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income generation, local
economic development and
community development:
paying the price for lacking
business skills?’

Lochner Marals and Lucius Botes

Abstract The introduction of the notion of developmental jocal government as
entranched in the South African constitution in 1994 has recuired

unicipalities and cities to consider initiatives to enhance their lonal

3
&

economies. At the same time, the social welfzre paradigm has shifted
from one of welfare to development. One way of ensuring the sustain-
ability of this developmental paradigm is to embark on income-
generating projecie or businesses. The Fres State provincial govern-

ment ereated various projects to develop loral economies and o

n income-generating projects with a view to making peopie

o

stabli

nore seff-reliant and their livelthoods moere sustainable. This ardcle

m

3

ims to evaiﬂafe local economic development and income-generating
projects in the Free State province from the perspsciive of business
principles,

introduction

v

The introduction of the notion of developmental local government as
entrenched in the South African constitution in 1994 has required municipa-

iities and cities to consider strategies and programmes to enhance their loca
economies {Department of Housing, 1997; Republic of South Africa, 1998).

sing,
Various state departments, ar mongst which was the then De partment of

r-»-a

i Funding provided by the Department for international Development {DHD), the National

Departments of Provingial and Local Government and Social Development, the Independent

Dev@’myrﬂhr‘t Trust and the Free State Provincial Department of Social Development is gratefuily
acknowledged.
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380 Lochner Marais and Lucius Botes
Weifsrﬂ inow the Department of Social Development (DSD)], were required
o identify strategies to ensure job creation and poverty alleviation. Despite
Pzp*erse {2002, p. 5} arguing that developmental government entails far
more than just focussing on job creation, poverty alleviation, and local econ-
omic deveéopman% (LED), government programmes have embarked on
extensive projects in this regard. Although local government intervention
in city economies is not new {Lemon, 2002, p. 18}, the approach foliowed
since the mid-1930s emphasizing these three aspecis represents a new
apprf‘r ch in South Africa.

e White Paper on Local Government specifically stresses the import-
ance Of LED {Republic of South Africa, 1998), while the Ni" te Paper on
Welfare stresses the importance of sustainable welfare interventions
{ ?‘e'f‘ar ment of Social Welfare, 1997). According to Rogersen (2000, p. 39),

ED gives local authorities new responsibilities and scope for local develop-
ment planning, which often involves the private sector, community-based
organisations, and n”wg(‘vcwm ental organisations. Also, funds are made
available by the national government to ensure that projects generating
income are developed locally. The Free State provincial government®
embarked on several projects to develop local economies {through the Depart-
ment of Local Govemmem and Housing) and established income-generating
i mt:at:ves with the aid of the DSD, while simubtaneousty seel King the assigtance

various other departments with a view to increasing self-reliance and sus-
ainable Hvelihoods through processes of community development and LED.

s s 73

This article aims o evaluate :he%e ncome-generating projects in the Free

State® province from the perspective of business principles. In essence, we
argue tha ':p ayers in the public end private sectors {also consultanis) lack
i acity to t}*mk and pian in terms of business principles, thus thwart-
ing the government’s raticnale for embarking on these as a mechanism to
enhance the izmg— erm development of impoverished communities. We
aiso question the conventional wisdom, prevalent in South Africa, which
zssumes that the :s-‘ate should be i vo”n/’d in managing these projects.
The article first contextuzlizes the 1 ip between community devel-
cpment and ent rprise development m terms of mtemahonai Hterature as

-
o0

S‘L
o
9]
3
@
s

well as the South African White Paper on Welfare. Secondly, a genemi
review of the literature on LED projects and of their successes and failures
8 linked to the available research on small, medium, and micro enterprises

'~‘:‘»’£”\/?EC- Next, there is & brief overview of the fund-reiated
LEL and the objectives of the income-generating programmes of the DSD

2 South Africa has nine provincial govemments and well over 200 incal municipalities.
3 The Free State is one of the nine provinces of South Africa and is centrally located in the country
(see Map ).
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382  Lochner Marals and Lucius Botes

related fo poverty alleviation. The emphasis then shifts o the evaluation of
projecis in the Free State on the basis of business management prmc‘paes
Three case studies will be assessed briefly, after which the LED and income

generating projects will be analysed from the perspective of busmess

management.

ﬁ@mmunsﬁy development and business development:
a tinkd

The iterature makes ample mention of 2 close link between compmunity
development and enterprise devel opn‘m* {the concept of enterprise
zones being popular in the USA)Y or, at least, what is known in ::mﬁe
as the social economy (Benedict and Hgan, 1993; Vidal, 1995; Glickman
and Servon, 1998; Servon, 1997, 1998; Lukkarinen, 2005). This iin.',
though not the ultimate ansy swer, dees hold some value for e*‘cﬂ““g

ionger-term sustainability of efforts in community development. In fact,
Servon {1997,1908) argues ﬁ‘at the value of enterprise development for
community development is not always recognized. Benedict and ?gm
{1893: p. 4) argue that ‘Linkages that pair business devel iopment and com-
munity aave-c}m ent can create more opporfunities and generate greater
payoffs than would pursuing each mdenenae*ﬂj The importance of
linking  enferprise Qev&ovme it and  community development is
entrenched in the fact that providing sustainable empi oy:f:‘en for Duveri:V-

stricken communities is a priority on all iocal agendas fw

dgveiew-uent Aﬂcmong to Lukkarinen (2005: p. 419): ‘There iz a
growmg understandin the development of the economy and of the
knowiedge society must 'oe accompanied by social balance to ensure cohe-
sion, vay and & decrease of poverty” From a community devel lopment
point of view, Servon {1998) argues that projecis o generate income and
create ,oLs are importent, but that the aspects relating to community devel-

opment, such as connecting people, fraining ‘Msidm'rs and helping them fo
access resources are often overlooked. In essence, the lterature suggests a
balanced approach, making commumity development more sustainable

through economic participation, but, at the same time, also ensuring com-
munity development outcomes of programmes.

Many donor institutions have promoted the concept of ‘m making markets
work for the poor’ (see for example, DFID, 2000; SIDA, 2 (}{’;3; Harper and
Tanburn, 2005), which has become instrumental in the process of poverty

alleviation and community deveio opment (Phillip, 2005} "up {2005}
also argues for a distinct link between making zrarke'g work for the poor
and dmve?opmeﬁt (mhiw‘;mg poverty reduction}. This approach should be
seen against the limited successes of other supporting efforts, such as




Enhancing local economies 382

skiils uevpiapmerf: to provide long-term solutions to some poverty-relate
prn’mams. This shift towards markets, in part, also reflects an inherent
requirement to reduce aid dependency.

The South African White Paper on Social Welfare {Department of Social
Welfare, 1997) set the tone for the parad zgm shift from welfare to social

deveiopment and reflected this in its name %‘zmg to the Department of
Social Development. The White Paper emphasized the shift towards a

«

more developmental welfare systern with community development
playing an essential role. For example, the preamble states:

By
.

¢ goal of developmental social welfare is a humane, peaceful, just
d f‘a“r‘g society which will uphold welfare rights, facilitate the meeting
of basic human needs, release people’s creative energies, help them
achza,fe ’l;b eir aspirations, bulid human capacity and self-reliance, and
participate fully in all spheres of social, economic and political Hife.
{Depariment of Social Welfare, 1957 o, 1)

The potlicy vision provides for an enabling environment, faciii’cating human
development and self-rellance. The link between social and economic
development is further emphasized. ‘Social development and economic
develocpment are therefore interdependent and mutually reinforcing’
(Department of Social Welfare, 1997 p. 5} and linked to concepts of croaﬁng
employment, accessing credit and facilitating the transition z’ron informal
o formal ﬂmdif‘ymeﬁt In respect of community development, the overall
mphasis is on ‘the recrientation of social welfare programmes towards
iensive, infegrated and developmental steategies” (Department of
Wﬂifa e, 1997: p. 12). Within this framework, the Dezzarmze"z* s yvole
Se iC suppori economic empowerment programines an d self-heip

ups, ensuring the paradigm shift from welfare to development,

@]
*3
":2
o0
2’”

LED and SMME deve%spment in South Africa
Although some confusion exists as to how LED should be defined and prac-
tised, this article focusses mainly on projects in which community groups or
local municipalities are funded for the sake of job creation and commu

fa

- .

development. LED research related fo projecis of this nature has grown sig
nificantly during the last decade {¢f. }f}*-* ert, Schoeman and Bligy aut, *999
Hughes, 2600), undertaken mainly by geographers and town L planners (Nel,
‘9#49 Rogerson, 2002). This research, though pi mce"r‘g and pr ovzfimg
ient contributions on s hmegy and policy issues, stll neglected to
assess the guestion as to whether the aeszgn of and approach to LED pro-
jects actuaily make business sense. Despite there | being extensive literature
on SMIME research in South Africa, very few researchers, exce ot possibi

7 o




384 ochner Marais and Lucius Botes

Rogerson (2000, 2001, 2002), have actually managed to link research on
Shik ;Es LED research. Instead, the social, spatial, strategic and policy
dimensions of LED initiatives have been emphasized at the axpﬂme of
the business principles ~ and with good reason. However, we a argue that
project failure is not only related to the external economic factors emp phasized
in the literature (Tomlinson, 2003). Many atiribute the lack of success to the
exchusive focus on the local market (Hughes, 2000, p. 18; Nel and Binns,
2000, p. 368}, or to certain structural economic dilemma s {Rogerson, 2001,
p. 22; Tomiinsen 2003, p. 113). However, they do not assess the business
plans and business approaches to explain the failure of marketing g and/or
other dimensions of the preject. In order to improve the success of LE? pro-
cj-ammea, it is alse necessary to take into account the business principles at the
microlevel. We argue that if vrachfzoners in both the public and private
sectors could imprave their ability to think in terms of business principles,
this would go a Eong way towards e.,zsw‘mg the viability for LED projecis.
Direct or indirect local government or state department involvement in
job creation is no new phenomenon (Rogerson, 2000, p. 37}, Yet, this topi
did not receive much attention in South Africa before the early 1990s. &
fact, most mumicipalities are still struggling to develop effective strategies
in this regard. A key issue hampering progress is the inherent conflict
between strategies boosting the econo omy and those focusing on poverty
alleviation. The LED funding principles (to be analysed later) suggest that
projects should have social, economic and business dimensions reflected
in the DBD's poverty-relief programme. Indeed, Net (1999, p. 113) suggests
that the social welfare benefits of LED projecis (aesmt their not bein
financially viable) are better than welfare bene efits provided by the govern-
ment’s weifare grant programunes.
A broad overview of LED literature suggests that very few of the
small-scale and community-based employment creation projects have
esulted in fnancially viable projects that assist in job creation beyond a

1%

3

v

459

e

specific gmm period {Nei, 1999, p. 114; Kheira Management, 2002, ». 8;
M rais, Botes and Mosothoane, 2002, p. 42\- ¢ '?”?“-e main reasons for this
inch dé, the lack of markets and the inherent Hmitations of local initi iatives,
iow levels of skill within local mumni icipalities, 2 Wei‘ as a lack of epaev“‘bp

sf(st {Lemon, 2002, p. 28). Only a small percentage of the literature pro-
vides analyses of rural case studies or more marginalised cities {Lem

2002, p. 28}, Some mgearf:h also relates many of the problems experienced
in e peci of income generation and LED to institutional confusion in
South Africa {Tomlinson, 2003, . 128}, Yet, the lack of

ﬁ"
¥
L3405

it 3
capac ity - i’Z‘sO‘fjgﬁ

4 The provincial LED officials of the Free State have indicated that not more than 10% of the
current LED projects will stif be operational in three years' time.
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usu *”Ei v mentioned in passinz - is never analysed in detail, especially from
& business management perspective, Neither can the social and strategic
dimensions be isolat ﬂ.

The literature on SMMEs does not differ dramaticails ty from this assess-

meni of LED research, while the lack of acees to finance, markets and frain-
ing aiso seems o be crucial {Rogerson, 2@ Z 54; 2004, p. 32). Access to
finance seems less of 2 problem in the case of LED pr o.eczs such projects

being either donor or govnmme**%undea In contrast to the strong
urban bias that seems to dominate LED fundin g and research, Rogerson
(1998, p. 53} states that a significant number of researchers have also
focused on rural SMMEs. In general, SMMEs also struggle fo remain
viable (being obliged to com pe'e against bigger and more formalised
businesses). R@gersor 1998, p. B4}, and Burger (2002, p. 9 suggested a

relationship between the cc rvcen’(ratzfm of SMMEs and their survival rates.

Ar interesting aspect concerning SMMEs, not alwa 3 mentioned within
LED projects, is the potential role of tendering proc «'—*d*’wes Rogerson

Ty

z.wl p 57} points out that targeted procurement — or, as if is known in
South Af frica, m‘e‘er nnai procurement — can ;ﬁay an ...‘:)Orta i 7ol
opening up markets Whhm the government services for such projecis.

i

Government attempts to bring about LED and poverty
aleviation

]

e Constitution makes local government responsible for the social and econ-
omic development of zm*mmh‘*s-Rem: blic of South Africa, 1998). How
for municipalities to assume this role effectively an ‘enabling environment’ is
needed. A Local Economic steiopmem Fund was established in 1999 to
support?“mzc alities across the country in LED initiatives, as partof the gov-
errmen powaz*ymL-evmtzoz* sirategy. Its success led to additional fund
being approved for the financial years from 2 2000/01 to 2003/04. By the
of the finandial year 2001 /a,g,, a total of 186 projects had been approved ’cy
the LED Fund nationally and 16 projects had been z approved in the Free State,
Provincial Governiments are responsible for short t-listing projects fo

(l)

%

1ol

approval, for monitoring and for suppo ching the implementation of p“o—
jects. The Department of Provincial and Local Government {OPLG) is

ble for the overall performance of the fund, and for 1 monitoring
and providing technical support to prcyects, as direct transfers are made
by the DPLG to municipaliies. Munic ipalities are required to supply
menthiy reports directly to the DPLG. The chjectives of the fund are tor

= Support municipalities in facilitating local job creation and job
retention.
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= Bupport the creation of sustainable iocal economies by proactively
addressing problems in respect of economic decline and depen-

dency on single sectors and by taking advar ntage of economic o

—

3
3
Q
&

tunities.
» Ensure that local economic growth and activity benefit the poor and
disadvantaged.

* Supporti rural development, particularly in areas affected i by back-
ward migration from urban areas.

e Support projects targeti ing both sectors an d geographic spaces,
addressing urban renewal,

» Assure women’s participation in project planning and implemen-
tation and ensuring that women benefit dire ectly and indirecily
from projects,

* Bstablish institutions and delivery mechanism romoting and
enhancing co-operative governance.

1»

ly with the development of the LED programme, various other
ment departments have attempted to develop programmes aimed at
ering income-generation for the poor. Examples are the Department of
Ag;;cui’m.g, with a programme of land redistribution, and the DSD with
programmes aimed at gﬂ*zenxmg income. Our focus here is on the income-
mnva*mg programmes of the DSD only. The essence of these m;e”ts Hes
in activities to be carried out by rural women organised within business
units. Groups of people should be es%abhsv«ed in nodal poverty points,
rural areas and tourist corridors. Women's groups are expected 6 embark
on programmes such as handicraft, large-scale sewing and knittin g, services
such as catering and the production of goods such as pouliry and confec-
tionery products {Department of Social Development, 2002, p. 7). Despite
their different points of departure, the similz rzt/ between the Lh jro~
grammes and the poverty relief programmes is visible in ferms of their anti-
poverty drive and their emphasis on women and the pOOY, on crea-‘:mg ;;obs
and boosting the economy. Against this b background, the remainder of the
article will focus on an assessment of projects related to the LED pro-
gramme {DPLG) and the income-generat ing projects of the DS in the
Free State province.

f; 3
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An overview of the Free State LED projects

The article focuses on three arts and crafts income-generating projects in the
Southern Free State”. Table 1 gives an overview of the LED projects in the
Free State from 1999 to 2001

5 See Map | for the exact locations.



Table 1. An overview of Free State LED projects, 1999-200%

Sector Number of projects Fercentage investment in ‘000 (land) Percentage
Agricuiture 7 375 7.861 5162
Mining i 625 870 5.7i
infrastructure 3 1875 3037 19.94
Tourism G 0.00 0 C.Co
Environment 0 CLo G .00
Manufacturing 5 3125 3,460 2272
Total i6 10C.00 15,228 10000

Despite an investment of nearly R16 million, none of these projects would
be susta.,wbiﬂ without the government grant. None of the more than 400
jobs created were long-term, all being grant t-dependent.

Table 2 mdzca;es that no LED project was market-competitive. Although
more than 80% of the projects were operational, they remained
grani-driven. Some of ﬁ*e projects had only just started and it was difSculs
to predict their success. However, we are convinced that only four or five of

&

N

4

the projects had any bance of ever becoming fin nciaily viable® due to the
o

inat

VI s

3

v of key » role-players to think in business terms. Three £ase
vy P

studies are presen ea’ to sy ppor’s our arguments.

Case studies from the Eres State

"’ke Monyekeng poultry and food piot gmjecf ( W%s eishren)
nd a food plot
project — was funded by the DZ’L ~’s LE“D fbl"{l The poultry project, pmm
viously sponsored by the Department of Agriculture, could not sustain
itself. A renewed proposal secured fundi ing and training and the Depart-
ment of Agriculture provi nical assistance. In the food plot
project, vegetables were grown on ESL;a of arable la ﬂc on the municipal
commonage. A piece of consultancy developed a business pian to access
the funds and the DPLC approved the e plan. A site visit revealed that the
iminisirative systems were all well developed. In the poultry project,
poor financial decisions and unforseen costs caused the first batch of
chickens to be sold atf 2 loss. The vegetable growing project suffered from
the absence of infrastructure, poor labour supervision and a context of

]
g&.
js¥
é?:
,E'S“

6 According to interviews conducted during 2002 with the LED manager of the Department of
‘wkm Government and chsrg in the Northern Cape and five other munici 0al managers, only two

to three of the fourteen LED projects in the Northern Cape had any charce of becoming financially
viabie (Botes and Atkinson, 2002, . 3).
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Teble 2. An overview of the progress of LED projects in the Free State,
199520051

Criteria Projects Percentage
Not started 0 G
Halted 2 i2.5
Planning and design stage 0 G
Tender and coniractual finalisation 0 G
Censtruction C e
Completed (ready to start being cperational) 5 3125
Advanced (operational) 9 56.25
Market-competitive 0 &

Total 16 100

utilisation and poor productivity, Of the 15 ha of land tested for the gro f‘wmg
of vegetables, only about ] ha was being utilised.

non~performance {Le. income unrelated to performance) resulting in under-
(&= ]
'S s

-

T'his project er%ai@d weavzr:g articles made of Iocally purchased wool ufi-
using 2 project plan developed by a private consultant, and fol Howing the
principle of adding value to local products. Although technicall y ih 58

women were well trained and the quality of thei r products was excellent

th they regarded the area around the Gariep Dem as their sole marke* Far-
hie

~

tmore, there was no specific system according to which they carried
out their pricing. Aztwugfz the financial management was conducted effi-
c:?emiv fc‘nr ugh the agency of an Article 21 ¢ company, the beneficiaries
ruggied to market their products and a cash-flow problem resulted
szﬂhﬂo“? v, the project ceased io operate. This exceilently planned
project failed not only as a result of a total absence of marxefmg and
business management ideas but aiso due to a lack
sharing skills.

The Fayresmith silk prm ct

B

g v

This project was aimed at making raw sitk pr >ducts. In terms of originality,
the project had identified a sustainable niche market. The } beneficiaries were

provided with the necessary - though rcp ute Ey old ~ eguipment and
training, as well as a contract with 2 wholesaler in C Gauteng. From a business

int of view, this project was certain to succeed. H However, quality, as wel}
as maintaining it, became a major problem, as the wholesaler refused to
accept the products and participants blamed the oid machinary for the
;

poor guaiity. The group, relying on m memory {no records had been kept)

sold clothes at a loss. The consequent depletion of their funds loft them
unabie to buy new raw materials.




it is clear from the case studies that the problem is not necessarily attribu-
tha to a lack of commendable ideas but rather to a lack of emphasis on
rinciples, which hampers the financial viability of these projects.

oy
bl
&,
3
"t.‘ﬁ

Developing and approving projecis
th ects and the income-generating projects were devel oped
at the local ievei d business plans were then tra "qsfpma from provincial

x

to national government. Most of these business plans were deskéo op designs,

o]
V)
3
5
pet
[
U
G
P‘{

with Hmited input from th possible end-beneficiaries. Purthermore, effec-
tive linkages with the Integrated Development Plans of most munic p
wers non-existent.

in the case of LED projects, the province played a role in prioritizing pro-
ects in terms of :?bzii v and of spatial needs in the province. The income-
generating projects of the DBD were identified in advance, developed } by a
cor ity iaison officer, and then passed on to the national department
in ierarchy, this is not unusual. Yet, never was there arty feedback

assessment. Local municipalities and projects were never

asked to improve the project pians or business plans.

A tnere interactive system of appr owng mo;cc%s, aimed at enhancing the
business quality of the projects, could play an important min in increasing a
project’s financial viability. However, as such business management skilis

t exist at the higher levels of government, consideration couid be
given ic outsourcing ?’z Vaiha ion of business plans, in order to ensure
hensive assessment.

[

or

pard
&
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&
O
=4
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3
BY]
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(u

getting the project approved sc that the company cou d become the

project manager — usually develop the business plans. It is the 10% Dro*?ec':—

management fee, not devel lopment-related idealism, that motivates Srms,

{‘m;zcit“ of the DSD use a prescribed form originaily developed for more
ocially oriented projects.

In most cases, the so-called ‘business plans” are project plans drawn up
from the perspective of 2 consultant. bectzvex in these plans typically
relate to providing iraining and arranging accommodation for the group.

‘ i nd ot one

{especially with

In the case Of LED proje Jz a consuaiatfon frm -~ committed mainly to

C

in general, business plans completely lack operational
sef any producton objectives, or made any forecast

jondt

€53 5o}
- 5
3
w
S\l

respect to cash-flow profections, break-even analyses, cost ber.eut analyses,
etcy. The perspective of the

- The challenge is to develop business plans from the I
Training cannot constitute an objective in itself; It is only one of the

S\)



398 Lochner Marais and Lucius Botes
activities needed to ensure a greater degree of productivity or efficiency.
Project plans focus more on the tamgibic agpects that can be provided by
the busine sses, but niot on how to actually get these businesses started.
None of the business plans included properly f:-eveioped efficient mar-
keting plans. Some did offer rudimentary plans i dentifying where the pro-
ducts would be sold but lacked cost-efficiency assessments. No project had
ever conducted a market assessment — not even an e lementary one invol-
ving the assessment of the cc»mpﬁizt‘;on and the estimates of the market
share. Furthermore, none of the usiness plans included an Y assessment
of projects or business risks. Had the Moz‘yakopg project identified the
lack of water as a risk and assessed this risk beforehand in terms of the
igger financial situation, the participants would most probably not have
lanted vegetables without water. If the role-players in the Fauresmith
rofect had identified quality control as a risk, they would have devised a2
y@* 0 to assist them in ensuring quality. All estimates for the Monyakeng
rojects were done in terms of the bcsbsbe“zari case, allowing the people
o believe that they would make large profits. The lac k of planning for risks
and the exclusive focus on the ‘best scenario’ emphasize another importani
aspect of any business plan, ie. to plan for actions s worsi-case scenario,
The DSD atterpted to provide some assistance in this regard through exter-
nai consultants. However, both mmu?tantc and government departments
iy failed to assess the business nature of the project plans effec-
ively and also did not engage with the applicant bodies to improve the
i { business plans, to ensure that marketing plans were developed,
and to manage their risks.

(e B R~

B o+

"r *Q

‘)

Iarketing
A.ithoug b the lack of a local market is usuaily mentioned as one of the main
reasonsg for the faziure of these projects {Nel, 1999, p. 102; R Rogerson, 2004

7

. 543, the iacx of effective mrmng for marketing also plavs a role. Most
X o

et

Lu&:‘;ess plans were devoid of 2 marketin g strategy and allocated only
limited amounts of money for marketing purposes. Most of the projects
were production-driven, not market-led. Though it may seem easy to
produce sa*’:e:m“g, it is far more difficult to find markets. S%zwrge‘v
o had been put in place by the government to ¢ open
vice markets to these projects, e.g. ensuring that gov-
erniment prccuremené sysiermns were made *va.;au‘ae to these projects. The
case studies indicate that when such ymec*s forus on local markets
alone, it soon becomes evident that this is im icient {0 accomumnodate
the products, or that the project competiti E as elready occupied the
market. The agricultural projects thus ”Oz‘ppe%e at major risk, against estab-
lished farmers who have sufficient capital to recover from drought and
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other risks. The challenge is to extend fhe market area beyond the local

N

arena, or to focus on people who will bring money inio the area {tourists).

Again, not one of the LED projects in the Free State was tourism-oriented.
Financial and business managemeni: Budgeting, pricing and ¥ book-keeping

I terms of the operational assessment of projects, financial mana; gement
probably caused the most problems. The first problem encountered was
with the manner in which money was transferred between the national
departments and the projects. The project participanis usually y did not
know when they would receive funds, making it extremely difficult to
develop cash-flow projections. On the one hand, government structures
require projects to plan but, on the other, the ,nfrema systerns of government
leave projects with many uncertainties, thus makin g it difficult to plan suc-
cessfully.

Although elementary book-keeping systems were, in some cases, avail-
able, the project me ;lecrc and government officials generally lacked bud-
geting, pricing, sound financial book-keeping and entre epreneurial skilis,
Yery few Of those people involved in the projects undersiood that bulk-

uying might be better than purchasing small quantities of raw materials,

g we*ai %ﬂe virtual absence of bulk purchasing compromised the finan-
tal viability of most of the projects.

3

mws_;"

W, believe that most consuliants added value to the projects they were

wolved in. However, it would seem that most consultants were either
from the engineering or town-planning professions, although the abser
of service providers related fo the relevant industries seemed pecuhar
he second concern, alr eady mentoned, relates to the fact | hat the service
providers involved viewed such initiatives as projects and not as
f wsinesses, with objectives set in terms of project and not production and
marketing outcomes. Thirdly, consultants did not assist th

detai%ed pricing and marketing methodologies. Once projects had been

appre ved, consultants ensured that th e ts;r“qzo © resul s 28 veriues
end iraining, were delivered {_-&os iy extremely efficiently). Hﬂw ver, they

did not assist participants to gain an underst tanding, for example, of how
to price and market. 'rv this reg»rd, there is a need to ensure that a greater
i expertise is made available fo projects. Second] Y, COf-
fracts with consultants could be managed far more effectively. In fact, in
many cases, here was 1o evzdmzce o

onsultants, nor of

7

f either a contract having been
any innovative ways of managing
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7 Not all projects were assigned consultants,
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consultants in order tc ensure that they addressed some of the capacity con-
straints at a local level. Furthermore, consultation fees were always related
fo the 10% management fee, and not to the perrormarf*e of consultants and
the success of the business. In our view, a percentage of the consultation fee
should be retained, depending on the success of projects, thereby inducing

consuitants to think more along business lines, rather than only following a
project management approach.

The number of end-beneficiaries
The Monyakeng project demonstrated the ina ability of the 85 participanis ‘3:0
ustain themselves effectively on 15 ha of land. Although Mveivmg suC
numbers probably brought about effective welfare benefits and e"‘s-.z?‘ed
some degree of income for the poor (a specific effort having been made to
ensure benefits to me poor}, itis D"‘Ol"&biv unrealistic to expect such a project
to sustain 85 people.® One DSD criterion is that their r income-generating pro-
jects shouid inchude at least 50 possible end-beneficiaries by the end of & three-
year period. Although the social benefits and the aims of ﬁﬁe szid approach are
commendable, it is highly unlikely that projects wili ac tizally be able to aitain
such objectives. Secondly, widespread group conflict raised questions about
the DSD vision that such big groups can form businesses.

Training
One of the more positive aspects of the LED and inc me-generating projecis

was that of extensive fraining. Stll, there were some p‘omeu 8

¥

¢ Most of '*'he trainmg was related to technical skills, with lmited
tr - There was little or no relationship or inte-

gratzorz between the technical training and the financial Tnanage-
ment of these projects.

¢ While training and quality control are long-term goals, too much of
the training entailed merely short-term interventons.

+ Evaluation of the LED projects revealed that more :)Lo*oie had been
trained than were actually working on the projects at the tme.

How entrepreneurial can goverrmment be?
The last issue to be addressed in this article is the question or how entrepre-

neurial a & government can be. A few examples in our rescarch revealed
exiremely low levels of entrepreneurial spirit and drive within governument

8 Kuwe-Bamanyisa (2002, p. 43), after research on a rural irrigation project in the Fastern Cape
province of South Africa, condiuded that on 10 ha of i igation fand, 50 beneficizries could only
derive 12% of their livelihood income from the community agriculiure project. Some 88% of their
income came from remittances and other economic activities.
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tructures. In some of the agricultural projects, for instance, it fook such a
?fm g time to cbiain money to buy medicine for animals that some of the
nimals died before they could be helped. A second aspecit relating to the
! lack of entrepreneurial spirit within local mus '-ci*paii’{ies CONCerns

€

ohserved lack
their financial commitment. No local m .,,tu'x'aps}z%y @s invested in any
of these programmes a“ad csmm..,ted itself financially. Ln fact, the in-
come-generating projects of the DSD struggled to induce local manicipali-
ties and counciliors to act ively support their pro;e cts. It seems that the
respective grants are largely regarded as funding from outside, and that
2 connfer-contribution from the local municipa ity would contribute
towards ensuring a greater degree of ownership at the local jevel
Whether this would be at 21 possible in view of the des perate financlal situ-
ation of most local munic ipaiities in the Free State is ancther guestion
together. However, it might ba precisely these financial Hmitations that
mmper comprehensive LED strategies in most municipalities.

Conclusions

We have argued that a distinct link exists between income-generating pro-
jects, LED and community development, All atternpis must be made to
bring longer-term sustainability to impoverished communities. Though

conceding that LED projects cannot be evaluate solely on economic criteria,
we have argued thatignoring economic and business mana agement perspec-
tHves limits the success of such programmes. We agree with the conclusions
reached in other research and concur that the failure of i mcome»-geﬁﬂm{.;.g

projects and SMMEs should be related to the lack of finances, traini ng, and
ma:‘mts. However, we are convinced that a greater effort could be made to
bring hard business pz‘mclpies o these projects. To a large extent, LMD ha
l b1 Ea r

become a field of ‘soft’ social skills, while the ‘harder
"

s}
business-management skills are not accounted for; yet,
wouid surely enhance financial viability. However, to effect 4
menagement skills must complement social skills and commt ity
ment. In cur present evaluation, these skills were mostly lackin
deficiency, we feel, is directly related to the capacity of governmen
fures to man ag effectively and efficiently the business skills and financial
systems involved. Such capaciiy is a prerequisite for ensuring a g*e»a%’““
of f nancial vzaeiﬁiv than is currently apparent. C J:iskc:e,d these
arguments, one would ﬂro?-as iy want 10 see fewer projects — bu f: these
uid be projects selected more carefull ¥y, with less direct government
involvernent in the management. The projects shouid be properly targeted
50 as to make sense both in terms of business and in terms of the relevans

»

guidelines for poverty relief o community development.
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