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ABSTRACT

The purpose of this study was to identify factors influencing the contribution of construction sector SMEs to
economic growth in the Eastern Cape province, South Africa. The study adopted mixed methods approach.
Data was collected from construction SMEs’ business owners/managers in the Eastern Cape. The sample
consisted of 303 respondents for quantitative phase and 12 participants for qualitative phase.

The study revealed factors influencing the contribution of SME construction firms to the economic growth.
These factors were divided into internal and external factors. Internal factors included, education and training,
business managerial skills, entrepreneurial leadership, shortage of skills. External factors identified included
lack of government support, high prices of required materials, financial barriers, access to market, delays in
payments, networking resources, competition in construction sector. It is recommended that construction SMEs
need to develop their management skills through formal business training and development that will enhance
skills as a catalyst for business growth and development. Furthermore, construction SMEs and large entities
need to collaborate to develop business incubation programmes that will entrench skills sharing. Government
needs to support construction SMEs through business funding and eliminate regulatory factors impacting the
contribution of these firms. As contributions to the improvement of the contemporary field of management, the
study aimed at positioning South African construction SMEs as a beacon of hope in creating employment and
facilitating economic transformation and development by contributing fully to the country’s economic growth.

Keywords: Construction SMEs, Economic Growth, Eastern Cape, South Africa.

1. INTRODUCTION

Construction companies globally play a pivotal role in creating jobs and boosting the economy of the
country. According to Tlapana and Mngeni (2021), the construction sector plays an important role in
contributing significantly towards sustainable economic development, which results in stimulating the country’s
economy. Amoah and Amoah (2018) state that small and medium sized enterprises (SMEs) play a crucial role
in socio-economic growth and development of countries, wherein SMEs are recognised as vehicles for
innovation, economic growth, employment, and social mobility. As a strategic initiative, the Coega
Development Corporation (CDC) (2020) recognises it makes economic sense for small businesses to be a
channel for employment creation and wealth distribution, since small businesses are known to employ many
staff members, where employment is maximised, and people have a fair chance to contribute to the
development of the economy. It is agreed that SMEs contribute a bigger proportion to Gross Domestic Product
(GDP) and employment, which propels economic growth (Msomi and Olarewaju, 2021; Dlamini and Schultte,
2020).
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Alaloul, et al. (2021) highlight that the construction sector contributes between 5-10 percent of GDP,
with string total impacts on the national economy through infrastructure development, while it also attracts
foreign direct investment (FDI). For example, in Nigeria, the construction industry contributes approximately
60 percent of GDP, where construction SMEs hold the greatest percentage (Alaloul et al., 2021). This
unparallel contribution of construction SMEs to the economic growth is attributed to their performance.
However, SME growth and performance have been of great concern to different stakeholders in South Africa
(SA), which include economists, governments, financial institutions, and entrepreneurs (Msomi and Olarewaju,
2021). This concern is caused by the lack of economic stability and high business failure of South African SME
businesses. This is due to the unique challenges SMEs face, such as a small local market, difficult business
conditions comprising complicated procedures and regulations, poor infrastructure, and lack of financial
systems (Ngala, 2019). Consequently, the factors faced by construction SMEs threaten the survival and
sustainability of these businesses ultimately their contribution to economic growth (Wentzel et al., 2022).
Flepisi, Womack and Lekhanya (2023) argue that government and the private sector need to develop
mechanisms and policies that will cushion and enable construction SMEs to perform as expected. Therefore,
the study sought to identify factors influencing the contribution of SME construction firms to the economic
growth and provide potential solutions that will cultivate and ignite the opportunities for greater contribution.

2. LITERATURE REVIEW

2.1 Definition of small and medium enterprises (SMESs)

In an attempt to define SMEs, it is crucial to begin by outlining the difference between the terms SMME
and SME, as these two terms are typically used in SA when referring to small businesses (Moise et al., 2020).
According to Irikefe and Opusunju (2021), the term SME refers to the broad range of businesses starting from
small- and medium-sized established companies, to self-employed owners of micro-enterprises. As explained
by Liberto (2020), SMEs are companies that maintain revenues, assets or a number of staff below a certain
threshold and nations differ in defining these SMEs. Zuofa et al. (2023) argue the definition of SMEs differs
among countries and between various industries. In South Africa, as stated in the National Small Business Act
of 1996, amended in 2003, the South African government defines a SME as “...a separate distinct entity
including cooperative enterprises and non-governmental organisations managed by one owner or more,
including branches or subsidiaries if any is predominantly carried out in any sector or sub-sector of the
economy mentioned in schedule of size standards and can be classified as SME by satisfying the criteria
mentioned in the schedule of size standards” (Van Scheers, 2018:166).

2.2 Definition of construction SMEs

Pheng and Hou (2019) describe construction as a systematic process of producing and maintaining the
built environment, which incorporates all planned activities that contribute to the development of a certain kind
of object. Moreover, construction is regarded as a complex sector of the economy, since it integrates different
activities, which include manufacturing, energy, finance, and labour, as well as equipment, amongst others
(Tlapana and Mngeni, 2021). The Construction Industry Development Board (CIDB) defines a construction
SME as a firm that has a restricted tendering capacity based on its grading (CIDB, 2021). Therefore,
construction SMEs are specialised businesses with limited capacity to execute construction projects.

2.3 Challenges faced by construction SMEs in South Africa

Globally, SMEs play a major role in contributing to economic development in both developed and
developing countries (Ofori-Kuragu et al., 2016). Regrettably, even though construction SMEs contribute
significantly to the country’s GDP, 70 to 80 percent of construction SME entrepreneurs who start-up a new
business fail within the first year (Wentzel et al., 2022), 60 percent in their second year and 90 percent by the
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tenth year (Rungani and Potgieter, 2018). This is because of challenges faced by construction SMEs that limit
and impede their performance, and thus the development and growth of the South African construction sector
(Bikitsha and Amoah, 2022). It is vitally important for countries to be aware these challenges to come with
interventions to cushion construction SMEs from them to enable their full contribution to economic growth.
Recent research conducted by Nyakala et al. (2022) identified critical factors that affect the success of
construction SMEs in South Africa, namely, lack of consistent measurement of quality assurance process, lack
of planning and management control, inadequate training in quality improvement techniques and tools, as well
as lack of government support, and unskilled employees.

2.4 Internal factors influencing construction SMEs

2.4.1 Skills shortage affects construction SMESs

The South African construction sector is not absolved to the challenge of skills shortages, since one of
the major limitations is the lack of competent skilled labour for many construction SMEs (Aigbavboa and
Thwala, 2014). Hence, Silva et al. (2018) are of the view that the low skills level among construction industry
employees is one of the major constraints that results in poor contractor performance. Dithebe et al. (2018)
established the lack of key critical skills is one the factors influencing construction sector performance in SA.
Therefore, skills deficiency is a challenge experienced by construction firms that required urgent intervention in
the construction industry.

2.4.2 Lack of business managerial skills

According to Ngala (2019), in SA, managerial experience is an integral component in the success of
construction SMEs and without managerial experience, these SMEs fail. Therefore, lack of business managerial
skills is a key constraint faced by construction SMEs. A study by Olarewaju and Msomi (2021) assessed
accounting skills and SME sustainability in SA and found SME owners lack financial skills, including
bookkeeping. Therefore, important intervention must be taken to change by both government and construction
SMEs to change this narrative.

2.5 External factors influencing construction SMEs

2.5.1 Lack of access to finance

Oyelana and Fiseha (2014) state that many construction SMEs are incapable to grow their contribution
to socio-economic development due to their lack of access to finance. Aigbavboa and Thwala (2014) highlight
that although the South African government has made initiatives such as the introduction of government
agencies, including Small Enterprise Development Agency (SEDA), to increase access to finance, there is a
deficiency in the promotional programmes used to conduct awareness by these agencies. National Credit
Regulator’s (NCR) report on literature concerning SME access to credit and support in SA, discovered major
constraints that hinder SMEs in all sectors of the economy because of lack access to finance. These include lack
of business managerial skills, lack of information on available products, lack of financial literacy, poor business
plans and external factors (NCR, 2011).

2.5.2 Delays in payment

Delays in payment is a major concern to business in SA. According to the Public Service Commission
report, from the start of June 2022 to the end of September 2022, the number of SMEs’ invoices unpaid by
government department, increased from 959 to 2 454 (Chabalala, 2022). Namaiwa (2022) point out that late
payment of finished works by construction SMEs is often due to government delays in implementing approved
budgets. Furthermore, one of the contributing factors of delay in payments is that small construction firms do
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not know how to prepare documents for timely payment, thus affecting their cash flow (Aigbavboa and Thwala,
2014).

2.5.3 Regulatory factors

Lekhanya (2015) state that SME owners/managers in SA, in dealing with bureaucratic licencing
procedures, face a major challenge. Ngibe (2020) found that regulatory requirements for construction SMEs,
such as compliance with income tax registration, VAT, UIF, COID, and Pay As You Earn (PAYE), are a huge
financial and administrative challenge for businesses, including those in the construction industry. Windapo et
al. (2020) argue some of these regulations are not important but attract unnecessary administrative costs that are
a burden to construction SMEs. Therefore, regulatory factors can be a hindrance to the success of construction
SMEs.

3. RESEARCH DESIGN AND METHODOLOGY

3.1 Research approach and strategy

This study has adopted a mixed-methods research methodology (Creswell, 2014,) using an explanatory
sequential mixed-methods approach, with integrated quantitative and qualitative data collection (Almalki,
2016). Almalki (2016) claims that the mixed-methods approach is the most suitable approach, since it captures
trends and details of the study being undertaken. Sekaran and Bougie (2016) state that mixed-methods research
answers research questions that cannot be answered by using only one method, either quantitative or
qualitative, but rather a combination of both is required.

3.2 Study population

A list comprises 1 320 formal construction SMEs that conduct business primarily in the Eastern Cape
province was obtained from CIDB as a target population for the study (CIDB, 2021). The study focused on
registered construction SMEs only. The business participants representing businesses in the construction sector
are SME owners or managers, who were invited to participate in the study.

3.3 Sample size and sampling techniques

For this study non-probability sampling and random sampling were used for the selection of the survey
respondents (Kumar, 2011). The sample for the quantitative aspect of the study comprised of 303 SME owners
or managers representing construction companies. This was deemed sufficient and appropriate according to
Conroy (2021) to achieve a margin of error of five percent for the size of population greater than 1 000 and less
than 2 500. In total, 12 semi-structured interviews were held with eight construction owners, and four
construction SME managers.

3.4 Data collection

In any study, selection of the data collection instrument is a vital element that requires proper attention.
For quantitative phase, primary data were collected using a survey to question respondents via online google
forms, email, in person or through a self-administered questionnaire. The survey questionnaire was
administered by the researcher on the construction SMEs. For qualitative phase, a schedule of interview
questions was formulated, based on the findings from the quantitative phase of this study and the literature
reviewed.

3.5 Data analysis
The Statistical Package for Social Sciences (SPSS) version 27.0 was used to capture and analyse
primary quantitative data for this study. Thematic analysis was used to analyse the qualitative data.

4. FINDINGS AND DISCUSSION
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The following section discusses study findings where quantitative findings are discussed first followed
by qualitative findings.

4.1 Quantitative findings
In this study, reliability testing was done using Cronbach’s alpha (Table 1). Reliability is measured
using a reliability coefficient, calculated by taking several measurements on the same subjects.

Table 1. Cronbach’s alpha reliability test

. Cronbach's
N of items Alpha
B11 | Education and training affect the performance of construction SMEs 3 0.7266
B12 Government support affects the construction SMEs contribution to economic 6 0.919
growth
B13 | Business managerial skills affect the performance of construction SMEs 9 0.938
B14 | Entrepreneurial leadership affects the performance of construction SMEs 7 0.912
B15 Shortage of skills affect the construction SME contribution to economic 4 0.863
growth
B16 | Financial barriers affect construction SMEs contribution to economic growth 4 0.940
B17 Technolpgy infrastructure affects construction SMEs contribution to 4 0.908
economic growth
B18 Organisational support affect construction SMEs contribution to economic 8 0.950
growth
B19 | Access to market affects construction SMEs contribution to economic growth 9 0.965
B20 Delays in payments affect construction SMEs contribution to economic 5 0.878
growth
B21 Networking resources affect construction SMEs contribution to economic 5 0.839
growth
B22 | Social barriers affect construction SMEs performance 7 0.907
823 Government institutions affect the contribution of construction SMEs to 3 0.917
economic growth
824 ;&r%%,\t::ﬁtory factors affect the contribution of construction SMEs to economic 6 0.967

Source: Own compilation
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The acceptable value for the reliability coefficient is 0.70 or higher, with a reliability coefficient closer
to 1.0 considered better. The Cronbach’s alpha for this research was found to be in a range of 0.727 to 0.967 as
shown in (Table 1, which surpasses the recommended Cronbach’s alpha value. This proves a degree of
adequate, reliable scoring for these sections of the study. A detailed analysis is provided (Table 1) of the
Cronbach’s alpha score for all the variables from each objective as per the question. Reliability analysis was
performed in all statements, where questions were categorically organised according to research themes aligned
to the research aim.

4.1.2 Factor Analysis
In this study, factor analysis was used to ensure construct validity of statements and Table 2 present the

results.
Table 2. KMO and Bartlett’s test
Kaiser-
Meyer-
Olkin
Measure
of Bartlett’s
Sampling | Test of
Adequacy | Sphericity
Approx.
Chi-Square | df Sig.
Education and training affect the performance of construction
B11 | SMEs 0.691 233.195 3 0
Government support affect the construction SMEs contribution to
B12 | economic growth 0,922 1652.458 36 0
Business managerial skills affect the performance of construction
B13 | SMEs 0.944 2012.422 36 0
Entrepreneurial leadership affect the performance of construction
B14 SMEs 0.927 1214.895 21 0
Shortage of skills affect the construction SMEs contribution to
B15 | economic growth 0.825 548.826 6 0
Financial barriers affect construction SMEs contribution to
B16 | economic growth 0.869 1066.665 6 0
Technology infrastructure affect construction SMEs contribution
B17 | to economic growth 0.846 789.975 6 0
Organisational support affect construction SMEs contribution to
B18 | economic growth 0.953 2082.913 28 0
Access to the market affect construction SMEs contribution to
B19 | economic growth 0.957 2881.107 36 0
Delays in payments affect construction SMEs contribution to
B20 | economic growth 0.864 769.177 10 0
Networking resources affect construction SMEs contribution to
B21 | economic growth 0.836 551.898 10
B22 | Social barriers affect construction SMEs performance 0.874 1308.206 21
Government institutions affect the contribution of construction
B23 | SMEs to economic growth 0.754 652.758 3 0
Regulatory factors affect the contribution of construction SMEs
B24 | to economic growth 0.963 2700.172 28 0

Source: Own compilation
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The above results in table 2 show sampling and all variables in the categorised theme are sufficient and
do measure the same thing. For example, the tests prove a 0.963 KMO measure of sampling adequacy,
indicating that government institutions have an acceptable factor extraction (0.000) on the contribution of
construction SMEs to economic growth and thus, their contribution to economic growth.

4.1.3 Influence of education and training on performance of construction SMESs
Table 3 shows the study results on the influence of education and training

Table 3. Education and training
Agree Nuetral Disagree

Count | Percent | Count | Percent | Count | Percent

Level of education improves leadership skills of

construction SMEs 219 72.3% 50 16.5% 34 11.3%
Entrepreneurial training will improve leadership

skills of construction SME entrepreneurs 206 69.4% 59 19.5% 34 11.2%
Level of education will improve ability of

construction SME entrepreneurs to be 214 70.7% 57 18.8% 32 10.6%
innovative

Source: Own compilation

Level of education improves leadership skills of construction SMEs

A total of 72.3% of respondents in Table 3 agreed with the statement that level of education influences
construction SME leadership skills. These findings are supported by the Chi-square test results (X2 = 195.135;
df = 4; P < 0,001) for this variable, showing that education is a critical component of leadership (Ngala, 2019).

Entrepreneurial training will improve leadership skills of construction SME entrepreneurs

Results in Tabe 3 indicate that 69.4% of respondents agree that entrepreneurial training will improve the
leadership skills of construction SME entrepreneurs. These findings are supported by the Chi-square test results
(X2 = 132.759; df = 4; P < 0,001) for this variable, showing entrepreneurial training is a major contributor to
the SME owner/manager, which enables the success of construction SMEs (Vasilska, 2020).

Level of education will improve ability of construction SME entrepreneurs to be innovative

Table 3 shows that 70.7% of the respondents agreed that that level of education is critical, as it will
improve the ability of construction SME entrepreneurs to be innovative. These findings are in line with
literature, as Wei et al. (2019: 1) and Almeida et al. (2018: 473) perceive level of education to be a recipe for
innovative talents, thereby forming a string atmosphere for innovation and entrepreneurship, resulting in
sustainable growth of revenues/profits, increased product quality and increased market share. Hence, the Chi-
square test results for this variable (X2 = 144.343; df = 4; P < 0,001) confirmed the results.

4.1.4 Influence of government support affects construction SMEs’ contribution to economic growth
Table 4 shows the study results on the influence of government support.

Table 4. Government support

Agre Nuetra Disagre

e | e

Coun | Percen Percen Percen
t t Count |t Count t
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Lack of expertise among government officials affects construction
SMESs’ contribution to economic growth
77.90 12.20
236 % 30 | 9.90% 37 %
Lack of government policy support for construction SMEs affects
their contribution to economic growth
75.90 11.60 12.60
230 % 35 % 38 %
Lack of government political will to support construction SMEs
affects their contribution to economic growth
76.50 11.60 11.90
232 % 35 % 36 %
Lack of government day-to-day guidelines for construction SMEs
affects their contribution to economic growth
75.60 11.90 12.20
230 % 36 % 37 %
Lack of technical skills workshops or training provided by
government institutions affects construction SMEs’ contribution to
economic growth
74.20 12.20 13.50
225 % 37 % 41 %
Lack of government financial assistance for construction SMEs
affects their contribution to economic growth
73.60 11.90 14.50
223 % 36 % 44 %

Source: Own compilation

Lack of expertise among government officials affects construction SMEs’ contribution to economic growth

The majority of the respondents agreed that lack of expertise among government officials affects
construction SMEs’ contribution to economic growth. These findings are supported by the Chi-square test
results (X2 = 198.865; df = 4; P < 0,001) for this variable, show that although government has many agencies to
support SMEs, lack of informed accredited officials is a major constraint to the government support of these
SMEs (NCR, 2011).

Lack of government policy support for construction SMEs affects their contribution to economic growth

Table 4 reveals that 75.9% of the respondents agreed lack of government policy support for construction
SMEs affects their contribution to economic growth. Results from the Chi-square test shows (X2 = 170.119; df
= 4; P < 0,001) for this variable, indicating lack of government policy support is a major constraint to the
success of construction SMEs (Lekan et al., 2021).

Lack of government political will to support construction SMEs affects their contribution to economic growth

The majority of respondents in Table 4 at 76.5% agreed that lack of government political will to support
construction SMEs affects their contribution to economic growth. These results are supported by the Chi-square
test results (X2 = 173.122; df = 4; P < 0,001) for this variable, showing government political support offers
limited support to SMEs (Wentzel et al., 2022).

Lack of government day-to-day guidelines for construction SMEs affects their contribution to economic growth
A total of 75.6% of the respondents in Table 4 indicates that lack of government day-to-day guidelines
for construction SMEs affects their contribution to economic growth. A Chi-square test was conducted for this
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variable and the results (X2 = 167.974; df = 4; P < 0.001) showing that failure of construction SMEs to
contribute to the South African economy can be attributed to poor policies and guidelines (Hosken, 2019).

Lack of technical skills workshops or training provided by government institutions affects construction SMEs’

contribution to economic growth

Results in Table 4 shows that 74.2% of respondents agreed lack of technical skills workshops or training
provided by government institutions affects construction SMEs’ contribution to economic growth. The results
are supported by the Chi-square test results (X2 = 178.370; df = 4; P < 0.001) for this variable, which reflect
technical skills remain a challenge for construction SMEs (Nyakala, 2022).

Lack of government financial assistance for construction SMEs affects construction SMEs’ contribution to economic
growth

As depicted in Table 4, majority at 73.6% of respondents agreed lack of government financial assistance
for construction SMEs affects their contribution to economic growth. These findings are supported by the Chi-
square test results (X2 = 180.053; df = 4; P < 0,001) for this variable, showing the lack of access to government
finance remains a common challenge for construction SMEs in South Africa (Wentzel et al., 2016).

4.1.5 Influence of shortage of skills on the construction SMEs’ contribution to economic growth
Table 5 shows the study results on the influence of shortage of skills on the construction SMEs.

Table 5. Shortage of skills
Agree Nuetral Disagree

Count Percent | Count | Percent | Count | Percent

There is a discrepancy between skills needed
by the construction sector with what is 269 88.8% 16 5.3% 18 6%
available in the labour market

Construction SMEs struggle to recruit people

with relevant expertise 265 87.5% 16 5.3% 22 7.2%
Skills shortages in the construction sector
affect the contribution of construction SMEs 267 88.1% 14 4.6% 22 7.3%

to economic growth

Source: Own compilation

There is a discrepancy between skills needed by the construction sector with what is available in the labour market
Table 5 reveals that 88.8% of the respondents agreed there is a discrepancy between the skills needed by
the construction sector with what is available in the labour market. The findings are supported by the Chi-
square test results (X2 = 301.142; df = 4; P < 0.001) for this variable, which show challenge of a skills gap
results in the construction SMEs recruiting employees who do not have technical skills (Windapo et al., 2020).

Construction SMEs struggle to recruit people with relevant expertise

A total of 87.5% of respondents in Table 5 agreed that construction SMEs struggle to recruit people with
relevant expertise. A Chi-square was conducted to confirm the findings and the results (X2 = 286.488; df = 4; P
< 0.001) for this variable show companies struggle to recruit workers due to insufficient skills (Lawani et al.,
2022).

Skills shortages in the construction sector affect the contribution of construction SMEs to economic growth
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An overwhelming majority of 88.1% of respondents agreed skills shortages in the construction sector
impact the contribution of construction SMEs to economic growth. A Chi-square test was conducted and the
results (X2 = 296.191; df = 4; P <0.001) for this variable reveal skills shortages in the construction sector have
a significant influence on the contribution of construction SMEs to economic growth (Silva et al., 2018).

4.1.6 Influence of government institutions on the contribution of construction SMESs to economic growth
Table 6 shows the study results on the influence of government institutions.

Table 6. Government institutions
Agree Nuetral Disagree

Count Percent | Count | Percent | Count | Percent

Unethical practises by government officials
resulting in wasted tender expenses for 253 83.5% 17 5.6% 33 10.9%
construction SMEs affect their contribution to
economic growth

Demands for bribes by government officials
affect the contribution of construction SMEs to 255 84.2% 15 5% 33 10.9%
economic growth

Favouritism by government officials in the
adjudication of construction projects affects 253 83.5% 17 5.6% 33 10.9
the contribution of construction SMEs to
economic growth

Source: Own compilation

Unethical practises by government officials resulting in wasted tender expenses for construction SMEs affect their
contribution to economic growth

Table 6 reveals that a vast majority of 83.5% of respondents agreed unethical practises by government
officials result in wasted tender expenses for construction SMEs. A Chi-square test was conducted and the
results (X2 = 245.828; df = 4; P < 0.001) for this variable prove that corruption result in wasted tender
expenses, tender uncertainty, increased project costs and reputation risks for construction SMEs.

Demands for bribes by government officials affect the contribution of construction SMEs to economic growth

The results in Table 6 show a vast majority of 84.2% respondents agreed demands for bribes by
government officials affect the contribution of construction SMEs to economic growth. The findings are
supported by the Chi-square test results (X2 = 261.538; df = 4; P < 0.001) for this variable, which show SA is
struggling with high levels of fraud and corruption, where businesses pay bribes to be awarded tenders, which
negatively affect the business environment in the country (Ofori-Kuragu et al., 2016).

Favouritism by government officials in the adjudication of construction projects affects the contribution of
construction SMEs to economic growth

Table 6 show a vast majority of 83.5% of respondents agreed favouritism by government officials in the
adjudication of construction projects affects the contribution of construction SMEs to economic growth. The
results (X2 = 250.185; df = 4; P < 0.001) for this variable, show factors affecting the contribution of the
construction sector to include corruption from officials in the construction sector and political influence by
government officials on tender awards influenced by favouritism (Ofori-Kuragu et al., 2016).

4.1.7 Influence of regulatory factors on the contribution of construction SMEs to economic growth
Table 7 shows the study results on the influence of regulatory factors.
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Table 7. Regulatory factors
Agree Nuetral Disagree

Count | Percent | Count | Percent | Count | Percent

Lack of government policy support affects the

contribution of construction SMEs to economic 268 88.5% 12 4% 23 7.6%
growth

Business registration costs affect the contribution

of construction SMEs to economic growth 268 88.4% 12 4% 23 7.6%
Business licencing costs affect the contribution

of construction SMEs in not obtaining 268 88.4% 11 3.6% 24% 7.9%

government SME projects

High SARS monthly tariffs affect the
contribution of construction SMEs to economic 268 88.5% 11 3.6% 24 7.9%
growth

Lack of clarity on tax policies affects the
contribution of construction SMEs to economic 268 88.5% 12 4% 23 7.6%
growth

Public procurement regulations affect
construction SMEs’ contribution to economic 268 88.5% 13 4.3% 22 7.3%
growth

Source: Own compilation

Lack of government policy support affects the contribution of construction SMESs to economic growth

Table 7 shows that an overwhelming majority of 88.5% of respondents agreed lack of government
policy support affects the contribution of construction SMEs to economic growth. The findings are supported
by the Chi-square test results (X2 = 300.746; df = 4; P < 0.001) for this variable, which show lack of policy
support by government for entrepreneurship, particularly in the rural areas, is a major constraint to the
contribution of SMEs to economic growth in the Eastern Cape (Oyelana and Fiseha, 2014).

Business registration costs affect the contribution of construction SMEs to economic growth

As shown Table 7 an overwhelming majority of 88.4% of respondents agreed that business registration
costs affect the contribution of construction SMEs to economic growth. The results indicate that (X2 = 305.003;
df = 4; P < 0.001) for this variable, which show business registration processes are a bottleneck for small firms
during start-up phase (Ngibe, 2020).

Business licencing costs affect the contribution of construction SMEs in not obtaining government SME projects

Table 7 reveals that an overwhelming majority of 88.4% of respondents agreed business licencing costs
affect the contribution of construction SMEs in not obtaining government SME projects. A Chi-square test was
conducted and the results (X2 = 299.690; df = 4; P < 0.001) for this variable confirm the contribution of
construction SMEs to economic growth is influenced by business licencing costs preventing construction SMEs
from obtaining government SME projects (Suliantoro et al., 2019).

High SARS monthly tariffs affect the contribution of construction SMEs to economic growth
The results in Table 7 show that an overwhelming majority of 88.5% of respondents agreed high SARS
monthly tariffs affect the contribution of construction SMEs to economic growth. To confirm these findings, a
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Chi-square test was conducted and the results (X2 = 296.422; df = 4; P < 0.001) for this variable which proved
that high tax rates is the biggest factor that affects the growth of SME businesses (Ngibe, 2020).

Lack of clarity on tax policies affects the contribution of construction SMES to economic growth

Lack of clarity on tax policies affects the contribution of construction SMEs to economic growth Table
7 reflects that an overwhelming majority of 88.6% of respondents agreed lack of clarity on tax policies affects
the contribution of construction SMEs to economic growth. A Chi-square test was conducted and the results
(X2 = 307.248; df = 4; P = 0.000) for this variable show the contribution of construction SMEs to economic
growth is affected by lack of clarity on tax policies.

Public procurement regulations affect construction SMEs’ contribution to economic growth

The results in Table 7 reveal that an overwhelming majority of 88.5% of the respondents agreed public
procurement regulations affect construction SMEs’ contribution to economic growth. The results are supported
by the Chi-square test results (X2 = 299.030; df = 4; P = 0.000) for this variable, which show public
procurement government regulations are an obstacle to the growth of SME businesses (Suliantoro et al., 2019).

4.2 Qualitative findings
To ensure anonymity, names of participants are not published in the study. However, Table 8 indicates
how participants were referred to in the study.
Table 8. Description of key participants
P1
P2 | Construction SME Managers
P7
P3
P4
P5
P6
P8 | Construction SME Owners
P9
P10
P11
P12

Source: Own compilation
The following section outlines the presentation and discussion of the qualitative findings.

4.2.1 Factors influencing the contribution of construction SMEs to economic growth
Regarding the factors that impact business performance which eventually influence the contribution of
construction SMEs, the interviewees indicated the following:

Lack of skills

According to Silva et al. (2018), the South African construction industry has become unravelled by low
skills levels. As an enablement of business sustainability for construction SMEs, productivity performance is
linked to the skills and experience of employees (Demirkan et al., 2022). Notably, most interviewees expressed

29



Journal of Economic and Social Development (JESD) — Resilient Society
Vol. 12, No.1, March 2025

strong views on how their businesses rely on experience and skills of their employees to achieve business
performance. This is reflected in a statement made by a construction SME owner:

“Our business performance, in terms of project execution is measured by time, cost and quality. For us
to achieve this, proper quality concerning to skills, experience and knowledge of employees is very important.
This is one of the characterises of our business”. (P3)

Echoing similar sentiments, another construction SME owner claimed when you have skilled
employees, business operations are streamlined:

“When you have skilled and experienced employees, operations run smoother and faster. Hence, we
pride ourselves in taking our employees through formal training”. (P1)

In support of skills as a performance enabler, a construction SME manager added skills are a cutting
edge to the sustainability of the business.

“...having skilled and experience people to perform work for your business is good because you know
that your business is in good hands”. (P2)

In summary, both construction owners and managers agree that skills of employees are what enables
construction SMEs to achieve business performance. This is consistent with Demirkan et al. (2022), who
observe high skilled and well-trained staff are critical for business performance through innovation.

Government regulations

Kent (2013) has discovered that there to many regulations who are destroying small businesses. In
elaborating the influence of regulation on the performance of construction SMEs, a construction SME owner
stated that:

“The are many red tapes associated with tendering, there are many requirements like letter of good
standing, business certificates. When | started doing business it was easy. | have been in business for 25 years
but now it is not easy” (P4).

While another construction SME owner reflected the following:

“There are a lot of documents required when putting a tender. Some tenders require performance bonds
and guarantees which we do not have as SMEs”. (P10)

The above findings are in line with Windapo’s et al. (2020) study which found that regulatory barriers
are a huge risk to the growth and sustainability of construction SMEs.

Proper equipment

As emphasised by Msomi and Olarewaju (2021), equipment is one the key aspects that enables
construction SMEs to achieve competitive advantage. This suggests it is imperative for construction businesses
to acquire appropriate equipment. This view is depicted in a statement by another construction SME owner that:

“Good equipment helps to run projects efficiently. Over the past 25 years since | started construction
business, | have been ensuring that we utilise equipment. That is why we have been completed our project on
time and able to generate profits”. (P5)

On the contrary, one of the construction SME owners indicated there is no need to have equipment in
the business, as these come with high maintenance costs. According to this business owner, hiring of
equipment, rather than buying, is the best solution:

“In my company we do not buy equipment we hire as and when we require for the project. There are
costs associated with buying the equipment like maintenance, hiring of operators. When you hire you are able
to minimise the running costs especially when there are no projects to execute. SMEs like my size do not need
to buy big equipment”. (P8)

However, lack of equipment, according to Sityata (2019), has been identified as one of the factors that
affect the performance of construction SMEs.
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Summary of findings

The respondents recognised education and training as a critical variable influencing leadership skills of
construction SMEs. Literature also alluded to education and training being associated with increased quality
products that lead to increased revenue and profit margins. Thus, as pillars of business success, education and
entrepreneurial training cannot be isolated as an influence on business performance. The study further found
that lack of government support influences the contribution of construction SMEs to economic growth. The
study findings revealed access to finance is very important for business success and performance where
government agencies and the private sector, which include banks, are potential avenues for access finance.
Consequently, the study discovered lack of access to finance from financial institutions hinders construction
SMESs’ business growth and affects their contribution to economic growth. Furthermore, high interest rates
charged on loans by creditors are the greatest threat to the survival of construction SMEs and affects their
contribution to economic growth. The empirical results of the study further identified business managerial skills
as an enabler of the smooth running and business growth of construction SMEs. Thus, business managerial
skills, as an internal factor, are crucial for contribution of construction SMEs to economic growth. Lastly, the
study verified that skills shortage greatly influences the performance of construction SMEs and their
contribution to economic growth. Additionally, organisational support, as an internal factor, has a far greater
influence on the contribution of construction SMEs to economic growth.

6. CONCLUSION AND RECOMMENDATION

The findings of the study revealed that there are key internal and external factors influencing the
contribution of construction SMEs. The internal factors identified by the study include education and training,
business managerial skills, entrepreneurial leadership, shortage of skills and organisational support. While the
external factors identified by the study are lack of government support, high prices of materials, financial
barriers, access to market, delays in payments, networking resources, social barriers, technology
infrastructure, competition in construction sector and regulatory factors. Therefore, for countries to take full
advantage of construction SMEs’ contribution to economic growth through job creation and economic
development, interventions must be formulated to address these factors. Hence, it is recommended
construction SMEs should invest in educating and training their own employees to equip and empower these
individuals with knowledge and skills they require to facilitate innovation in their businesses. It is further
recommended construction SMEs provide appropriate training and development for their employees, aligned
to business requirement in terms of scarce skills. In addressing external factors, the study recommends that
government must provide tangible support aimed at providing tenders that will target small businesses.
Government must provide financial support dedicated to SME businesses that will attract less interest.
Moreover, government must not only find ways to protect small firms from procurement regulations, as these
laws turn to favour large firms by removing red tape on tendering and reduce compliance requirements.
Government officials and policy makers who develop policies for SMEs must also have relevant experience
and involve all stakeholders, particularly SMEs when developing policies. Furthermore, this study proposes
an integrated prototype model discussed below.

Overall, for construction SMEs owners/managers to achieve business growth, it is recommended that
stakeholders like government, policy makers and construction SMEs need to thoroughly study the above
integrated model which shows factors that influence business growth. This will enable these stakeholders to
take remedial steps and make informed decision which strategically align to business grown of construction
SMEs.
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FIGURE 1
PROPOSED INTEGRATED MODEL
Source: Developed by the researchers

The development of the proposed integrated model was accomplished through a critical analysis of
empirical findings and literature reviewed of the study. The empirical findings of the study were achieved
through testing of wide range of variables identified in the literature. The variables identified in the prototype
model are those which respondents (construction SME owners/managers) deemed to have a significant
influence on business growth.
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