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Section I:  EXECUTIVE SUMMARY

1. The sponsor is Mr Sfiso Ronald Nkomo (ID: 770320 5404 082), the sole owner of Gloron Holdings CC (Reg. No. 2001/016296/23 “Gloron”), a BEE company based in Doornfontein, Johannesburg.  It holds several businesses, including mining, steel, printing, courier, distribution and logistics, events and promotion and property.  It was registered in March 2001 as Gloron Distributors and Promoters, with its core focus on printing, promotions and distribution.  It has been renamed Gloron Holdings to cater for its broadened focus.
2. The opportunity facing the sponsor is to establish Gloron Logistics and acquire 3 tipper trucks, a horse and trailer and TLB to transport sand crusher and stone from Eckraal Quarries to the centrally located Gloron yard in Soshanguve, from where it will deliver to surrounding building sites, hardware stores and contractors.
3. The horse and trailer will be a 30m3 tipper and transport the materials from the quarry to the yard.  The smaller tippers (one 10m3 and two 5m3) will transport materials from the yard to customers.  A second hand TLB will be acquired to handle loading in the yard.
4. The target market is contractors, private builders and hardware stores in the North-Western Tshwane region.
5. The differentiated positioning of the business will be to offer customers competitive prices and convenient service.

6. The objective is to achieve sales of 50 tons per day.

Section II:  RESEARCH PLAN

MARKET RESEARCH 

7. Market research refers to the collection and analysis of information about the target market, providing the sponsor with the necessary intelligence needed to make informed decisions.  It contributes to the development of plans, new product or service development, revision of existing products and services, expansion into new markets, developing an advertising campaign, setting prices or selecting a business location.

OBJECTIVES

8. The objective of this market research is to determine the viability of this business opportunity and to establish if there is adequate demand for the services to be offered by the sponsor.  In terms of this business opportunity, the market research includes the following:

8.1 Identification of the customer base;

8.2 Definition of the products and services the business will supply;

8.3 Development of promotional and sales strategies.

RESEARCH APPROACH

9. A cost effective approach was used, focused on secondary research.  The research was conducted to obtain a sound view of the market and enough information to enable the sponsor to make informed business decisions.

10. Secondary research was conducted to establish economic and industry trends, growth rates, demographic profiles and business statistics by obtaining information about:

10.1 The macroeconomic environment through an evaluation of political, economic, social, technology, legal and environmental aspects;

10.2 The market environment by evaluating the intensity of rivalry in the industry.

FINDINGS - The Macro Environment

Political: 

11. South Africa's policy of black economic empowerment (BEE) is a pragmatic growth strategy that aims to realise the country's full economic potential.  In the decades before South Africa achieved democracy in 1994, the apartheid government systematically excluded African, Indian and coloured people from meaningful participation in the country's economy.  The distortions in the economy eventually led to a crisis, started in the 1970s, when gross domestic product growth fell to zero, and then hovered at about 3.4% in the 1980s.  At a time when other developing economies with similar resources were growing, South Africa was stagnating.   Despite the many economic gains made in the country's 12 years of democracy - growth hit 5.1% in 2005 - the divide between rich and poor remains.  The DTI points out that such inequalities can have a profound effect on political stability. 
12. The political environment for the building and construction sector is dominated by the need to increase the level of black empowerment in the industry and government concerns over the expansion and growth of a comprehensive industry development strategy, both in the public sector and the private sector.  

13. The Construction Industry Development Board (CIDB) is a Schedule 3A Public Entity established in terms of the Construction Industry Development Board Act, 2000 to provide leadership to stakeholders to stimulate sustainable growth, reform and improvement of the construction sector for effective delivery and the industry’s enhanced role in the country’s economy. The implementation strategy of the CIDB regulates the construction industry around a common development agenda underpinned by best practice procurement and project processes. It goes to the core of sustainable black economic empowerment and inclusive development goals.

14. The CIDB Act provides for the implementation of an integrated strategy for the reconstruction, growth and development of the industry which plays an indispensable role in the South African economy in providing the physical infrastructure that is fundamental to the country’s development.

15. Driven by affirmative procurement, empowerment in the construction industry has made significant progress, particularly in providing access to opportunity by small emerging black enterprises. This success has also given rise to new challenges and has revealed limitations relating to the sustainability of new and established enterprises as well as the overall performance of the industry.

16. The industry has welcomed the new BEE strategy and its balanced scorecard, which is forming the basis of several initiatives within the industry at present – including those by SAFCEC, BIFSA, SAACE, SAPOA and Government led by the DPW. 

17. There is very little quantitative evidence currently available to assess the BEE status of the various sectors within the industry. In the longer term it is envisaged that the Construction Registers Service will be able to capture and reflect information on their status and economic progress.  However, empowerment in the sector remains a key challenge, as depicted below:
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18. The country’s economic system has a marked duality; a sophisticated industrial economy with established infrastructure and economic base with great potential for further growth and development, alongside an underdeveloped ‘informal’ economy with untapped potential and a developmental challenge.  The construction industry reflects this duality with fairly high degrees of superiority in particular industries, but rather low levels of penetration and service provision for SMMEs and individuals.

19. The government attaches great importance to measures that enhance industrial development by actively promoting small and medium sized enterprises (SMMEs). Government policy is to promote the restructuring of the economic environment and encourage further inclusive yet active participation.
20. GDP growth in 2005 increased to 4.9% from 3.6% in 2004, while population growth is expected to remain around 2% per annum on average. Households living in formal housing increased from 57.5% to 63.8% in 2004, whilst those households living in informal housing has remained relatively unchanged at around 16% over the five year period before the last census (2001).

21. The value of recorded building plans passed by municipalities during January 2006 increased by 32.3% year-on-year after a 31.6% year-on-year increase in December and 67.8% year-on-year in September 2005.   These data suggest that South Africa is engaging in a systematic attempt to boost the size of the physical infrastructure through a resolute strategy of infrastructure development.   Estimates of the housing backlog before 1994 ranged from 1.4 million to 3 million units and people living in shacks were between 5 million and 7.7 million.  A decade later, about 1.9 million housing subsidies have been provided and 1.6 million houses built for the poor.
Social: 

22. South Africa's pre-1994 economic growth path was characterised by extremes of development and under-development, resulting in the legacy of South Africa as a country of two nations.  The apartheid era left a legacy of social and economic infrastructure that is unintegrated, environmentally unsustainable, of poor quality and unequally distributed.

23.  After South Africa’s achievement of democracy in 1994, the country has seen a rapid growth in urbanisation that has resulted in severe housing shortages and a lack of appropriate infrastructure. Through Agreement South Africa, government has created a mechanism to encourage safe innovation relating to building techniques - focusing initially on low cost and high quality housing with social acceptability.

24. There was (and still is) an extreme shortage of affordable housing for the majority of the population in South Africa. The government’s Spatial Development Initiatives are a particularly significant vehicle for intervention.  The government had previously launched several RDP-funded programmes, culminate in the Consolidated Municipal Infrastructure Programme (CMIP) to fund building and construction.

Legal: 

25. Following a process of broad stakeholder engagement, specific legislation established for the construction sector:

25.1 The Construction Education and Training Act, 1988, the Council for the Built Environment Act, 2000 and the CIDB Act, 2000;

25.2 The Construction Education and Training Authority, 2000: to give effect to skills development that is accessible, equitable and promotes the sustainable formation of the industry’s skills base. The skills framework includes the levying of one percent of payroll through the Skills Development Levies Act, 1999;

25.3 Six councils regulating the built environment professions and the overarching Council for the Built Environment, 2001 to promote greater coordination, development of the professions and their enhanced contribution to national development;

25.4 The Construction Industry Development Board, 2001 to provide the necessary leadership for an enabling regulatory and development framework that enhances the role of stakeholders in industry growth, delivery, performance and transformation.

26. Since 1994 over 789 laws or Amendment Acts have overhauled the entire legislative framework in alignment with the new constitution, and in support of the country’s development ethos. Over 30 laws have direct bearing on the industry and its development. These include:

26.1 The Employment Equity Act, 1998 to achieve equity in the workplace through equal opportunity, fair treatment and the elimination of unfair discrimination, and through affirmative action to redress the employment disadvantages of designated groups;

26.2 The Labour Relations Act, No. 66 of 1995, which establishes a single industrial relations system for all employees, promotes collective bargaining, establishes new procedures and institutions for resolution of disputes and provides for workplace forums;

26.3 The 2003 Regulations in terms of the Occupational Health and Safety Act, 1993 placing responsibility and liability for health and safety on both the client and the contractor, from design through to implementation;

26.4 The Preferential Procurement Policy Framework Act, 2000 provides for the creation of categories of preference in the award of contracts to promote development objectives including the advancement of enterprises owned, managed and controlled by historically disadvantaged South Africans;

26.5 The Broad-based Black Economic Empowerment Act, 2004 establishes a legislative framework for the promotion of black economic empowerment and empowers the Minister to publish transformation charters and issue codes of good practice relating to procurement criteria, indicators, weightings and guidelines;

26.6 The Housing Consumers Protection Measures Act, 1998 establishing the National Home Builders Registration Council to provide for a warranty scheme linked to home enrolment and registration.

Environmental: 

27. During 1999, the latest year for which comprehensive occupational injury statistics are available, a total of 14 418 medical aid cases, 4 587 temporary total disablements, 315 permanent disablements, and 137 fatalities were reported to the Compensation Commissioner relative to construction in South Africa. These equate to 1 temporary disablement for every 102 workers, 1 permanent disablement for every 1 041, and 1 fatality for every 3 925. The disabling injury incidence rate (DIIR) 0.98 means that 0.98 workers per 100 incurred disabling injuries, the all industry average being 0.78. The fatality rate of 25.5 per 100 000 full-time equivalent construction workers insured by the Accident Fund (AF) does not compare favourably with international rates.

28. The severity rate (SR) indicates the number of days lost due to accidents for every 1 000 hours worked. The construction industry SR 1.14 is the fourth highest, after fishing, mining, and transport, the all industry average being 0.59. Given that the average worker works 2 000 hours per year, if the SR is multiplied by 2, the average number of days lost per worker per year can be computed – the construction industry lost 2.28 working days per worker during 1999. This is equivalent to 1.0% of working time. Although 1.0% may appear to be minimal, when extrapolated across the industry, which according to the Census 2001 employed 520 000 people, then the possible total hours lost could be in the region of 1.186 million days.

29. Injury statistics and lost time provide a humanitarian and productivity perspective. However, the cost of accidents (CoA) provides a financial perspective. Based upon the respective indirect cost multipliers determined in the United Kingdom and South Africa, namely 11 and 14.2 (R 11.00 and R 14.20 indirect cost for every R1.00 direct cost), and the estimated compensation insurance for 2002, the total cost of accidents in South African construction could have been between:

29.1 R 200.1m + (R 200.1m x 11) = R 2 401.2m, and

29.2 R 200.1m + (R 200.1m x 14.2) = R 3 041.5m

30. Further, based upon the value of construction work completed in the year 2002, namely R 56 343m the total CoA could have been between 4.3% (R 2 401.2m / R 56 343m), and 5.4% (R 3 041.5m / R 56 343m).

The INDUSTRY Environment

Construction Industry Challenges:

31. Construction accounts for about 10% of the world economy. Approximately 70% of construction investment is accounted for in the USA, Western Europe and Japan. The continent of Africa accounts for about 1%. Per capita investment in construction in the developed world is approximately $2 500 per annum compared to $46 per annum in Africa. 

32. Value to society is the quest of responsible governments around the world. Many governments are actively promoting an efficient and effective construction industry that uses resources better, that reduces waste, and that transforms the working environment of its people for better employment and greater productivity. 

33. As regulator and client to the industry, governments are encouraging practices that promote social and economic priorities, including improved safety, health and care of the environment. All of these factors translate into real cost savings to clients and society, not only in the delivery of construction products but more significantly in their efficiency, maintenance and operation over the full product life cycle – often upwards of 50 years.

34. The construction industry delivers its products in a uniquely project-specific environment that continuously involves different combinations of:

34.1 Investors, clients, contractual arrangements and consulting professions;

34.2 Site conditions, design, materials and technologies;

34.3 Contractors, specialist subcontractors, skills and the workforce assembled for each project.

35. Industry development therefore addresses the performance of all who impact on the efficiency and effectiveness of the delivery process and on the behaviour of the industry. In this context, clients and their procurement practices are particularly central in initiatives to promote improved industry performance and value.

36. South Africa’s development agenda is broadly defined in Government’s Reconstruction and Development Programme (RDP). Aimed at the dismantling of apartheid social relations and the need to address poverty and inequality, the RDP identifies the following key objectives:

36.1 Meeting basic needs;

36.2 Building the economy;

36.3 Democratising the State and society;

36.4 Developing human resources; 

36.5 Nation building.

37. In the further development of policy the RDP objectives have been elaborated to address the specific development priorities of various sectors, including construction.

South Africa – Residential Sector Spend:

38. Construction spend in 2002 was predominantly private sector, however, this level is increasing with market growth, whilst public sector spend is increasing dramatically in its significant housing and infrastructure allocations:
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39. The residential sector is likely to continue outperforming the non-residential sector in the short term, especially if lower levels of activity in the manufacturing industry persist. The high rate of vacancies in office buildings is also affecting the performance of the non-residential sector. Within the two sub-sectors that dominate the construction industry, civil and building, the number of building plans approved by local authorities and the number of completed works suggests that the building sector will make a bigger contribution to GDP growth in the short term.

40. The scenario for expenditure on building and construction 1994 – 2010 is:
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41. The contracting sector covers a wide range of specialisation, with greatly varied levels of sophistication, high labour intensity and perceived low entry barriers to basic contracting. In general, the sector operates in an environment characterised by high risk and low profit margins.

South Africa - The Contracting Sector:

42. The contracting sector covers a wide range of specialisation, with greatly varied levels of sophistication, high labour intensity and perceived low entry barriers to basic contracting. In general, the sector operates in an environment characterised by high risk and low profit margins. Contractor types are:

42.1 National: A CIDB survey indicated that national contractors typically now earn 30 to 50 percent of their turnover outside South Africa. Large firms, and increasingly medium sized contractors, have adopted a “walk-away” policy towards segments of the market where the risk to reward ratio is considered untenable. This has been evidenced, for example, in the subsidised low-cost home building market. Tendering is regarded by many of the more successful contractors as less important, as much of their workload comes from longer-term relationships with private clients, based on overall performance;

42.2 Large regional: Regional contractors are becoming dominant players in the general contracting business, and appear to be more competitive than larger contractors due to the fact that companies are flexible and have a better ability to respond to changes in the policy and economic environment. They are mobile and have a large enough capital base to compete across the borders of South Africa into the neighbouring states;

42.3 Small regional: Smaller regional general contractors are perceived to be under pressure from both large and medium firms and from emerging contractors. Specialised contractors, mechanical, electrical and others, have higher barriers to entry and experience less competition. A number of specialised contractors are subcontractors to the larger main contractors, and have stable long-term relationships with them and with clients. These firms are benefiting from construction opportunity in Africa as a result of both specialisation and repeat business;

42.4 Local: Local contractors are mainly operating at a local and metropolitan level (often as subcontractors to larger firms) and severe competition undermines sustainability and consolidation. Although some established firms are providing high levels of service and quality products, many of the local firms are newcomers to the industry with very little working capital and a limited track record. Many of these contractors are not able to provide acceptable quality and a large amount of customer dissatisfaction can be attributed to their performance;

42.5 Emerging: While traditionally white-owned firms have complained of a lack of work, the perception survey indicates that both traditional contractors and emerging black contractors are experiencing similar problems regarding sufficient and stable workflow. While it may be true that preferential procurement has reduced the competitiveness of white-owned firms in public sector construction, the problem is generally identified with an over-supply resulting from an all too easy access to the tendering market;

43. At both regional and local level enterprise sustainability is low, characterised by fierce competition. There seems to be little evidence of process or productivity improvement and very little attention is being paid to systematic performance improvement activities. Even the most advanced companies in terms of performance improvement, do not indicate that they have taken their activities beyond formal monitoring and control measures. Evidence also seems to suggest that quality improvement has not been a priority.

44. The regulatory and development environment is currently weak compared with many other sectors. Access to the market by “fly-by-night” operators is too easy, as the sector requires limited capital resources at the lower end of the market. These players pay little or no attention to minimum requirements regarding labour, safety and health requirements and undermine the performance and image of the industry. Survival, consolidation and growth are conversely extremely challenging, and over 1 400 construction companies have been liquidated during the past three years. Many companies are operating at low profit levels and survival strategies are underpinned by the use of labour-only-subcontractors, which results in the casualisation of labour.
45. A cidb survey indicated that emerging contractors are entering the market at the lower end and in the general contracting category, making this sector extremely competitive and unsustainable. Large numbers of emerging contractors have moved into higher value public sector tendering in the R500 000 to R2 million market, which is also becoming overly competitive.

46. In general, the opinion is that national, provincial and local departments as well as SOEs are providing opportunities through targeted procurement. However, access appears to be too freely open, resulting in an unsustainable workflow to contractors who have begun to prove themselves. In fact, a number of policy makers in local government see the contracting sector as a means of job creation rather than as a platform for sustainable empowerment. In the process, neither job creation nor economic empowerment is being achieved in a sustainable way.

47. A further impact of the opening up of the contracting sector is the erosion of capacity in the formal sector caused by experienced black skills leaving to set up their own enterprises to take advantage of public sector preferential procurement. SAFCEC estimates that up to 70 percent of these enterprises fail within the first year, leading to an overall depletion of industry capacity.

48. While opportunity for black-and women-owned enterprises has been rapidly expanded in the general contracting category, the specialist contracting sectors have largely remained un-penetrated, including, for example, electrical and mechanical engineering that require specialist skills and greater capital resources. This would seem to indicate the limitations of procurement as a sole driver of empowerment and the need for programmes aimed at the rapid development of specialist black enterprises.

49. Responding to public sector preferential procurement, alliances and joint ventures promoted by large companies have also enabled the relative consolidation of a pool of black-owned companies. Few of these have however been carried through into the private sector market, but the embracing of BEE by private sector investment and client institutions will undoubtedly shift this tendency as the industry responds to private sector pressure to deliver the procurement criteria of the BEE scorecard.

49.1 Large companies reported that in some instances preferential procurement has meant that while the actual turnover accruing to the contracting component is redirected to empowerment partners and subcontractors (up to 40 percent), the resources needed to manage the construction work have remained the same or actually increased. On the other hand, empowerment partners frequently point out that profits of the joint venture are directed to the overhead costs (supervision manpower at charge-out rates) of the established partners, leaving little profit to share;

49.2 The more experienced joint venture leaders ensure the allocation of specific tasks to each partner and ensure that partners are competent. The established sector perceived that there was no acknowledgement by government of joint venture successes;

49.3 Emerging contractors complained that joint ventures don’t work to empower them and that the focus is on product delivery at the expense of skills transfer and mentorship. They proposed that skills transfer requirements should be built into the contract documentation, and should be consistently applied and monitored;

49.4 The concern of provincial and local government to promote locally based development, more often than not involves requirements for a local joint venture partner. This effectively limits the sustainability of joint venture relationships. A realisation amongst the consulting professions is that they need to seek more appropriate approaches in projects involving emerging contractors. The risks must be identified and managed and the contractor must be supported. Design and supervision consultants face increased costs when projects are unbundled to facilitate emerging sector access, when emerging contractors’ quality problems result in increased supervision, and when consultants spend additional time in the preparation of claims and reports on behalf of emerging contractors.

50. Development of the emerging sector continues to grapple with a range of supply-side constraints, including access to finance, sureties and credit, entrepreneurial skills and cash flow management, which is a critical success factor in the contracting sector. Emerging contractors feel that the banks are reluctant to deal with them unless at exorbitant interest rates and through compulsory business management services. Late interim payments and the delayed settlement of final accounts by clients and the professions undermine performance and sustainable empowerment.

51. Many emerging contractors have been able to access finance through institutions such as the Industrial Development Corporation (IDC) when working within development programmes of government departments, and at provincial level also through institutions such as Itala (KZN). Mentorship using methods such as the Contracting Entrepreneurial Training (CET) Programme has contributed towards the development of key skills.

Skills:

52. The built environment professions provide leadership to, and are employed by, the design and consulting sector, the contracting and materials sectors and the client bodies that commission construction. There are indications that this critical asset base is eroding under the impact of market pressures and procurement practices discussed previously.

53. Significant progress has been made towards transforming the racial profile of the professions. Statistics provided by ECSA indicate the increased proportion of black engineers registered across all engineering categories including professional engineers, technologists and technicians. However, while the registration of professional engineers with ECSA indicates an improving ratio of black to white engineers, it also highlights an overall decline in the total number of registrations.

54. The increased proportion of technologists and technicians registered is partly due to reformed legislation that has opened up registration at the various levels of qualification in order to promote greater societal access. It is thought that the declining number of professional engineers registered is due in part to increased registration requirements that support international recognition. It is also possibly a result of reduced demand brought about by the use of sophisticated software that enables many engineering design functions. The development of information technology also enables clients and industry to access design services globally. 

55. Construction is generally labour-intensive and this is particularly the case in South Africa. Historically, the construction industry has largely relied on a core of highly skilled staff (generally white and often expatriate) to supervise a largely semi-skilled and unskilled workforce (generally black). The decline in demand for construction products over the past decades, and associated uncertainty, has seen a reduction in skills training since the 1980s, and the closing down of industry training institutions in the 1990s. It has been reported that only about 70 percent of the available training capacity is currently being utilised. 

56. A high standard of quality in major engineering and commercial projects is largely reliant on an ageing skills base. Much of the industry’s activity however relies on a semi-skilled workforce, with increasingly less able supervision. This often manifests in slow delivery, significant rework to rectify defects, and associated materials waste that is built into the tendering and project costs.

57. The shift from formal to informal and/or contract employment in the construction sector has distanced the workforce from the principal contractors, resulting in an erosion of the employer’s direct responsibility for skills enhancement.

58. Government’s commitment is further underpinned by the significant tax allowances of up to 70 percent of the learner’s remuneration. Employers contributing to the training levy and registered with the new CETA have been slow to take up the opportunities available, citing bureaucracy and red tape. In almost all sectors the transition to the new skills training environment has been accompanied by system bottlenecks such as the development of the new qualification standards and framework.

59. With a total of 8 365 levy-paying construction companies in the sector, only 56 learnerships had been registered with the CETA by mid 2003. This nevertheless represents about 12 percent of the 478 learnerships registered across all sectors of the economy but is an inadequate industry response to the need and the available opportunity.

60. An emphasis has been placed by players in the industry on training as an imperative. One respondent expressed the view that with the right training, productivity and efficiency could be increased by at least ten percent.

61. Representing only one percent of payroll, the skills levy is actually insufficient to address the current skills challenges and does not compare with international trends of four to seven percent investment in training. The industry should be investing more and some leading companies do target significant resources towards bursaries and mentoring programmes, with a strong focus on the development of HDSAs. It is anticipated that introduction of the scorecard approach to BEE will further stimulate this investment in people.

The Market Environment

Size:

62. The five biggest city economies in South Africa make significant contributions to the national economy. These five cities – Johannesburg, Cape Town, Tshwane, eThekwini and Ekurhuleni create: 55,71% of the national Geographic Value Added (GVA) in manufacturing, 57,61% of the national GVA in construction, 61,32% of the national GVA in wholesale and retail trade, 68,48% of the national GVA in transport, storage and communication,75,33% of the national GVA in financial, intermediation, insurance, real estate and business services; and 52,98% in community, social and personal services.

63. The Accelerated and Shared Growth Initiative (Asgi-SA) was launched in July 2005 at a national Cabinet Lekgotla to address the concerns of inequitable national growth. Asgi-SA targets both higher rates of growth (an annual average of 4.5% or higher from 2005-09, rising to 6% from 2010 to 2014), as well as a more balanced outcome of this growth. In order to harness this sustainable growth path, Asgi-SA has identified six binding constraints to growth; resulting in “selected interventions” in six areas: infrastructure, sector strategies, education and skills, interventions in the second economy, public administration and macroeconomic issues such as improved budgeting.

64. As one of the metropolitan cities of Gauteng, the City of Tshwane needs to take into account the broad economic and spatial strategies and goals of Gauteng Province, which include the re-alignment of the manufacturing sector away from traditional heavy industry input markets and low value-added production towards sophisticated, high value-added production, as well as the development of other high value-added production activities in the agriculture and mineral sectors.

65. Furthermore, provincial objectives also include the development of the province as the smart centre of the country with specific emphasis on information technology, telecommunications equipment, research and development and bio-medical industries; and the development of the finance and business service sector with specific emphasis on financial services and technology, auxiliary business services and technology, corporate head office location and business tourism.

Middle Class Growth:

66. New research shows that there is a burgeoning black middle class in South Africa, with a significant boost to the number of black South Africans entering the middle-income brackets. Almost 300 000 black South Africans have become middle-income earners over the last three years. 500 000 have upped their class status to the lower middle-income group.  While the numbers are small - especially compared to the 4-million unemployed in the country - they are considered the first hard evidence that the country's racially divided economy is moving towards equilibrium. 

67. The study used the benchmark of an average household income of between R6 455 per month and R11 566 per month to indicate middle class status.  The Living Standards Measure (LSM) measures socio-economic status using a range of measurements, such as monthly income and access to running water, education and transport.   The LSM 8 category has an average household income of R8 471 per month, whereas those falling in LSM 6 have an average income of R4 075 per month. The benchmark for the study was the LSM 7-9 group.  

68. Another recent study, conducted by Unisa's Bureau for Market Research (BMR), picked up similar trends.  The BMR's latest household expenditure survey found that the highest percentage increases in household expenditure by black consumers between 1993 and 2003 were on education (up 21.4% per year) and domestic workers (up 23.4% per year). The main increases in expenditure were on holidays or weekends away (up 44% per year over the period); recreation (up 29%); cigarettes and tobacco (up 25%); housing and electricity (20%); and savings (up 18%). 

69. According to the BMR, although 95% of the poorest 20% of all households in the country are black, 38% of the top-earning 20% of households are also black.  Data from Saarf also shows that the number of black people in the LSM 10 (R18 649 per month) bracket has more than doubled to 6.3%. 

Social:

70. Tshwane consists of Pretoria, Centurion, Akasia, Winterveld, Ga-Rankuwa, Temba, Hammanskraal, Mabopane and Mamelodi and it is the only metropolitan area in Gauteng with rural areas as well as cross border areas of the North West Province in its jurisdictional area.  Tshwane has 2 million people and is a growing urban core of the Gauteng Province.  

71. Mamelodi, Atteridgeville, parts of Ga-Rankuwa, Soshanguve, Mapobane and Winterveld account for 50% of the City’s population.  Soshanguve is known as Zone C, as depicted in the map below:
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72. 61% of the City’s population is under the age of 35, with 40% of the total population between the ages of 15 – 34.   According to the last Census (2001), in Zone C, there are 110,000 people between the ages of 15-34 and 73,000 between the ages of 35-64.  The total population of Zone C was about 300,000 at the time of the census, making up 15% of the City’s total population.

73. Less than 50% of the population in Tshwane currently has high school level education, and at least 16% of the population has no schooling.  

74. Nearly one third (33%) of Tshwane inhabitants are employed and nearly 60% have no formal income.  The absence of a middle class in zones such as Zone 10 (26 have a low income of R1,000 – R3,000 and 4% a middle income of R3,000 – R25,000) was clear based on data from the last Census.  However, it is well known that the growth in the middle class has changed this situation.  South Africa’s middle class has grown from 4 million people in 1994 to 11 million people in 2004.  

Provincial Economic Outlook:
75. Being part of the Gauteng economy, the Tshwane Metro (TMM) is greatly affected by economic activities within the surrounding areas. TMM also needs to take into account the broad economic and spatial strategies and goals of Gauteng Province, which include the re-alignment of the manufacturing sector away from traditional heavy industry input markets and low value-added production towards sophisticated, high value-added production, as well as the development of other high value-added production activities in the agriculture and mineral sectors. Furthermore, provincial objectives also include the development of the province as the smart center of the country with specific emphasis on information technology, telecommunications equipment, research and development and bio-medical industries; and the development of the finance and business service sector with specific emphasis on financial services and technology, auxiliary business services and technology, corporate head office location and business tourism.

76. Annual personal income in Gauteng accounted for 35 per cent (TMM 10 per cent) of the national total in 2002, with 16.7 per cent of personal income accruing to KwaZulu-Natal in second place. In 2002, the per capita income in Gauteng amounted to R32 356 (TMM R33 624), compared to R26 154 in the Western Cape which was in second place, with the national per capita income on only R17 164.

77. Unemployment in Gauteng was excessively high on 39.4 per cent in 2001 (expanded definition); 21.6 per cent in the Western Cape and 60.5 per cent in the Eastern Cape. 

78. In 2001 the Gauteng Province contributed 50.4 per cent of total national exports compared to 14.4 per cent from KwaZulu-Natal, the second largest provincial exporter. However, during the same year, 60.7 per cent of total national imports were destined for Gauteng with 19.2 per cent to the Western Cape as the second largest importer. 

79. In terms of human development, noticeable differences between the various provinces can be identified. The Human Development (HDI) is a composite index of the United Nations that attempts to quantify the extent of human development based on three indicators. Longevity is measured by life expectancy at birth, knowledge is measured by adult literacy and standard of living is measured by per capita income. Each of these three factors is given an equal weighting. Thus, a HDI quotient of 1, indicates the highest level of human development while a minimum value of zero indicates an extremely low level of human development. The HDI figures for 1999 (0.683) shows that Gauteng maintained the highest HDI of all provinces followed by the Western Cape (0.673). The other provinces measured as follows: Northern Cape (0.555), KwaZulu-Natal (0.548), Free State (0.547), Mpumalanga (0.526) and North West (0.518) The HDI for the Eastern Cape (0.510) and the Limpopo Province (0.485) recorded the lowest values of the nine provinces. 

Tshwane Growth and Development:

80. The city’s vision is: To be the leading international African Capital City of excellence that empowers the community to prosper in a safe and healthy environment.

81. Underlying this vision, the mission is: To enhance quality of life of all people in the City of Tshwane through a developmental system of local government and the rendering of efficient, effective affordable services.

82. Key objectives are:

82.1 To achieve shared and accelerated growth;

82.2 To determine the City’s contribution towards the Provincial economic growth target of 8% economic growth;

82.3 To reduce unemployment by 50% by the year 2014;

82.4 To create and environment that will ensure a more balanced and equitable sharing of benefits of economic growth between the first and second economies;

82.5 To address gender focused issues in the economy by dealing with the inequalities and mainstreaming women, youth and the disabled;

82.6  To develop a joint Monitoring and Evaluation mechanism.

Mega Projects within the City Development Strategy (CDS):

83. The CDS, which is intended to refocus development in the City to the north, is seen as the platform for addressing the City’s spatial development, influencing aspects such as housing, transport links and business opportunities over decades to come. In moving the CDS towards implementation, eight lead initiatives have been planned through participative Rapid Planning Initiatives (RPIs), including:

83.1 Creating an International Logistical Cluster;

83.2 Completing a Metropolitan Mobility Ring;

83.3 Developing the (industrial northern space of the) Zone of Choice;

83.4 Connecting Tshwane to the knowledge economy;

83.5 Working Infrastructure Programme;

83.6 Moving Tshwane Initiative;

83.7 Vibrant Capital; and

83.8 Quality Public Spaces.

84. Several mega projects are being earmarked, aiming at providing a growth catalyst to the Tshwane economy. These include:

84.1 Blue IQ projects such as Gautrain, Automotive Cluster in Tshwane, Innovation Hub;

84.2 Tshwane mega projects such as Tshwane International Convention Centre in Centurion, International Logistics Cluster - Wonderboom Airport Expansion; Tshwane International Freight Airport (TIFA); New Container Depot (Pretcon relocation);

84.3 Development of the Zone of Choice (Key sites strategy – acquiring or directing development of strategic sites);

84.4 Tshwane Western Bypass (highway construction; supporting development in the West of city);

84.5 Developing the Knowledge Economy (including Tshwane Digital Hub);

84.6 Vibrant Capital Programme – Re Kgabisa Tshwane; Inner City Housing Development; Tshwane Kopanong Square;

84.7 Tsosoloso Programme – Providing Quality Public Spaces in townships;

84.8 Moving Tshwane Programme (Comprehensive Integrated Public Transport Planning for all modes of transport);

84.9 Working Infrastructure Programme.

85. The IDP and budgetary plans for the 3-year medium to 2009 as follows:

85.1 R5.6bn capital budget over the next 3 years with 78% on infrastructure;

85.2 Establishment of the Tshwane Economic Development Agency with a R10m budget already approved and R33m to address the economic infrastructure in the city;

85.3 R50m has been set aside for interventions in SMME’s and co-ops;

85.4 R38m for ward-based projects.

conclusions and RECOMMENDATIONS

86. Based on the market research, the following actions are recommended to ensure the business’ success:

86.1 The construction industry requires significant transformation and players with suitable credentials are likely to face good opportunities;

86.2 The construction industry offers opportunities in all areas: the residential sector (especially given the growth in the middle class), the public sector (infrastructure investments) and commercial sector;

86.3 It is essential to ensure appropriate skilling and knowledge transfer to employees, given the low levels of skills in the industry;

86.4 Gauteng and Tshwane growth and development plans bode well for the region;

86.5 It will be critical to ensure the business gets a slice of the infrastructural development budgets that have been allocated to the region.

86.6 The industry was traditionally very strictly regulated, but has become totally unregulated and privatized.  This has lead to significant problems, which the sponsor will need to avoid in his business, for example:

86.6.1 A high level of service is required in an industry where service levels are poor;

86.6.2 The safety of the driver and other road users is paramount, and the sponsor must avoid operating in self-interest by stretching the driver’s capabilities unduly.  Appropriate incentives will enhance the driver’s approach to safety;

86.6.3 A lack of investment in infrastructure and vehicles has resulted in poor quality on the roads, thereby increasing accidents, harmful emissions and damage to roads.  The sponsor will ensure that vehicles are of an appropriate quality to avoid contributing to these problems.

86.7 The economic growth and Asgi-SA strategy will result in growth for the road transport sector;

86.8 Environmental issues need to be taken seriously by the sponsor, specifically relating to fuel consumption, emission control, congestion, damage to roads and over-loading.  The sponsor will need to select and maintain vehicles responsibly to avoid further worsening the industry’s reputation and performance. A key element of leadership will be to work within the legal and environmental framework of the industry (e.g. salaries and wages of drivers), to maintain high safety standards, provide training for drivers and ensure a safe working environment (e.g. vehicle tracking devices) to protect the business’ people and assets.  Associated with this is a high standard of vehicle maintenance and upkeep to ensure minimal emissions, noise pollution and other environmental impactors.
Section III:  Target market / market analysis

MARKET SEGMENTATION

87. One of the most important concepts in marketing is a clear view of the market segments to be targeted.  The people who will buy products and services from the sponsor are its market.  It is far more efficient and effective to group different customers’ characteristics logically and identify specific market segments. Various criteria can be used to inform this grouping:

87.1 Demographic: demographic factors are not critical to the business’ customer market, however, income levels will affect especially residential market expenditure on building materials;

87.2 Geographic: The business will be based in Soshanguve and cover the North-Western Tshwane market;

87.3 Psychographic: Customers and markets who wish to support transformation in the industry will support Gloron;

87.4 Behavioural: Customers who seek price competitiveness, reliable service and delivery will develop and affinity with the business.

88. The sponsor’s key market segments in the North-Western Tshwane region are:

88.1 Residential customers who require deliveries to their doorsteps;

88.2 Contractors who require deliveries to development sites;

88.3 Hardware stores who on-sell products and require larger loads.

MATURITY OF THE MARKET

89. Market maturity takes into account the nature and evolution of the sponsor’s target markets, as well as their economic, social and institutional condition.  Products tend to go through five stages:

89.1 New product development stage: This is an expensive stage as there is typically no sales revenue and losses are incurred;

89.2 Market introduction stage: The costs are high in this stage, sales volumes low as the business is being developed and typically there is low competition.  However, competitive players are watching the business’ development to gauge market acceptance and segment growth.  Often losses are also associated with this stage;

89.3 Growth stage: During this stage costs are reduced due to economies of scale, sales volume increases significantly and the business starts to experience profits.  As public awareness grows, the competition begins to increase with a few new players becoming established in the market.  Prices are set to maximize market share;

89.4 Mature stage: The business will be operating in a mature phase, where costs need to be pushed down, efficiencies gained, sales volumes maximised and the competition is carefully monitored.  Price competitiveness is essential.  Brand and feature diversification are required, for example in the levels of service offered, as each player seeks to differentiate from competition with "how much product" is offered.  It is a profitable stage;


89.5 Decline or stability stage: Finally, costs become counter-optimal and sales volume declines or stabilizes.  Prices are lowered and profit becomes more a challenge of production/distribution efficiency than increased sales 

90. Ideally, new products are introduced prior to the Decline stage to ensure a continuous cycle of development and maturity.

Section IV:  Products and services

PRODUCTS AND SERVICES

91. Gloron Distributors will acquire 3 tipper trucks, a horse and trailer and TLB to transport sand crusher and stone from Eckraal Quarries to the centrally located Gloron yard in Soshanguve, from where it will deliver to surrounding building sites, hardware stores and contractors.
92. The products that will be distributed include:
92.1 Sand: building sand, plaster sand, river sand;

92.2 Crusher run;

92.3 Stone (9mm, 13mm, 19mm, dump rock).

93. The horse and trailer will be a 30m3 tipper and transport the materials from the quarry to the yard.  The smaller tippers (one 10m3 and two 5m3) will transport materials from the yard to customers.  A second hand TLB will be acquired to handle loading in the yard.
94. The business will offer:

94.1 Competitive prices;

94.2 Convenient service.

PRICING

95. Eckraal  Quarries charges the following per ton:

	SAND
	R / ton

	Red building sand
	R25.00

	Plaster sand
	R51.00

	River sand
	R52.00

	Sub-base filling
	R23.00

	Crusher run
	R48.00

	Stone 9mm
	R51.00

	Stone 13mm
	R51.00

	Stone 19mm
	R48.00

	Dump rock
	R48.00


96. Bricks and other building materials will also be supplied.

97. Gloron will sell a 5m3 load for approximately R400 and a 10m3 load for approximately R800.

PLACE/DISTRIBUTION

98. The materials will be collected from Eckraal Quarries and delivered to the Gloron yard at 2215 Extension 1, Soshanguve South.  From there, it will be delivered to local customers and hardware stores.

PROMOTION

99. Promotion involves disseminating information about the sponsor’s organization or its offering. It comprises four subcategories: advertising, personal selling, sales promotion and publicity and public relations.

100. The specification of these four variables creates a promotional mix or promotional plan. A promotional mix specifies how much attention to pay to each of the four subcategories, and how much money to budget for each. A promotional plan can have a wide range of objectives, including: sales increases, new product acceptance, creation of brand equity, positioning, competitive retaliations, or creation of a corporate image.

101. The recommended promotional mix is:
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POSITIONING

102. Positioning is the technique by which the businesses will create an image or identity in the minds of the target market for its offering. It places the sponsor’s business relative to the competition as perceived by the target market. 

103. Relative to its competitors, the sponsor will present the following positioning:

103.1 Brand name / payoff: Gloron Distributors -  the BBBEE powerhouse;
103.2 Reason why: Gloron’s stated policy is that it aims to empower previously disadvantaged individuals;
103.3 Target market: Gloron Distributors will target residential, retail and public sector clients in the North-Western Tshwane area;
103.4 Key differentiators: Competitive prices and reliable and convenient service.
Section V:  Marketing COMMUNICATIONS plan

BRANDING

104. A brand is a collection of perceptions in the mind of the consumer.  It is very different from a product or service as it is intangible and exists in the mind of the consumer.  Different people have different perceptions of a product or service, which places them at different points on the brand loyalty ladder. A brand is built not only through effective communications or appealing logos.  Rather, it is built through the total experience that it offers. 

105. The more complex the brand’s appeal, the more difficult it becomes for competitors to copy its positioning.  Therefore, the sponsor will differentiate the brand in the following areas:

105.1 Trust elements: Appropriate product offering, competitive pricing and reliable service delivery;

105.2 Territory: North-Western Tshwane;

105.3 Awareness: Targeted advertising and promotional campaign to raise awareness of the offering;

105.4 Affinity: Customers who seek price competitiveness, reliable service and delivery within the contexts of a committed BBBEE structure, will develop and affinity with the business.

Corporate identity

106. In marketing, a corporate identity (CI) is the "persona" which is designed to accord with and facilitate the attainment of the sponsor’s business objectives, and is usually visibly manifested by way of branding and the use of trademarks.

107. In general, this amounts to a logo (logotype and/or logogram) and supporting devices commonly assembled within a set of guidelines. These guidelines govern how the identity is applied and confirm approved colour palettes, typefaces, page layouts and other such methods of maintaining visual continuity and brand recognition across all physical manifestations of the brand.

108. The sponsor’s CI has been developed and is presented in the profile included in Annexure A to this document.

ADVERTISING STRATEGY

109. The advantages and disadvantages of various advertising mediums are listed below:

	Medium 
	Advantages
	Disadvantages

	Television

(
	High impact medium.

Excellent brand-building tool.

Semi-captive audience.
	High advertising rates.

Not appropriate for small or localised businesses.

	Radio

(
	Able to each remote areas.

High listenership figures.

Highly targeted audiences ensuring effective adspend.
	Radio sometimes used for “background” noise with low focus from listener.

	Billboards

(
	Highly visible.

Suitable to brand-building and building product awareness re: product availability.

Active 24x7.

Targeted location(s).
	Competes with a lot of outdoor advertising “noise”.

	Leaflets/Pamphlets

(
	Inexpensive to produce.

Reach a large audience.

Able to target geographic segments.
	Compete with a lot of “junk mail” and don’t get read.



	Magazines

(
	Reach specific target markets.

Combination of brand-building and product information.
	High cost - advertising rates.

Compete with various other advertisers.

	Newspapers

(
	Targeted segments can be reached.

Reach a large audience.
	Broad market, less targeted.

Newspaper readers “scan and dip” when reading and gloss over advertisements.

Short lifespan (1 or 7 days).

	Trade Magazines

(
	Reach specific target markets.

These magazines are generally read thoroughly.
	Compete with various other advertisers.


110. The sponsor will focus on advertising spend on:

110.1 Billboards (mini streetpole advertisements) in the area;

110.2 Pamphlets.

111. In due course, the viability of targeted radio advertisements can be assessed.

Section VI:  Sales plan

GOAL

112. The company’s overall goal is to achieve the following levels of increasing sales in the first year:
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SALES STRATEGY

113. The sales strategy focused on specific selling techniques that will be applied to attract new customers and maintain new customers.  Both strategies are essential, as it is far cheaper to keep a customer than find a new one.  In both cases, the sponsor will focus on developing and maintaining a strong relationship with customers.  This relationship is developed by following a process of understanding customer needs, developing tactics to meet these needs on an ongoing basis and ultimately, ensuring that the customer is constantly cognizant as to the benefits of this relationship.  

114. The customer segments to be targeted and the manner in which relationships will be maintained are described below:

114.1 Residential customers who require deliveries to their doorsteps – the business will ensure that a good relationship is developed through excellent service, reliable delivery and the maintenance of good computerised records to ensure that when future orders are taken, the customer’s past track record / purchases are reflected.  At this point, the sales person taking the order will ensure that a sense of continuity is maintained;

114.2 Contractors who require deliveries to development sites – management will ensure that contractors are contacted on an ongoing basis, and that pamphlets and other collateral (e.g. mailshots) are sent to them on a quarterly basis;

114.3 Hardware stores who on-sell products and require larger loads – regular face-to-face visits to hardware stores will be required to maintain relationships with their procurement teams.  At all times, these stores will be provided with an updated price list and other company collateral (e.g. pamphlets).  Ultimately, reliable service delivery will ensure repeat orders.

NEW BUSINESS ACQUISITION STRATEGIES AND TACTICS

115. New business acquisition will rely on various strategies, including:

115.1 Advertisement – local street poles;

115.2 Personal selling – maintain relationships with key contractors and hardware outlets’ procurement managers.

115.3 Bid  for all tenders issued by government and the private sector – track construction in the area and tender in support of Local Economic Development programmes;

115.4 Join relevant industry associations to benefit from referral opportunities;

115.5 Targeted promotional activities – mailshots to contractors and face-to-face relationship management with hardware stores.

DESCRIPTION OF SALES TEAM 

116. The sales team will be responsible for ensuring accurate orders and delivery schedules are maintained.

117. It will comprise of the manager, who will also maintain the electronic customer database.

118. The manager will also be responsible for maintaining relationships with key suppliers.

TRAINING AND LITERATURE

119. The company will develop a training program for its staff and develop policy and procedure manuals to guide employees and assist in the management of the business.

120. The business will allocate 0.5% of turnover to training of staff.

Section VII:  Customer service plan

CUSTOMER SERVICE Ethic

121. The sponsor will commit to providing quality, personalized customer service. The primary objectives of the customer service initiatives will be to ensure that the following activities are executed promptly, efficiently and accurately:

121.1 Professional first-time contact (e.g. telephone orders);

121.2 Accurate order-taking;

121.3 Realistic promises to customers regarding delivery times (under-promise and over-deliver);

121.4 Accurate deliveries (right order, on time, right place);

121.5 Professional paperwork, sign-off procedures and administration;

121.6 Accurate billing / invoicing.

122. In the event of a problem, management and staff will assist and counsel the customer to a speedy and mutually agreeable solution.

Section VIII:  Annexure A – Gloron CI and Profile
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