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1. Introduction

For the thitrd time in a row, the business confidence of the South African SMME sector has
declined. The index which is a survey of the opinions of SMME managers and owners
throughout has been decreasing on a quarter to quarter basis since January 2007. The sub-
indices indices are divided into three strata by business sectors. These are (a) Industrial
sector; (b) Trade sector and (c) Services sector. The South African SMME Index is
constructed by Africagrowth Institute. The index is sponsored by the Industrial
Development Corporation (IDC) and part funded by the WK Kellogg Foundation.

The index is constructed on the basis of responses to questions on policy factors ranging
from employment levels, financial situation, new orders, and volume of demand to
selling price. The respondent firm (represented by the owner or a senior manager) then
indicates whether these factors have gone up, down or remained the same in the last three
months prior to the survey and also their expectations in the next six months after the
survey. The index is then calculated as a weighted average of responses based on the
Diffusion Index method with firm size (number of employees) being the weight. The
responses to this questionnaire are scored on a scale of 0 to 100, where O represents the
lowest Business confidence rating and 100, the highest business confidence rating. The
overall index for this quarter (that is third quarter of 2007) shows a declining rate in
business confidence as compared to the second quarter of 2007.

The indices are divided into three strata by business sectors. These are:
(a) Industrial sector
(b) Trade sector
(c) Services sector

Presented below are the results from the third quarter survey of 2007.

2. Background Information about sample

The firms sampled for this survey were largely made up of the previously surveyed firms
(148) and some additions (18) drawn from the South African SMME database from
Africagrowth Institute. The geographical dispersion of the firms is shown in Figure 1
below.
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Figure 1. Distribution by Province

The response rate has been variable over time. However, Gauteng, KwaZulu Natal and
Western Cape provinces, which have the highest SMMEs in the country, represent about
70% of the sample used in the survey.
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Figure 2. Distribution by Economic Sector

In terms of sector distribution, figure 2 shows that the industrial and the services sectors
are dominant. Even though there has been an improvement from 14.90% to 17.00% in the
trade sector, it still remains the least represented.

Sub-sector analysis in the broader Industrial sector indicates that the manufacturing sub-
sector has the highest representation (86.8%) followed by electricity, gas and water



(7.9%). In the trade sector response, wholesale took precedence over retail by 5.2
percentage points. Finally, financial & business, catering & accommodation were the
most represented with 36.40% and 30.30% respectively, in the services sector (Figure 3).
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Figure 3. Sub-Sector Distribution

Figure 4 below shows a graphical representation of the number of people employed. It
shows that majority of the firms (38%) have a staff strength of less than 20.
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Figure 4. Number of Employees



Figure 5, which depicts the turnover distribution, shows that most of the firms (43.6%)
record an annual turnover of above four (4) million Rand.
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Figure 5. Annual Turnover

3. Survey Results

3.1 Business Limiting Factors

Firms were asked to indicate the five most important factors they consider as having
negative impact on their businesses. Figure 6 shows the response distribution
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Figure 6. Business Limitations

Most business managers representing 14.29% of SMME in South Africa cited shortage of
skilled labour as the major limitation to their operations. Similar to the results of the
previous quarter, Government taxes and regulations constitute the second major
challenge to businesses with a slight margin over the previous results at 13.31%.

addition 12.46% of SMME’s indicated insufficient demand as a limiting factor whilst

another 11.48% considered exchange rate as limiting factors.

3.1 Business situation Last 3 Months

This section provides results of the survey questions pertaining the BCI attributes which
form components of the index — Number of people employed, Financial situation, New
orders or contracts and selling price. Figures 7, 8 and 9 show responses on attributes with
respect to business situation in the last 3 months for the Industrial, Trade and Services

sectors respectively.
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Figure 7. Industry Business Situation for last 3 months

Industry

% Number of people employed: In the industrial sector 14% of SMME owners
indicated that their employment levels have gone down whilst 65% were of the
view that it had remained the same and 21% were able to employ more.

% Financial situation: In the industrial sector 34% of SMME owners showed that
this had gone down while 40% were of the view that it remained unchanged and
26% indicated an improvement.

% New orders or contracts: In the industrial sector 28% of SMME owners were of
the opinion that new orders went down whereas 38% were of the view that it
remained the same and 34% indicated that it had gone up.

% Selling price: In the industrial sector 14% of SMME owners indicated a
downward trend, 52% indicated no change and 34% witnessed an increase.
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Figure 8. Trade Business Situation for last 3 months
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Number of people employed: In the trade sector 7% of SMME owners indicated
that employment had gone down whilst 67% were of the view that it had
remained the same and 26% were able to employ more.

Financial situation: In the trade sector 26% of SMME owners showed that the
financial situation had gone down whilst 52% were of the view that it remained
unchanged and 22% indicated an improvement.

Demand for Services: In the trade sector 26% of SMME owners were of the
opinion that the demand for services went down whilst 44% were of the view that
it remained the same and 30% witnessed improvement in terms of numbers in
their staff strength.

Selling price: In the trade sector 8% of SMME owners indicated a downward
trend, 44% indicated no change and 48% witnessed an increase.
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Figure 9. Services Business Situation for last 3 months
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Number of people employed: In this sector 11% of SMME owners indicated that
employment had gone down whilst 62% were of the view that it had remained the
same and 27% were able to employ more.

Financial situation: In this sector 30% of SMME owners indicated that this had
gone down whilst 42% were of the view that it remained unchanged and 28%
indicated an improvement.
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Volume of demand: In this sector 29% of SMME owners were of the view that
volume of demand had gone down whilst 28% were of the view that it remained
the same and 43% of them indicated that it had gone up.

Selling price: In this sector 17% of SMME owners indicated a downward trend,
60% showed no change in selling price and 23% witnessed an upward movement.

3.2 Business outlook for next 6 Months

This section provides results of the survey questions on the future outlook of BCI
attributes - Number of people employed; Financial situation, New orders or contracts and
Selling price. Figures 10, 11 and 12 show responses on attributes with respect to business
outlook of the next 6 months for the Industrial, Trade and Services sector respectively.
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Figure 10. Industry Sector Business Outlook
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% Number of people employed: In this sector, 12% of SMME owners indicated that
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employment will go down whilst 60% were of the view that it will remain the
same and 28% will be able to employ more.

Financial situation: In this sector, 22% of SMME owners indicated that this will
go down whilst 33% were of the view that it will remain unchanged and 45%
indicated an improvement.

New orders or contracts: In this sector, 16% of SMME owners indicated that new
orders will go down whilst 37% were of the view that it will remain the same and
47% of them indicated that it will go up.

Selling price: In this sector, 8% of SMME owners indicated a downward trend,
56% did not think there will be a change and 36% were of the view that selling
price will go up.
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Trade Sector Business Outlook
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Figure 11. Trade Sector Business Outlook

Trade
% Number of people employed: In the trade sector, none of SMME owners

indicated that employment will go down. However 63% were of the view that it

will remain the same and 37% will be able to employ more.

Financial situation: In the trade sector, 7% of SMME owners indicated that this

will go down whilst 41% were of the view that it will remain unchanged and 52%

indicated an improvement.

% Demand for Services: In the trade sector, 15% of SMME owners were of the
opinion that the demand of services will go down whilst 30% were of the view
that it will remain the same and 55% of them indicated an upward trend.

% Selling price: In the trade sector, 7% of SMME owners indicated a downward
trend in future, 37% indicated there will be no change and 56% indicated an
increase.
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Services Sector Business Outlook
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Figure 12. Services Sector Business Outlook

Services
% Number of people employed: In this sector, 3% of SMME owners indicated that
employment will go down whilst 54% were of the view that it will remain the
same and 43% will be able to employ more.
«» Financial situation: In this sector, 16% of SMME owners indicated that this will
go down whilst 36% were of the view that it will remain unchanged and 48%
indicated there will be improvement.
Volume of demand: In this sector 12% of SMME owners indicated that the
volume of demand will go down whilst 36% were of the view that it will remain
the same and 48% of them predicted a possible increase.
Selling price: In this sector, 8% of SMME owners indicated there will be a
downward trend, 58% do not think there will be a change and 34% think selling
price will go up.
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4. Business Confidence Index Results

4.1 Sectorial Present outlook

4.1.1 Industrial Sector Present Outlook

The industrial sector revealed a decline in business confidence. The business confidence
level for present outlook for the Industrial Sector decreased from 59.60% in the 2™
quarter of 2007 to 52.78% in the 3™ quarter of 2007 representing a decrease of 11.44%.

4.1.2 Trade Sector Present Outlook

The trade sector recorded a decrease in business confidence from 62.74% in the 2™
quarter of 2007 to 58.06% in the 3™ quarter of 2007 representing a decrease of 7.46%.

4.1.3 Services Sector Present Outlook

The services sector also witnessed a decline in confidence level from 56.42% in the 2™
quarter of 2007 to 52.96% in 3™ quarter of 2007 representing a decrease of 6.13%. This
decrease was however, much lower when compared to that of the previous quarter
(15.93%).

Present Outlook
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Figure 13. Present Outlook
4.2. Sectorial Future Outlook

4.2.1. Industrial Sector Future Outlook

Unlike the previous quarter, the industrial sector expressed optimism about future
business outlook. The business confidence level for future outlook (Figure 14) under this
sector improved from 74.91 in the 2™ quarter of 2007 to 76.19% in the 3" quarter
representing a possible rise of 1.71%.
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4.2.2. Trade Sector Future Outlook

The confidence index for future outlook in this sector continues to decline from 72.09%
in the 2™ quarter of 2007 to 69.80% in the 3™ quarter of 2007, a decrease of 3.18%.

4.2.3. Services Sector Future Outlook

The services sector outlook for future business activity almost remained unchanged. The
confidence index for future outlook increased from 72.46 in the 2" quarter of 2007 to
72.49 in the 3" quarter of 2007 (Figure 14), representing a marginal increase of 0.04%.
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Figure 14. Future Outlook

4.3 Overall Present Index.

The business confidence index for present outlook in the 3™ quarter of 2007 dropped
from 59.59% to 54.60%. This represents a decrease of 8.37%.
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Figure 15. Overall Present Outlook Change
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4.4, Overall Future Index.

The future outlook in the 3™ quarter of the 2007 survey results (Figure 16) also shows a
slight declining trend in business activities. The overall future outlook index decreased
from 73.16% in the 2™ quarter of 2007 to 72.83% in the 3" quarter of 2007, a decrease of
0.45%.
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Figure 16. Overall Future Outlook Change

4.5. Overall Index Movement

The overall SMME Business Confidence Index (Figure 17) illustrated a gradual
descending trend in the 3™ quarter 2007. The overall index decreased from 66.37% in the
2" quarter of 2007 to 63.71% in the 3™ quarter of 2007, a decrease of 2.66% in business
confidence. It does appear that, SMMEs are not optimistic about future trends in business
activity for the rest of the year 2007.
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Figure 17. SMME Business Confidence Index
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The year-to-date growth rate (Figure 18) for business confidence since the beginning of
the surveys in 2006, shows a general increasing growth in business confidence. This
increasing trend has however slowed down during the first and second quarters of 2007
and has fallen in the 3" quarter of the same year. The year-on-year growth rates show a
decline in business confidence in relative terms during the period between the 3™ quarter
of 2006 and the 2™ quarter of 2007. It however took a twist to an upward trend between

the 2" and 3™ quarters of 2007.
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Figure 18. SMME Business Confidence Growth

16




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




