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Abstract

This study attempts to identify and quantify factors that adversely affect the growth and development of emerging con-
tractors in the construction industry of Limpopo Province in South Africa. The study is based on a stratified random
sample of 229 emerging contractors who operate in the construction industry of Limpopo Province. The degree of en-
trepreneurial skills in emerging contractors was assessed by using a composite index defined by Beck and Demirguc-
Kunt (2012). Quantitative and qualitative research methods were used for data collection and analysis. The study found
that 139 of the 229 emerging contractors selected for the study (60.70%) lacked entrepreneurial skills by the standards
of Beck and Demirguc-Kunt (2012), whereas 90 of them (40.18%) had adequate entrepreneurial skills by the same
standards. The study also showed that 141 of the 229 emerging contractors in the study (61.57%) lacked basic skills in
construction engineering. More than half of the contractors in the study had disadvantaged backgrounds in terms of
technical and entrepreneurial skills as well as capital and access to finance. The study found that 122 of the 229 emerg-
ing contractors (53.28%) were viable financially while the remaining 107 emerging contractors (46.72%) were not via-
ble financially. Results obtained from the study showed that viability in emerging contractors was significantly influ-
enced by barriers such as lack of construction engineering skills, lack of entrepreneurial skills, lack of access to fi-
nance, inability to network with well-established contractors, inability to draw up business plans, and delay in payment

for services rendered, in a decreasing order of strength.
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Introduction

The study was conducted in order to identify and
quantify  key  predictors of failure and
underperformance among emerging contractors
operating in the construction industry of Limpopo
Province in South Africa. The study is based on data
collected from a random sample of size 229 emerging
contractors operating in the construction industry of
Limpopo Province as an extension of the study
conducted by Tshivhase and Worku (2012).
According to reports issued by the Limpopo Business
Support Agency (LIBSA, 2015), the failure rate
among newly established emerging contractors in
Limpopo Province is above 50%. Similar reports
have been published by the South African
Construction Industry Development Board (CIDB,
2013, 2014, 2015). Reports published by the South
African National Department of Public Works (2015)
and Tshivhase & Worku (2012) show that the key
barriers to sustained growth and development among
newly established construction firms in Limpopo
Province are shortage of technical skills in
construction engineering, shortage of capital and
inability to network with  well-established
construction firms. A study conducted by the
Limpopo Provincial Department of Trade and
Industry (2014) shows more than half of newly
established businesses in Limpopo Province are not
viable financially mostly due to shortage of
entrepreneurial skills and inability to render services
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that are demanded in the local market. A report
issued by the Limpopo Provincial Economic
Development Enterprise (2015) indicates that nearly
half of all start-up Small, Micro and Medium-sized
Enterprises (SMMEs) in Limpopo Province fail
before operating for three years or more due to
shortage of mentoring, shortage of entrepreneurial
skills, inability to network with potential clients, and
lack of access to finance. The report shows that not
enough assistance is provided to newly established
businesses in all sectors of the economy. Annual
reports issued by the Limpopo Provincial Department
of Public Works (2014, 2015) show that newly
established SMME:s in the construction industry of
Limpopo Province are characterized by lack of
technical skills in construction engineering, lack of
finance and lack of basic entrepreneurial skills that
are essential for networking and attracting clients.

Studies conducted by Ahlstrom & Ding (2014),
Baloyi & Bekker (2011) and Bateman (2014) have
shown that efforts made by the South African Gov-
ernment since April 1994 to improve the perfor-
mance of emerging contractors in the construction
industry of South Africa have not resulted in tangi-
ble results. According to Beck & Demirguc-Kunt
(2012) and Beetsma, Giuliodori, De Jong &
Widijanto (2013), emerging contractors lack tech-
nical and entrepreneurial skills as well as skills that
are essential for networking with business partners
and clients. Blaauw (2015) and Cassia & Minola
(2012) have pointed out that there is a significant
association between poor quality of education and
shortage of artisan skills in most developing nations



of the world including South Africa. Based on a
study conducted in Australia, Bourne & Walker
(2006) have shown that a sound educational system
takes the practical needs of customers and stake-
holders into account, and that educational systems
used in most developing nations in Sub-Saharan
African countries lack emphasis on practical and
industrial expertise. Similar findings have been re-
ported by Ugwu & Haupt (2007), Lee, Hwang &
Choi (2012) and Yi (2013).

Studies conducted by Kassim (2011) and Kang &
Park (2009) have shown that it is beneficial to moni-
tor and evaluate the performance of newly estab-
lished and emerging contractors on a continuous
basis as a means of ensuring the quality of service
delivery in the construction industry. Jepsen &
Eskerod (2009) and Lin & Germain (2003) have
shown that competition with the private sector is
essential for ensuring adequate performance in state
owned enterprises. The study conducted by
Hatmoko & Scott (2010) has shown that supply
chains in developing countries are often character-
ized by lack of respect for the fundamental princi-
ples of good governance, accountability and trans-
parency, and that emerging contractors often strug-
gle to secure contracts. El Asmar, Hanna & Loh
(2013) the quality of service delivery by emerging
contractors in the construction industry is often
poor, and that start-up businesses in the construction
industry often struggle to compete with well-
established contractors.

The degree to which emerging contractors in devel-
oping nations Such as South Africa are adversely
affected by factors such as lack of technical, artisan
and entrepreneurial skills has been pointed out by
researchers such as Chan (2011), Chanut-Guieu &
Guieu (2014), Jensen (2010), Cho, Hong & Hyun
(2011) and Hajji & Lewis (2013). In the Province of
Limpopo, emerging contractors are required to be
registered with the South African Construction In-
dustry Development Board (CIDB) in order to com-
pete for market opportunities and contracts. The
study conducted by Tshivhase and Worku (2012)
shows that emerging contractors in Limpopo Prov-
ince are characterized by lack of artisan and engi-
neering skills, lack of capital, inability to network
with well-established construction firms and failure
to penetrate the local market. Newly established
construction firms in Limpopo Province are often
placed at low grades of the CIDB. This fact makes it
difficult for them to compete for large contracts.
They often struggle to acquire practical skills by
rendering services at the marketplace.

The study attempts to identify and quantify key ob-
stacles to sustained growth and development in newly

Problems and Perspectives in Management, Volume 14, Issue 4, 2016

established construction companies in Limpopo Prov-
ince based on data collected from a stratified random
sample of size 219 emerging companies in the con-
struction industry of Limpopo Province.

1. Background

Annual reports issued by the Limpopo Provincial
Department of Public Works (2015), the Limpopo
Provincial Department of Trade and Industry
(2014), the Limpopo Provincial Economic Devel-
opment Enterprise (2015) and the South African
Construction Industry Development Board (CIDB,
2015) show that construction companies operated by
emerging contractors in Limpopo Province are not
competing favourably with well-established con-
struction companies due to shortage of capacity,
engineering-related skills, entrepreneurial skills and
finance. According to Tshivhase and Worku (2012),
emerging contractors in the construction industry of
Limpopo Province need assistance in terms of skills
and finance. There is a shortage of studies conduct-
ed in this area of study. The study aims to fill the
gap by gathering data from emerging contractors
operating in the five districts of Limpopo Province.

According to Blaauw (2015), Shin & Yoon (2012)
and Park, Kim, Lee & Han (2011), newly estab-
lished and emerging contractors in the construction
industries of developing nations need mentoring,
coaching and continuous support as a means of en-
suring viability. The study by Santos & Eisenhardt
(2009) has shown that it is not possible to penetrate
markets in the construction industry without having
adequate skills, capital and access to clients. There
is an acute shortage of studies conducted to identify
and quantify key predictors of viability and perfor-
mance in the construction industry of Limpopo
Province. The study attempts to identify obstacles
that are responsible for the high failure rate among
newly established and emerging construction com-
panies in Limpopo Province.

2. Literature review

Studies conducted by Price & Newson (2003), Park
& Park (2012), Nemato & Maritz (2007), Shen & Liu
(2003), Chin, Yoon, Choi & Cho (2008), Duffy,
Oberlender & Jeong (2011) have shown that newly
established construction companies need a combina-
tion of entrepreneurial and engineering skills in order
to be profitable on a sustainable basis. According to
Hyun, Hong, Ji, Yu & An (2011) and Hwang, Park,
Lee & Kim (2010), a fragmented construction engi-
neering sector requires policy intervention so that
underprepared and under resourced construction
companies can have access to local markets. In this
regard, the study conducted by Tshivhase and Worku
(2012) has shown that the construction industry of
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Limpopo Province is fragmented along racial lines
drawn from old Apartheid legacies. According to
Friedman, Chi & Liu (2006), it is essential to provide
a combination of technical and financial assistance as
well as mentoring, monitoring and evaluation support
programmes to start-up construction companies as a
means of ensuring viability and long term survival.
Ergen, Akinci, Fast & Kirby (2007) have pointed out
that it is prudent to provide mentoring and coaching
services to start-up construction companies in order
to promote the effective utilization of scarce re-
sources and to enable newly established companies to
exploit market opportunities. Masaaki, Dunlap-
Hinkler, Parente & Mishra (2007) have pointed out
that newly established construction companies bene-
fit enormously from networking with well-
established firms as a result of the transfer of practi-
cal skills in construction engineering and entrepre-
neurship. Milford, Hodgson, Chege & Courtney
(2012) have reported that newly established and
emerging firms in the construction industry of Lim-
popo Province could benefit from mentoring, coach-
ing, improved infrastructure and skills development
programmes. The construction industry of Limpopo
Province is deeply fragmented as a result of the lega-
cies of apartheid. According to Milford, Hodgson,
Chege & Courtney (2012), training programmes in
engineering and construction in the province are not
tailor-made to the practical needs of emerging con-
tractors. The current fragmentation of the emerging
construction sector obstructs not only the growth of
the industry, but also the development and economic
growth of the country.

The study conducted by Milford, Hodgson, Chege
& Courtney (2012) has shown that poor entrepre-
neurial and engineering skills are key barriers to
growth in start-up construction companies in
Limpopo Province. The authors argue that the
foremost reason of enterprise stagnation in Lim-
popo Province is attributed to the acute shortage
of engineering skills, lack of access to finance and
the absence of mentoring and coaching pro-
grammes. Start-up companies often do not have
access to market opportunities due to their low
CIDB grades and lack of capacity. Barriers such
as lack of access to finance, poor technical skills,
poor entrepreneurial skills, poor strategic plan-
ning and inability to network with well-
established construction companies adversely af-
fect growth and development in newly established
construction companies. Cumbersome regulatory
restrictions pose challenges to the development of
SMMESs although structural reforms have
achieved improvements. According to Statistics
South Africa (2016), the construction industry of
South Africa has made an average contribution of
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2.2% to the South African Gross Domestic Prod-
uct (GDP) in the years between 2004 and 2013.
However, the degree of support provided to the
sector in the same period has been minimal. Alt-
hough newly established and emerging construc-
tion companies were expected to grow their mar-
ket share during the period 2004 and 2013, their
market share has failed to grow mostly due to lack
of capacity, lack of skills and difficulty in pene-
trating the local market. Cumbersome bureaucrat-
ic procedures and low CIDB grades have often
frustrated and discouraged newly established and
emerging contractors during the same period. In
particular, no attempt has been made to transform
the academic curriculum provided to trainees dur-
ing the period.

Emerging contractors often fail to fulfil expecta-
tions of stakeholders due to lack of capacity, lack
of technical skills and inability to complete pro-
jects according to approved time tables of actions.
They are often characterized by inability to main-
tain service level agreements with clients due to
lack of capacity and expertise. As a result, they
are given low grades by the CIDB. This practice
denies them the opportunity to compete with large
construction firms in the local market. Experience
from China, Japan and South Korea shows that
emerging and newly established construction
firms need a lot of support from the state as a
means of creating a vibrant construction sector in
Limpopo Province (Hyun, Hong, Ji, Yu & An,
2011; Hwang, Park, Lee & Kim, 2010). In order
for the construction industry in Limpopo Province
to be self-sustaining and viable, the state has a
duty to create an economically enabling environ-
ment for new entrants into the construction indus-
try of the province. Investments in construction
drive the global economy and have become one of
the yardsticks with which to measure the growth
of Gross Domestic Products of countries. Stimu-
lating activity in the construction sector encour-
ages economic activities and employment multi-
pliers. Hwang, Park, Lee & Kim (2010) have re-
ported that the construction industry creates more
than half of total national capital investment in
most countries. The authors have reported that
Small, Micro and Medium-Sized Enterprises
(SMMESg) in the construction industry are vital for
creating jobs and livelihoods in all developing
nations of the world including South Africa.

According to the CIDB (2013), South Africa has
achieved substantial expansion in infrastructure
investments in both the public and private sectors
since April 1994. The CIDB (2013) has reported
that the public sector accounts for about 65% to
70% of all investments made into the construction



industry of South Africa in the years since 1994,
Government spending on infrastructural develop-
ment has created jobs in many parts of South Af-
rica. National spending priorities include infra-
structure to support industry development. These
government infrastructure priorities have encour-
aged restructuring and downsizing of some estab-
lished contractors and SMMEs that have come to
participate progressively in South Africa economy
and growth. Before 1994, collaboration between
large and small enterprises was systematically
discouraged due to Apartheid era policies.

Since 1994, various Contractor Development
Programmes (CDPs) have been wused by the
Limpopo Provincial Government as a vehicle for
producing skilled contractors in Limpopo Province.
The key aspect of the programmes has been to
enable new entrants to acquire labour-intensive

construction techniques. In this programme,
provincial ~ departments and  municipalities
collaborate with the Construction Education

Training Authority (CETA). In this arrangement,
CETA provides funds and training opportunities to
new entrants. The Expanded Public Works
Programme (EPWP) has been used in order to
generate labour-intensive jobs for the unemployed
youth. In the drive to create labour intensive
economic activities, various programmes and
projects were established in various sectors of the
economy such as infrastructure, economic, social
and environment (Limpopo Provincial Department
of Public Works, 2014). Increased capacity of
Expanded Public Works Programme (EPWP)
enabled the realization of economic impact
consistent with government objectives. Further,
toward this objective, the development programme
for emerging contractors was bolstered with an
intake of 500 youth for enrollment into the National
Youth Service Programme (NYSP) in Limpopo
Province. Five percent of the 500 youth were
absorbed into the Limpopo Provincial Department
of Public Works.

3. Objective of study

The key objective of study was to identify key
barriers that adversely affect the development and
growth of emerging contractors in the construc-
tion industry of Limpopo Province.

4. Research questions
The study had the following research questions:

¢ What factors affect viability in newly estab-
lished or emerging construction companies
operating in Limpopo Province?
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¢ What factors affect the market share of newly
established or emerging construction compa-
nies operating in Limpopo Province?

¢ How helpful is the Construction Industry De-
velopment Board in promoting emerging con-
tractors in the Limpopo Province?

¢ How helpful are existing government policies
in nurturing emerging contractors in the Lim-
popo Province?

5. Methods and materials of study

The design of the study was descriptive and cross-
sectional. Stratified random sampling was used for
the selection of eligible respondents for the study.
Data collection was done by using a structured,
pre-tested and validated questionnaire of study and
by conducting in-depth interviews with the key
stakeholders in the construction industry of Lim-
popo Province. For each of the respondents who
took part in the study, the degree of entrepreneurial
skills was assessed by using a 5-point composite
index introduced by Beck & Demirguc-Kunt
(2012). The viability of businesses was assessed by
assessing profitability (Ahlstrom & Ding, 2014).
Quantitative data analysis was done by obtaining
frequency tables and summary statistics, cross-tab
analyzes (Hair, Black, Babin and Anderson, 2010),
and binary logistic regression analysis (Hosmer &
Lemeshow, 2013). Cross-tab analyzes were used
for identifying pairs of categorical variables that
were associated with each other significantly. At
the 5% level of significance, the association be-
tween two categorical variables is said to be signif-
icant if the P-value is less than 0.05. If the P-value
is greater than or equal to 0.05, the association is
said to be insignificant at the same level. Logistic
regression analysis was performed in order to iden-
tify influential barriers to development based on
odds ratios. The statistical package STATA version
14 (STATA Corporation, 2015) was used for data
capturing and analysis.

Table 2 shows the number of emerging contrac-
tors who took part in the study. The total number
of contractors registered with the CIDB (2013) in
Limpopo Province in 2013 was 1,268. Out of the
1,268 registered contractors, only 729 (57.49%)
were considered to be actively involved in con-
struction work. Out of the 729 contractors, a strat-
ified random sample of n = 229 contractors
(31.41%) was selected for the study. In-depth in-
terviews were conducted with 5 emerging con-
tractors (one from each of the five districts of
Limpopo Province). Saturation was reached at the
end of five in-depth interviews (Ritchie, Lewis,
Nicholls & Ormstone, 2013).
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Table 1. CIDB grades of construction companies in Limpopo Province

Grade Civil Electrical Electronic General building | Mechanical engineering Specialized works Total

2 150 22 12 193 21 33 431
3 43 13 7 67 7 3 140
4 104 19 19 96 4 246
5 85 11 22 88 12 10 228
6 76 6 5 76 5 168
7 23 1 0 23 2 52
8 2 0 0 0 0 0 2
9 1 0 0 0 0 0 1

Total 484 72 65 543 51 53 1.268

Source: CIDB (2015).

The CIDB was established in Limpopo Province in areas related to contractor registration,

by the South African National and Provincial
Departments of Public Works in 2010 in
order to provide technical and administrative
support to emerging contractors. The CIDB
has so far provided support to 11, 874 contractors

technical advice and administrative support. Since
2010, the CIDB in Limpopo Province has
provided assistance to 11, 874 contractors out of
which 10, 975 (92.43%) were newly established

C

ontractors.

Table 1. Number of respondents selected for study

District Number of contractors operating in Limpopo Number of contractors selected into sample Percentage (%)
Capricorn 210 63 27.51%
Vhembe 154 51 22.27%
Mopani 126 44 19.21%
Waterberg 71 22 9.61%
Sekhukhune 168 49 21.40%
Total N=729 n=229 31.41%

5. Results of data analyzes

Table 2 shows the general characteristics of the 229
emerging contractors who took part in the study.
The table shows actual numbers of respondents out
of 229 as well as percentages of attributes.

Table 2. Number of respondents selected for study

Variable of study Percentage

Viable: 122 (53.28%)
Not viable: 107 (46.72%)

Grade 2: 175 (76.42%)
Grade 3: 49 (21.40%)
Grade 4: 5 (2.18%)

Less than 2 years: 89 (38.86%)
2 to 5 years: 96 (41.92%)

6to 10 years: 29 (12.66%)
More than 10 years: 15 (6.55%)

Matric or less: 13 (5.68%)
Certificate: 19 (8.30%)
Diploma: 79 (34.50%)

Degree or higher: 118 (51.53%)

Good: 16 (6.99%)

Above average: 33 (14.41%)
Average: 129 (56.33%)
Below average: 25 (10.92%)
Poor: 26 (11.35%)

Good: 14 (6.11%)

Above average: 30 (13.10%)
Average: 134 (58.52%)
Below average: 24 (10.48%)
Poor: 27 (11.79%)

Viability of construction business

CIDB grade

Number of years of experience as
contractor

Level of education

Ability to draw up business plans

Ability to perform auditing

At least one training assistance from
CIDB or related agencies received in
the past

Yes: 119 (51.97%)
No: 110 (48.03%)

At least one financial assistance
from SEDA or related agencies
received in the past

Yes: 98 (42.79%)
No: 131 (57.21%)

Experience of at least one delay in
payment

Yes: 148 (64.63%)
No: 81 (35.37%)

Initial capital in Rand

100, 000 Rand or less: 27 (11.79%)
101, 000 to 200, 000 Rand: 46
(20.29%)

200, 001 to 500, 000 Rand: 139
(60.70%)

500, 001 to 1 million Rand: 13
(5.68%)

Above 1 million Rand: 4 (1.75%)

Current capital in Rand

100, 000 Rand or less: 22 (9.61%)
101, 000 to 200, 000 Rand: 43
(18.78%)

200, 001 to 500, 000 Rand: 141
(61.57%)

500, 001 to 1 million Rand: 14
(6.11%)

Above 1 million Rand: 9 (3.93%)

Source of initial capital

Own money: 53 (23.14%)
Family or friends: 127 (55.46%)
Bank: 49 (21.40%)

Experience of working with well-
established construction firms ever

Yes: 23 (10.04%)
No: 206 (89.96%)

Experience of severe financial
difficulty ever

Yes: 88 (38.43%)
No: 141 (61.57%)

Ownership of own construction
equipment

Yes: 117 (51.09%)
No: 112 (48.91%)

Entrepreneurial skills

Good: 28 (12.23%)
Above average: 32 (13.97%)
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Table 2 (cont.). Number of respondents selected for
study

Variable of study Percentage

Average: 121 (52.84%)
Below average: 29 (12.66%)
Poor: 19 (8.30%)

Good: 21 (9.17%)

Above average: 16 (6.99%)
Average: 43 (18.78%)

Below average: 124 (54.15%)
Poor: 25 (10.92%)

Good: 22 (9.61%)

Above average: 17 (7.42%)
Average: 45 (19.65%)

Below average: 122 (53.28%)
Poor: 23 (10.04%)

Entrepreneurial skills

Degree of confidence in tender
procedures

Relevance of formal training to duty

Problems and Perspectives in Management, Volume 14, Issue 4, 2016

6. Results from cross-tab analyzes

At the 5% level, Table 4 shows the list of 10 sig-
nificant associations that are obtained from Pear-
son’s chi-square tests of associations on barriers
to emerging contractors in Limpopo Province.
These factors are lack of entrepreneurial skills,
lack of access to finance, inability
to network with well-established contractors, ina-
bility to draw up business plans, delay in
payment for services rendered, lack of training
assistance from the CIDB, stiff competition
from large firms, lack of access to vital infor-
mation on tender and lack of mentoring, in a de-
creasing order of strength.

Table 3. Barriers to viability in emerging construction companies

Factors significantly associated with lack of viability in emerging construction companies Observed chi-square value P-value
Lack of construction engineering skills 19.8236 0.000
Lack of entrepreneurial skills 18.1456 0.000
Lack of access to finance 17.4326 0.000
Inability to network with well-established contractors 16.5419 0.000
Inability to draw up business plans 15.2948 0.000

Factors significantly associated with lack of viability in emerging construction companies Observed chi-square value P-value
Delay in payment for services rendered 13.8239 0.000
Lack of training assistance from the CIDB 11.2638 0.000
Stiff competition from large firms 9.1659 0.000
Lack of access to vital information on tender 8.4687 0.000
Lack of mentoring services to new contractors 7.5569 0.000

7. Results from binary logistic regression analysis

Table 5 shows odds ratios estimated from binary
logistic regression analysis. At the 5% level of sig-
nificance, influential predictor variables of viability

are characterized by odds ratios that are significant-
ly different from 1, P-values that are smaller than
0.05, and 95% confidence intervals of odds ratios
that do not contain 1.

Table 5. Factors that affect viability in emerging construction companies

Barriers to viability in emerging construction companies QOdds ratio P-value 95%C. I.
Lack of construction engineering skills 8.45 0.000 (3.12, 14.09)
Lack of entrepreneurial skills 7.98 0.001 (2.37,12.42)
Lack of access to finance 6.85 0.002 (2.19, 10.55)
Inability to network with well-established contractors 5.88 0.006 (2.12,8.91)
Inability to draw up business plans 414 0.008 (1.69, 7.66)
Delay in payment for services rendered 4.01 0.019 (1.47, 7.54)

Table 5 shows that viability is significantly influ-
enced by lack of construction engineering skills,
lack of entrepreneurial skills, lack of access to
finance, inability to network with well-established
contractors, inability to draw up business plans,
and delay in payment for services rendered, in a
decreasing order of strength. The odds ratio of the
variable lack of construction engineering skills is
equal to 8.45. This indicates that an emerging
contractor who lacks construction engineering
skills is 8.45 times less viable in comparison with
an emerging contractor who possesses adequate
construction engineering skills. The remaining
odds ratios could be interpreted similarly.

12. Results from in-depth interviews

In-depth interviews were conducted with 5 emerg-
ing contractors (one from each of the five districts
of Limpopo Province). The following key findings
were obtained from in-depth interviews:

12.1. Unfair criteria used by the CIDB for grad-
ing contractors. In terms of CIDB requirements for
upgrade, contractors are required to build a track
record based on the number of projects completed,
timeframes of such completions, and project grade.
Three of the key requirements are works capability,
financial capability and available capital. Work ca-
pability is measured as the number of successfully

175



Problems and Perspectives in Management, Volume 14, Issue 4, 2016

completed projects by a particular applicant. Finan-
cial capability considers annual turnover. Available
capital looks at the net asset value of a company.

12.2. Unfair reasons used for downgrading
emerging contractors. Most contractors who are
downgraded could not meet requirements for retain-
ing their CIDB grading due to a variety of factors.
CIDB regulations require contractors to reapply eve-
ry three years and an assessment is conducted as if
contractors are registering for the first time. Accord-
ing to the CIDB, downgrading is deemed appropri-
ate in cases when the contractor loses skills related
capacity to perform work at the same level.

12.3. Unfair competition from well-established
contractors. There are generally fewer projects that
are advertised in public bulletins now compared to
two or three years ago which has resulted in higher
grade contractors competing with small contractors.
Normally, it is emphasized that Grade 9 contractor
looks upon lower grades projects to be unsustaina-
ble but due to rigorous competition, bigger contrac-
tors want small projects to preserve their workforce
and sustain operations.

12.4. Poor culture of saving profit among emerging
contractors. This challenge emerges when a profit has
to be invested into the business, which competes with
personal luxuries and self-interest owners wish to pur-
sue. Attempts to address business development matters
were reported and stakeholders in the industry talked
to owners about their responsibilities to build and nur-
ture their businesses. The importance of investing in-
tensively on businesses is urged but the uptake of this
advice is not tangible because there is no interest on
the side of contractors. Four of the five respondents
indicated that the temptation to use profit money was
quite high among emerging contractors.

12.5. Shortage of adequately qualified construc-
tion engineers. The CIDB requires the contractors
to appoint a professional when applying for Grade 7
or higher. Professions are needed to assist emerging
contractors in attaining a threshold of quality stand-
ards because projects of Grade 7 or high are regard-
ed as complex projects. While the regulation of pro-
fessionals and their operations has a good intention,
the scarcity of professionals in the country poses a
real challenge. This lack of professions in the field
of construction could deprive emerging contractors
even those contractors having superior track record
but struggling to secure a professional. However, it
was commended that professionals may be the re-
quirements when tendering projects especially if the
client appreciated the complexities of a particular
project and insisted the contractor to access profes-
sionals during implementation stage.
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12.6. Backlog in infrastructural projects. There
are exceptionally large inherited backlogs for in-
frastructure development, which are reflected by
technical directors from both local and district
municipalities. Ultimately, there is an urgent need
to mobilize additional funds to address this defi-
cit. Josie (2008) indicated that increasing infra-
structure backlogs was an indication that current
methods were not adequate for municipalities to
deliver service. District municipalities were found
to be more dependent on national government for
funding while local municipalities which partici-
pated were more dependent on their own income,
equitable share and Municipal Infrastructure
Grant (MIG) funding from government. MIG
funding provided by government to support mu-
nicipalities has limitations to meet the demands
for infrastructure. Further challenges to munici-
palities arose from the culture of non-payment of
services within the municipalities. Eventually,
funds generated to cater for infrastructure projects
are never adequate to meet growing demand.

12.7. Shortage of funding for contractor devel-
opment programmes. Contractor development
programmes are provided by district municipality
through funding from National Department of Pub-
lic Works programme while interviewed local mu-
nicipality does not have any leverage on the devel-
opmental programme or ownership. In the district
municipality, for contractors to be selected into the
programme, a registered certificate is a precondi-
tion and the process requires contractors to go
through a learnership for about three years. As a
result of limited funding, the programme was being
implemented at a very limited scale with only three
contractors finishing the programme in 2010.

12.8. Shortage of funding for low level con-
struction projects. The respondents indicated
that there was an acute shortage of low level con-
struction projects that could be handled by emerg-
ing contractors due to lack of finance in the Prov-
ince of Limpopo. Local municipalities in the
province were generally poor with regards to
funds for low level construction projects. As a
result, emerging contractors had to compete with
well-established firms for large construction pro-
jects. As a result of the lack of commitment dis-
played by emerging contractors, one of the munic-
ipalities interviewed reviewed policy of surety
deduction for small, medium and large enterprises
and mandated that only small projects were de-
ducted for surety in the payment certificate. In
this amendment, for all medium and larger-scale
projects, contractors have to get surety guarantees
to cover risks to clients.



Discussion of results

The study has shown that 122 of the 229 emerging
contractors (53.28%) were viable financially while
the remaining 107 emerging contractors (46.72%)
were not viable financially.

Results obtained from cross-tab analyzes have shown
that viability in emerging contractors was significant-
ly influenced by barriers such as lack of entrepreneur-
ial skills, lack of access to finance, inability to net-
work with well-established contractors, inability to
draw up business plans, delay in payment for services
rendered, lack of training assistance from the CIDB,
stiff competition from large firms, lack of access to
vital information on tender and lack of mentoring, in
a decreasing order of strength.

Results obtained from binary logistic regression
analysis have shown that viability among emerging
contractors was significantly influenced by lack of
construction engineering skills, lack of entrepre-
neurial skills, lack of access to finance, inability to
network with well-established contractors, inability
to draw up business plans, and delay in payment for
services rendered, in a decreasing order of strength.

Lack of investment on contractor development
programmes. One of the innovations to encourage
employment creation has been the establishment of
Contractor Development Programmes. However,
such programmes have structural problems and have
not been run efficiently to accommodate large-
number of emerging contractors in the Limpopo
Province. The fact that the majority of small con-
tractors are emerging on their own makes it difficult
to overcome some challenges in the process.

Lack of practical assistance and mentoring pro-
grammes to emerging contractors. Because of the
financial considerations of professionals in terms of
remuneration and exposure to valuable experience,
emerging contractors have had to contend with lack
of suitably qualified professionals. During inter-
views, CIDB affiliate stated that it was a regulation
of CIDB that contractors appointed a qualified pro-
fessional when upgrading to Grade 7 or higher. This
is because higher CIDB grades require advanced
skills and necessitate best engineering practices.
Currently, the shortage of professionals is a barrier
particularly to contractor development as most pro-
fessionals with superior proven track record do not
find it attractive to work for emerging contractors.

Lack of investment in infrastructure develop-
ment projects. The challenge confronting the con-
struction industry is insufficient investments in in-
frastructural projects which largely depend on rela-
tive economic growth (Milford et al., 2002). This
study has established the vulnerability of emerging
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contractors in the Limpopo Province, because they
are primarily dependent on the availability of infra-
structure budgets of municipalities. Compounding
the problem further for emerging contractors is the
reality of inefficient municipal administrative and
management processes, which have rendered them
prone to national government administration. While
preference would be one in which there is budgetary
realignment in municipal allocations, this remains
an ideal. It was also important to note that in those
municipalities that formed part of this study, there
were widespread backlogs for projects that were
supposed to be implemented. However, such pro-
jects remain pending with allocated funding not ac-
counted for. This reality has contributed significant-
ly to the growth of civil discontent in municipalities
- arising from lack of progress and the improvement
in people’s lives.

Lack of transparency in tender procedures. Gen-
erally, there are challenges regarding tender trans-
parency arising from inherent inconsistencies in the
handling of relevant tender documentation. Further,
the process is also prone to deliberate human irregu-
larities to influence pre-determined outcomes. One’s
ability to influence tender outcomes is a valuable
asset against which there is a premium. Inevitably,
uncertainties over the outcomes of tender processes
rank amongst the highest factors contributing to the
dissatisfaction and despair of small contractors. The
need for transparency in the tender adjudication
process through the implementation of standard op-
erating procedures, which are subject to scrutiny,
would contribute significantly toward restoring the
credibility of the process.

Failure to compete favourably with well-
established construction companies. All five re-
spondents who were interviewed indicated that
emerging contractors were not adequately equipped
to compete with well-established businesses, and
that they needed tangible assistance from the South
African Government as a means of building capaci-
ty for sustained development and growth. There
were rivalries between emerging and well-
established contractors. This could be as a result of
the high number of emerging contractors chasing
after a few number of construction projects. Em-
ployees of the CIDB indicated that there was a gen-
eral trend of decline in the average number of pro-
jects advertised in the contemporary period com-
pared to the past few years. Overall, this has led to
established contractors competing with small con-
tractors. This has disadvantaged small-scale emerg-
ing contractors due to intensified competition for
small-scale projects. Thus, the sustainability of
emerging contractors remains precarious under the-
se circumstances. If this trend continues, many such
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contractors would eventually be marginalized out of
business. Such an outcome would be very undesira-
ble as it would directly undermine government in-
tentions through Black Economic Empowerment. It
would inadvertently undermine the determination to
improve the skills of black contractors and maintain
the current reality of skewed CIDB grading and
ownership along racial lines.

Recommendations

Based on the findings of the study, the following
feasible recommendations are made to the Limpopo
Provincial Government:

The promotion of capacity building programes in
Limpopo Province. This research has established
that Limpopo has limited CDPs to develop and nur-
ture emerging contractors to become autonomous
independent sustainable entities. It is recommended
that resources are allocated to CDPs to address con-
straints associated with such critical requests as pro-
ject management, technical skills, contractual mat-
ters, business and financial management skills. Over-
all, there is an urgent need for support and guidance
for the sustainability of emerging contractors.

Increasing funding for infrastructural projects in
Limpopo Province. Emerging contractors are more
dependent on municipalities for contracts followed
by provincial departments. However, this reality is
largely an inevitable outcome of insufficient fund-
ing, which has resulted in serious infrastructure
backlogs. It is therefore recommended that govern-
ment should inject more funds to municipalities,
especially rural municipalities where there are large
infrastructure backlogs. Overall, there is an urgent
need to increase funding to provincial agencies in
support of small business enterprises in the province.

More transparency in tender procedures in Lim-
popo Province. To restore confidence in the proce-
dures and regulations governing tender processes, it
is recommended that all provincial government in
Limpopo adopt a standard tender process and pro-
cedure. This would greatly enhance opportunities
for contractors to identify their capacities and mini-
mize recurring risks of failures. It is also recom-
mended that tender specifications should also
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