Counting the Cost of Red Tape to Tourism in South Africa

By Sarah Meny-Gibert

The costs of complying with regulations are up to three times higher in the tourism industry than for other businesses in the broader economy, writes Sarah Meny-Gibert, senior researcher at Strategic Business Partners for change in Africa (SBP).

This is the key finding of a new report, Counting the cost of red tape to tourism in South Africa, released by SBP, a development specialist company. Based on in-depth interviews of tourism firms in Gauteng and Mpumalanga, SBP’s survey covered a wide variety of sub-sectors in the industry. The survey provides hard data on regulatory costs and identifies a number of areas requiring review. 

SBP had previously conducted a survey into the cost of regulatory compliance for businesses in general, in 2004/2005. Counting the cost of red tape to business in South Africa (June 2005) was the first in-depth study of its kind in this country. The overall survey sample covered some 2 000 businesses of all types and sizes in metropolitan areas, towns and rural areas, with a comprehensive geographic spread across provinces. The study also investigated six selected growth sectors in depth, among them tourism. 

The survey found that tourism firms of all sizes faced higher regulatory costs than firms in general; that tax compliance was more burdensome for them; and that municipal regulations were a far greater problem in this sector than for others. 

The results generated a lot of interest, but also some scepticism, with people in government commenting that the sector as such is not heavily regulated. Since tourism firms in the survey constituted only a small proportion of the overall sample, SBP then undertook a far more detailed sector-specific study in 2006, funded by ComMark Trust. 

The results establish beyond any doubt that complying with regulations is a very costly and time consuming affair for the tourism industry.  Red tape is a major problem across the board, from B&Bs to upmarket hotels, tour operators, airport shuttle services and other transport companies, travel agents, and conferencing and events management firms. 

Regulatory compliance costs are the cost of staff time, incidentals, and bought-in services such as those provided by tax consultants, accountants and lawyers, incurred in meeting regulatory requirements. Because there are economies of scale in complying with regulations, regulatory compliance costs weigh more heavily on SMEs.  Furthermore, there is considerable international evidence that they are a disincentive to the formalisation of informal businesses. 

This is cause for concern. Tourism has been described as South Africa’s ‘new gold’ and has been recognised as an ‘immediate high priority sector’ under government’s AsgiSA policy. Government, the private sector and aspirant entrepreneurs place their hopes in the tourism industry to boost economic growth and small business development, and create employment. 

It is true that this sector has out-performed all others in the South African economy in the rate of job creation, and it is one of the country’s largest contributors to GDP. .But despite substantial growth since 1994 the tourism sector has yet to realize its full potential. Impediments include concerns about crime, high levels of competition, limited air travel capacity, poor information-sharing among industry players, low investment in human capital, and - as SBP’s survey shows – constraints imposed by red tape and inappropriate regulations. 

The finding that regulatory compliance costs are three times higher for tourism businesses no doubt resonates with many business owners and managers in the industry. 

The average annual recurring compliance costs per firm in the tourism sector, excluding initial registration costs, are estimated 

at R323 286 for firms of all sizes and all sectors. By contrast, the average compliance cost per firm in the general economy, as calculated in SBP’s 2004/5 economy-wide study, was R105 174.

Reasons for the high compliance costs are numerous. First, individual firms in the tourism industry often provide a diverse set of services, so they incur cumulative regulatory costs.  Second, there are a considerable number of government departments and statutory bodies with responsibility for different aspects of industry regulation. These departments do not communicate sufficiently to form a streamlined, integrated regulatory system. In addition, fragmentation within the industry and poor access to information about complicated regulatory requirements – and, in many cases, a limited   understanding of them - affects compliance costs. Uncertainties created by inconsistent and uneven enforcement of regulations by different authorities also raise  costs. 

SBP’s survey shows that tourism’s potential for growth and job creation is compromised by regulatory constraints that create disincentives for individual firms to expand. Between 40 and 50 percent of firms of all sizes reported that regulatory barriers discourage them from hiring new employees. Specific reasons included inappropriate and burdensome labour laws, the time and hassle involved in administrative requirements associated with labour regulations, time and costs associated with skills development, including the skills development levy and THETA requirements, and the complexity of complying with municipal regulations.

Variations in rules and standards across different municipalities, together with perceptions that there is a lack of understanding at local government level of the requirements and functioning of tourism firms, are a source of major frustrations. SBP notes that while DEAT and the Department of Trade and Industry are committed to improving the business environment for tourism firms at national level, it is crucial that this is translated into appropriate and effective regulations at municipal and provincial level.  
SBP argues that improved coordination across the various government departments and statutory bodies responsible for tourism regulations is urgently needed at all three levels of government, as well as improved communication at industry and sub-sector level. 

The tourism firms in SBP’s survey recognised the need for regulations but emphasised the importance of a rationalised, streamlined regulatory framework with simplified procedures, and less duplication. In particular they called for consistent rules across different provinces and municipal areas and improved and consistent enforcement of regulations. 

According to SBP the research has been well received by the Department of Environmental Affairs and Tourism (DEAT) and that DEAT has taken SBP’s report and recommendations to ministerial level. This is encouraging. The industry now needs to see tangible results. An enabling regulatory environment will aid job creation and boost the development of small businesses, which comprise the vast majority of tourism firms. Developing a more appropriate regulatory environment for the tourism industry will undoubtedly bring real gains for South Africa.

SBP is an independent not-for-profit private sector development and research company based in Johannesburg, which promotes strategic partnerships and a better policy, regulatory and operational environment for business growth in Africa. 
This article is based on SBP’s 2006 report Counting the Cost of Red Tape for Tourism in South Africa, available on their website.
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