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THE RELATIONSHIP BETWEEN THE CREATION
OF AN ENABLING ENVIRONMENT AND ECONOMIC
DEVELOPMENT: A COMPARATIVE ANALYSIS
OF MANAGEMENT AT LOCAL GOVERNMENT SPHERE
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Abstract: The facilitation and creation of an enabling environment by local government for
business to prosper is one of the key factors in local economic development (LED). In this
creation of an enabling environment, effective service delivery by local government is
important. Local government can create this environment through good governance and
transparent management. Globally however, many local governments are struggling to
provide an acceptable level of management and service delivery to their communities.
The study has the aim to test the hypothesis of the creation of an enabling environment
leads to economic development. The geographical focus of this study is on the Vaal-
Triangle region in Southern Gauteng, South Africa. The study will focus on two local
municipalities namely Midvaal Local Municipality and Emfuleni Local Municipality,
situated in Gauteng. The perceptions of business owners regarding the creation of an
enabling environment and service delivery within this area will be analysed. A total of 150
business owners were interviewed using a quantitative questionnaire. Data were statistically
analysed through descriptive analysis. The results revealed that effective municipal
management relates to the creation of an enabling environment for local businesses to
prosper and in turn translate to economic development. In contrast poor municipal
management leads to poor service delivery and a lack of economic development.
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Introduction

According to Grootaert (1998), good governance management with effective
service delivery, is the foundation for local government to provide an enabling
environment for local business to prosper and facilitate economic development.
An enabling environment can be defined as a set or mix of conditions to create
a favourable setting for something to take place in (Konig et al., 2013). In the case
of small and medium businesses, this can refer to a mix of laws, regulation,
infrastructure, international trade agreements and so forth, that either facilitate or
hinder the daily activities of business (USAID, 2016).
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It is the responsibility of any government to provide basic services to its businesses
and citizens and these services should be provided at a high level of effectiveness,
responsiveness and efficiency through good management (Johnson, 2004). Good
effective service delivery also increases the attractiveness of a city (Hagyari et al.,
2016). Globally, the majority of governments are faced with challenges in service
delivery and management. South Africa is no exception to this (Mpehle, 2012).
Manning (2006) also mentions that poor service delivery is not unigque to the South
African local government environment, but is a global phenomenon.

The geographical focus of the study is on the Vaal-Triangle region, which forms
the southern part of the Gauteng province, South Africa. The focus is on two local
municipalities in the region namely Midvaal Local Municipality and Emfuleni
Local Municipality. The two municipal areas will be compared regarding
perceptions of local business on the effectiveness of creation of an enabling
environment and service delivery. The Midvaal Local Municipality is one of the
top performing municipalities in the Province. According to De Freitas (2013)
Midvaal Municipality moved up 10 places in the annual Municipal Productivity
Index in 2013, which places it within the top 5 percent of all municipalities in
South-Africa. Furthermore, the municipality has performed better than the other
municipalities in the region such as Emfuleni Local Municipality in terms of job
creation and skills development (De Freitas, 2013). Efficient delivery of basic
services and management thereof is important for any local region to grow and
prosper (Rhodes, 1996). Poor service delivery and management could restrict the
creation of an enabling environment, contributing to high levels of poverty,
inequality and unemployment.

The objective of this study is to analyse the perceptions of formal businesses
regarding service delivery and the creation of an enabling environment by the two
local municipalities in the region. The hypothesis of the relationship between the
existence of an enabling environment and economic development will be tested.
The results of the two areas will also be compared and recommendations will be
made for improved management.

Literature Review

Municipalities are given the responsibility to govern and manage the municipal
area in an equitable manner, in which the provisions of basic service delivery are
ensured, as well as to influence the growth of economic and social development
(Ababio et al., 2008). In South Africa, the White Paper for the Transformation of
Public Services of 1997 defines public service delivery as “rhe capacity of any
local government to deliver basic services to the local communities in an effective,
responsive and efficient manner”. The main objective of the White Paper is the
provision of a policy framework which is practical to implement and enhances the
participation of citizens and businesses in the decision making process (Republic of
South Africa, 1997; Vyas-Doorgapersad, 2009). The White Paper states that the
various issues which need to be addressed in the public sector include aspects
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such as administrative capacity, high productivity, transparency, accountability and
quality service delivery (Ncholo, 2000). Challenges faced by local government in
basic service delivery remain, which often lead to service delivery protests in
various parts of South Africa (Mpehle, 2012). Many of these challenges can be
resolved through improved management. According to Bachman and MacCleery,
(2006), high quality municipal service delivery ensures economic development
thus creating an enabling environment in many sectors. The decline in economic
growth and loss of trust between the citizens and the local government could be
a result of poor service delivery.

According to the United Nations Industrial Development Organization (UNIDO,
2008) the various factors contributing to the creation of an enabling environment
include well maintained road infrastructure, adequate levels of bureaucracy and
a functional educational system. Meyer (2014) identified 12 factors that have an
influence on the creation of an enabling environment within a local community.
These include: 1) The formation of partnerships: Partnership formation can be
defined as local government, the private sector, the non-profit organisations as well
as the local communities working together in order to improve the quality of life
for all (Marais, 2012); 2) Policies, initiatives, capacity and structures within local
government: The regulations within local government need to be more
accommodating in order to promote business development; 3) Political leadership:
According to Masciulli et al., (2009), successful leaders demonstrate the ability to
move their thoughts and vision in the directions that are clearly supportive of their
“grand design”; 4) Social development initiatives and poverty alleviation:
According to the International Labour Organisation (ILO) (2014a) poverty
reduction involves sustainable growth and equality in favour of the poor (“pro-poor
growth”); 5) Economic development initiatives: Human et al. (2008) argue that the
creation of new businesses is needed in order to achieve high economic growth; 6)
Infrastructure development: A well maintained infrastructure could result in the
creation of an enabling environment; 7) The development of human resources:
Marketing, entrepreneurial development, a skilled labour force and the protection
of workers are needed in order to balance the flexible labour regulations in
a country and subsequently, the development of human capital may lead to a better
formal economy within the various sectors (Davis, 2004); 8) The development of
entrepreneurship and SMME’s: The development of small enterprises may assist
in strengthening the entrepreneurial management skills of any organisation; 9)
Access to transport and opportunities: Transport infrastructure is regarded as
important for promoting development and growth (Banerjee et al., 2012); 10)
Safety and security: High levels of crime negatively impact on society, local
businesses and the environment (Republic of South Africa, 2015); 11) Agricultural
development actions: The agricultural sector is a major generator of employment as
one of the job drivers of the NGP that also assists in poverty reduction and food
security (The Presidency, 2012); 12) Environmental and spatial development
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actions: Clean, quality physical environments attract economic development where
sound environmental management is practised (The Presidency, 2012).

In terms of the creation of an enabling environment, local economic development
enables the communities to improve their economic status as well as improving
their overall living standards. It is therefore essential that local government
identifies the relevant needs of local communities (Meyer, 2013).

Methodology

Research Area

Both the local municipalities included in the study, namely Emfuleni and Midvaal
Local Municipalities forms part of the Sedibeng District Municipality and are
located to the south of Johannesburg, South Africa. The area was selected as the
study area because of the contrast that exists between the two municipalities.
Midvaal Local Municipality has constantly performed well in Gauteng province in
terms of management and service delivery while Emfuleni Municipality has
experienced high levels of service delivery protests due to poor service delivery.
The Midvaal Municipality is ranked 6th in South Africa according to the Municipal
Productivity Index while Emfuleni Municipality has a much lower ranking
(Moriarty, 2015). Table 1 presents a summary of key socio-economic statistics of
the two municipalities with an overall comparison with South Africa.

Table 1. Socio-economic comparison (Global Insight, 2016)
South Africa Emfuleni Midvaal |

s 2000 2015 2015 2000 2015 2000 2015
Ezfe“'a“(’” Growth 12% 15%  21%  05%  09% 2.8%  2.6%
Household Size 4.0 3.6 3.2 3.6 3.3 3.1 3.2
Population Density* 366 449 959 6602 7577 365 60.7
Level of Urbanisation ~ 56.4% 62.5%  97.6%  97.4%  97.1% 57.3%  56.7%
:*n‘é':)f” Development 5, g5 067 059 068  0.63 0.73
Poverty Levels** 66206 44.6% 402%  56.4%  417% 37.4%  26.5%
Infrastructure Basic 064 073 084 079 086 073 0.77

Index
% of Households in

- 29.1% 220% 12.3% 185%  17.8% 17.7% 29.9%
Informal Housing

Crime Index**** 159.6 105.4 131.2 184.0 935 311.0 127.8
Economically ACtiVe a5 100 37505 4720  401%  45.0% 47.1%  47.9%
Population

Unemployment 26.6% 25.3% 28.1% 34.8% 44.9% 12.9% 23.5%
GDP Growth Rate 3.6% 1.2% 0.4% 4.2% -1.4% 2.4% 1.2%
Trade Surplus per ) ) )

Capita (R1 000) 14 1.6 0.2 20.8 4.0 3.7 1.8
Average Income per

Household (x1000) 59.8 182.9 190.8 60.6 165.6 89.1 307.9
Tress Index 41.2 39.9 50.0 61.9 54.4 45.9 37.7

*Number of people per km? ** Share below upper poverty line ***Functional literacy: age 15+,
completed grade 7 or higher ****Weighted average / 100 000 people
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From the Table 1 it is clear that the socio-economic indicators of the Midvaal
municipal area are far more favourable than those in the Emfuleni area for 2015.
Interms of Human Development Index (HDI), Midvaal has an index of 0.73
compared to 0.68 for Emfuleni which is a significant difference. Also the poverty
levels differs drastically between the two areas with Midvaal with a 26.5% poverty
rate and Emfuleni 41.7%. The unemployment rate in Midvaal is also much lower
than in the Emfuleni area with rates of 23.5% and 44.9% for Midvaal and Emfuleni
respectively. GDP growth rates also indicates that Midvaal has much better
economic conditions with a growth rate of 1.2% compared to a rate of -1.4% for
the Emfuleni area. Also in terms of international trade, the Midvaal area has
a positive trade balance if compared to the Emfuleni area. Per capita income in the
Midvaal area is nearly double that of the Emfuleni area. Lastly, in terms of the
diversification of the economy, Midvaal has a tress index of 37.7 compared to 54.4
for Emfuleni. This means that the Midvaal economy is more diverse with a more
evenly spread on the contribution between economic sectors if compared to
Emfuleni. Overall it is clear that the Midvaal area has much more positive socio-
economic indicators if compared to Emfuleni. Against this background,
the perceptions of local business owners regarding the provision of an enabling
environment and service delivery will be tested. The hypothesis will be confirmed
or rejected regarding the relationship between an enabling environment and
economic development.

Measuring Instrument, Sample and Data Collection Method

The methodology utilised is a quantitative study approach. Primary data were
collected using a structured questionnaire. The questions mainly addressed local
businesses’ perceptions on service delivery and the factors which contributed to the
creation of an enabling environment by local government. Formal businesses in the
Emfuleni (100 businesses) and Midvaal Local Municipal area (50 businesses) were
the main participants of the study.

A self-administered questionnaire was designed to gather information. Its main
sections included the following: general background information on the business,
public services perceptions and the factors contributing to the creation of an
enabling environment. A five-point Likert scale (where 1=very poor, 2=poor,
3=acceptable, 4=good and 5=very good) was used for two parts of the
questionnaire — public service delivery aspects (5 items) and enabling environment
factors (12 items). This was done to obtain the level of agreement business owners
reported with certain statements regarding the research topic (Uebersax, 2006).
Businesses were randomly selected for the survey with a total of 150 business
owners interviewed. The data from the survey was analysed using SPSS. Although
the questionnaire was designed in a self-administering format, trained fieldworkers
made appointments with the business owners and discussed or explained any
uncertainty or confusion regarding the specific question asked.
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Analysis, Results and Discussion

The study includes an analysis of the perceptions of business owners regarding the
creation of an enabling environment and the level of service delivery in the area.
The results as obtained from the survey were compared with the economic
development data as listed in Table 1.

Factors for the Creation of an Enabling Environment
Table 2 presents the perceptions of local business owners regarding the factors
contributing to the creation of an enabling environment.

Table 2. Comparison of enabling environment factors

Emfuleni area: Midvaal
Factor Total average area: Total
score average score

Improvement and access to transportation 2.72 3.30
Entrepreneurship and small business development 2.63 2.80
Institutional and organizational structures, policy 2.62 3.42
and capacity

Economic development initiatives (LED) 2.59 3.39
Partnership formation 2.59 3.38
Environment management and spatial planning 2.55 3.30
Infrastructural development 2.50 3.18
Agricultural development 2.49 2.76
Safety and security 2.48 2.78
Local leadership and local champions 244 341
Human resource development 231 3.12
Poverty alleviation and social-welfare initiatives 2.28 3.40
Total average score 2.52 3.19

Each factor was ranked using the mean (maximum 5). In terms of the overall
perception of business owners regarding the provision of an enabling environment,
Midvaal area obtained a superior overall average score as assessed by local
business owners if compared to the Emfuleni area. The Midvaal Municipality
obtained an overall average score of 3.19, compared to the score of 2.52 obtained
by Emfuleni Municipality. The Emfuleni area was evaluated by local business
owners at a lower rate regarding all 12 factors as part of the enabling environment
scale. The Emfuleni area did best regarding access to transportation (2.72) and in
entrepreneurship development (2.63), while the worst performing factors were
poverty alleviation actions (2.28) and human resource development (2.31).
The Midvaal area did best in institutional and organizational structures (3.42) and
local leadership (3.41), while it did worst in agricultural development actions
(2.76) and safety and security (2.78). These results indicate that more attention is
required for skills in the region (ILO, 2014b) and more focus should be placed
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on agricultural development, while safety and security (Todaro and Smith, 2011)
needs additional attention within the municipal area.

Service Delivery Results
The general service delivery perceptions of the business owners within the study
area were also measured — Table 3.

Table 3. Service delivery analysis

Emfuleni Midvaal
Factor

area area
Water and sewer provision 3.65 4.36
Effectiveness of municipal accounts 3.44 4.12
Town planning and zoning regulations 3.05 3.18
Electricity provision 3.01 3.74
Roads provision 2.32 3.56
Total score 3.09 3.79

In terms of the overall perception of business owners regarding the provision of
basic services, Midvaal area again, obtained a superior overall average score as
assessed by local business owners if compared to the Emfuleni area. The Midvaal
Municipality obtained an overall average score of 3.79, compared to the score of
3.09 obtained by Emfuleni Municipality. Both municipalities however, obtained
a score of more than the average of 2.5 in terms of the scale. The Emfuleni area
was evaluated by local business owners at a lower rate regarding all 6 factors as
part of the basic service delivery scale. The Emfuleni area did best regarding water
and sewer provision (3.65), while the worst performing factor the provision and
maintenance of roads (2.32). The Midvaal area did best in water and sewer
provision (4.36), while it did worst in town planning and land use (zoning)
regulations (3.18).

Finally, the hypothesis could be accepted, that the creation of an enabling
environment and service delivery leads to economic development if the two
municipal areas are compared. From the literature review and the statistical
analysis, the case of the Midvaal Local Municipality indicates that good
governance and management, and therefore effective service delivery, will make
a significant contribution to the creation of an enabling environment and eventually
economic development.

Table 1 provides an indication of how good governance, service delivery and the
creation of an enabling environment leads to local economic development. Midvaal
Municipality with its proven track record of good governance and management has
much better socio-economic indicators than the Emfuleni Municipality.
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Recommendations and Conclusion

The overall purpose of the study was to analyse the perceptions of local business
owners regarding the level of service delivery and the creation of an enabling
environment by the relevant local government. This research is relevant in that the
majority of municipalities in South Africa are struggling to deliver services at an
acceptable level. This poor service delivery also impacts negatively on the potential
of local government to provide an enabling environment for local businesses to
prosper.

The research indicated that good governance and quality service delivery assists in
the creation of an enabling environment (Pretorius and Schurink, 2007).
In addition, the statistics in the research also suggest that if a positive enabling
environment is created, the possibility exists that it will lead to economic
development (Blakely and Leigh, 2013). It is interesting to note that local business
owners were more than satisfied with local service delivery of essential services
and rated the level of service delivery as “good” for the Midvaal Municipality at
3.79, while the Emfuleni area was rated much lower at 3.09. Regarding the creation
of an enabling environment, the majority of the local business owners also agreed
that the Midvaal municipality is providing an “acceptable” level of enabling
environment with a score of 3.19 (maximum score was 5), while Emfuleni was
rated lower at 2.52. The result for Midvaal Municipality is an excellent
achievement taking into account the state of local government in South Africa,
with frequent service delivery protest marches countrywide. Local business owners
rated institutional and organizational structures as well as leadership as the most
important enabling factors, implemented well by the municipality, while safety and
security were the worst implemented of all 12 of the factors.

The following recommendations are listed as best practice principles as found in
the study area: 1) Local government should prioritise economic development as
one of its main priorities, with business development and support, entrepreneurship
development and the creation of job opportunities as the objectives; 2) Skills
training for small business, especially in technical skills are required; 3) A balance
should be allowed between pro-developmental and pro-poor initiatives in order
to allow both the formal business sector and the informal sector to prosper; 4)
Partnership formation between the local government, businesses and the
community is important and should be strengthened in order to be aware of
possible problematic areas as well as the active engagement of structures and
policies; 5) Active leadership and “local champions” comprise the most important
factor for any local government to succeed. Governments should have political
stability and leadership; 6) Structures and policies within the local government
should be directed towards sustained economic growth; in other words, such
agovernment should aim to improve employment opportunities, extending
infrastructure capacity as well as improving the capacity for growth in both the
formal and the informal sector.
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The research conducted could assist local governments, not only in South Africa
but globally, to assess their level of service delivery and the creation of an enabling
environment. It may well also assist in allowing comparative assessments of
municipalities and aid re-assessment of local developmental policy and priorities.
Future research should include comparative studies of various local municipalities
in rural and urban areas.
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ZWIAZEK POMIEDZY TWORZENIEM SPRZYJAJACYCH
WARUNKOW A ROZWOJEM EKONOMICZNYM: ANALIZA
POROWNAWCZA ZARZADZANIA W SFERZE SAMORZADU

LOKALNEGO

Streszczenie: Utatwianie i tworzenie sprzyjajacego otoczenia dla biznesu przez samorzad
lokalny, jest jednym z kluczowych czynnikow w lokalnym rozwoju gospodarczym (ang.
LED). W tworzeniu sprzyjajacych warunkoéw, wazne jest skuteczne §wiadczenie ustug, do
ktorych samorzad jest zobowigzany. Wiladze lokalne moga tworzy¢ pozytywne srodowisko
poprzez prawidtowe i przejrzyste zarzadzanie. W praktyce wiele samorzadéw ma trudnosci
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Z zapewnieniem Wwystarczajacego poziomu zarzadzania i $wiadczenia ustug dla ich
spoteczno$ci. Badania zawarte w niniejszym artykule maja na celu sprawdzenie hipotezy
dotyczacej stworzenia sprzyjajacego otoczenia prowadzacego do rozwoju gospodarczego.
Geograficznie niniejszy artykul poswiecony zostat regionowi Vaal-Triangle w potudniowe;j
czesci prowingji Gauteng, Republika Potudniowej Afryki. Badania skupiaja si¢ na dwoch
lokalnych gminach, Midvaal i Emfuleni, potozonych w prowincji Gauteng. W artyule
analizowane s3: postrzeganie wlascicieli firm w zakresie tworzenia sprzyjajacego otoczenia
oraz $wiadczenie uslug w ramach omawianego terytorium. Podstawag analiz sg wywiady
przeprowadzone u 150 wiascicieli firm za pomocg kwestionariusza iloSciowego. Dane
poddano analizie statystycznej za pomoca analizy opisowej. Wyniki wykazaly, ze
skuteczne zarzadzanie w samorzadzie lokalnym dotyczy stworzenia sprzyjajacego
otoczenia dla prosperowania lokalnych firm, a to z kolei przeklada si¢ na rozwoj
gospodarczy. W odrdznieniu, staba administracja samorzadowa prowadzi do $wiadczenia
niskiej jakosci ustug i braku rozwoju gospodarczego.

Stowa kluczowe: sprzyjajace otoczenie, samorzad lokalny, zarzadzanie, $wiadczenie ustug
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