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Abstract

In South Africa, the development of Small scale emerging contractors (SSECs) has
become vital to bring about economic prosperity and the government has prioritised
the advancement of SSECs as the vehicle towards achieving economic growth, de-
velopment and job creation for previously disadvantaged people. This paper re-
viewed related construction studies on small scale contractors and highlighted
unique roles and challenges as they relate to emerging construction businesses. The
paper established that the main challenges affecting SSECs included finance, skills
shortage, enabling environment and competition. Based on data analysis, it is imper-
ative for the South African government to develop a clear and more comprehensive
small business contracting policies that would enhance growth and profitability of
Small scale emerging contractors.
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1. Introduction

In every economy, the construction industry plays an important role to improve the so-
cioeconomic conditions of its citizens [1]. The industry is mainly dominated by clients,
contractors, consultants, shareholders and regulators as its key stakeholders. In this
paper, construction industry is guided by [2] who defined it as “an economic entity
which plans, designs, constructs, alters, maintains, repairs and eventually demolishes
buildings of various kinds”, this includes civil work, architectural and structural works.
The industry is a project-based sector within which individual projects are custom built
to client specification [3]. According to [4], a contractor is a person or body of persons

who undertake/s to execute and complete construction works.
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In South Africa, the government has prioritised entrepreneurship and the advance-
ment of Small, Medium and Micro-sized Enterprises (SMMEs) which have been con-
sidered as a catalyst to achieving economic growth and development [5]. In the con-
struction industry, the small scale emerging contractors (SSECs) have received high
priority from the government as they constitute the largest segment of that industry.
Although small in size, the SSECs are vital to the performance of the industry and the
economy at large. In view of this background, this paper examines the role played by
SSECs in the development of the South African economy. The paper also goes further
and revisits the challenges encountered by SSECs that impede growth and profitability.

Defining Small Scale Contractor

In this study, Small Scale Contractor refers to small business which is owned (at least
50%), managed and controlled by previously disadvantaged persons and which is over-
coming business impediments arising from the legacy of apartheid [6]. This refers to
small-scale construction enterprises in CIDB graded 2 - 5. CIDB grading system pro-
vides a framework for matching contractors and contracts [7]. Through the grading
system, CIDB regulates the tenders, where contractors in grade 9 bid for projects with
unlimited values and those in grade 8 bid for projects between R40 - 130 million [7].
Contractors that fall in grades 4 - 7 are small and medium entities that are allowed to
tender for jobs ranging between R4 - 40 million, while contractors that fall in grades 1 -

3 are small enterprises which can bid on tenders less than or equal to R1.5 million [7].

2. Motivation and Methodology

Many previous researchers have studied the role of small scale businesses in national
economies; however, the extent studies have focused on specific small scale sector is li-
mited or has been postponed. This article seeks to provide a concise overview of the
role of SSECs in national economies with specific reference to South Africa and high-
light the significant role of SSECs in the economy as well as the challenges experienced
by SSECs in the industry. There is little clarity on the extent to which SSECs in con-
struction industry have been evaluated. This demonstrates that fewer researchers have
done some work on the role of SSECs in South Africa and none in particular on this
topic. Through the focus of this paper, it is perceived that the outcome would set a
precedent for similar studies in other small scale businesses and this would give
uniqueness to the future studies on small businesses. Data for the review were pre-
dominantly sourced from, University of South Africa databases, South African journals,

overseas journals, online journals, South African media and CIDB databases.

3. Current Trends in South African Construction Industry

The industry initiatives are implemented through CIDB, the Construction Education
and Training Authority and the Department of Public Works. The trends in the indus-
try are largely shaped through these departments. The indicators that can be used to
assess industry drivers include the economic outputs such as GDP, state of the infra-
structure, construction businesses and employment. Each of the drivers thus tells a
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story relevant to the understanding of the state of the industry [8]. The current trends
in the construction industry relate to the state of the infrastructure and [9] attributed
this to uncontrollable forces by the industry. The current industry situation is shaped
by the external forces including the housing backlog, which has led to urban shanty
houses and poverty. As observed by [9], there is no appropriate sanitation, inadequate
water facilities, insecurity of tenure, poor quality of house and living space. In Johan-
nesburg for instance, demand for houses has grown tremendously due to population
increase as many people move into the city [10]. However, the government is working
towards eradicating these informal settlements. The other driver relates to the infra-
structure as the government intends to improve on aging national infrastructure. This
demonstrates that many types of infrastructure are needed in South Africa to support
the growing population. The government policies tend to keep the construction indus-
try busy as a way of creating and protecting jobs as well as stimulating economic

growth. As a result, the existence of SSECs in these developments is vital.

3.1. Emerging Contractors in Emerging Economies

The construction industry has an important role in promoting economic growth and
sustainable infrastructure of many economies throughout the world and emerging
economies in Africa are no exception. In these economies, SSECs are essential vehicles
which attend to the construction of schools, residential houses, roads, bridges, power
infrastructures and dams. By so doing, they create jobs and contribute towards eco-
nomic growth. The infrastructure is essential as it provides social and welfare to the na-
tion. In Zambia, the construction industry contributed 8% in 2003 and had employ-
ment increase from 140,000 in 2000 to 150,000 in 2001 [11]. The author in [12] re-
ported that in Ghana, 90% of companies registered are micro, small and medium and
these companies are important for economic growth of that country and major sources
of employment [13].

The SSECs employ few permanent staff, usually less than 10 employees [14] while the
rest of their employees are operated on casual labour, based on need requirement. The
contractors lack equipment and tools that include tipping trucks, graders, bulldozers,
pick-up trucks, loaders and tractors. Old equipment is often used in construction which
results in frequent breakdowns and routine maintenance. The author in [15] states that
notwithstanding such limitations, SSECs in their local sphere of influence often have
the ability to carry out small sized projects and should compete at that level. The spread
of work between large, medium and SSECs is dominated by large construction enter-
prises which control more than 50 percent of the category [16]. However, SSECs domi-

nate and control of small activities though the turnover per enterprise is minimal.

3.2. The Role of SSECs in South Africa

Although the role of SSECs is a controversy [2], in South Africa, they assist in the pro-
vision of physical infrastructure, engage in projects that generate new buildings and re-
furbish existing ones for a variety of clients [6]; [17]. SSECs provide buildings used in
the production of goods in the economy, engage in building residential and non-resi-
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dential structures such as houses, industrial and commercial buildings. For those that
are engaged in civil engineering, they construct schools, roads, hospitals, culverts,
bridges, and projects related to national infrastructure [10]. Based on the significant
role as outlined, SSECs in South Africa are expected to become the main players in
economic transformation and growth, job creation and income generation. As such,
since 1994, the government has been putting measures as a way of creating an enabling
environment for these contractors to survive [18]. Other important roles of SSECs to
the South African economy relate to the gross domestic product (GDP), investment
and the volume of labour [9]; [19]. The author in [20] reported that SSECs contribute
significantly towards the industry’s 35% to the total gross domestic fixed investment.
The construction industry has the second largest percentage of small and medium en-
terprises (SME) (12%), after services industry [21], as shown in Figure 1. The public
sector is a major contributor to infrastructural development, accounting for around
R150 billion in civil projects, R25 billion in residential and non-residential building
works annually [22].

In terms of employment, SSECs employ the majority of construction workers. The
total number of people employed in the construction industry in 2012 was approxi-
mately 986,000 [23], as indicated in Table 1, in which Gauteng Province had the high-
est figure (27%) and Northern Cape the lowest (2%).

When compared to large companies which rely on automation in their operations,
SSECs remain a sustainable source of employment creation as they have the potential to
build viable construction companies and develop skills. Based on the role played by
SSECs to the South African economy, the government and construction sector have
engaged in processes that redirected the industry’s growth and performance as a way of
supporting the country’s social and economic transformation agenda [24]. These con-
tractors operate at local and metro level, on which severe competition undermines sus-

tainability and consolidation [25]. Unfortunately, SSECs cannot tender for large projects

Economic Sector

B Service

= Construction
B Manufacturing
B Agriculture

EW &R

¥ Mining

Figure 1. Sector classification of SEDA’s existing clients. Source: Ref: [21].
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as these cannot be subdivided to accommodate SSECs, this is a condition set within
CIDB grading system. Such projects require a high level of management, financial sol-
vency and technical capability [7]; [26]. This defines the qualities and skills frequently
found amongst large contractors [26]. Table 2 shows classes of works and number of
enterprises per grade.

The contribution of SSECs to South Africa’s economic development has been a focus
of discourse for a number of years [27]. At policy level, the strategies relating to the
construction industry are in favour of SSECs [7], however, the development and per-
formance of SSECs in terms of growth and profitability has remained a concern to the

policymakers and business executives [7]; [14]; [28].

3.3. Challenges Facing SSECs

While the role of SSECs to economic development is generally acknowledged, the con-

Table 1. Employment, construction by province 2012.

Province Employment (2012) Percentage

Western Cape 135,000 14
Eastern Cape 108,000 11
Northern Cape 19,000 2
Free State 47,000 5
Kwa Zulu Natal 210,000 21
North West 46,000 5
Gauteng 265,000 27
Mpumalanga 64,000 6
Limpopo 92,000 9

Total 986,000 100

Source: Ref: [23].

Table 2. Number of enterprises and class of works.

Designation CE EE PE GB ME SwW Total
1 23,268 1313 4051 50,998 4227 15,389 99,246
2 1499 113 119 2032 217 497 4477
3 639 82 86 597 92 135 1631
4 788 132 201 811 151 154 2237
5 681 133 265 636 212 255 2182
6 738 41 79 614 85 73 1630
7 234 29 47 223 44 36 613
8 86 7 15 86 18 14 226
9 47 2 21 31 21 19 141

Total 27,980 1852 4884 56,028 5067 16,572 112,383

Key: GB: General Building, CE: Civil Engineering, ME: Mechanical Engineering, EE: Electrical Engineering, PE:
Plumbing Engineering, SW: Specialist Works. Source: Ref: [6].
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tractors are faced with many challenges that limit their growth and profitability. The

author in [2] note that the construction industries around the world face many difficul-

ties and challenges, however, the challenges become more significant and complex es-

pecially in African countries and other developing countries. In developing countries,

SSECs still face challenges such as lack of skills, financial instability, shortages of re-

sources and failure by contractors to deal with external forces [9]; [29]. These chal-

lenges make some SSECs unable to sustain operational performance beyond the start-

up phase [30]. As a result, in some cases, as reported by [14] SSECs often do not finish

work within agreed terms as work is stopped, abandoned or suspended before comple-

tion. Accordingly, SSECs have been accused of failing to meet contract terms which

they enter into resulting in their performance being dominated by clients dissatisfied

owing to poor quality of work, inappropriate defects and delayed project delivery [22].

Even though their role is significant, this suggests weak performance and becomes a

binding constraint to SSECs’ growth and profitability. The challenges encountered by

SSECs in South Africa that impede growth and profitability include:

¢ The inability of SSECs to access the right type of finance which is vital for them to
operate and grow. SSECs face more difficulties in accessing finance from banks [14].

e Late payment is a challenge for SSECs in construction businesses. Late payment of
completed work, results in contractors halting work unless payment for completed
work has been processed after the agreed date [28].

e There are more demands from more knowledgeable and better organised clients
and other stakeholders.

e Lack of adequately qualified staff to effectively execute projects, hampers the per-
formance of SSECs works [27].

o There are more regulations in efforts to address environmental, health and safety
concerns in South Africa [7].

e There is intensive competition from large construction companies offering similar
and diversified services [25].

e The contractors do not have adequate technical training, business culture, capacity
or maturity [7]; [26], and so are not able to provide acceptable quality of work.

e SSECs find it difficult to access the required equipment. Leasing and purchasing of
equipment are not feasible options due to costs and collateral required.

e Challenges of interpreting the Joint Building Contracts Committee (JBCC).

The challenges highlighted above are supported in a subcontracting survey conducted
by [31], which shows that contractors at times terminate relationships with subcon-
tractors due to poor track record in managing cash flows, inability to complete the ap-
portioned work, overpricing work, and failure to pay labour, disputes about payment
and poor health and safety management. Also the clause of “pay when paid” applied in
the industry has been cited in the study as another challenge encountered by SSECs in
the industry. The challenges encountered by SSECs in South Africa are similar to those
which are commonly seen in reports on the industries in other emerging economies, for
example: [32] noted that the challenges in the industry can be classified into inadequa-

cies in industry infrastructure, inefficiencies and incompetence from clients and con-
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sultants. In other studies, [33] found challenges relating to poor budgetary and time
control experienced by SSECs, while [34] also found challenges of poor estimation, im-
proper techniques and tools, incompetent designers, change management, social and
technological issues and site related issues as having negative impact on the perform-
ance of SSECs. On the other hand, [35] cited unrealistic target setting and deviation
that originate from the client as some challenges encountered by SSECs.

3.4. Promotion of SSEC’s by the South African Government

Considering the important role played by SSECs in South Africa, the government has
initiated development programmes to encourage a wider participation of SSECs in the
construction industry [36]. Some of these programmes are emerging contractor devel-
opment models (ECDMs) and emerging contractor development programmes (ECDPs)
[29]. The former refers to a structured methodology that comprises measures designed
to help SSECs develop the technical and management skills required to grow businesses
[37]. However, a review of literature shows that no one model for contractor develop-
ment suits all contractor categories [7]. Table 3 shows the different models that are ap-

propriate to different levels of development.

4. Conclusions and Recommendations

In spite of the challenges encountered by SSECs in South Africa, SSECs continue to be a
vital component of the economy in terms of job creation, income generation, poverty
reduction, contribution to the GDP, source of entrepreneurship and innovation. SSECs
are well placed to benefit from the opportunities presented by the government as im-
portant programs have been developed or are underway to remove barriers on financial
challenges, skills shortages, weak policies and rules that inhibit them to realise their po-
tential. Based on the analysis, the recommendations are:

e The South African government needs to develop a clear and more comprehensive

small business contracting policies. The solution required to develop SSECs should

Table 3. Combined models.

Model Description
EPWP Learner ship type models meant for the development of the Grade 1 and 2 construction
workforce
ECDP Emerging Contractor Development Programmes meant for Grade 2 to 3 SSECs
EDPs Enterprise Development Programmes for, typically, contractors in Grades 3 to 6 who exhibit
potential to develop
[ECDM Realised in the improvement of business management skills, tendering skills, business growth,

CIDB grading and increased employment chances

Programmes focusing on improving the performance of established contractors in, typically,
SACEM Grades 4 to 7, such as the Contractor Incubator Programme in line with the SA Construction
Excellence Model

Key: EPWP—Extended Public Works Programme, ECDP—Emerging Contractor Development Programme, EDP—
Enterprise Development Programme, IECDM—Integrated Emerging contractor development model and, SACEM—
South African Construction Engineering Model. Source: Ref: [38].
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focus on getting the policies right.

The skills shortage can be improved by providing a better trained workforce and
hold training agencies accountable for meeting SSECs goals.

The cost of finance and the conditionality tied to the loans of SSCEs are the main
hindrances to access finance and this need to be removed to increase access to
finance. This would stimulate growth and profitability.

The government needs to enact legislation that protects SSECs against the delay in
receiving payments from the clients.

The competitiveness of an individual SSEC is strongly related to the quality of its
owner, thus individual owners need to improve their individual human capital in
form of formal education and training. This would improve their individual man-

agement capabilities.
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