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Introduction

This paper aims at evaluating whether the performance of the programme “Promoting sub-sector business development services products in South Africa” (“the programme” or “Ntinga link” in what follows) is satisfactory. It is produced in the framework of a master degree’s course and is going to be graded by the teachers. 

Per the instructors’ request, the paper is written as if it was authored by Project Review, Inc., a mock company specializing in performance and impact assessment, which has been asked by the United States Agency for international development (USAID) to thoroughly review the above-mentioned programme. 

The evaluation is based on a number of papers and reports internal to Ntinga link (see bibliographic sources). We take no responsibility for opinions and judgments insofar as they are not taking into account other materials which were not handed over to us, but we are of course ready to acknowledge them and modify to a reasonable extent our conclusions at a later time, should other sources become available that point in directions different from the materials we reviewed. To set the stage, we will also use information published by one of the entrepreneurs’ associations. 

This paper is organized as follows. Section 1 analyzes the context where the programme is placed, drawing from programme-level analysis. Section 2 looks at Ntinga link’s objectives in relation to the context. Section 3 describes the programme’s interventions. Section 4 reviews in detail the programme, using a recent framework laid out by USAID (Fields, 2005). Section 5 assesses Ntinga link’s strengths and weaknesses and formulates some recommendations. An Annex draws an industry outlook, based on entrepreneurs’ association reports and other documents and is followed by a recount of bibliographic sources. 

1. Project-level analysis

Within this section, we present the main outcomes of the research actions undertaken within the project. 

The first step was a nation-wide effort to identify the most promising industrial sector on which to work. Several were taken into account and construction was finally chosen, for various reasons as for example that it plays an important role in the economy, gives work to 38% of South Africa’s small, medium and micro enterprises (SMME) and has a good growth potential. 

Then the programme focused on SMME and on their immediate providers and customers within the sector, conducting two surveys, one on construction firms and one on business services providers (BSP). Geographically speaking, the surveys cover three provinces, i.e. Gauteng, KwaZulu-Natal and Eastern Cape. A more detailed description of the sector can be found in part in the previous section and in part in the sub-sector study compiled for Ntinga link. The sector includes almost 86,000 firms, with a very significant amount of micro (68,900) and small (15,600) ones (WESA nd).  Most of the micro firms are non white-owned, while whites dominate at the small and medium levels (WESA 2005). “The major share of higher-margin work and returns accrues to a small proportion of established firms (mainly large and medium).” (WESA 2003 a). Furthermore, the array of relationships that large-medium firms can rely on is much wider than the SMME’s, because of three reasons. Firstly, there are historical factors, both political and cultural, as differing business cultures, negative perceptions between small and large firms, and the deeply divisive legacy of apartheid. Capacity constraints are the second obstacle (analyzed in more detail below). Thirdly, the market is distorted in the sense that the large business sector has been able to establish favorable relationships at many levels and to create “closed” markets and “old boy clubs, which have successfully kept out new, perhaps more efficient and competitive entrants. The main counterparts for SMME are only non-profit BDS providers and public sector customers and providers (WESA 2005). 

World Education’s research confirms that the construction sector is growing fast and business opportunities will be available for several years. “The majority of firms in the sector are micro and very small. Yet the major share of higher-margin work and returns accrues to a relatively small proportion of established firms, both large and medium. (…) Although competition is stiff, smaller PDI firms possess certain advantages – in terms of cost structures, mobility, and close-to-site presence. (…) This finding confirms that micro-enterprises are constrained by lack of access and lack of success in the sector. It indicates that there are both nascent and un-tapped demand for value-adding business services that can bring small and large firms together through profitable linkages. The “market” exists – but, currently, the demand for linkage services at the lower end is not being fully met by the available supply.” (WESA 2002 A). 

As far as consumption of BDS by smaller firms is concerned, “In Dec. 2001, World Education surveyed 70 enterprises, of whom 45% were engaged in Construction/ Manufacturing activities. Awareness of availability of business linkage services averaged around 40%; and usage averaged 40% of those aware.

Reasons for BDS use cited by construction sector respondents specifically were:

· Business growth (which parallels the findings of the sub-sector report) – 56%

· Business problems – 24%

· Recommendation of friend – 11%

· Free of charge – 9 %

The two top reasons for non-use, were:

· Not sure how the service would help – 36% 

· Could not afford to pay – 29%.

This indicates that for the level of entrepreneur being targeted by Ntinga LINK a fuller understanding of the value of appropriate services and where they fit in the business of construction, as well as developing innovative, affordable payment mechanisms will be key. 

In terms of source of services utilised, the construction/manufacturing responses in some aspects paralleled the current studies findings – with private firms or “consultants” being ranked as top sources, and NGOs/government as less frequently used sources. 

Payment rates for services accessed were less than 50% -- in contrast to the nearly 100% cited by both enterprises and BDS suppliers in the sub-sector study.

Also, we notice that the main concern of the researchers it to assess the demand, current and potential, of BDS by SMME, in line with the objectives of the first stage of the project.” (WESA 2002 a). 

A smaller, in-depth survey conducted on 38 SMME in the three targeted provinces had shown that BDS are considered very important for their business by 87% of the respondents. According to them, “BDS required to access work include: assistance with tendering (completion of tender documents, pricing and reading and understanding of bills of quantities), assistance to acquire work from big companies, developing the ability to negotiate projects and terms with government and big companies, development of sales and marketing skills” while “BDS required to enable better execution of work include: assistance in acquiring funding to pay staff and sub-contractors, business and construction management training, facilitating timely delivery of materials by suppliers, development of a range of skills such as project planning and management, labour dispute resolution, measuring work progress.” The main categories of service providers singled out by respondents were consulting firms, SMME support agencies, business organizations and material suppliers. Most services were available and this was known to the surveyed firms. Nonetheless, not all kinds of services were available to all respondents and a potential demand, to be satisfied by new providers or through a diversification of existing ones, was identified (WESA nd). 

Another important actor is the local government, “either an enabler or barrier to economic growth and innovation.  In the South African context, especially in the construction sector, it is very important to understand the role of local and provincial government. The main “opportunity” emanating from this player is that of purchasing power of funds for investment (as evidenced by government’s medium term expenditure framework). However, as the Sub-sector study notes on several occasion, issues of capacity, politics, and  emerging practice in the tendering of public sector construction work  are problematic. Local authorities often do not understand or are not able to put together reasonable tender specifications, and manage the bidding process in a timely or transparent way.  While some are well-intentioned, others are politically motivated. The government practice of “spreading benefits” among many small contractors – while understandable from an equity perspective – has unintended negative business consequences on the very small contractors they are trying to help. In other words, while the local tenders promote participation of ABEs – they are now placing limits on the size of work or project size, and the amount of repeat business any one entrepreneur can be awarded. This limits the contractors ability to build a track record with substantial sized contracts and gain repeat business.” (WESA 2002 A).

The sector study analyzes the opportunities for small firms in various sub-sectors, indicating some of them, as mining, tourism and leisure, residential, education and infrastructure, as the most promising within the construction sector, besides the demand for maintenance services of the existing assets stock (WESA nd). 

 The main constraints for SMME, which have been already partially identified by the analysis carried out so far, are summarized in the table below, which was drafted by CIDB on the basis of a national survey (quoted in ibidem). 

	Procurement procedures and delivery management
	· Some public sector employees are not committed to procurement reform

· Some consultants have a negative attitude to emerging contractors

· Complicated tender documentation and lack of standardisation within the

public sector

· Nepotism and favouritism in the award of contracts

· Delayed payment by clients affects the cash flow and creditworthiness of

Contractors

· No monitoring of performance, development and sustainability of SMEs

· Award of contracts to the lowest tenderer affects the sustainability of real contractors

	Access to finance
	· Inability to raise sureties and bridging finance

· Material suppliers do not give the necessary credit to emerging contractors

· Net result – emerging contractors cannot grow, because they are confined to small contracts

	Capacity to perform
	· Inadequate management skills and lack of training opportunities

· Emerging contractors who front for established contractors give the sector a bad name. Clients fail to monitor this

· Joint ventures with established partners fail to promote management skills transfer 

· Emerging sub-contractors are exploited and often have no contracts

· Emerging contractors who expect everything on a silver platter do not live up to their responsibilities


2. Project’s objectives

Given the overall framework and the needs assessment, World Education decides to target a few specific constraints affecting the performance of SMME in the construction sector. According to a note produced by the programme manager, “the main objectives of the program are to: 

·
stimulate the commercial provision of business development services (BDS) in the sector by assisting providers to develop and market such services

·
catalyze access to and use of such services via linkages between small and large firms  

·
demonstrate the economic benefits of the services to all players in the sector.” (Sethna 2004).

During its first year and a half of activity, Ntinga link mainly focuses on consulting firms and identifies and studied a number of them. The disconnect between providers and smaller firms is apparent when looking at the clientele: most of it is found in the medium and large size ranges. The analysis also highlights some difficulties and inefficiencies in the relationship between bigger firms and their subcontractor SMME. Of particular relevance are the conclusions about the width and the depth of relationships of smaller firms as compared to bigger ones, recalled at the beginning of section 1. Based on them, the programme assumes as it main focus to strengthen SMME’s relationships, with particular attention to commercial BDS providers. 

Since services are in principle available, the thrust of the work is to make SMME access and use them in order to expand their business and possibly upgrade, while/through developing and demonstrating sub-sector business linkages or, in other words, connecting SMME to bigger contractors and other market actors (WESA nd). “The challenge is to create and enhance awareness of the use and value of particular services, demonstrate the link between payment for and return on such services to small business clients, and establish the capacity among service providers to develop and deliver services demanded by clients.” The approach chosen gives priority to market- or demand-driven interventions, as opposed to supply driven ones or subsidies and combines a sub-sector analysis, on value-adding relationships, opportunities and constraints, with a BDS market assessment, with a particular attention to small firms (WESA 2003 a).

Project’s objectives are clarified over time, during the preparation and early implementation stages. After the contract award, based on preliminary assessments, a sub-sector study is carried out. Related field work includes interviews and small surveys with SMME and service providers, mostly focused on BDS demand and supply in specific sub-sectors within each of the three targeted provinces. Meanwhile, the sub-sector analysis is completed. A third step involves the analysis and the systematization of the data gathered and a review of the needs which are surfacing (WESA 2003 a). World Education South Africa entrusts a large part of this work to a local consulting firm, Upstart Business Strategies. 

Not many quantitative targets are set at the beginning. The most recurrent ones are to benefit up to 10,000 poor South Africans, facilitating access to business opportunities for up to 5,000 firms, of which 75% would be owned by previously disadvantaged individuals (PDI)
 (WESA 2002 b).

As requested, we would now like to place the programme in a wider context in order to assess the consistency between its objectives and the donor’s ones. The two main overarching goals set by USAID for all its projects in the area of enterprise development are growth and poverty reduction. We think that Ntinga link’s objectives are in line with the former goal, which is explicitly quoted as one of the programme’s own, although we can not say to what extent it will contribute to it. In fact, the programme intends to allow firms to leverage on factors, such as BDS, skills, networks, which are scarce, thus improving the firms’ economic performance and eventually helping them to stay longer in the market and to succeed in establishing their practice. However, insofar as the objective is mainly to improve the stance of a specific class of firms in the construction industry with respect to the rest of them, it is not clear whether Ntinga link would increase the overall welfare produced by the sector. Its effect could also be to just move part of the contracts and of the linkages from bigger to smaller firms, as in a zero-sum game. In the absence of specific indicators on the programme’s impact on economic growth, we could assume that it might have some by way of re-distribution of wealth from bigger firms to smaller ones, thus affording the families of the owners and of the workers of the latter firms more spending power through which they can contribute to the increase of local demand. As we mentioned, whether such re-distribution would more than counterbalance the (absolute or relative) reduction of demand coming from the bigger firms, we can not say, so the final, net effect on growth is uncertain. From a political economy point of view, we are convinced that re-balancing market shares between the “established” or “old boys” and the “emerging sector”, white- and black-owned firms respectively in the local parlance, is a worthy cause for a development program, all the more because the South African government has heartily embraced it too. 

Poverty reduction is often quoted in Ntinga link’s documents as one of the government’s goal in its action in favor of small and medium enterprises. The programme seem to characterize its own  vision, growth-oriented and business-minded, as opposed to the one adopted by the government. The rationale for the juxtaposition is the government’s practice to “spread the benefits” of the BEE Act over as many contractors as possible. In so doing the government “would not allow emerging contractors an opportunity to build a capital base and track record, to consolidate their operations, and to grow” (WESA nd). This concern echoes CIDB’s analysis on the “excess of competition” which is supposed to be remedied through the creation of a contractor registry (section 1 above, CIDB 2004 b). The program’s vision seems therefore to be in line with the Board’s concerns and critical of government’s practices. Nonetheless, we need to keep in mind that recently approved, extensive state and local regulations are going to restrict access to procurement opportunities in the short run, so this point seems to have been addressed by the government, at least in principle. Going to the substance of the remark, we can not help but notice that poverty reduction can be achieved in many different ways. It is apparent that by facilitating a closer integration of the smaller firms into their own sector one would also obtain some growth and welfare effects in favor of the firms’ relatively poorer owners and employees (as mentioned above). At the same time Ntinga link will have a net, significant and direct impact on poverty only if thanks to its activities workers who are already employed improve their  welfare and/or jobs are created, and not simply displaced from one firm to another. 

In addition, there is also an obvious attribution issue here, regarding the extent to which the programme contributes to firms’ growth and employment generation. We have not detected in the materials we were given any monitoring and evaluation scheme which might help with respect to this. 

In sum, we note that nowhere in Ntinga link’s research tools and analyses we found the causal relation between activities carried out and poverty reduction specified, so we tend to think that the latter is not among Ntinga links’ main, explicit objectives. As far as the indirect, “subconscious”, effects of the programme on poverty are concerned, we understand that job creation is one of the outcome indicators being monitored, although it is impossible to conclude on the attribution issue, and quantitative information on this aspect is scarce in the materials we reviewed. Further research would be needed to reach any firm conclusion. 

Looking at monitoring and evaluation in the programme as a whole, what we have found is mainly a recount of performance, in the form of activities undertaken and outputs achieved (for instance number of firms using BDS, contracts awarded to the same firms etc.) while we seem to understand that there is no system in place to assess wider impacts, or in other words “to determine wheat difference the project made for the attainment of higher-level program objectives” (Snodgrass and Sebstad 2003).

Another concern that has been raised by the client in this work’s scope is whether there are opportunities for SMME to be competitive in the South African construction sector. The programme’s point of view, based on its research, is that there is “a number of future opportunities in the sector – particularly as they relate to the potential for emerging small firms to enter and establish themselves as viable businesses” (WESA nd).  

From an impressionistic view-point, the constraints we reviewed in section 2, and in particular the weak links between SMME and all other actors, can also be seen as opportunities to improve competitiveness. Demand trends and government procurement rules and practices are powerful drivers which operate in the background. Based on these considerations, we can sympathize with the view that there are indeed opportunities for SMME to be competitive, in the domestic market. On the other hand, we do not have hard evidence to support it, such as for instance past or projected growth rates, figures about trends in the number of firms registered in the sector or about expenditure by input category and/or other similar indicators disaggregated by firm’s size, which would allow us to extrapolate a specific quantitative analysis of SMME’s performance and of its determinants as compared to other firms’ groups. Given that smaller firms are mostly active within the country’s borders and that Ntinga link has a domestic-only agenda, we will not try to assess whether there would be opportunities for such firms abroad. 

It is remarkable that, according to industry sources, SMME are already competitive price-wise. Indeed, as we just noticed, some maintain that they are too competitive and that this negatively affects profits, possibly undermining both the quality of SMME’s work and the sustainability and the competitiveness of the sector as a whole. Although we suspect that this argument is partly self-serving and/or defensive and we tend not to share it completely, we agree that SMME would probably stand to gain from an improvement in their skills, reliability, access to finance, track record and other qualitative competitiveness factors where they are lagging behind relatively more
. 

3. Interventions and performance

The programme-level research indicated that indeed services and activities aiming at “facilitating demand and supply of quality BDS in South Africa’s Construction Sector” would be welcome by the market. It also concluded that “the identified gaps and niches could be summarised under the main categories of small firm capacity and performance constraints in acquiring and executing business, sector-wide information, relationship, and operational constraints faced by both large and small firms in jointly executing construction projects and BEE demonstration and compliance requirements, that suggest a “product line” for providers which could be marketed to end-user firms at all levels of the sector.” (WESA 2003 a). 

Looking at the supply chain and at SMME’s position in it, the implementers assumed that the most interesting opportunities would stem from improving linkages in areas such as relations with principal contractors, professional services, skilled building trades, semi-skilled labour, building materials supply, equipment and tools leasing and non-core services. These results and the relevant background studies are therefore being passed on to SMME and service providers, as a device for their strategic planning (ibidem). 

One analysis tool worth mentioning is the risk/reward matrix, where sub sectors are mapped keeping into account, from the SMME’s point of view, variables such as capital requirements, stringency of quality and performance rules. The matrix therefore visualizes the sectors where interventions can yield faster and more substantive results and at the same time helps contractors and service providers with positioning themselves (WESA 2003 a).

The interventions are complicated by the fact that many players operate in the sector, ranging from business services providers to the various levels of governmental bodies, from materials manufacturers and suppliers to contractors’ associations etc., several of which have come to the fore in recent years, as the economy has been opening up (WESA 2005). 

As we mentioned, Ntinga link targets business service providers as a way to facilitate linkages among players and supplies them with information and skills. It tracks and disseminates information on market trends and opportunities, raises small firms’ awareness and the use of providers’ business linkage services, promotes the use of business linkage services by large firms, links into existing support initiative, professionalisms the providers’ capacity, via advice, training and linkages and engages with existing sector players to increase service outreach. Fifteen BSP are organized into two provincial forums, given advice on linkage strategies and involved in the formulation of a code of conduct. New services are created or improved in the areas of costing, scheduling, tendering, small contractor data-bases and profiling and joint-venture management, also with the use of two specific softwares (ibidem). 

As far as results are concerned, the materials supplied cover with some detail the period between inception and June 2003, i.e. the very first stage. According to an impressionistic recount of achievements through June 2004, featured in WESA 2005, six BSP partnering with Ntinga Link have assisted about 100 micro enterprises to tender for construction contracts worth ZAR 28 million; 25 firms have been awarded construction jobs worth ZAR 8 million, which resulted in 200 jobs. 

The same source mentions that in two years of activity (January 2002 – December 2004) the program has involved 23 BDS providers, of which 74% are private, for-profit entities. 10,536 firms have acquired BDS from such providers, 89% of which being micro-enterprises, owned by women for as much as 32%. The cost per customer served is USD 303, the income accrued to providers USD 174,833 and the value of sales by micro-enterprise over USD 6 million (ibidem).

During 2004, according to a key informant we interviewed, the programme managers realize that focusing only on fee-based services would not be enough to significantly change the position of SMME with respect to other actors within the industry. They therefore decide to switch to a value chain approach, emphasizing job-oriented, embedded services. 

Two more categories of BSP are chosen as intermediaries, materials suppliers and financiers, “given that access to affordable finance and to materials are two of the most common constraints to MSEs ability to delivery on contracts”. Ntinga Link starts from materials suppliers in the province of Gauteng, where work with cross-sector or generic BSP is deliberately downscaled. Their position with respect to SMME is analyzed, both parties’ needs are highlighted and a handful of services embedded in the provision of materials and financial products singled out. The programme finds that services such as quantity estimates, costing, interpretation of tender or contract documents, on-site mentorship, productivity information and management, sourcing of appropriate materials and supplies, transport for materials and labor and sourcing of affordable finance can be and to some extent are already being provided by materials suppliers within their contractual relationship with SMME clients. A new tool is devised, a seminar which brings together buyers and suppliers and is called “Access to resources for small contractors”. The typical panel is composed of a raw material expert and seller, an insurance and a guarantees expert. The early editions of the seminars are drawing large numbers of contractors, while suppliers and local governments seem willing to sponsor them. Material suppliers make their decisions taking into account advantages, disadvantages, costs and risks of the new approach (WESA 2005 and Sethna 2004). 

As far as the policy environment is concerned, the Black economic empowerment policy needs to be factored in, since it significantly affects the procurement of public works. The programme, which is facilitating the access to procurement opportunities, is trying to balance its interventions, in order to optimize the new openings without losing sight of the market imperatives of business development services demand and supply, as well as of the wider market and sector dimensions, unrelated to the policy (WESA 2005). 

With respect to the public sector, “(…) project personnel worked to establish informational and working relationships with key government departments, such as local agencies in charge of economic and infrastructure development, plus departments of housing, roads, public works, and education. The aim in establishing these relationships was to ensure that BSPs and their MSE clients would become more aware of business opportunities earlier in the development phase and be able to position themselves to access those opportunities, as well as influence the tender process (in terms of making the system more transparent, simpler to understand, and more consistently applied). Interventions at the BSP level were positively received, although engagement with public-sector bodies was impacted by bureaucratic and political issues.” (Sethna 2004). 

4. Assessment according to USAID’s framework

We have reviewed and taken stock of USAID’s framework for assessment received by the client (Field 2005) and of her questions about the design and the performance of the programme. We would like to mention that the framework has been devised more recently than the agreed-upon implementation plan for Ntinga link and the implementers were not in the position to use the framework as a guide for their work. We will nonetheless avail ourselves of it as requested, as an analytical tool.  

We will first deal with the substantial issue of whether and how the various aspects of the framework were addressed. 

As far as the policy, regulatory and enabling environment is concerned, its seems that the programme is taking it into account and is influenced by it in various ways. As we have seen, such an environment is being completely revamped by the government. We mentioned above a number of fairly recent laws and regulations which are shaping public procurement and related matters, as contractors’ registration, entrepreneurial association and standards and requirements, in areas such as labor and safety. Given the purpose of the programme, governmental procurement policies and practices have given priority. They have been studied and continue to be strictly monitored both because public works represent a sizeable part of SMME contractors’ activity and because the government is pushing for a redistribution of available opportunities toward black-owned firms, as a result of the BEE Act, representing a powerful driver for SMME growth, as we mentioned before. Although a catalogue of services extended by BSP involved in Ntinga link was not available, we seem to understand that the programme has not entered the fields of health and safety or of businesses registration. Interaction between Ntinga Link and local governments has taken place, as we described above. Indeed it makes sense to open a dialogue with the local authorities, given their importance to the sector, not only as the tenderer of a wide array of contracts but also as an administrative services provider. Working together with provincial governments on simplifying such services while at the same time analyzing them in order to facilitate the provision of services useful to ease the interaction with bureaucracy can give way to some interesting synergies. 

A second aspect considered in USAID’s assessment framework is end markets and market segments. As we have seen, the programme has conducted extensive research and has developed some analytical tools in order to understand the relationships among the various parts of the value chain. Such relationships have been conceptualized in the construction sector relationship matrix (Sethna 2004). Next, Ntinga link has selected a few sub-sectors in each province where opportunities would be more in number and more appropriate for SMME to take advantage, through the provision of business services and has summarized in another matrix (WESA 2003 a). 

Constraints which prevent SMME from being more efficient in delivering the demanded characteristics have also been reviewed and action has been taken, facilitating the provision of services, software and training. According to the framework, this is one of the ways to increase SMME’s competitive advantage and their share of end markets. Limited scope for working with buyers in order to affect change in demand to better fit the limitations of what can be delivered, a second way of pursuing competitiveness, might also have existed. An example could be working with major firms to simplify screening and improve sub-contracting relationships via pre-certification. Although an attempt has been made to influence the tendering process through BSP, this does not seem a prevailing concern for the programme and we can assume that a certain “rigidity” of demand in qualitative terms has been postulated. A third way to competitiveness, i.e. aiming at creating market power through combining demanded characteristics in a unique way, seems to apply only in a very limited way to the construction sector per se, since standards and rules are typically applied to outputs. One avenue to reach such a goal, i.e. helping SMME to occupy high value-added niches, might not be easy to enter, since on average such enterprises do not possess the appropriate technical and managerial skills. Over time, facilitating the provision of business services could have an effect on the ability of construction SMME to pursue a niche strategy. 

From the analytical point of view, we tend to be satisfied with the efforts made. On the other hand, we do not have enough detailed quantitative information on how the analysis has been translated into action to be able to say whether sufficient outcomes and impact have been achieved. It would have been interesting, for example, to examine some data on targeted BSP’s activity by province and sub-sector or data on how the firms which received services have used them and how they rate the impact on sales or indeed to find out in what cases tenders have been modified to accommodate SMME’s needs. 

The next aspect of the framework is the consideration given to vertical and horizontal linkages. This is a central issue to the programme. We find nonetheless that, without a priori excluding vertical linkages, Ntinga link’s attention both at the design and at the implementation stage is all captured by vertical ones. 

According to the framework for assessment, the need for intervening on horizontal linkages arises mostly in the wake of joint constraints, which in the case of construction SMME in South Africa could be identified in recurring issues of insufficient firm size and capacity and in the case of BSP in the scarce attention towards SMME as a whole. The only mention of an effort in these directions is the work done on BSP collaboration (Sethna 2004) while we did not find any occurrence of solutions which would imply partnerships among different SMME. We see this as a critical aspect and we wonder whether there has been a reason based in the sector analysis to confine action to the extent portrayed
. 

Vertical linkages, especially between suppliers and SMME and between SMME and privately owned large firms, have been extensively researched by the programme, as we mentioned. As far as implementation is concerned, they are targeted by Ntinga link on one hand through facilitating the provision of business services to SMME both by generic providers and by materials suppliers and financiers and on the other hand by introducing BSP engaged in providing services to SMME to a number of counterparts, so that SMME themselves can benefit from BSP’s increased outreach (ibidem). With respect to this aspect of implementation, we have found in the available materials some quantitative data as the number of BSP involved in the collaboration effort and the number of firms which purchased services from BSP. To get an idea of how far Ntinga link has gone in fostering new linkages and/or strengthening existing ones we would need more detailed information, as for instance about what is the extent of the increase in outreach achieved by BSP and SMME, how and how many connections between SMME and larger firms have been created or improved and what have been the results and the impact of the BSP collaboration activity. 

The third and last group of issues in USAID’s framework for assessment is related to supporting markets, products and services. We will first analyze how Ntinga link dealt with finance matters. In government’s statements, the Construction industry development board’s report and the programme-level research the lack of access to finance is clearly stated as a key constraint. One outstanding issue seems to be the short-term or bridge finance needed to pay materials suppliers and other providers. Also, the fact that SMME are not perceived as creditworthy by financial institutions, because they do not have both collateral to pledge and an established track record, is often mentioned in the literature. Available documents show that analysis and activity in this area has not gone beyond the simple acknowledgment of this issue, at least in the first one and a half to two years of life of the programme. Financial services were very marginal if not absent from the range of initially planned activities. With the shift in objectives occurred in mid-2003, financiers and materials suppliers have started to be considered as legitimate targets within the scope of work, also from the point of view of financial services provision, which are considered as a component of BDS by the programme. The services whose provision has been facilitated so far seem to be confined to guarantees and insurance. While we can not rule out that materials suppliers would offer also suppliers’ credit, we do not find any specific mention of this in the documents reviewed. Nor are there any quantitative goals, results or indicators which would help us assess performance or impact. 

A second aspect within this group of issues is how Ntinga link deals with sector-specific inputs. Part of the answer is to be found in the analysis of relationships which always entail an exchange of information and knowledge. The programme heavily invests in this area, both through the direct provision of training, analyses, research products, tools and occasions for introductory meetings and through fostering the provision of similar services by BSP. From this point of view, one could expect that returns would accrue to SMME, under the form of a better competitive position thanks to improved connections, knowledge and skills. Another part of the answer can be found in the programme’s recent attention to the interaction with materials suppliers. Here the focus is both on facilitating contacts between SMME and suppliers and on stimulating the transfer of embedded services from the latter to the former, also in order to encourage innovation and upgrading. As we mentioned before, the intended purpose is to eliminate the disconnect between the two groups in order to allow SMME to step out from simple labor-provision contract and offer a better mix of products and services. On both grounds, we do not have any specific data. 

Finally, we take a look at cross-cutting products and services. We can without any doubts say that such products and services are key to the success of Ntinga link. According to the framework, services like training or advice on management and marketing, just to make some examples, “are less relevant do value chains that are dysfunctional or disconnected. Demand for these services typically follow the growth of demand for sector specific services. These [cross-cutting] services are more effective at the lead firm level (especially in export industries) as those firms have to have competencies to compete in more mature markets” (Field 2005). As we have seen, Ntinga link was strongly focussed on cross-cutting, generic BSP in its first stage of activity and has then shifted in part its attention to sector-specific services. We are not in the position of explaining exactly why this happened, but we can say with some confidence that a significant disconnect between a large number of construction SMME and the rest of the industry exists and therefore, according to the framework for assessment, there should be limited room for cross-cutting products and services. Nonetheless, the data we have found in the programme’s literature show a certain success of BSP among targeted SMME. Unfortunately, we do not have industry comparators to refer the numbers provided by Ntinga link to and, as we mentioned, there is a serious problem of attribution of outcomes. In conclusion, we are moderately optimistic on the relevance of cross-cutting products and services to the programme but we would advice to try and monitor more closely delivery, performance and impact. 

5. Conclusions and recommendations

Ntinga link is set on the background of the empowerment of black-owned businesses, a deep economic and social restructuring process which cuts across South Africa as a whole and is brought about by political and regulatory changes of historical proportions. The construction sector, under the pressure of such forces, is transitioning from a highly concentrated structure on the supply side to a much more articulated and fragmented one. The programme goes along with such a trend and tries to establish a better business environment for SMME in the construction sector via the provision of business development services. 

In our opinion, its main strengths are the following. 

· A field-based analysis of the sector has been performed, surveying small groups of SMME, BDS providers and government officials and is used as a factual anchor for project design and implementation. 

· An approach to the provision of BDS based on market mechanisms rather than on subsidies and relying on profit-oriented intermediaries rather than on NGOs or Ntinga link’s implementers has been adopted. Such an approach ensures that outcomes are sustainable. The profits providers make out of services sold to SMME constitute an incentive to keep on providing them. 

· Outreach activities have indirectly and directly targeted a significant amount of SMME. 

· The programme is learning from experience and applying its lessons in a flexible and creative way. This could also be seen as a shortcoming, since changes which are too deep might affect negatively results and evaluations. The main change so far, i.e. the widening in the range of tools for intervention on SMME, does not seem to be so drastic as to result impossible to handle. 

The main shortcomings are the following.

· After choosing the construction sector, the team designed and applied a BDS intervention scheme without a clear prioritization of constraints. While the field surveys indicated that SMME were experiencing problems of different nature (operational and related to finance and procurement, to mention the main ones) there was no indication of why implemented activities targeted some of them in the first place and later on expanded to other ones. What’s more, as we showed above, when looking at the programme through the lens of the USAID framework for assessment, BDS are only one of the possible ways of improving SMME’s performance. It is not clear whether other avenues have been taken into account and if so why they have been set aside. 

· The system of reporting and monitoring is poorly designed and/or executed. We lack detailed data, from within Ntinga link and outside of it, on all the dimensions of the analysis we were asked to perform. In addition to the gaps mentioned in the previous sections, we do not have exact information about the kind of services being provided to SMME by BSP working with the programme (a sort of “catalogue”) and on the prices charged for them. In the semi-annual reports (WESA 2003 b) we find a different group of indicators than those agreed-upon initially (WESA 2002 b – table 1) and only a generic recount of BDS activity, which seem insufficient for internal monitoring purposes and even more for evaluation, impact assessment, drawing lessons and to decide about replicability. One specific effect of the lack of detailed data is the difficulty to attribute results on the ground to the programme as opposed to other growth drivers affecting the construction sector as a whole. Wider availability of data would be useful to try and solve other attribution problems too. These aspects are all the more crucial as this programme is part of a learning-oriented line of activity. 

· Since Ntinga link aims at providing services to a category of firms where problems at paying a fee are fairly widespread, it is not clear whether an upfront fee-based only marketing strategy would be the best approach, instead, for instance, of a gradual progression towards full cost recovery. 

· The interaction with the public sector appears very limited. Given the relatively new regulatory environment and the fairly wide margins of discretion it affords to local authorities on one hand, and on the other hand the frequent reports of malpractice and abuse, one would expect that the programme be keener to open a dialogue, even if on specific aspects, with such authorities and seek their collaboration in removing obstacles for SMME. 

· Too scarce attention has been paid to horizontal linkages between SMME. 

· The position of SMME in the construction sector has been analyzed by the programme from many different points of view. One of the dimensions left unexplored is the nature of the governance which prevails in supply (or value) chains where SMME are operating. In other words, the programme has not defined whether the relationship between bigger firms and SMME is of a market, balanced, directed or hierarchical kind. This type of characterization would have helped when targeting and fine-tuning interventions. 

· The programme’s research materials overlap with each other in many instances, although this is understandable as the method of choice is to progressively layer information in order to build a more solid knowledge base for action. Data are presented in very simple elaborations but are never statistically processed. On the other hand, graphics are usually very good both in papers and presentations. 

Our recommendations are the following.

· Re-examine the prioritization of constraints and the interactions among them in order to update the intervention scheme based on lessons learned and results achieved (or not achieved). 

· Re-design the system of reporting and monitoring, along the following lines. First, carry out a baseline investigation on crucial aspects of the logical causation model. Then, assemble a sample of SMME and BSP and a control group similar to the universe of targeted actors and survey them periodically in order to assess outcomes and impacts. Improve data presentation and processing in order to capture regularities and use them to consolidate the analysis. 

· Report in more detail about services and activities and gather information on a more continual basis from available sources, as BDS providers, seminar sponsors, materials suppliers, financiers. 

· Document specifically what is the effect of Ntinga link on linkages with bigger firms and with the public sector. 

· Seek a dialogue and whenever possible alliances with the local authorities, in order to involve them more in the programme. 

· Analyze the impact of the scarcity of horizontal linkages and evaluate the advantages SMME could derive from networking and forming alliances to exchange knowledge and services, to buy inputs at lower prices and to bid jointly for bigger contracts. 

Annex

Industry outlook

In this annex we will draw heavily on two recent reports published by the Construction industry development Board (CIDB 2004 a and 2004 b), which set the stage for the industry as a whole, based on a unique survey conducted within the construction, the inputs and the professional services sub-sectors. We will confine ourselves to the sections which seem more appropriate to describe the conditions in which the programme is operating
. We will also refer to a recent speech where the Ministry of Public works spells out the priorities for its action in the sector. The analysis of SMME constraints and performance is useful to put in perspective the programme-level materials we reviewed in the body of the paper. 

According to the CIDB, set up in 2001 to represent enterprises in the sector, “all indicators and stakeholder perceptions recorded in Status Report 2004 confirm our conviction that the construction industry will need to double its output over the next 10 years to meet rising demand and South Africa's objectives for economic and social growth. This growth presents challenges to all stakeholders in respect of employment, empowerment, capacity, delivery and performance” (CIDB 2004 a). The pace and the breadth of past growth are well described by some indicators quoted in President Thabo Mbeki’s 2004 State of the nation address, which compares the current situation with goals set in 1994. Housing for the poor built within the decade amounted to 1,6 million units, electricity reached 70% of households, up from 40%, and clean water was available to 9 million people, out of 16 million without access ten years before, while a sanitation system was now present in 63% of households. 

According to the same source, “current activity in the building industry amounts to some R24.9 billion per annum (constant 2000 prices), and is expected to grow to between R32bn and R35bn by 2010. (…) Similarly, the current activity in engineering works is some R20.5bn and this is expected to grow to about R30bn by 2010.” Costs are rising quickly, faster than inflation. Profits are reportedly low and decreasing. “High rates of failure, particularly amongst emerging enterprises, is a serious concern within the industry, and impacts negatively on sustainable industry growth. (…) Many of the enterprise failures are taking place in the emerging sector, which is of particular concern, reflecting low entry levels, the awarding of contracts at unprofitable levels, poor and inconsistent procurement practices, abuse of subcontractors by main contractors, and an oversupply of micro and small businesses. These sustainability factors have affected formal sector employment.” Banks perceive the construction industry as carrying a high risk and at the same time are under pricing performance guarantees, using mostly risk-related ceilings on loans to manage uncertainties.

“Many survey respondents cited public sector capacity as a key constraint to the delivery of current volumes of infrastructure delivery and sustainable industry growth.”

The CIDB has created a few benchmarking indicators, based on a survey with a growing base of respondents. They take into account both efficiency of construction firms and progress in the area of Broad based black economic empowerment (BEE). As far as regularity of payments is concerned, the norm is thirty days but in only half of the cases contractors are paid within that limit. In about 40% of the cases payment is made between the first and the second month after delivery, both for works and consulting assignments. Modern forms of contract, which “appropriately allocate risks, liabilities and obligations and contain administrative procedures that enable proactive management of the delivery process” account for about half of the surveyed sample (CIDB 2004 a).

The industry association complains about the “excess of competition”, which leads to a disorderly tendering process, with bidders offering services beyond their capability and extremely wide offered price ranges. According to CIDB, one important step towards a more sustainable tendering environment and for reduced contract failures will be the creation of the Construction registers services, which will record both contractor by technical and financial capabilities and contracts to be tendered. The registers are entering their implementation stage in 2005, after an initial pilot was carried out in the Limpopo and Gauteng states (ibidem). 

A significant body of other laws and norms has been created in the last ten years. It is therefore apparent that the regulatory environment has taken a much more definite shape, with disciplines affecting the suppliers as far as market structure, procurement rules, representation of enterprises and labour, safety and health issues are concerned
. This increases both the complexity and the protection for the parties to a construction contract and for firms in the sector in general, somehow raising the bar for new entrants (CIDB 2004 a). 

Procurement practices tend to be focused on a short term horizon, with a high rate of turn-over and a variety of procedures and requirements, which create additional costs for providers, if compared with a prospective more stable and uniform approach. Fragmentation of bigger construction programmes into many small contracts (or “unbundling”), although potentially beneficial to smaller firms, is perceived as putting excessive pressure on costs and complexity of contracts. Other common problems in this area are extensions to tender validity periods, delayed payments, discounting of professional fees under clients’ pressure for consultants, a non-competitive selection of consultants, lack of a contractor grading system and undue focus on lowest price to the detriment of best value. CIDB suggested to introduce supply chain management principles and contractor grading systems, besides a standardization effort. Poor quality of construction work and of design was also mentioned as a recurrent issue.

“The profile of the contractor sector reflects that of most developed construction economies, with a small number of highly sophisticated large firms operating nationally, regionally and internationally, several medium-sized localised contractors operating in two or more provinces and a large number of small firms operating locally that typically employ fewer than ten permanent staff. (…) The contracting sector covers a wide range of specialisation, with greatly varied levels of sophistication, high labour intensity and perceived low entry barriers to basic contracting. In general, the sector operates in an environment characterised by high risk and low profit margins.”

The report also focuses on local and emerging contractors. Problems highlighted in this market segment include an “over-supply resulting from an all too easy access to the tendering market” and a low quality of the deliverables. The current legislation in favor of black-owned firms has given way to complaints by white-owned firms, who are lamenting a lack of work. Monitoring and evaluation of results, quality improvement and labour, safety and health requirements do not seem to be a priority. “Many companies are operating at low profit levels and survival strategies are underpinned by the use of labour-only-subcontractors, which results in the casualisation of labour.”

Responses laid out by many programs to supply-side constraints among emerging contractors range from training and mentorship to creating good credit records and obtaining working capital, to project management support. 

The emerging sector, mainly composed of smaller, black-owned firms, is expanding its outreach from the lower end of the market towards the ZAR 500,000 – 2,000,000 range. The contractors’ Board criticizes the view, which it perceives to be the local governments’ own, that the construction sector is to be seen mainly in a job-generation perspective, “rather than as a platform for sustainable empowerment”. It also maintains that the exodus of black skilled workers from bigger firms towards start-ups, 70% of which fail within the first year, is depleting the industry’s skill base. “While opportunity for black- and women-owned enterprises has been rapidly expanded in the general contracting category, the specialist contracting sectors have largely remained unpenetrated, including, for example, electrical and mechanical engineering that require specialist skills and greater capital resources. This would seem to indicate the limitations of procurement as a sole driver of empowerment and the need for programmes aimed at the rapid development of specialist black enterprises.” 

The government’s strategy for the construction sector, in the words of the deputy Minister for Public works, Mr. Ntopile Kganyago at a seminar in March 2005, “rests on two pillars. The first is affirmative procurement that has created opportunity for black SME contractors. The second pillar of our strategy is focused on development interventions to address key constraints to emerging contractors, specifically access to finance and credit, access to technical and entrepreneurial skills, including mentoring and access to information.” Such a strategy is set against a common sustainability background. Mr. Kganyago refers to the extremely competitive and scarcely reliable business climate in the sector and proposes a number of policy tools and administrative changes (such as incubators, contractors’ and contracts’ registers, training programmes and new approaches to performance guarantees). He then calls for an expansion of “access by historically disadvantaged South Africans throughout the construction value chain, particularly in areas not yet meaningfully penetrated such as mechanical and electrical contracting”. In closing his speech, he make four considerations. First, the construction industry is an asset that contributes substantially to the overall country’s growth. Second, a forecast doubling of the industry in the next decade offers vast opportunities for “meaningful empowerment”. Third, meaningful empowerment must be sustainable and lead to the creation of effective and competitive enterprises. Fourth, the gap between formal and informal employment must be quickly closed through “focused development intervention” (Kganyago 2005).


The legislation adopted so far in order to create a preference for black-owned firms has led to the consolidation of a pool of such firms, thanks in part to business alliances with more established firms. Nonetheless, the legislation’s effects are not flawless. Internal agreements between alliance partners are often predatory to the disadvantage of one of the parties and dissatisfaction seems to be widespread on both sides. The practice of bidding on behalf of a non black-owned firm (or “fronting”) is also reportedly very common among black-owned firms. In order to improve their own “Balanced scorecard” which measures the contribution given to black economic empowerment, firms need to act in a number of areas, such as equity ownership, employment equity, skills development, indirect empowerment, enterprise development and management equity. Also, in CIDB’s words, “public sector capacity is a key constraint to the realization of investment potential, delivery of infrastructure and industry’s sustainable development. The largest single industry client, the public sector is dispersed and spans all three spheres of government. This challenge can only be met with a systematic approach.”

Interestingly, the consulting profession thinks that it needs “to seek more appropriate approaches in projects involving emerging contractors. The risks must be identified and managed and the contractor must be supported. It was noted that design and supervision consultants face increased costs when projects are unbundled to facilitate emerging sector access, when emerging contractors’ quality problems result in increased supervision, and when consultants spend additional time in the preparation of claims and reports on behalf of emerging contractors.” “Consultants noted that in many cases emerging contractors lacked the ability to comprehend tender documents and drawings. The survey indicated that many contractors have little experience in tendering and construction management.”

As far as the relationship between suppliers and small contractors is concerned, “the supply sector, through extending 30-day or 60-day credit to contractors, is seen as a component of the cash flow management of a project. The established sector generally has a greater access to supplier credit than the emerging sector, due to more long-term relationships with suppliers and associated track records of acceptable payment practices.”

“Formal employment has dropped from 255,000 workers in  1990 to about 214,333 in 2002. However, there has been a continuing shift to informal employment and the Census 2001 indicated that as many as 520 000 people are employed within the construction industry. This trend reflects the increased reliance on subcontracting and particularly on labour only subcontractors.” “The remuneration of casual employees, unskilled and semi-skilled workers through the informal sector of the construction economy is low compared with most industries. As little as R30 per day is not uncommon and there is anecdotal evidence that there are cases where half this amount has been known to constitute the daily rate.” “Labour perceived some improvement in relationships on site as a result of the Labour Relations Act. The sector also expressed concern with the way in which the informal sector relates to the bargaining process, and the fact that this sector does not comply with agreements reached and minimum conditions.”

“The decline in demand for construction products over the past decades, and associated uncertainty, has seen a reduction in skills training since the 1980s, and the closing down of industry training institutions in the 1990s. It has been reported that only about 70 percent of the available training capacity is currently being utilised. A high standard of quality in major engineering and commercial projects is largely reliant on an ageing skills base. Much of the industry’s activity however relies on a semi-skilled workforce, with increasingly less able supervision. This often manifests in slow delivery, significant rework to rectify defects, and associated materials waste that is built into the tendering and project costs. The shift from formal to informal and/or contract employment in the construction sector has distanced the workforce from the principal contractors, resulting in an erosion of the employer’s direct responsibility for skills enhancement.” The authorities responsible for delivering training and administering the special levies raised for this purpose from contractors are now in the process of implementing some innovative remedies. Spending and activity in this field are nonetheless below international averages. 

“Records of the Compensation Board and Federated Employers' Mutual Assurance Company Ltd (FEM) indicate approximately 25 500 reported accidents per annum at a total direct cost (compensation) of approximately R200 million. In terms of fatalities, the industry ranks third after mining and transport, with a total of 74 deaths recorded on site in 2003. Due to its mobility and migrant nature, the industry is also the third hardest hit by HIV/Aids. The CIDB survey indicated that despite isolated reports of improvement, there is very limited commitment to comply with basic requirements, let alone promote a culture of health and safety. Employers view health and safety (H&S) as a cost in the system. Small contractors can barely maintain tools and regard safety equipment as luxury items. Even where protective clothing and equipment is provided, workers often avoid their use, including the use of safety goggles and masks when working with grinders and asbestos. Aside from the direct compensation and medical costs associated  with accidents, the costs to the economy are immense and include rework, lost time, damage to plant and equipment, disruption, productivity loss and the loss of skills to the economy.”

“The South African construction industry demonstrates excellence when constructors, the consulting professions and clients operate within an integrated process. The review findings clearly indicate that this is not the norm and that the industry as a whole is under-achieving. A series of Construction Industry Indicators (CIIs) measured by the CIDB over the past two years show that just over half of all projects are completed on time, within budget and relatively defect-free. There is low satisfaction with the performance of contractors and the consulting professions. The perception is that value is not being delivered. A transformed industry should allow enterprises to invest in the creation of value where performance is recognised and rewarded. A predictable market will enable investment in people, innovation and sustained improvement. Predictable markets rely on sustainable demand and long-term relationships between participants throughout the supply chain.” “The objective is to replace competitive tendering with long-term relationships based on clear measurement of performance and sustained improvements in quality and efficiency. Current procurement in South Africa supports an industry that competes only on the basis of price, and a client base that does not articulate its value requirements.”

“Since construction activity generally leads economic recovery, it is likely that the construction industry will be required to double its output over the next 10 years. To realise this objective will demand the commitment of industry and stakeholders to tackle a range of challenges, including improved performance, capacity and the elimination of waste in the delivery system.”

“The CIDB believes that holistic empowerment of South African construction will focus on transformation of large and medium sized established companies and also on enterprise development and growth of small and medium sized black-owned companies. Challenges include:

· accelerated development of black and woman participation in the professional and technical built environment disciplines.

· empowerment in specialist contracting and materials supply sectors, requiring the mobilization of specialist skills and finance.

· targeting development programmes that receive impetus from the active participation of established industry.

The planned review of preferential procurement policy will need to ensure an unambiguous approach to empowerment that promotes consolidation throughout the supply chain.”
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� The term Previously Disadvantaged Individuals is used to refer to the majority of South Africans (black, ‘colored’ and Indian/Asian) who were treated as second-class citizens under the apartheid system.


� For instance, in at least one occasion, programme documents report that the competitiveness of SMME is limited to labor costs, since they are fairly disadvantaged when they have to bid on contracts which require purchasing materials, which they buy at higher cost and with more difficulty since they lack or can not afford payment guarantees (WESA nd). 


� We are aware of the unsuccessful attempt by Ntsika Enterprise Promotion Agency to organize a group purchasing network in the Durban area, which might well be due to factors pertaining to that specific experiment (WESA nd). 


� It is intended that all quotations in this sub-section are from CIDB 2004 b, if not otherwise indicated. 


� The most relevant laws impacting on the industry are the Employment equity act (1998), the Labour relations act, no. 66 (1995), the 2003 Regulations in terms of the Occupational health and safety act (1993), the Preferential procurement policy framework act (2000), the Broad-based black economic empowerment act (2004), the Housing consumers protection measures act (1998) which creates the above mentioned register and the laws establishing the Construction education and training Authority (1998), the Council for the Built Environment Act (2000) and the CIDB (2000) (CIDB 2004 b). 






