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Executive Summary

The question of rural electrification for poor households in South Africa is a key policy
issue that arises from the apartheid legacy. Despite its significance, at present there is no
government policy in place regarding rural electrification, particularly in the context of an
integrated development framework and of specific development objectives for rural
electrification programmes. Instead. current policy in South Africa is effectively shaped by
the key public sector institutions involved in electrification programmes, most notably,
Eskom.

The objective in this report is to contribute to existing policy debates and towards
refinement of rural electrification programmes in South Africa. The aim is to investigate
the specific contribution of electrification to the promotion and upliftment of the small,
medium and micro-enterprise economy (SMME) in rural areas. The report is organized in
two major sections of discussion. First, attention turns to assess the international experience
of the impact of electrification programmes on rural small enterprise development. In
section two, attention narrows to the specific South African situation. An analvtical review
is undertaken of key development objectives in SMME programmes and policy in South
Africa and of key findings concerning the problems faced by emerging small business
enterprises functioning in South African rural areas. Against this background an attempt is
made to identify the significance of electrification as an input towards achieving the
objectives of the SMME sector and of the role of Eskom in SMME development in South
Africa.

The key findings and conclusions of this study are as follows:

e At the international scale, it is argued that whilst rural electrification encourages the
'modernization' of existing rural SMMEs, it exerts only a modest stimulus for the growth
of new enterprises. Claims that rural electrification will stimulate major new rural SMME
development are often exaggerated. Behind these disappointments is the fact that
infrastructural upgrading is not the prime constraint on the emergence and development of
new SMME enterprises. The international literature on rural SMME development
highlights such critical issues as access to finance, skills training and markets. Within the
category of new rural enterprises the major impact of rural electrification is upon
survivalist kinds of activities, such as new small retail shops, bars or provision of personal
services. Much less common will be the emergence of new rural production micro-
enterprises as a consequence of electrification programmes. Finally, even where new rural
production SMMEs have been observed, these must not necessarily be viewed as signals
of an emergent new prosperity because where linkages occur in the form of exploitative
subcontracting arrangements, these can be manifestations of gealeepening rural poverty,
particularly for rural women.

e At the national scale of analysis, it is argued that the post-apartheid period has witnessed a
new official commitment to the upliftment of the SMME economy in South Africa and the
corresponding introduction of a new institutional structure of support for the SMME
economy. Key actors in this new institutional structure are Ntsika Enterprise Promotion
Agency (NEPA), Khula Enterprise Finance, the National Small Business Council and the
network of provincial SMME desks. Local research on the rural SMME development
shows that the question of uplifting rural SMME economy is more problematic than is the
case of urban SMMEs. Overall, rural electrification is a marginal issue in the broader
picture of the myriad constraints that confront rural SMME development in South Africa.
Local evidence would appear to confirm the international pattern of an initial post-
electrification boost to survivalist retail enterprise with only a limited long-term impact on
the micro-enterprise economy. The core issues for rural SMME development surround the
need to overcome the apartheid legacy of disadvantaged communities being situated in
remote areas with limited access to markets, finance or information.

The key strategic intervention to uplift the prospects for rural SMME development is the
initiation of successful local business service centres (LBSCs) to extend the institutional

support networks to marginalized rural entrepreneurs. Another promising area for intervention
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is the possible creation of networks of periodic markets as stimulus to rural SMME growth
and uplifiment. Within the overall spectrum of rural SMME development, Eskom is a
relatively minor player particularly as compared to the activities of NEPA, Khula or the
Provincial SMME Desks. Eskom's commitment and efforts to upgrade SMMEs are motivated
by economic considerations of expanding its market. A number of initiatives have been
launched by the corporation's small business unit to support SMME development. Principally,
these are aimed at urban township areas where some modest successes have been claimed in
terms of creating an environment for new SMME births and expansion. The difficulties of the
rural environment in South Africa, however, appear likely to temper the modest successes
claimed by Eskom for SMME development in urban areas.

Finally, one disturbing finding was that the activities of Eskom's small business programme
are only weakly linked to the new national institutional fabric for SMME upgrading in South
Africa. This suggests a recommendation for a much higher degree of future coordination and
cooperation between Eskom and the emergent new institutional actors responsible for SMME
development in South Africa.
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1. Infroduction

One aspect of South Africa's transition to political democracy has been growing demands on
policy-makers to overcome the severe backlogs in service provision to the urban and rural
poor. Indeed, the supply of energy and the question of "major investments" in electrification
was specifically highlighted in the Reconstruction and Development Programme (South
Africa, 1994, p. 23); in particular, it was stressed that energy policy "must concentrate on the
provision of energy services to meet the basic needs of poor households" (ANC, 1994, p. 32).
The overall policy commitment to an expansionary infrastructure programme designed to
address service deficiencies was a theme which was re-iterated in the government's macro-
economy strategy (GEAR) document (South Africa, 1996).

A key identified area for service backlogs is clearly in the rural areas of South Africa (see
Hofmeyr, 1994; Thom, 1994; Thom et a/, 1995), where it remains that "rural electrification
has been largely ignored except for commercial white farms" (ANC, 1994, p. 32). Despite its
undoubted policy significance, it has been observed that "There is no government policy in
place regarding rural electrification in South Aftrica - policy is effectively made by the public
sector institutions involved in electrification programmes” (Thom, 1996, p. 21). The key
policy actor in national electrification, Eskom, presently is driving a policy process which "is
not located within an integrated development programme" (Thom et af, 1995, p. xi).
Moreover, there is a critical policy void in "the absence of a national rural development
framework for rural electrification which sets out the role of electrification in rural
development, as well as the specific development objectives of rural electrification
programmes" (Thom et al, 1995, p. 47)

The task in this report is to contribute to these policy debates and towards refinement of rural
electrification programmes in South Africa. More specifically, it aims to investigate the
particular contribution of electrification to the development of the small, medium and micro-
enterprise economy (SMME) in rural areas. For the chief actor in South African rural
electrification, Eskom, the motives for SMME development are strategic and unequivocal:
"the promotion of small business development is ultimately to create more sales for our
electrification drive and to support economic growth and the creation of wealth in general"
(Eskom, 1996a, 1996b).

The report will unfold through two major sections of discussion. First, attention turns to assess
the international experience of the impact of electrification programmes on rural small
enterprise development. In section two, attention narrows to the specific South African
situation. An analytical review is undertaken of key development objectives in SMME
programmes and policy in South Africa and of key findings concerning the problems faced by
emerging small business enterprises functioning in South Africagmural areas. Against this
background an attempt is made to identify the significance of electrification as an input
towards achieving the objectives of the SMME sector and of the role of Eskom in SMME
development in South Africa. In the concluding discussion, the key findings and
recommendations from this study are drawn together and reviewed in the context of the
international and South A frican experiences of electrification and rural SMME development.

2. Rural Electrification SMME Development: The

International Experience

Although the problems of SMME development in the rural developing world and of the
impact of rural electrification have attracted considerable research attention, few studies seek
to directly link together these two strands of work and to assess concretely the actual impact of
electrification upon rural small enterprise development. Accordingly, an attempt is made here
to weave together two different and complementary sets of international writings. First, there
is a body of international literature which examines electrification and its diverse impacts on
rural communities and households. Within this literature, issues of SMME development are
treated often only as an aside in broader analyses of electrification's impacts upon rural
communities. The second set of literature concerns assessments of the internal and external
problems and constraints on the development of rural SMME:s. In terms of this particular body
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4. Key Findings and Conclusions
The key findings and conclusions are summarised here concerning rural electrification and
SMME development at the international and South African scale of analysis.

e At the international scale, it was stressed that whilst rural electrification precipitates the
'modernization’ of existing rural SMMEs, it exerts only a modest stimulus for the growth
of new enterprises. Claims that rural electrification will catalyse major new rural SMME
development are often exaggerated. Behind these disappointments is the realisation that
frequently technological upgrading is not the prime constraint on the emergence and
development of new SMME enterprises. Instead, the international literature on rural
SMME development highlights issues such as the importance of access to finance, skills
training and markets. Within the category of new rural enterprises the major impact of
electrification is upon survivalist kinds of activities, such as new small retail shops, bars or
provision of personal services. Much less common will be the nurturing of new rural
production micro-enterprises as a product of electrification programmes. Finally, even
where new rural production SMMEs have been observed. these are not necessarily signals
of an emergent new prosperity because where linkages occur to exploitative
subcontracting arrangements, these can be manifestations of a deepening rural poverty,
particularly for women.

e At the national scale of analysis. it was argued that the post-apartheid period has witnessed
a new official commitment to the upliftment of the SMME economy in South Africa and
the introduction of a new institutional structure of support for the SMME economy. Key
actors in this new institutional structure are NEPA, Khula, the National Small Business
Council and the network of provincial SMME desks. Research on the rural SMME
development shows that the question of uplifting rural SMME economy is more
problematic than is the case of urban SMMEs. Rural electrification is a marginal issue in
the overall picture of the myriad constraints that confront rural SMME development in
South Africa. Local evidence would appear to confirm the international pattern of an
initial post-electrification boost to survivalist retail enterprise with only a limited long-term
impact on the micro-enterprise economy. The core issues for rural SMME development
surround the apartheid legacy of disadvantaged communities being situated in remote
areas with limited access to markets, finance or information.

The key strategic intervention to uplift the prospects for rural SMME development is the
initiation of successful LBSCs to reach-out the institutional support networks to marginalized
rural entrepreneurs. Another promising area for intervention is the possible creation of
networks of periodic markets as stimulus to rural SMME growth and uplifiment. Within the
overall spectrum of rural SMME development, Eskom is a relatively sninor player particularly
as compared to the activities of NEPA, Khula or the Provincial SMME Desks. Eskom's
commitment and efforts to upgrade SMMEs are motivated by economic considerations of
expanding its market. A number of initiatives have been launched by the corporation's small
business unit to support SMME development. Principally, these are aimed at the township
areas where some modest successes have been claimed in terms of creating an environment
for new SMME births and expansion. The difficulties of the rural environment in South
Africa, however, appear likely to temper the modest successes claimed by Eskom for SMME
development in urban areas.

Finally, one disturbing finding was that the activities of Eskom’s small business programme
are only weakly linked to the new national institutional fabric for SMME upgrading in South
Africa. This suggests a recommendation for a much greater degree of future coordination and
cooperation between Eskom and the emergent new institutional actors for SMME
development in South Africa.
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