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EXECUTIVE SUMMARY

The main objective of this report is to determine the energy consumption patterms
and energy preferences of microenterprises in urban and rural poor townships of
South Africa. This is considered to be critical in establishing: firstly, the role that
electrical energy plays in the development of the microenterprise sector in South
Africa; and secondly, estimating the impact that increased demand for electricity
from this sector will have on the total demand for energy in this country.

There is a serious dearth of information and research on the 15sue: we identified
only four studies into the energy use of microenterprise:  nKhayelitsha (Western
Cape), QwaQwa, Hartbeesfontein and Elandskraal. In addition, the author carried
out in-depth interviews with microenterprise owners in the Western Cape. Despite
this inadequacy, our review of the available literature and research into microen-
terprises in South Africa indicates that a large percentage of microenterprises in
non-electrified areas are forced to rely on less efficient, more costly sources of
energy than electricity. Those who did use electrical energy found it to be:

 cheaper (it was observed that the energy expenditure of micro-enterprises
operating in areas where electricity was available was lower than those in
non-electrified areas);

» morereliable;

* easy touse; and

» acritical factor in raising the quality of the goods and services provided by these
microenterprises.

Most entrepreneurs interviewed in this study expressed considerable interest in

accessing electricity.

From these observations, we conclude that access to electricity can play a central

role in:

+ expanding the microenterprise sector as a whole;

+ transforming microenterprises from low value enterprises into higher value,
more productive and profitable enterprises, by making available to them a
resource which can significantly raise levels of productivity and efficiency;

+ wider electricity use by microenterprises in residential areas which will have a
favourable impact on system load factors (as load profiles are more constant
than domestic loads) and will thus reduce the overall cost of electricity provision
to these areas.

Flowing from the findings of this report, it is recommended that:

® Microenterprises should be given representation on the governing councils of
restructured local electricity distribution authorities.

® Agencies allocating finance and training for the sector should prioritise the
granting of assistance which increases usage of electrical energy.

@ There should be careful design of the electricity distribution network to maxi-
mise profitability as well as to meet the load requi.  1ents of microenterprises.

® Where electricity is not available, bulk distribution and improved pricing of
alternative fuels are essential.

® Owing to the time restriction and insufficient information available for this
report, further studies should be carried out to establish the impact of electricity
on microenterprise development.
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CHAPTER ONE

Introduction

There can be no doubt that one of the most critical challenges facing South Africa
in the current period is the generation of economic growth. The past decade has
witnessed widespread economic stagnation — negative growth rates in the 1990s;
crises in the manufacturing sector; and consequently, a massive increase in unei.-
ployment, with over 40% of the black labour force being unemployed.

Key to the revival of the South African economy is the restructuring of the manu-
facturing sector. This sector has proven in many newly industrialising countries to
be instrumental in stimulating growth and macro-economic stability, by not only
meeting domestic economic needs, but by producing competitively priced goods
for export markets.1

Internationally, small firms have demonstrated the capacity to make a substantial
contribution to increasing the competitiveness of their economies. Yet small and
micro enterprises in South Africa have historically had to contend with two pow-
erful forces which stunted their growth: firstly, the apartheid regime, imposed a
barrage of restrictions which prevented the emergence and growth of dynamic
black owned small business in South Africa. The dominance of the large corpora-
tions in the South African economy constitutes the second significant obstacle
against which small firms have to contend, since they have a history of crowding
out small, independent competitors. These factors have resulted in a particularly
skewed pattern of small enterprise development in South Africa: microenterprises
and small businesses are located largely in the commercial sector engaging in petty
trading activities. They have failed to penetrate the manufacturing sectors, and tend
to be driven by subsistence rather than by profit motives.

There are three major reasons for promoting the emergence and strengthening of
dynamic small and micro enterprises in South Africa:

@ Since it is primarily through micro and small firms that blacks can enter the
economy as entrepreneurs, these firms play a critical role in the process of
democraticising the South African economy, to redress the stark racial imbal-
ances found t e.

@ As more blacks enter the economy as small entrepreneurs, income is increas-
ingly being distributed along more equitable lines.

® Dynamic small firms can play an important role in contributing towards the
economy’s competitiveness, both as end producers for the final market, and as
subcontractors complementing the performance of larger firms.

Agencies attempting to promote small and micro sized firms in South Africa need
to recognise the multiple obstacles which impede the growth of these firms. A great
deal of the research on small firms has focussed on their financial, marketing and
skill constraints, yet little attention has been paid to their technological constraints.
This paper attempts to address this deficiency by focussing on the energy consid-

erations affgchn g sma!l firms, recognising thatenergy is one of the cn.tlc-:al TESOUrCeS 4 Nowty industriali sing countries
needed to liberate microenterprises from low value, low productivity, and low g,ch as Korea, Taiwan and Ma-
income activities. We argue that access to energy is vital if microenterprises are to |aysia, provide good examples of
enter into more productive activities and to thus enhance their competitiveness. In the efficacy of growth strategies
addition, the development of small enterprises will have important implications for which target the restructuring of

total energy demand, the pattern of energy consumption and the mix of energy
carriers.

the manufacturing sector. See
Wade, R. 1991. Govemning the
market, Princeton University
Press.






CHAPTER TWO

Characteristics of microenterprises

2.1 Definitional issues

The 1972 International Labour Organisation (ILO) Mission to Kenya on employ-
ment and growth brought widespread international attention on the phenomenon
termed the ‘informal sector’. According to the ILO definition, this sector — which
is characterised by its evasion of regulation, ease of entry with low capital and skill
requirements, use of labour intensive techniques and family labour in theenterprise
— is responsible for employing large proportions of the economically active labour
force in most developing countries.

Although the term ‘informal sector’ has gained widespread currency in develop-
ment circles, it has been subject to much criticism: firstly, that it evokes an image of
dual economic sectors, locating this sector on the margins of mainstream economic
activity. Data emerging from many developing countries provides evidence to the
contrary, showing that there is a strong inter-relationship between the ‘informal
sector’ and the mainstream economy (and in fact, that in several economies it is the
informal economy which constitutes the main fabric of the economy). The second
problem with the concept is the homogeneity which the term ‘sector’ implies. It
suggests that one can identify within the sector a similar set of activities, when in
reality, the concept encompasses a highly diversified and heterogeneous set of
economic activities, ranging from marginal trading activities to sophisticated engi-
neering works serving big industry.

Because of these conceptual weaknesses, the term ‘microenterprise’ is used instead
of ‘informal sector’ throughout this paper. Several criteria are used to define a
microenterprise, including number of employees, size of turover, and size of initial
start-up capital. Thus an enterprise with less than 10 employces, which was started
with a capital base of R5 000 or less, and whose turnover is relatively small (less
than R1 million per year) may be defined as a microenterprise

Microenterprises may be found in a number of sectors: in manufacturing (which
tend to be in the labour intensive sectors such as garment, furmiture and footwear
manufacturing); in:  ric  (such as hair/beauty services, transport); and in com-
merce (trading activities).

2.2 Developmental role of microenterprises

There is much debate in the international literature over the developmental impact
made by microenterprises. Left-leaning scholars have tended to dismiss small and
micro enterprises as constituting that part of the economy which occupies a highly
vulnerable and unsustainable position vis-a-vis large firms, and which perpetuates
poverty amongst both employees and entrepreneurs. A contrasting position, which
emerged from the ranks of the ILO and associated scholars, bascs its argument on
the premise that the crises pervading most developing economics make it structur-
ally impossible for sufficient jobs to be created to absorb available labour. In this
context, it is argued, policy makers have little option but to seck to identify ways of
irproving the position of the vast numbers of people already participating in
microenterprises. They point also to the growth spin-offs that emanate from seg-
ments of the microenterprise sector, which can serve as a training ground for
entrepreneurs and school-leavers deprived of these opportunities elsewhere. The
positive role of microenterprises in providing basic low cost consumer goods to the
poor is also pointed to.












prises
facturing — electricity supply and telephones were either lacking or unreliable;
transport to and from townships was inadequate, crowded, and often dangerous;
and there was an almost complete absence of banking and other services vital to
running a business.

2.5 Macro-environmental considerations affecting
microenterprises

Whilst a small business promotion strategy must address the constraints identified
above, a comprehensive strategy to promote the sector must seek to influence the

1O environment in which small and micro enterprises operate. Key features of
the macro context which require attention are: macroeconomic policy; technology
policy; the institutional and regulatory environment; and the global environment.

2.5.1 Macroeconomic policy

The impact of the macro economy on the performance of microenterprises is
patently clear and need not be spelled out in detail: inflation impedes microenter-
prises’ ability to plan for the future; low or negative growth rates imply unhealthy
macroeconomic conditions, including poor demand for goods and services.

Policy makers need to focus on the impact that broad macroeconomic policy has on
small firms. Trade policy provides a clear illustration of this: high tariffs erected to
protect big business create a bias in the market against small firms (by giving the
large corporations preferential access to subsidies etc). Selective lowering of tariffs
— in certain markets — may thus help to level the playing fields somewhat, and
allow microenterprises to compete more equitably against the large producers and
retailers.

2.5.2 Technology policy

— vermnment’s current policy towards the technological needs of business is bla-
tantly biased in favour of li _ : firms, and virtually ignores the needs of smaller
firms. Thus no attention has been given to identifying the technical and technologi-
cal needs of microenterprises and small firms — most of which are likely to be
fundamentally different from those of large, sophisticated firms. A reorientation of
South African technology policy is thus vital for the promotion of small firms.

2.5.3 Institutional and regulatory environment

Although explicit racist regulations against small black firms have been removed
in recent years, the damage caused by these laws cannot be over-estimated. In order
to redress this legacy, a clear and wide ranging support programme to promote
small businesses in which government plays a central role must be developed. In
order to shape an institutional and regulatory environment in which small and
micro enterprises can emerge and grow, government needs to manipulate the
following instruments at its disposal:

® Competition policy: to curb the powers of the large corporations found to be
guilty of engaging in anti-competitive behaviour against small, independent
competitors.

® Budgetary support: to allocate significant — but sustainable — financial support
to promote access to resources which microenterprises cannot afford to purchase
on the market.

@ Legislation: to lift those remnants of legislation found to continue to constrain
small firms operation.







CHAPTER THREE

The benefits of electricity supply

In general, a wide spectrum of benefits can be ascribed to the use of electricity. This
chapter explores the main advantages to be gained from electricity usage, focussing
on the impact of electricity on different segments of the microenterprise sector.

3.1 The impact of electricity on microenterprises

It was noted earlier in the report that one of the most striking features of the
microenterprise sector in South Africa is the relatively small size of the manufac-
turing sector. Although it is difficult to measure the causality in precise terms, the
absence of electricity in most Black townships until very recently does appear to be
have contributed towards this dearth of manufacturing. This view is articulated by
the key government and private sector agent responsible for small business promo-
tion — the Small Business Development Corporation (SBDC). The SBDC argues
that the rapid electrification of black urban areas is one of the major catalysts for
the emergence of manufacturing in the black townships.!

Yet inadequate access to electricity continues to plague most township based
microenterprises. The rate of electrification has been slow, and those areas which
are electrified continue to experience frequent blackouts. This forces microenter-
prises which are highly energy dependent to either use alternative energy sources;
or to move out of the townships into the city centres. The former option may have
the effect of undermining the enterprises’ efficiency or productivity (forcing them
to use less efficient energy sources), whilst the latter option may have negative
developmental impact: firstly, it could stunt the development of black areas, since
capital which could have circulated in the townships is forced out; and secondly, it
removes microenterprises from their main customer bascs. Clcarly, therefore,
access to electricity must be recognised to play an important role in creating the
conditions for microenterprises to emerge and to expand.

3.1.1 The impact of electricity on the manufacturing sector

E lov 7 b rsto1  power driven tools and « ,
which:

* helps microenterprises to ‘graduate’ into more lucrative markcts, where quality
and diversification are key to competitiveness of enterpriws,

+ facilitates an increase in productivity (measured by the amount of inputs neces-
sary for a given unit of output};

+ reduces the time and effort required to perform an operation,
+ enhances microenterprises capacity to perform several activitics concurrently;
* increases product variety;

» improves the customer/manufacturer relationship due to improved capacity to
meet customer’s requirements in time; and

+ allows enterprises to operate at night and therefore increase output.

3.1.2 The impact of electricity on the retail sector

The most useful benefit which micro retailers derive from electricity is access to
refrigeration. Electric driven refrigeration offers important economic and nutri-

1. Of course, other factors must
be recognised to have played a
significant role, such as changes
1o legislation enabling blacks to
enter hitherto restricted trades
(see Chapter 2).
























Enerav consumption patterns of microenterprises

— Enterprise characteristics

The spaza offers a large variety of basic commodities ranging from matches to
chickens, poorly displayed on rough wooden shelves. Improper lighting of the shop
causes poor visibility of products.

Most of Mr LM's customers are domestic workers who live in the neighbourhood.
There are 5 other such spazas competing with Mr M. His daily turnover is estimated
to be around R100, and he employs one person to assist in the running of the shop.

Milk and bread are delivered daily at an average outlay of R30 per week and the
chicken is delivered once a week. The other groceries are bought directly from other
retailers or wholesalers twice per week. Perishablc goods are stored in a gas
powered freezer.

~— Energy needs

Every month, a cylinder of gas costing R60 is required to operate the freezer in the
shop. Another cylinder is needed for the stove for household purposes. Car batter-
ies are used for the TV and paraffin for the lamps. The total energy expenses amount
to about R170 per month.

Mr LM reported a strong interest in accessing electricity. The main benefits he
identified were: that he would be able to purchase an electric freezer, which would
be more powerful than a gas freezer; that havit  access to electricity would reduce
the time taken by his wife on household chores, 1eaving her more time to assist him
in the business; and that electricity would allow him to extend the business hours
until evening.

Mr LM's consumers are also likely to derive benefit from the electrification of the
business: not only will the business be open for longer hours, but it is likely that the
quality of perishables would improve due to the use of more efficient electrical
freezers.

Carpenter in Site B

Mr S manufactures wooden items including chairs, coffee tables beds and ward-
robes in his spare time at home. Because of the unstable nature of his enterprise, he
also has a full time job in an unrelated industry. .

— Business characteristics

The carpentry is done in a garage adjacent to the main house. Mr S is assisted by
his brother 1 children. His ;.  luction capi vy is limited he can make a
maximum of two coffee tables per day — by his reliance on manual tools, and by
the fact that he works only at night (using battery-powered lights).

He sells an average of around 10 items per week. His customers are from the
neighbourhood, but some come from other townships, as he has established a
reputation for producing high quality goods at a reasonable price. The wood is
bought locally at various suppliers and no credit payment is accepted. The total
sales per week approximate R400.

— Energy needs

In addition to battery powered lights, Mr S uses paraffin for his stove and other
household appliances, while car batteries are used to power his television. The
approximate cost of paraffin per month is R25.00. The reason for consuming
paraffin instead of other fuels is that it is the cheapest fuel they can afford.

Mr S also expressed a great deal of interest in electrification, arguing that not only
would it facilitate working at night, but that it would allow him to employ electri-
cally operated tools, and thus increase his productivity. In addition, he would be in
a position to avoid using paraffin — and thus avoid the black smoke which it emits.







Energy needs

Electricity is the current energy source used in the cafe. Although the bill amounts
to R1 500 per month, the owner prefers electricity to alternative fuels. She mentions
convenience, time saving and cleanliness as some of the major benefits of using
electricity. The only problem in relying on electricity is the frequentblackouts which
occur. In such cases, the gas stove is used. The following electrical appliances are
used in the cafe: stove, freezer, refrigerator, fryer, microwave, air conditioner, cash
machine.

The business is a particularly prosperous one, thus the costs of electricity are easily
borne by the entrepreneur. Since the business was supplied with electricity from its
i eption, it is impossible to calculate the economic impact of electricity on its
performance. However, it is clear that the access to electricity has impacted some-
what on business’ performance — unlike the more modest food sellers in the
non-electrified areas, this business has succeeded in attracting more affluent cus-
tomers by improving the range and quality of the products it sells.

Motor mechanic in Nyanga

Mr WB operates a repair business in his home in Nyanga. He repairs and spray
paints cars, and recharges batteries for household use. His business is located in his
rented council house which is supplied with electricity and water.

— Business characteristics

The majority of the customers are from the surrounding neighbourhood, although
travellers having problems with their vehicles occasionally stop by. Mr WB reports
an average of three customers per week requiring motor repairs. He recently began
recharging batteries in the neighbouring unelectrified townships, and set his fee at
R2 per charge for a 12 Volt battery. On average, sixty orders are received per week.
There are two other such mechanics in the same area.

— Energy needs

Mr WB is heavily dependent on electricity: for battery charging, welding, air-com-
pression, and drilling. His electricity bill is approximately R100 per month. Inter-
estingly enough, in this area, electricity blackouts are very rare.

According to Mr WB, no other fuel could replace the benefits of electricity, and he
finds the cost relatively affordable.

inKl  litsha Town II
This area of knayelitsha consists partly of informal settlements and partly formal
houses. In 1986, the owner opened a spaza shop. Since there was no electricity at
that time, he bought a generator to store cool drinks and food. The area was later
electrified, in January 1992.

— Business characteristics

The shop is made of concrete walls with a corrugated iron roof. The interior is
well-lit, hygienic and well-aerated. Most of the customers are from the neighbour-
hood and are estimated to total two hundred per day. The owner estimated his total
sales to be above R1 000 per day.

— Energy needs

Electricity is now the primary energy source in this business, although a diesel
generator is used in the event of blackouts. This business represents an interesting
case, since it has moved from being reliant on other energy sources to one which is
wholly dependent on electricity. According to the entrepreneur, the introduction
of electricity has seen a sharp decrease in costs, since he was able to purchase 6
electric fridges and 1 freezer. This equipment has allowed him to purchase in bulk,
cutting the cost of deliveries. An additional benefit is the high quality lighting
which, according to the owner, reduces the incidence of shoplifting.




































Impact of electrification on microenterprise performance

Whilst this report does not argue that the provision of electricity alone is adequate
to overcome the constraints which impede the emergence or growth of enterprises
in Hartbeesfontein, it suggests strongly that this is one of the priorities if microen-
terprises — and implicitly growth and redistribution, along with the other objec-
tives of microenterprise development — are to be promoted.






Conclusions and nolicv recommendations

@ Thirdly, it enhances conditions of work, eliminating the need for hazardous and
dirty fuels.

@ Fourthly, it reduced the costs of energy: This is evidenced by the case of the
QwaQwa community where the monthly energy expenditure of microenter-
prises in the non-electrified area is higher than in the area where electricity is
used. Similarly, the study on Elandskraal showed that the energy expenditure
before the introduction of electricity is higher than afterwards.

@ Consequently, electrical energy must be recognised to be an important factor
stimulating the growth and dynamism of microenterprises.

6.4 Policy recommendations

The basic thrust of the argument made here is that electricity is a necessary
condition for the promotion of microenterprises which are dynamic and competi-
tive. The main policy implication flowing from this is that access to electricity must
be increased. The following are some of the specific mechanisms required to achieve
this:

@ Develop mechanisms for representatives of microenterprises to gain access to
the local electricity distribution authorities. This is considered to be necessary to
ensure that the relevant authorities are sensitised to the specific energy needs of
the sector.

@ Existing and newly-formed small business development agencies should be

encouraged to actively undertake the following responsibilities:

+ assist in training microenterprises in the most efficient use of electrical
equipment;

 provide loans to microenterprises for the purchase of electrical equipment;

» negotiate for special tariffs for microenterprises on the basis that they are the
heaviest consumers in townships and help increase system load factors;

+ in tandem with microenterprises’ representatives, coordinate with local
authorities in setting targets and priorities for electrification programmes.

@ Careful design of 3 phase or single phase network or both so as to achieve
maximum profitability as well as meeting the load requirements of the microen-
terprises.

Time d fi 1cial constraints prevented sufficient primary research to be con-
ducted on the issue. We thus recommend that further research be devoted to
addressing the following questions:

@ Amore systematic appraisal of the energy consumption patterns of microenter-
prises in rural and urban poor areas on a national scale.

@ An evaluation of the cost structure and productivity of microenterprises using
electricity in comparison to those relying on other fuels.

@ The contribution of microenterprises towards increasing the electricity system's
load factor and thus leading to a decrease in the unit cost of electricity per kWh.














