Lending a hand: state-owned enterprises
can assist small business development

There is an overall lack of information on the interaction between state-owned enterprises
(SOEs) and small and medium enterprises (SME) that provide services to SOEs, with the
exception of larger SOEs, such as Eskom, Telkom, Transnet and the Post Office. Johan Viljoen
looked at the question of the role SOEs can play in the development of SMEs,

Background

In his inaugural State of the WNation Address
in June 2009, President Jacob Zuma
reflected on the New Growth Path (NGP)
and highlighted the need fot support to
promote :mall business and enneprenenismp
and the elimination of unnecessary red

tape which South Africa has imposed on 2
1elatively weak small and micro enierprise
sectoL

The NGP also aims to enhance giowth,
employment creanon and equuty by reduaing
the dependencies of South Afican industnes
on mmpotts, and promoning the development
of skills and capabilittes thai aie 1 short
supply within the country it identifics

strategics that wall enable South Afaca to
grow m a more equitable and mcluswve
mannet and ptomotes the development
of new industues to attam South Afnea’s
developmental agenda

Budding on the prnciples of the NGP, the
1ulng ANC's statc-owned enterpnses (SOE)
pokcy calls fo1 support of the developmental
state through the effectrve utilisanon of the
strength of SOEs and development finance
instrtutions (DI, support and duect private
s¢ctor investments to praductive sectors of
the economy to stmubite manufactueny as
well 25 the promotion of entiepreneursiup
development ptogrammes that will enhance
the levels of exssting deracialisation
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Small business development losing
ground

Stanistes teleased by Adeotp suppot the
above perspectives, ievealing that 440 000
small bustesses in Sonth Afnica shut up shop
between 2005 and 2010 Aaother notable
trend 15 the fact thai in 2001, about 250 000
people were mvolved 1n starting therr own
pustnesses while m 2011, only 58 000 people
wete tiying to do so - a decline thar started

tw 2007 “{hese figures provide 2 worrymg
stenano of regress 1o what has been achieved
by small business development 1z South
Atica

In the face of the Presidential teview of
the country’s SOFs, mans have been payig
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President Jacob Zuma
reflected on the New
Growth Path (NGP)
and highlighted the
need for support to
promote small business

and entrepreneurship
and the elimination of
unnecessary red tape
which South Africa has
imposed on a relatively
weak small and micro
enterprise sector.

doser attention to thett own role 1n asesting
the goveinment 1n achieving 1ts small
business development agenda SOEs have
also attempted to align then objectives closer
to that of the government and to play a moze
pronounted role 1n developing local skils and
capabilities  Accephing that SOF s 1epresent
huge resources and a considerable slice ot
the South Afucan economy, 1t gocs without
saymg that the potential for asssang SME
development ss of particular sigmificance
Their huge resources and significant share

of the South Atrican economy undedine

the potentral of SQOEs for assisting SME:
development

SME development at large
enterprises

The role of Schedule 2 SOFs (Eskom,
Telkom, Transnet and others) i then
conttibution to SME. development teveals a
number of mtereshng facts and figures Ag
1 general tule, larger mfrastructure intensve
Schedule 2 SQOEs had procurement 1ules m
place which benefited SMEs Other mose
specialised SOEs, such as the Air Traffic
and Navigation Setvices, have expertenced
difficulty i procuning locally and from
SMFs due to thex need for sourcing high-
technology aviation navigation components
that were. only available internationally

Eskom repotted, for mnstance, that they
would allocate between 6 34% and 8 85%
of local content commitments to SMME:.
companies fos large projects, such as the
construction of the new Medupn and Kusile
powet stations This amounted to more than
R5 billion — a signihcant boost to SMMEs

in the constiuction and engineeiing vectos
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Eskem akso hosts an annual opportunities
and franchise expo for SMEs This expo 15
potentially of gicat value in linking small
businesses and large corporations that nced
to expand theit procurement databases

Also worth mentioning 15 that these laige
SOT-s have all introduced supplier skills-
development proglammes to identity SME
suppliets and provade them with coaching and
assistance

Notably, the contribution of SOEs tc SME.
development goes beyond procurement

and skiils development programmes The
Independent Development Cotpotation
(TDC) reported on making a significant
contnbution to SME. suppott n South
Afnica. The IDC provided financial support
to SMEs to the value of R2 103 million 1n
2010 and reported on mcreased support to
entrepreneudal development for start-up and
€TPANSIONATY ENLErPIISCs 11 POOTEL PHOVINCES
and ateas of depressed mdustral activity
at108s earmarked poority sectors They also
tepotted on a prosiamme where SMEs with
approved government blue-chip tenders be
pard within 21 davs of the submisson of
iheu application

Late payments and other limitations
A number of bmitations and challenges
temain n the suppoit that SMFs teceve
from SCOF« A survey by the South African
Chambet of Commetce and Industy (Saco)
has, for instance, found that late payments

to SMIis domng business wath government
tmpacted severely on the fimancial health of
small businesses due to cash ow constrangs
Thete ate indications that payments lates than
30 days resulted in cash-flow constraints of
G0% of the bustnesses m the susvey

Although the Sacu survey focused on SMEs
dotng business with govesnment, 1t clearly
demonstiates the impact of late payments on
small businesses that rely solely on supplymg
goods and sexvices to 4 luntted number of
institutions, such as government or SOEs

Despite the prommse by SOF+ of coachiag
and supplier development programmes

iy assisting SMME suppliers, this study
identified the need for moze targeted
programmes of support, with 2 specific
emphasts on providing assistence to
young enitepreneurs, as is mdicated by

the Post Office. Current programmes of
support mostly deal with BEE compliance
tequirements and therefore exclude 1 numbes
of challenges tacing new and start-up
SMEs ‘Thete 15 2 need for more sappott
programmes raggering specifically young

enheprencuts

Conclusion and recommendations
This study concludes that there s an overall
lack of informaiion on the mteraction
between SOEs and SME service providers
‘The only exceptions are latger SOEs which
mclude Fskom, Telkom, Transnet and the
Post Office, which generally have more
capacity io report on then dealings wath
SMEs Despite the administrative buteden

of cutrent repor ing measures 1 place at
SOEs in terms of BEE and general financal
compliance, 1 strong argument can be made
for extending these tepottng measures to the
procutement and progiammes of 1ssistance
to SMEs This will offer 2 much deaer
picture of the role of SOEs in developing
SMEs

A particululy innovative scheme and good
example of best ptacitce worthy of more
attention by SOFs 15 that of Telkom, that
has developed a scotecard method which
reflects procurement spent on SMME:s

This scorecard 15 used to gutde performance
on 2 number of indicators which focus,
among others, on SME and B-BEEE
preferential procurement and proves to be
particularly usctul in measining the impact
and contribution ot the organisation to SME
development
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Late payments to SMEs
doing business with
government impacted
severely on the financial
health of small businesses
due to cash flow

constraints. There are
indications that payments
later than 30 days resulted
in cash-flow constraints of
60% of the businesses in
the survey.
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