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Section 1:
The importance of SMMEs for South Africa

Why SMME are important to South
Africa’s economic recovery after
Covid-19

• South Africa has an estimated 5,8 million Micro,
small and Medium Size Enterprises in 2019. (IFC,
2019)
• 2.9million of these were entrepreneurs and the
rest, 2.9 million were survivalist.
• Only 14percent of the SMME were formalized in
(IFC,2019)
• There is a disproportionate concentration of SMME
in urban and rural areas and among provinces. In
2017, 69 percent of SMME activity was in urban
areas.

SMMES are important drivers Of
employment creation
• Create the requisite employment – given the recent job losses. In 2015
SME’s employed a total of 4.3 million people in 2015, compared to
larger firms (hiring 50 or more people) who employed 3.6 million
people. (IFC, 2019)
• Evidence suggest SMEs account for 60 to 70 per cent of jobs (e.g. in
most OECD countries, with a particularly large share in Italy and Japan).
This also is certainly true of SA’s townships.
• They also account for a disproportionately large share of new jobs,
especially in those countries which have displayed a strong employment
record, such as the United States and the Netherlands.
• Some evidence points also to the importance of age, rather than size, in
job creation:
✓ Younger firms generate more than their share of employment.
✓ However, less than one-half of start-ups survive for more than five years and
only a fraction develop into the high-growth firms which make important
contributions to job creation
✓ They tend to offer limited training opportunity – an issue for policy

Economic Dynamism and Innovation
✓ Restore supply chains and dynamism in the economy – SMEs are able to react quickly to market
conditions , for example through e-commerce, they enhance competition and service quality
• Studies from the OECD also suggest:
✓ Between 30 and 60 per cent of SMEs can be characterised as innovative, of which some 10 per
cent are technology-based.
✓ Innovative SMEs tend to be market-driven rather than research-driven,
✓ and quicker in responding to new opportunities than large firms.
• SMEs play a key role in pioneering and developing new markets. In a post-COVID SA, improving
the diffusion of technology is likely to shift from a supply focused one (given recent disruptions)
to raising the capacity of SMEs to absorb technology.
• However, government needs to:
✓ reduce uncertainties in the tax, regulatory and macroeconomic environment;
✓ make sure that business framework conditions do not impact unfavourably on the risk/reward
ratio;
✓ and encourage the mobility of human resources and the markets for specialised services.
Although these are important for the entire economy, such actions will produce benefits of
particular value to SMEs

Important drivers of Income
Distribution and tackling Inequality
• SMME’S are important drivers of inclusive economic growth and development.
• They contribute over 34 percent of GDP (UCT, School of Business,2017)
• There are studies that show a strong, positive association between the
importance of SMEs and GDP per capita growth (e.g. Beck, DemirgucKunt & Levine , 2005)
• Considerable evidence has been presented over the years to show that small
businesses are important in economic stabilization, and that a decline in this
sector will have a negative impact on economic growth (Bannock, 1981; Olawale
& Garwe, 2010).
• SMEs are more labour intensive than their larger counterparts, provide
employment and help reduce income inequality (Luetkenhorst, 2004) .
• Gebremariam et al. (2004) showed that an increase in the percentage share of
SMEs’ employment had a positive impact on economic growth, thereby
reducing poverty.
• Furthermore, in agriculture-based economies, SMEs provide livelihood
opportunities and nurture entrepreneurship

South Africa’s SMME environment is
challenging

• South Africa lags behind other African countries in
entrepreneurship participation. This could make it
economic recovery challenging.
• The SMME sector has been relatively stagnant over
the past decade with limited participation in SMME
activity. In 2008, there were 2.019 million SMME’s
in 2008 and 2,309 million in 2017. (IFC, 2019). This
means the sector contributes little towards
economic growth than previously assumed.
• Moreover, important sectors such as agriculture
have limited SME participation due to institution
constraints – e.g. access to land and credit.

Section 2:
Some Useful Data on SMME’s in South Africa
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Section 3:
Challenges to SMEs in South Africa

Challenges of SMMEs
• The main barriers to the development of high-growth SMEs are:
✓ failures in sourcing financing,
✓ government regulations,
✓ indirect labour costs,
✓ access to foreign markets,
✓ and difficulties in recruiting qualified staff and skilled workers.

• Access to productive financing. An estimated 75 percent of
applications are rejected and only 2percent of new SMMEs are
able to access funding.
• Most SMMEs remain outside the funding bracket/chain due to
non- registration. According to Stats SA (2013) there were 1,517
000 non-VAT registered businesses.
• Previous Macroeconomic policies such as GEAR policy favoured
big businesses and made economic integration challenging for
SMMEs particularly those in township communities.

SMME Informality and
employment
• Although SMMEs contribute towards 50-60% of
national employment, the majority of this is in single
employment sectors such as wholesale trade and retail
leading to unemployment growth challenges.
• 84% of the wholesale traders and mainly survivalist,
and 73% of manufacturing firms are informal.
• Only 16% of SMEs are formal and this reduces the
eligibility for business funding to the sector.
• There must be renewed discussions on the National
Informal Business Upliftment Strategy on how to fill
unemployment void especially after the impact of
lockdown

Racial Disparities in SMME distribution
across South Africa

• There is disproportionately worrying difference between
white and black SMMEs. Black people account for over
76 percent of economic activities in micro enterprises
compared to 8 percent of white population group.
(Finscope, 2010)
• The participation of women in SMMEs activities has
reduced leading to a widening gender inequality gap.
• There must be equal opportunities accorded to all
groups of SMMEs to avoid further inequality but the gaps
also reveal the need to for targeted intervention in poor
communities especially in townships.

Section 4:
The Future of SMMEs in South Africa

Planning for the Future of SMMES in
South Africa:
Urgent Measures
• First and foremost: we need to deepen our
understanding of these entities by:

✓Conducting interviews with the small business communities
especially in townships to find out the status of operations
after the various nationwide lockdown levels.
✓Government can create a locally shared database with
implementing partners on findings across provinces
✓Appreciating SMMEs’ business structures to enable targeted
interventions – including now during COVID-19.
✓Seeking submissions and feedbacks from small business
operators to acquire information on key issues affecting
SMMEs after covid-19 and lockdowns e.g. turnover,
employment data.
✓Consolidation of provincial data

Regulation and Funding of SMMEs
• Organise timely response from banks with regards
to release of funding.
• Ease borrowing or lending measures for small
businesses and encourage rejected applicants to
reapply.
• Develop system to enable formal registrations
• Have a coordinated approach and response
between government and lending institutions.
• Agree on industry wide collateral measures that
apply to SMME status.

Medium to Long term measuresInterventions in poor communities
• Improve spatial planning measures in townships
and poor communities to enable business
operations.
• Improve infrastructure provisions such as the
internet facilities in poor communities to enable
diversification and application of innovative
technologies such as e-commerce.
• Address racial and gender disparities through
effective targeted interventions to remove
inequality – especially in townships and rural areas.
•

Section 5: Part 1
Policy recommendations for SME growth in South Africa
✓ Macroeconomic Policy
✓ Institutional Reform
✓ Gender Equality

Public sector in intervention
measures
• Monitor and evaluate the impact of broader
macroeconomic policies. ..especially ensuring the
coherence of macro policies and local programme
to support growth of small businesses in poor
communities and avoid differential impact.
• Resolve long standing challenge of land
redistribution programme to enable participation
by small producers in the key agriculture primary
sector and create employment. Look at temporary
land allocations to boost agricultural activities.

Long term measures
• Urgent review of government public policy and
legislations on SMME’s key government departments
and ensure a coordinated response in crises response,
the support of broader objectives and in light of new
circumstances
• Agree on common classification criteria of SME’s in
order to classify targeted assistance for survivalist and
growth oriented SME’s.
• Create linkages between SME ‘s and large corporate
partners primary sectors to enable value chains. Like
BEE, companies must be obligated to work with SME’S.

GENDER and SMMEs-Empowering Female Led
SMME’s in tackling GBV
• Offer government tender opportunities to female led
SMMEs and female cooperative groups in areas such as
manufacturing of prison and school uniforms, school
feeding schemes.
• Create an online data base of female led enterprises
and provide incentives for corporate entities that work
with women.
• Review the funding requirement burden of collateral on
female led SMME’s.

Section 5:Part 2
Policy recommendations for SME growth in South Africa

✓

Financing

✓

Business Environment

✓

Technology

✓

Skills and Management

✓

Markets

Financing
• The primary role of the public sector in supporting
venture capital is to reduce the risk and cost of private
equity finance, complementing and encouraging the
development of the private capital industry.
• Currently there is major variation across SA in the use
of funding methods for SMEs,
• Moreover - the provision of equity financing to startup companies is not like in more advanced countries
such as the United States and Canada.
• Taxation should not impose a disproportionately heavy
burden on SMEs..

The Business Environment
• This can be improved by systematic and careful
scrutiny of new regulations and by implementation
of a business impact system to ensure the audit
and monitoring of new legislation.
• Countries such as Canada, the United Kingdom and
the Netherlands have successfully introduced
procedures to that end.
• The use of information technologies provides
opportunities for reducing bureaucratic burdens on
all companies, including SMEs.

Technology
• Technology diffusion programmes should:
✓ ensure quality control;
✓ promote customer orientation;
✓ upgrade the innovative capacity of firms -- including the promotion of
general awareness of the value of innovation among management -and stimulate demand for technical and organisational change;
✓ build on existing inter-relationships in national innovation systems and
provide greater coherence between programme design (e.g. targets,
objectives, modes of support) and service delivery; build on evaluation
and assessment.
• Technology diffusion programmes should in particular have mechanisms
for assessment which can guide and improve their operation and
management on a continuing basis.
✓ For examples: the United States has programmes effectively stimulating quality
in diffusion processes, while Germany has sophisticated institutional set-up
catalysing interactions between existing actors in the national innovation
system.

Management Capabilities
• Government should seek to enhance the “quality” of
owner/managers of SMEs either by encouraging training
and/or by providing access to advisory and consultancy
services.
• Increase the participation of Adult Basic Literacy Education
programmes to enable business confidence among SME’s.
For example, Government should offer online platforms,
online learning tools, and learning centres in townships on
business management skills to encourage entrepreneurship
• For example, Japan has both a highly developed system of
advisory services and SME colleges.
• The United Kingdom and Italy have also implemented
interesting schemes including subsidy-schemes aimed at
enhancing the skill base of SMEs

Access to Markets
• Measures to ease access to markets – especially focusing on international
markets, on the one hand, and public procurement, on the other. Prohibit global
tenders for up to 2million ZAR and give government procurements to SMMEs
and help local small businesses sell to government.
• For example India has introduced such measures to protect their small
businesses after lockdown
✓ Japan has the most developed policy and institutional set-up for the former, based upon
the use of non-discriminatory measures which seek to support efforts made by SMEs
themselves.
✓ SA can learn from this experience

• Policy in this area seeks to tackle the disadvantages experienced by SMEs due to
their lack of access to human resources, to external markets and to technology.
• Regarding public procurement, we can learn from the United States, and other
OECD countries such as Australia, which have made comprehensive efforts to
increase the “share” which small firms obtain of government contracts.

THE END
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