
SMEs STILL STRAINING AGAINST RED TAPE 
The findings of the small to medium enterprise (SME) survey recently conducted by SAICA) reveals that 

red tape is still the top barrier to entry when starting a small business

One definition of red 
tape or regulatory 
compliance is that 
it refers to those 
‘rules, regulations, 

procedures or processes that 
impose delays and costs that 
exceed their benefit’.1

While Small Business 
Development Department Minister 
Lindiwe Zulu asserted earlier this 
year during her budget speech 
that ‘government recognises 
the need to review the policy 
and regulatory environment that 
continues to hinder development, 
growth and competiveness of small 
businesses,’2 red tape remains a 
costly obstacle course for business 
owners.  

Importantly, not only is 
government to blame, but big 
business governance rules are 
adding fuel to the red tape fire. Out 
of a sample of over 1 300 small 
business owners, 49,4% indicate 
that government red tape is a 
barrier to entering the SME market, 
while 29% feel that private sector 
red tape is a hindrance. Clearly 
both government and big business 
have some way to go if they are to 
contribute towards reaching the 
National Development Plan’s goals. 

Nevertheless, SME 
respondents who took part in the 
SAICA survey seem to believe that 
government does know how to 
reduce red tape. The requirements 
for registering a company for PAYE, 
UIF and income tax are seen as 
relatively easy, as is registering a 
new company.

And while Finance Minister 
Nhlanhla Nene’s scheme to create 
one portal to do business with 
government might ameliorate some 
of SMEs’ red tape woes, it won’t 
solve the problem entirely.  

In the same speech referred to 
earlier, Minister Zulu had said that 
‘to date, the red tape reduction 
guidelines workshops have been 
conducted for 102 municipalities 
across the country … 

‘It is envisaged that during 
the 2015/16 financial year, the 
department will continue with the 
rollout to ensure inclusion of other 
municipalities.’  

Yet it seems that most small 
businesses have not felt the 
interventions. 

The majority (57,5%) of SMEs 
responded that, in terms of creating 
an environment where it would be 
easy for this sector to do business, 
government’s performance is very 
poor.
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Answers to question: What are the most difficult barriers to entry when 
starting a new business? Please score each activity from 1 to 7 with 1 being a 
very low barrier, and 7 being a very high barrier

 In addition, 47,8% of 
respondents believe that 
government has failed to simplify 
their processes and policies while a 
further 37,7% feel that government 
has performed very poorly in 
establishing funding agencies 
to help fund SMEs. Noteworthy 
here is that government has in fact 
made some changes to improve 
conditions and funding for SMEs 
with SMEs being least negative 
about tax relief for small businesses 
and B-BBEE codes. 

RED TAPE BEYOND OUR 
BORDERS: SOUTH AFRICA 
VERSUS RWANDA
While certain interventions have 
been put in place to speed up 
processes such as registering a 
company (the ease of which is being 
facilitated through the Companies 
and Intellectual Property 
Commission, which links opening 
a bank account and registering 
a company) and obtaining tax 
clearance certificates, there is much 
to be done to release SMEs from the 
constraints of red tape.

There are some examples 
elsewhere in Africa where 
bureaucracy is indeed being 

successfully reduced. Rwanda 
is a case in point: although the 
World Bank’s Doing Business 
Report still ranks South Africa 
ahead of Rwanda, that country 
has climbed two places to 46 out 
of 189 economies since last year, 
while South Africa has dropped 
three places. The measurement is 
based on factors such as the ease 
of starting a business, obtaining 
construction permits, getting 
electricity, registering a property, 
getting credit, protecting minority 
investors, paying taxes, trading 
across borders, enforcing contracts, 
and resolving insolvency.3

In practical terms, small 
business owners in Rwanda can 
expect reduced times with regard to 
registering a business, making the 
process of sourcing finance more 
flexible, and eliminating the need 
to have a tax clearance certificate 
in order to transfer property, and 
reduced cost and time associated 
with filing tax returns.4

In the 2014/15 Global 
Competitiveness Report, South 
Africa is ranked 120th out of 144, 
while Rwanda is ranked 6th out 
of 144 in terms of the ‘burden of 
government regulation’. What is 

more, while it takes a mere six and 
a half days to start a business in 
Rwanda, South African SMEs can 
expect the process to take about 46 
days. In terms of registering for VAT, 
in Rwanda it takes business owners 
a day, while South African business 
owners can expect to wait up to 21 
days. 

Red tape also extends to labour 
regulations and according to the 
Global Competitiveness Report 
South Africans rate restrictive labour 
regulations as the most problematic 
factor to doing business. South 
Africa ranks 143rd out of 144 
countries on hiring and firing 
practices and 136th for pay and 
productivity. 

It’s important to consider that 
as levels of red tape will increase in 
parallel to a business’s expansion 
it may be the case that some SMEs 
are comfortable staying small 
– if only to avoid the burden of 
increased red tape. 

If South Africa’s SMEs are 
to prosper, it is important that 
government improves the ease of 
doing business by alleviating some 
of these pertinent red tape-related 
constraints. Investigating what has 
been done in countries such as 
Rwanda might help government 
to reduce those regulations that 
businesses still need to navigate in 
order to operate in South Africa and 
stimulate growth in the sector.

NOTES
1  See http://led.co.za/tool/red-tape-

reduction-rtr.
2  See http://www.gov.za/speeches/

minister-lindiwe-zulu-small-business-
development-dept-budget-vote-201516-20-
may-2015-0000.

3  See http://www.newtimes.co.rw/section/
article/2014-10-29/182484/.

4  See http://www.smesouthafrica.co.za/
Focus-on-SMEs-in-Rwanda/.
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