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Urban production, upgrading strategies and joint action 
BY DOROTHY MCCORMICK 

_,A~A...!nsiJ:Iht Vol 31 No 1 
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lusters of producers are a familiar sight in 
Kenya's urban areas. Nearly every town has its 
opcn-air vehicle repairers, furniture clustcr, or 
tailors in the shopping centre. Onc reason that 
clusters are common is that thcy offer ccrtain 
benefits to the enterprises located within them. 
Although some benefits occur simply because 

of proximity, others must be actively sought by firms working 
together. Recent studies of small enterprise clusters stress the 
importancc of such positive joint action. I Working togethcr 
towards joint objcctives helps clustered firms to become com
petitive. Yet most African clusters remain at a very low level 
of development. This paper uses case studies of five urban 
clusters in Kenya to explore the reasons for this. 

Collective Efficiency in Enterprise Clusters 
Recent international literature suggests that operating in 

clusters enables small enterprises to improve their perfor
mance.2 The term cluster is used in two somewhat different 
ways in industrial development. Porter uses the term to desig
nate a group of firms engaged in similar or related activities 

four main types of these in clusters: market access, labour 
markct pooling, intermediate input effccts, and technological 
spill-overs.6 Market access refers to clusters' ability to attract 
more buyers, thus improving access to various markets. 
Labour market pooling refers to the skills of workers within 
the cluster, which improve over time as a result of training and 
practice, or where skilled workers are attracted to the cluster 
by job opportunities. Intermediate input effects are associated 
with the cmergence of specialised suppliers of inputs and ser
viccs, while technological spill-ovcrs involve thc diffusion of 
technological know-how and ideas. 

The second component of collective efficiency is joint 
action. Joint action is, in short, an active linkage. Some schol
ars emphasise the degree of control exereiscd by one party 
over the otherJ Others consider the number of participants or 
their relative position on the value chain.x Still others look at 
the size or ownership of the linking firms.9 In the collective 
efficiency model, joint action is analysed in two dimensions: 
the number of co-operators, and the direction of co-operation. 
This conceptualisation gives rise to four forms of joint action: 
bilateral, multilateral, vertical and horizontal co-operation. 

Joint action is a neceswithin a national economy. 
Although geographic prox
imity is not a defining char
acteristic of such clusters, 
Porter acknowledges that 
the relationships within an 
industry cluster benefit 
from firms being located 
near one another) The sec
ond use of the term is 
explicitly geographic: a 
cluster is "a group of pro
ducers making the same or 
similar things in close prox
imity to each other".4 This 
definition seems appropri

TABLE 1: KEY ECONOMIC INDICATORS. 1998 sary condition for cluster 
upgrading. 10 It is not 
enough for firms to co-exist 
and reap thc resulting bene
fits. They need to join 
together to overcome 

GOP per capita US$378 ................................................................................................................... 
GOP growth 

1990-98 

1998-99 

Population 

urban 

rural 

Poverty as % of Population 

urban 

rural 

Source: World Bank 2000: Kenya 2000 

ate to developing countries where geographic proximity can 
help to overcome barriers created by poor infrastructure and 
weak information systems, and where people favour face-to-
face communication. 

Benefits of Clustering 
Significant benefits are theoretically available to business

es operating in clusters. Schmitz has grouped these together 
under the heading "collective efficiency".5 Collective efficien
cy has two dimensions: external economies, or benefits accru
ing to firms simply by virtue of their presence within the clus
ter, and benefits arising from joint action. External economies 
are the first component of collective efficiency, and there are 

Dorothy McCormick is with the Institute for Development 
Studies, University of Nairobi. Funding .FJr the research on 
which this paper is based was provided by the Departmentfor 
International Development through its ESCOR programme, 
and by the International Centre for Economic Growth, 
Nairobi. The paper was originally presented at a conference 
on 'Urban Futures 2000', held at the University of the 
Witwatersrand, South A.trica, in July 2000. It has benefited 

.trom the comments of participants in that fcmun and Fom 
those of two anonymous reviewers. 

2.2% 

1.4% 

31% 

69% 

49% 

53% 

inevitable constraints to 
their growth and develop
ment, and engage in "active 
clustering" in which innov
ative firms link with one 
another and with support 
organisations to improve 
information flow and pro
ductivity.11 

Clustering is believed to benefit both the individual firms 
located in the cluster and the broader economy. The opportu
nities for individual firms to benefit from collective efficiency 
are obvious, while it also enables the economy to industrialise 
with less capital than would otherwise be needed. This is a 
direct result of collective efficiency: the external economies 
and joint action of clustering cnable firms to produce and sell 
more efficiently, thus increasing the productivity of the exist
ing capital stock. Clustering also promotes industrialisation by 
enabling firms to grow in what Schmitz has called "riskable 
steps", and enables firms to make good use of relatively small 
amounts of resources. 12 

African Clusters and Collective Efficiency 
McCormick's survey of African enterprise clusters found 

that improved access to markets is the most universal external 
economy for clustered firms. 13 This is because clusters of sim
ilar enterprises attract buyers. Intermediate input effects, the 
externalities associated with specialised suppliers of inputs 
and services, were fairly weak in most of the clusters sur
veyed. The fact that these were mainly urban clusters where 
intermediate inputs are readily available from local shops may 
have influenced the finding. A recent study of small enterprise 
clusters that included rural as well as urban clusters noted that 
availability of transport. collective security provision. and pro-
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FIGURE 1: FORMS OF JOINT ACTION IN CLUSTERS 

Dimension Bilateral Multilateral 
most dramatic in urban areas. 
Kenya has most of the problems 

Horizontal Two co-operators at the same 

level in the production chain, 

e.g. sharing equipment 

More than two co-operators at the 

same level in the production chain, 

e.g. a sectoral association 

associated with poverty: low lev
els of education, poor nutrition, 
weak health care, poor infrastruc
ture, and an over-reliance on agri
culture. Not surprisingly, there
fore, the country has failed to 
industria lise. Manufacturing con
tributed only 10% to GOP in 
1998, down from 13% in 1980.21 

Vertical Two co-operators at different 

levels of the production chain, 

e.g. a producer and user 

improving components 

More than two co-operators at 

different levels of the production 

chain, e.g. an association or alliance 

composed of manufacturers and 

distributors of a produce 

Source: Adapted from Schmitz 1997 

tection from otTIcial harassment were perceived by businesses 
as important benefits of operating in a cluster. 14 

Only higher level clusters reap strongly positive benefits 
from labour market pooling and technology spill-overs. For 
most clusters, these theoretical benefits were absent or even 
negative, probably because clustering in Africa takes place in 
the context of an overabundance of labour. Instead of drawing 
workers from a pool of specialised labour, cluster finns rely on 
unskilled labour and trainees. These poorly paid workers often 
go on to set up their own finns, adding to the already intense 
competition. 

The lack of technology spill-overs may have to do with the 
generally low level of technology in most clusters and the 
fragmentation of the business system which limits contact 
between medium and small enterprises (MSEs) and more 
technologically sophisticated enterprises. IS The second 
dimension of collective efficiency, joint action, also appears to 
be related to the overall level of cluster development. The 
most developed clusters have strong horizontal and vertical 
linkages through associations, subcontracting relationships, 
and infonnal networks. 

McConnick's study gave rise to a typology of African 
clusters. In In this typology, clusters at a fairly low level of 
development are said to be laying the groundwork for indus
trialisation. Others, with clearer signs of collective efficiency, 
are in the process of industrialising. The third type - complex 
industrial clusters - includes finns of different sizes, and 
shows significant interfinn linkages. Such clusters have gone 
beyond local markets, and have established themselves as 
national or even international players. These cl usters are rare 
in Africa. 

The Setting: Urban Kenya 

Kenya: The Economy and Institutional Framework 
Kenya's urban areas are best understood in relationship to 

the largely rural population and the poverty of the country as 
a whole. The country is poor: even when differences in pur
chasing power are considered, Kenya ranks I 87th out of 210 
countries in GOP per capita. 17 The economy grew quickly in 
the years immediately following independence, but the 1980s 
and 1990s saw very little economic growth: between 1990 and 
1998, GOP grew at a rate of only 2.2% per annum. I x Growth 
has since slowed even more. 19 

Less than one-third of Kenya's population of 28 million 
persons lives in urban areas.20 Of the approximately 8.6 mil
lion urban residents, 2.1 million live in Nairobi, 650 000 in 
Mombasa, and the remainder in smaller towns and urban cen
tres. The proportion of the population living in poverty has 
increased significantly in the 1990s. The change has been 

4frip!:II InC!'i ... h+ \/rd ")1 f\1,.. 1 

Recent development policy has 
emphasised the importance of micro and small enterprises as 
a means of countering the failure of large industry to provide 
employment. 

Kenya has an estimated 1.3 million micro and small enter
prises (MSEs), employing 2.3 million people22 Over one 
quarter of all Kenyan households rely on an MSE for all or 
part of its income. One third of the MSEs are in urban areas; 
of these, 52% are owned by women. As in the country as a 
whole, trade predominates in urban areas (see Table 2). Just 
over 10% of urban enterprises are in manufacturing, 3.1 % are 
in transport, 2.8% in financial services, and 11.7% in other ser
vices, such as repair services, personal services, and business 
servIces. 

Improved access to 
markets is the most 

universal external 
benefit for clustered firms 

. .. clusters of similar 
enterprises attract buyers 

Typically, the institutional environment for business activi
ty in African countries is fragmented and weak, with the result 
that national business systems consist of several distinct seg
ments that interact in very limited ways.23 Kenya is no excep
tion. Markets, legal systems, financial institutions, technology 
systems, and social structures are weak and, to some extent, 
divided along racial and ethnic Jines.24 

Three Urban Centres 
The clusters in this study are located in three urban centres 

of differing size and character. Three of the clusters are locat
ed in Nairobi, one in the port town of Mombasa, and one in 
Kakamega, in Western Province. Nairobi is Kenya's capital 
and only city. The city dominates the national economy, 
accounting for one quarter of the country's fonnal sector 
employment and a high proportion of its industrial output.2S 

Nairobi also has over 85 000 micro and small enterprises 
employing 137 000 workers.26 Many of these small enterpris
es operate in cl usters 

Mombasa, which is located on the coastline, is the second 
largest urban area in Kenya. Although older than Nairobi, it is 
much less densely populated, with an estimated population of 
628000.27 Estimates suggest that tourism accounts for at least 
one quarter of Mombasa's income and a third of its employ
ment. Another quarter of Mombasa's income comes from 
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manufacturing. Trading activity, ccntred around the port, gen
erates a significant proportion of the balance. Mombasa has 
considerable MSE activity: nearly 37 000 micro and small 
enterprises employing 55 000 workers. These are heavily con
centrated in trading activities, with only 6.7% engaged in 
manufacturing. As in Nairobi, many of these enterprises oper
ate in clusters. 

Kakamega municipality is the administrative headquartcrs 
for both Kakamega District and Western Province. The munic
ipality's population is estimated at 106000 persons.1H The area 
surrounding the town is largely rural and agricultural. 
Sugarcane, much of it grown by smallholders under contract 
to one of two large sugar factorics. is by far the most impor
tant crop in the area. Smallholders also grow maizc. both for 
home consumption and for sale, tea, coffee, and sunt1owcrs. 
Kakamega town has no large industry. Government, public 
and private institutions, and small businesses are the main 
cmployers. Kakamega municipality has an estimated 6 000 
businesses, nearly 90% of which are in trade and services. 

Five clusters were selected for further analysis. The selec
tion was based on a preliminary assessment of activities rclat
ed to cluster upgrading. Thc selection was purposive and. as a 
result, no attempt is made to generalise from thc findings. 
Rather, the case studies are meant to illustrate the types of 
strategies that clusters can use to improve their performance. 

Five Urban Clusters 
Ziwani is a vehicle repair cluster located in Nairobi's 

densely populated Eastlands.19 The cluster dates from 1972, 
when vehicle repairers were relocated from other parts of 
Nairobi. It has grown sporadically until at the time of our 
research in 1996-97, 506 enterprises were crowded into a 1.2-
acre site. All are small, with most engaged in vehicle repair. 
The cluster's main customers arc minibus and truck owners. 
Three quarters of the repairers specialise in only one type of 
repair, with extensive subcontracting between firms with dif
ferent speeialisations. 

Manufacturers are few, but their presence in the cluster is 
an indication of its movement from pure repair to more com
plex activities. Analysis of collective efficiency placed Ziwani 
in the 'industrialising' group of clusters. Firms in the cluster 
benefit from external economies in the fonn of market access, 
intennediate input effects and technological spill-overs. Joint 
action includes subcontracting and considerable associational 
activity. 

Kamukunji, also located in Nairobi's Eastlands, has a spe
cial place in the history of Kenyan MSE development.:lO The 
cluster began in the late 1970s when metalworkers were 
removed from a site near the city centre to make way for a 

TABLE 2: URBAN AND RURAL MSES BY SECTOR 

housing development. Although their new location was open 
land with no infrastructure, the cluster grew rapidly. In 19X5. 
the President visited the artisans and announced that sheds 
would be built, and the land allocated to the artisans. This 
marked the beginning of a new era for small enterprise devel
opment policy in Kenya. It gave the jlla kali artisans a legiti
macy that they had previously lacked. 31 Nevertheless, 
Kamukunji remains at a very basic level of development. Its 
infrastructure is poor, with no regular electricity supply, no 
piped watcr, and inadequate sheds for the needs of the current 
population, about 2 000.~1 Many products arc made from 
scrap metal which is hammered into shape with hand tools. 

Firms in the cluster 
benefit from external 
economies in market 
access, intermediate 

input effects and 
technological spill-overs 

Most Kamukunji products arc of low quality with few varia
tions. A sub-cluster of 15 firms making wheelbarrows appears 
to be an exccption: their product competes favourably with 
imports and similar wheelbarrows made by large industry. The 
workshops also attempt to standardise parts for their own 
wheelbarrows. The Kamukunji cluster as a whole falls into the 
group of' groundwork' clusters. The strongest external econo
my is market access, while joint action appcars to be weak, 
focusing mainly on supply-side constraints such as work 
space and availability of inputs. 

The textile cluster in Uhuru Market began in the mid 
1970s33 The market, which consists offive buildings housing 
over 400 stalls, is located in the Makadara section of Nairobi's 
Eastlands. Shortly after its construction, the fruit and veg
etable sellers for whom the market was originally designed 
moved to less expcnsivc quarters, and textile businesses took 
over. In 1991 when the ban on imports of second-hand cloth
ing was lifted, the businesses began to experience difficulties, 
but they have nevertheless continued to produce a variety of 
products. Some of the output is sold in Nairobi, but traders are 
known to take goods to up-country towns and rural ccntres. 
Some evcn find markets in Tanzania and Uganda. Uhuru 
Market's production has been termed 'mini-manufacturing' 
because it uses a scaled down version of mass production to 
manufacture in quantity.34 

In the mid-1990s 
the market was 

............................................................................................................................................................................................... plagued by power 
cuts, because the 
Nairobi City Council 
frequently failed to 
pay its electricity 
charges. To ensure a 
steady supply of 
power. many produc
crs arranged for the 
installation of indi
vidual meters. By 

Category Urban Rural Total 
No. Col.% Row% No. Col.% Row% ................. ...................... . ................. .. ................... 

Manufacturing 44,455 10.5 26.9 120,84 15.1 73.1 165,295 

Water works, supply 1,158 0.3 100.0 1,158 

Construction 6,551 1.5 29.7 15,537 1.9 70.3 22,087 

Trade 298,345 70.1 33.7 586,937 73.4 66.3 885,282 

Transport 13,257 3.1 65.8 6,905 0.9 34.2 20,162 

Financial agents 11,976 2.8 69.8 5,179 0.6 30.2 17,155 

Other services 49,649 11.7 43.7 63,873 8.0 56.3 113,522 

Source: Central Bureau of Statistics 1999 

A..&:_=_ .... 1 __ :_ ...... I\n.o:lorr-h ?(\(\1 
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TABLE 3: CLUSTER UPGRADING STRATEGIES 

Cluster Strategy Action Plans 

Ziwani Vehicle Repair Tap the market opportunity 
presented by the large number 

• improve cluster's appearance and security 
• reduce/eliminate theft of parts 

of imported second-hand vehicles • upgrade training using LlNDP facility 
• develop and implement mechanisms for resolving 

disputes among members 
• purchase diagnostic equipment and large vehicle parts . ..... .......... ... ....................... . .... . 

Kamukunji Maintain diverse marketing 
channels for standard products 

• make good quality standard products 
Wheel Barrow Makers • display products to attract individual customers and traders 

• sell to supermarkets 
..................................... 

Uhuru Market Avoid competition from 
second-hand clothes 

• make items not plentiful in second hand market 
• avoid price-sensitive, readily available items 
• diversify production 

Akamba Carvers Market a wide range of wood 
carvings using different channels 

• maintain a traders' section 
• maintain a showroom for tourists 
• offer tour drivers a commission on sales to their clients 
• tap the export market 

Kakamega Jua Kali Carry out repairs using whatever 
resources can be mobilised 

• subcontract work within the cluster 
• link with more technologically advanced firms outside the cluster 
• expand and improve cluster premises 

Source: McCormick 1997 and 2000 

mid-2000, howcvcr, this action was overtaken by a power 
rationing regime that deprivcs the markct of clectricity for half 
of every work day. Analysis of the collective efficicncy of 
Uhuru Markct placcd it in the 'groundwork' group. Its 
strongcst external economy is improved market access. The 
cluster shows modest labour market pooling and intcnncdiate 
input effects, but no real technology spill-overs and little joint 
action. The lack of joint action has been most noticeable in the 
current power crisis. Despitc a significant drop in thcir pro
ductive capacity, cluster finns have neither mounted an organ
ised call for an exemption to the rationing nor attempted to 
find alternative sources of power. 

In 1969 the Akamba Carvers co-operative purchased 9.5 
acres of land in Changamwc, an industrial and low-income 
residential area within Mombasa.35 At that time, thc co-opera
tive had only 300 members, but it has since grown to 3 000 
members. The main cluster facilities consist of production 
areas, a showroom and a wholesale section. The cluster also 
includes a bar, restaurant, and guest house, which generate 
additional income. 

In addition to the carvers, another 2 000 people work in the 
cluster providing various support services. No fonnal analysis 
of collective efficiency has been carried out in the carvers' 
cluster. It appears, however, that carvers obtain considerable 
benefits from operating in this cluster. External economies, 
especially market access and technological spill-overs, appear 
strong. Joint action is significant. Only in the area of exports 
did the co-operative management seem to fall short of the 
members' expectations. 

Thc Kakamega Jua Kali Cluster includcs businesscs on 
three plots of land. The oldest site is on the western side of the 
town; the second is an undevelopcd plot nearby, while the 
third, at the edgc of town, is currently being developed with 
assistance from the World Bank. Phase One includes approxi
mately 50 businesses. Most are directly engaged in vehicle 
repair, doing welding, mechanics, spray painting, panel beat
ing, and/or battery charging. The cluster also includes food 
vendors and traders sell ing spare parts. Thc site contains a 
number of workshops made of iron sheets, but most of the 

ll ..... __ 1 __ :_1... .. \ 1-.1 '11 1\ 1_ 1 

.... .................... ....... . .............. . 

work is done in the open. The main markets for the cluster are 
town residents and people from the surrounding rural areas. 
The Kakamega Jua Kali appears to be very similar to other 
'groundwork' clusters engaged in vehicle repair. Its main 
external economy is market access. Joint action ineludes sub
contracting and associational activity, mainly focused on 
obtaining infrastructure. Unlike many clusters at this level, thc 
Kakamega Jua Kali has forged some bilateral linkages with 
technologieally more advanced finns. 

Upgrading Strategies 
Research on clusters in Africa suggests that most are sim

ple agglomerations with few external economics and very lit
tle evidence of positive joint action.36 Recognising that thc 
active aspects of collective efficiency are critical for eluster 
growth and development, we have chosen to investigate one 
spccific type of joint action: the adoption of an upgrading 
strategy. 

When we ascribe a strategy to a cluster, we are saying that 
the cluster has a consciously choscn direction for its actions. 
In some cascs, this direction is highly fonnalised. For exam
ple, the owncrs of businesses in a c1ustcr may meet together to 
discuss the competitive challenges facing the group and devel
op a fonnal strategic plan, which they then use as the basis of 
tllrther decisions. This is unusual among small enterprise clus
ters. More common is the situation in which either a represen
tative group such as an association develops a strategy for the 
cluster, or what can be called a cluster strategy is actually the 
sum of similar strategies adopted by a significant number of 
the cluster's finns. In looking for strategic behaviour in 
Kenya's small enterprise clusters, we considered the fonnal 
cluster strategy, the associational strategy, and the implicit 
strategy. 

Strategies Adopted by the Five Clusters 
Table 3 summarises the upgrading strategies and accompa

nying action plans evident in each of the five clusters. No clus
ter has a fonnal cluster strategy. In the cases of Ziwani and the 
Akamba Carvers clusters, the strategy has been articulated at 
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the associational level; in the other three 
clusters. the strategy has emerged from the 
actions 0 f a number of producers. 

Jua kali handicraft 
can cause long-tenn damage, even to the 
extent of removing good paris from a vehi
cle and replacing them with old ones. The 
insecurity in many of the low-income areas 
where urban jua lealis work and the risks 
associated with dealing with more than one 
independent repairer are additional prob
lems that deter Kenyans from taking their 

producers often blame the 

The Ziwani cluster is attempting to capi
talise on the presence in the Kenyan market 
of large numbers of imported second-hand 
vehicles. Kenya reopened its market to sec
ond-hand vehicles in the mid-1980s. The 
flfSt entrants were fully reconditioned vehi
cles from Japan that reqllired little initial 

co-operative management 
for failing to market their 
goods abroad. While their 
complaint may be justified. 
it is also true that the 
handicraf1 market is notori
ouslV ticl<1e. 

vehicles to the jua kali for repair. 

maintenance. Then, with the general liberalisation of markets, 
the range of imported vehicles was extended to include what 
have come to be known as Dubai cars - second-hand vehicles 
that enter Kenya through Dubai. Since they are not recondi
tioned and are typically around five years old when they arrive 
in Kenya, many quickly develop problems requiring the atren
tion of mechanics. It is this marketthatliwani has al1empled 
to target. 

Successful implementation of the strategy requires the 
cluster to overcome the poor reputation of jl/o ludi vehicle 
repair among Kenyans. According to popular opinion,jllo kali 
mechanics are good at improvising, but lack the skills to deal 
with the complexities of 1990s vehicles. furthennore, if not 
carefully watched. they are likely to cut comers in ways that 

Officials of the Ziwani Jua Kali 
Association developed an action plan that seeks to counter 
these fears of potential customers. The fLrSt steps involve 
improving the appearance and securiry of tbe cluster. The 
association has also taken measures to strengtben general dis
cipline within and around the site, and expected that cluster 
mechanics' skills would be upgraded as a resull of a UNDP 
training facility located within the cluster. UnfortUnately, this 
project, which was originally scheduled for completion in 
mid-1997, remains unfinished, although it may be back on 
track under new management.37 

The Association has also established procedures for medi
ating in disputes between members. Since many repairs 
involve the work of two or more independent enterprises, the 
existence of mechanisms for djspute resolution reduces cus-
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TABLE 4: SUMMARY OF STRATEGY SHORTFALLS 

.C.I~~t.e.r ................ ~t.r~t~.g.v..~~~.rtf.a.II .................... I\II.~i~ .. n.~~.s~.".~ ......................... ~~~.~~.t~r'll .. n.~~.p.o.".~~~ ............. P..o.l.i~~ .. o.r.I~.s~i.~~t.i.o.".~.I .. ~.e.~~~ 
Ziwani Upgraded training 

Purchase of diagnostic 
equipment and large parts 

Contractors' failure to 
perform 

Association's lack of 
legal standing 

Kamukunji Collaboration for greater Fear/lack of trust 
efficiency 

Uhuru Market Power rationing Poor planning in power 
sector 

Cluster: Alternative training Stronger contract 
sources enforcement institutions 

Donor or government: Review of legal status of jua 
Funding or loan guarantee kali associations ....................................................................................................... 
Cluster: Compare efficiency Stronger contract 
of craft and production enforcement institutions 
line methods 

Cluster: Joint action to 
secure exemption or 
alternative power source 

Better energy planning; 
Particular attention to MSE 
energy needs 

................. . .............................................................. . . ........................................................ . 
Akamba 
Carvers 

Weak tourist sales Drop in tourism Cluster: Improve profit 
margins 

Concerted effort to make 
Kenya more attractive to 
tourists 

Low export sales Poor marketing by 
cluster management 

Cluster: Strengthen 
management in 
export section 

Greater support for MSE 
exports 

............................................................................................................................................................................................................................................ 
Kakamega Linkages provide little 

opportunity for 
technological upgrading 

Work is being done on Cluster: Seek more Incentives for inter-firm 
technology linkages purely commercial basis beneficial linkages 

tomers' risks of costly delays. Finally, recognising that the 

diagnostic equipment and large replacement parts needed to 

service Dubai cars are beyond the means of individual repair

ers, the Association attempted to secure funding to enable 
them to be purchased jointly. They have thus far failed 

because the Association lacks the legal standing necessary to 

obtain either a bank loan or a grant on its own. 

The wheelbarrow makers have adopted a different strategy. 
They make a standard product, with very few variations. The 

expansion of the cluster has come as a result of an implicit 

strategy to market that product widely. The strategy has not 

been articulated by the group as a whole, but seems to have 

emerged from individual actions and infonnal conversations. 

The elements of the strategy are fairly straightforward. The 
first step is to make a good quality wheelbarrow, and then to 

identify a variety of marketing channels to take that product to 

customers. The 'traditional' market forjua kali metal products 

is individual consumers. Yet among the wheelbarrow makers, 
individuals account for only about one-quarter of their sales. 
More important are traders who currently account for up to 
60% of sales. The most recent addition to the cluster's market 

channels is the supennarket chains, which make long-tenn 
infonnal agreements with artisans. 

The strategy has been successful, in that the number of pro
ducers has increased from three to 15 and sales seem to be 
good. One infonnant claimed to sell 50 wheelbarrows per 

week, while others estimated their weekly sales at 20-30 

wheel barrows. 

What has not happened is the kind of specialisation and dif

ferentiation of production predicted by cluster theory. Instead, 

the workshops remain essentially craft producers. Only when 

they receive an unusually big order do they change their pro

duction methods, combining efforts to fill the order. A more 

frequent fonn of co-operation is the pooling of finished stock 

when a customer wants more wheelbarrows than anyone arti

san has on hand. In general, however, they prefer to operate 

independently. 

The gannent producers in Uhuru Market in Nairobi have 
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evolved a strategy of avoiding competition with second-hand 

clothes. In the mid-1990s, when second-hand clothes were 

mainly an urban phenomenon, they claimed that by selling 
upcountry they avoided competition. 

In more recent interviews, several business owners pointed 
to particular products, such as cardigans and women's petti

coats, that they felt were immune from competition because 

few are imported second-hand. 

It is difficult to judge the degree of success of the strategy 
on the basis of available data. We know that second-hand 

clothes are now virtually everywhere in Kenya, but we have 

not been able to track the Uhuru Market production to see the 

extent of competition at its final destinations. A review of data 

from the 2000 census of the market points to the virtual elim
ination of the manufacture of menswear in Uhuru Market. 38 

These data also suggest a trend towards diversifying produc

tion. Since May 2000, however, power problems have taken a 

visible toll on production. 
The Akamba carvers have a well-developed strategy for 

using different market channels to seJi their wood carvings. 
The three main categories of customers are traders, individual 

tourists, and foreign buyers. The co-operative caters for 
traders by maintaining a special traders' section within the 

cluster where buyers can view samples, place orders, and 
make bulk purchases. 

Direct sales to tourists are important because they are gen

erally more profitable. To ensure a steady flow of tourists, the 

cluster has established linkages with tour drivers whereby the 

drivers are paid a 5% commission on sales of goods to the cus

tomers they bring. The atmosphere in the cluster can be 

described as "tourist-friendly". The co-operative also has an 

attractive showroom designed specifically for tourists. 

Finally, the cluster attempts to tap the export market, 

though some of the carvers expressed dissatisfaction with this 

aspect of the co-operative management's work. The carvers' 
strategy has been generally successful, with significant sales 

in two of its three target markets. The export market is the 

most difficult and it is here that the strategy has been most 

Q 

R
ep

ro
du

ce
d 

by
 S

ab
in

et
 G

at
ew

ay
 u

nd
er

 li
ce

nc
e 

gr
an

te
d 

by
 th

e 
Pu

bl
is

he
r (

da
te

d 
20

10
)



lacking. Producers blame the co-operative managemcnt for 
failing to market their carvings abroad. While their complaint 
may be justified, it is also true that the handicraft market is 
notoriously tickle. 

The Kakamega ]ua Kali cluster follows an unstatcd strate
gy of undertaking a wide range of vehicle rcpairs using what
evcr resources tinns can mobilise. The cluster tinns realisc 
their strategy by fonning Iinkagcs both within and beyond the 
cluster. Like their counterparts in Ziwani, Kakamcga vchicle 
repairers usually specialisc in one or two types ofrepairs and 
subcontract any work falling outside their specialisation to 
other tinns. This allows each tinn to work with a minimum of 
equipment and to develop spccialised skills. 

Some jobs. howevcr, requirc specialised cquipment not 
available within the clustcr. For thesc, the clustcr tinns go 
cither to the small tinns located in the nearby Kenya Industrial 
Estates cluster or to one of thc town's two fonnal engincering 
finns. The cluster is also attempting to expand and improve its 
premises. To do this, it has tappcd into World Bank resources, 
which are providing the funding for the sheds being con
structed in Phase Three of thc cluster. 

The cluster has bcen fairly successful. Its linkages with the 
more technologically advanced tinns in town are unusual, 
even among the more dynamic urbanjua kali clusters.39 Such 

Producers must update 
designs, introduce new 

products, get products to 
marl<et cheaply and 

efficiently and search for 
new market outlets 

linkages improve thc quality of thc cluster's repair work and 
enable them to take on repair jobs that they would otherwise 
have to refuse. They do not. however, do much to improve thc 
technological capability of thc jua ka/i repairers. Since thc 
artisans have the work done on a commercial basis, they have 
little or no opportunity to learn about the machinery or to use 
it themselves. 

The limits of Cluster Success 
Each of the tive clusters has adopted a strategy designed to 

improve its perfonnanee. As is often the case with strategic 
planning, results have been mixed. The clusters have experi
enced some benetits from their strategies, but it is also clear 
that the aims of the strategies have not been fully realised. 

Two aspects of the Ziwani strategic plan have not been 
accomplished. The cluster has not been able to usc the UNDP 
facility to upgrade its training because the facility has yet to be 
completed. The cluster could, in the short tenn. draw on alter
native training sources such as the World Bank's Voucher 
Training Scheme. 

Despite the delay. the association still hopes for the tech
nological improvement that a training facility specialising in 
vehicle repair could offer. Ziwani also failed to achieve its aim 
of purchasing diagnostic equipment and large parts. Lack of 
legal standing prevented the Association from borrowing or 
obtaining donor funding. Officials tried various short-tenn 

mcasurcs. but none was successful. It appears that if jua kali 
associations are to function as vehicles for cluster upgrading, 
their legal status will nced rcview. 

In the case of Kamukunji, the artisans' preference for inde
pendent production has led to a failurc to consider long-tcnn 
intcr-tinn collaboration as a way of enhancing efficicncy and 
increasing output. A tirst step towards greater collective effi
ciency might be thc fonnation of either a separate sectoral 
association or an intcrcst group within the larger association. 

Such a group could compare the cfficicncy and output lev
cls of artisan and 'factory' wheelbarrow production.40 This 
would give the produccrs more infonnation to enablc them to 
weigh thc potential gains of collaboration against the possible 
losses. Even if this analysis demonstratcs the superior effi
ciency of factory production, producers may be reluctant to 
entcr into partnerships that would requirc thcm to pool tinan
cial resources. 

The reason for this reluctance is, no doubt, the fact that 
Kenya's legal framework and court systcm would provide lit
tle protection should thc partner lose or misappropriate funds. 
New institutions appropriate to small producers are needcd. 
An obvious need is for government institutions that can 
enforce contracts at this level, such as a small claims court. In 
the absence ofthcse, thc association can follow thc example of 
Ziwani by devcloping its own mechanisms for resolving dis
putes. 

Uhuru Market's businesses failed to anticipate the negativc 
impact of power rationing. Since they have very little expcri
encc of joint action, they havc not yet come up with a way to 
address the problem together. Thcy could use their market 
association to try to sccure an exemption from power 
rationing, or they could investigate alternative sources of 
power. 

Howcver. Kenya Power and Lighting is reluctant to grant 
excmptions, and thcre arc legal barricrs preventing invcstors 
from generating and sclling power. Nevertheless, by coming 
together to discuss these possibilities, the cluster businesses 
may sow the seeds of an organisation capable of providing 
them with longer tenn benefits. Furthennore it may pave the 
way for more enlightened discussion of the real need, which is 
for government to pay greater attention to the energy needs of 
the micro and small enterprise sector. 

The Akamba Carvers' strategy has two weak points. The 
tirst is attributable to the drop in tourism experienced in Kenya 
over the past years. This is something that the cluster itself can 
do little to remedy. The government and the tourism industry 
need to take steps to help Kenya to attract more tourists. 
However, the cluster should consider how it might get a larg
er proportion of the money spent by the tourists who do come. 
A concerted effort to improve marketing should also help 
overcome the second weakness in the existing strategy: export 
sales. Export markets can be unreliable. 41 

Experience shows that producers must compete on several 
fronts simultaneously. continually updating designs and intro
ducing entirely new products, getting products to market 
cheaply and efficiently, and searching for new market out
lets.42 In the case of the Akamba Carvers, this means that the 
co-operative needs an export department to take on all aspects 
of export marketing. A long-run need is for the Ministry of 
Tourism. Trade and Industry to provide greater support for 
MSE exports, including handicrafts. 

The strategy of the Kakamega ]ua Kali has resulted in 

Africa Insi~ht March 2001 

R
ep

ro
du

ce
d 

by
 S

ab
in

et
 G

at
ew

ay
 u

nd
er

 li
ce

nc
e 

gr
an

te
d 

by
 th

e 
Pu

bl
is

he
r (

da
te

d 
20

10
)



expansion. The cluster developed some linkages with techno
logically more advanced firms which are serving them well in 
their immediate aim of getting work done. These linkages are 
purely commercial, however, and providc little opportunity 
for technological upgrading. 

Studies show that the most useful linkages are those that 
provide a mechanism for transfer of skills or for expanding the 
capital stock of the small firm.43 The Kakamega cluster could 
improve itself by trying to build technological learning into 
the linkages it already has or by seeking new ones that promise 
some skill transfer. To support efforts such as these, govern
ment may need to consider providing incentives for inter-firm 
technology linkages. 

Conclusions 
Despite the fact that the underlying causes of many cluster 

problems are beyond their control, cluster firms are not pow
erless. They have a number of short-term actions open to them 
that can improve their situation. However, many of the deep
er problems facing MSE clusters are caused by weak or mis
sing institutions that can only be addressed by concerted gov
ernment action. 

The existence of upgrading strategies demonstrates the 
ability of clusters to act together, and the analysis has identi
fied other short-term actions open to them. Implementing 
many of the short-term responses would require significant 
inter-finn co-operation. However, firms are wary of collabo
ration, and existing organisations often fail to live up to busi
ness owners' expectations. 

There is a need to reassess the potential of such organisa-
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• 

A COIIJplMon of · 
analysis 

nterprise regulation is a broad 
domain including business regis
tration, licensing, intellectual 
property rights, tax, labour regu
lations, training, quality and 
health regulation.! The study of 
enterprise regulation can be sum

marised as the study of whether to regulate or 
deregulate. Enterprise regulation has been 
studied and influenced by a wide array ofeco
nomics-based social science biases, the most 
prevalent being neo-classical, public finance 
and public choice, industrial economics and 
law-and-economics pcrspectives. Orthodox 
economic (Keynesian and Monetarist) analy
sis of rcgulation is similar to the legal studies 
preserve, in that both view regulation as an 
exogenous instrument of control. Keyncsian 

Abuodha is at the Institute for Development Studies, UniversityojNairobi, alld 
Bowles at the Centre for Development Studies, University of' Bath. We are 
gratefol to the Department jar International Development (DFJD) in Nairobi 
for theirfinancial support for the research that this paper draws upon. Thanks 
also to Dorothy McCormick. Grace Ongile, ~vnnie Mitullah and Walter 
Odhiambo, Mike Godwin, Clive Davis, Hugh Scott and Catherine Masinde. 

and 

and Monetarist orthodoxy have simplified 
regulation to a growth-policy tool. To them, 
government policies arc thc kcy to undcr
standing the economy's capacity to operate at 
full employmcnt. Neo-classical (supply-side) 
economics, public finance analysts and indus
trial economists view regulation as a govern
ment activity promptcd by markct failure con
cerns, but with its own distortionary effects on 
society. 

Enterprise regulation also has certain cost 
implications. The understanding and minimi
sation of these costs is central to the three par
adigms. Supply-side economists advocate for 
la issezJa ire, and see government's primary 
responsibility as providing free market busi
ness incentives to grow (or the deregulation 
agenda). Public finance literature studics the 
distributivc effects of regulation on society 
and its organisations. The industrial econom
ics study of regulation is the study of compet
itive equilibrium distortions, and emerging 
industrial structures from regulation. It is 
these three paradigms that have inspired the 
efficiency analysis of regulation. Transfer 
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macro-data. Microanalysis, on the other hand, has lagged 
behind in the search for comprehensivity. This article builds 
on these micro-perspectives, as a key to the better understand
ing of macro effects, and definitely more important to entre
preneurs. The article uses both efficiency and institutional 
analysis to understand the nature of compliance (and hence 
non-compliance) and to review the regulatory burden of enter
prises with regard to business licensing in Kenya. 

Enterprises and Enterprise Regulation in Kenya 
The enterprise sector in Kenya, like most African and 

developing countries, is characterised by the coexistence of 
medium and large (M&L) enterprises with micro and small 
enterprises (MSEs). The M&L enterprise sector employs an 
estimated 300 000 persons, located in key industrial and com
mercial sites in urban areas, and consists mainly of multina
tionals and foreign-owned enterprises.s There is a substantial 
but declining state presence, as the economy liberalises and 
privatisation is entrenched. In turn, the MSE sector employs 
more than 2.6 million people in 1.3 million enterprises, pro
viding 270 000 new jobs every year.6 Its 12% growth-rate has 
been described as phenomenal. Services, trade and commerce 
dominate the MSE sector. Women make up 46% of the sec
tor's entrepreneurs and about 40% of the sector's employ
menU 

The problems facing business in Kenya are diverse, with 
over-regulation standing out as a key concern for both M&L 
and MSE enterprises. Several studies on the MSE sector in 
Kenya list regulation as a fundamental concern and single out 
trade licensing as the key regulatory bottleneck.8 In response 
to these criticisms, a deregulatory agenda has been introduced. 
The initial aspects of the programme sought to abolish outdat
ed regulatory laws, remove central government licensing fees 
and rationalise municipal council licences. 

The shift from the Multiple Licensing (ML) system to the 
"one stop shop" Single Business Permit (SBP) is the first of 
an expected series.9 The broad objective of the SBP is "to 
deregulate the business sector so as to encourage greater eco
nomic growth and employment". Specific aims include 
enhancing licence administration transparency, monitoring 
non-compliance, reducing administration and compliance 
costs, maintaining information on private sector activities and 
enhancing local government revenues to support delivery of 
local government services. I 0 

Adoption of an SBP regime was made compulsory by I 
January 2000. Sub-components of the programme include the 
training of executive and licensing staff on the operations of 

TABLE 1: SBP AND REME RESEARCH CHARACTERISTICS 

Study Characteristics 

Sample size 

No of towns researched 

Regulation under review 

Towns 

Enterprise size 

Region 

Date of research 

REME 

300 

6 

Trade licensing, Muncipal 
licence and Registration 

Nairobi, Kakamega, Siaya, 
Nyeri, Nakuru and Kajiado 

MSEs only 

Urban focus 

1998 

the SBP, the formation of enterprise registers and entrepre
neur-reform awareness programmes. 

Studying Regulation in Kenya 
This article analyses evidence from two studies, one 

undertaken by the Institute for Development Studies, 
University of Nairobi (REME) and the other by the Centre for 
Development Studies, Bath University (SBP). The REME 
study was undertaken in 1998, and covered six towns in 
Kenya. I I Its aim was to assess the nature of pre-reform licens
ing, and document compliance and non-compliance costs to 
both trade licensing and registration. The overall aim of the 
SBP study was to assess the impact of the change from the 
multiple to the SBP system in municipal licensing. While the 
SBP studied both M&L and MSE businesses in rural and 
urban areas, the REME study was limited to urban areas and 
MSEs.12 

Ways of doing business vary from society to society. 
Business interaction is embedded in the structures of social 
relations. Enterprises' responses to laws and regulation are 
dictated by this very embeddedness. The understanding of 
compliance and the governance of licensing must take these 
perspectives into account. Neither the SBP nor the REME 
study had an institutional component; thus, a qualitative, post
SBP case study of an enterprise cluster in the Westlands area 
of Nairobi was undertaken to supplement the data. 

The Westlands Road-Reserve Case Study 
Westlands, Nairobi is a middle and high-income area, 

located four kilometres west of Nairobi's city centre on the 
Nairobi-Kisumu highway. The area houses several micro
enterprises, both at the municipal market and in enterprise 
clusters along road reserves. The more evident clusters are at 
the Peponi road roundabout, the Peponi-Lower Kabete road 
junction, and the Westlands-town bus stop. Westlands is also a 
formal enterprise hub, planned initially as a satellite commer
cial zone of the city centre, although it later lost this unique 
position to expansion from both ends. 

The cluster has an estimated 80 micro enterprises, located 
at the junction of the Rapta road and Uhuru highway. The 
cluster's spatial spread is a classic example of road-spread 
adherence. The enterprises form a halfT shape in a single row 
alongside road reserve space adjacent to the main town
Westlands bus stop; they then bend into Rapta road. The 
majority of enterprises sell second-hand clothes. Food kiosks, 
fruit vending and small household retail outlets are also com
mon, with a few businesses doing car repairs, fabrication, pot-

SBP 

336 

6 

Municipal licences only 

Nyeri, Mavoko, Siaya, Thika, 
Kitale and Busia 

MSEs and M&l enterprises 

Both rural and urban 

1999 

tery and private social ser
vices. Council officials 
have demolished part ofthe 
c luster located on the oppo
site side of the road to pave 
the way for construction 
site safety regulations. 13 

The local chief under-
takes land allocation on the 
road reserve at the request 
of entrepreneurs, and guar
antees property rights. For 
a small 'fee', ranging 
between Kshs 5 000 (about 
US $65) and Kshs 10 000, 
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TABLE 2: PERCEPTIONS OF LICENSING PURPOSES 

no of enterprise owners as a percentage 
Large Medium Small Large Medium Small 

Kinyanjui documcnt protec
tion from regulation as one of 
the key gains that enterprises 
obtain from clusters.14 The 
willingness of enterprises to 
bargain against formal regula
tion, and the willingness of 
cnforccment authorities to 
connive, presents opportuni-

................... 
Consumer protection 6 7 24 21 14 9 

Source of revenue 19 39 159 68 80 61 

Regulation of business 25 4 2 10 

Other/don't know 2 2 51 7 4 20 

Total 28 49 259 100 100 100 

ties for entrenched non-com

TABLE 3: KNOWLEDGE OF THE SBP PROGRAMME BY LOCAL AUTHORITY pliance. This is particularly 
true for enterprises whose 
licensing costs form a signifi
cant proportion of sales and 
profits. 

Authority 

Well-informed 

Informed 

Siaya Busia Nyeri Thika Mavoko Kitale Total 

Know little 

Know very little 

Know nothing 

Total 

Know very little or 
nothing as % oftotal 

0 

0 

1 

7 

52 

60 

98 

0 

7 

20 

26 

0 

53 

49 

2 6 

1 13 

9 14 

21 23 

18 4 

51 60 

76 45 

tenants have permanent occupancy - until the next demolition. 
Only about 10% of current stall occupants are actual allottees, 
renting their spaces for between Kshs I 200 and Kshs 2 500 
(about US $32). On allocation, 'landlords' in the presence of 
the local chief build temporary structures, which arc then 
refurbished by tenants on a rent-deduction pay back system. 

Only 15% of enterprises in the cluster are effectively 
licensed. These tend to be food kiosks and household retail 
outlets, which can perhaps be attributed to health-specific 
licensing requirements. Licence officers visit every month to 
collect a reasonable private fee of Kshs 200 from occupants. 
The Chief and the Chief's men occasionally solicit another 
Kshs 200 on a monthly basis. Occupants are comfortable with 
the 'licensing arrangement' and do not see the need for formal 
compliance. None of thc enterprise owners knew about the 
refonned SSP licensing system. Various institutional factors 
are key to the non-compliance of this cluster. These include 
the coexistence of formal and informal laws in licence admin
istration, path dependency in enterprise-enforcement officer 
relationships, non-convergence of policy maker objectives 
with the desires and aspirations of enterprise owners, and thc 
distributive effects of ethnicity and political factors. 

Multiplicity of Rules 
Rule multiplicity can be observed across firms of different 

sizes and across enterprise activity. M&L enterprises tend to 
rely more on formal (legal) contracts and formal redress sys
tems than their MSE colleagues. Entcrprises rely on different 
rule forms for intra and inter-firm activities. There are cvident 
variations of activity-rules across finn sizes. Most large firms 
rely on formal legal systems for spatial-based property rights 
but rely on networks (informal rulcs) for credit sourcing and 
sub-contracting. The MSE sector rclies extcnsively on infor
mal rules for most activities, with the exception of the rcsolu
tion of petty crime. 

These variations in the economy affect enterprise licensing 
as they would any other activity. Entcrprises see regulations as 
simply a rcvenuc generation tool. In fact, McCormick and 

A" •• __ I __ :_&.. .... \/-.1 "')1 1\.1_ 1 

0 3 

0 22 

7 14 

20 12 

31 3 

58 54 

11 

43 

65 

109 

108 

336 

The Westlands-Nairobi 
road-side second-hand cloth
ing trading cluster provides 
the perfect example of such 
collaboration. With the intro-
duction of the SSP, licence 

88 28 65 costs are estimated at Kshs 
2 000 annually for businesses 
earning between Kshs 4 000 

and 10 000 profit monthly. As a response to potential local 
authority harassment, a joint agreement by enterprise owners 
to form a licensing negotiating community was set up. The 
agreement was that each enterprise pays an un-receipted 
amount of Kshs 200 monthly, irrespective of whether they 
have a legal licence or not. From the 80 traders in the area, this 
translates to Kshs 16000 for the enforcement officers at a cost 
of Kshs 2 400 per enterprise annually. Though this is higher 
than SSP licensing arrangements, the cluster residents chose 
to comply with path-dependent regulation, which is perceived 
as both more credible and safeguarding their interests. The 
amount paid to council officials is a bribe, negotiated and 
embedded in infonnal rule. 

Path dependency 
The Westlands roadside cluster also provides a classic case 

of path dependency. This can be attributed to known (and in 
most instances lower) transaction costs in existing regimes 
and the high costs associated with new or altered governance 

The amount paid to 
council offiCials is a 

bribe, negotiated and 
embedded in 
informal rule 

regimes. The process of information scarch on the part of both 
enterprise owners and enforcement officers is in itself prohib
itivc, due to a lack of interactive volunteers and information 
inaccessibility. Knowledge of the SSP programme and its per
ceived benefits is low in both SSP implementing and non
implementing zones. There are no clcar differences in reform 
awarencss between rural and urban zones. 

Enterprise owners with knowledge of the SSP feel more 
secure on tested protcction systems. Harassment from law 
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TABLE 3: ATTITUDES OF ENTERPRISE OWNERS TO 
LICENSING AS A BARRIER TO BUSINESS 

no of enterprise owners as a percentage 

ages compliancc to thc extent 
that punitive actions do not 
encourage evasion of the for
mal legal environment. The 
table shows Governrnent-

Large Medium Small Large Medium Small 
............................................................................................................................................................................ 

very serious barrier 4 47 51 8.16 18.15 

serious barrier 8 21 92 28.57 42.86 35.52 Business interface for enter
prises as regards regulation. 

not a serious barrier 

not a barrier at all 

14 

6 

17 

7 

77 

43 

50.00 34.69 29.73 
From survey results, a 

small percentage of medium 
and large enterprises see 
licensing regulation as a very 

21.43 14.29 16.60 

enforcement officers during checking visits continues despite 
the SBP licence refomn, which advocates for specificity in 
licence checks rather than the random general checks 
approach. Today, such visits are illegal from the fomnal rule 
perspective but represent a significant threat to enterprise 
owners to ensure infomnal rule compliance. The harassment of 
a non-complying cluster member is a direct threat to the secu
rity clusters offer just as they are threats to other gains attrib
uted to co-operation in cluster networks. 

Enterprise Aspirations and Reform Credibility 
The single most effective detemninant of compliance is 

acceptance and support of regulation by the target group and 
society as a whole. Several authors have linked regulation 
acceptability to affluence: richer societies demand cleaner, 
safer and better organised social and spatial environments. On 
the other hand, there is a need to balance personal rights with 
the intrusive effects of regulation. Neither of these two views 
fomns the core of a developing country's support for regula
tion. 

In the developing world, provision of social services deter
mines support. The dominance of the revenue collection per
spective instils the need for social return. While MSE enter
prise owners require better working environments and busi
ness support arrangements, M&L fimns advocate for reduced 
total regulation and more restriction of the untaxed and unreg
ulated sector to reduce competition. Other factors detemnining 
enterprise support for regulation and/or de-regulation in devel
oping countries include: 

• the predictability and consistency oflaws and policies; 
• government-enterprise interphase; 
• the effectiveness and credibility of law enforcement; 
• political stability, bureaucratic red tape, and uncertainty. 

Enterprise compliance with regulation, in the short-run, is 
commensurate with perceived predictability. Enterprise per
ceptions are built on the evaluation of government perfor
mance on these attributes as regards both laws and govern
ment policy. The Kenyan scenario does not score highly in 
these attributes. Policy reversals, weak implementation of 
policies, suspect enforcement and lack of continuity has dam
aged government credibility. Repeated backing down by the 
Kenyan government, such as in minibus public transport 
(matatu) regulation, sends signals of a lack of seriousness to 
business. IS 

Lack of consistency, and hence predictability, entrenches 
time-tested path-dependent institutions related to licensing, 
whereas consistency and predictability in enforcement 
increase compliance. The credibility of law enforcement is 
also linked to regulation acceptability. Weak enforcement 
works against regulation, while strong enforcement encour-

serious barrier to enterprise operations - 29% of large enter
prises compared to 51 % of medium and 53% of small enter
prises listed business licensing as a serious concern. The 
acceptability ofa regulation prograrnme depends on how legal 
objectives correspond with the government-business interface. 
The acceptability of licensing regulations in Kenya correlates 
negatively with fimn sizc. 

Ethnicity and Licence Governance 
Colonial governments in Africa used regulations to dis

tribute natural resources, thus creating racial tensions, insta
bility and skewed income distributions. The challenge in 
Africa today is increasingly shifting from racial to ethnic ten
sions. Ethnicity is important, in that it provides a wide base of 
institutions from which interaction and interest can be 
entrenched and enforced. The link between ethnicity and reg
ulation compliance hinges on the co-existence of economical
ly dominant ethnic societies alongside fragmented, weaker 
cthnic groupings. 

Dominant groups seek to intensify their ethnic social-insti
tutional control to providc them with a continued comparative 
advantage and access to enterprise support resources. 

Ethnic-based enterprise relations encourage the perpetua
tion of entrenched ethnic divisions. The alienation of able 
entrepreneurs from low-participation ethnic groups and the 
fortification oflow-perfomnance entrepreneurs from dominant 
ethnic groups represent an efficiency loss to the economy. 
Non-dominant groups will support fomnal rule for the simple 
reason that it opens new spaces and provides alternatives to 
dominant social institutional control. 

The institutional applications to licensing recognise that 
political effects and enterprise owners' perception of their dis-

Colonial governments in 
Africa used regulations 

to distribute natural 
resources, thus creating 

racial tensions, instability 
and skewed 

income distributions 

tributive effects directly affect regulation acceptability and 
hence compliance. 

Innovative research on regulation refomn, inspired by new 
institutional economics and institutional analysis, incorporates 
transaction cost effects. These studies seek to measure the 
transaction and transfomnation costs of evading or accepting 
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TABLE 4: BRIBE INCIDENCE IN KENYAN ENTERPRISES19 

Bribe incidence Mean bribe 
1998-SBP 1998 REME 1998-SBP 1998 REME 

checks. Enforcement VISItS by 
local authority officials take up 
the time of an enterprise in the 
same way as a visit to the local 
authority's office or time taken 
travelling to regulating agency. 
These time costs are measured 
by factoring in opportunity 
costs of exchange time (such as 
planning, marketing, produc
tion, and labour or management 
time). An in-depth study of 
opportunity should add up the 
total costs to an enterprise: 

...................... 

Male 18.1% 

Female 14% 

Urban 14.7% 

Rural 20% 

Complying enterprises 16.6% 

20.6% 

14% 

18.7% 

* 

23% 

1.4% 

475 Kshs 

386 

454 

378 

570 

2606 Kshs 

1093 

2309 

* 

2288 

3349 Non-complying enterprises 1.4% 50 

• costs not collected in survey 

TABLE 5: COMPLIANCE COST ESTIMATES FOR KENYAN ENTERPRISEszl 

Compliance 

Male 

Female 

Urban 

Rural 

M&L 

MSEs 

• costs not collected in survey 

1999 SBP 

2897 

815 

952 

498 

2541 

136 

Compliance costs 
1998 SBP 

880 

835 

1877 

2070 

1992 

489 

these dual systems. Neither the SBP study nor the REME 
study attempted to collect such data, despite their importance 
in regulation policy planning. 

Efficiency Analysis of Regulations 
Efficiency analysis compares the financial gains and loss

es of regulation. Attention is paid to administrative costs to 
society with a focus on regulating agency costs, distortionary 
costs in society and compliance costs to enterprises. Transfer 
payments are important in understanding distributive effects 
but are not considered part of efficiency gains or losses. 

Cost of Compliance 
The cost of complying with regulation, including business 

licensing, can be categorised as: 
• Time spent travelling to local authority offices to acquire 

licences; 
• Time spent at the authority offices attending to licensing 

compliance; 
• Time taken to attend to visits by enforcement officials; 
• Expenses incurred in making visits; 
• Bribes to enhance faster processing of licensing; 
• Costs of obtaining compliance materials such as applica

tion forms. 

Other studies add psychic costs, such as emotional and psy
chological resentment of the process of complying with regu
lations. 16 Psychic costs can be measured by contingent valua
tion techniques such as those used to evaluate consumer pref
erences for environmental purity. 

Cost of time and travel 
Time taken in enterprise compliance takes three forms: 

travelling time, time spent at the regulating agency offices and 
time taken to attend to enforcement officers in compliance 

Africa Insight Vol 31 No 1 

1999 REME 

1144 

483 

1008 

* 

* 

1008 

Ti = S(lit tvi ) for all 
(v= l. .. k) 
Where T is time costs for 

firm i, I is the opportunity 
cost per unit time of' 
exchange variant vforfirm i 
and t is the time spent in 
each exchange variant vfor 
firm i . 

Travel time is computed by 
mUltiplying the number of trips 

an enterprise makes by the average trip length for the authori
ty. Enforcement attendance time and time taken at licence 
office are straightforward time values obtained from the sur
vey.17 In the SBP study, authorities made significantly fewer 
enforcement visits than their counterparts in Multiple 
Licence. 18 ln general, licence costs are thus only a small pro
portion of licence fees. 

Bribes 
Bribes are offered to quicken compliance or to prevent out

right denial of compliance facilities. In both studies, there was 
significant incidence of bribery: 16.7% and 18.7% of enter
prises reported bribing licensing officers in the SBP and 
REME studies respectiVely. The incidence of bribes is lower 
for female-owned enterprises, urban enterprises and non-com
plying firms. 

Compliance bribes were marginally lower than non-com
pliance bribes, at an average ofKshs 2 288 and Kshs 3 349 for 
the REME study. In SBP implementing authorities, the inci
dence of bribes fell by 14%, with female entrepreneurs having 
nil bribery incidence in SBP authorities, but the SBP 
researchers had reason to believe that mean bribe rates were 
under-estimated. 

Compliance costs 
Mean compliance costs for business licensing vary by gen

der, region and size of enterprise.2o Compliance costs are high
er for urban, male-owned enterprises, while costs are up to 20 
times higher for M&L business than for MSEs. The processes 
of compliance in M&L enterprises are entrenched in well
developed in-house regulation compliance systems, which 
handle both regulation and taxation requirements. 

The high urban and male-owned compliance costs can be 
attributed to male domination of M&L enterprises, and the 
concentration of M&L enterprises in urban settings. The SBP 

17 
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programme had a definite effect on costs, judging from com
pliance cost reductions between 1998 to 1999. The reform 
programme reduced rural enterprise compliance costs by a 
quarter, and urban enterprise compliance costs by half. 
Surprisingly, however, the SBP programme increased the 
compliance costs of M&L enterprises. 

Non-Compliance 
Efficiency analysis of non-compliance does not differ 

much from compliance, including timc costs, psychic costs, 
cost of bribes, and efficiency costs for successful evaders 
(such as costs related to lost investments and income as enter
prises take protective and pre-emptive action during compli
ance checks), as well as the costs of arrest and prosecution for 
those caught. Enumerating non-compliance is complicatcd by 
reluctance to divulge information and incentives to falsify 
non-compliance details. 

Approximately 15% of the unlicensed businesses in the 
REME sample reported paying non-compliance 'public rela
tions' fees. Extrapolating from existing data, a conservative 
estimate of 25 000 unlicensed businesses nation-wide was 
obtained. Almost half of the businesses reported being 
harassed at some time or another for non-compliance. 

The most common punitive actions reported were eviction, 
demolition of premises, confiscation of goods and arrest. Like 
compliance, non-compliance also has a time cost, often relat
ed to closure during enforcement checks in the case of enter
prises with radical approaches, to attendance at enforcement 
visits for co-operative non-compliers. 

In the event of arrest, the non-compliance costs become 
higher. Formal law requires arrest and prosecution (hence the 
temporary confiscation of merchandise. accompanied with the 
issuance of value receipts, or evidence). After arrest. the 
offender is issued with a temporary bond certificate, again 
entailing costs. The total cost of an arrest depends on the value 
of goods confiscated, time taken from arrest to retum to nor
mal business routine, bond, business loss due to arrest, and the 
fine inflicted on the offender. 

Surprisingly, compliance costs were higher than non-com
pliance costs in the REME study. This justifies sustained non
compliance attempts by entrepreneurs. 

Administration of licensing: Organisational Factors 
The structure of business licensing can have a substantial 

effect on the costs and performance of the scheme. This sec
tion examines the administrative technology of business 
licensing, which can be divided into the organisational choice 
and administration oflicensing. There arc severallicence-gov
erning organisational options, including the more common 
central governments, decentralised pseudo-governments, 
regional popular-based associations and freehold systems. 

The choice of organisation should be determined by the 
realms of transaction costs of varied organisational forms. 
Transaction costs arc determined by the history of socio-polit
ical factors and organisational efficiency as regards imple
mentation and performance. The study did not collect suffi
cient data to compile such costs. but socio-political guidelines 
provide guidelines for organisational choice. 

The organisational housing of enterprise licensing, though 
limited, has more diverse options than currently exhibited in 
Africa. Most African nations situate licensing within central 
government and local authority organs. Other licensing hous-

10 

ing systcms such as democratised housing, select interest 
group housing. self regulation and frec-holding can also bc 
used. Democratised housing refers to regulation through elect
ed entrepreneur associations such as professional bodies and 
other stakeholder groupings. 

These are advantageous in that they tend to be enterprise 
friendly, but are limited in that leadership wrangles and com
petition can make them ineffective. They can also be vulnera
ble to ethnic manipulation in sectors with strong mono-ethnic 
concentrations. Select interest group housing involves the usc 
of a well-defined interest network to run regulation. Examples 
of non-commercialised fonns arc the Institute of Chartered 
Accountants, the Law Society of Kenya, and others. 

Self-regulation would focus on local group associations 
governing licensing on behalf of government. Though rarely 
discussed, free-holder governance or total deregulation of 
business licensing is also a viable option. "Free-holderism" is 
particularly attractive in that it allows the functioning of 'nat
ural'systems. 

The choice to regulate or 
not will depend on policy 

objectives and factors 
that determine the 

effectiveness of 
either deregulation or 

regulation 

Stable and 'cosy' fragmented networks fill the regulatory 
space, revealing preferences and providing data on market 
rates for the market resource. Even more importantly, free
holderism eliminates rule multiplicity. Free-holder systems 
are particularly attractive in nations where the negative effects 
of regulations are minimal or the effects oflicensing on enter
prisc owners infringe on basic human rights. The severity of 
liccnee enforcement oflicers in Kenya justifies this categori
sation of licence organisation. 

The current enforcement mechanism borrows both from 
mechanisms inherited from colonialism and traditional 
African societal attitudes to punishment. In Kenya, the demo
lition of enterprise premises and the beating up of enterprise 
owners during agitations for plural-politics entrenched the 
violent nature of enforcement. 

The pre-conceived notion by policy makers and security 
agents that MSE enterprise workers and owners harbour polit
ical dissidents or are sympathetic to pluralism entrenched vio
lence and dampened redress possibilities. 

Cases of enforcement officers meting out physical beatings 
and torture without legal redress have been reported widely in 
the local press. Surely this is an extreme price to pay for non
compliance. Cases of human rights violations and property 
loss attributed to regulation go unreported countrywide.22 

In such a situation. free-holder systems arc justified. The 
key disadvantage of free-holder licensing, in the context of 
developing countries, is revenue loss. It is important to note 
that the revenue generation role of enterprise laws in Africa 
cannot be ignored. 
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Administration through licensing Software 
Licensing software refers to the actual regulation package, 

its fonn and presentation to enterprise owners. The general 
trend in business licensing software in Africa is to have 
enforcement officers located in a central position, with the 
onus of licence search and proof of compliance being left to 
the enterprise owner. 

With adequate efficiency, obligations can be shifted from 
enterprise owner to the regulating agency with substantial effi
ciency savings to the economy. There is room for friendlier 
software systems, ranging from transferring the onus of proof 
to authorities, enforcement restriction to defaulters only, self
declaration of compliance, changes in fee scales and the use of 
no-contact compliance such as through infonnation technolo
gy. The latter is particularly favourable for large enterprises in 
Africa. It would, however, require a broader national infonna
tion technology systems plan, and the re-training of existing 
enforcement officers or recruitment of better trained enforce
ment staff. 

Conclusions 
Enterprise compliance with regulation is as much a social

ly embedded phenomenon as it is a gains-loss evaluation. 
Traditional neo-c1assical analysis of the role of law on enter
prise and its subsequent intervcntion programmes, though use
ful, is weak in the understanding of the persistence of deviant 
outcomes in developing countries. 

The co-existence of dual systems (fonnal and infonnal 
compliance) provides enterprises with distinct path-choices in 
both operations and rule compliance. Regulation planning, 
like all other enterprise regulation, must consider these insti
tutional factors. As far as deregulation is concerned, moral 
hazard factors in post-compliance on the part of enterprises 
will keep them away from seemingly beneficial programmes. 
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Signatures of urban planning and land use strategies in 

D D 

BY CLEOPHAS LADO 

Urban planning in Nairobi has not escaped the legacy of broader British 
planning history and colonialism. The city has been subjected to a superfi
cial interpretation of existing urban growth and land-use planning models. 
Four models - zonal, sectoral, multiple nuclei and additive -provided the 
basic reference material for this endeavour. Discussions of the theoretical 
roots underlying the four models have generally focused on the zonal and 
sectoral models, as these two predict particular patterns of residential dis
tricts and lend themselves to empirical test.' 

zonal model contended that urban 
residential districts, resting on a domi
nant central business district, expand
ed radially outward defining concen
tric zones through land use. 2 The 
model is based on theories of urban 
land expansion stressing the principle 

of central area and axial growth. However, analysis 
of cities in the USA suggests that, although cities 
spaces do expand from central business districts, 
urban residential land uses are organised not in con
centric zones but sectors. Residential districts thus 
tend to grow outward along radii defining what 
could be called a sectoral model of urban residential 
land-use) 

The sectoral and zonal models were derived from 
land economics and natural science. Land econom
ics principles of central and axial growth provided 
the framework for determining the gradient of all 
urban land-uses, while ecological principles -
impersonal competition, natural selection, succes
sion and invasion - provided the framework for 
determining the specific location of a land use. 
Urban residential differentiation divides the popula-

Cleophas Lado is based in the Department oj'Geography and 
Environmental Studies. University oj'the Western Cape. 

tion into a series of more or less distinct sub-com
munities, whose physical, economic and cultural 
characteristics are the result of an unplanned opera
tion of ecological and economic processes. As a 
result of selection, segregation and the contagious 
character of cultural patterns, people enjoying the 
same socio-economic and political conditions tend 
to display, on the whole, the same characteristics.4 

The physical separation of an urban population and 
unequal access to residential land and infrastructure 
seemed, to the human ecologists, an inevitable con
comitant of urbanism as a way oflife. 

Modem urban planning, as exemplified by the 
Kenyan urban planning framework, is based on 
ideas derived from these classical ecological mod
els. These ideas are often seen as value-free or neu
tral: Hoyt observes that "other explanations of urban 
residential land-use structure based on a hybrid mix
ture of economics, social welfare and politics have 
as their real objective not the advancement of sci
ence and knowledge, but the overthrow of the free 
market economy".s But the ideological underpin
nings of the two models have since become glaring
ly evident. Human ecological models of modem 
town planning were developed to defend and pre
serve the ideals and practices of a capitalist econo
my and society.6 
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Wild-West approaches 1899-1927 
"Wild-West" tendencies charac

tcrised urban growth in Nairobi between 
1899 and 1927. Early settlers were guid
ed by "no man's land" notions of land 
acquisition, private land ownership and 
land speculationY The combined effects 
of these led to large tracts of land being 
alienated as private property on 999-
year leases to individuals with little 
regard for the future community needs 
of the budding urban settlement. Houses 
were occasionally erected on these lands 
and, as a result, dwellings were scattered 
over large areas marking the extent of 
vested interests in land ownership. 
Consequently, land use developed not 
through organised planning but through 
chance and choice by inhabitants. 

Architectural engineering approach
es 1928-1948 

Between 1928 and 1948 urban 
growth was characterised by the ideas 
encapSUlated in the 1947 Colonial 
Capital Master Plan for Nairobi. The 
Plan accepted the structure and land val
ues of the Wild West approach and pro
posed that the city developed naturally 
out of this land use. Segregating indus
trial zones from roads, public open 
spaces, residential ncighbourhoods and 
the civil centre was proposed as the ideal 
planning approach. This land-zoning 
concept was derived from the "garden 
city" ideas typical of the British Urban 
Planning Tradition of the 1930s. 10 

The architecture-planner's contribu
tion to land use change was in terms of 
creating rigidly segregated colonial 
social stratification of residential areas 
on racial grounds, a strong concern with 
health and safcty aspects, layout and 
visual appearance, and conformity with 
accepted standards, densities and devel
opment principles. Apart from its health 
and safety aspects and colonial racial 
segregation, the 1947 Nairobi Master
Plan was a typical British-South African 
Master Plan instrument. 

Systems approaches 1949-1968 
The 1968 Nairobi Master Plan 

emerged in sharp contrast to its 1947 
predecessor and encapsulates the major 
professional and methodological 
advancement of the intervening two 
decades. A revolution in planning ideas 
had swept aside the architect-planncrs' 
impressionistic and piecemeal methods 
of the second generation, heralding a 
planning science relying on quantifica-

tion and integrated systems approaches. 
The plan's approach bclonged to the era 
of methodological optimism and ratio
nal scientific approaches. I I 

Urban management approaches: 1970 
onwards 

Although no other mastcr plan has 
been completed for Nairobi since 1968, 
the ad hoc isolated approach to planning 
land-use is characteristic of the fourth 
generation of planning approaches epit
omised by short-term adaptations to 
solving problems in the urban environ
ment. Thc type of urban planning in 
vogue attcmpts to achieve more efficient 
management of growth within thc city 
and a more cautious approach to solving 
the problems of densification and incre
mental expansion at the outskirts. Thus, 
the fourth gencration approach is 
marked by a shift from grand design to 
modem urban management. 

Urban Planning Concepts and Themes 
in Nairobi 

Urban planning in Nairobi has been 
characterised by these four main gener
ations, but, despite their differences, cer
tain planning concepts have remained 
intact and themes rccurred. Thus, there 
has been a physical planning approach 
conforming to traditions of the Western 
architecture-planner, primarily con
cerned with the spatial symmetry and 
form of the urban area rather than its 
cfficient functioning. There has been a 
consistent focus on moving the under
privilegcd around, preserving segrega
tive residential neighbourhoods, protect
ing private landownership and prevent
ing immigration. 12 Issucs of the direc
tion of urban expansion, road network 
and strect layout pattern and the distrib
ution of different land use zones are the 
predominant concerns of urban master 
planning. Therc is little to distinguish 
between thc objectives of the 1927, 
1947 and 1968 Master Plans and subse
quent approaches with regard to land 
use zones outlay, reducing densities in 
African residential districts, and 
improvements in health and sanitation 
standards. In fact, all post-World War II 
developments havc been based on the 
1947 Master Plan.I' In addition, four 
basic urban planning themes - the 
neighbourhood unit concept, cordon 
sanitaire, private land ownership and 
closed city policies - have recurred in all 
generations of urban planning in 
Nairohi 

Neighbourhood units 
The 1947 Nairobi Master Plan intro

duced the neighbourhood unit to guide 
the zoning of residential areas for the 
differcnt races. The ncighbourhood unit 
had bccn adoptcd in thc United States in 
the 1930s to guide suburban expansion. 
Defined as an ideal residential zone lim
ited in size to a convenient population 
for which varying needs could be pro
vided, it was imported grosso modo into 
Nairobi to guide the futurc planning of 
residcntial districts, and was later 
extended to other British colonial capi
tals. 14 This concept was enrichcd in 
Nairobi by the racial discrimination ten
dencies of immigrant communities. The 
neighbourhood unit appears in the 1968 
Mastcr Plan and post-l 970 ad hoc plan
ning schemes as an important concept 
for protccting housing clustcrs whose 
total constitutes the residential morphol
ogy of thc entire city. 

Cordon sanitaire 
Open space provision is another 

recurring theme. Described as "breeze 
lanes", open spaces wcre linked togeth
er to form continuous opcn belts, 
aligned, where possible, in the dircction 
of prcvailing winds. The veiled intcntion 
of thcse breeze lanes, introduced by the 
second generation phase, was to main
tain undeveloped land as a buffer 
between different residential zoncs, 
thcreby limiting the possible sprcad of 
disease. As this intention becamc politi
cally untenable after thc ascendancy to 
power of an African majority govern
ment in Kenya in 1963, open space 
preservation was accommodated in the 
1968 Mastcr Plan by crcating and prc
serving sports clubs, golf courscs and 
woodlots for recreational purposes. 
Parks or landscape corridors were inte
grated into a citywide highway system. 
Equally important was the decision to 
preserve all land belonging to thc 
Nairobi National Park for tourist and 
recrcational purposes. These spaces 
have since been invaded by individuals 
for informal agricultural land use. 

Private land ownership rights 
A third recurring theme is the preser

vation of private land ownership rights 
within Nairobi and its environs. Early 
travellers had, mistakcnly, noted the 
apparcntly deserted nature of the terrain 
around Nairobi, and suggested that there 
would be no friction in land appropria
tion. This "no man's land" approach to 
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land acqUisItion was accompanied by 
speculation which led to the acquisition 
of large tracts of land in the hope that 
once the eity expanded, the value of 
holdings would increase. Until 1963, all 
Kikuyuland was used for agricultural 
purposes and owned on a family group 
basis (Mbari). Under the 1964 land 
rcfonn programme, family group tenure 
was changed to individual freehold 
titles, signifying the official internalisa
tion of an imported tenural system. IS 

Closed city policies 
Closed city policies are short-tenn ad 

hoc negative actions directed towards 
stemming immigration to large urban 
centres. The target group is largely 
urban immigrants, the unemployed and 
petty traders in the informal sector. 
Nairobi's infonnal sector and its exten
sive squatter areas have suffered period
ic and systematic offensives involving 
baton sweeps of beggars, destitute peo
ple and prostitutes, the demolition of 
infonnal settlements and stringent con-

of the City Council and elected council
lors has not been smooth. Moreover, 
eaeh of these parties has vested intcrests 
in the perfonnance of the land markct 
which they subvert to suit their own 
intcrests at the expense of those of the 
larger urban society and the cfficient 
functioning of the city's economy. 

Signatures of Four Generations of 
Urban Planning and Development in 
Nairobi 

Thc organisation and content of the 
central area, industrial districts, residen
tial neighbourhoods and the transport 
network layout are used to demonstrate 
the extent to which urban planning in 
Nairobi continues to be influenced by 
ideas and mcthodology essentially 
derived from thc country's colonial past. 

Central area 
In the centrc of Nairobi is the area 

where thc city began. On the lcvel 
ground lies the railway depot and line to 
Uganda, as well as the Nairobi River. 

What Nairobi planners re~uire is 
not new paradigms, ilut the 

political will to enforce regulations 
which are key to many problems 

trol of infonnal businesses. Thc urban 
poor have not been wholly accepted as 
part of Nairobi's urban economy, signi
fying a lack of significant shifts in plan
ning control policy and tolerance16 But 
these anti-accommodationist policy 
measures, characterised in all four gen
erations of planning, have not been able 
to check the growth of the city. 

Thcse general concepts and recurring 
themes suggest that Nairobi has adopted 
urban planning as a modem discipline 
through the four generations which 
accompanied the disciplinc. European 
urban planning concepts and practices, 
when applied in a different socio-politi
cal and economic context such as 
Kcnya, require the political will to 
enforce their planning regulations and 
by-laws. Thus, what Nairobi planners 
require is not new paradigms of city 
planning, but the political will to cnforce 
thc regulations which are key to many 
problems in Kenyan cities. 17 This situa
tion is compounded by thc fact that the 
relationship between the chief otticers 

With thc spread of the town, it became 
necessary to relocate the railway line 
away from the centre of the town; its 
fanner location has been replaced by a 
six-lane dual carriageway of the Uhuru 
Highway. The central functions have not 
been relocated outside the Central 
Business District. Ottices of the govern
ment, commercial and financial finns 
cluster together to be more mutually 
accessible. As thc route centre, the cen
tral area providcs a convenient place 
accessible to shoppcrs and employees 
from any part of the city. 

Residential neighbourhoods and 
informal settlements 

There arc four distinct residential 
neighbourhoods which emerged through 
choice and opportunity by inhabitants. 
The 1947 Master Plan proposals for res
idential neighbourhood development 
were bascd on maintaining rigid racial 
and social scgregation typical of colo
nial societies. Each of the three main 
racial groups was to livc in separate res-

idential neighbourhoods. In this way, 
urban apartheid was introduced and pre
served in N airobi. 1 x Preservation of 
racial integrity, thc prime objective of 
the planners, is demonstrated by the 
planners' concern over infiltration of 
Asians into the African zones and 
attempts to maintain the cordon sanitaire 
between different residential zones. 19 

Residential neighbourhoods devel
oped more or less along the same lines, 
but employment opportunities which 
accompanied the attainment of political 
independence in 1963, led to rapid pop
ulation growth, and hence the govern
ment reviewed the potential of the city 
for further expansion through densifica
tion of the hitherto built-up areas, where 
50% of the land had remained undevel
oped. Furthennore, expansions were 
made eastwards on black cotton, sisal 
and ranch land. As a consequence of 
racial rigidities in accessibility to land in 
Nairobi, 50% of the city's population 
lived in Eastlands on only 10% of the 
total housing area. Today each of the 
residential neighbourhoods is distin
guishable by its density, quality of the 
environment and the socio-economic 
status of its population. For example, a 
low density residential neighbourhood 
covers the Hill, Muthaiga and suburban 
estates to the west. This neighbourhood 
consists of ridges separated by wooded 
valleys and fertile red soils, enabling the 
dcvelopment of attractive gardens and a 
pleasant environment. The housing type 
is a one-family detached house on 
around 0.4 hectares, built of stone and 
with separate servants' quarters. 

The medium density residential 
neighbourhood stretches over Park
lands, Eastleigh, Nairobi South and the 
Central Business District. Though the 
majority of the inhabitants are of Asiatic 
origin, they are still divided into clearly 
defined income groups. Parklands is at 
the upper end of the scale with housing 
plots of 0.2 hectares each, whereas 
many plots and houses in Eastleigh are 
occupied by poorer people. The high 
dcnsity residential neighbourhood has a 
predominantly African population. 
There are, on average, 30 houses per 
acre in Eastleigh, each accommodating 
at least six people. The development of 
Jow-cost municipal housing has been 
extensive with single-storey housing 
units and limited communal services. 

Apart from the planned low, medium 
and high density residential neighbour
hoods, unplanned infonnal settlements 
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have also emerged as part of Nairobi's 
residential neighbourhoods. Dagoretti, 
on the western fringe of Nairobi, covers 
2500 ha and consists of several clusters 
(Riruta, Kangemi, Kawangware). Rapid 
population growth in Nairobi and the 
attendant demand for housing resulted 
in a deruralising process in Dagoretti, as 
landowners realised that building rental 
rooms was more profitable than using 
their plots for agriculture. Most housing 
units in Dagoretti are barracks of five to 
eight rooms, where a family occupies 
one or two rooms. 

Densities are high, with between 300 
and 500 people per hectare. The second 
squatter settlement, Kibera, lies 7 Jan 
from the city centre. Every piece of land 
has been built on, but expansion is lim
ited due to surrounding reservoirs, golf 
courses, rivers and a railway. In contrast 
to Dagoretti, all land is owned by the 
government, but no real attempt has 
been made to intervene in Kibera's 
unplanned development. All dwellings 
are rental blocks, and absentee land
lordism is common.20 Lack of adequate 
water supply, sanitation, roads, high 
population density and the sloping phys
ical configuration of the area result in a 
poor quality environment. 

The third and oldest informal settle
ment is Mathare, located four to six kilo
metres north of the city centre. Mathare 
comprises a number of small villages 
containing more than 60 000 people. 21 

Land belongs to the City Council, as 
well as individuals and companies. 
Densities are very high and the river's 
use as a sewer poses serious health haz
ards. 

The three unplanned squatter settle
ments in Nairobi show remarkable dif
ferences in structure and function. 
Mathare developed through squatting; 
Kibera through construction of rental 
houses by absentee landlords; and 
Dagoretti through construction of rental 
houses by landowners. These squatter 
settlements have contributed substan
tially to the housing stock for the lower
income group. 

Industrial districts 
Another feature typical of the four 

generations of urban planning in Nairobi 
has been the physical separation through 
exclusive land use zoning of different 
urban functions, such as discrete indus
trial districts. Exclusive land use zoning 
reflects a Western planning principle 
established to cope with the effects of 

noise and pollution, which has been 
imported into an African urban setting 
with different environmental problems. 
The 1947 Nairobi Master Plan recom
mended an industrial district extending 
south from the existing heavy industrial 
area near the railway line. Most of the 
area is devoted to industry and ware
housing. 

The major shifts in industrial location 
were encouraged after realising that sep
arating industry from housing, in a situ
ation of inadequate public transport ser
vices, was creating problems of journey 
to work, encouraging the emergence of 
informal settlements. Industry has thus 
been tolerated to relocate in other parts 
of the city to achieve a better balance 
between job opportunities, labour force, 
raw material sources, and market cen
tres while reducing travel time, distance 
and traffic congestion. The emergence 
of secondary commercial and industrial 
centres in Nairobi in the last two 
decades or so is a major change in the 
way the city operates. 

Transport network layout 
The city transport network in Nairobi 

has always represented a design prob
lem. All four planning traditions have 
considered transport as an isolated issue, 
with their conceptual framework cover
ing issues like minimising road acci
dents, reducing road hazards and insti
tuting traffic controls.22 By 1968 the 
third generation master planning 
approach had incorporated a systems' 
approach concept comprising nodes, 
links and flows of topological equiva
lences and their outlay on different uses 
within the city. 

Through the fusion of transport 
demand and land use, a road network 
pattern evolved according to the project
ed form and symmetry of Nairobi. 
Cross-town journeys which inhibited 
traffic flow were re-routed and road 
space widened, circumferential roads 
and standard motorways provided. 
These improvements favoured private 
means of transportation rather than the 
Kenya Bus Services and Matatu taxi 
operators. Accessibility to an expanded 
central area and efficient movement 
throughout Nairobi required an integrat
ed road and transport plan surpassing 
what the 1968 Master Plan could pro
vide. The Nairobi planners' treatment of 
transport is again an example of the 
myopia characterising urban planning 
from one generation to the next. 

Land Use Mix Ups: Informal Urban 
Agriculture 

Nairobi may have been a well-chosen 
site for railway headquarters but, from a 
public health and sanitation viewpoint, it 
was a poor location for a city. It was 
built on the banks of a malaria swamp, 
with flat, poorly drained and relatively 
infertile black cotton soil covering most 
of the present urban lands in the south
ern and eastern quarters of the city. By 
contrast, the northern and western parts 
have better-drained and more-fertile red 
loam soil on trachyte. Although the city 
grew haphazardly, open spaces have 
been in evidence since the establishment 
of buffer zones between the European 
settlers and the non-white population.23 

In addition, strips were left clear along 
the banks of all streams for anti-malaria 
spraying operations, while poor soil 
drainage necessitated the wide spacing 
of European houses with pit latrines and, 
later, septic tank systems. These resi
dences' spacious gardens are still a fea
ture of the upper-income residential 
areas of Nairobi today. Main roads in the 
unplanned settlement were also 
extremely wide.24 

When the Uganda Railway reached 
Nairobi in 1899, it became necessary for 
the colonial administrators to control 
settlement and land use, and implement 
a zoning policy together with appropria
tion of all land required for railway pur
poses. 2S This led to an ambitious plan to 
upgrade and expand the city, to make it 
a showpiece for the modem, well
planned colonial capital. Consequently, 
much of the vacated railway land 
became part of a park and boulevard 
system that remains an attractive feature 
of Nairobi, but which has also attracted 
increasing informal urban farm and non
farm activities. 

The resulting land-use plan featured 
many of the principles of the 'garden 
city' concept of Ebenezer Howard, 
including the segregation of residential 
and commercial or industrial land; the 
use of the neighbourhood principle to 
separate local interaction from arterial 
traffic; the aesthetic and functional con
version of main roads into wide boule
vards with generous verges; landscaped 
traffic roundabouts as well as broad, 
grassy strips along streams and drainage 
lines through the city; and large areas of 
parkland and forest reserves. However, 
today's City Council planning depart
ment confronts serious problems that are 
partly a colonial legacy and partly a 
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result of rapid urban population growth 
and the consequent demand for land.26 

The colonial zoning regulations and 
land-use currently operating in Nairobi 
were modified at Kenya's indepen
dence. Broad unwritten stipulations 
must be adhered to by urban developers 
who, as a condition for project approval, 
must leave riparian ways along drainage 
lines and natural watercourses.27 

Despite discouraging informal sector 
activities in the past, the City Council is 
now more tolerant towards some of 
these activities.28 A Temporary 
Occupation Licence may be granted to 
open-air informal manufacturing or 
commercial activities (jua kali) provid
ed they do not encroach on road reserves 
or land scheduled for development. 
However, no such privileges are accord
ed to informal urban agricultural activi
ties. Urban agriculture in Kenya was -

female-headed households. At the high
est levels in the Kenyan govemment, 
official attitudes to jua kali enterprises 
and the informal sector have recently 
changed, and there is a realisation of the 
valuable contribution of these sectors to 
the national development effort. In 
many ways it is an anachronism that the 
urban agricultural sector has so far been 
excluded from this more favourable 
official policy. While practical problems 
of land use zoning and servicing arise 
from the relaxation of restrictions 
against urban cultivation, these are not 
insurmountable if goodwill prevails. 

Roadside farming 
Roadside farming involves the grow

ing of food, cash and fodder crops and 
the grazing of livestock on the road net
work reserves in Kenya. The road 
reserves belong to the government and 

The planning department faces 
serious probrems ... partly a 

colonial legacy and partly a result 
of rapid urban population growth 

and still is, at least officially - illegal, 
putting it within the accepted definition 
of the informal sector. However, in view 
of the importance of maize in the local 
diet, and since it is one of the few foods 
that can be stored for dry-season con
sumption by the urban poor, it is not sur
prising that the prohibition on cultiva
tion is widely ignored. The City Council 
tries to get rid of plots by slashing crops, 
and the argument used by colonial offi
cials, that maize plots hide undesirables 
or criminals, is still used by local author
ities. 29 Despite official disapproval, 
informal cultivation of open urban 
spaces in Nairobi is clearly increasing.3o 

Although Nairobi has been able to 
feed its residents with food drawn from 
a 100 km radius, its growth will be diffi
cult without a refined and systematised 

urban food production policy for its 
population of about 1.5 million. 
Moreover, it has been demonstrated that 
city soils, if carefully tended, can be 
profitably tilled.31 Indeed, in practical 
human terms, cultivation of urban lands 
is a palliative for the unemployed and 
those with low-paying orjua kalijobs. It 
is especially important as a source of 
supplementary food and income for 
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are deliberately set aside for motorists' 
and pedestrians' use; and for road 
expansion or repair purposes. To protect 
the road reserves, the govemment has 
made it an offence to cultivate or graze 
on them.32 However, peasant farmers 
have ignored this law and established 
farm plots and grazing patches, particu
larly along the Nairobi-Naivasha, 
Nairobi-Tigoni-Limuru, Nairobi-Thika 
and Nairobi-Mombasa roads.33 

Because of the population pressure 
on the lands reserved for Africans, land 
fragmentation emerged, while soil 
depletion through erosion occurred.34 

Because of the increasing scarcity of 
agricultural resources, some local fann
ers have made use of marginal areas 
such as rocky parts, steep slopes, and 
rights of way; while some migrate to 
other districts in the country in search of 
farm land.35 Roadside farming at the 
local and national levels is a clear indi
cation of this significant land scarcity. 
Some indicators of land-population 
problems are those related to shortage of 
arable land coupled with land fragmen
tation influenced by the tenure system, 
leading to landlessness and squatting, 
with unemployment inducing people to 

seek jobs or self-employed occupations 
such as roadside farming. 36 

It has been established that those 
squatters migrating to marginal lands 
use farming methods which could lead 
to a disturbance of the ecological bal
ance.37 However, Boserup asserts that 
there is a significant positive relation
ship between population pressure and 
agricultural change.3x In an essentially 
rural environment, population growth 
forces land-use to become more inten
sive; better tools and fertiliser are often 
adopted; harder work becomes 
inevitable; and the speed of irrigation is 
promoted and consequently agricultural 
change emerges.39 

There is a significant pattern of inter
dependence between some of the socio
economic variables influencing roadside 
farming. The financial gains derived 
from roadside farm produce, the search 
for vacant road reserves for cultivation 
of food crops, and lack of adequate fam
ily holdings are some of the main rea
sons behind roadside farming.4o 
However, the overwhelming motives 
given by the farmers themselves include 
hunger, especially the need for food for 
large households, unemployment, the 
need for money from the sale of part of 
the crop, and cutting down food expens
es (fungibility). Generally, then, farmers 
cultivate road reserves out of sheer 
necessity.41 The roadside farms are 
farms of hope, not wastelands of 
despair. Acceptance of these farms as a 
legitimate part of road survey and con
struction is recommended. Indeed, plan
ning could aid in the harmonious inte
gration of rural farming with other 
forms of land-use. It should be empha
sised that the vitality of the African form 
of 'urban planning' as practised in infor
mal agriculture and roadside farming is 
a direct response to alien concepts of 
urban planning.42 

Conclusion 
The four generations of urban plan

ning approaches have not been able to 
resolve the many urban problems in 
Nairobi. Rapid urbanisation has contin
ued to destabilise the balance between 
people, housing and employment. In 
addition, there has been a lack of or 

inadequate job opportunities, transport 
facilities, housing, electricity, water sup
ply and environmental management. 
The Master Plans have raised expecta
tions about the ability to control urban 
pressure, but achieved very little. These 
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planning approaches should therefore 
assume part of the responsibility for 
their ineffectiveness in creating a 
humanised environment. Their ineffec
tiveness resulted from importing con
cepts and themes developed in the West 
and applying them in Nairobi irrespec
tive of differences in socio-economic, 
cultural and political conditions. Kenya 
has yet to develop an indigenous philos
ophy to transform the signatures letl by 

informal and formal businesses are 
based on food produced in urban and 
roadside shambas and subsequently 
processed and marketed in various parts 
of Nairobi. Third, and perhaps most 
important, is the notion of 'fungibility', 
that through the production of their own 
food, poor urban and roadside farmers 
are releasing scarce cash resources that 
would otherwise be spent on food. 
Consequently, this cash augments 

municipal councils and local authorities 
in Africa continue to adopt a piecemeal 
approach to urban problems. They do 
not deal with them within the holistic 
context of the urban devclopment man
agement system. The list of attributes of 
'good urban planning' today include 
flexibility to accommodate growth; con
sidcration of the local spatial aspects of 
economic development; inclusion of 
social and cultural issues; consultation 
with and participation of the local peo
ple; and concern for the environment 
and quality of life.45 Many developing 
country urban development plans have 
been ineffective due to lack of decen
tralisation and commitment of deeision
makers, lack of revenue, and inappropri
ate structures for implementing the 
plans, as well as an inability or reluc
tance to enforce development controls. 

Land policy must focus on improv
ing access to urban land for the 

poor, and protecting natural areas 

foreign physical urban planning tradi
tions, not only in Nairobi, but also in 
other urban centres of the country. 

Three distinct aspects of the econom
ic role of urban agriculture and roadside 
farming in Nairobi can be noted. First, a 
sense of independence and security in 
urban migrants (particularly women) is 
a precondition for the generation of a 
spirit of entrepreneurship needed for 
migrants to flourish in the city. Second, 
this productive sector integrates with the 
other informal enterprises. in that many 

household savings and can be reinvested 
in small businesses or used to purchase 
commodities.43 Urban agriculture also 
induces more tangible benefits, convert
ing vacant or unused land into produc
tive green space that can help moderate 
the climate.44 The theoretical signifi
cance of the urban agricultural sector 
reinforces the practical arguments for a 
positive change in attitudes of local gov
ernment authorities towards this sector. 

In summary, despite advances in 
urban planning and development, many 

Underlying virtually all urban envi
ronmental problems in Kenya is the 
issuc of land use and housing, from the 
lack of affordable housing to over
crowding, to inner cities marred by 
informal settlements. Land policy must 
focus on improving access to serviced 
urban land for the poor, and protecting 
natural areas; for it is at these two levels 
that the greatest toll on the environment 
and human health is being felt. 0 
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service delivery 
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TABLE 1: IMPACTS OF EXTERNALITIES broad framework in which the ser

................................................. ~.e.?~~.i.~.~ .. ~~~.r~~.I.i!X .......................... ~.o.s.i.ti~~ .. ~.x.t~r.n.~I.i~ ............. . vices that local governments provide 
can be situated to start answering the 
question of who should provide what 
service and how. 

Quantity Produced Too much Too little 

Costs/Benefits Costs greater than Benefits less than 
social optimum social optimum 

Price Too low Too low 

Stimulus to Innovate Little stimulus to Little stimulus to 

Collective services such as air and 
water quality, street lighting and non
tolled roads come as close to being 
pure public goods as possible. Others, reduce social costs expand benefits 

I
n this paper, suggestions are made as to how ASD can be 
adapted to South Africa given its unique challenges, legal 
frameworks and current debate. It is argued that, for ASD 
to be useful in South Africa, central government will have 
to set the necessary policy framework, build the capacity 

oflocal government, and develop its own capacity to monitor 
and regulate ASD. 

Alternative Service Delivery: A Conceptual Framework 
ASD refers to the delivery of services by organisations 

other than local government, through a variety of mechanisms. 
A contrast can be drawn between direct public delivery where
in a local authority uses its own employees to deliver a service, 
and indirect public delivery, namely ASD. To better under
stand ASD, it is useful to take stock of conventional wisdom 
on service delivery. Since the end of World War 11, when the 
role of government increased considerably, the public sector 
has mainly rendered public services, motivated by the exis
tence of market failures. Market failures occur when quantities 
and prices fail to reflect true social benefits and costs of com
modity uses, because of externalities associated with their 
consumption. Externalities are unintended consequences -
negative or positive - of consumption, and they have an 
impact on the costs and levels of provision of public goods. 

Table 1 illustrates that in addition to pure public cornmodi-

such as housing, water and electricity 
connections, education, health, tolled 

roads and public housing have a fair amount of excludability 
and low rivalry and as such qualify as toll services. Finally, 
services such as fire protection, police services and recre
ational amenities can be categorised as common pool services. 
In practical terms, these categories are not always clear-cut. 

If these broad categories are accepted, it follows that air 
and water quality, street lighting and non-tolled roads can be 
best handled by local government through taxes, regulation or 
other policy measures. On the other hand, there is scope for 
exploiting market forces in the provision of house, water and 
electricity connections, education, health, tolled roads and 
public housing, as it is possible to exclude non-payers. Fees 
and other user charges are easier to enforce for this category 
of services and provision by private sector agents is most fea
sible. Direct stakeholders should address the third category 
with as much participation as possible. This will make taxes or 
charges more acceptable to users who could resist or even 
derail provision. 

Types of Alternative Service Delivery 
The delivery of services involves planning, finance and 

implementation. l Under a conventional contractual arrange
ment, planning and financing reside with the local authority, 
while delivery of the service is contracted out. Contracts are 
well-known in ambulance services, towing, street construction 

and correctional facili-

TABLE 2: FRAMEWORK FOR LOCAL GOVERNMENT SERVICES ties, among others. An 
advantage of contracts is 
that they bring innova-EXCLUDABILITY 

High Low 

Low Toll Commodities Pure Public Commodities t HIERARCHY 

tions in service delivery, 
while the private sector 
can realise significant 
economies of scale in 
research, capital invest
ment and labour man-

RIVALRY High Private Commodities Common Pool commodities 

Market Collective Action 

• 
ties, there are also toll goods and common pool goods. In fact, 
services that local governments provide, such as electricity, 
water or parks, tend to fall into the in-between "grey" cate
gories. The table also suggests that market forces best handle 
private goods followed by toll goods, because it is easier to 
exclude those who do not pay. Collective action tends to work 
better for common pool goods while a hierarchical system 
works best for pure public commodities. Table 2 provides a 

David Mmakola is a Policy Analyst (Institutional Develop
ment) and Vincent Malunga a Policy Analyst (Economic 
Development) at the Development Bank of Southern Africa. 
Thanks to Glynn Davies for useful comments. 

agement.2 Within the 
developed countries, 

contracts are typically used to involve the private sector in ser
vice delivery, while in developing countries, there have also 
been a number of highly successful attempts at contracting 
between the profit and non-profit sectors. One ofthe most suc
cessful contracting models is the Agences d'Execution des 
Travaux d'lnten':t Publique (AGETlPs), which has been used 
mainly in infrastructure projects. AGETIPs use an integrated 
approach, promoting competition while facilitating access for 
small contractors. Project design takes into account local con
straints, labour markets, the limited output of small contrac
tors, the capability oflocal government, and the availability of 
consultant architects and engineers and other related factors. 
The model was first tried in Senegal and has since been 
attempted in other contexts.3 
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Franchises are also commonly 
used, in which consumers pay the 
service provider directly. Franchises 
work best when a local authority 
decides that only a few providers 
should be allowed in a given geo
graphical area, and certain standards 
have to be met.4 Franchises have 
been used for cable TV networks, 
waste collection, airport services 
and utilities. Some local authorities 
also find it appropriate to establish 
"arm's length" agencies. Under this 
arrangement the local authority 
wholly or partially finances these 
organisations, and the agencies have 
some autonomy. In some instances, 
municipalities establish their own 
companies, known as municipal 
business enterprises, which operate 
in areas beyond the local authority: 
taking equity shares in other compa
nies, raising money from within the 
municipality without affecting the 
local authority's financial situation, 
and offering speedier and more con
fidential forms of decision-making, 
for instance.5 Related to arm's 
length agencies are joint boards and 
committees, which are formal, per
manent structures, typically formed 
under compulsion or a compelling 
need to work together. Joint boards 
and committees are formed for rep
resentational, strategic and adminis
trative purposes. 

In some instances, public sector 
organisations collect taxes and issue 
beneficiaries with vouchers, 

GrolJpements NAAM 
Groupements NAAM are solidarity 

groups involved in the provision of ser

vices. They have significantly 

increased rural technical innovation, 

environmental sustain ability and agri

cultural production. Although they are 

not a profit-making organisation, they 

have also focused on improving effi-

ciency and productivity. Their distin

guishing feature is that they emphasise 

indigenous local membership groups 

and support organisations. 

Groupements NAAM's basic organi-

sational units are at the village level. 

From 1960 to 1994, about 4 000 groups 

were formed in 1 000 villages in several 

countries in West Africa. Each group 

consists of 15 to 20 people. Several 

units in one village are brought togeth-

er as Groupements NAAM, which are 

then organised as federations at the 

regional level. At the national level, 

there is a Union des Federations des 

Groupements NAAM. Groupements 

NAAM have constructed dams, built 

dikes and related projects, mostly pro-

viding labour) 

In addition, self-help can be 
used, when local government 
encourages neighbourhood or com
munity groups to participate in an 
activity for their own good. This 
reduces the amount of government 
work and has been applied in care 
for the elderly, recreation and crime 
prevention. In the developing 
world, voluntary and self-help ser
vice delivery driven by cornmunity
based organisations is common. A 
well-known example is the 
Groupements NAAM Cornmunity 
Development in Burkina Faso, 
Ugandan Women's Movement 
against AIDS, and Community
Centred Health Care in Mali, the 
Gambia and Zimbabwe. 

The ASD Debate 
Governments often see ASD as a 

means of mobilising additional 
resources, especially when they run 
into serious financial difficulties, as 
in the case of New Zealand in the 
I980s. Public-private partnerships 
are the most useful arrangement in 
this case. Whereas the traditional 
view of service delivery is that the 
public sector is best positioned to 
provide public services, this has 
recently been questioned. Now the 
private sector plays a significant 
role, because it is more efficient, 
with the appropriate expertise. 
However, cost savings cannot just 
be realised through private sector 
involvement. There is evidence to 

enabling consumers to choose their own service providers. 
Vouchers are particularly suitable for tollable goods and may 
assume the form of subsidies; they have been used in the areas 
of education, housing, transport and food provision. 

Within the South African context, a case can be made for 
the use of vouchers in housing delivery. One of the major 
problems with vouchers is that beneficiaries can sell vouchers 
to other people, resulting in redistribution of wealth from the 
poor to the rich. Voluntary service provision has also been evi
dent in certain instances of service delivery: fire control, 
libraries, parks, data processing, administration, public rela
tions and public works. Voluntary service delivery has a num
ber of benefits, including the use of dedicated unpaid people, 
greater flexibility, and the possibility of augmenting resources 
through fund-raising, thus providing a focus for community 
involvement. Some organisations have even been able to, over 
time, function as arm's length organisations, especially in 
areas where local authorities are not keen to get directly 
involved. There are, however, problems with the voluntary 
sector: they can be unaccountable, unprofessional and undi
rected.6 Local authorities should ensure that voluntary organi
sations have the required expertise before handing over ser
vice responsibility to them. 

show that NGO involvement can drastically reduce the costs 
of rendering services, through multiple networks of service 
provision involving active participation of the users.8 Many 
successful cases ofNGO partnerships have arisen from a lack 
of state resources. 

There is also a strong ideological defence of ASD. The pri
vatisation of state assets in both the UK and USA has been 
closely linked to calls for leaner government: the state should 
only get involved in areas where the private sector cannot. 
Within this context, it is argued that ASD enables government 
to be more focused, leaving aspects of service delivery to 
organisations that are better equipped to carry them out. The 
idea of an enabling government has also been extended to the 
local level, where local authorities are encouraged to deliver 
services through the private sector, arm's length organisations, 
joint boards and cornmittees and the voluntary sector. In such 
situations, the role of local government is not direct delivery, 
but control, partnership, support, regulation and influence.9 

ASD is also favoured for the variety of choices it provides 
to consumers. This has the benefit of ensuring that consumers 
secure the lowest costs for services under a competitive ser
vice delivery arrangement. Private sector organisations also 
see ASD, and particularly privatisation, as a way of improving 
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I. 

service delivery. They argue that ASD 
improves access to services, fosters an 
ability to change processes when prob
lems are detected, enables better use of 
technology, rwuces overlap among 
jurisdictions and encourages competi
tion. NGOs and community-based 
organisations see ASD as a form of 
resource pooling and a mechanism to 

ensure the financial sustainability of 
service delivery, especially in develop
ing counrries. 

However, it is important to note that 
ASD emerged under specific socio
economic contexts in the developed 
countries. It arose after universal ser
vice coverage had been achieved, and 
amidst pressures for better quality of 
services, high levels of technological 
development, low levels of poverty 
and sudden shrinkages in publ ic sector 
resources. Even among the developed 
counrries, these forces have had vary
ing impacts. In Canada, for instance, 
attempts to copy a privatisation model 
from New Zealand, while ignoring the 
huge fiscal pressures that New Zealand 
faced during the 1980s, and which was 
absent in Canada, were heavily criti
cised. 

Similarly, in the developing world, 
ASD has been criticised for insensitivi
ty to contextual differences. High levels 
of poverty, the underdevelopment of the 
private sector, and the potential of the 
NGO/CBO sector to contribute towards 
development, are some of the underly-

The most visible form of ASD in 
the developing world is service 
del ivery by locally based. non
profit organisations. There are 
many examples of success by 
community-based organisations 
in service delivery, in areas as 
diverse as housing. water and 
sanitation. and electricity. 

can occur at the expense of employment. In 
an attempt to manage some of these prob
lems, some privatisation deals guarantee 
public sector employees rransfers to the 
new service providers for a number of 
years. Other areas of criticisms include the 
potentially negative results of competition 
for the provision of public services, and the 
danger of creating monopolies. 

ing issues that should be borne in mind. Poverty renders ser
vice delivery by the private sector unaffordable. The absence 
of a visible, indigenous private sector leaves foreign compa
nies as the only significant players. Although the involvement 
of these companies brings foreign investment, in certain 
instances it causes serious political problems. Perhaps the 
growrh of the NGO sector in the developing world infonns the 
way local authorities should engage other role-players towards 
service delivery in the futlJre . However, serious problems 
emerge when these forms of service delivery take place on a 
wide scale.IO Where local government has become weak, ser
vice delivery has been left in the hands of locally based organ
isations which are often still in their infancy. There must thus 
be active local government panicipation for sustainable ser
vice delivery, since ASD tends to suffer in the absence of an 
effective regulatory environment. 

Another area of criticism relates to the time frames within 
which ASD, especially privatisation, is evaluated. The effec
tiveness of ASD is only visible in the long-term, but evalua
tion studies continue to be undertaken with short-term per
spectives. Wha( may be regarded as success may be only a 
phase in the development of ASD. For this reason, the wave of 
ASD that gained considerable momentum in the I 990s has not 
yet shown conclusive results. It has also been argued that ASD 
fails to resolve conflicting values. For instance, lowering costs 

Contexts of Alternative Service Delivery 
ASD has evolved differently in the developed compared to 

the developing world. These differences of development are 
closely relatw to the historical role of local government in 
these societies, the levels of socio-economic development, and 
the significance of the private sector. [n the developed world, 
ASD has progressed wirh an active panicipation of local gov
ernment, while in the developing world it has tended to 
emerge as a spontaneous wave, sometimes in reaction to the 
incapacity of local govemmentto deliver services. 

In Western Europe and :"Jonh America, local govemment 
actively participated in de fming, regulating and monitoring 
the ASD environment. The opposite is the case for local gov
ernment in the developing world. Developing countries, espe
cially those of Asia and Africa, inherited highly centralised 
systems of local govemrnent. I.ocal government had neither 
the resources nor powers to get actively involved in service 
delivery. Although during the 1980s central governments in 
these countries anempted (0 extend powers to local authori
ties, there was little political or financial support. Frustrated by 
lack oflocal government delivery, users took over the delivery 
of many of these services. I I 

What is immediately clear from this comparison is that the 
delivery of services by organisations other than local govern
ment takes place outside government control in the develop
ing world, while in the developed world ASD emerged as a 
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regulated arena. In the I 990s, however, there have been some 

attempts by local authorities to rcgain some of their lost influ
enee. This has led to the emergence of intenTIediary organisa

tions in the developing world. le Intennediary organisations 

comprise reprcsentatives from local govemment and other 
locally based organisations for service delivery. This factor 

has important implications when national governments 

attempt to create an environment for ASD to thrive. 

Moreover. anothcr aspect of the different nature ofASD in 

different contexts is the underdevc lopment of the private sec

tor in many parts of the developing world. In the developed 

world, AS D has taken the fonTI of involving the fon11al private 

sector in service del ivery. The virtual absence of this sector in 

the developing countries essentially means that ASD has to 

take different shapes in the developing world. For instance, in 

a devcloping economy, ASD has to be linked to the process of 

developing the private sector. Local government needs to play 

an active regulatory and monitoring role, structuring ASD 

arrangements to facilitate the development of an indigenous 

private sector. 

The most visible fornl of ASD in the developing world is 
service delivery by locally based, non-profit organisations. 

There are many examples of success by community-based 

organisations in service delivery, in areas as diverse as hous

ing, water and sanitation, and electricity. Some of these organ
isations have even been organised beyond local boundaries 

and have become national entities, one of the best known 

examples being the SAGUAPAC Co-oper-

ative in Santa Cruz, Bolivia." 

mobilised to address these backlogs, or a lower level of ser
vices will have to be delivered. 

There is also limited capacity to deliver services at the local 
government level. Project Viability, an exercise undertaken 
jointly by the Departments of Finance and Provincial and 

Local Government to investigate the liquidity of local author

ities, has identified a number of management capacity prob

lems. For instance, of more than 800 local authorities, one 

third are not administratively able to render services. Local 

authorities face skills flight, especially in financial and strate

gic management. The hope is that ongoing rationalisation 

resulting from demarcation will create more administratively 

viable local authorities. Given the urgency of the development 

challenge, other management resources, including those from 

the private sector, should be tapped to ensure that much-need

ed public services are delivered. It is against this backdrop that 

ASD has been mooted in South Africa. 

Currently, ASD is mostly taking the fonn of public-private 

partnerships (PPPs), but other fon115 of partnerships, such as 

those between public sector organisations and civil society, 

have also fonTIed part of the evolving policy framework. That 

service delivery in a democratic South Africa would need the 

participation of organisations other the state was realised as 

early as 1994 when the White Paper on the Reconstruction and 

Development Programme was released, acknowledging that 

state resources to address pressing needs were limited. Since 

then, a number of government departments havc fonnulated 

For countries with an active civil soci

ety, there is already an abundant, untapped 

potential that could be harnessed for ser

vice delivery. Local government should 

play an active role in optimising the 

involvement of this sector through finan-

There is limited capacity to deliver 
services at local governn1ent level 
... one third of local authorities are 

not able to render services 
cial assistance, provision of local authori-

ties' staff, facilities and equipment, train-

ing, advice and fund-raising. 
Poverty in the developing world also means that alterna

tives other than the profit-making sector have to be considered 

when discussing ASD. Rampant poverty, worsened by high 
levels of unemployment, inflation and other contributing fac
tors, render most public services unaffordable for the urban 

poor. An ASD model that is sensitive to these dynamics should 
be promoted as far as possible. This view has tended to favour 
mutual self-help associations, wherc communities bring a sig

nificant amount of resources other than finance to service 
delivery. For countries with high levels of unemployment, 
AS D arrangements need to be specifically mindful of human 
resources consequences, and have mcchanisms for addressing 

issues of access to economic opportunities. 

The South African Situation 
South Africa faces hugc service backlogs in historically 

black areas. The Medium TenTI Expenditure Framework 

(MTEF) estimated for the 1998/9 financial year that between 

R47 billion and R53 billion would be needed to address infra

structure backlog in five years.l~ The MTEF also indicated 

that at thc current government allocation rate. thesc backlogs 

could only be addressed by the year 2065. Government expen

diture towards infrastructure services continues to fall below 

the estimated requirements. Additional funds will have to bc 

A.I:_= __ • __ =_L .... \ 1_. "' .. 110.1 - .. 

policies aimed at mobilising organisations outside the public 

sector towards the delivery of public services. At the national 

level, a number of government dcpartments have already start

ed taking policy initiatives. In its macro-economic strategy, 
the Department of Finance strongly supports the private sec
tor's involvement in service delivery, while the Department of 

Public Service and Administration sees service delivery as the 
joint responsibility of the public, private and civil society sec
tors. The Department of Public Works has already made plans 

for partnerships in asset procurement and operations; the 
Transport Department has initiated Development Corridors, 
which are essentially large-scale investments by private sector 

organisations in long-tcnn concessions. 

The best known of these is the Maputo Development 
Corridor. The Department of Provincial and Local 

Government l) has established internal capacity in the fonTI of 

local economic development and PPPs, issued guidelines to 

local authorities on how to involve the private sector in service 

delivery, and is currently in the process of developing a poli

cy framework on municipal services partnerships. III 

Amidst optimism from government institutions, public-pri

vate partnerships have met with strong criticism. cspecially 

from the labour movement. They argue that some of the sup

posed benefits lack relevance to the South African context or 

are ideologically unsound. For starters, some question thc 
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assertion that public funds for service delivery are limited, 
arguing that austerity restrictions are placing an undue con
straint on resources that could be channelled to service deliv
ery, and that a lack of co-ordination among government 
departments leads to a waste of resources. 

In addition, labour argues that private sector involvement 
should be transitional, with the specific aim of building public 
sector delivery capacity. The Congress of South African Trade 
Unions (COSATU) has reasoned that municipalities' lack of 
capacity is the very reason that private delivery of public ser
vices would be sub-optimal: municipalities lack the capacity 
to contract, monitor and regulate such provision. Another crit
icism is that the profit motive will lead to "cherry-picking" 
and that the poor will be marginalised because private provi
sion is not consistent with the state's commitment to universal 
service coverage. Other criticisms include fears of job losses, 
corruption during the bidding process, and poor delivery by 
the private sector. 

In spite of this, several local authorities have already start
ed taking initiatives to involve the private sector in service 
delivery, The Municipal Infrastructure Investment Unit, an 
agency formed by the Department of Provincial and Local 
Government to assist local authorities considering involving 
the private sector in service delivery, reports that by the end of 
June 2000, about eight projects had been approved, two had 
been signed, eight were in negotiation, while various others 
were in preparation or in the conceptual stages. But munici
palities have also been promoting projects that do not involve 
the private sector, such as locally based community forma
tions. Some local authorities are involved in a range of part
nerships involving community-based organisations in the area 
of planning, local economic development, environmental 
management, water and sanitation, refuse removal and hous
ing and integrated living environments. 17 

However, the trade union movement has singled out pub
lic-private partnerships in particular, as unilateral privatisation 
of municipal services by the government. As a result, a tech
nical team comprising representatives from COSATU, the 
govenment and the South African Local Government 
Association (SALGA) was formed. Their brief was to draft a 
framework on Municipal Services Partnerships.lH 

This framework agreement has since been followed by the 
Local Government Municipal Systems Bill and the White 
Paper on Municipal Services Partnerships. Of specific note is 
the range of institutional options identified in the Bill. It makes 
a distinction between internal service delivery by the munici
pality, and agreements with outside entities, such as other 
municipalities, organs of state, service utilities, municipal 
business enterprises, community-based organisations and tra
ditional authorities. 

Increasingly, it will no longer make sense to provide a uni
form rationale for involving other organisations in service 
delivery. Whereas the benefits of private sector participation in 
service delivery have been expressed in terms of mobilising 
additional capital, technical expertise and managerial compe
tence, the involvement of the NGO/CBO sector, traditional 
authorities and water committees bring a different set of con
siderations. Considerations must be expanded to include 
responsiveness, appropriateness, and empowerment. Evolving 
partnerships will have to be tailor-made. What will also be 
daunting for decision-makers is how to choose from this array 
of potential service providers. 

Towards ASD in South Africa 
ASD will have to be contextualised to accommodate South 

African nuances, taking into account the current problem 
areas, and laying down a few principles for guidance. 
Moreover, national government will have to strive to create an 
environment that facilitates ASD for local government by 
removing existing impediments. Local authorities themselves 
will have to develop mechanisms for systematically choosing 
between different types of delivery mechanisms. A number of 
models for doing so will have to be explored. 

Contextual Issues 
The South African socio-economic context, development 

of local government, views of the different role-players and 
legal impediments are issues to be borne in mind in ASD dis
cussions. As far as socio-economic issues are concerned, the 
most critical are high levels of poverty in many areas of the 
country, the historical underdevelopment of the black private 
sector, high levels of unemployment, urban-rural disparities, 

and the growing civil society move
ment. There is a need for a strong 

There is a lack of trust of the 
private sector by some previously 

disadvantaged communities ... 
relations need to be cultivated 

empowerment element in ASD, as well 
as capacity building. Moreover, there is 
also a lack of trust of the private sector 
by some previously disadvantaged 
communities, suggesting that relations 
of trust need to be cultivated. 19 

Issues around which consensus could not be reached were 
then referred to a sectoral forum, which is still attempting to 
resolve outstanding issues. The framework sets out the broad 
objectives for service provision, while arguing that the public 
sector is the preferred mode of delivery and that private pro
vision of services should only be considered once all other 
providers have been eliminated as viable alternatives. In terms 
of the document, the private sector's role in service delivery 
should be geared towards building local government capacity, 
and for leveraging additional financial, human and material 
resources. 

With regard to the future of local 
government, it is fair to infer that in the 

long term this will be different from what is currently avail
able. Outside the metropolitan areas, South Africa will have 
fewer, larger local authorities, with stronger secondary struc
tures (District Councils), and consolidated urban and rural 
areas forming single municipalities. Up to now, municipalities 
have been active in urban service delivery. In the rural areas, 
mainly national departments, parastatal organisations and 
NGOs have handled public service delivery. Given the envis
aged blend in local government arrangements, the implica
tions are going to be vast. How the delivery framework will 
evolve is an issue that will have to be resolved as time goes on. 

• ._-""- .... ___ L. "101"\1"\" 

R
ep

ro
du

ce
d 

by
 S

ab
in

et
 G

at
ew

ay
 u

nd
er

 li
ce

nc
e 

gr
an

te
d 

by
 th

e 
Pu

bl
is

he
r (

da
te

d 
20

10
)



The role of District Councils vis-a-vis 
primary local government structures will 
have to be monitored. 

A criticism of ASD is that the local service delivery structures)l 
Through integrated development plans, 
local authorities are expected to bring all 
these activities into one service delivery 
model. The major role of central govern
ment could be to develop the necessary 
legislative framework for ASD arrange
ments to take place, build the capacity of 

There is still no firm consensus 
among the key role-players as to rhe 

profit motive will lead to "cher
ry-pick ing" and that the poor 
will be marginalised because 
private provision is not consis
tent with the state's commitment future of ASD. The framework 

Agreement states that the preferred 
method of service delivery is through rhe 
public sector. However, the Local 
Government Municipal Systems Bill notes that: 

to universal service coverage. 

When a municipality has ro decide on a mechanism to pro
vide a municipal service in the municipality or parr of the 
municipality, or to review any existing mechanism. ir must 
select the mechanism or range of mechanisms which will 
ach.ieve the best outcome in accordance with the require
ments of Section 76 (2). These requirements are equity, 
broader access, prudent and effective resource use, finan
cial and environmental sustainability, and reviewability. 

Nowhere in the document is the public sector mentioned as 
the preferred provider of services, meaning that each case 
would be judged according to its merits. This is likely to 
remain a hotly contested area, and may even become one of 
rhe key detenninants of the future of ASD. No less significant 
is the prevail ing legal environment. There remain a number of 
uncertainties which could affect the willingness of potential 
service providers outside local government to participate in 
ASD. Legal impediments include uncertainty over the cir
cumstances under which national and provincial government 
may intervene in local government affairs, the authority to set 
and collect tariffs, reporting requirements, procurement and 
contracting issues, the fact that NGOs and CBOs are not reg
istered as legal entities, and labour issues)O 

The Role of Central and Provincial Government 
South Africa is going through a process of decentralisation, 

wherein central governmenr departmenrs are establishing 

Africa Insight Vol 31 No 1 

local government to engage in ASD 
arrangemenrs, and monitoring and evaluation. 

A related issue is capacity. Even the reconstructed local 
authorities that emerged after the 2000 local governmeot elec
tions will only develop rhe requisite administrative and finan
cial management capacity in the medium to long tenn. ASD 
affects the kind of capacity that needs ro be built, for example 
local authorities will need the capacity to contract, monitor 
and regulate ASD arrangements. 

National government will have to take an active role in 
buildillg this capacity. Currenrly, the Municipal lnfrastructure 
lnvesnnent Unit assists local authoriries that intend engaging 
the private sector in service delivery. So does the 
Development Bank of Southern A frica and other agencies. 
However, this capacity building is directed at assisting local 
authorities to engage the private sector. 

Central government will also have to pay atlention to the 
monitoring and evaluation of ASD. The Municipal Systems 
Bill proposes the introduction of a perfonnance management 
sysrem for local authorities. As the system develops, ir will 
hopefully be differentiated to address local particularities. 

The Role of Local Government 
ASD in South Africa has to take rhe fonn of parmerships, 

with local government playing an active role. There are bene
firs to be derived from spolltaneous development of ASD, 
including speedy delivery of services, effective utilisation of 
labour, and a sense of ownership or development initiarives. 
Neverrheless. to counteract the problems that bedevil ASD, 
local governmenl needs ro playa constructive role. It sh.ould 
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be noted that an active role for local government does not 
guarantee positive results from ASD. ASD policies driven by 
vague ideological rhetoric that tries to co-opt civil socicty do 
little in practice to improvc scrvice delivery. Local authoritics 
nced to be systematic in thcir introduction of ASD. It also 
appears that thcre arc a number of requirements, kcy consid
erations and criteria that need careful analysis to makc ASD a 
viable option. 

Requirements for Successful ASD 
There are a few requirements that should facilitate the 

involvement of organisations other than local government in 
service delivery: 

• Political support and leadership within the administrative 
arm of local government; 

• Willingness to work flexibly with employees; 
• Baseline information to compare costs; 
• Focus on quality and cost savings. 

Political and administrative leadership and support are par
ticularly necessary to contextualise ASD within a long-term 
strategic vision of the municipalities. Some ASD options have 
longer-term implications that need to be 

ties into a more useful debate. Once decisions have been taken 
about the type, quantity and quality of services to be provided, 
local authorities considering service delivery alternatives 
should create what Finley calls a community vision.22 In the 
South African context, this comes in the form of Integrated 
Development Plans. 

This vision should explicitly spell out. after due consulta
tion with the community, the required mix and levels of ser
vices required. Moreover, the institutional constraints of each 
service should be considered, taking into account the possibil
ities of technological innovations. Also crucial is recipients' 
ability to pay, as this sets constraints on the options worth con
sidering. Information on the source of finance is particularly 
critical as it facilitates the juxtaposition of existing sources of 
revenue against the financial implications of service extension 
and continued service delivery. It is also useful to consider 
existing capacity within the locality, for delivery. Existing 
enterprises need to come into the equation. In addition, deliv
ery agents' capacity needs to be measured against the capaci
ty of local government. 

In other words, there is a significant level of adaptation that 
will have to be introduced for ASD to be an effective mecha-

carefully considered. Moreover, options 
such as privatisation trigger enormous 
resistance and without the political will to 
take decisions may prove to be particularly 
difficult to implement. ASD discussions 
also become fruitless when baseline infor-
mation is not available. Discussions around 
efficiency gains from delivery alternatives 

ASO will have to have a targeted 
development element, to 

enable the previously 
disadvantaged sector to benefit 

can become ineffectual when there is no 
information about costs, the local population, available service 
providers and so on. Local authorities need to conduct sys
tematic feasibility studies to gather this data. 

Labour issues are at the heart of ASD debates. In a devel-
oping country like South Africa, where unemployment is on 
the increase, there is a pressing need to think about the labour 
implications of ASD. Some of the most intense debates stem 
from the way service delivery problems in a locality are 
defined. For instance, rather than ask whether to privatise solid 
waste collection, questions could be raised around how to sus
tain solid waste collection in a context of rising demands and 
limited financial resources. Such a question may bring all par-
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Development. 1999 

181t would appear from the ongoing policy 
process that the Department of 
ProvinCial and Local Government sees 
the framework Agreement as a TranSI
tional mechanism aimed at proViding a 
framework for partnersllips, before the 
Department embarks on the formal poli
cy process Labour, however, is Intent on 
having the agreement shape the contem 
of policy on partnerships ThiS area IS 
likely to continue TO cause disagreement 
between labour and government 

19 Stacey 1997. 
20 White Paper on Municipal Services 

Partnerships 2000. 
21 White Paper on Local Government 1998 
22 finley 1989, p 20 
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TABLE 1: MATCHING BUSINESS DEVElOPMENT TOOLS AND OBJECTIVES) 

Tool 

One-stop centre 

Start-up and venture financing company 

Small business assistance centre 

Group marketing system 

Promotion and tourism programming 

Research and development 

Incubation centre 

Technology and business park 

Enterprise zone 

Entrepreneurship development activity 

Women's enterprise 

Micro-enterprise 

Business 
Start-Ups 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

The manufacturing sector is the second largest contributor 
to formal employment, but there has been a drop in the num
ber of people employed in this sector. The govemment is thus 
tuming to local economic development strategies in an 
attempt to promote job creation and boost exports. 

Industrial Development at a Local Level 
There arc many definitions for local economic develop

ment (LED). A broad meaning is used here: "initiatives 
designed both to promote growing local economics and 
address poverty alleviation".4 The main objectives arc to build 
quality jobs for the current popUlation, to achieve local eco
nomic stability, and to build a diverse economic and employ
ment base. 

In selecting an approach to the development of a local 
economy, the following should be considered: traditional 
LED, or business attraction through incentives; small business 
development; human resource development; cities investing 
in business ventures; and community-based or self-help 
approaehes.s Each ofthese is part of the combination of plans 
the community develops to create a local economic develop
ment strategy. Each locality has economic problems that result 
from people needing jobs, firms closing or leaving, and factors 
that attract or produce more jobs. Strategies that are selected 
are thus unique in their development and applieation6 

Traditional and small business development arc important 
components of LED as the best method of establishing or 
maintaining a sound local economy. Matching business devel
opment tools and objectives is important. Table I shows how 
the 12 tools emphasise the different dimensions. 

On a local or city level, the international trend has been a 
deelining manufacturing sector and a growing services sector. 
However, it is clear that "manufacturing matters" if a city is to 
become a global competitor. For this reason industrial policy 
is important as it sets "the terms of the new competition and 
the context in which the new technology will evolve".~ The 
manufacturing sector is also important in tenns of its output 

and linkages to other sectors. 

Tamzyn Dor/ling is in the Department o( Geography, 
Unil'er5ity o(the WiMatersrand. This is an edited version o(a 
paperpreparedjor the Friedrich Ehcrt Sti/tllng in JlIly 1999. 

Business 
Attraction 

Business Expansion/ Nurturing Innovation 
& Entrepreneurship 

X 

X 

X 

X 

X 

Retention 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

While industrial development has traditionally been the 
main sector leading the development of the economy, the new 
trend has been to consider the city as a whole rather than 
emphasising a few key sectors and protecting and restoring the 
old industrial economy to create employment opportunities. It 
is important to know about comparative strengths and weak
nesses to shape the destiny of the eity.9 In this context, the role 
of government has changed to become more market-based or 
entrepreneurial.! 0 

Internationally, there arc a number of industrial cities that, 
after experiencing deeline, have regained a measure of pros
perity by reelaiming and promoting their cultural and archi
tectural heritage to attract small business investment and 
tourism.!! Tourism has been hailed as one of the "largest, 
fastest-growing sectors of the global economy - directly and 
indirectly driving more than 10 percent of GOP, jobs and 
investment".!} Although not all cities have been successful, 
this form of LED can bring in new jobs and income. The sec
tor is highly competitive and changes constantly, and contin
ued promotion and investment is thus essential. Furthermore, 
the promotion of tourism is "inextricably bound up with 
growth strategies, image and making a city a good place to 
live in, as well as the obvious one of increasing the number of 
visitors"13 However, although an asset to a locality, tourism 
should not be promoted as the solution for urban areas in a 
state of no-growth or decline. Tourism is thus best seen as only 
one component of an economic development strategy.!.! 

LED approaches 
One of the economic development models most widely 

used by communities is the traditional or incentive-based 
approach ("smokestack chasing"). This model assumes that a 
community can improve its market position with industrialists 
by offering incentives and subsidies. The argument is that new 
activity will generate taxes and increased economic wealth to 
replace the initial public and private subsidies. This model has 
proven that community promotion works and that it is impor
tant for communities to "package" themselves for marketing 
purposes. But, while location theory suggests that localities 
can market themselves and offer incentives that give a com
petitive advantage over other areas with similar resource 
endowments, there is some debate as to its etftcacy. It is 
important that communities are careful with the type of invest-
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ment they encourage. The community needs to link economic 
and employment objectives to the types offirms in the locali
ty. for this reason, it is important for communities to be 
induced to expand in assisted areas. IS 

Some have argued that those industries best able to gener
ate job opportunities should be given the most encouragement, 
while others point out that key industries need to be estab
lished in specially selected locations. Yet others suggest a pol
icy of diversifying the industrial base of depressed areas to 
increase the growth potential in these areas. There are diffi
culties in using any of these approaches, and they are often 
incompatible. 16 

There is some evidence of a shift towards a market-orient
ed or entrepreneurial approach to local economic development 
in cities around the world. It has been suggested that "subna
tional economic development policy has undergone a recent 
shift from an almost exelusive reliance on supply-side location 
incentives to stimulate investment to an approach that increas
ingly emphasizes demand factors in the market as a guide to 
the design or invention of policy. 

The mastery of demand factors requires a sensitivity by the 
state to the structure and possibilities of the market. an entre
preneurial sensibility"17 Although there has been more 
emphasis placed on state entrepreneurial ism, this does not 
mean that supply-side strategies have been displaced. Table 2 
summarises some of the differenecs between thc supply-side 
approach to devclopmcnt and thc demand-oriented entreprc
neurial approach. 

It is not always appreciatcd that attcmpts to promote devel
opment in economic sectors other than industry also need to 
bc madc. Oftcn thc success of industrialisation programmes 
dcpends on improvements in other sectors such as agriculture, 
and the extent to which thc improvements can bc attained can 
either providc a curb or act as an inccntive to thc success of the 
new ventures. 19 

In the developmcnt of cconomies, industrialisation is 
sometimes rcgarded as a panacea. However, it is important to 
understand that cconomic development is not synonymous 
with industrialisation alonc. Other than thc importance of pro
moting the intcgration of cconomic sectors, it is also important 
in approaching industrial development at a local level by 
encouraging the integration of different institutional stake-

holders, and of ensuring that the appropriate mix of tools or 
mechanisms arc used. 

Industrial Development as a LED Strategy in Port 
Elizabeth-Uitenhage 

History of economic and social development 
With a population of over onc million pcoplc, the city of 

Port Elizabeth-Uitenhagc is the third largest in South Africa. It 
is located in the Eastern Cape Province and is onc of the main 
manufacturing ccntres in the country. 

Since thc 1920s the growth of Port Elizabeth has been 
largely influcnced by the automotive and component sub-sec
tor. Prior to this, the city was a growing centre of commercial 
activity and primary production, with strong links with the 
wool and mohair industry. Despite ccrtain disadvantages, 
aggressivc efforts to promote industrial dcvelopment resulted 
in success - oftcn at the expensc of marginalised communities. 

Investment from international finns shifted the importance 
of the town from a raw material export centre to a production 
site that would be tied to the dynamics of the global automo
tive industry. Port Elizabeth became known in the 19th centu
ry as the "Liverpool of the Cape", and in more rccent times as 
the "Detroit of South Africa".2o 

Thcrc havc becn threc main industrial development phases 
in the city, the first characterised by the assembly of parts 
made elsewhere and thc production of basic consumer goods. 
The sccond phase, beginning in the 1 960s. involvcd a shift to 
consumer durables and capital goods, influenced by the 
growth in the automotive manufacturing industry under the 
local content programme. 

The third phase appears to bc one in which import substi
tution has run its course. 21 Over time. the protcctionist and 
industrial decentralisation policies of national govcrnmcnt led 
to a crisis in the automotive industry. Morcover, the concen
tration of industries in the city created an undivcrsified econ
omy that responded with difficulty to recessions and macro
economic policies. 22 

Structural changcs in the industry at a national level led to 
a deeline in national automobile production, which had a rip
ple cffect on a number of other local componcnt manufactur
ing industries.2] The primary, construction and manufacturing 

TABLE 2: CONTRASTS BETWEEN SUPPLY-SIDE AND DEMAND-SIDE POllCY18 

Supply Side Demand Side 

Growth is promoted by lowering production-factor costs Growth is promoted by discovering, expanding, developing, or 

through government subsidies of capital and land through low taxes. creating new markets for local goods and services. 

Main focus is on established, potentially mobile capital. Main focus is on new capital. 

Strategies focus on stimulating capital relocation or capital retention. Strategies focus on new business formation 

and small business expansion. 

Development involves competition with other jurisdictions 

for the same investment. 

Government supports low-risk undertakings. 

Any employer is a suitable target for development assistance. 

Government's role is to follow and support private-sector 

decisions about where to invest, what business will be profitable, 

and what products will sell. 

Africa Insiaht Vol el1 No 1 

Development proceeds by nurturing indigenous resources. 

Government becomes involved in high-risk enterprises 

and activities. 

Development assistance is offered selectively 

according to strategic criteria. 

G overnmenfs role is to help identify investment opportunities 

that the private sector may either have overlooked or be reluctant 

to pursue, including opportunities in new markets, new products, 

and new industries. 
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sectors were particularly affected, resulting in a long-tenn 
period of stagnation from the 1970s. 

Since then there have been some changes in the national 
and global market-place which have resulted in new opportu
nities for the city. In the 1970s and 1980s the govcrnmcnt's 
industrial development policies meant that Port Elizabeth's 
location was at a disadvantage in tenns of distance from the 
main markets, there was limited export potential, and thc elose 
ties with the automotive industry were a hindrance. 

However, new industrial policies introduced sincc 1994 
emphasise the importance of export-orientated growth and 
competing in global markets, and the city's coastal location 
has become a significant advantage. The manufacturing and 
services sectors are the largest in tenns of contribution to gross 
geographic product and employment. 24 There havc been pos
itive signs of adjustment to the shift in national trade and 
industry policy.25 

In line with new legislation, there has been a change in thc 
role of local government. Rather than simply providing ser
vices, facilities and other social benefits, there has been a shift 
towards the promotion of business growth, attraction of 
investment and employment crcation.26 Investment has been 
made in general social infrastructure in the city to improve the 
quality of life of the inhabitants and tourists, and to facilitate 
trade. 

On the social front, there is a relatively well-developcd 
infrastructure with regard to education and training, health and 
welfare, housing, transport, water and electricity, communica
tion services, fire protection and crime. Although the less priv
ileged areas have recently received more attention from the 
local authorities, non-payment of services remains an issue. 

However, some of the indicators of social development are 
relatively bleak. In 1991 the human development index in Port 

assembly finns in the country, including Volkswagen SA, 
Delta Motor Corporation, and Samcor, located there. There 
are about 100 component producers in Port Elizabeth, with 
nationally nearly 50% of total employment and an even 
h'Teater percentage of output being employcd by fourteen large 
finns.29 

The changing trade and industrial policy environment, and 
the introduction of the Motor Industry Development 
Programme has rcsultcd in a national rate of increase in 
exports of 47% p.a. from 1988 to 1996. Despite the increasing 
pressure from reduced protection in this sector, it seems to 
have risen to thc challenge and is perfonning well. 

Besides its relativc advantage in the production of motor 
components for the local and export markets in the mid-1980s, 
Port Elizabeth also had an advantage in tenns of the manufac
ture of hides and skins, electrical machinery, and the process
ing of food products.3o In morc recent times, the government 
has idcntificd and targeted four manufacturing sub-sectors 
with growth potential: bcsides the automotive and compo
nents sector, the textile, wool and mohair; leather and 
footwear; and food processing sectors have been targeted. 

In tcnns of government's plans to stimulate industrial 
development in the Eastern Cape, Spatial Development 
Initiatives (SDIs) and an Industrial Dcvelopment Zonc (IDZ) 
are being developed. The Fish River SDI is focused on indus
trial development, and is aimed at promoting the growth of 
industrial nodes between Port Elizabeth and East London) I It 
is one of ten trade and industry departmcnt programmes 
throughout thc country, with some 130 potcntial investment 
projects to give momentum to investment.32 Thc Coega 
Industrial Development Zonc, located 20 km from Port 
Elizabeth, is linked to the Fish River SDI. The IDZs are 
planned to facilitate invcstment in manufacturing)3 

Prospects for economic growth in the 

Industl-ialisation is sometimes 
regarded as a panacea ... but 

economic development is not 
synonymous with 

industrialisation alone 

city depcnd heavily on the Coega IDZ. 
It is unelear at this stage exactly what 
kind of industries will be located there, 
but there are indications that local com
merce and industry are relying heavily 
on thc zone to stimulate growth and 
development in the city. Many view the 
IDZ as the answer to the city's unem-

Elizabeth was higher than that of the Eastern Cape Province, 
but lower than the national average. In the absence of recent 
official unemployment figures, local surveys indicate that 
there was a 32.8% unemployment rate in 1993, which 
increased to 40% in 1994.27 The disparity in household 
incomes between diffcrent race groups is also significant.28 

Current role of the industrial sector in 
Port Elizabeth's economy 

The statistics for Port Elizabeth-Uitenhage record 698 offi
cially registered manufacturing establishments, representing 
55% of all manufacturing cstablishments in the Eastern Cape, 
and just over 3% of those in South Africa. The employment 
breakdown was skewed towards small and medium enterpris
es employing less than 200 workers. In 1994 the manufactur
ing sector contributed about one third of the total GGP, and 
employed 32% of workers in the city. 

The most significant industry in Port Elizabeth is the auto
motive and components industry, with thrce of the seven 

ployment problem; however, there are 
some who fear that the development will gencrate few jobs, 
damagc the environment, and impact negatively on human 
health. 34 

Towards a new LED strategy for Port Elizabeth 
As in other cities around the world, Port Elizabeth is faced 

with the choicc of a number of different local economic devel
opment options. In the past industrial development has been 
the most significant economic sector in tenns of contribution 
to output and employment. The need to revive industrial 
development in the city is perhaps one of the main reasons for 
thc concept of an IDZ being mooted at CoegaY' 

Until late 1998 it was envisaged that Billiton would 
becomc the main anchor tenant at Coega as it had committed 
itself to invest some R2.7-billion in a zinc smelter. However 
Billiton's technical partner, Mitsui, has backed off from the 
deal, and it has been unable to find another partner, although 
the South African Industrial Development Corporation is still 
involved in the development. The only other tcnants were 
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Portnet and Pretoria Portland Cement 
(PPC). Then in July 1999, Gennany's 
stainless steel group Ferrostaal emerged as 
a new potential anchor tenant, based on 
industrial offsets from a multibillion-rand 
counter-trade arms deal)6 Other than these 
core tenants, there have apparently been a 
number of inquiries from potential 
investors. 

Tourism has grown at a rapid 
pace during the 1990s and 
shows a lot of potential in 
the city. It has been argued 
that it is importa nt for the 
Eastern Cape to develop and 
market a "cohesive. strong 
branding or image for the 
region as a whole" . 

Some of the main challenges faced by 
the Coega Implementing Authority include 
the lack of su fficient transporr in frastruc
ture, concerns of the labour movement, 
ecological challenges, linkages with the 
local economy. and credibility of the indus
trial cluster concept. The global economic 
crisis has affected commodity prices, 
including zinc, and has had an impact on 
investor semiment which could affect the There bas been significant debate at the 

local level about the appropriateness of the 
development at Coega. Questions have been raised about the 
role of the government in promoting development of this kind, 
while various interest groups have indicated concerns about 
the IDZ. In panicular, the labour unions, citrus farmers and 
environmentalists have suggested that money would be bener 
spent elsewhere. Besides these concerns, arguments have been 
made for making ahemative use of the land and natural 
resources - particularly energy and water. The viability of 
another porr in the country has also been raised, with two 
deep-water ports already in existence in Richards' Bay and 
Saldanha Bay. More profoundly, the Coega IDZ has apparent
ly been marketed as a "top-down" local economic develop
ment strategy. with few direct benefits to the local people, 
although there is an opportunity to kick-starr growth in the 
local economy through the attraction and promotion of large
scale investments in industry. 

Many of the decisions and actions of those outside of the 
city are thus critical to the success of the IDZ: "80 to 90 per 
cent of the decisions about Coega are actually taken outside 
this province")? Apart from these concerns, there seems to be 
widespread support for this development strategy. especially 
from the business sector.J8 
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timing of the projecl.39 

Some of the expected negative externalities associated with 
industrialisation at Coega include the damage that may be 
caused to the fishing industry, ecotourism, agriculture, and 
human health - a total of R I J 4-million has been estimated as 
income losses due to the negative impact caused by the JDZ 
and port. Other opportunity costs include the existing salt
works at the mouth of the Coega River, an abalone farm and 
recreational facilities. The task of managing this process will 
be tested in finding ways to complement existing economic 
activity in the area, and to keep these costs down.4o 

Apart from the Coega IDZ, other local economic develop
ment initiatives have been undertaken in the city, with some 
success. A motor industry cluster is up and running as part of 
the Fish River SDJ. Its vision is "to establish a viable, local 
and internationally competitive industry, capable of achieving 
both continuous growth and sustainable job creation".41 This 
cluster facilitates the collaboration of business, government 
and labour to enable enterprises within the sector to compete 
intemationally.42 

There have also been success stories among individual 
firms within the automotive and component firms, particular
ly in terms ofexpon orders and employment creation. Besides 

39 
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TABLE 3: A PROPOSED INCENTIVE PACKAGE FOR SOUTH AFRICAN IDZs58 

Current support measures 
..................................................................... 

• SMMDP 

• Export incentives: EMIA, Short Term Export Finance Guarantees, 

Market Access Arrangements, zero-rating for VAT on exports 

• Productivity and technology enhancement incentives 

• Policy based development finance \lDC, Khula) 

• MIDP 

• Textiles and Clothing DCC Programme 

• Government procurement preferences 

the announcement of Portners commitment to invest R 1.2-bil

lion in the development of a port at Coega, Volkswagen South 

Africa (VWSA) has announced a RS-billion export order. This 

order involves the creation of I 000 new jobs over an eighteen 

month period and an increase of production to double the 
existing quantity.43 

One of the spin-offs of such investment is skills transfer, 

and the feeling is that this would "boost plans for the estab

lishment of an automotive cluster in the Coega Industrial 

Development Zone".44 A further major investment has been 

made by the South African Motor Corporation (Sameor) to 

gear up its Port Elizabeth plant after securing an export order 

contract with Ford Motor Company.45 

Tourism has grown at a rapid pace during the 1990s and 
shows a lot of potential in the city. It has been argued that it is 

important for the Eastern Cape to develop and market a "cohe
sive, strong branding or image for the region as a whole"46 

For this reason, the concept or the "Sunshine Coast" has been 

developed 47 The Port Elizabeth airport received internation

al status in April 1998, and has plans to invest in extending its 

runway once it proves financially viable.4~ 

There are also plans to relocate petroleum tanks and man

ganese ore dumps from their harbour location to Coega so that 

the harbour can be redeveloped as a "waterfront" tourist 

attraction. Initiatives such as the planned extension of the 
Addo Elephant National Park are also important for the 
growth of the city.49 Another development that will impact on 

the tourism industry is the planned casino, Emfuleni Resorts, 
which is likely to invest in the region of RSOO-million.5o 

Small business development has also received attention 
from interest groups in Port Elizabeth-Uitenhage. The local 
authorities have developed a database of small businesses to 
support the implementation of the municipal Procurement 

Policy. The deputy-mayor, who chairs the Economic 

Development and Tourism Task Team, also heads the largest 

local business service centre in the city, the Community Self 

Employment Centre. 
The City Council has established an Economic 

Development Unit aimed at stimulating and supporting smalL 

micro and medium enterprise development. The Port 

Elizabeth Rcgional Chamber of Commerce and Industry has 

also set up a Small Business Task Team, and the Chicf 

Executive Officer has prioritised the development or this sec

tor as one of his main goals. More recently, five retail finance 

intennediaries were established to deal with micro-lending 

requirements. In line with the goals of national government, 

Amended and new support measures 
. ........................................................................ . 

• Automatic unrestricted access to duty free inputs 

• Preferential tax dispensation 

• Adjusted accelerated depreciation allowance 

• Exemption of VAT on domestic inputs 

• Rebate item 470.03 of the Customs and Excise Act 

• Subsidised training and training facilities 

• Environmental sup port measures 

• Possible support at municipal level 

• Discounted local rates and taxes 

• Supported lease of land and rent of buildings 

institutions are beginning to create a supporting environment 

for small enterprises, particularly those that were previously 

disadvantaged by apartheid policies. 51 

Pros and cons of industrial development 
There are a number of disadvantages, as well as advan

tages, in pursuing industrial development as a strategy in the 

city. It is important to consider these in the context of the city 

as a whole, rathcr than only within the proposed Coega IDZ. 

Income in the area is expected to be heavily influenced by 

the growth of industry resulting from the policies advocated 

by the DTt. Some estimates predict that in the Eastern Cape 

GGP is expected to grow by 2.3% per annum, sustained by the 

growth of the automotive sector, largely due to significant for

eign export orders. 
The construction of the Development Zone at Coega is 

expected to impact positively on the construction sector. At the 

beginning or 1997, it was expected that the construction phase 

of the development at Coega would result in temporary 

employment opportunities for between 24 000 and 34 000 

people in Port Elizabeth-Uitenhage, and income of between 

R3 472-million and R6 240-million. Thc operational phase 

was estimated to generate additional jobs and income, 

accounting for between 34 and 60% of total GGP.51 It is also 

envisaged that new jobs will be created by the relocation of 

additional anchor tenants, but some sources suggest that job 
creation will be lower than estimated.53 

In Port Elizabeth-Uitenhage the relatively high unemploy

ment figures and poverty gap point to the need for policies to 
solve these problems. For this reason, there is support for 
industrial development such as the Coega IDZ. However, 
there are reservations about the nature of the jobs that will be 
crcated in the short-tenn. There are indications that industrial 

development will be capital-intensivc and require largely 

skilled labour, which will probably need to be brought in from 

outside the region. 

Although downstream activities arc expected to inelude 

SMMEs and other more labour-intensive industry, there is no 

certainty as to the exact extent and nature of this kind of 

investment. The shortage of certain skills in Port Elizabeth

Uitenhage suggests that the relationship between education 

and training and industry is currently relatively weak. 

Improved planning and development of the human resources 

in the area could address this mismatch between supply and 

demand of skills. 
Employment and pcnnanent direct income generated by 
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the Coega IDZ and port are expected to be far more significant 
once others begin to invest in the development zone. This is 
particularly the case in light of the strong development trajec
tory as experienced at Saldanha and Richards' Bay. In terms of 
the expectations that have been created amongst the people of 
Port Elizabeth-Uitenhage around the Coega IDZ, it is impor
tant that this development takes off. The project could "kick
start" the local economy and create the capacity to support a 
higher economic growth rate. Growth scenarios show that 
Eastern Cape GGP in the year 20 I 0 could be 8% higher than 
it would be without the project.54 

The potential cost of industrial unrest is a further factor that 
will play an important role in attempts to encourage industri
alists to invest in the city. In light of the need to address the 
apartheid legacy, the appropriate balance between security and 
flexibility in the labour market to achieve worker welfare and 
economic efficiency must be reached. 55 

One of the most serious barriers to industrialisation in 
many countries is the industrial investment climate. These 
conditions can be changed for the better by a government that 
gives top priority to creating favourable conditions for eco
nomic progress and a move to improve the investment climate 
is the logical starting point for any comprehensive industrial 
development programme. 

One ofthe key factors holding up the progress ofthe Coega 
Implementing Authority is the granting of investment incen
tives by national government. This is because the details of the 
incentives will guide the decisions made by the private sector 
as to whether it will be interested in locating in the IDZ. Media 
reports in 1998 indicated that Mitsui's withdrawal from the 
process was a cause for concern.56 Although the reported rea
son is the financial crisis in Asia, other sources blame the gov
ernment for delays in providing investment incentive details. 
The legislation governing Industrial Development Zones was 
planned to be passed in the first quarter of 1999, and it was 
hoped that this would playa key role in 

The city as well as the broader Eastern Cape Province will 
also benefit in terms of the creation of a critical mass of indus
try that wi II attract more business to the area. Local authorities 
will benefit from the income generated by rates and taxes, as 
well as service charges paid by industrialists. 

In South Africa there has been scant analysis of the envi
ronmental sustainability of the economy. However, a need to 
shift industry onto a more sustainable development path has 
been identified.6o Although there is environmental law, the 
role of the state in monitoring the environmental impact of 
industrial activity and administering and managing environ
mental quality has been ineffective. 

Despite Environmental Impact Assessments, there has 
been discord because many of the SDls have been planned on 
or near some of the most pristine land in the country.61 In the 
case ofthe Co ega IDZ, the environmental issue has been hotly 
debated. The Strategic Environmental Assessment that was 
undertaken for the Co ega IDZ concluded that there are no 
environmental "fatal flaws" preventing the deVelopment from 
going ahead.62 

The role of local government 
The introduction of a Strategic Plan for the City in 

December 1996 provided the Port Elizabeth Local Council 
with the direction to develop a LED policy. In the same year, 
the Economic Development and Tourism Task Team 
(EDTTT) was established to provide the institutional structure 
through which various interest groups can be included in the 
economic development process at a local level. A procurement 
policy based on the Ten Point Plan on Public Sector 
Procurement Reform has been developed to stimulate the 
development of SMMEs through municipal procurement.63 

Through the Task Team, the City Council is attempting to 
co-ordinate the activities ofthose involved in the development 
of the local economy. The establishment of an Economic 

determining the interest of the private sec-
tor.57 However, legislation with details of 
incentives for the zones has still not yet 
been passed. The Industrial DeVelopment 
Corporation (IDC) has proposed new IDZ 
specific support measures to supplement 
existing incentives schemes and support 
measures. 

The appropriate balance 
between security and flexibility 
in the labour market to achieve 

worker welfare and economic 
efficiency must be reached 

However, the country's ability to pro-
vide incentives has some limitations due to fiscal constraints 
and World Trade Organisation obligations. For this reason, the 
IDZ incentives are likely to involve only marginal adjustments 
to current incentives. Proposed new incentives will be restrict
ed to human resource development support, environmental 
support measures, as well as discounted local rates and taxes. 
Because grants, subsidies and exemptions may be limited, it 
will be important for South Africa to place emphasis on the 
regulatory support package and infrastructure in the IDZS.59 

A further concern lies in the question of who the primary 
beneficiaries of industrialisation will be. The main beneficia
ries of industrial development in the city are sure to be the 
industrialists themselves, especially where large-scale indus
try is the target of investment promotion efforts. Efforts need 
to be made to promote SMME development so that access to 
wealth-creation is broadened, particularly amongst the mar-
ginalised cornmunities. 

A.I:_= __ I __ =_L ... \/_1 ....... 1l1_ .. 

Development Unit is planned to take this a step further. The 
Council is also playing an active role in the Coega IDZ pro
ject, particularly in terms of negotiations with national gov
ernment, and resources and expertise. Furthermore, the cre
ation of international links through the "twinning" of cities has 
been initiated by Council. This practice is particularly impor
tant considering the international isolation of South Africa in 
the past. 

Conclusion and Recommendations 
Industrial development in Port Elizabeth-Uitenhage seems 

well supported. As a relatively industrialised city, it makes 
sense that industrial development be included as part of the 
strategy-mix. The concept of the Co ega IDZ and port provides 
a mechanism to achieve this goal. However, the tourism 
industry has also been growing in the city, justifYing its inclu
sion in the city's "grand plan" for LED. It will be important to 
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attract, develop and support new and existing large business. 
Particular efforts must be made to encourage small business 
development amongst the marginalised communities so that a 
greater impact is made in terms of reducing unemployment 
and poverty. 

In promoting industrialisation at the city level, we can learn 
from experiences elsewhere. While there are no general "suc
cess models" of regional or local development, the literature 
reveals some useful insights. Community stakeholders in Port 
Elizabeth-Uitenhage need to ensure that the type of invest
ment encouraged is matched with economic and employment 
objectives. 

There also needs to be a common vision among the stake
holders in the LED process, so that there is a clear picture of 
where the city is going and what success entails. The momen
tum that has been created in the development of the Coega 
IDZ and port concept, and in other local economic initiatives, 
should be capitalised upon. 

The creation of an enabling environment in the city is para
mount. More needs to be done to market the city as a quality 
environment for both investors and visitors. Contrary to the 
previous government's stance, the shift in industrial and trade 
policy at national level provides Port Elizabeth-Uitenhage 
with the opportunity to use its location in the pursuit of export-
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The Seven Buildings Project 
Is co-operative housing the answer to 
South Africa's housing crisis? 

BY TRACY CULL 

ne of the most pressing prob
lems facing South Africa today 
is the provision of housing. I 
The consequences of housing 
shortages include overcrowd
ing, squarter settlements, land 
and building invasions and 

poor access to services in both urban and rural 
areas.2 Since its eleclion in 1994, South 
Africa's firsl democrat ic governmenr has 
regarded the provision of adequate and afford
able sheller as one of its top priorities. Yet, 
despite the government's promise to deliver I 

Africa Insight Vol 31 No , 

million new houses berween 1994 and 1999, 
many people are still homeless. The contexr of 
this Challenge is an enonnous backlog, intoler
ance shown towards the homeless and compli
cated historical, political, social and economic 
factors inherited from rhe previous govern
ment. By J 995, poveny and fiscal constraints 
were also identified as factors hampering the 
goal of universal housing access. 

To help low income citizens finance a 
house, the government inSlitured a Firsr Time 
Home Buyers Subsidy. However, despite a 
1994 "Record of Understanding" with the 

"9 
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major banks, throughout the late 1990s, most financial institu
tions appeared reluctant to grant "top-up" housing credit to 
housing subsidy recipients. Typically only 15% of housing 
subsidy recipients received bank loans to top up the housing 
grant each year. A further problem with the government's 
housing policy is the fact that most new housing projects have 
been "peri-urban" in character, on the outer edges of existing 
settlements. Land in these areas is favoured by developers 
because costs are cheaper and acquisition procedures usually 
easier. Residents of these areas then have to spend a large pro
portion of their already limited income on transport to places 
of employment and access to services and amenities, usually 
situated in the inner city) 

The challenge of providing housing for those in need is 
exacerbated by the huge task of upgrading existing accommo
dation. Within particular metropolitan areas, including 
Johannesburg, inner city decay threatens to tum the central 
business districts into slums. Landlords claim that they cannot 
afford the upkeep of flats but pressure is mounting for a solu
tion whereby residents can gain ownership of property quick
ly and cheaply.4 An answer to both these problems may be co
operative housing, a well-established form of tenure in other 
parts of the world but relatively unknown in South Africa. 

Co-operative Housing 
Co-operative housing is an affordable housing approach 

based on collective ownership.5 In the context of scarce finan
cial resources and the legacy of apartheid, co-operative hous
ing could be a method to alleviate the problem of housing in 
South Africa. There are, however, few co-operative housing 
organisations. Groups and individuals face a complicated 
array of policies and laws in their attempts to establish co
operative housing projects. Until the late 1 990s, South African 
housing policy did not support formalised co-operative hous
ing. The introduction of an institutional subsidy mechanism as 
part of the government's housing subsidy was the first to sup
port this form of housing. 6 

Co-operative housing organisations have worked in many 
countries including the UK, USA, Germany, Belgium, 
Denmark and Canada, and have become a relatively conven
tional and popular form of tenure. Co-operatives were origi
nally established for food retailing but branched out into hous
ing after obtaining low-cost government loans in the form of 
tax advantages.? 

Housing co-operatives are also not new to developing 
countries: in the early 1970s, the co-operative housing move
ment in India was the largest in the world, with about 1.2 mil
lion members, while in Chile, an estimated 3.3% of the total 
population were co-operative members. Governments of other 
South and Central American countries have also acknowl
edged the potential of housing co-operatives and provided 
them with appropriate legal frameworks, as well as with tech
nical and financial assistance. 

In Africa (with the exception of North Africa), housing co
operatives are more recent. Since the 1970s, co-operatives 
have been organised in Tanzania, Kenya, Ghana, Lesotho and 
Zimbabwe, with varying degrees of success.s 

In the context of South Africa, co-operative housing is 
based on the general principles of occupant control and man-

Tracy Cull is with the Department of Geography and 
Environmental Studies, University of the Witwatersrand. 

agement of accommodation within a subsidised framework. 9 

The housing co-operative is an economic unit whose goal is to 
promote thc economic interests of its members. 10 

The housing co-operative's operations and viability are 
detennined not only by the general economic rules which 
apply to any type of corporate body but also by the social 
organisation and democratic management which is peculiar to 
this type of housing. 

In most cases, housing co-operatives accept a basic set of 
principles which include voluntary open membership; demo
cratic control of the association; limited share capital; the 
equitable distribution of any profits; mutual assistance 
towards a common goal and the promotion of co-operative 
education amongst the members of the association. II 

Co-operative housing in South Africa: 
The Seven Buildings Project 

In 1996 the Gauteng Provincial Housing Board enabled the 
approximately 2 000 tenants of seven apartment buildings in 
Hillbrow, Joubert Park and Berea to become owners of the 
flats they were living in.12 This marked the successful com
pletion of an almost six year struggle by the tenants for own
ership of their own homes and the beginning of co-operative 
housing in the Johannesburg inner city. The project was 
regarded as a "pilot scheme" for the delivery of low cost hous
ing and part of a broader plan to deliver some 1 500 units in 
the inner City.13 

The seven blocks of flats from which the Seven Buildings 
Project gets its name are spread out among the Johannesburg 
inner city suburbs of Hillbrow, Joubert Park and Berea and 
make up roughly a third of all residential blocks in this 
precinct. 14 The seven buildings differ in size and the number 
of units they contain: 

Argyle Court 
Branksome Towers 
Coniston Court 
Manhattan Court 
Margate Court 
Pro tea Court 
Stanhope Mansions 

72 units 
69 
37 
108 
37 
33 
90 15 

The "Greying" of the Johannesburg Inner City 
The Seven Buildings Project arose at a particular time in 

the history of South African cities. Decades of apartheid have 
meant that, unlike many cities where the poor have tended to 
relocate to the inner city to be close to places of employment, 
the South African system of race zoning and preserving the 
inner city for white use prevented this from occurring. 16 

Until its repeal in June 1991, the South African central gov
ernment's policy on residential zoning patterns was framed 
around the Group Areas Act, which aimed to ensure that South 
Africans of different race groups lived in separate residential 
areas. 17 In most cases, the inner city and surrounding suburbs 
were proclaimed for white use while the majority were forced 
to live on the periphery of cities, although a few Indian areas 
were exceptions to this rule. I S 

From about the 1970s the urban racial order envisaged by 
the proponents of apartheid began to crumble as an increasing 
number of black people moved into the cities. 19 The first gen
eration of illegal residents in the Johannesburg inner city were 
so-called coloureds and Indians who had been compelled to 
move into white areas because of an acute housing shortage in 

R
ep

ro
du

ce
d 

by
 S

ab
in

et
 G

at
ew

ay
 u

nd
er

 li
ce

nc
e 

gr
an

te
d 

by
 th

e 
Pu

bl
is

he
r (

da
te

d 
20

10
)



areas, which had the effect of prompt
ing the government to enforce the Act 
more vigorously. The state at first 
attempted to apply the law by evicting 
blacks living in the "white" areas.26 

In response to the threat of eviction, 
a residents' organisation, the Action 
Committee to SlOP Evictions, was 
formed. This changed the balance of 
power by linking previously isolated 
tenants and substanlially increasing 
their emotional and practical capabili
ties ro fight the evicrions.27 A key ini
tiative of this organisation was to 
ensure that not only was almost every 
"illegal" residenr charged under the 
Group Areas Act defended free of 
charge, but the government was con
fronted with embarrassing publicity. 
ACTSTOP and its lav.ryers won their 
most imporlanr victory in 1982 when a 
Supreme Court ruling argued that 
alternative accommodation would first 
have to be provided before a family 
could be evicted.28 Given the acute 
shortage of housing in "black" areas 
and the unlikelihood that alrernative 
accommodation could be found, the 
Group Areas Act was only sporadical
ly enforced from this time onwards. 

the areas zoned for rheir use.20 This 
shortage was fun her exacerbated by the 
economic recession of the time which 
forced many to move to the 
Witwalersrand in search of emp[oy
menr.21 In contrast to the situation in 

Argyle Court: Although the Sellen 
Bui Idings Project cIa ims to be back 
on track after some hiccups, there 
is still much uncertainty oller what 
the future holds for the SBP. 

By early 1983, ir was reported that 
bet\veen 8 000 and J 2 000 blacks were 
living in "white" inner city areas. This 
was spUITed on by the realisation that 
the government was nor acting against 
"illegals" and the growing expectation 
thaI rhe Group Areas Act would be 
repealed. Landlords fell more secure 
about letting to black tenants and some 

black areas, white residenrial areas were experiencing a sur
plus of accommodarion.22 Before 1976, many whites had 
bought property as a hedge againsl in11ation bur this backfired 
when rising imerest rates made it impossible (0 keep up the 
bond repayments. As a consequence, the price of houses and 
flats began to fall. This trend was further inrensified when the 
1976 Sowero unrest caused some people to emjgrate. The 
decline in prices made suburban housing affordable to whites 
who had previously been forced to live in the inner city.D 

Until the lare 1970s, very few inner city landlords would 
have let an apartmenr to anybody classified as other than white 
but, given the surplus of accommodation, landlords began ler
ring vacant propeny in the inner ciry to blacks, in defiance of 
the Group Areas Act.24 This gradual breakdown of the racial 
order, as well as rhe fact that not all whites were able to move 
out of the inner ciry, saw the establishment of so-called "grey" 
areas long before the repeal of the Group Areas Acl.25 

Conditions were ripe for the emergence of slumlords and 
extremely overcrowded conditions. For a time, black sertle
ment in the innerciry met with little resistance and no one was 
charged with contravening rhe Group Areas Act. However, in 
April 1978, newspapers began to draw attention to the "grey" 
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companies began housing black 
employees in ''white'' suburbs.29 

History of the S8vsn Buildings Projsct 
In the late 19805, the owner of the seven buildings, David 

Goml, leased them to a "head lessor" who paid him an agreed 
amount to administer the buildings. However, the head lessor, 
who had no long-rerm interest in the buildings, began to line 
his own pockets by raising the rents, in contravention of the 
Rem Control Act, and nor maintaining tbe buildings. This led 
to severe overcrowdjng.30 

After a few years - during which the buildings deteriorared 
even further - tenants, organised by ACTSTOP, started a rent 
boycott to protesr rhe exorbitant rems) I David Goml took 
over the bu i [dings himsel f agai n and in 1991 the tenants were 
issued with a notice to vacate their flats. However, by the fol
lowing month, the tenants had still not left their homes and the 
owner instiruted legal action in wo ofthe buildings. The ll1rear 
of eviction united the tenants and led to the fomalion of the 
Seven Buildings Project (SBP). 

A process of negotiation followed and resulted in an agree
mem which allowed the tenants 10 pay rent while they inves
tigared the possibiliry of raising rbe necessary finance to buy 
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the buildings thcmselvcs and construct a framework for own
crship.32 

A Seven Buildings Working Group, made up of tenants, 
attorneys, architects, quantity surveyors, and two housing ser
vice groups, co-ordinatcd by thc Legal Resources Centre, was 
formed and conceived a framework which aimed to create a 
co-operative housing project to meet a number of objectives: 

• affordable accommodation for low income earners 
through the involvement oftenants at all stages ofthe pro
ject and the availability of an appropriate subsidy scheme; 

• security of tcnure for all tenants and management and 
control of the buildings by the tenants thcmselves; 

• the creation of social housing stock which would remain 
outside the speculative market and be available for low 
income earners in the future; 

• involvement of the government to make available subsi
dies and interest tree loans, and to create a framework of 
favourable legal and social conditions; 

• the promotion and support of projects and enterprises to 
further the development of an economic base for the ben
eficiary community.-" 

Agreements to purchase the buildings were signed in 
March 1993, subject to the elause that finance tor the purchase 
and refurbishment of the buildings was to be obtained from 
financial institutions)4 This proved to be very dittieult as 
financial institutions were increasingly "red lining" inner city 
areas by refusing to make bonds available. In the absence of 
help from financial institutions, the tenants had to find innov
ative ways to finance their project. 

A solution was tound in the institutional housing subsidy 
and the involvement of the Inner City Housing Upgrade Trust 
(ICHUT). ICHUT was established in 1993 to aid in the 
process of housing delivery and to overcome the increasing 
"red lining" of inner city areas by providing facilitation ser
vices and short-ternl bridging finance to housing projects. 
With major tinancial institutions extremely reluctant to get 
involved in mortgage tinance for inner city residents, ICHUT 
saw a role tor itself in providing short tenn finance)" 

Co-operative Housing in Practice 
The existence of a common goal is fundamental for the 

success of a co-operative housing association. The goal is 
shelter - more particularly in the case of the SBP. the owner
ship and upgrading of inner city apartments - and it is 

The initial idea behind 
the project was that it 

would be run by the 
tenants themselves on a 

non-profit basis 

achieved through mutual assistance and joint aetion.36 Thc 
idea behind a housing co-operative is that members bccomc 
involved in building maintenance and upkcep, the provision of 
security services as well as the eollcetion ofrents and levies. 

A sccond consequencc of co-operative owncrship is that the 
financial obligations of the members are accepted and man
aged in a collective manner)7 In the case of thc SBP, the co
opcrativc concept has becn very effective in that it has cnabled 
the tenants to upgrade the buildingsJ8 

Housing co-operatives have evolved threc basic types of 
tenure: individual, mixed and colleetive)9 The SBP falls into 
the category of collective ownership, where the cntirc building 
is owned by members of the co-operative association and 
members do not own particular units. For this model to work, 
it is essential that members be properly educated about co
operative principles. Members cannot sell their homes, and 
when a person leaves the co-operative, transfer of the unit is 
nonnally back to the co-operative which arranges tor a new 
mcmber to occupy it. The person leaving is usually paid out 
for any equity at the time of the transfer. Under this system, 
security oftenure is ensured through membership of the hous
ing co-operative.4o According to the General Manager of the 
SBP, no one has ever voluntarily left the Project. There has, 
however, been a turnover of residents due to tenants failing to 
pay their rents and "disappearing". When it comes to filling 
vacant flats, it is the policy of the SBP to give preference to 
people already living in the building.4l 

Institutional Housing Subsidy 
Before the SBP, only units owned under individual free

hold, 99-year leasehold or sectional title would qualifY for the 
First Time Home Buyers Subsidy, which would exelude a 
communal project. A proposal was therefore made to the 
Department of National Housing and Development in March 
1993 to allow a single lump sum subsidy aggregating the indi
vidual subsidies. The proposal envisaged that the subsidies be 
allocated collectively to the Seven Buildings Company 
instead of being allocated individually to the occupants. The 
subsidisation of the project rather than the individual would 
also ensure that the housing stock would remain affordable to 
subsequent generations of co-operative members.42 It took 
three years for the SBP to become the first reeipicnt of an insti
tutional housing subsidy in the eountry.4:-

The initial idea behind the project was that, in line with co
operative housing ventures elsewhere, the project would be 
run by the tenants themselves on a non-profit basis.44 The ten
ants' interests are represented by an elected tenant director 
from each of the seven buildings who sits on a Board of 
Directors. Under this Board is the administration. led by the 
General Manager who is in charge of employing and manag
ing the caretakers or building supervisors responsible for the 
daily running of the building. Each building also has cleaners 
and security guards who are residents of the buildings they 
work in, and there is a maintenance team rcsponsible for the 
general upkeep of the buildings. In addition. there is leader
ship in the individual buildings in the form of seven-member 
Building Boards which run "flat meetings". Their members sit 
on the highest leadership structure within the SBP, which 
replaced the previous Residents Assoeiation.45 

Upgrading the Seven Buildings 
The institutional housing subsidy covered only the cost of 

purchasing the seven buildings. However. the buildings had 
becn left to dcteriorate to such an extent that many of them 
were uninhabitable and posed a serious threat to the health of 
the residents.4h Finance was therefore needed to upgrade the 
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Trouble started in June 
1999 with rent increases. 
Tenants argued that 
because they had not seen 
any improvements in their 
buildings they were not 
prepared to pay more. The 
explanation that the price 
of services had increased 
and therefore rentals 
would also have to rise 
was not accepted. Despite 
a number of meetings to 
resolve the conflict, five of 
the seven buildings -
Manhallan Court, 
Branksome Towers, 
Stanhope Mansions, 
Margate Coun and Protea 
Court - split from the 
SBP, throwing out the 
Project's strucrures and 
sidelining its administra
tion. The "splinter group" 
argued that their actions 
were a way of forcing the 
administration to become 
more transparent. 51 

buildings. lCHUT granted a short-Ienn loan to the 
Seven Buildings Company to upgrade the build
ingS.47 

Tenants pay what is called a "rental" each 
month (although this is not a rental in the common 
understanding of the term) as a repayment on the 
ICHUT loan, for electricity and water used and to 
cover the cost of administration and upkeep. The 
rent is calculated on the basis of square meterage. 
The Company earns approximately R250 000 
from residential areas and R60000 from commer-

Margate Court: Improvements include 
the installation 01 geysers in ellery 
unit. the rewiring and waterproofing 
01 all the buildings as well as 
installing new plumbing. piping. 
security systems and intercoms. 
Furthermore. all but two 01 the bui Id-

The five buildings that 
split from Ihe Project 
opened a separate trust 
account for their rents. 
However, there is much 
uncertainty as the admin
istration of the SBP has no 
access to this account and 
therefore no idea whether 
the rents are being paid or 
nol. Residents of the 
remaining two buildings 
have also stopped paying 
rent. According to 

jngs noW have working lifts and each 
flat is metered individually for water 
and electricity. 

cial areas per month. The money from the commercial areas is 
used to service the loan while the rest pays the salaries of staff 
members, upkeep of the bUildings. consumption of water and 
elecnicity, and rates and taxes.48 

Recent Developments 
Towards the end of 1998, about R400 000 of the ICHUT 

loan had been repaid with a 95% payment rate. Recently, how
ever, tenants have begun complaining thai the management of 
the SBP is not transparent and that lillie has been done to 
improve the buildings, although management argues that 
eve/)' unit has been extensively upgraded.49 Improvements 
include the installation of geysers in eve/)' unit, the rewiring 
and waterproofing of all the buildings as well as installing new 
plumbing, piping, security systems and intercoms. 
Furthennore, all but two of the buildings now have working 
lifts and each flat is metered individually for water and elec
(TicityY) Despite these improvements, there have been allega
tions that the money was not used appropriately. 

ICHUT, there is no mech
anism in place for individual buildings 10 pay back their "pan" 
of the loan as it was made to the Company. 

In April 2000, an AGM was called to try and break the 
deadlock and move the process forward. New tenant directors 
were elected for the five buildings that had broken away from 
the SBP while the directors of Argyle Court and Coniston 
Coun were re-appoillted. With a majority on the Board of 
Directors, the "splinter group" were able to call for the ser
vices of the General Manager to be terminated and a new per
son appointed,52 

There is much uncertaillty over what the future holds for 
the SBP. Accordillg to the chairperson of the Board of Ten ant 
Directors, the Project is back on (Tack with a new General 
Manger and all buildings once more working together. 
According to the rules of the govenunent institutional subsidy 
grant, a fier four years the tenants of the Project have to choose 
an option oftenure,53 This process has been put on hold due to 
the problems that the Project is experiencillg at the moment In 
addilion, as the lCHUT loan was made to the Company as a 
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whole, it is only once this loan has been repaid in full that a 
different type of tenure, such as sectional title, can be consid
ered.54 

If the loan were to be repaid in full, then a tenure option 
other than co-operative ownership may be possible and indeed 
seems likely. The majority of residents support the idea of pri
vate ownership of the units, although there is a possibility that 
tenants would tum into "mini-slumlords" by subletting their 
apartments. Subletting and overcrowding are already happen
ing in the SBP and this is likely to continue. The question aris
es as to how these people who are clamouring for a title deed 
are going to be able to afford the upkeep of their flats as many 
are unemployed.55 

Lessons from the Seven Buildings Project 
Co-operative housing projects such as the SBP are impor

tant for two reasons. Firstly, they provide accommodation for 
low income earners of the inner city, many of whom would 
not be able to afford any other form oftenure. Secondly, expe
rience from around the world has shown that regenerating the 
residential component of the inner city is vital to stabilising 
the inner city as a whole. From the overview of the Seven 
Buildings Project, a number of lessons may be learnt for future 
co-operative housing projects. 

Education is essential 
Tenants must be educated about their rights and responsi

bilities as members of a co-operative housing project. At the 
start of the Project there was much intensive education con-

If co-operative housing 
is to be successful, then 

it is important that 
future co-operative 
organisations learn 

lessons from the SBP 

cerning types of tenure, leadership skills and making choices 
which enabled people to forge ahead with their fight to own 
the buildings. However, as the General Manager of the Project 
points out: "wanting and having are two different things. 
When you educate somebody to want you must also educate 
somebody to be responsible in terms of being able to pos
sess".56 

It is not just the ordinary tenants that must be educated con
cerning their rights and responsibilities but the tenant directors 
as well. They are ordinary residents who are elected to the 
position and given little training about what being a director of 
a company means. A stumbling block is that even when direc
tors do know their rights and responsibilities, when they try to 
implement their decisions they face opposition because the 
majority do not know the rights and powers of directors. 

Just who should provide the necessary education? The 
General Manager of the SBP believes that it is up to the 
Provincial Government to empower people through education 
as it is their responsibility to ensure that they do not spend mil
lions of public funds (in the form of the institutional housing 
subsidy) on a group of people who are not equipped to run the 

project successfully. The Social Housing Foundation is anoth
er option, which has indicated that they would be in a position 
to train people on how to be responsible within a business 
environment of this nature. 

However, there are a number of difficulties with this 
option. Firstly, the SHF does not want to become involved 
until the present problems have been sorted out and a proper 
management structure put in place. Secondly, there are doubts 
as to how receptive some members of the SBP will be to train
ing and education.57 

The smaller the co-operative housing project the better 
A problem ofthe SBP is its size - it is too big and involves 

too many differing opinions over how the Project should be 
run. Furthermore, administration is difficult and time consum
ing. The problems caused by the size of the Project are exac
erbated by the fact that the seven buildings which make up the 
SBP are spread out over a relatively large part of the 
Johannesburg inner city. 

The breakdown in communication between members of 
the leadership and between leaders and tenants as well as alle
gations of a lack of transparency can all, in part, be traced to 
the size of the project. Despite the fact that each building has 
representatives on the highest leadership structure within the 
SBP, it is still up to the General Manager to report any prob
lems that are being experienced as meetings of the Building 
Boards are not well attended. 58 

Many of the present tensions can be traced back to the issue 
of how the ICHUT loan has been distributed amongst the 
buildings. At the start of the project, the seven buildings were 
in varying states of disrepair. Yet, in accordance with co-oper
ative ideals, financial obligations are shared equally by all 
members of the SBP, which causes much resentment amongst 
residents who believe that they are subsidising the upgrading 
of other buildings in the project.59 What is missing is a sense 
of community which may be attributable to the size of the 
Project and the differences in location. 

Tenant owned but not tenant managed 
The SBP was to be run by the tenants themselves. 

However, the problems experienced have meant that this ideal 
is not feasible. In the past, cleaners, security guards and main
tenance team members were all employed by the SBP, in 
accordance with co-operative ideals. But this system led to 
problems of alleged nepotism and discipline and so finally 
these jobs were outsourced to external companies on the con
dition that they employ residents of the SBP. It is envisaged 
that a similar process will soon occur with regard to the build
ing caretakers. 

Overcrowding is still a problem in the SBP. One of the 
ways in which they have tried to combat this problem is by 
giving vacant flats to people already in the building. In some 
ways, however, this seems to be rewarding people for break
ing the "house rules" and subletting their apartments. 

The Building Boards in each building are responsible for 
allocating vacant flats - a situation which is open to corrup
tion. The General Manger believes that vacant flats should be 
filled with "outside" people who can and are willing to pay, so 
as to break the "cancer" of non-payment that he believes is 
spreading through the buildings. There is also a growing real
isation that the Project needs a General Manager who is not a 
resident/owner in the SBP.60 
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Housing projects cannot work in isolation 
Research done by the Johannesburg Housing Company 

(JHC) indicates that people do not view the inner city as a per
manent home but rather as a stepping stone to the suburbs.61 

Many are forced to remain in the inner city for economic rea
sons but the ideal remains a house in the suburbs.62 One of the 
main reasons for this transience is the 'crime and grime' asso
ciated with the inner city. 

A stable residential population is essential for the smooth 
running of a housing co-operative. For co-operatives such as 
the SBP to attract and retain residents, the area in which the 
building is situated must be upgraded. Upgrading the inner 
city is outside the ambit of the SBP and is rather the responsi
bility of government, working together with the private sector. 
If government is serious in its declarations about the impor
tance of housing then urban renewal must be part of its plans. 

Conclusion 
Is co-operative housing an answer to the housing crisis in 

South Africa? I believe that the answer is a qualified yes. Low 
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Success and failure 
of small enterprises 
in the Johannesburg 
Inner City 
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limited set of factors which will explain il" .1 Moreover, there 
are indications that relationships vary during the life cycle of 
a flnll, and that ftmlS may not grow during all Stages of their 
existence.~ It is therefore necessary to move away from mod· 
els to trajectories. Given these circumstances, the case study 
method is appropriate. The overa ll concepnwi framework 
which provides thc basis fo r this case snldy research draws on 
various schools of thOUght (as shown in Figure I) and 
includes: 

• finn cbaracteri stics and competencies impacting upon the 
efficient transfonnation of inputs; 

• age, experience and managerial skills of the entrepreneur 
and strategic choices; 

• existcnce of institut ions open to SMEs affecting costs of 
transactions, especially of infonnation; 

• location, affecti ng costS and constinlting the social envi· 
ronmen t ~ 

Africa Insight Vol 31 No 1 

• industry's strucnlre and dynamism and slrucrure of the 
supplying industry and retail strucnlre; 

• the macro-economic environment." 

Potential Role 01 SMMEs in the Social and Economic 
Transition of South Africa 

Since the elections of Apri l 1994, the issues of black eco
nomic empowennent and a more equal income distribution 
have been placed high on the agenda of the new government 
of South Africa. Nevertheless, the need to di versi fy the South 
African economy, enhance productivity and international 
competitiveness, raise wage· levels, stimulate investment and 
allow entrepreneurship to flourish, is recognised as a pre·con· 
di tion. tO 

The South African govenunent suggests that the SMME 
sector - with government suppon - is capable of fulfi ll ing 
these objecti ves and has introduced a number of supply·side 
measures to promote the fonne rly neglected sector. More cril· 
ical voices, however, argue that the contribution SMM Es can 
make to job creation, economic growth and a more equal 
income distribution is ra ther limited. 

Redressing historical patterns of racial inequalities of 
incomes, selVices, living and socio-economic conditions is 
one of Ihe key challenges fac ing South African cities. High 
population growth rates aggravate the problem of urban 
unemployment. SMM Es, and micro·enterprises in panicular, 
are labour· intensive and hence have a high labour·absorptive 
capacity, while the urban informal sector pennits inexperi. 
enced job seekers to become self·employed. Nevertheless, 
fonnal and infonnal SMMEs can only comribute to urban 
regenera tion insofar as they themselves survive or prosper. 

Recognising the diversity of the SMME sector in South 
Africa, the White Paper on National Strategy for Development 
and Promotion of Small Business in South A frica assigns the 
SMM E sector the fo llowi ng social and economic roles: 

• Job creation 
• International competi ti veness and economic growth 
• locome redistribution 
• Black economic cmpowerment 
• Poverty alleviation. I I 

Recognising the potential contribution ofSMMEs to sus
tainable economic growth, job creation and a more equal 
income distribution, the Department of Trade and Industry has 
adopted a range of policies and suppol1 measures aimed at 
increasing the growth rate of the SMME sector.11 The overall 
objective is '·to create an enabling environment" and "level the 
playing fie ld" for SMM E development. l) Policy measures are 
also aimed at addressing the obstacles and constraints that 
SMMEs face, enhancing their capaciry to comply with the 
cha llenges of globalisation, and strengthening their cohesion 
to increase the leverage of policy measures. 

The mechanisms used fo r small business suppol1 involve 
instinttional and regulatory refonn, and the expendi ture of 
public funds on supply·side measures to address market fai l· 
ures such as access to finance and programmes to modernise 
SMME manufacnlrcrs by providing infonnation and technical 
assistance,14 

Potential of the South African SMME sector to fulfil its 
assigned role 

It is widely agreed that the SMME sector has the potentia l 
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FIGURE 1: FACTORS ASSUMED TO INFLUENCE SMALL FIRM GROWTH 

INDUSTRY STRUCTURE AND MACRO-ECONOMIC CONDITIONS 

FIRM CHARACTERISTICS 
SUCH AS SIZE AND 

FINANCIAL RESOURCES 

FIRM'S ECONOMIC ~ 
PERFORMANCE 

FORMAL INSTITUTIONS 
AND INFORMAL _ ... __ ... 

NETWORKS 

to contribute to poverty alleviation and economic growth, but 
that it is not capable of simultaneously playing the role of a job 
creator, fierce international competitor, income distributor and 
econorn.ic empowerer.15 In terms of employment creation, for 
example, SMMEs' contribution to employment growth is rel
atively low both because the majority of micro-enterprises are 
one-person operations and because of the phenomenon of 
"jobless growth",16 Moreover, wage and working conditions 
in manufacturing micro-enterprises are reported to be uni
fonnly poor both for owners and thei r employees. I? SM.MEs 
therefore do not affect the core economic power concentrated 
in the hands of large white-owned corporations. 

The mid-1990s witnessed a wave of SMME closures as 
they were unable to compete. This clearly indicates that 
SMMEs do not have the capacity to be the sole actor of eco
nomic and social transition. By contrast, they might only 
accomplish one of the divergent policy objectives - and often 
then at the expense of another. 

Success and failure of SMMfs in the Johannesburg inner 
city 

Small and medium-sized enterprises today dominate 
Gauteng's manufacturing economy. IS The Johannesburg inner 
city has a long tradition of manufacturing, with clothing and 
furniture production among the dominant ind ustries.19 

However, the ilUler city has witnessed a decline of large-scale 
fomla l production and an influx of informal manufacturing.2o 

The re location of the CBO to the northern suburbs has treed 
office space in the centre of JohalUlesburg city which has been 
converted into affordable prem ises for informal manufactur
ers. Therefore, many researchers point to the city's function as 
a potential "incubator" for emerging enterprises.21 

Nevertheless. many informal entrepreneurs operate their 

INTERNAL 
COMPETENCIES SUCH 

...... """"-- AS HUMAN CAPITAL 
ANOMARKET 
ORIENTATION 

...... -......... FIRM'S ECONOMIC 
GROWTH 

...... ,"""'-- LOCATION 

SMME out of necessity rather than choice, so the likelihood 
of emerging entrepreneurs sprouring from the micro-enter
prise seedbed in the JohalUlesburg inner city without any assis
tance appears to be dismal,22 

The inner city hosts a variety of manufacturing activities. 
predominantly light industries such as apparel, printing and 
furniture. However, it seems that clothing and furniture 
SM-MEs are generally not competitive in low-cost mass mar
kets.2J Indeed , the highly concentrated retail sectors impede 
SMMEs' access to the large lower to middle end oftbese mar
kets, while the timber and textile industries do not cater for 
SMME needs." 

Hence, trade Iiberalisation increases pressure on manufac
turing SMMEs to realign their production towards niche mar
kets, and to consider exporting. Such a shift would require 
skills upgrading to exploit the advantages of production tech
nology, and necessitate a wider and more focused market ori
entation both in domestic and export markets.25 Only a few 
SMMEs have, however, invested in new teclmology as "the 
market is too small to warrant such an investment", whi le tbe 
relalively high labour turnover discourages SMMEs from 
investing in skills training.26 

Company Profiles 
Firm A had been estab lished for 63 years at the time oflhe 

inilial interview (1998). The present owners are the grandsons 
of the founder: Robert is a chartered accountant with experi
ence outside the fum , while his brother has been working in 
the factory since he left school. They took over ule business 
from their father about fi ve years ago and have not moved oul 
of the city centTe because the factory had always been there 
and their father granted them the premises rent-free for the 
first five years. The workshop stretches over three floors, and 

Africa InsiQht March 2001 f 

R
ep

ro
du

ce
d 

by
 S

ab
in

et
 G

at
ew

ay
 u

nd
er

 li
ce

nc
e 

gr
an

te
d 

by
 th

e 
Pu

bl
is

he
r (

da
te

d 
20

10
)



a lift is needed 10 transpon semi-fl.nished 
goods from one production phase to the 
other. Shonly after take-over, the broth
ers computerised the production plarming 
and sales system. Some Slafrleft with the 
previous owner, and findi ng a new pro
duclion manager was so difficull lhal 
they re-retrained the previous macltine 
shop manager. 

The finn is well-recognised at the 
high end of the South African ftlmiture 
market, but its special range of bedroom 
and dining room suits with hand-made 
carvings is now outdated. Recognising 
this shift. the fiml contracted an halian 
designer to develop new ranges. But, 
with smaller orders bound to exclusive 
supply arrangements, the firm was no 
longer able to reap economies of scale. 
The finn ventured into hotel contracts for 
some lime to keep ils fac tory busy, but 
had to withdraw from this market due to 
co-ordination problems. Hotel contracts 
had occupied most of their production 
capacity. bUI yielded only low returns. 
Consequently, in 1998, the number of 
workers had to be reduced. 

The brothers then persuaded their 
younger sister 10 open a joint ftlrniture 
retail outlet in nonhern Johannesburg. 
They designed a range affordable 10 mid
dle-c lass Soulh Afri cans. A crisis cauSl:d 
by the siSler leaving the retail outlet was 
overcome by the brothers' wives stepping 
in and initialing a huge marketing cam
paign. 

Furniture SMMEs are generally 
not competitive in low-cost 
mass markets. The highly con
centrated retail seClllrS impede 
SMMEs' access to the large 
lower to middle end of these 

eneing delays. Given the cumbersome 
outlay of the factory, Roben has thoughl 
about moving 10 the island principle 
where workers move to the product, but 
the current workload leaves no time for 
re.<;tructuring. This will be the first task 
for the new production manager. In July 
2000, the company opened another 
showroom and repons growing profits 

markets, while the timber and 
textile industries do not cater 
for SMME needs. 

for the year. 

Since then, the retail outlet has become 
the faclOry's largest customer. Meeting delivery dales is still a 
problem, and outsourcing part of the workload has been prob
lematic. However, the firm is able to use the equipment of 
another fum iture manufacturer located nearby. According to 
Roben, current low ski ll levels and demand fluctuation do not 
pennit his firm to invest in this machinery. Efforts to penetrate 
new markers abroad have failed . The firm exclusively uses 
imported hard woods for irs furn iture production, and trans
port costs within and out of South AfTica arc relatively high so 
that the (pre-)ft.nancing of an expon order po.~ a liquidity 
problem to the finn. As Robert does nOl wallllO explore expon 
opportunities further, he reduced the statT contingent instead. 

Currently the finn seems to be optimally staffed to satisfy 
demand levels. Owner-worker relations are good, and Robert 
and the supervisors meel every afternoon. Through a differen
tiation strategy based on quality and after-sales service, the 
firm has now secured a profitable markel position in the medi
um to high end of the South African furniture market. 
Nevertheless. the owners aim to keep abreast of market and 
technological changes by cultivating a loose nerwork of 
Gauteng furniture manufacturers serving the high end. 

Firm-specific problems have had to be solved individually. 
Robert has been trying to obtain a work permit for an experi
enced Gennan production manager to deal with the major 
weaknes.<; of long lead times and poor delivery, but is experi-

Africa Inaight Vol 31 No 1 

firm B is also run by the grandsons of 
the initial founder. Donald joined the 

business 30 years ago without finishing school. He and his 
brother "grew up with the business" and spent all their week
ends here. The mid-1980s were their most prosperous years, 
during which they cmployed about 60 employee.<; and under
took a major upgrading of equipment, The 1990s, by contrast, 
were marked by strikes and a sharp decline in demand. 

According to Donald, upper-class South Africans weTC 
either emigrating or hesitant to invest in "furniture for a life
ti me" not knowing what to e."<pect from the ft.ture. Prices 
were, however, not expected to be reduced nor sale.<; effon 
increased, as the finn was considered well-known in the fur
niture market. Production capacity was reduced by not replac
ing retiring or retrenched workers, and both brothers have 
returned to working on the shop floor. Donald's brother super
vises the cutting, wh ile Donald does quality control and 
administration. With fewer staff, production organisation in 
departmenrs has been replaced by piece work. Supervision has 
become easier and mistakes can be pinned down, but the 
unions negotiate payment by piece rate which means that 
quality has improved at the ex pense of productivity. 

The upper floor of the building serves as a showroom for 
private and retai l customers. Over the past months, they have 
built up so much slock that the finn now produces only to 

order. Nevenheless, customers are increasingly he.<;itant to 
come to the showroom despite the security installed, as the 
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inJler city is no longer considered 
safe. Relocating is costly, especially 
because an increase in demand is nOt 
guaranteed. Competition from 
imports is high in a shrinking market 
segment which is relatively labour 
and r.lW material-intensive. Donald 
has decided to let the busi ness "go its 
way', and hopes to find a buyer for 
his business and premises who is will
ing to pay a decent price. Dona ld and 
bis brother would then open a small 
repair workshop in the nonhem sub
urbs and manufacture single pieces 
according 10 exclusive designs. In 
Apri l 2000, Donald auctioned off the 
business and is now working for 
another woodworking company. 

Firm C was established about 10 
years ago by a trained fitter and turn
er who had been a contracted installer 
of a large kitchen manufacturer. As he 
could not progress funher in Ihis 
career, Chris decided to stan his own 
business together with a friend who 
was a skilled carpenter. "They slaned in 
Chris' garage and purchased a few 
second-hand machines. As neighbou rs 
complai ned about the noise, they 
moved out of the garage il1lo the then 

~ l would ne ed a lot of luck. a The firm might move into its own 
prem ises in the near future, for convenience 
rather than security. Suppliers, customers 
and the owners themselves live in the nonh
em and eaStern pans of the Witwatersrand. 

bigger order of which I can 
mak e real profit. I would the n 
buy materia l a nd manufacture 
my own designs." 

SBOC Salishury Hive. A fier deali ng in built-in kitchens, they 
designed kitchens and exhibited them at a local trade fair. The 
expressed customer interest resulted in few orders, so Chris' 
fr iend dec ided to pullout of the business, and Chris had to pay 
him out his share in the machines. Chris Ittognised that the 
kitcben market was dying and the competition too strong. 

Hence, he ventu red into shop fitting. At one stage he was 
so desperate for an order that he accepted a contract in George 
(Western Cape Province). Because of transpon and accom
modation costs, the contract yielded a great loss. Back in 
Johannesburg, Chris intended to sell his machinery to one of 
his neighbours in the SBDC Hive to pay offhis debts, hut this 
neighbou r, Dave, suggested that they join forces and venture 
into manufacturing bars and ellhibilion stands inslead. Chris 
did a CAD-course, and Dave reorganised their workshops in 
the cuhicles of the Hive. 

With Chris marketing their business and consulting clients 
in design and Dave supervising production, the business has 
grown slowly but steadily over the past fi ve years. Apan [rom 
its design capacity, the business differentiates itself from com
petitors through its shon lead time and on-time delivery. The 
finn owns three of each machine to guard against breakdowns, 
and the ten full -time emplOyees are not unionised and have 
agreed to work extra shifts ifan order runs lale. 

N lhough subcontracting allows Ihe finn to react to demand 
changes, it requi res supervision of quality and progress. Dave 
sees this uobalanced relationship as a problem: " If you are 
strong and your subcontraclOrs weak, they come to you and 
want 10 know how you do it, they want to use your machines 
and borrow wood which they might never return", In the long 
run, the finn is looking for stronger subcontractors oulside the 
l-five. 

'-------~.,-----

Chris argues: "The Hive was a good alterna
tive to the garage to Stan off with, but Once a 

firm is establ ished, it is no longer an adequate business loca
tion." The finn currently suffers from late or non-payment, 
and delivery-bound deposits which are paid back only on 
timely delivery. As the finn is small and its power limited to 
negotiate bener payment tenns, it mjght move into another 
market niche of decorating lifts. With the current machinery 
and skills, the finn is well-equipped to move into any wood
working activity in demand. In July 2000, Chris was still oper
ating from the Hive and had diversified his product range to 
mai ntain profit levels. 

Firm D is located on the same floor as Finn C in the 
Sal isbury Hive. Leonardo, the Owner, emigrated from 
Mozambique aboU! s ix years ago and found employment as a 
finisher in a furniture finn in Johannesburg. When he was 
retrenched_ he decided 10 start his own business. He had 
brought some tools from Mozambique where he had learnt 
carpentry and hand carving at bis uncle's firm. He now rents a 
small cubicle in the Hive where he has access to electricity, bUI 
not a phone, and he lacks his own Iranspon. 

AI the time of the interview, Leonardo reponed: "There are 
many people corning to the Hive to contract work out, and 
after they have had a look at a show piece and asked for the 
price, they usually choose one of us (the Mozambican carpen
ters) to do the job." The advantage of tile Hive is Ihat it is 
known to hosl a number of skilled carpenters, but competi tion 
is fierce, forcing prices down. There is no price fixing among 
the Mozambican carpenters, and contracts are usually not 
large enough to he shared. 

Leonardo does not leave his workshop to look for more 
work as he wants to be there in case a contractor arrives. He 
would nol have the resources to pre-finance an order, bu t 
instead depends on a deposit in the fonn of the wood to be 
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used. Given thcse circumstances, he is gratcful for every order 
and tries to put money aside for a phone and raw material. 

His wife has joined him and is learning basic carpcntry 
skills. Lconardo has the skills to do high quality work. and thc 
capacity to accept morc than one order a month, but hc fccls 
thcre is little he can do to change his situation: "I would need 
a lot of luck. a bigger order of which I can make real profit. I 
would then buy material and manufacture my own designs." 
Leonardo has never heard of any assistance programme for 
micro enterprises like his, and wonders if it would apply to 
him as a foreigner. He claims that all the Hivc is interested in 
is receiving his monthly rental. and thcy seemingly have no 
micro-lending scheme or training on offer. 

Firm E is located on the third floor of one of the inner 
city's office blocks. It was foundcd in 1995 in a flat in Ycoville 
by a Nigerian dentist who wanted to realise his mother's 

dream of having her own clothing business. 
At first, the finn specialised in traditional African wear 

using the mother's designs. Two Nigerians and the dentist's 
sister were hired to do the scwing, and customers found out 
about them by word of mouth. When the dentist got married, 
his wife registered the company as a closed corporation. The 
couple discovercd a niche in the black South African boutique 
market. but lacked the means to establ ish and supply their own 
retail outlet in the northcrn suburbs. 

Their loan applications at commcrcial banks and the then 
SBOC were turncd down. and private money lenders asked 
exorbitant interest rates. To generate more money, the finn 
continued to manufacture high quality ethnic and Westcrn 

SMMEs in the inner city 
may contribute to the 

revival of the inner city 
through wealth and 

employment growth 

wcar, but decided to also offer black schools the chancc to 
ordcr uniforms from them instead of depaJiment stores. In 
return. thc finn would donate 10 cents for each unifonn pur
chascd to the school. Thc owners encountered distrust and 
insecurity on the side of the schools - presumably because 
they arc foreigners. 

A sales person was then employed to market the concept. 
When schools placed their first ordcrs. the dentist used his 
overdraft to purchase the machines and fabric and to employ 
additional skilled workers. The finn currently employs 15 

male and 10 femalc machinists. The dentist is part of a well

organised network of clothing producers in Johannesburg 
which is bound by cthnicity rather than proximity. 

Nevertheless. due to bad experiences. the finn prefers not to 

sharc orders with other flnns. 
The owners of thc finn perceive customers to be relatively 

strict with them because they arc foreigners. Sevcral cus

tomcrs are not willing to pay a deposit on placement of an 
order. for cxample, but the finn accepts this to prove itsclf in 

a highly competitive market. The resulting cash flow prob

lems arc balanced with the dentist's personal savings. Pcrsonal 
dclivcries arc beneficial both to the customers who do not 
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need to travel to the inner city and the finn to which customer 
satisfaction and feedback arc critical. 

The inner city seems the most strategic location for the 
finn. Workers largely live in the area. suppliers are close, and 
the rent is reasonable. Nevertheless, a planned retail outlet will 
be located in the northern suburbs close to where the finn's 
owners live. The building hosts a number of other clothing 
manufacturers, but there is no collaboration among them. 
Instead, the dentist unsuccessfully tricd to take over another 
clothing company (Finn F). 

Overall, the dentist was optimistic about the future and 

focused on his initial goal of opening an African boutique: 
"We will start in Johannesburg with a retail outlet, but aim to 
distribute nation-wide. We are foreigners, but we have our role 
to play in the New South Africa." However, in mid-2000, the 
company was closed. The dentist had used money from the 
business to open his own practice in the northern suburbs 
which pushed the business into cash flow problems. 

Firm F operates trom the top floor of the same building as 
finn E, and was founded in 1990 by Nbibi, the sister of the 
couple now managing the business. After having worked as a 
maid for several years, Nbibi vcntured into clothing as she 
needed a less physically tiring occupation. She ran the busi
ness for nine years, but fell sick and asked her relatives to take 
over. The business had been doing cut-make-and-trim (CMT) 
work most of the time. 

Howevcr, Nbibi had started from her home in Orange Fann 
sewing aprons and oven gloves. These products were sold 
door to door in high-income areas on the other side of town, 
but depended on Nbibi's ability to move around these areas 
and sell sufficiently during the day. When Nbibi received a 
remittance from her daughter in exile, she managed to move 
to thc SBOC Salisbury Hive in the inner city, bought more 
machines and employed five full-time workers. 

The fluctuating income from selling door to door, howev
cr, made it difficult for Nbibi to pay her workers' rcgular 

weekly wages, and her small factory was often without super
vision and work. Nbibi thcrefore entered into CMT orders for 
retailers visiting the SBOC Hivc. Nbibi reccived sufficient 
ordcrs to kecp her small workshop busy, and her turnover was 
regular and predictablc, but profits were marginal. After hav
ing paid the rcnt, wagcs, transport costs and household expen
diturc. there was no money left to purchasc fabric for her own 
products. Over the years, the Salisbury Hive was less and less 
frequently visited by retailers from the richer suburbs, and 
working conditions got worse as infrastructurc was not main
tained. 

Nbibi started to look for more work, and when she got a 
large order about three years ago, she movcd out of the Hivc 
to the current location. The large order allowed Nbibi to buy 
more second-hand scwing machines and inercase her work

force. The business went well for a year until Nbibi fell sick 

and could no longer run her business full-time. Orders were 
not completed in time or returned because of defects. 

Nbibi urged her sister to move from Pietennaritzburg, 

Natal, to take over her business. Nbibi's sister Anna managed 

to give Finn F a turnaround. She was on the floor all the time 

and reorganiscd production. However, in early 1999 anned 
robbers broke into the workshop and stole the weekly wages 
and scveral sewing maehincs. Oue to this incident, thc finn 
had to retrench fivc workers. Later, Anna's husband left his 

job in Pietcnnaritzburg and joined his wife in running the 

R
ep

ro
du

ce
d 

by
 S

ab
in

et
 G

at
ew

ay
 u

nd
er

 li
ce

nc
e 

gr
an

te
d 

by
 th

e 
Pu

bl
is

he
r (

da
te

d 
20

10
)



TABLE 1: CHARACTERISTICS OF SAMPLE FIRMS 

Firm A Firm B Firm C Firm 0 Firm E Firm F Firm G Firm H 
.............................. ..................................... ................. ................. .................... ...................................................... 
Sta rt motivation Family Family Challenge Unemployment Mother's Age/family Opportunity Unemployment 

dream 

Legal status Formal Formal Formal Informal Formal Informal Informal (In)formal 

Age in 1999 (years) 64 76 10 4 9 14 14 

Permanent 
employees 75 14 10 (1) 25 10 (last: 8) 28 

Market (inter )nationa I national regional local regional local local regional 

Major problem Market Labour Cash flow Low returns Cash flow Quality, Death in family Lead time 

penetration relations crime 

Major strength Own retail Skills Versatility Skills Flexibility Low price Quality, price On-time 

outlet delivery 

Future outlook Grow further Close down Grow further Continue Grow further Continue No longer Grow further 
operating operating existent 

In July 2000 Profits up Closed Grown Stagnant Closed (pr*) Closed (pr*l No longer Profits up 

• pr ~ capital was taken out of the business for personal reasons 

clothing company in Johannesburg. Together they have been 
trying to put the business back on its feet again. Anna and her 
husband never leave the business together during working 
hours. The husband answers the phone and door, works on 
quotes and delivers the finished goods while Anna supervises 
the production process from cutting to finishing. They have 
been able to purchase some additional machines. 

Anna laments: "CMT work is a cut-throat business. We 
quoted R20 for a shirt, but when the order was placed RI2 per 

shirt was stated. We need to accept any order at the moment to 
keep our workshop busy and have at least some income, but 
there is little profit in this type of work. There is no way out of 
CMT for us as we would not even have the resources to pur
chase our own material." Anna and her husband arc trying to 
save for a company car: "Delivery on foot is dangerous these 
days!" They intend to keep all their workers and continue 
operating, but sometimes wonder if it is still worth it. Anna 
argues, "I often go without a fixed wage at the end of a week. 
I might earn more if I do some sewing myself for neighbours 
and friends - and there would be less to be worried about." In 
July 2000, Anna and her husband closed their workshop. 

Firm G is run by a male immigrant from Malawi who 
came to South Africa in 1982. Having been acquainted with 
the industry since childhood, Obed found employment in an 
informal clothing business in the SBDC Pennyville Hive. The 

owners of his business recognised his skills and encouraged 
him to set up his own small business. 

Initially, in 1985, Obed's business depended totally on its 

parent business - the previous employer provided space, 
sewing machines and orders. A turning point came when Obed 

managed to win an order independently from one of the agents 
visiting the Hive. He shared the order with his previous 

employer, but also employed his own workers. 
By 1990, Obed had bought five machines from his previ

ous employer and moved to the inner city where low-cost 
office space was converted into premises for informal clothing 

production. Obed specialised in cut-make-and-trim (CMT) 
work of lumber jackets and dresses. He grew his workforce 
and assets further and had to move to bigger premises. Obed 
decided to share a floor of an office block with another cloth-

existent 

• Data based on personal interviews 

ing manufacturer. The initially mutually beneficial relation
ship ended in dismay. Obed had been able to grow his busi
ness to 15 employees who partly came to work in two shifts. 
He always delivered on time and never had an order returned 
for defects. The other clothing manufacturer envied Obed's 
success and intimidated Obed's workers when he was away. In 
1995, one of his Malawian workers was killed in a fight with 
the other owner. 

Obed was insecure about his rights and those of his foreign 
workers in South Africa and only reported the incident to the 

police when the other manufacturer disappeared. Obed him
self left the premises immediately after the incident, sold one 
of his machines to pay for the monthly rent and looked for 
new premises. 

Only eight of the workers followed Obed to his new small 

factory in Market Street, and Obed lived in constant fear of 
further attacks. Nevertheless, he kept on doing CMT work for 
clothing retailers in the inner city and managed to get into a 
closer relationship with another informal clothing manufac
turer (Firm H) in his block whose fax machine he could use to 
send out quotes and receive orders. 

In December 1999, Obed used his holidays to visit his 
father from whom he had learnt all his sewing skills, but he 
never returned. His neighbour heard that Obed's father had 
died, and Obed had therefore decided to run his father's busi
ness rather than return to South Africa. 

Firm H was also founded in 1985 as an informal business. 
Irene worked for 16 years as a machinist in a clothing factory 

until it went into liquidation in 1985. Over the years, she had 
moved up from a table hand to a department manageress, and 

she then started with two former colleagues in her backyard in 

Kathlehong. As there was no disposable income to purchase 

fabric, she accepted any order under the condition that the cus
tomer supplied the fabric. 

Working from home was, however, illegal in those days, 
and apart from police raids, power failures disturbed her pro

duction. Hence, when the Kathlehong Industrial Park was 
built, Irene was among the first to move in. The park was 

secure, had regular electricity supply and hosted an NGO con
sulting SMMEs. With the help of this NGO, Irene managed to 
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win an order to manufacture workwear for Colgate. This gave 
her "a real push". Apart from the supply of fabric, she received 
a monthly payment for the pieces completed. She could hence 
pay her workers monthly and even employ additional staff. 
Nevertheless, the concessionary order was not repeated, and 
Irene had to look for larger orders to be able to keep all her 
workers. 

She moved to the Johannesburg inner city in the early 
1990s. Irene started to work for other clothing manufacturers 
and established her own company contacts at the same time. 
She found, however, that her workshop never managed to fin
ish orders in time which led to her subcontractors paying her 
less for the garments completed. As the business was becom
ing less profitable, Irene designed worksheets and worked out 
daily targets for each of her workers. She spent more time with 
the workers on the floor and bought a fax machine. Since the 
mid-1990s, Irene has never run late with her orders. Her staff 
work a 40-hour week. 

In 1996, Irene obtained a loan from Standard Bank after 
she took part in one of its management training workshops. At 
first, Irene felt threatened by the additional payment obligation 
each month. She then learnt to appreciate the loan: "When I 
have got a commitment to make, I work even harder because 
I am more focused." Now Irene expects the business to 
finance its own growth. Her business is well-known to agents 
as a reliable manufacturer of all types of workwear. She no 
longer needs to look for work, but receives samples by couri
er to quote a price. Irene can agree to manufacture any quan
tity as she knows a number of other informal clothing manu
facturers to whom she can subcontract part of the order. 
Nevertheless, she prefers to complete orders in her own work
shop where she can supervise production. At times, Irene is 
asked to quote on corporate wear, too, but her workers find it 
difficult to work as efficiently with the more complicated pat
terns and softer material. 

Irene is confident that her business will grow further in the 
future. Her finn is, however, not yet registered for VAT and 
hence excluded from directly bidding for government tenders. 
Scheduled for the year 2000 were the firm's VAT registration 
and the purchase of a company van for deliveries. 

The case studies clearly indicate how success or failure is 
the result of overcoming problems and taking advantage of 
opportunities. Many of the firms were able to identify turning 
points which had a deep impact on their firm. Firm C for 
example, experienced such a loss at one stage that it was about 
to be closed, while for Firm H, winning a large contract facil
itated expansion. Moroever, within the firm, the entrepreneur 
is a key player who influences or even consciously decides on 
success and failure. For instance, Firm G was closed for per
sonal reasons. The age of the entrepreneur, motivation and 
availability of alternatives also impact upon the aspiration to 
grow a business. In addition, the human capital incorporated 
in the entrepreneur contributes to success or failure. However, 
it is difficult to determine whether higher education or longer 
working experience are more crucial. Firm A, for example, 
had access to one owner with long working experience and 
another with tertiary education. Firm G, by contrast, was suc
cessfully run by an owner with no formal schooling but long 
experience. Workers' skills form another asset if they are com
bined well and motivated. Firm B, for example, works with 
skilled and experienced craftsmen who are, however, not 
motivated to apply their skills. Finn E, by contrast, maintains 

A.I:_= __ I __ =_L ... \1-.11")1 1\0.1_ ., 

good labour relations and can fully rely on its workforce. 
In terms of equipment, all but one of the firms were oper

ating with basic machinery including hand tools, and were 
well-equipped to serve their target markets with the type of 
machines they used. Production organisation including quali
ty controL targets and supervision or team work, is also impor
tant. Firms which have focused on a certain market segment 
seem to be doing better than those which have to take on any
thing which comes their way. Firm H limits its production to 
workwear, for instance, while finn G specialised in dresses 
and jackets. Firm E was able to expand into school uniforms, 
but retrained its workers accordingly. 

None of the sample finns has been involved in intense net
works with peers, but relationships with other manufacturers 
ranged from information exchange and use of machinery to 
sharing of orders and subcontracting. Neither the age of the 
finn nor the numbers of employees working there could be 
related to success or failure. Firm G, for example, closed after 
14 years while Finn H is prospering at the same age. 

And both the more successful Firm C and struggling Firm 
F operate with 10 production workers. SMMEs increasing 
their workforce have made profits, but this might apply even 
to firms which have reduced their permanent workforce such 
as FirmA. 

Three of the four furniture SMMEs interviewed would pre
fer to relocate to the northern suburbs which they perceive as 
more secure and closer to customers. All but one clothing 
manufacturer, by contrast, argue that they are strategically 
placed in the inner city where the centre ofGauteng's clothing 
production lies. Nevertheless, crime is of major concern to all 
manufacturers. 

Wider perspective: Furniture and clothing SMMEs in the 
Witwatersrand 

The firms surveyed here were part ofa larger sample offur
niture and clothing SMMEs in the Witwatersrand. Key find
ings can be summarised as follows: 

• The start motivation and work experience of the owner
manager had little relationship to value growth of the SMME, 
except in that SMMEs whose owners had worked before or 
had been taken over a family business generally had a higher 
asset base. Higher education of the entrepreneur explained 
growth in profits and assets, while SMMEs run by older 
owner-managers showed slower growth rates. 

• The skill levels of workers employed in the SMMEs 
ranged widely. Most firms adjust their workers' skills to their 
needs, either training them in-house or externally. Training for 
workers and good labour relations were positively related to 
growth. 

• Neither the degree of automation northe age of the equip
ment could explain growth or lack of it. Missing delivery dates 
and a lack of standardised quality control procedures did have 

a negative impact. 
• Higher profits could be associated with serving the high

er end of the clothing or furniture markets, and direct sales to 
the customer with employment growth. Advertising or cus
tomisation had little effect. Traditional advertising techniques 
were not found to be cost-effective. 

• Networking of SMMEs took various forms. Close rela
tionships to customers could not explain higher profits, but 
relationships to suppliers were important in the attempt to 
mlmmlse inventories but still keep delivery dates. 
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Subcontracting was positively related to profit growth. Any 
other form of horizontal networking, however, was not signif
icant. 

• For the sample SMMEs, a larger workforce was not asso
ciated with higher profit margins. Most of the furniture firms 
had between ten and twenty employees, while the average 
clothing firm employed thirty workers. Profit growth depend
ed instead on growth in assets which was, in tum, dependent 
on turnover. Due to the labour-intensity of the furniture and 
clothing industries, asset growth was in many cases accompa
nied by an increase in the number of employees. 

Conclusions 
South Africa is operating in a new, more open, trading cli

mate which translates into building competitive advantage and 
prosperity at the local level. The Johannesburg inner city has 
a long history of manufacturing, but witnessed a structural 
change from large-scale formal production to small-scale and 
partly informal production. Overall, living and business con
ditions in the Johannesburg inner city are deteriorating. 
SMMEs in the Johannesburg inner city may contribute to the 
revival of the inner city through wealth and employment 
growth. International experience suggests that a shift in the 
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Local economic development 
in rural South African towns 

BY DR HR LLOYD AND PROF GS HORN 

ince the dawn of political democracy in 
South Africa, the country has undergone 
various changes on both the political and 
economic front. One significant change is 
the devolution of power to provincial gov
ernments, who were given discretionary fis

cal powers. Another is the focus on interregional linkages 
in an effort to promote regional development and pros

perity. With these changes, renewed awareness regarding 
the role of decentralised structures in creating economic 
prosperity was revived to such an extent that the creation 
of economic prosperity is no longer seen as the task of 
national government alone. More emphasis was placed on 
decentralised structures to create and be active in the pro
motion of economic prosperity, often through Local 
Economic Development (LED). 

This article considers LED to detennine how it is cur
rently implemented and needs to be implemented in the 
rural parts of the Eastern Cape Province of South Africa 
to generate economic growth and development. The arti
cle is based on an empirical study which attempted to 
classify and identify a typical rural town in the province 

and how LED plans should be implemented in such a 

town to reap the benefits of LED. 

Dr HR Lloyd (/nd PratGS 
Horn (/re with the Ecollomics 
Department. Vista University 
(Port Elizabeth Campus). 
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Background to Local Economic 
Development Planning 

Together with the economic and 
political changes experienced in South 
Africa since 1994, there is increasing 
awareness of issues such as free market 
economics, privatisation and global 
competitiveness. With paradit,1J11 shifts 
such as these, the emphasis on local and 

regional economies also changed, and 
renewed interest in local and regional 
economic development came to the 
fore. Specific attention was devoted to 
the following issues both at local and 
regional levels: 

• increased support for decentralised 
structures to takc the lead in eco
nomic development; 

• improved efficiency inasfar as 
resource mobilisation at local and 
regional level is concerned; 

• empowennent of local and region
al structures to drive economic 
development; 

• creation of an awareness that local 
and regional government should 
forge partnership agreements with 
local, national and international 
partners from both the private and 
public sector, in an effort to foster 
economic growth and develop
mcnt; 

• promotion of national economic 
growth and international competi
tiveness. 

It is now realised that by decentral
ising certain responsibilities, scarce 
resources can be appl ied more produc
tively by embarking on programmes 
where private sector initiative is devel
oped to take over activities which were 
previously exclusively dealt with by 
public sector authorities. 

With the transfer of responsibility 
and accountability from a national to a 
regional and eventually a local structure, 
there is a recognition that those struc
tures closer to grassroots levels know 
and understand the developmental needs 
of their respective communities and 
societies better. 

Through such a process, creative 
thought is stimulated and local people R
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are motivated to playa grcater role in developing their own 
communities to the benefit of the larger whole. 

In answering the question "What is LED?", the following 
definition is useful: "Local economic development is a local
ly-driven process designed to identity, harness and utilise 
resourccs to stimulate the economy and create new job oppor
tunities".' 

Therefore, LED is a process of co-operation in which 
regional and local government, community-based and non
governmental organisations, as well as the organised privatc 
sector, combine their resources and efforts in partnership 
agreements to generate economic activity and so create 
employment and bctter living conditions for their respective 
communities. 

The exogenous component of LED entails how well the 
local government in its partnership agreements can respond to 
national and international processes and incentives to grow its 
own economics and generate more economic activity and 
employment. The endogenous componcnt is detennined by 
the capacity of local economies to utilise and develop addi
tional human and physical capitaJ.2 

LED must, however, be understood in its broader context. 
namely to fonn part of the Economics 

role in economic growth and development. This could be ben
eficial and advantageous in the long-run, because the commu
nity sector is well-known for being firstly, part of and in touch 
with the target groups; secondly, flexible and responsive to 
changes in community aspirations; thirdly, comprised of a het
erogencous group of individuals; and fourthly, having a shared 
vision and mission and being committcd to the common good 
of their society. 

In general, the focus of the LEDP as envisaged for rural 
towns, is to provide a more community-focused approach and 
less of a burcaucratic central approach. In this process, devcl
opment will be enhanccd due to the building and nurturing of 
mutual acceptance, trust and understanding amongst all soci
etal stakeholders. It will furthennore, provide infonnation 
sharing and being more committed to the common goal of 
developing rural towns and promoting local economic regen
eration to the common good of all. 

Local Authorities as Key Actors 
Local authoritics playa vital role in economic develop

ment. Through their participation in shaping policies and by
laws, endorsing support programmes, and enforcing tender 

of Regional Developmcnt in which 
economic location theory plays a dcci
sive role. Locational factors such as 
labour costs, energy costs, supplicrs, 
telecommunications, education and 
training facilities, road and rail infra
structure, as well as local governmcnt 
commitment, playa vital role. Besides 
thcse locational factors, agglomeration 
factors are also vital. Issues such as 
being located e10se to other related 
businesses or markets arc of impor
tance. 

THE THREE MAIN ROLE PLAYERS WITHIN AN lEO 

SECTOR ROLE PLAYER 

PUBLIC Bureaucratic institutions: 
National Government; Provincial 

OECISION CRITERIA 

Legislation, rules, 
procedures, 

policy guidelines4 Government; Local Government; 
Officials in various departments 

PRIVATE Organised business; 
Employer organisations; 

Profit and utility 
maximisation 

Producers, consumers, investors; 
Individuals in general 

The objective of a local economic 
development plan (LEDP) is thus to 

COMMUNITY 

address the service backlogs and economic challenges faced 
by rural towns. Key issucs such as dwindling central business 
districts, lack of basic infrastructure, few cconomic empower
ing opportunities, and high levels ofunemployment, should be 
addressed by an LEDP) The aim ofthe LEDP is, with the help 
of the national and provincial government, to enhance and 
build on the capacity of rural towns by co-operative mutual 
agreements between the Transitional Local Councils, 
Community-Based Organisations, NGOs and organised busi-
nesses. 

Through such ventures a common vision and mission for 
these towns can be developed, which will allow the towns and 
its stakeholders to be pro-active in addressing future econom
ic growth and employment problems and be constructive in 
addressing current pressing issues. Successful LEDP requires 
the development of structures and frameworks in which infor
mal entrepreneurs can operate more cffectively; better co
operation and trust among all the roleplayers; as wcll as a 
change to a more positive mindsct by all concerned. 

LED: Key Role Players 
Focusing on the role players and noting thc fact that LED 

emphasises the bottom-up approach to local economic devel
opment, the community sector will play an increasingly active 

CBOs; NGOs; 
Community leaders 

Welfare of the 
community 

practices, thcy shape society and thereby eithcr enhance or 
hamper local economic progression.s 

What is important from the side of the local authority in 
promoting LEDP, is thus to focus on its core activities, which 
includc providing social, physical and economic infrastructure 
to tacilitate growth and development; and creating an enabling 
environment by means of legislation, policies and support pro
grammes to guidc future growth and development.6 

The underlying focus of thcse core activities is to foster 
economic development and employment creation by means 
of: 

• sufficient investment in infrastructure; 
• effective technical and administrative support for existing 

and potential entrepreneurs; 

• incentives to investors to build capacity in the local econ
omy with definite interregional spin-offs; 

• agreements with all stakeholders to market a particular 
town, its peop Ie and its products. 

Although most of the tasks perfonned at local government 
level are taken from the cues given by national or provincial 
government structures, being a decentralised fonn of gover
nance they need to be innovative, in sync and receptive to the 
needs and aspirations of the local popUlation. 
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LIMITATIONS AND CONSTRAINTS TO LEDP 

The most common limitations and constraints identified in the implementation of a successful LEDP, can be summarised as follows: 

CONSTRAINT/ 
LIMITATION CAUSE STRATEGY/SOLUTION 

Lack of premises No new development Create incentives and an enabling environment 
for new development 

Sub-optimal utilisation of local authority buildings Provide idle buildings for the community for 
development purposes 

Insufficient entrepreneurs Lack of administrative and/or technical support 

Rather be employed than become self-employed 

Provide support and information 

Provide idle physical capacity, i.e. infrastructure 
for utilisation by the community 

Lack of physical infrastructure 

Lack of capacity 

Education and training 

Encourage the entrepreneurial skills of learners at 
various schools in the area 

Insufficient capital Insufficient opportunities and information 
to attract capital 

Provide a central office with knowledgeable staff 
to provide information on the town and its 
prospects to the 'outside' world 

Create an environment attractive to investment by 
means of legislation, incentives and 
influencing peoples' attitudes, etc. 

Insufficient marketing No combined marketing efforts of a town, 
its people and its products 

All stakeholders to make a combined effort 
to promote the town, its people and unique 
products as a package to "outside" people. 

Insufficient beliefs 

Insufficient information and knowledge 

Lack of belief in self; Lack of community's 
belief in the ability ofthe individual 

Inform people through community initiatives of 
their unique characteristics as a platform 
for self-improvement 

Belief that what is created in the rural areas 
is inferior when compared with 
that created in the larger cities 

Desire to become like the city instead of 
developing a successful independent identity 

Highlight and concentrate on unique efforts 

Eastern Cape Case Study 
To ensure a comprehensive plan that reflects the aspirations 

and ambitions of all stakeholders, the success of the LED plan 
is largely dependent on the participation of as many local 
stakeholders as possible. With this in mind, the study was sub
divided into the following phases to gain the widest possible 
range of views of the population in the surveyed towns: 
Phase 1: The assessment, by means of workshops held in each 

of the respective towns studied, of the enabling envi
ronment created by the town's TLC. 

Phase 2: By means of a series of workshops, an assessment 
was done of the aspirations, expectations and ambi
tions of a large and diverse cross-section of the pop
ulation of each town. The stakeholders included in 
these workshops are organised business; workers; 
and the unemployed. 

Phase 3: A general needs analysis and assessment, to deter
mine the general needs of the respective towns by 
means of a questionnaire survey. A stratified cluster 
design was used to allow for inferences about the 
total population of a town. 

Phase 4: A combined vision for each town was established, 
based on the afore-mentioned phases and feedback 
received on each of these issues. 

Phase 5: Identification of key projects, programmes and busi-

Africa Insioht Vnl ::11 Nn 1 

ness activItIes. From the information derived from 
the afore-mentioned phases, the role players in each 
town identified various projects, programmes and 
business activities which they perceive as being 
essential and desirable in the local economic devel
opment of their town. 

Demographic make-up 
A total of 202 people or about half of the sample are black, 

followed by 40% coloureds, 9% whites and a single Asian, 
while the majority of the respondents are male. The average 
age was between 26 and 45 years old. The highest concentra
tion of household sizes for the sample is in the category of 2 -
6 persons, while just 7% of the people interviewed indicated 
that they have a tertiary qualification. It should be noted that 
persons who have not achieved an educational level of Grade 
6 are normally described as 'functionally illiterate'. About 
29% of the respondents in the surveyed towns can be classi
fied in this way. 

Two thirds of the citizens seem to be satisfied with the idea 
of staying in their town. Just over 20% indicated that they are 
not satisfied, with a full one third of the respondents indicat
ing that they had contemplated leaving their town. The main 
reason given for their intention to leave is the high unemploy
ment rate. The major reasons why the majority intend to stay 
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is because they have strong 
family ties there, find their 
town a nice place to live in, or 
deem themselves too old to 
leave. 

The majority of intervie
wees were the breadwinners of 
their household. Table I shows 
that 64.3% of the respondents 
earn a monthly income of up to 
RI 000. This is indicative of an 
extremely low disposable 
income which detinitely has a 
negative influence on the pur
chasing power of the majority 
of the respective towns' con
sumers. This will thus serious
ly inhibit the turnover of estab
lished formal businesses, as 
well as the establishment of a 
vibrant SMME sector. As far as 
the main source of income is 
concerned, it is indicated in 
table 2 that only 37% of the 
averaged sample earn a regular 
wage, while people receiving a 
pension or a grant comprise 
27%. 

Small, medium and micro
sized enterprises (SMMEs) are 
often equated with the informal 
sector. 7 The lndustrial 
Development Corporation 
defmes SMMEs as commercial 
entities with assets below R 12 

The importance of the informal 
sector can not be downplayed 
in South Africa. With an 
underdeveloped and at times 
non-existent socia I security 
system, the informal sector 
plavs a vital role in the survival 
of many South Africa ns. 

Sl'vfMEs to facilitate local economic develop
ment. This would entail collaboration among all 
private sector stakeholders to pool resources in 
the development of SIV1J--,..[Es. The local authority 
and established business are seen as the primary 
agents for job creation in their respective towns. 
Yet mere is a serious lack of knowledge and 
insight into the various policies, as shown in 
Table 3. 

million, while the statutory definilion is an enterprise with 
assets less than R 15 million. Whichever the detinition, 
SMMEs make a significant contribution 10 me South African 
economy. Many countries, both developed and developing, 
have recognised the importance of SMMEs in generating 
employment and thereby creating a more equal distribution of 
income. In addition, SMMEs can exploit niche markets (both 
locally and internationally) more effectively and flexibly than 
a large corporate. International experience has also demon
strated tbat SMMEs playa valuable role in enhancing produc
tivity, driving technical change and, above all, fostering entre
preneurship. Between 1994 and 1999, the IDC approved 
finances tOlalling R3.2 billion to I 279 SMMEs, creating 
almost 39 000 new direct job opportunities in the process and 
generating an additional R405 billion in annual export earn
ings.S 

Based on the imponance of SMMEs, it is disturbing to note 
that a staggering 93% of the respondents are not aware of any 
local or regional policies relating to SMMEs. The vast major
ity of respondents are also not aware of any means of financial 
assistance available to SMMEs. Only a few respondents are 
aware of Business Partners (ex-SBDC) as Ihe main funding 
agency to SMM Es, followed by a knowledge of other funding 
agencies such as Ihe East Cape Development Agency and 
Ntsika. Some respondents also noted Louhen Financial 
Services as a possi ble sou rce of fund i ng. Most respondents are 
of the opinion that a partnership agreement should exist with 

It should be nOled however, that the TLCs in Ihe respective 
towns are also nOI pro-active in developing and promoting 
such policies. [n the process, a stumbling block is actually cre
ated by the TLCs that inhibits the rapid development of 
SMMEs in the surveyed towns. Most respondents think that 
their local authority only pays lip service to the idea of creat
ing an environment whereby SMMEs and larger organised 
business can interact and do business. Every time the 
Department of Labour comes to a town on their monthly vis
its, some attention is given to this endeavour. 

Formal sector 
The largest number of formally employed respondents are 

involved in the retail trade, which included operating or own
ing a petrol station, cafe, supermarket, hotel or clothing store, 
with up to 10 years experience. This indicates a vast amount 
of skills accumulated within the formal business sector, which 
could be helpful in addressing skills training to other SMMEs. 
The average number of employees was 38, of which 21 are 
full-time. This means that on average, every formal business 
owner creates jobs for 2.1 other people. 

Potential forward and backward business linkages avail
able to business owners in the respective towns are not fully 
exploited . As far as the procurement of materials is concerned, 
the majority of stocks and materials are obtained from outside 
lown. All formal business owners indicated that they sell their 
output locally. But are the businesses profitable? Nearly 40% 
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TABLE 1: MONTHLY INCOME OF RESPONOENTS 

Income in rands % of respondents 

0-500 37.3 

501-1000 27 

1 001-1 500 9.8 

1 501-2000 7.3 

2001-3000 5.3 

3001-4000 3.2 

4001-5000 3.2 

5001-7000 3 

7001-10000 2.2 

>10 000 1.7 

TABLE 2: SOURCE OF INCOME 

Source % of respondents 

Pension or grant 27 

Regular wage 37 

Self-employed 15.5 

Casual 20.5 

TABLE 3: INFRASTRUCTURE TO ASSIST SMMES 

% 

93.6 

92.6 

90.2 

96.7 

97.8 

96.7 

Respondents are not aware of ... 

Technical advice centre /service 

Accounting support centre/service 

Administrative support centre/service 

Tender advice centre/service 

Business skills and related 
training centre/service 

Business information and 
resource centre/service 

TABLE 4: REASONS FOR UNEMPLOYMENT 

Reason % of respondents 

No jobs available 

Retired/pensioner 

III health 

Housewife / child-rearing 

Physically disabled 

Retrenched 

Lack of skills 

TABLE 5: SKILLS AVAILABLE 

Skills 

Building industry skills 

Sewing, knitting, needlework 

Office-related skills 

Mechanic and welding 

Retail 

Domestic 

Teaching 

Afrir.a In~inht \/,..,1 ':l1 1\1 .... 1 

61.8 

15.3 

7.6 

1.8 

5.8 

5.3 

2.4 

% of respondents 

30 

22.5 

8.7 

15 

10.1 

8.7 

5 

of business owners indicated that their earnings increased 

over the past financial year, with one third experiencing a 

decrease in earnings. This provides a good indication of the 

existence of a business environment in which SMMEs would 

struggle to develop and prosper. It is also interesting to note 
that most of the fonnal business respondents would like to see 

large chain stores and wholesalers settling in their town. The 

minority cited factories and manufacturing concerns as being 

important to settle in their town. 

It is well-known that the capacity of the South African for

mal sector to create new jobs has been declining annually over 

the past three decades. Currently, only 14% of all new entrants 

into the South African labour market are absorbed by fonnal 

sector activity annually. Every year fewer job opportunities 

are created for every percentage point of economic growth 

compared with the previous year. Therefore, the salaried or 

wage segment of the labour market is stagnant at best and 

declining at worst. More people are moving into small busi

ness concerns, putting their life-skills to use in these opera

tions whilst becoming entrepreneurs. 

Informal Sector 
It is generally accepted that the infonnal sector plays a sig

nificant role in the economic activities of South African town

ship communities. Various reasons are given for this, one of 

which is the inability of the national economy's fonnal sector 

to create sufficient employment for the relatively fast-growing 

labour force. This leads to new entrants into the fonnal sector 

being increasingly forced to turn to the infonnal sector to earn 

a living. In the infonnal sector most become self-employed, 

which is in itself a b'Teat challenge, because there is no estab

lished and seasoned business culture. For decades, Asians, 

blacks and coloureds were prohibited by law from owning 

businesses in cities and towns throughout the country. They 

were conditioned to find jobs, and not to create jobs. 

The point of view that the infonnal sector is a closed sec

tor of the economy is fast disappearing, and planners in the 

public as well as in the private sectors increasingly realise that 

the infonnal sector is part of the national economy. This is 

substantiated by the fact that participants in the infonnal sec

tor obtain a considerable part of their inputs (goods, services, 

raw matcrials and capital) from the fonnal sector and that 
many infonnal entrepreneurs are successful in producing 
goods for the fonnal sector. 

The importance of the infonnal sector can therefore not be 
downplayed in South Africa. With an underdeveloped and at 

times non-existent social security system, the infonnal sector 
plays a vital role in the survival of many South Africans. 

Furthennore, in times of prolonged unemployment, with little 
or no support from the state, the infonnal sector becomes the 

sole means of survival.9 However, the infonnal sector should 

not be thought of as a long-tenn solution to the unemployment 

and poverty problems in South Africa, especially in the rural 

areas. 
The infonnal sector must thus be seen as a means to com

bat economic inactivity, but more importantly, to serve as a 

stepping stone for future fonnal sector entrepreneurs. The pro

posed LEDP in rural towns of the Eastern Cape Province will 

be of critical importance and value in that it will combat eco
nomic inactivity, and also provide a means of providing some 

fonnal structure to the infonnal sector. Via the proposed 

LEDP, infonnal sector operators can come into contact with 
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established business, and can use the proposed LEDP as a way 
of marketing their goods in a safe and tourist-friendly envi
ronment. This may lead to extension and incorporation into 
the formal sector in future. With this in mind, a survey of the 
informal sector in the surveyed towns was undertaken to 
establish the feelings and aspirations of the operators in this 
sector with particular reference to LED. 

The majority of people operating in this sector classified 
themselves as traders, i.e. operating spaza shops, shebeens or 
hawking. Repairs and mending slotted in at second place. 
Three-quarters of the respondents indicated that they have 
been involved in the informal sector for between one and five 
years. The fact that the majority of informal sector operators 

arc still relatively new in business may prove useful in the 
development of an organised venue for applying their trades, 
as they are likely to be innovative in their way of conducting 
business. The survey also clarified the point that businesses in 
the informal sector are mostly subsistence operations based on 
sole proprietorship. Only 8 out of the total respondents indi
cated that they employ other people. 

Unsurprisingly, almost 90% of the respondents indicated 
that their informal sector business is their sole source of 
income, where the majority earn less than R750 per month. In 
highlighting problems encountered in the informal sector, 
many of the respondents indicated their main problem to be 
people who arc not paying their debts, followed by burglaries 
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and a lack of transport. This can become problematic in the 
endeavour to fonnalise these operations in an attempt to 
expand the SMME where skills, finances and cash tlows arc 
of critical importance. 

Around RO% of the respondcnts arc in favour of the estab
lishment of an organised venue to promote their businesses. 
Furthennore, most of the respondents arc in favour of regula
tion by the local authority, in partnership with private individ
uals. The respondents' preferences of where the organised 
venues should be established, rank in the tollowing order of 
preference: 

• Empty and unutilised buildings; 

• Close to their communities; 
• Special areas dedicated for trading; 

• Close to established businesses. 

It was also gathered from the study that the majority of the 
respondents are of the opinion that such organised trading 
venues should be financed by means of the collaborative eHort 
of owners and authorities. Most of the respondents are also in 
favour of a strong retai I and manufacturing sector being estab
lished in their town. with specific emphasis being placed on 
larger chain stores such as Pep Stores and Shoprite. 

Unemployment 
Unemployment is probably the most severe problem cur

rently facing South African society. I t is a root cause of many 
other socio-economic problems such as high crime rates. vio
lence and poverty. Every year the tonnal sector economy is 
unable to provide sufficient new job opportunities to job seek
ers, with the result that more people become unemployed. 
marginalised to the infonnal sector. or destitute and dependent 
upon the state and other members of society for assistance. 

Table 4 shows that two-thirds of the unemployed respon
dents are without employment because job opportunities arc 
not currently available in their town, while a few were either 
retired physically disabled, ill, or active in unpaid activities (as 
a housewife or student. for example). A large percentage of the 
respondents have been unemployed tor a relatively long peri
od of time. i.e. for up to 15 years. While 70°/., of the unem
ployed respondents indicated that they would like to find a 
job. about half arc at least semi-skilled (see Table 5). Most of 
the unemployed people in the various towns subsist by means 
of casual jobs. followed by thc extended family system and 
remittances. 

Conclusion 
This article emphasises the important and necessary role to 

be fulfilled by an LEDP in the rural Eastern Cape. The towns 
surveyed in the study signify a 'typical' rural Eastern Cape 

town and the problems faced by these rural communities. The 
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• develop means to attract new ventures and capital into the 

towns; 
• develop new avenues to market the unique characteristics 

of the respecti vc towns to the outside world. to 
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Community Participation 
Facilitation or impairment of 

sustainable development? 

IV Mashinini and G du 
T de Villiers provide a 
case study of the 
Production Through 
Conservation (PTe) 
Project in the 
Mohale's Hoek district 
in Lesotho 

A
a resulr of the world con

servation strategy launched 
by the Inremational Union 
for Conservation and 

ature in 1980, sustainable 
development as advocated by the World 
Conunission on Environment and 
Development in 1987, and more recent
ly Agenda 21 of the Environment 
Summit report fonnulated in 1992, 
"sustainable development" has been 
adopted as the new development para
digm.1 This new paradigm fonns (he 
basis of a framework to guide develop
menr polices, straregies and projects 
into the 2 1 sl cenru ry. 

Sustainable development is general
ly derUled as development that meets 
today's needs without sacrificing those 
of future generations) This recognition 
of the central role of environmental con
servation provides a new theoretical and 
practical departure from the old para
digm of development which preyed on 
rhe environment, as espoused in the 
post-World War /I era up to the end of 
the 1 970s. Sustainable development 
policies and strategies, in the context of 
rural regions in the Third World, entail 
sustainable agriculture, sustainable 
poverty alleviation activities, sustain
able human development, income gen-
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eration activities, community empowennent through partici
pation. and sustainable institutional change for capacity cre
ation and building) 

While in the past communities and their participation were 
considered pillars for the success of sustainable development. 
sometimes communities themselves resist the changes in their 
lifestyles introduced by foreign (often urban-based and inter
nationally supported) interventions, even where these arc 
intended to improve their livelihoods and 

gained a national articulation and significance in April [988 
when Lesotho hosted the [nternational Conference on 
Environment and Development to promote the idea of sus
tainable development. as advocated by the United Nations 
World Commission on Environment and Development 
through its report Our Common Future. x The International 
Conference on Environment and Development also solicited 
inputs from experiences by various projects and individuals, 

communities, development agencies and the 
ensure sustainable resource management in 
their regions.4 More in-depth analysis of the 
role of communities in assisting or resisting 
changes introduced in their life patterns 
through foreign interventions is necded to pro
vide a better understanding of the prospects and 
problems facing sustainable development. 

Opposite: Some of the 
unused agricultural 
equipment supplied by 
the FISC project at 
Taung Ha Moletsane in 
the study area. 

private sector on sustainable development. 
These inputs acted as the basis upon which 
the National Environmental Action Plan/or 
Lesotho was drawn and later adopted in 
1989 as the national policy framework to 
guide sustainable development.9 

For its part, the Ministry of Agriculture 
This paper contributes to such an under-

standing of the role of communities in the facilitation or 
impainnent of sustainablc development, through a case study 
of the Production Through Conservation (PTC) project in the 
Mohale's Hock district in Lesotho. The paper discusses a post
project evaluation of the PTC undertaken from January to 
April 1999. The objective of the evaluation was to assess the 
impact and sustainability of the sustainable development ini
tiatives promoted by the PTC in the Mohale's hoek district. A 
questionnaire was administered through interviews to 200 
rural households, selected by multi-stage sampling. 

Lesotho's National Policy on Sustainable Development 
Like many other Third World countries, Lesotho started to 

devise its national policy on sustainable development towards 
the mid-1980s. Pioneer work in this regard was organised 
under the auspices of the United Nations Food and 
Agricultural Organization (FAO) in conjunction with the 
Swedish International Development Agency (SIDA). The two 
international development agencies launched the Land Usc 
Planning project (LU P) in 1981, the objective of which was to 
train middle-level staff to impart the practice of sustainable 
land use to ordinary Basotho. 

SIDA went on to launch the Forestry Training Programme 
at the Lesotho Agricultural College in 1983, which aimed to 
train and produce middle-level staff to facilitate sustainable 
management of the forestry resources in Lesotho. The organi
sation also launched the Fann Improvement with Soil 
Conservation (PTC) project in 1985, to teach the practice of 
sustainable agriculture. income generation activities and 
capacity building for sustainable development.5 

The United States Agency for [nternational Development 
Assistance (USAid) also made its contribution to these early 
efforts by supporting the Sehlabathebe Range Management 
Project in 1982 which aimed to pass on infonnation about sus
tainable livestock production and range management practices 
to Basotho livestock fanners. especially in the mountain 
regions of Lesotho.1> Furthennore, the FAO provided ongoing 
technical advice to the Ministry of Agriculture on matters of 
sustainable agrieulture,7 

The experiences from the implementation of these projects 

IV Mashinini is with the Departmellt of'Geography, National 
University of' Lesotho, and G dll T de Villiers with the 
Department of' Geograph.l'. Universitl' 0( the Orange Free 
State. 

Alri .... In",inh+ \/,,1 ':! 1 11.1" 1 

formulated and adopted the National 
Conservation Plan for Lesotho in 1988. and The National 
Livestock Policy/or Lesotho in 1990, as policies to guide sus
tainable agriculture development in the country. The National 
Conservation Plan emphasised the need for a conservation
driven agriculture through thc practice of conservation and 
agro-forestry throughout the country, while the National 
Livestock Policy stressed the need for sustainable livestock 
production and range management practices through culling, 
selective breeding and community natural resources manage
ment. [n the pursuit of sustainable development. the 
Government of Lesotho. in conjunction with the donor com
munity, has thus implemented a number of projects over the 
past 15 years, of which the Production Through Conservation 
(PTC) project was amongst the pioneers. 

Background to the PTC Project 
The Production Through Conservation (PTC) project start

ed in 1985 as the Fann Improvement with Soil Conservation 
(F[SC) project. The Project was a joint initiative of the 
Government of Sweden through the Swedish International 
Development Agency (SIDA) as its implementing agency, and 
the Government of Lesotho through the Ministry of 
Agriculture as its implementing counterpart. 

The major objective of the Project was to promote sustain
able development in Lesotho through the provision of devel
opment assistance to the rural communities in the Mohale's 
Hoek district, to practise conservation fanning, agro-torestry, 
sustainable livestock and range management, and to embark 
on sustainable fann and non-fimn household income genera
tion activities.! 0 To achieve its objectives, the Project intro
duced a number of activities related to sustainable develop
ment in the region, ineluding sustainable agriculture, sustain
able household income generation activities, and capacity cre
ation through training, community participation, networking 
and institution building. 

The Project wound up its support from SIDA in June 1998 
through the official withdrawal of the last SIDA technical 
advisor to the Ministry of Agriculture, and a complete hand
over of all operations to the Ministry of Agriculture in 
Lesotho. The Project hand-over occurred after 14 years of 
continuous operation in promoting sustainable development in 
the Mohale's Hock district. Eight of these 14 years were also 
spent in assisting the Ministry of Agriculture to promote its 
concept and methodology of sustainable development 

throughout the country. 
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Assessing the Project's 
Outcomes 

Sustainable agriculture 
The bulk of the PTe 

Project's activities were in 
the field of sustainable agri
culture. ID the area of sus
tainable crop production, 
me Project sought to assist 
the farmers to increase their 
crop productivity through 
the use of high yield, high 
quality varieties of seeds 
and chemical fertilizers. The 
fanners were also encour
aged to do conservation 
work such as the construc
tion of terraces and water 
ways in return for payment 
in the fonn of the hybrid 
seeds and chemical fertiliz
ers which were used as an 
incentive . Ideally, the 
Project hoped that this 

A waterway in need of mainte
nance at Mataveng in the study 

equipment promoted under the Project through the 
implements hire scheme because it was expensive. 

area. 

would promote both conservation and productivity. The 
Project also supponed the village development councils in the 
selling of hybrid seeds and chemical fertilizers to fanners 
through an input supply scheme in their villages. 

However, as observed by Yaxley, the fanners used the 
improved seeds and chemical fertilizers only during the first 
year wben they received them free of charge from the 
Project. 11 Once they had to pay for the input package, they 
stopped using these products in favour of their old lifestyles, 
which used only manure - or nothing - for nutrients. They 
also used their 0'WTI seed left over from the previous year's 
harvest. In the survey evaluating the PTe Project, 32% of the 
interviewees used their own seed, as opposed to just II % who 
used the seed promoted by the Project. 

In terms of soil nutrients, 25% used chemical fertilizer 
from the Project and/or village input supply schemes, whilst a 
full 46% used manure and 20% used nothing at all. While sus
tainable agriculture encourages the use of naTural nutrients 
rather [han chemical fertilizers , this experience showed a lack 
of willingness among the famers to change theif farming prac
tices and adapt to the demands of the new practices introduced 
by the Project to ensure sustainable household food security. 
This may stem from an inability to pay for new seed and fer
tilizers. 

Sustainable agriculture also frowns on the use of mechani
sation by farmers. Instead it encourages the use of indigenous 
knowledge-based technology for production. In keeping with 
these views, the Project promoted the use of oxen for traction 
and promoted this use by supporting a hire scheme whereby 
village development councils rented oul ox-drawn carts, 
ploughs, planters and cultivators to the farmers. 1n fact, the 
Project never had a single tractor among its neet of farm 
machinery. 

However, while 61 % of the farmers used oxen, 29% still 
used a tractor. In general, the fanners said that they preferred 
to use oxen because they were cheaper than tractors and more 
readily available in the villages. They did not use the ox-drawn 

AD . __ 

Tractors may be seen by some as progress, and as 
an aid in developing larger plots of land . 

Another innovation encouraged by a sustainable agricul
ture approach is experimentation with new crop mixtures, 
where advisable. The PTe Project did not encourage signifi
cant changes in the traditional crop mixtures, except to 
encourage farmers to plant fruit trees on terraces in the fields 
to promote their stability and productive use in fruit produc
tion for both household consumption and/or sale. However, 
the fruit production experiment became unsustainable because 
the farmers did not change their livestock management praCo-
tices and stall feed to minimise damage to unprotected devel
opment properties caused by livestock under the open com
munal grazing system. There may be various explanations for 
this, ranging from a lack of interest in growing fruil, to a mis
understanding of the new management practices, 

Similarly, the Project also anempted to promote sustainable 
agriculture through tbe use of irrigated gardens. Technical 
assistance was provided to individual members of the com
munity for the construction of concrete benches for roof water 
harvesting which could then be used to irrigate home gardens. 
Only the aged and destirute women in the villages were given 
financial support ~o enable Ihem to collect the necessary stones 
and sand for the construction of the concrete benches. 
Everybody else had to use their own means to collect the 
materials. 

Not as many concrete benches as tbe Project had anlicipat
ed were constructed because the majority of the community 
were not willing - or able - to contribute their own resources 
to make the necessary materials available. Instead, they want
ed the Project to give them the concrete benches for free or 
subsidise them. This suggests that they would not make sacri
fices to accompany the new lifestyles inrroduced by the 
Project for the betterment of their own livelihood strategies. in 
spite of the fact that the vegetables produced were meant to 
improve their sustainable household food security siruation 
through improved household nutrition and/or sale of the veg
etables to generate income and thus alleviate poverty. 
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In tenns of communal gardcns, the Project gavc tcchnical 
assistancc to thc communitics to construct water ponds, and in 
some cascs improved their springs for use as sourccs of water 
for the irrigation of the communal gardens. Howcvcr, the 
water ponds siltcd hcavily becausc thc communities could not 
spare labour for their maintcnancc without payment. 
Morcover, thc spring development model constructed at one 
of the villagcs, Ha Sekoati, was completely beyond rccogni
tion by the time the evaluation was conducted due to vandal
ism of the irrigation infrastructurc which had been installed by 
the Project. 

Without water, the community gardcns failed to produce 
any vegetables. The collapsc of the community gardcns was 
accentuated by lack of co-operation among members of the 
community in providing labour for maintenance of thc plots 
and contributing cash payments for the replacement of van
dalised or stolen infrastructure. 

Sustainable agriculture also entails sustainable Iivcstock 
production and range management. The Project encouraged 
livestock fanncrs to cull and practise selective breeding. 
Initially, efforts werc made by the Project to help thc District 
Agriculture Office implement thc culling policy of the 
Ministry of Agriculture through a livcstock exchange pro
gramme. This programme involved thc release of onc quality 
breed from thc Project to the fanner in cxchange for two culls 
from thc fanner to the Project. Thc Project had anticipated 
using the culls acquired in this way for sale to the National 
Abattoir or the National Feedlot Complex in Maseru, to gen
erate cash which would be used as a kind of revolving fund to 
purchase morc improvcd quality breeds for exchangc with the 
fanners. 

However, thc livestock culling and cxchange idea was 
abandoned quite carly in the Project because most fanncrs 
were not willing to accept it, instead prcferring to kecp thcir 
numerous, but poor quality, livestock. The cultural reasons for 
this practice werc evidently not taken into account when 
designing the PTC Project. 

The Projcct also promoted the production of fodder crops 
and encouraged thc livestock fanners to stall feed their live
stock. The projcct had hoped that stall feeding would force the 
fanners to reducc the sizes of their livestock, practise selective 
breeding, and relieve the livestock pressure on the range. 
Fodder production was adopted and practised during the ini
tial years when the Project gave fodder seeds out freely to all 
fanners. However, thc rate of fodder production declined 
when the fanncrs had to pay for thc seeds. 

Moreover, despite fodder production, the fanners contin
ued to feed their livestock undcr thc opcn communal grazing 
system, using the fodder as supplemcntary feed, mainly in 
winter when the grass was poor in thc communal rangc. In 
cssence, this meant that the stall feeding idea failed to havc the 
intended impact on sustainable rangc management. Although 
unsustainable in the long-tenn, communal grazing is cvident
Iy more attractivc to fanncrs in Lesotho, and they are unwill
ing to change. 

Another innovation promoted by the Project was range 
management through the use of the rotational grazing systcm. 
The efficiency of the rotational grazing system was hampered 
by continuous destruction by livestock and burning by the 
"herd boys" who saw the enclosed areas as an interference in 
the old system of opcn communal grazing to which they were 
accustomed. Hencc, they showed cxtreme unwillingncss to 
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adapt to this ncwly introduced practice. Thc Project also 
attemptcd to improvc rangc management through the intro
duction of the cqual grazing rights system which sought to 
encouragc cqual grazing rights for all adult community mem
bers undcr a gazctted chieftainship arca, by dividing the car
rying capacity of the area's rangeland by thc adult population 
to detennine the number of Iivcstock units that each household 
would bc cntitled to grazc on thc range. 

This mcant that people with more livestock units than their 
quota would not bc allowed to let the extra stock to graze on 
the range. Instead, they would either have to stall fced or cull 
them, or rent grazing rights from community membcrs who 
owned less livestock than their quota or no livestock at all. The 
Project had hoped that this systcm would promote a realisation 
of benefit by livestock and non-Iivcstock owners alike, and 
thcreby improve their willingness to participatc in range man
agement. However, the equal grazing rights system was dis
continued bccause thc livcstock fanners maintaincd that it 
cheated thcm. It is debatable whcther the system failed due to 
a lack of cultural sensitivity or a lack of willingness on the part 
of the fanners to adapt to modcrn fanning practices. 

Apart from livestock and crop management practices, the 
Project also promoted sustainable agriculture by encouraging 
the fanners to practise agro-forestry. Seedlings were provided 
by the Project free of chargc to the communitics to plant in 

It is debatable whether 
the system failed due to 

a lack of cultural 
sensitivity or a lack of 

willingness to adapt to 
modern farming practices 

gully reclamation schemes and communal tree planting. The 
gully reclamation schemes were discontinued becausc of dam
age by livestock, whilst the communal tree plantations were 
destroyed by livestock, thcft of wooden poles and frequently 
fires. set by people who had refused to participate in the tree 
planting but expected to share in benefits later. 

In the promotion of sustainable agriculture. the Project 
used thc unificd extension approach to replace the Training 
and Visit (T & V). The unified cxtension approach employed 
multi-purpose field-based extension agents. The efficiency of 
the unificd extcnsion approach was hampered by the mono
disciplinary college training of many extension agents. This 
necessitated an expensive rctraining programmc. Moreover, 
the majority of extension agents disliked staying in the vil
lages wherc thcy were stationed. Instead, they continued to 
stay in towns or scrvice centres of their choice and occasion
ally went to cffcct service at their stations as they used to do 
under the Training and Visit system. This showed that the 
extension agents, too, needed to marshal the necessary will
ingness to acccpt changes brought about for sustainable devel
opment as a first step in convincing the communitics within 
which they workcd to accept change. 

Sustainable income generation 
Sustainablc dcvelopment also involves the promotion of 
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household income-generating activities [0 enable communi
ties to access sustainable household food security and poverty 
alleviation for sustainable human development The Project 
promoted both farm and non-farm income-generating activi
ties. In the case of fanning related activities, dairy cows and 
piggery were promoted among community members who 
operated as Common Interest Groups. The project provided 
the initial training to the members of the Common Interest 
Groups and some initial loans. The sustainability of both 
activities was hampered by a lack of willingness to repay the 
loans meant to operate on a 
revolving fund basis by [he flISt 
generation of beneficiaries. 
Again, this pointed to the fact 
that the attitudes of community 
members towards changes were 
fundamentally negative. They 
needed to adapt to the fact that 
development was nOI "manna 
from heaven", but demanded 
sacrifices and payments to 

become sustainable. 

inter-departmental idiosyncrasies within the District 
Agriculrure Office itself. This pointed to [he fact that the per
ceptions and attitudes of the development officials themselves 
had to change to accommodate new methodologies conducive 
to sustainable development. 

The Project also used participawry extension assistants 
elected by the communities for training in [he fields of live
stock veterinary services and teclUlical repair of fann imple
ments. The two services were found to be in a poor stale 
because the people saw their expertise as inferior and 

In tenns of cottage industries, 
the Project supported a candle 
and juice-making enterprise at 
One area, Braakfontein, in 
Mohale's Hoek. The enterprise 
had closed down at the time of 
fieldwork for self-assessment. 
However. during discussions 
with the village development 
council of the area and some 
members of the Common 
interest Group in charge of the 

A I/anda lised afforestation and irri-
bypassed them to seek service from the District 
Agriculture Office. This pointed to a negative 
attitude by the communities which needed to 
change to enhance tbe sustainability of [he 

gation scheme at Ha Sekoati in the 
study area. 

enterprise, it was revealed that the sustainability of the enter
prise was threatened by [he continued preference for foreign 
produced candles and juice by local community members who 
were said to have a negative attitude to locally produced goods 
and services. 

Community participation 
Sustainable developmenl depends on community empow

erment through active participation in decision making, plan
ning, implementation and benefits sharing. The Project pro
moted community participation through many means. First, 
the use of the participatory village development planning 
methodology was used. This methodology solicited the panic
ipatlon of all adult members of a gazetted chieftainship to 
devise their own village development plans with the Project 
serving as the teclmical facilitator. The effectiveness of this 
methodology was hampered by domination of the planning 
sessions and discussions by eXlToverts and rural elites who 
tended to use them for their own ends. The rural elites used 
their power to present priorities in which they stood to gain 
more than other community members and therefore indirectly 
led the project to conlTibUle to social inequalities in the region. 

Secondly, the Project used the area team approach in which 
the participation of line ministries with field staff in the rural 
areas in the dislTict was solicited to assist the communities to 
effect village piafliling and multi-purpose extension service. 
The sustainability of the area team approach continued to be 
threatened by inter-ministerial rivalries at the dislTictlevei and 

quality of life and livelihood slTategies of the communities. 
To effectively monitor the implementation and evaluation 

of their village development plans, the communities were 
assisted by the Project to devise annual village work plans. 
The plans showed [he prioritised list of acti vities, the resoLU'ces 
needed, and the envisaged time of implementation. At the time 
of the survey, many plans were gathering dust on the shelves 
of the offices of village development councils because they 
were not used by the DislTict Agriculture Office to guide 
development assistance to the villages. The District 
Agriculture Office continued to be dominated by the Ministry 
of Agriculture in Maseru. There was a clear need for the 
DiSlTict Agriculture Office to accept the changes in tbe mode 
of operation introduced by the Project for sustainable devel
opment to become successful. 

Sustainable institutional change and capacity building 
Sustainable development entails capacity creation through 

institutional reform and change at both local and national lev
e1s and networking. The Project provided lTaining to fanners, 
field staff, and officials of the Ministry of Agriculture, through 
courses, seminars. field visitS, lOurs and workshops. Some 
officials, especially subject matter specialists, were sent to the 
United Kingdom for Diploma level lTaining. However, the 
sustainability of tbe training on the part of the farmers was 
hampered by their continued attirude of expecting incentives 
before they cou Id apply themselves energetically to the bener
ment of their own livelihoods as trained by the Project. Most 
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field staff and subject matter specialists used the training to 
increase their labour market value and seck greener pastures 
elsewhere, so it was difficult to retain qualified staff. 

In the case of institutional restructuring and change, the 
Project trained the village councils in develorment adminis
tration to stage-manage sustainable development in their areas 
of jurisdiction. However, the efficiency of the village councils 

in development administration was impaired by their continu
al conflicts over power with the chiefs. Moreover, although 

the Project trained the chiefs, the majority of those who were 
trained were wives who acted as chiefs on behalf of their hus

bands, who were at work in the mines in South Africa or else
where in Lesotho. Heavy retrenchment of migrant Basotho 
workers on the mines in South Africa and those who were 
emrloyed in Lesotho in the I 990s, as a result of Structural 

Adjustment Policies, have resulted in the re-occupation of the 
offices of chieftainshir by the returned men. Unfortunately, 
the semi-literate, sexist and stubborn attitude displayed by 
most of them hampers the efficiency of their offices in the exe
cution of the administration of develorment. 

The new chiefs were found to rrefer to work with the tra
ditional council, the 'Lekhotla', which is composed of equal
ly semi-literate men, most of whom were retrenched migrants 

like their chiefs, instead of the village develorment councils 
which were dominated by the more highly trained women. 

This marginalised women from particirating in village deci
sion-making processes. Again, the survey concluded that the 
chiefs had to change their attitudes and forego the luxury of 
power accorded by the old patriarchal based organisation and 
instead accert the new institutional changes necessary for sus

tainable development. 
The Project also assisted the Ministry of Agriculture in its 

decentralisation to the district level to strengthen the capacity 
of the District Agriculture Office. However, the survey found 

that the decentralisation exercise was more in name than prac
tised. The headquarters of the Ministry of Agriculture in 
Maseru continued to dominate decision-making and rlanning 
and imposed the annual activities onto the district. 

The survey concluded, therefore, that the Ministry of 
Agriculture had to change its attitude and accert the change by 

relinquishing the necessary rower through devolution to its 
sub-national levels as one of the preconditions for the suc
cessful implementation of its own declared national policy of 
sustainable development. 

On a more positive note, the survey found that the net
working links started by the Project between itself and both 
the Mafeteng Development Programme and CARE-Lesotho 
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were still strong and constituted the main channel through 
which the modus-orerandi initiated by PTC was implemented 
and expanded to the Mafeteng and Quthing Districts. 
However, the evaluation also noted that the Mafeteng 
Development Programme and CARE-Lesotho continued to 
provide some development assistance to the communities at 
Ha Seeiso in Mafeteng and Ha Tlhaku in Quthing which were 
visited during the survey. Hence, there is some concern about 

the future sustainability of activities in these areas when the 
Mafeteng Development Programme and CARE-Lesotho 
eventually withdraw their support to the communities. 

Conclusion 
Sustainable development has become widely aecerted as 

the new raradigm in development thinking since the 1980s. 

While generally the success of sustainable develorment has 
been thought to lie with particiration of the communities 
themselves, recent research casts doubt on this notion. 
Evidence is increasing that in some cases communities them
selves hamper the success of sustainable development inter
ventions because they are not willing to part with their old 
lifestyles and adart to the sacrifices brought about by the new 
lifestyles deemed conducive to sustainable development in 

their regions. On the other hand, sustainable development pro

jects need to be carefully tailored to communities to take into 
account local cultural rractices, beliefs and attitudes, as well 
as the resources (both financial and human) that the commu
nity can muster. 

The survey rerorted upon in this raper found that the 
Production Through Conservation (PTC) project initiated 
many activities to rromote sustainable development in the 
Mohale's Hock district. However, these activities failed to 
become sustainable throughout the region. 

The main reason, from the Project's perspective, is that the 

community at various levels was not willing to adapt to the 
sacrifices, compromises and payments that accompanied the 
new lifestyles that were introduced by the Project for sustain
able development. The Project, however, failed to take into 

account ingrained cultural practices and prejudices, and may 
even have contributed to the further marginalisation of women 

and the roor. 
The survey thus suggests that community particiration in 

the implementation of sustainable develorment projects does 
not always ensure success of such ventures. It is recommend
ed that more research be done in this area to suggest methods 
for implementing successful sustainable development on a 
continent which clearly needs it. 0 
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COMPILED BV ELIZABETH LE ROUX and the wars of liberation. The 
book also explores the post
colonial legacy of empire in 
Africa. Bookshelf The Congo-Zaire Experience, 
1960-98 bV Edgar O'Ballance 
(Mac press, 2000) 

The library of the Africa Institute of South Africa 
currently has over 65 000 books and periodicals on 
its shelves, covering every African country from 
1960 to the present The library is open to the public, 
and can be visited during office hours at the Africa 
Institute's offices in Pretoria. We 1001< at some of the 
newest acquisitions. 

This book describes the 
experience of the huge Central 
African country, now the 
Democratic Republic of 
Congo, from the time of inde
pendence in 1960 to the out
break of war between Laurent 
Kabila 's govemmenl and 
rebels supponed by Uganda 
and Rwanda. 

The time between has been 
fraught with violence and 
behind-the-scenes manoeu
vring, from the assassination 

Portugal and Africa by David 
Birmingham (Macpress, 2000) 

century, and the relationship which 
developed since then. 

of the country's first Prime 
Minister, Patrice Lumumba, to the death 
of Dag Hammarskjold, UN Secretary
general at the time, to the brutal reign of 
Mobutu sese Seko. 

In Lusophone A frica , where people 
speak Porruguese, lifestyles are quite 
different from those of Anglophone and 
Francophone Africa. This book traces 
the imperial tradition which led Porrugal 
to the Afiican continent in the fifteenth 

David Bi\lllingham. a professor of 
Modem History at the University of 
Kent, examines the interaction between 
the Por11Jguese and their trading partners 
and colonies in Africa, from the age of 
the explorers to the era of decolonisation 

This book traces the Congo's modem 
history from a security perspeclive, and 
is a welcome addition to scholarship on 
central Africa. 

New Books from tile Africa Institute 
Whither Regional Peace and Security? The Democratic 
Republic of Congo After the War Edited by Denis Kadima 
and Claude Kabemba 

Tfyou're interesled in peace in Africa, then this is a book 
you cannol do without. 

The focus of this volume is not the conflict in the ORC 
and Great Lakes Region so much as the reconslTUction of 
the country, to avoid creating a vacuum between the time 
when peace is enforced and the ~ctual rebuilding of the 
state. 

As initiatives are being pursued to end the war - an 
essential first step before accomplishing anything else in the 
ORC and the region in general- it would be a mistake not 
to pay anention to what will happen afterwards. 

Whither Regional Peace and Security? focuses on sus
tainable peace-building, the ORCs electoral system and 
system, demilitarisation, relations with neighbouring states, 
the role of women in peace building and in future political 
dispensation, inter-Congolese dialogue and constitution
making, economic and social reconstruction after the war, 
and Ihe state's capacity to provide adequate and equitable 
service to the population. 

December 2000. 180 pp. Paperback. ISBN 079830139 
2. R90.00 or US $22.00. 

Transforming South African Unillersities; Capacity 
Building for Historically Black Unillersities Edited by PF 
Iya, NS Rembe and J Baloro 

Published by the Africa Institute of South Africa, in asso
ciation with Fort Hare University, this timely book looks at 
two key and interrelated issues: the rraining of black 
lawyers for the specific needs of South A frican society, and 
building the capacity of South Africa's historically black 
universities , 

This volume should be seen in the context of the new 
I.I,U degree. In mosl cases the new degree will contain 
more legal skills training and outcomes-based education 
than the old post-graduate LLB. There is consensus that all 
law schools and law teachers should take into account that 
South African law exists in and applies to a pluralistic soci
ety; endeavour to ensure that students acquire skills appro
priate to the practice of law; and shive to inculcate ethical 
values. 

These principles should inform a new culture of teaching 
and leaming in law schools. The volume ends with a vari
ety of suggestions for srrengthening the teaching and 
research capacity of the HBUs. 

December 2000. 154 pp. Paperback. ISBN 0 7983 0138 
4. R90, 00 or US $22.00. 
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