-person operaions conditute
the mgority of smdl-scade industry in Africa, and only about 1 % succeed in graduaing to an
intermediate-sze [Mead, 1995; Dia, 1996; McPherson, 1996; Ferrand, 1997, Manu, 1999]. It
is agued that lates technologies are not yet avalable, but insead technology which has
dready been commercidisad by foreign companies. Moreover, product specidisation is, in
most cases, not a drategic answver to segmented markets, but to lack of resources [Pedersen et
d., 1994; Amgden, 1997]. Virtudly dl SMMEs operae in conditions of excess supply of
raively unskilled and unorganised labour, which dlows them to trangmit the burden of
ungtable markets on their employees and to base competition on sgueezing labour codts rather
than innovation or technological upgrading [Storper, 1991, Schmitz, 1995, McCormick,
1999]. Unlike in South Korea where large firms function as catdysts of growth to their
subcontractors, corporate subcontracting to smdl and modly ‘informd’ firms in Africa is
more than often a means to reduce cods by exploiting labour-surplus conditions and
cdrcumventing regulaions and trade union organisations [Pedersen and McCormick, 1996].
Clugters of sector-specific firms do exist in Africa, but ther growth experiences vay and
differ markedly from other devdoping country cases, like the successful Snos Vdley shoe
cluger in Brazil, and the surgicd ingruments cluster in Sakot, Pakigan, or from the ‘modd’
indugrid didricts of Ity [Dawson, 1992, Rasmussen, 1992; Sverisson, 1992; Mddonado,
1993, Nadvi, 1994; 1997; Schmitz, 1993; 1995; Yankson, 1996; Adveni, 1997, McCormick et
d., 1997; McCormick, 1999]. Indeed, drong sxid ties and networking, reported to be
esentid for the success of indudrid didricts in Europe, have ambiguous effects on firm
growth in Africa While being supportive amongs the Igbo in Nigeria, ressarch in Kenya
suggests that the successful African entrepreneur has loosened his networks based on kinship
and socid ties in genad [Bradtigam, 1997; Farand, 1997; McCormick et d. 1997].
Furthermore, formd inditutions in Africa face crises of legitimacy and enforcement by not
being rooted in locd culture and are therefore far from conducive to enterprise growth [Sted,
1995; Dia, 199].

The above suggests that modes of competition and growth trgectories of SMMES vary across
continents and countries [Khoza, 1993, Humphrey & Schmitz, 1995; Amsden, 1997, Gordon,
1997; McCormick, 1999]. Research findings on SMMEs throughout Africa are diverse, dbet
they show widdy that it cannot be enterprise Sze as such which determines a firm’ s growth
potentid for success and falure of SMMEs co-exig and ingead point to the role of the
entrepreneur  [Sengenberger & d., 1990; Spdh, 1994; King and McGrah, 1999]. The
predominance of SMMEs in the indudrid tissue, both in teems of numbers and employment
opportunities generated, demondrates thaa SMMEs form an important pat of African
economies and have found ther own ways to ded with market ingability and uncertainty.
Neverthdess, the citicd undelying issues of the viability of these smdl firms and the
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sudanability and qudity of the employment generated by them remain 4ill undear [Spéh,
1994; Dia, 1996; McCormick et d., 1997].



4 Employment creation through SMMEs —debated in  South
Africa

4.1 Government perspective: SMMEs as a vehicle to tackle the problem of employment
growth

Snce the dections of April 1994, the issues of black economic empowerment and a more
equa income didribution have been placed high on the agenda of the new government of
South Africa [Rogerson and Rogerson, 1995]. Nevertheess, the need to take the South
African economy onto ‘a higher road’, i.e a diversfied economy in which productivity and
internationd competitiveness are enhanced, wege-levds ae high, invesment is simulaed
and entrepreneurship  flourishes, is recognised as a condition to address these issues
uccessfully [RSA, 1994; 1995]. In the 1995 White Pgper on Naiond Straegy for
Devdopment and Promotion of Smal Busness in South Africa, the government assigns the
SMME sector a key role in South Africas socio-economic trangtion [RSA, 1995:10]. In
particular, SMMESs are seen as a vehicle to:

» address the problem of high unemployment levels in South Africa as they have a high
labour -absorptive capecity,

» adtivate domedic _competition by cresting maket niches in which they grow until they
identify a new niche as a response to demand changes, and to be internationdly
competitive because of thar flexibility

> redress the inegudities inherited from the Apathed peiod - in terms of patterns of
economic ownership and restricted career opportunities for black employees.

» contribute to black economic_empowerment in thet the mgority of SMMESs is reported to
be initisted, owned or controlled by those members of society who were discriminated
againg in South Africd s past; and,

» play a cucid role in peoples efforts to meet basic needs in the aosence of socid support
sysems during restructuring processes — which refers in paticular to South Africas
micro-enterprise segment and  especidly  survivdigt  activities characterised by low  entry
barriers for inexperienced job seekers.

4.2 Gover nment initiative: Supply-side policy measuresto promote SMMEs

The South African government suggests that the SMME sector - with the hdp of government
support - is cgpable of fulfilling these objectives and has introduced a number of supply-side
measures to promote the formerly neglected sector. The overdl objective is “to creste and
enabling environment” and “to levd the playing fidd” [RSA, 199510 in terms of nationd,
regiond and locd policy frameworks for SMME devdopmett More paticulaly, policy
measures are aimed at:

» addressing the obstacles and congraints that SMMEs face to promote (faster) growth;

» enhancing ther capacity to comply with the chdlenges of globdisaion and an
internationaly competitive economy; and,



» drengthening their cohesion to increase the leverage of policy messures.

The mechanisms usad for smdl business support involve inditutiond and regulaory reforms
Ntska Enterprise Promotion Agency and Khula Fnance Limited (gpat from the Nationd
Sl Busness Council and the Centre for Smdl Busness Promotion) have been established
to at as intemediaries to address SMME condraints such as access to finance and
information. The DTl itdf adminigers programmes amed a increesng SMME
manufacturers  competitiveness such as cofinancing the acquistion of new technology, for
exanple. Regulaiory reforms indude, for example, the recent procurement reform with an
afirmative smal, medium and micro enterprise participation programme [RSA, 1997].

Neverthdess, s0 far, no cear differentiation between promoting dynamic firms on the one
hand and survivdig activities on the other — which would rather be the focus of wefare than
indudrid polides — has been made. And there are indications that - in launching the
implementation of seved progranmes - the South  African  government  severdy
underesimated the problems of edablishing a whole set of new support inditutions the
capecity of these inditutions to ddiver, and the capacity of the exiging NGO network in
South Africa to become involved in the highly ambitious set of programmes that were to be
implemented [Hirsch and Haniva, 1998; Rogerson, 1998c; Bloch and Kesper, 2000&;b].

43 Prdiminary research findings SMME sector with limited capacties despite
governmental support

The politicd atention of pos-gpatheid South Africa given to SMMEs as an “important
vehidle to address the chdlenges of job creation, economic growth and equity” [RSA, 19955]
continues to be a benchmak for examining the dStuation of smdl enterprise development,
paticulally of black (or African) owned enterprises in South Africa [Rogerson and
Rogerson, 1997]. There has been an exploson of literature on micro enterprises which has
manly emanated from crosssection surveys with a focus on growth condrants [for example,
Levy, 1992; Catdl, 1993, Riley, 1993; TakGro, 1993; Eichler, 1994; Hirschowitz et d,
1994; Maming and Machigo, 1994; Horn, 1995, Sawaya, 1995, Rogerson 1996, 1997,
Rogerson and Reid, 1997; Rogason and Rogerson, 1997]. Literature on edtablished
successful SMMES, by contragt, is rather sparse [Levin, 1997; Rogerson, 1999; Kesper,
2000b], and few researchers have commented on the effectiveness of the vaious SMME
support messures  implemented  snce 1995 [Maming, 1996, Rogerson, 1998c; Bloch and
Daze, 2000].

Neverthdess the common thread running through the emerging body of literature on South
African SMMEs suggests that a mismaich exists between the modd of the SMME sector used
by South African policy mekers and its redity. Indeed, the removd of SMME congrants is
congdered sufficient to unleesh ther dynamism, while reseerch findings indicate (with
regards to employment creation), however, that:

» SMIME peformance does not only depend on the remova of condraints by means of
uppartive  supply-sde  messures, but  decisvely  on macro-economic - conditions  and
industriad or market dructures, in particular high concentration, which are degply rooted in
the South African economy [Altman, 1994; 1996, Manning, 1996]. The policies amed a
upgrading emerging and supporting edablished SMMEs have hence not been dble to
cregte “the enabling environment conducive to SMME growth”, and the ddivery of
upply-sde messures  suffers from poor or cumbersome implementation [Hirsch and
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Hanivd, 1998, Kegdlinsky and Morris, 1999; Rogerson, 1998c; Bloch and Daze, 2000,
Bloch and Kesper, 2000a;b].

» The mgority of South Africds SMMEs ae mico and survivdis enterprises (and
predominantly retall activities) with no sgns of enterprise growth, while the mogt
dynamic SMMEs respongble for the mgority of SMME employment are medium-sized,
but only a minority [Levy, 1996, Manning, 1996; Ntska 19994. Hence the contribution
by (now exising SMMES) to employment growth is expected to reman low - both
because the mgority of microenterprises lack the dynamism to grow beyond one-person
operdions during ther exigence and because, in the lae 1990s even the more dynamic
edablished enterprises have seemingly adopted a drategy of ‘jobless growth’ [Rogerson,
1992; Ldl, 1993; Budlender and Theron, 1995; Horn, 1995; Macun, 1997; Peardl, 1997,
Rogerson, 1999; Bloch and Kesper, 2000ab].

» The bulk of employment creation by South Africen SMMES is likdy to emerge from new
micro-enterprise formations.  However, most of these operations ae dated out of
necessty rather than choice, and only a minority of the ‘enforced’ entrepreneurs manage
to meke ther microenterprises survive the fird two criticd years of exisence [Horn,
1995; Levy, 1996, Rogerson and Rogerson, 1997; Rogerson, 1998ac, Kesper, 1999ab).
Moreover, wage and working conditions in emerging microenterprises are reported to be
uniformly poor both for owners and their employees which places a least a question nark
a the sudandbility and qudity of the employment gengrated [Manning and Mashigo,
1994].

While South Africds SMMEs ae likdy to show a better peformance (than they presently
do) under more favourable macroeconomic conditions, and with effectively ddivered supply-
Sde messures, research findings indicate that the SMME economy is unlikdy to fulfil al of
its assgned roles [see aovel. Indeed, only a smdl segment of the entire SMME economy has
or will devdop the capacity to creste employment & socidly desrable levds and these
SMMEs ae gengdly run by highly-educated and experienced entrepreneurs with skilled
labour [Levy, 1996; Levin, 1997, Kesper, 1999]. Given the countries higory of dudism and
discrimination, drong SMMEs and  highly-skilled labour ae unlikdy to emerge in subdantiad
numbers, and in the near future, from formely disadvantaged ssgments of the population
[Levy, 1996; Rogerson, 1999]. Hence the god of job cregtion might only be achieved a the
expense of economic empowerment and income re-digribution. It is therefore argued tha a
hierarchy of importance needs to be edablished among these patly conflicting gods and
support  interventions  adjusted  accordingly, while  South  Africds  macro-economic
peformance and high concentration of indudries, retal and financid sectors need to be
addressad [Levy, 1996; Manning, 1996; Rogerson, 1998c; Kesper, 1999b).



5 Researching established SMMEs and their contribution to employment
growth in South Africa

5.1 Theoretical considerations

SMIMES contribution to employment growth is both a result of new firm formaions and
employment increeses by exising SMMEs [Mead and Liedholm, 1998]. Limiting this
investigation to employment growth by exigsing SMMES two quegions need to be answered
in this regard. Firs, which are the necessary conditions for employment growth in an SMME,
and second, whether these preconditions suffice to explan employment growth or if there are
additiond factors which determine this outcome.

Employment  growth is usudly conditioned by the avalability of intendly or externdly
generated ‘freg  financid resources’, viz, opeationd profits or borrowed capitd, and
(percelved) favourable market conditions. The owner-manager of an SMME borrows capita
for expandon if the totd costs of the loan are lower than the expected future returns. The
owner-manager’s assessment is based on hisher perception of the macro-economy, current
market conditions, and hisgher future aspirations [Bamberger, 1994; McCormick et d, 1997].
Operationd profits , by contragt, accrue to a firm as a result of a multiplicity of internd and
extend factors. There is hence no limited st of factors which will explan it, and 4l
theoretical gpproaches developed so far (ranging from Neo-classicad Economics to the New
Inditutiond Economics [North, 1987;1994], or the indudrid didrict literaure [Becattini,
1990; Nadvi, 1994; Schmitz, 19945, for example) ae fragmentay in that they
overemphasse the importance of a gpecific aspect whle underding or omitting others
[McCormick, 1999; Kesper, 2000b]. Hence, this paper darts from the premise that one can
conceptudise the necessary conditions of employment growth, but, ex ante, only tentatively
identify factors which impact upon them — which ae (among others) ‘favourableé macro
economic conditions and low red interet rates on the one hand and operationd and
transactiond efficiencies (which, in turn can be variably explained) on the other.

Free financid resources avalable to an SVIME, however, do not trandate invarigbly in its
employment cregion — a Fgure 1 illusraies [Mason, 1985]. Production output may be
increesed by higher productivity of current employees as a consequence of training, for
exanple indead of increesng the number of employees [STRATOS-Group, 1987].
Alternativly (or in addition), production capacity is increessble by upgrading or adding
equipment as today’'s divisble and more flexible technologies dlow SMMEs to use ther
scopes fully while running short production runs [Coriat, 1992]. In an SMME, it is generdly
the owner-manager teking the drategic decison on how to grow the firm. Apat from mere
factor cost comparisons, the entrepreneur’s drategic choices are based on his perception of
the business environment and aspirdions — which may cause him not to grow the SMME a
adl — despite favourable market conditions [Bamberger, 1994].

4 Except for family members being ‘employed out of socid rather than economic considerations.



Figure 1: Potential use of financial resources available to an SMME

ﬁ Firm aiming to grow may:
»  Increase labour productivity of existing work force through training,

production re-organisation etc.

»  Substitute labour with capital in the production function

gﬂeﬁﬂfllznanual resources avallable o the »  Increase capacity flexibly through subcontracting

»  Increase number of employees (permanent or casual)

»  Choose acombination of the above two or more

Firm not aiming to grow investsfinancial resources elsewhere

One therefore has to conclude that employment growth is only one of various possble growth
proceses of a dngle firm. The SMME entrepreneur seemingly enjoys a crucid role in
deciding whether capitd is borrowed to expand operations, whether profit growth trandates
into employment growth of the SMME and findly, wha form this employment growth tekes,
viz., whether casud or permanent staff is employed.

5.2 Methodological considerations

Using secondary data on SMMEs in South Africa to assess their contribution to
employment growth?

Secondary data on the South Africen SMME economy originges manly from company
registers or censuses [Ntsika, 1999a]. While these are data sources used to assess the structure
and employment contribution of the entire SMME economy, they only describe a datic
picture of the sector (i.e SMIMES contribution to employment & a specific point in time) and
do often not reflect the dynamics of SMME hirths and degths a that particular point in time.
Due to adminidrative problems, the BMR Indudrid Regiger, for example, contans a large
number of inective enterprises. Moreover, much of the avaldble SMME daa by sSze-class
needs to be reprocessed because the varying size-classes used differ from those defined in the
Smdl Busness Act [RSA, 1996],[Ntska 1997, 1999]. Statidics South Africa (SSA) covers
different portions of the SMME sector depending on the survey it undetekes The
Manufecturing Census, for example, uses formd edablishments as units of andyss while the
OHS captures (sdf-) employment which hdps to inform about the more informd, emerging
micro-enterprises.

Nevethdess SMME dadbases in South Africa ae prone to inconssency, and the
information obtained thereof is hence to be interpreted as an gpproximation to the actud dHate
of SMIMEs only. Data recorded by the SSA Manufacturing Census, for example, on the totd
number of formd manufacturing SMMEs in Gauteng, ther employees and their didribution
over the four SMME sze dasses, vay gredtly from those derived from the BMR Indudrid
Regiger [Table 1].
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Table1: Data on formal Gauteng manufacturing SMMES

Establishments No. of employees
Data source [SSA] [BMR] [SSA] [BMR]
Micro 1699 379 3977 7€
Vey smdl 4084 2277 40 990 15 93¢
Sl 2011 1332 62 938 19 98
Medium 1345 1178 | 129842 85 9K
Total 9139 5166 | 237747 122671

Source: BMR Industrid Register, 1999; Manufacturing Census SSA, 1993, cited in Bloch and Kesper, 2000b

Indeed, in terms of absolute overdl SMIME manufacturing employment in Gauteng, the BMR
edimate is about hdf the one by SSA. In rdative terms, however, both data sources indicae
gmilar trends, for example that the group of mediumszed eteblishments is rdativdy smadl,
but condtitutes the mgority of SMME employment.

It is now widdy agreed upon that the avalable secordary data on South African SMMES s,
in generd, poor and tha it is little suitable to reflect changes occurring in the SMME

€0oNoMy.

Using primary resear ch to assess SMMES' contribution to employment creation?

Primary ressarch is dways limited in scde, but permits the invedtigaion of dynamics or
proceses such as employment growth in the SMME economy. Longitudind sudies collect
ather retrogpective, current and projected data from specific SMMEs, or monitor firms over a
peiod of time [Boomgad e d. 1992]. While the fird goproach rdies heavily on the
projections of the informant a the paticular time of the survey (which might, in the end, not
become true), the second ddivers more accurate data, but is more time-intendve and requires
that firms are traced over a period of time. As in both cases only a sample of the entire
SMME economy can be surveyed, limiting the investigation to one sector and region dlows a
grester degree of vigour in the exploration of sector-gpecific trends while prohibiting
generdisdions [Boomgard e d., 1992, Manning, 1996; Mead and Liedholm, 1998]. This
paper focuses on SMMES in the manufacturing sector in three South African regions, namey
the Western Cagpe, the Vad Triangle and Gauteng/the Witwatersrand. While the firgt three
surveys collected retrospective and  projective  information  from SMME  owner-managers
largely by means of telephone interviews, the survey of 120 SMMEs in the Witwatersrand
was conducted persondly in 1998 and repested in August 2000.

When collecting data on smdl firms, one has to condder tha these firms ae — in ther
mgority — privatdy-owned firms. They ae often not keeping detailed records and are not
obliged to reved firmspecific data to the public. Hence, smdl firms are often not able or
willing to pass on firmspecific data, but to inform about trends such as growth or decline
(which, however, may be equdly quatifisble on an ordind scde). If not quantified, these
trends permit only an indication of the overdl trend in the sanple as it canot be assessed
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whether negative trends outweigh positive ones or vice versa

SMME owner-managers ae most informed about ther businesses, but are often not able to
identify all factors which impact upon their operations and/or overate the importance of
catan factors while underdeaing others (especidly internd  weeknesses) [Manning, 1996;
Rogeson, 1998b; Bloch and Kesper, 2000ab]. Owner-managers identifications of SMME
condraints, for example, need to be andysed agang findings concerning the technologicd
and organisationd capabilities of thar firms (obtainable through factory vigts for example
or type, age and use of equipment).

Defining SMMEs

The definition of smdl and medium-szed enterprises varies from country to country. Criteria
range from quditative criteria such as independent ownership and formd regidration to
Quantitative, detiticd criteria such as the number of employees, annud turnover or totd
assets.

The dudies undertaken followed the definition of manufacturing SMIMES in terms of numbers
of employess as outlined in the Nationd Smal Busness Act [RSA, 1996] (dbet ignoring the
multi-factor definition for purposes of gmplification) which differentiates between four dze
classespresented in Table 2:

Table 2: Defining four size classes of manufacturing SMMES by numbers of employees

Size class Micro Very small Small Medium
No of 04 519 20-49 50-200
employees

Source: National Small Business Act [RSA, 1996:20]

Given South Africas higory of previoudy disadvantaged individuds (PDIs), a differentiation
between emerging and established SMMEs is made. The former term refers to firms which
ae owned and managed by PDI entrepreneurs while the latter refers to white-owned and —
managed firms. Most emerging SMMEs are assumed to be informad and most established
ones forma — athough these categories overlap.
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6 Tracing trajectories of manufacturing SMMEsin South Africa

This section presents some of the findings from four surveys on manufecturing SMMES in
three South African regions (namdy, the Western Cape, the Vad Triangle and Gauteng/the
Witwatersrand). All sample SMMEs are ‘edtablished’ firms, i.e formdly registered, and ther
permanent labour is protected by current labour legidaion. The SMIMES interviewed are — in
ther mgority — privaidy, white-owned enterprises and older than three years. The first three
urveys were underteken to reved growth trgectories and support needs of manufacturing
SMMEs in certan regions, and the samples are hence representative of the sub-sectord and
sze-compogtion of these regiond economies (as reflected in the BMR Indudtrid Regiger).
By focusng on three dominating indudtries in the Witwatersrand, the last survey, by contradt,
used a sub-sector goproach and moreover targeted successful SMMEs — which reported to
have experienced some kind of growth in the period 1994 to 1998. Both the BMR Indudrid
Regiger and referds were used to identify potentid interview participants. The qudity of the
data generated in the above surveys, however, dlows only for a description of trends in South
Africds SMME economy and tentative explanations thereof — based on the SMME
entrepreneurs  perceptions.

6.1 SMME manufacturersin the Western Cape

Western Cgpe manufecturing is the third most  important contributor to  nationd
manufacturing output and employment and the dominating private sector in the province
accounting for 19.7 % of provincid employment and 24 % of provincid output [Table 4].

Table 3: Manufacturing in the Western Cape: Establishments, Employment and Output

Region/Province Establishments | % of SA [Total employment % of SA Gross Output ['000 R] % of SA
Western Cape 4146 19% 236 109 18% 31235 137 15%
Kwazulu-Natal 4 383 20% 318 091 24% 46 104 144 22%
Total South Africa 22354 100% 1344 066 100% 210771498 100%

Source: Manufacturing Census 1993, SSA, cited in Bloch and Kesper, 2000a

SMMEs conditute the maority of manufecturing firms in the Western Cgpe. Nevertheless,
the Wesean Cgpe SMME manufacturing economy does not show a drong industry
dominance as, for example, Gauteng does. The group of the most prominent sub-sectors with
regards to output and employment and with more than 300 establishments indudes Basic and
Fabricated Metal Products, Clothing and Footwear; Pulp and Paper Products, Food,
Beverages and Tobacco; Wearing Apparel; Chemicals, Rubber and Plastics, and Furniture.

The survey of 82 edablished manufacturing SMMES was undertaken in the Western Cape in
Jduly 1999 to inform about their growth trgectories and support needs [Bloch and Kesper,
2000g]. The findings rdated to the employment dynamics in the Western Cgpe manufacturing
SMMEs economy are presented in the following.

Growth experiences and projections of manufacturing SMMEsin Western Cape

The recent performance (over the period 1994-1998) and projected future performance (for
1999-2003) of the group of the sampled enterprises measured through the indicator sdes
offers a generdly pogdtive ouiook on the date of the Western Cgpe SMME manufacturing
€conomy.
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Figure 2: Growth experiences and projections by formal manufacturing SMMEs in
Western Cape [N=82, own interviews)
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In tems of employment growth, however, only 41 % of the sample firms increased their
ldbour force in the period 1994 and 1998, while 38% decreased the number of their
(permanent) employees. Although data for the net employment change has not been recorded,
there are indications that the increase in sdes between 1994 and 1998 reported by 65% of the
sampled SMMEs (againg 21% which experienced a decrease) has only been accompanied by
a magind employment growth. This phenomenon of ‘jobless growth seemingly perpetuates
in the near future with 61% of SMMESs projecting saes increases and only 35 % of the sample
firms planing to add on to ther labour force For severd edablished manufacturing
entrepreneurs, however, high uncertainty is atached to ther volaile markets which precludes
comments an changes in their work force (by 20%) and sales (by 12%).

Failing or not aiming to grow? Why Western Cape SMME manufacturers do not grow
or grow ‘jobless

About two thirds of the Western Cgpe sample firms did not experience any growth over the
period 19941998, and projections for the near future are Smilaly pessmidic. Being asked to
identify thelr key condraints, market development and increesng labour and other input codts
were mentioned mogt frequently. Prioritisng problems in find product markets and, to a more
limited extent, in labour markets (where they would like to pay lower wages) and other input
markets is a typicd response by SMIMESs to the redity of a recently liberdised South African
economy. SMMES seemingly believe tha the key to thar threstened survivd lies externd to
ther firms [Morris and Kaplinsky, 1999; Kesper, 1999b]. As more than 75 % of production
output of the sample SMMEs is asorbed by the Western Cape home market, SMME growth
progpects could, indeed, increese with exploring new markets. Neverthdess manufacturing
SMMEs in Wegstern Cape have shown little initiative to technicdly improve their production
cgpacity through acquistion of new eguipment, labour and manegement training and
oecidised  subcontracting, for example and lagdy lack dandadised qudity control
procedures [Bloch and Kesper, 2000g. Resarch evidence on technology upgrading of
SMMEs in South Africa suggests that more dtention to improving internd operdions is
required [for example Eichler, 1994; Barnes, 1997; Harison and Dunne, 1998; Dunne, 1999,
Kaplinky and Morris, 1999; Kesper 1999ab]. Hence, even if Wesern Cape manufacturing
SMMEs ae to defend their present make pogtion only, both internd and externd
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congtraints need to be addressed.

The mgority of SMMEs in the Western Cape have grown ther turnover and plan to grow it
further, but only about haf of those am to increase ther work force. Reasons ranged from
‘preferring the SMME to be a managesble Sz and ‘increasing efficiency through training
and redructuring ingtead” to ‘being scared because of the new Labour Laws and wage
agreements which turn the employee into high fixed costs with unpredictable returns. Despite
the rdatively high interest rates, severd manufecturers indicated that they would rather invest
in computerised equipment which could be sublet and usad flexibly according to demand then
in more permanent daff which had ndther of the above advantages (partly because of the
Labour Rdations Act). Other SMMEs rely on subcontracting or casud labour as a means to
increese  production capacity during times of high demand. And epecidly ddely
entrepreneurs do not am to grow ther busnesses further because of the risk involved and
because they are close to retirement.

6.2 Manufacturing SMMEsin theVaal Triangle

The Vad Triangle has long been conddered South Africals "power house’ hogting production
plants of mgor players of the ged-minerds-energy complex (SMEC), such as ISCOR and
SASOL, and their smadler sibcontractors. Neverthdess, the once vibrant economy of the Vad
Triange® is currently sruggling to adjust to the consequences of globd  competition. In
paticular, the need to become internaiondly competitive provoked ISCOR (and other large
corporations) to redtructure with the conseguence of direct job losses in the Vad region.
Moreover, ther smdler subcontractors find themsdves suddenly exposed to lower demand
levels both in the regiond and nationd markets and increased pressure to improve qudity to
measure up to internationd competitors. The Vad Triangle hosts about 550 manufacturing
SMMEs with medworking and the nonmddlic mingds sub-sector dominding as
manufacturing activittes A survey of 66 manufacturing firms in the Vad Triangle was
undertaken in March 2000 to contribute to the formulation of a ‘revivd’ drategy for the
region by permitting indghts into the growth experience, future plans and perceived problems
of manufacturing SMMEs in the Vad Triangle [Kesper, 20004

Growth experiences and proj ections of manufacturing firmsin the Vaal Triangle

Ovedl, the mgority of sample firms in the Vad Triangle reported podtive growth in
turnover and profits for the period 1994-1999, and project this trend to continue over the next
five years [see Fgure 3]. Neverthdess “the dection year 1999 was difficult” for many of
them and hes left ‘very smdl’ firms more doubtful about their future. Moreover, 35% of the
sample firms reported to have decreased their work force over the past four years, and only
15% increased the number of employess in 1999. The mgority of sample firms are optimidtic
about their future performance in terms of turnover and profit growth. Neverthedess, only 21%
of dl sample firms foresse an employment increese accompanying turnover and profit
increases over the next four years, which indicates that the growth which is and will be teking
place in the Vad manufacturing economy is largdy ‘jobless.

5 vad refers in the following to the Vad Triangle including the Vereeniging, Vanderbijlpark and Sasolburg magisteria districts. This
regiona approach crosses provincia boundaries by including Sasolburg abeit being part of the Free State.
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Figure 3: Growth trajectories of and future projections by sample manufacturing firms in
the Vaal [n=66, own interviews]
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Among the sample firms micro and very smdl enterprises conditute nearly dl non-growing

busnesses in the Vad Triangle which experience(d) no change or a decline in profits,
tunover and numbers of employees. Eight of the nine lages SMMEs, by contragt, have
grown and are growing in terms of turnover and profits (but not in numbers of employees).

Failing or not aiming to grow? Plans and congraints of manufacturing SMMEs in the
Vaal Triangle

Manufacturing firms in the Vad Triangle were probed to explan why they had not grown
over the past five years (which gpplied to 58% of dl firms).

Figure 4: Growth consgraints named by sample firmg(multiple answers possible) [n=66,
own interviews|
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The survey findings presented in Figure 4 reved that manufacturers largely congder fectors
extend to ther firm as mgor impediments to ther growth, i.e increesed competition in
output markets and risng codts in input markets (partly caused by increasing trangport codts).
The Vad manufacturing SMME economy is, indeed, a very much ‘sdf-contained region
with regards to sourcing intermediate products and absorption of end products [Kesper,
20004].

‘Vay smdl’ entaprisess complained about drong competition in a dedining regiond market
from former ISCOR employees who have darted their own busnesses and operate from their
backyards or ‘bakkies with little to no overheads. Furthermore, the higher than export prices
of ged and duminium scrgp sold domedticdly are percelved to erode the competitiveness of
metdworking firms in the Vad Triangle. Neverthdess, a cetan ssgment of the Vad's smdl
enterprise economy does not aspire to growth a dl and would prefer if “government left
[them] done’.

While about 20% of the sample firms are willing to reduce ther labour force and/ or cut profit
margins as a reaction to dedining demand, manufecturing firms in the Vad Triangle largdy
recognise the need to adopt pro-active growth Srategies [Figure 5].

Figure 5: Strategies planned by firms in the Vaal(multiple answers possible) [n=66, own
interviews]
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Nevertheless, these drategies am to increase thelr production capecity in qudity rather then
quantity. Hence, upgrading equipment, reorganisng production and developing new products
to be able to penerate new markets is prioritised over employing more gaff in the Vad
manufacturing SMME economy. This can be patly explained with the mgority of SMIMES
being metadworking firms which need to emulate the sub-sectord trend of usng more CNC
equipment, and is seemingly not due to a kills shortage in the region as highly-skilled former
ISCOR employees condtitute a large proportion of job seekers.
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6.3 The Gauteng manufacturing SMM E economy

Gauteng is often refared to as South Africas indudtrid heartbest [Rogerson and Rogerson,
1995; Rogerson, 19984]. The province hods about 43 % of dl South African manufacturing
edablishments which contribute 38% of overdl menufacturing employment and 41% of
manufacturing gross output [ Table 4].

Table4: Manufacturing in Gauteng: Establishments, Employment and Output

Province Establishments % of SA Total employment % of SA Gross Output ['000 R] % of SA
Gauteng 9654 43% 508 196 38% 86 725 269 41%
Total SA 22354 100% 1344 066 100% 210771498 100%

Source: Manufacturing Census 1993, SSA, cited in Bloch and Kesper, 2000b

Metdworking is the dominding activity in Gauteng with regards to output and employment
(more particularly, usng three-digit 1ISIC codes, Fabricated Metal Products and Metalwork
Service Activities, Special Purpose Machinery, General Purpose Machinery and Structural
Metal Products emerge as dominant indusrie9. Prominent indudries of other sub-sectors
indude Printing, Wearing Apparel and Other Textiles, Plastic and Other Chemical Products,
and Furniture. SMMEs condtitute the mgority of Gauteng's manufacturing firms and meke a
subgtantiad  contribution to  provincid employment, but seemingly require targeted assgtance
for ther fadng up to globd competition and contributing more to economic  growth
[Rogerson, 1998ac;, Kesper 19%9abl. A survey of 102 manufecturing SMMEs was
undertaken in May 1999 to inform dbout the growth experiences and support needs of
SMMEs in Gauteng's dominating indudries [Bloch and Kesper, 2000b]. An extract of the
aurvey findings regading the SMMES employment growth or decling and the ressons
behind it are presented in the following section.

Growth experiences and future aspirationsby SMMEsin Gauteng

The recent peformance and projected future peformance of formd manufacturing SMMES
offers a rdaively optimigic outlook on their growth prospects About 60% of the formd
SMME manufecturers believe that — after having “survived the fird years of trade
liberdistion and inroads into ther markets’ — they continue to grow turnover-wise. For
svead edablished menufecturing entrepreneurs, however, high uncertainty is atached to
their voldile markets and predudes comments on their future performance, while especidly
ederly entrepreneurs do not am to grow ther busness further, but insteed prefer it to
maintain its current “comforteble’ (managegble) sze. Ovedl, the numbe of SVIMEs
indicating recent or planned employment growth is wdl bdow this of firms experiencing
tumnover increeses, which is indicative of ‘jobless growth’ teking place in Gauteng's
manufacturing SMME economy.
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Figure 6: Growth experiences and projections by formal manufacturing SMMES in

Gauteng [N=102, own interviews|
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Research findings on the Gauteng manufacturing SMME economy suggest furthermore  thet
exporting firms (which conditute 44% of the sample) are not experiencing more intense
employmet growth than nonexporting firms While these SMIMES may be more likdy to
aurvive and hence offer more secure employment, the need to reman internationdly
competitive precludes any employment increases and requires firms to use current labour and

capital equipment more efficiently instead.
Aiming or failing to grow? Explaining the phenomenon of ‘jobless growth’ in Gauteng

Gauteng's SMMEs have become less optimidic aout ther future performance, with 58% of
the sample firms projecting turnover growth. A dagnant economy and increesing import
penetration as well as “firsg world labour regulaions’ are seen to lie a the heat of SMME
manufecturers  problems. Neverthdess, entrepreneurs recognise, for example, tha “ [they]
have missed out on edablishing good labour redions in progoerous times and now have to
ded with both a more demanding labour force and a shrinking market a the same time’ and
hence express a drong concern for the improvement of ‘labour relations and HRD gpat from
market development [Bloch and Kesper, 2000b]. There are, moreover, indicaions that many
owner-managers ovearrate the importance of market development per se and underestimate the
need to increase competencies interndly to be able to compete in these markets successfully —
for example, by increesng labour productivity through motivation and training, production re
organisation and upgrading of eguipment.

Among the 58 % of the sampled manufacturing SMMES which plan to increase therr sdes in
the ner future only every third projects to increese production cgpacity by teking on
additiond workers More drikingly, aout 40 % of dl manufacturing SMMES interviewed
plan to decrease their work force, dthough only about 5 % foresee a decline in turnover.
These SMMEs indicate that they am to find dternative means to increase production capecity
such as adding on equipment or subcontracting. Manufacturers reason that current wage
agreements ae not bound to productivity increeses, but riang cods of living, and that
retrenchment  procedures have become cumbersome and codly, while introducing a mult-
shift working day requires consultation with the trade unions which prohibit performance
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related remuneration. These dlegations are indicative of the more subtle ‘labour-productivity’
problem surrounded by those of labour motivation, loydty and <kills which is pertinent in
many South African SMMEs Growing SMMEs in Gauteng largdy seem to congder it more
viable to grow production capacity ‘jobless than to address these problems.

6.4 Successful SMMEsin the Witwater srand — not aiming or failing to grow?

The survey of 120 SMIMEs in three of the dominant indudries in the Witwatersand, namey
dothing, furniture and metaworking was amed a identifying success factors of SMMEs, and
therefore invedtigated firms which had experienced some kind of growth in the period 1994
1998. Nevethdess, the assumption that manufacturing SMMEs which have experienced
growth in tunover andlor employment in the recent past continue to do S0 in the future is
semingly a fdlacy. Research findings indicate that even these ‘successiul’  established
SMIMEs need to adopt more competitive drategies to maintain, not to mention grow ther
operations in the future.

Growth experiences by clothing, furniture and metalworking SMMEs in the
Witwater srand

Ovedl, the SMMEs interviewed show smilar growth paiterns for the period 1994-1998. The
large mgority of the sample firms had experienced turnover and profit increeses n the period
19941998 [Fgure 7]. Nevethdess dbout one third of these firms grew ‘jobless over this
period which agpplies to dl indudries under invedtigaion. Indeed, 80% of the furniture and
9% of the metdworking firms as wel as 80 % of the dothing SMIMESs interviewed reported
to have invested ther profits in new eguipment, which may be indicaive of labour being
replaced with capitd. During 1998, by contradt, severd of the metdworking and furniture
SMMEs experienced some decline in turnover and, more markedly, profits, but not as many
& in the dothing industry. Research findings indicate that more and more of the sample
SMMEs in dothing undergo a period of dedine — both turnover- and employment-wise.
Nevethdess, employment losses are only partly explainable by turnover decresses, as 42.5%
of dothing SMIMEs reduced ther labour force between 1998 and 2000 while only 20%
reported fdling turnover levels There ae, moreover, indications that labour has not been
replaced with capitd as capitd invesments were equaly on the decrease. While 32% of the
cdothing SMMESs incressed assats during 1998, only 7% did so between 1998 and 2000.
Neverthdess, even metdworking SMMES become seemingly more hestant to purchase new
equipment, with only 40 % undertaking new capitd invesment in 1998 and 30% between
1998 and 2000. Markets are perceived to be less gable than before as “there are more months
of running beow capacity”; and 20 % of the metdworking SVIMEs reported to have had to
increase their sles jugt to yidd the same profit margins due to higher input codts. Here agan,
however, employment losses can only be patly conditioned by ghrinking markets as, for
example, 28 % of metdworking SMMEs reduced their labour force between 1998 and 2000
while none experienced a loss in turnover and only 8 % decreasing profits Mogt of the
furniture firms have been able to retain ther turnover and profit levels between 1998 and
2000. While 30 % of the sample firms took on additiond workers in 1998, the period 1998 to
2000 has seen a nearly equa percentage of furniture SMMESs reducing their labour force, and
this despite rdatively stable turnover and profit levels for most of the firms. The fact that 53%
of the sample firms reported to have invested in new equipment in 1998, and 48% did 0
between 1998 and 2000 suggests thet labour may have been replaced with capitd.
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Figure 7: Growth experiences and projections by clothing, metalworking and furniture
SMMEs in the Witwatersrand [Ndothina=Nmetalworkina=Nfurniture=40, OWN interviews|*
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*Note: Percentages for the period 19982000 do not add up to 100% as 25% of the clothing, 125% of the metdworking and 5% of the
furniture SMMES went into liquidation during this geriod.

Employment losses in clothing, furniture and metalworking SMMEs in the
Witwater srand

Isolating employment changes from the SMME trgectories presented above reveds the
following picture [Figure 8].
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Figure 8. Employment changes in metalworking, clothing and furniture firms [n=120]
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The period 1994 to 1998 has seen amila employment dynamics in dl three indudries The
mgority of SMMESs increased the number of ther permanent employees, while aout a third
of dl firms undertook retrenchments. Since 1998, however, the employment changes of the
sanple SMMEs ae less uniform which may be rdaed to ther indudtries undergoing different
dructurd, technological and market changes [see beow].

Indeed, 25% of the dothing firms interviewed closed down between 1998 and 2000 and
contributed to a negative employment growth of minus 621 jobs for the 40 sample firms
[Table 5]. Only 5 % of the fumniture SMMES, by contragt, went into liquidation during this
period, and net employment losses between 1998 and 2000 amount to 191. On average,
however, every seventh of the 120 sample SMIMESs closed, and 1274 jobs were logt dtogether.

Table 5: Employment losses and firm closures between 1998 and 2000 [n=120, own
interviews]

SMMEsin Clothing Furniture Metalworking Total
[n=40] [n=40] [n=40] [n=120]
Net employment 621 191 462 1274
loss
Firm closures 10 (25%; 2 (5%) 5(12.5%) 17 (14%)

Why clothing, furniture and metalworking SMMEs grow ‘jobless or not at all

In the Witwatersand, SMMEs in dothing and metdworking, and to a lesser extet in
furiture manufecturing ae finding it increassngly difficult to grow in a more liberdised
South Africen economy, and despite a more regulated labour market. The common thread
running through the interviews with SMME manufecturers is that demand has shrunk, and
(illegd) imports are “cutting locd SMMES piece of the ceke even smdle”. Moreover, risng
labour cogs are sad to lie a the heart of retrenching unskilled labour (while retrenchments
have dso become more codly) or encouraging former employees to become subcontractors.
In paticular, under current “ungtable’ product market conditions, the prolongation of pad
gck leave and the uncertainty about HIV infected workers and their future performance
mekes SMME employers even more hestant to take on additiond employees on a permanent
bass
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Neverthdess, there are indications thaa SMMEs have as much in common with ther peers in
terms of Sze as wel as in terms of ther indusry. The ressons behind dack SMME growth in
generd, and negaive employment growth in particular, are hence dso conditioned by trends
soecific to the respective indudtries Some of the dothing manufacturers interviewed, for
example, had focused on the lower end of the South African maket where they were little
compelitive [see dso Altman, 1994], and now find it difficult to identify a ‘higher-end
maket niche and to redructure their firm accordingly. The sample knitwear companies
upplying the higher-end, by contrast, face decreasing domestic demand, and ther efforts to
penetrate export markets largely faled — due to usng technology outdated oversess and poor
qudity dso conditioned by the yan used. Nevethdess, severd cut-meke-and-trim (CMT)
manufacturers  seemingly  benefit from ther proximity to desgnes and end markets and
managed to grow by identifying niches — even a the lower end. About two third of these
‘growing firms, however, subcontract more or ‘reorganisg current labour and equipment
ingead of teking on additiond permanent employees These SMME dothing manufacturers
ague tha dthough kill levels and supply are stifactory and their remuneration reasoneble,
current product market ingability together with the inflexbility of the labour market preclude
taking on more permanent staff.

Mogt smdl furniture firms of the sample are sarving, or are shifting to serve, the higher end of
the South Africen market, while especidly laager SMMES are found to supply various budget
and exdusve taget makes With furniture being a voluminous consumer product (South
Africans do not buy knockdown furniture), import penetration of the market has been
rldively modest. Neverthdess, fdling demand levels are reported by both furriture SMMES
sving the higher and the lower end of the South African market. Production of qudity
furniture requires imported rav-materids and craftsmanship, and both have become more
codly for South African manufacturers, which widens the gep between their turnover and
profit leves. Severd lager SMME furniture manufacturers have therefore followed the
internationdl trend to use CNC mechinery in formerly labour-intensve production stages such
a caving, but this option is too codly for smdler firms Current <kill levels and codts of
traning are of great concern to these manufacturers who am to serve the higher end of the
market. It is argued, for example, that the Employment Equity Acf precludes firms from
optimaly daffing podtions as the “right colour mix” meets thar <ills reguirements sub-
optimdly. And the Skills Devdopment Acf seemingly discourages smdler SMMEs from
intengfying training efforts These SMMEs fed burdened with the adminidration costs of
recovering levies in the form of grants for training underteken, the costs of designing a
workplace training programme as an dterndive to usng externd training inditutions, and the
redively high charges by privae training inditutions after the closure of the former indudtriad
training boards which had been directly subsdised through levies from the indudry [Ntska,
1999h]. As most SMMEs do not seek legd advice and are hence ignorant of the flexible
agoects that exig within South African labour legidation, these mere perceptions impect to a
ggnificant extent on their willingnessto cregte jobs.

The metdworking industry comprises a wide range of activities and is marked by inter-
indusry trade [Kesper, 19990]. Risng interes rates, a declining mining and Sagnating

6 The Employment Equity Act 55 of 1998 aims to prevent unfair discrimination by employers on the basis of race, gender or hedth staus,
and obliges companies with more than 50 employees to develop and implement an Employment Equity Plan to ensure the equiteble
representation of previoudy disadvantaged individuas (PDIs) in al occupetiond categories and levelsin the workforce.

" The Skills Development Act 97 addresses the problem of skillHlevels in the South African labour force and legidlates that industrid training
boards were replaced by sector education and traning authorities (SETAS) in March 2000. SETAs receive 80% of the payroll levy of
currently 0.5% from firms with total remuneration costs higher than R 250 000, i.e with about 10 employees, paid to the National Skills Fund
with which the development of a sector skills plan, approvas of workplace skill plans, and the promotion of “learnership* contracts for
would-be or current employees are funded.
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automative industry and less capitd invesment in generd ae named as man reasons for
drinking locd demand, while mass component markets are penetrated by more price
compstitive imports. More importantly, the fact tha competitors abroad have access to
chegper inputs (paradoxicdly induding those originging from South Africa) is of mgor
concern to smdl manufacturers who have been unable to edtablish direct verticd linkages to
the man locd ded supplirs. Many very smdl ‘jobbing enterprises have not been able to
genarate the capitd necessay to move out of mass makets and went into liquidation or
reduced daff to a minimum. Highly speddissd medworking SMMEs or  those
manufacturing their own products have been dle to grow turnover-wise by widening ther
range, becoming more focused or upgrading their design capecity, but have largdy refrained
from teking on additiond labour. Technology upgrading in gened, and inveding in CNC
mechinery in paticular, is conddered essentid to day in the market and does often not
require more labour. If additiond employees are recruited, they are skilled to highly-skilled to
operate this new technology.

Being prompted to comment on the avalable support measures manufacturers admitted to be
largely unaware of any of the messures or schemes administered by the DTI, for example
Those few firms which reported to have applied for assstance, complained about the red tgpe
involved and lack of commitment on the sde of government officids Ovedl, the attitude
towards government (at various levels) is rather negdive. The perception prevals that
government increesngly burdens amdl firms with regulaions without ddivering sarvices in
return.

6.5 Summary of findings

Rexearch findings on manufacturing SMMEs in three South African regions indicate that
quite a subdantid number of these SMIMES have not been adle to grow dnce 1994. They
report neither a profit nor turnover increase, nor — as one would then expect — employment
growth. It is agued tha both poor macro-economic conditions and more price-competitive
imports penetreting the domestic market result in smdler and less frequent orders. As most of
the sample manufacturing SMMEs have never exported and rather adjusted the size of ther
operdions to the maket Sze than taking on the risks involved, market development is seen as
a olution to ther survivd. Moreover, these SMME owner-managers lament that risng wages
are not reflecting productivity increases and erode their price competitiveness even further.

In dl four SMME samples, however, the number of firms decreasing their workforce is larger
than the number of firms experiencing decreesng turnover or profits Research findings
indicate that the growth that does teke place in these SMME economies is, to a large extent,
jobless. Firms which needed to increase ther production capacity have largdy done so by
dreamliningreorganisng  production, by turning employees into  subcontractors  or
subcontracting to other firms and replacing labour with cepitd Other SMMES have shifted
thar make focus towards smdler, but more profitable niche markets and upgraded
equipment, retrenched unskilled and retrained higher —skilled workers. Although sub-sectord
differences in the labour-intendty of production exid, they can only patly explan the more
or les jobintensve growth teking place in the SMME economies under investigetion. The
avalability of divisble and flexible technology for the spedfic indusry on the one hand as
wel as labour market regulaions on the other seemingly impact upon the growth trgectory an
SMME takes. The perception of labour as a risng cost factor with unpredicteble returns is
shaed by many of the SMME owne-managers interviewed who argue furthermore that the
‘Labour Laws do not dlow firms to reect flexibly to market changes [see dso Macun,
1997:4]. The recently introduced Skills Devdopment Act is reported to discourage SMIME
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owner-managers from invesing in daff traning raher than encourage it, which might result
in SMMEs which am to move up the vaue chain to replace more labour with capitdl.
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7 Conclusons and recommendations

The 1970s and 1980s have seen a revivd of the smdl firm discusson in both indudridised
and deveoping countries. The experience in many of those countries has been that SMMEs
resolve the peasget problem of insuffident employment growth while being highly efficient
in flexibly serving increesingly segmented consumer markets The smdl firm discusson has
been taken up in South Africa where SMMEs hold a numeric mgority and are expected to
contribute postively to the sodd and economic trandtion after Apathed. While it is now
widdy agreed upon tha the South African manufacturing SMME economy is an important
pat of domegtic economic activity, it is less dear to what extent South Africds SMMEs are
ale to contribute to economic and employment growth. Secondary data on SMMESs is
generdly poor, and preliminary primary ressarch poses a leest a question mark a conddering
SMMEs as the panecea to tackle the problems of employment growth and income didribution
in South Africa Given the above, continuous primary resesarch may reved a more updaed
and exact picture of trends in (a leest certain segments of) the SMME economy. This paper
amed to contribute to the SMME discusson in South Africa by describing the growth
trgectories of manufacturing SMMME economies in the Western Cgpe, the Vad Triangle and
Gauteng/the Witwatersrand.

Research findings reved that turnover growth has generdly dowed down snce 1998 in the
manufacturing  SMME  economies of the four regions under invesigaion. Manufacturers
relae this trend largely to dhrinking product markets which they explain with both a stagnant
economy and rigng import peneration. Nevethdess, the mgority of the sample SMMEs in
dl four regions are able to increase their sdes (and to a lesser extent profits), but this turnover
growth is not accompanied by employment growth. Although no absolute figures were
genearated, the overdl change in employment in the aove manufacturing SMME  economies
is seemingly one of dedine, and this trend is projected (by menufecturers) to preval in the
future.

The aove findings indicate tha pat of the dack employment growth in SMMEs is
conditioned by them not being able to increase sdes and profits. SMME manufacturers relate
this largdy to product and labour-market conditions Neverthdess it is typicd for owner-
managers of smdl firms to bdieve tha the solutions to their problems lies externd to their
SMMEs. Research findings on week internd competencies such as qudity control and
production organisation indicate, for example tha SMME manufacturers would have to
devdop these internd competencies in order to be ale to sarve new makets, while
improving labour rdations is seemingly another comerdone of SMME growth in South
Africa

SMMEs generdly lack the resources necessary to overcome the above condraints, and the
South African government has launched a series of support meesures to offset these market
imperfections The apparent problems of implementation meke it difficult to assess the
effectiveness of these policy meassures. There ae, however, indications that dructurd
digortions which are inherited from Apathed and preval in input, find product and financid
makets need to be equdly addressed if promotive policies are to be effective and that
SMMEs ae more likdy to show dgns of growth under more favourable macro-economic
conditions

Neverthdess, research findings on the manufacturing SMME economies of the Western Cape,
the Vad and Gautengthe Witwatersand dso suggest that pat of the dack employment
gowth in SMIMEs is not conditioned by them not being dble to increese sdes and prdfits.
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Indeed, the mgority of the sample manufacturing SMMEs experiences turnover and profit
growth, but refrans from incressng ther labour force The (perceived) inflexibility of the
labour market induces SMME owne-manegers to rdy for ther firm's flexibility on casud
labour or capacty subcontracting in times of risng demand, which can be discarded in times
of fdling demand. It is, moreover, argued tha current labour legidation renders labour a more
codly and less rdiable factor of production than capitd. The phenomenon of ‘jobless growth
leeds one to concdlude tha assdance to SMMEs (even if effectivdy implemented and
complemented by modifications of rdaed policdes) may result in SMMEs contributing more
to economic growth, but does not automaticdly trandate into employment cregtion — as and if
labour legidation is not (perceived) conducive to choose this expansion Srategy.

Given the above, it seems adequate to suggest a redesign of current SMIME policies and thelr
implementation. From the outsst, it needs to be darified which of the numerous objectives
outlined in the White Paper [RSA, 1995] SMMEs are most desred to fulfil. In accordance
with such a hierachy of importance of objectives SMME supply-sde measures (and
dlocation of resources) need to be redligned. Support measures need to be activdly marketed
to their target groups and a wider inditutiond network which includes, for example, industry-
goecific consultants needs to be edablished and encouraged to become involved in the
implementation process. Pardld to this redesgn of SMIME policy itsdf, the weskening or
supporting effect of related policies such as macro-economic policies competition policy, and
labour legidation need to be assessad and — depending on priorities— revised accordingly.
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