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Foreword

This is the first in-depth study of what red tape costs south Africa’s tourism industry 

– and it presents some astounding results. sBP’s research shows that the average annual 

recurring compliance costs per firm in the tourism sector may be up to three times higher 

than for other firms in the broader economy.

This is indeed cause for concern. Tourism – which has been described as south Africa’s 

‘new gold’ – is recognised as an ‘immediate high priority sector’ under the government’s 

AsgisA policy. Both government and the private sector are looking to the tourism indus-

try to boost economic growth and employment. But the existing regulatory framework 

imposes exceptionally heavy constraints on the sector, largely as an unintended conse-

quence of cumulative regulations. Targeted reforms could make a real difference.

This report on the tourism industry extends and deepens sBP’s research agenda on 

regulatory barriers to economic growth, investment and job creation. in June 2005 sBP 

published a ground-breaking study of compliance costs across the south African economy, 

Counting the Cost of Red Tape for Business in South Africa, which found that regulatory com-

pliance cost south African businesses R79 billion in 2004.

sBP’s 2005 study identified tourism as a sector where compliance costs appeared to 

be considerably higher than average. This finding generated much interest, and also some 

scepticism, from public and private sector players in the tourism industry. it could be 

argued that the finding was open to question, as tourism firms constituted only a small 

proportion of the overall sample of some 2000 firms sBP surveyed nation-wide.

This created the impetus for sBP to undertake a much more detailed, sector-specific 

study to explore regulatory requirements and the associated costs in the tourism indus-

try. With financial support from the Friedrich-Naumann-stiftung, sBP undertook a scoping 

exercise that provided further evidence of exceptionally high compliance costs. Against 

this background, the ComMark Trust provided funding for a major study of the tour-

ism industry, and helped shape the brief to include not only the formal sector but also the 

cross-border shopping dimension of the tourism industry.

This report presents the survey findings for formal sector tourism firms. sBP is pub-

lishing a separate report on cross-border shopping.

Between June and August 2006 sBP surveyed 266 formal sector firms in the tourism 

sector. Respondents ranged from small businesses with an annual turnover of less than 

R250 000 to large corporates with substantial market share.

The variety and complexity of the tourism sector is partly responsible for the very high 

compliance costs. The tourism industry covers a huge range of enterprises, from Bed and 

Breakfast establishments to multinational hotel groups, and from curio sellers to casinos. 

individual operators are often involved in diverse activities, from the sale of food and alco-

hol to provision of foreign exchange facilities and coordination of adventure experiences. 

Owing to this diversity, the regulatory regime governing tourism derives from a consid-

erable number of government departments and statutory bodies with responsibility for 

different aspects of industry regulation. The cumulative effect is daunting and costly.

The report looks closely at those regulations that firms find most costly and trouble-

some, at industry and sub-sector level. some firms spend huge amounts on consultants 



hired specifically to deal with regulatory compliance requirements – and the bulk of this 

spending appears to be on tourism-specific regulations.

There is a strong case for simplification and streamlining. There can be no question 

that a comprehensive and effective regulatory framework is essential to ensure that south 

Africa continues to develop as a world-class tourism destination. But achieving a better 

balance between regulatory costs and benefits is crucial to success.

Regulatory reform requires open and effective dialogue between government and the 

private sector. Our interactions with both parties in the course of this research suggest that 

the motivation and the will are present on both sides.

We present this report as a significant contribution to take forward a constructive, evi-

dence-based dialogue.

Chris Darroll Norma Tregurtha

Executive Director Acting Executive Director and Agribusiness specialist

sBP ComMark Trust

 

Johannesburg, November 2006

6 Foreword



Glossary

AsATA Association of south African Travel Agents

AsgisA Accelerated and shared Growth initiative for south Africa

BEE Black Economic Empowerment

DEAT Department of Environmental Affairs and Tourism

DPRU Development Policy Research Unit

DTi Department of Trade and industry

EE Employment Equity

EU European Union

FGAsA Field Guides Association of southern Africa

FiAs Foreign investment Advisory service

FiFA Fédération internationale de Football Association

GDP Gross Domestic Product

iATA international Air Travel Association

PAYE Pay As You Earn

sAMRO southern African Music Rights Organisation

sARs south African Revenue service

sATsA southern African Tourism service Association

sBP strategic Business Partnerships

sEDA small Enterprise Development Agency

sMME small, Medium and Micro Enterprises

TBsA Tourism Business Council of south Africa

ThETA Tourism hospitality and sports Education Training Authority

TiPs Trade and industrial Policy strategies

UiF Unemployment insurance Fund

VAT Value added tax

WTTC World Travel and Tourism Council
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Chapter�1

Introduction

1.1� Introduction

South Africa has experienced a very significant growth in the tourism sector since 1994. 

Tourism is one of the country’s largest contributors to GDP, and has created many jobs 

in recent years. south Africa saw well over 7 million foreign tourist arrivals in 2005 – a 

10 per cent increase on the previous year.  Global rankings of top tourism destinations put 

south Africa at 32nd position in 2005 in terms of absolute size.1 The south African tour-

ism industry shows average growth of six per cent over the past five years, with steady 

increases in the number of long-haul visitors from the United states and Europe.2 

The government’s Accelerated and shared Growth initiative for south Africa (AsgisA) 

has identified tourism as an ‘immediate high-priority sector.’  Both government and the 

private sector look to the tourism industry to provide employment and boost economic 

growth. Tourism is also a major source of tax revenue, and helps to stimulate investment 

in infrastructure such as the new terminal at O R Tambo airport, the Gautrain, and soccer 

stadiums across the country in advance of the 2010 World Cup. 

Tourism has several pro-poor features. These were highlighted in the 1996 Tourism 

White Paper, which noted that tourism in south Africa ‘creates opportunities for the small 

entrepreneur; promotes awareness and understanding among different cultures; breeds 

a unique informal sector; helps to save the environment; creates economic linkages with 

agriculture, light manufacturing and curios; creates linkages with the services sector; and 

provides dignified employment opportunities’.3 

The huge potential of the south African tourism market is widely recognised. A 2002 

report of the World Travel and Tourism Council stated that the growth potential of south 

Africa’s travel and tourism sector was greater than that of Africa in general, as well as those 

of major competing destinations in Africa.4  

however, the sector is still some way off from realising this potential. For example, 

despite the strong performance of south African tourism in African terms, it creates fewer 

jobs per foreign tourist than Australia. Ambitious growth and job creation targets set out in 

the 1996 Tourism strategy were revised downwards in 2005. international tourists find it 

difficult to access information about the country, and tend to rely on word of mouth. Many 

international tourists perceive the country as unsafe, and difficult to traverse as a result of 

poor internal transport.5 Air access has also been identified as a problem.6 
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This report focuses on one specific area of weakness in the tourism sector: the barriers 

to growth and job creation caused by the costs of compliance with government regula-

tions. Targeted reforms in this area could make a real contribution to growth. 

The report begins with a brief overview of the tourism industry, and highlights the 

complexity of the regulatory framework governing this sector. Chapter 2 describes the 

methods used to conduct the study, and provides information about the survey on which 

the findings are based. Chapter 3 describes the efficiency costs of regulation specific to the 

sector, revealing the extent to which regulatory requirements are perceived as a constraint 

on expansion for firms in the sector, and highlighting specific regulations firms perceive as 

being particularly troublesome and time-consuming. Chapter 4 provides detailed informa-

tion about the quantitative costs of compliance for tourism firms. Chapter 5 looks at the 

use of external consultants as an indicator of the complexity of compliance, as well as the 

ease of access to information. Chapter 6 sets out the conclusions drawn from the study, 

and makes some recommendations. 

1.2� Tourism:�South�Africa’s�new�gold

Tourism has been described as south Africa’s ‘new gold’. This sector is growing more rap-

idly than the general economy.7 Many new operators and service providers are entering the 

market in a variety of sub-sectors. There is strong competition among accommodation pro-

viders and tour operators. 

Business tourism (encompassing conferences, exhibitions, incentive trips, and meet-

ings) is the fastest-growing segment of the tourism market worldwide, increasing at 8–10 

per cent a year.8 This trend is also evident in south Africa, although the rate of growth is a 

bit lower at about 5 per cent a year over the past few years. Continued growth in demand 

is expected. At present, the bulk of conference demand is domestic.

1.2.1 Sector composition 
Tourism is not an industry in the traditional sense. industries are usually identified in 

terms of the goods and services they produce. By contrast, tourism is a consumption-based 

concept characterised by a diversity of services, products, and service providers, even 

within broad sub-sectors such as travel or hospitality.

Tourists contribute to the economy in all sorts of ways. They pay for flights, rent 

motor vehicles, book accommodation, go on safaris, eat in restaurants, buy curios and 

other products, visit attractions, and participate in recreational and adventure activities. 

The tourism industry is defined by the expenditure of tourists on services such as accom-

modation, air travel and other transport, and intermediary services such as travel agents 

and tour operators. These service providers deal directly with tourists, and total spend on 

these activities is described as ‘direct tourism spend’. 

however, tourism transactions go beyond this direct interaction with tourists. A wide 

range of businesses – restaurants, caterers, launderers, and vehicle manufacturers, to name 

just a few – derive part of their income from activities associated with the tourism industry. 

This wide spectrum of businesses makes up the ‘tourism economy’. 

Moreover, foreign visitors buy a vast range of goods in south Africa, and capital goods 

bought by tourists contribute a significant proportion of indirect tourist spend. individual 

tourists, as well as traders from other countries, buy a wide range of items from clothing, 

electrical goods, linen and groceries to expensive luxury items, including property and 
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cars.9 Visitors from other African countries contribute the biggest proportion of this capital 

expenditure (R1,02 billion of R2,5 billion in 2005).10 

south Africa’s tourism sector is dominated financially by a small group of large, well-

established, mostly locally owned tourism enterprises. These include major travel and tour 

agencies, transport operations, hotels, casinos, and conference centres. Large players at the 

top end of the market include Tourvest; Thompsons Travel; car rental firms such as Avis, 

imperial, Budget, and hertz; hotel groups such as southern sun, sun international, Protea 

hotels, and City Lodge; and air carriers such as south African Airways, Nationwide, and 

British Airways.

Despite the highly visible market dominance enjoyed by the larger players, the vast 

majority of south African tourism enterprises are sMMEs. This is in line with the pat-

tern of ownership in other countries. While it is difficult to find accurate data on the size 

of the sMME tourism sector, extrapolations can be made from data available at the pro-

vincial level. A study undertaken in the early 2000s in the Free state, for example, found 

that at least 97 per cent of enterprises in the province’s tourism sector were sMMEs. This is 

thought to be true of the country as a whole.11

Tourism sMMEs are of two very different types, largely stratified along racial lines. At 

one end of the scale are well-established, mainly white-owned small businesses. These 

include travel and touring companies, restaurants, small hotels, self-catering accommoda-

tion and resorts, game farms, bed and breakfast establishments, and back-packing hostels. 

The owners of many of these establishments have used their personal savings as start-up 

capital. Many have moved into tourism from other sectors, often motivated by lifestyle 

choices.

At the other end of the scale is the emerging black-owned tourism economy, consist-

ing mainly of formally registered micro enterprises as well as informal enterprises. Many, 

though not all, of these enterprises are survivalist in nature. survivalist enterprises are 

often driven by a lack of alternative job opportunities and, in many cases, barely make a 

profit. 

Little accurate data exists on the levels and nature of black economic participation in 

the sector as a whole or its sub-sectors. The study undertaken in the Free state found that 

black-owned sMMEs constituted no more than 7 per cent of tourism sMMEs in the prov-

ince. Tourism is less well developed in the Free state than in other provinces, and it seems 

likely that provinces such as Gauteng, KwaZulu-Natal and Limpopo will have larger num-

bers, and possibly higher proportions, of black entrepreneurs in the sector. Nonetheless, if 

the Free state data is a rough approximation of national trends, the tourism sector is still 

about 90 per cent white-owned.12

1.2.2 Contribution to GDP
in 2004 the tourism industry’s contribution to GDP (including indirect effects) was 

R109,73 billion. This represented nearly 8 per cent of GDP, and indicates impressive 

growth when measured against the 1994 figure of less than 2 per cent of GDP. By 2005 

tourism’s contribution to GDP had increased to R124,02 billion, or 8,15 per cent of GDP.13 

The total foreign direct spend in south Africa (including capital expenditure) in 2003 

was about R53,9 billion. if expenditure on capital goods is excluded, total foreign direct 

spend was R48,5 billion. international tourist spend during the year exceeded the export 

earnings of vehicles, mineral exports and base metals, and net gold exports.14 Total direct 

spend declined by 11 per cent to R47,8 billion in 2004, and to R43,2 billion excluding 

expenditure on capital goods. The strengthening of the rand against the major global  
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currencies accounted for more than a third of this loss in value.15 The increase in 2005 

was quite dramatic – total foreign direct spend increased by 17 per cent to R55,9 billion, 

and by 24 per cent to R53,4 billion excluding capital expenditure. This upturn was driven 

by an increase in arrivals, mainly from Africa (contributing R37,8 billion to the total), 

and, to a lesser extent, Europe (contributing R12,1 billion). spend per day remained rela-

tively stable.16

south Africa’s domestic tourism expenditure amounted to R21,2 billion in 2005. Dur-

ing the year, 14,7 million adult south Africans took at least one trip, resulting in 36 million 

trips. The main purpose of travel was to visit friends and relatives.17 Domestic travel (both 

source and destination) is dominated by KwaZulu Natal, Gauteng, and the Western Cape, 

and these provinces account for 63 per cent of all domestic tourist revenue. Research 

indicates that these markets can grow far more. Part of the challenge will be to combat sea-

sonality, improve geographic spread, and increase volume and expenditure.18 

1.2.3 Contribution to employment creation
Unlike many other industries, tourism remains labour-intensive as it prospers and grows. 

it also has a relatively low ratio of investment to job creation. Tourism can therefore make 

a very significant contribution to job creation – more so than many other prominent sec-

tors in the south African economy. Tourism also generates jobs and income in related 

industries such as agriculture (increased demand for agricultural products and services), 

manufacturing (supply of furniture and fittings, linens), construction, and crafts (wood-

working, curios, fine arts).19 

Tourism is outperfoming all other sectors of the south African economy in terms of 

job creation. Direct employment in tourism was estimated at 465 710 in 2004, and rose to 

478 630 in 2005.20 it is estimated that the tourism sector accounted for a further 558 810 

indirect jobs in 2004, and 581 250 in 2005. The number of new tourism jobs (direct and 

indirect) thus increased by 3,5 per cent between 2004 and 2005 to a total of 1 059 880.21 

Compared with its competitor destinations, south Africa has been one of the better 

performers in creating employment. The country compares less favourably, however, in 

terms of direct job creation in the tourism sector and in extracting value from tourists per 

tourism employee.22 south Africa has more arrivals per tourism employee than its competi-

tors. According to the World Travel and Tourism Council, one job is created for every 12 

tourists travelling to south Africa, compared to one job for every five to eight tourists in 

the United states, Thailand, and Australia.23 This is largely because a very large proportion 

of tourists to south Africa come from other African countries, and tend to spend less than 

tourists from places such as Europe or America. 

While south Africa is described as showing good growth in tourism receipts from 

international visitors, the value extracted per tourist is lower than in key competing coun-

tries such as Australia, Thailand, and Brazil. This is partly a function of length of stay 

– while Australia captures far more nights per tourist than any other destination, south 

Africa’s average length of stay is significantly affected by the large proportion of tourists 

from neighbouring countries who stay for an average of just two nights. The Global Com-

petitiveness Project also notes that ‘Australia is not playing the “low price game”, and is 

able to extract more value per employee from total expenditure’.24

A study undertaken by the DTi suggests that the low rate of direct employees to inter-

national visitors is also partially due to underinvestment in human capital. Job creation has 

not as yet lived up to initial optimistic targets, and there are concerns that development 

opportunities are not yet reaching a broad enough spectrum of people.25 
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1.2.4 Transformation within the sector 
in June 2001 the Tourism Business Council of south Africa adopted a Charter of Empow-

erment and Transformation in the Tourism industry, which broadly commits tourism 

businesses to black economic empowerment and transformation.26 it aims to guide the 

transformation of the tourism industry, resulting in  black majority ownership.

The Tourism sector Charter and scorecard for Black Economic Empowerment was 

launched in May 2005. This charter applies across the private and public sectors, and 

includes small business. it is aimed at making the tourism sector more accessible, relevant 

and beneficial to black south Africans; contributing to the sector’s growth and sustainabil-

ity in rural and urban areas; promoting innovation in the sector through new players, who 

will attract new markets; and increasing black ownership and management.27

While the regulations are still relatively new, anecdotal evidence gathered in the course 

of research for this study suggests that requirements in respect of the charter and score 

card are likely to be complex and expensive to implement. Regulatory requirements in this 

area remain in a state of flux, as the recently released DTi BEE Codes of Good Practice may 

result in some amendments to the tourism score card. 

At this point, transformation in the sector remains limited. This is partly due to struc-

tural constraints, including access to finance for small enterprises. New entrepreneurs 

often lack the skills and experience to provide financing institutions with the sophisti-

cated business plans they require. Whereas established small tourism operators have often 

used their own savings as start-up capital, this is seldom an option for emerging tourism 

enterprises. Access to finance is further limited by a lack of security and collateral and 

poor awareness of government-supported sources of funding and support.28 The Global 

Competitiveness Project reported in 2004 that the tourism industry was slow in pursu-

ing affirmative procurement, and that even government departments were not complying 

with the transformation strategy of the Department for Environmental Affairs and Tourism 

(DEAT).29 Competition also plays a key role. The project stated that tourism was in a high 

growth phase characterised by rapid entry and strong competition among accommoda-

tion providers and tour operators. According to at least one commentator, these actors are 

reluctant to accept new entrants.30

1.2.5 Barriers to growth
The south African tourism industry displays a number of weaknesses that hinder growth. 

These include international perceptions of crime, high prices compared to competitors, 

expensive air fares, and limited air travel capacity to and from south Africa.31 The industry 

is fragmented, with weak linkages and poor information-sharing among industry players. 

structural constraints include the lack of skills and investment in human capital, which 

constrains growth and leads to higher operating costs where training has to be provided.32 

Constraints on growth identified by small businesses in the sector include poor marketing, 

a lack of human capital and physical infrastructure, and difficulty in accessing assistance 

from national government support programmes.33

Constraints and costs imposed by red tape, which hamper growth and cut into prof-

its, have been identified as problematic across the range of tourism firms, from large hotel 

chains to independent tour operators and bed and breakfast establishments.34 A number 

of studies of the tourism industry in south Africa have identified regulatory issues as an 

area requiring government attention. The DTi’s Annual Review of Small Business in South 

Africa 2003 identified ‘excessive’ or ‘unnecessary’ regulations imposed by national, provin-

cial and local authorities as a constraint on the growth of firms in the tourism industry.35 
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interestingly, major actors do not necessarily want the industry to be deregulated. in fact, 

in a survey of the tourism industry conducted in 2004 by DEAT, DTi, and sA Tourism, 

81 per cent of respondents stated that government regulations should be more strictly 

enforced, though with greater consistency and ease of compliance. seventy-nine per cent 

of respondents wanted an increase in the predictability of government policies, and 77 

per cent wanted compliance procedures with government regulations to be simplified.36 

This call for simplification and better enforcement has been reinforced by the current 

study, as discussed in chapter 6.

1.3� Regulatory�compliance�costs�in�the�tourism�industry

1.3.1 Inception of the study 
in 2004–5 sBP undertook groundbreaking survey-based research into the costs of regu-

latory compliance for businesses in south Africa. A total of 1 800 businesses, from large 

corporations to sMMEs were surveyed. The resultant report, Counting the Cost of Red Tape 

for Business in South Africa (June 2005), provided relevant new material for discussions on 

how to achieve a regulatory environment conducive to the private sector’s optimal per-

formance, and proved influential in government, business, and the media. As a result, the 

Employment Promotion Programme, administered by the Development Policy Research 

Unit (DPRU) at the University of Cape Town, commissioned sBP to investigate and report 

on the impact of policies and regulations on the growth of sMMEs in eight sectors of the 

south African economy. This research was undertaken in late 2005, and has recently been 

published in the DPRU’s Working Paper series.37 

sBP’s Counting the Cost of Red Tape study sampled a broad spectrum of businesses, with 

a view to understanding the costs of regulatory compliance for the economy as a whole, 

and in a number of selected sectors. The study found that tourism firms of all sizes faced 

far higher regulatory costs than firms in general; that tax compliance was more burden-

some for them; and that municipal regulations were a far greater problem for them.38 

While the survey included a variety of tourism firms, the number of firms was not very 

large, and did not adequately represent the sector as a whole. it was therefore not possi-

ble to examine geographic and sub-sector variations within the industry, or to explain why 

tourism bore these higher costs. sBP therefore considered it important to undertake a sec-

tor-specific survey of the cost of regulations in the tourism industry, in order to explore 

this disproportionate result and the reasons behind it. 

in late 2005 the Friedrich Naumann Foundation provided funding for a small scoping 

study to develop the parameters of a sector-specific survey. This study provided valuable 

insight into some of the key issues and problems facing the sector, and informed the devel-

opment of this study, which was funded by the ComMark Trust and conducted during 

2006. 

1.3.2 Understanding the costs and benefits of regulation
Regulations are necessary and important. They are needed to correct market failures such 

as the formation of monopolies, externalities, and ‘free rider’ problems. They enable gov-

ernments to help markets function better, and meet society’s social and economic goals, 

including redistribution. Yet even the most socially necessary regulations create costs as 

well as benefits, and some of those costs may be unnecessarily high. Existing levels of reg-

ulatory costs should not be regarded as fixed.
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The costs imposed by regulations can be understood in terms of efficiency costs as 

well as compliance costs. The efficiency costs of regulation are the costs of regulation that 

arise because regulations change the outcomes that markets would otherwise create. For 

example, a business owner may decide not to expand his / her company in order to avoid 

regulations. The compliance costs of regulation include the time and money spent on 

complying with regulations – filling in forms, fulfilling reporting requirements, obtain-

ing licenses and registrations, and so on – and on procuring input from experts, including 

auditors, lawyers, and consultants, to help firms comply with regulations.39 

importantly, regulations also create non-compliance costs. These are the costs that arise 

when firms are uncertain of what is required of them, or choose not to comply with cer-

tain  regulations and therefore risk being fined or having to pay bribes. Anecdotal evidence 

gathered in the course of this study indicates that the costs of informality are particularly 

high for small accommodation establishments and transport companies of the sort used by 

cross-border shoppers and traders.

it is often possible to reduce both the efficiency and compliance costs of regulations 

without reducing their benefits. Compliance costs can generally be reduced relatively 

quickly, and with little political controversy. The remedy is often to streamline bureaucratic 

procedures, and simplify processes. Efficiency costs are not as easy to reduce, as they gen-

erally involve political choices and tradeoffs. The tradeoffs involved in strengthening or 

weakening labour regulations provide a good example. Reducing regulatory costs can cre-

ate significant economic benefits. studies by the World Bank covering 145 countries have 

demonstrated that countries with higher regulatory costs have larger informal sectors, 

more unemployment, and slower economic growth.40 

This report deepens our understanding of regulations in the tourism industry. it 

provides significant information about the ways in which efficiency costs influence the 

activities of south African businesses, and provides hard data on compliance costs. it 

provides important baseline information about the regulatory environment, and identi-

fies some of the problem areas requiring review. it argues that, with more efficient and 

appropriate regulations, the tourism sector can make an even greater contribution to 

employment creation and general economic growth.

1.4� The�policy�and�regulatory�framework�

1.4.1 Understanding the complexity of the regulatory framework 
The tourism sector is extremely diverse and multilayered. it incorporates traders in curios, 

bed and breakfast establishments, and large airlines. south Africa’s Minister of Environ-

mental Affairs and Tourism presides over a fragmented and diverse sector, governed by a 

plethora of laws and regulations spanning environmental protection, coastal management, 

health and consumer protection, trade, development, employment, education and training, 

competition, agriculture, transport, liquor sales, foreign currency, building and planning 

permissions, visa requirements, and much more. 

Given the breadth and complexity of the sector, it is unsurprising to find that it is 

subject to the authority of a wide range of government departments besides DEAT. The 

regulatory regimes imposed by these different authorities are not always as coherent and 

joined up as might be desired. 

This problem is not unique to south Africa. in October 2005 the minister for tourism 

and culture of the European Union (EU) stated that better regulation of the tourism sector 
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was at the top of the EU’s agenda.41 sheer volume is a big part of the problem. For exam-

ple, in 2000 a Better Regulation Task Force in the United Kingdom found that the volume 

of ‘essential’ regulatory guidance for the hotels and restaurants sector alone ran to 1 500 

pages.42

DEAT has primary responsibility for tourism development, and is responsible for devel-

oping policy and regulations specific to the sector. it is also responsible for environmental 

and conservation issues. DEAT’s 1996 White Paper, The Development and Promotion of Tour-

ism in South Africa, sets out the essential policy framework for ‘responsible tourism’, and 

is the government’s guiding framework for the sector. its guiding principles include an 

undertaking that tourism will be private sector driven, that the government will provide 

the enabling framework for the industry to flourish, that effective community involvement 

will form the basis of tourism growth, and that tourism development is dependent on the 

establishment of co-operation and close partnerships among key stakeholders. it includes 

an undertaking to optimise opportunities for sMMEs, specifically emerging entrepreneurs, 

and to use tourism to help develop rural communities. it also aims to provide appropri-

ate tourism education, training, awareness, and capacity-building programmes, especially 

aimed at previously neglected groups. 

DEAT shares responsibility for the sector with a number of other government depart-

ments and statutory authorities. The DTi offers incentive schemes for businesses in the 

sector, including support for small business; conducts research on the sector; and develops 

strategies to improve investment, competitiveness, and growth. it also governs the distri-

bution of liquor. The Department of home Affairs is responsible for visa regulations. The 

Department of Transport develops and implements policy regarding aviation, taxi and tour 

operations, and transport for tourists in general. The Department of Arts and Culture is 

responsible for regulations pertaining to heritage issues. While zoning legislation is devel-

oped at the local government level, land management policy is the responsibility of the 

Department of Land Affairs. Marketing is mainly done by south Africa Tourism, a statu-

tory body whose board is appointed by the Minister of Environmental Affairs and Tourism. 

some health and safety regulations are developed at the local government level, while the 

National Department of health sets the overall standards for the handling of foodstuffs, for 

example. 

Responsibility for the development and promotion of travel and tourism is shared 

across the three tiers of government:

The national government’s role includes facilitation and implementation, co-ordi-

nation; planning and policy-making, regulation and monitoring, and development 

promotion

Provincial governments have a similar role, but with a greater focus on the imple-

mentation and application of national principles, objectives, and policy guidelines as 

appropriate to local conditions; and a stronger role in facilitating and developing tour-

ism products and marketing and promoting their destinations through the provincial 

tourism organisations. several provinces have developed tourism development strate-

gies and tourism white papers. To date, the success of tourism marketing, promotion, 

and development has varied significantly across the nine provinces. According to a 

study conducted by the World Travel and Tourism Counil (WTTC) in 2002, poor per-

formance at the provincial level is largely due to inadequate budgets, and a lack of 

appropriate policy, structures and strategies.43

•

•
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Local government functions mirror those of provincial government, with additional 

specific functions such as local policy implementation and monitoring of regulation 

compliance, environmental planning and land use, product development, marketing, 

and promotions. Local governments develop by-laws that affect a number of sub-

sectors in the tourism industry, such as health and safety and fire prevention laws. 

Relevant local government bodies include licensing departments (which issue driving 

licenses, liquor licenses, health and safety certificates, and fire certificates). Larger 

municipalities have established local tourism authorities in addition to tourism depart-

ments within local government (for example, the Johannesburg Tourism Company 

and the Tshwane Tourism Association). 

statutory bodies include south African Tourism, which is responsible for marketing 

south Africa internationally as a tourist destination; the Tourism Grading Council of 

south Africa, which is responsible for allocating grades (‘stars’) to accommodation 

establishments; and the Tourism hospitality and sports Education Training Authority 

(ThETA); which accredits tour guides and trains and develops employees in the tour-

ism sector. 

1.4.2 Regulatory complexity creates higher compliance costs 
The need for tourism firms to be aware of and compliant with the wide range of regula-

tions applicable to them, together with the need to interact with a number of government 

departments and statutory bodies on specific issues, creates a considerable regulatory com-

pliance burden for firms in this sector. The following chapters examine this burden in 

more detail, and point to some of the more problematic areas as well as possible routes to 

reform. 
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1 World Travel and Tourism Council, south Africa: sowing the seeds of Growth 2005
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Chapter�2

The survey 

2.1� The�sample�

SBP’s survey of the costs of regulatory compliance to the tourism sector builds on the 

method and findings of its 2005 survey. The larger and more robust sample of tourism 

firms in this survey provides a clearer understanding of the costs to companies in this  

sector of complying with government regulations. 

Between June and August 2006 sBP surveyed 278 formal firms active in the tour-

ism sector in Gauteng and the Mpumalanga corridor. Eighty per cent of respondents were 

based in Gauteng. Respondents ranged from small businesses with an annual turnover of 

less than R250 000 to large corporates with annual turnovers of more than R100 million. 

2.1.1 The location of firms surveyed 
The decision to limit the sample to tourism enterprises in Gauteng and Mpumalanga was 

largely motivated by cost considerations. Gauteng was selected because it enjoys a very 

substantial share of activity in the tourism industry. The province captured the most tour-

ist ‘bed-nights’ in 2005 (one third), and receives a large share of total tourist spending. it is 

the most visited province – in 2005 almost 50 per cent of foreign visitors spent at least one 

night in Gauteng.1 Research shows that the management of the tourism industry is largely 

concentrated in Johannesburg, and that national industry associations are also based in 

this province, providing a pool of individuals with a broad overview of the regulatory land-

scape and its implications for their businesses. 

however, a cautionary note is needed. Given the concentration of company head 

offices in Gauteng, regulatory compliance costs in this province may well be higher than in 

others. Evidence shows that head offices bear the brunt of compliance costs, and employ 

specialised staff to deal with the complexities of regulatory requirements over an often very 

wide and varied range of operations. 

To add further depth to the sample, more enterprises were drawn from the Mpuma-

langa corridor. This area is an important tourism route between Gauteng and the Kruger 

National Park, and is well populated with game lodges, hotels, conference centres, and 

safari operations. The area is predominantly rural, and complements the urban nature of 

the Gauteng sample. The 2003 Annual Tourism Report indicates that tourism in  
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Mpumalanga generated estimated total receipts of R6,1 billion, R4,5 billion of which was 

generated by international tourism.2 

sBP’s survey provides reliable data on the tourism industry in the Gauteng/Mpu-

malanga regions, and provides meaningful insights into the industry as a whole. it also 

establishes an important baseline for further studies. The qualitative information on 

trends and areas of concern are probably relevant across the country. 

2.1.2 Size of firms 
The sample included firms with turnovers ranging from less than R250 000 a year to 

more than R100 million a year. Most fall in the R1 million to R5 million turnover band. 

Numbers in the two largest turnover bands are small, but this is in keeping with the fact 

that firms of this size constitute a fairly limited proportion of operations in the tourism 

industry in south Africa. The distribution is shown in figure 2.1. Despite guarantees of 

confidentiality, many interviewees were not willing to divulge their exact annual turnover, 

or number of employees. Data were therefore recorded in terms of broad size bands.

Figure�2.1:� Composition�of�sample�by�turnover

 
2.1.3 Sub-sectors 
The interviews covered a broad range of sub-sectors of the tourism sector. in Gauteng, the 

questionnaire was administered to 223 businesses, drawn from the following sub-sectors: 

accommodation, including hotels, bed and breakfast establishments (suburban and 

township), backpacker establishments, and hostels;

food and beverage, including restaurants identified as deriving most of their income 

from tourism, and shebeens/pubs identified as deriving most of their income from 

tourism;

tourism product providers, such as casinos, conference centres (excluding attached 

hotels), cultural villages, heritage centres, and curio shops;

tour operators, car hire companies, airport shuttle and chauffeurs, tourist bus owners, 

and charter flight operators; and

intermediaries such as travel agents (a range of sizes). 
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in the Mpumalanga corridor, the questionnaire was administered to 55 businesses, 

including game lodges (private), Kruger National Park facilities, hunting lodges, curio sell-

ers, hotels, bed and breakfasts, campsites and cottages, restaurants identified as deriving 

most of their income from tourism, cultural villages, and local tour operators. 

A total of 266 firms were interviewed.3 Respondents were mainly owners of the busi-

ness, or human resources and financial managers. 

While the sample covered the strata specified in 2.1.3 above, responses were classified 

into more detailed categories. Descriptions and definitions are provided below:4

hotels.

Other accommodation: bed and breakfast operations, backpacker lodges, township 

establishments, youth hostels, and other smaller accommodation establishments. 

Restaurants. 

Entertainment, culture and sport, including restaurants providing entertainment and 

music; audience venues; casinos; cultural villages; and wildlife/hunting-linked activity. 

stalls and markets aimed at tourist passing trade, including curios, carvings etc. 

All other retail sales and producers of tourism-linked products. 

Conference and events centres.

Bus tours and safaris.

Vehicle rental.

Museums, including heritage centres, cultural villages, and guided heritage tours.

Travel agencies.

Chartered airline and other air transport operations.

Other diverse, including the washing and dry-cleaning of clothes, financial interme-

diation, subletting of fixed property, activities of membership organisations, and other 

services, all within companies aimed at the tourism market.

Appendix 1 shows the relationship between these categories and the broader strata. 

The decision to classify responses into more detailed sub-sectors was motivated by the 

fact that the sampling categories inevitably included a diversity of physically unlike firms, 

which made it difficult to interpret results at the sub-sectoral level. For example, ‘accom-

modation’ listed in 2.1.3 could be a large international hotel or a small backpacker lodge. 

The more detailed classification reduces the variation within sectors in the sample, and 

therefore provides a more accurate picture of the kinds of operations responding to the 

questions. 

Notwithstanding the descriptions used, all the operations classified above are tour-

ism-linked by virtue of the way in which they were selected in the initial sample, which 

excluded non-tourism oriented businesses. The inclusion of these diverse sub-sectors 

ensured that a broad range of very specific regulatory requirements was captured within 

the selected sample. Table 2.1 breaks down of the sample according to sub-sector and 

annual turnover. 

•
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Table�2.1:� Breakdown�of�sample�across�sub-sectors,�by�turnover�
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Other accommodation 
(primarily B&Bs)

21 30 11 8 3  4 77

Restaurants 4 5 12 7 3 1  32

Vehicle rental 6 4 12 1 4 2  29

Travel agencies 1 5 10 8 1 2  27

Hotels  1 12 5 2  2 22

Bus tours & safaris 1 6 4 6 2 1 2 22

Other retail & production 4 2 3 2  1 1 13

Conference & events 
centres

 2 3 3 2 1  11

Stalls and markets 3 3 3     9

Entertainment, culture  
and sport

2 2 2 1 1 1  9

Museums 3 2 1 1   1 8

Other diverse  1 4     5

Air transport  1  1    2

Total 45 64 77 43 18 9 10 266

Firms included in the sample ranged from single-person micro enterprises to large 

operations with more than 75 employees. Table 2.2 breaks down the sample by sub-sector 

and number of employees. 

Table�2.2:� Breakdown�of�sample�across�sub-sectors,�by�number�of�employees�

<5 5–9 10–24 25–74 75+
No�
info

Total

Other accommodation  
(primarily B&Bs)

32 16 13 10 4 2 77

Restaurants 1 7 7 10 7 32

Vehicle rental 10 4 6 4 5 29

Travel agencies 10 8 6 1 2 27

Hotels 1 1 9 6 4 1 22

Bus tours & safaris 4 6 5 4 3 22

Other retail & production 4 2 4 1 2 13

Conference & events centres 2 5 1 3 11

Stalls and markets 7 2 9

Entertainment, culture and sport 2 3 2 2 9

Museums 1 3 2 2 8

Other diverse 2 2 1 5

Air transport 1 1 2

Total 76 52 60 41 34 3 266
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2.2� Method�

2.2.1 Reference group 
sBP established a reference group, comprising tourism-linked experts in government and 

representatives of the tourism industry, to provide input into the project. The group was 

convened in February 2006 to help define the project’s scope as well as the content of the 

questionnaire. it met again in late July 2006, after the fieldwork had been completed, to 

provide feedback on the initial findings. 

2.2.2 The questionnaire 
The project began with a workshop on the design of the questionnaire, attended by indus-

try stakeholders and experts from the government and the tourism industry. The workshop 

was led by sBP and MarkData, the social survey company contracted to undertake the 

fieldwork.5 The focus of the workshop was on the specific questions to be included, as well 

as the appropriate structure and size of the survey needed to create a usefully representa-

tive sample. 

A draft questionnaire was agreed with the project reference group and the ComMark 

Trust, and was piloted among a small selection of firms (which were not included in the 

main sample). A report was compiled on the basis of the pilots, identifying problematic 

questions and issues concerning the flow of the interview and possible misunderstandings, 

and making recommendations for improvement. The questionnaire was revised and final-

ised in the light of these recommendations.

2.2.3 Data collection 
The sample was selected from telephone and business directories. Tourism firms fitting 

defined sub-sectors were selected randomly from directories within each of the sampling 

strata. 

skilled interviewers visited each of the selected businesses, in order to secure a high 

response rate and gather the relevant quantitative and qualitative data required. Multiple 

contacts were required, to prepare respondents for the information needed, provide time 

for respondents to gather necessary information, often from a number of people within the 

organisation, and check and clarify responses. 

2.2.4 Parameters 
The claim in sBP’s Counting the Cost of Red Tape report that the tourism sector experienced 

a disproportionate regulatory burden compared with the economy as a whole was met with 

considerable scepticism. The sector was not perceived, at least from the outside, as being 

particularly heavily regulated. This sector specific survey was motivated by a desire to test 

the results of the broader study and to broaden our understanding of regulatory compli-

ance costs as they affect the tourism sector. 

The 2005 results have been strongly vindicated by the present study, which establishes 

that the costs of compliance in the tourism sector are substantially higher than in the econ-

omy as a whole, even after controlling for other variables. 

Through our interactions with the reference group and other discussions, sBP is aware 

of a real commitment in government to achieving a better understanding of the constraints 

currently facing tourism firms. however, studies of the costs of regulatory compliance 

are not designed to pinpoint specific regulatory provisions or administrative procedures 

and practices that constrain businesses affected by them; the appropriate method for this 
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would be that used in studies of ‘administrative barriers’.6 in sBP’s view, this would be a 

useful next step in helping the government to identify key areas requiring reform, in order 

to better develop the potential of the sector to contribute to economic growth, and create 

jobs. 

2.2.5 Methodological challenges 
When respondents are asked to report on what it costs them to comply with regulations, 

there are inevitably some inaccuracies in individual reporting. Respondents may on occa-

sion have to group together costs in different categories, or they may include a particular 

cost in more than one response, thus creating duplication, and might also include non-

mandatory requirements within their cost calculations. These inconsistencies have been 

removed wherever possible, or corrected at the stage of data capture and coding.

Because each aspect of costs is based on a complex pattern of direct and indirect 

impacts on firms, respondents were not asked for exact costs but for estimates of the size 

of costs.  

Given this qualification, it needs to be considered whether or not the results are likely 

to overestimate or underestimate the costs of regulatory compliance. it is often assumed 

that studies such as this one overestimate costs because it is in the interests of businesses 

to inflate their difficulties and complain about regulations. We cannot exclude the pos-

sibility of some degree of inflation for this reason. Furthermore, one has to acknowledge 

that less visible or more vulnerable businesses, particularly smaller operations, may not 

actually comply with all the regulations they know apply to them, and which they would 

identify in their responses.

Analysis of the detailed results shows, however, that a far larger source of bias among 

respondents is the tendency to overlook or not recall a variety of costs involved in com-

pliance – as was also the case in the sBP’s previous red tape study. Respondents frequently 

did not include the time taken to supervise the operations involved in compliance, sim-

ply because this often involves short periods of time spent at different periods. Other 

aspects of compliance costs, such as the costs of deliveries, messengers, typing, and paper, 

were also clearly under-reported. in some cases, whole areas of regulation were over-

looked because the regulations were perceived as trivial compared with more demanding 

issues such as taxes and labour regulations. The detailed results very often show no costs 

reported on regulatory requirements on which all companies have to spend at least some 

time and effort. On this basis, we are confident that the costs of compliance are, on bal-

ance, under- rather than overestimated.

Endnotes

1 south African Tourism strategic Research Unit, 2005 Annual Tourism Report, August 2006.

2 Department of Trade and industry (DTi) and small Enterprise Development Agency 

(sEDA), Annual Review of small Business in south Africa 2004: A Qualitative Review.

3 it was not possible to complete satisfactory interviews for 12 sampled enterprises – in some 

cases it proved difficult to secure an interview with an appropriate respondent (ie with suf-

ficient knowledge of the range of regulatory issues and costs applicable to the company), 

and in other cases scheduled interviews were repeatedly cancelled by respondents. 

4 Enterprises included in the study were all identified during the sampling stage as earn-

ing most of their revenue from tourist trade. This applies to firms in all sub-sectors. For 
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 example, ‘restaurants’ includes restaurants located near major tourist attractions, while 

‘stalls and markets’ comprises enterprises that specially target the tourist market and sell 

curios, carvings, African art etc. 

5 MarkData also conducted the fieldwork for sBP’s earlier study, Counting the Cost of Red Tape 

for Business in South Africa, June 2005. 

6 During 2006, sBP, in conjunction with Genesis Analytics, carried out an ‘administrative 

barriers to investment’ study on behalf of the World Bank (FiAs) and the Department of 

Trade and industry (DTi). information was initially gathered through desktop research, 

studying relevant legislation, regulations and procedures, and flagging possible bottle-

necks or inconsistencies in processes. This information was supplemented and checked 

against interviews with government officials responsible for the relevant procedural areas. 

Once official versions of administrative procedures had been established, they were tested 

through interviews with private sector representatives. 
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Chapter�3

The efficiency costs of regulation 

Efficiency costs are the costs of regulation that arise because regulation changes the 

outcomes that markets would otherwise create. They create constraints on growth, 

employment, and investment. Our survey looked specifically at the extent to which effi-

ciency costs inhibit growth and employment in the tourism industry. 

3.1� Factors�inhibiting�business�growth�

Respondents were asked to identify factors of any kind that prevented or discouraged tour-

ism firms such as theirs from expanding their operations, investing in new operations or 

equipment, or opening new branches.1 The results are shown in figure 3.1.

Factors unrelated to regulations featured prominently. Low demand and unfavourable 

prevailing macroeconomic conditions was the most prominent reason given for limiting 

expansion. Clearly, tourism is very much a consumer-driven sector, and relies on tour-

ists’ willingness and capacity to spend money. Many countries have identified tourism as 

a prime driver of economic growth, and south Africa faces strong competition from other 

countries for its share of the international tourist market. This competitive environment 

requires a well-differentiated, innovative tourism product. south Africa, however, has 

traditionally been weak in generating detailed and reliable data on the size of the tour-

ism industry, the numbers of participants, capacity at the sub-sector level, or usage and 

demand. 

This lack of information inhibits the sector’s ability to innovate, deliver appropriate 

services and products, identify and target gaps in the market, and avoid overcapitali-

sation. Trends in demand are not adequately understood, and this impedes service 

providers’ ability to effectively evaluate business opportunities and risk. Much develop-

ment, particularly at the smaller end of the market, is not necessarily driven by demand, 

with the result that high levels of competition make it difficult for small players in partic-

ular to make a profit.2 

The second most prominent factor inhibiting the growth of tourism firms was the cost 

of crime and security, together with fears about crime. Fears about crime directly concern 

tourism enterprises, since they potentially deter tourists and reduce demand.3

Barriers to expansion related to labour concerns (non-regulatory), including skills 

shortages; the impact of trade unions; and poor employee productivity accounted for a 
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quarter of responses. high operating costs not related to regulations were also identified as 

a significant constraint. 

Factors resulting from the state’s interface with business (regulation in a broad sense) 

accounted for a third of all responses, and are indicated by the dark bars in figure 3.1. 

They include constraints imposed by the time, difficulty, and costs involved in complying 

with specific regulations, together with frustration at a lack of government support and/or 

complaints of government incompetence at the national as well as local level. The latter 

factor is included both because interaction with government is a result of regulatory obli-

gations, and because unsatisfactory interaction pushes up opportunity costs in respect of 

time required for compliance, as well as levels of frustration. 

Figure�3.1:� Factors�inhibiting�business�growth�

Macro-economy/low demand 
Crime/security costs

High operating costs (not regulatory)
Lack of government support

Geographical location
Cost of complying with regulations

Costs of fuel/toll fees
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Skills shortage
Labour/trade union problems

Strong currency
Bad infrastructure

Vehicle/transport permits
Procurement regulations

Tax
Red tape/bureaucracy

Low employee productivity
No wish to expand

None/Not applicable
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3.1.1 Regulatory constraints on growth 
The scale and depth of the survey make it possible to look in some detail at aspects of the 

state interface perceived as a constraint on growth. Table 3a compares responses received 

in different categories across turnover bands. The results are presented graphically in  

figure 3.2. 
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Table�3a:� State�interface�as�a�constraint�on�growth�by�turnover�band�
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Figure�3.2:� State�interface�as�constraint�on�growth�by�turnover�

Perceptions of a lack of government support and administrative incompetence, cou-

pled with regulatory barriers to growth, are most acute in the smallest turnover band. The 

smallest firms reported being particularly frustrated by what they saw as a lack of national 

government support. While these firms are probably less well informed on how to access 

potential sources of support at the national level, this response is cause for concern, given 

the government’s prioritisation of the tourism sector under AsgisA, and its efforts to sup-

port small businesses more generally.4

interestingly, firms in the R100 million-plus turnover category expressed the high-

est level of frustration at a lack of support and/or government incompetence at the local 

municipal level. Anecdotal evidence suggests that this may be because the largest firms are 

more likely to request bigger concessions and development permission from local govern-

ment – and encounter major difficulties in the process.

Problems experienced by tourism firms at the municipal level are well documented in 

international studies. Box 1 looks at the example of municipal regulation of premises, as 

experienced by tourism enterprises in the United Kingdom. 
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if we look only at responses specifically citing the costs of regulatory compliance, reg-

ulatory barriers and red tape as constraints on growth (ie removing perceptions of a lack 

of state support and/or incompetence), responses across different size bands change sig-

nificantly, as shown in figure 3.3. Respondents in the R25 million–R100 million turnover 

band were most likely to report these as barriers to expansion, followed by firms in the two 

smallest turnover bands.

Figure�3.3:� Regulatory�compliance�as�constraint�on�growth�by�turnover�band

Many of the difficulties reported by smaller firms are likely to be linked to capacity 

and human resource issues – small firms struggle to allocate the necessary staff time and 

skills to deal with compliance issues. simpler and clearer regulation and advice is clearly 

needed to help these smaller businesses comply with essential minimum requirements. 

This capacity is more readily available to firms in the middle size bands, resulting in a 

dip in responses. however, once firms reach a certain size threshold, requirements become 

Box�1:� Local�administration�of�premises�regulation

Studies in the United Kingdom5 have highlighted specific issues around local government 

administration of regulations affecting business premises. Uncertainty involved in obtaining 

planning permission and other consents and licences has been identified as a particular barrier 

to growth. Regulations impacting in this area include planning (concerning location and external 

appearance of proposed building work), fire and health and safety requirements, liquor licensing, 

public entertainment and licensing, fire certification and regulations governing outdoor eating. 

Rapid swings in demand make long lead times and prolonged uncertainty particularly problematic 

– and can deter investment and growth. Integration is needed to allow for a full range of premises 

permissions to be issued at the planning stage. Furthermore large companies operating across 

multiple sites in different geographical areas seek consistency and coordination between regimes. 

The UK survey reported on the findings of a pilot project promoting integration in the Netherlands, 

which found that joint working between different local authority disciplines could produce savings 

of 46 percent for existing businesses and 60 per cent for start-ups. 
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more complex – a probable cause of the increase in regulatory constraints to growth re-

ported in the R25 million–R100 million turnover band. in sub-sectors such as hotels and 

restaurants, even large firms often operate through small outlets, meaning that regulatory 

compliance by each outlet still has to be managed by one person. These outlets are none-

theless able to access some support from their head office, to help them assimilate complex 

regulatory information. Regulatory constraints to growth drop off again in the largest turn-

over category, as these firms are able to employ specialised staff or consultants to deal with 

their compliance requirements.

3.1.2 Factors inhibiting employment creation
The tourism industry is labour-intensive, has flexible hours, and employs many sea-

sonal and/or casual workers. staff turnover is very high, and wage levels relatively low. As 

a result, the sector is strongly affected by regulations pertaining to the minimum wage, 

working time, and other labour regulatory requirements. Furthermore, studies in other 

countries have found that employment and tax regulation modelled on permanent, full-

time work is not well suited to the tourism sector.6 Respondents were asked about factors 

inhibiting job creation and labour absorption. specifically, respondents were asked to iden-

tify the main factors that discouraged them from hiring more employees. Responses were 

open-ended and spontaneous. The results appear in figure 3.4. 

Besides general business factors, labour laws were cited as the most prominent con-

straint on increasing employment.  Other regulatory constraints included rules imposed by 

BEE and the Employment Equity Act, difficulties associated with firing staff, and concerns 

about the general hassle and complexity of labour regulations and personnel adminis-

tration. The cost and time involved in skills development was also a prominent concern, 

despite a widely acknowledged shortage of skills.

Figure�3.4:� Constraints�on�increased�employment�

The regulatory constraints identified as inhibiting employment vary across firm size, as 

can be seen in table 3b. 
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Firms with smaller turnovers found the volume, complexity, and associated adminis-

trative burden of labour regulations a considerable barrier to increasing employment. in 

each of the four turnover categories below R25 million, at least 30 per cent of respondents 

stated that compliance with labour laws was a constraint on employment.

interestingly, larger firms, with turnovers above R100 million, were most likely to 

cite high labour costs and employment equity/BEE concerns as disincentives to increasing 

employee numbers. Respondents in this category also expressed higher than average levels 

of concern about hiring and firing difficulties.

Firms in the two smallest turnover categories were least able to absorb the costs asso-

ciated with skills development requirements. 

Table�3b:� Regulatory�constraints�on�increased�employment�by�turnover�band
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Labour laws 33% 32% 30% 40% 44% – 32%

Employment Equity/BEE 2% 3% 5% 9%  – 22% 6%

Hiring and firing difficulties – 6% 6% 7% 6% 11% 5%

Skills development (time and cost) 21% 23% 16% 16% 17% 11% 19%

High labour costs 9% 15% 18% 12%  44% 14%

Figure 3.5 shows the extent to which regulatory constraints impact on businesses in 

the different turnover bands. The figure was generated by combining mentions of ‘labour 

laws/regulations’, ‘hassle and complexity of personnel administration’, ‘hiring and firing 

difficulties’, and ‘employment equity/BEE regulations’. 

These calculations suggest that firms in the R5 million–R25 million and R25 million–

R100 million turnover brackets are most likely to limit their job creation potential because 

of concerns about labour regulations. 

Figure�3.5:� Regulatory�constraints�on�increased�employment�by�turnover�band�
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The smallest firms tend to be less complex, and indeed less visible, and may fall below 

the radar in respect of some aspects of labour regulation. As firms grow larger, they are 

more exposed to audit and reporting requirements, and need to have systems and proce-

dures in place to demonstrate their compliance with the relevant labour laws. Firms in the 

larger turnover bands are likely to recruit new staff on a fairly regular basis, will often need 

to negotiate with trade unions, and are more likely to be scrutinised by the Department of 

Labour and other regulators. The fact that firms in the highest turnover category are more 

willing to hire additional staff is possibly explained by their greater capacity to deal with 

regulatory obligations in respect of labour law, particularly through strongly staffed human 

resources functions. 

Table�3c:� Regulatory�constraints�on�increased�employment�by�number�of�employees

Under�5 5–9 10–24 25–74 Over�75

Labour laws 29% 37% 28% 33% 39%

Hiring and firing difficulties 7% 4% 7% 10% 3%

Employment Equity/BEE 1% 8% 7% 3% 12%

Skills development (time and cost) 29% 16% 17% 10% 21%

High labour costs 13% 22% 17% 6% 15%

Figure 3.6 was generated by combining the mentions of ‘labour laws/regulations’ 

(including hassle and complexity of personnel administration), ‘hiring and firing difficul-

ties’, and ‘employment equity/BEE regulations’ (as in the case of figure 3.5). The results 

clearly indicate that firms of all sizes perceive regulatory requirements as a significant 

constraint on employment. Variations by employee size are too small to be meaningful or 

significant. 

Figure�3.6:� Regulatory�constraints�on�increased�employment�by�number�of�employees�
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3.1.3 State interface as a constraint on growth by sub-sector 
in order to determine the extent to which firms in different sub-sectors perceive the state 

interface as a brake on expansion, we examined all responses referring to:

a lack of support by government, or government incompetence, at the national or 

municipal level;

•
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the costs of complying with regulation (including costs associated with registration);

red tape and bureaucracy;

the negative effects of specific regulations; and

government procurement regulations, including BEE and EE.

Figure�3.7:� State�interface�as�a�constraint�to�growth�by�sub-sector�7

The fact that certain sub-sectors rank the state interface quite low as a constraint to 

expansion does not necessarily mean that respondents in those sub-sectors did not expe-

rience problems with the regulatory environment.  it may simply be that the businesses 

surveyed have other more important considerations when deciding whether or not to 

expand. Large hotels, for example, may make their investment and expansion decisions 

mainly on the basis of estimates of room occupancy rates. 

The largest set of responses in respect of the state interface was grouped around a 

lack of support from government, and government incompetence, both at the national and 

municipal level. Figure 3.8 records these results by sub-sector. No less than 75 per cent of 

respondents in the museums sub-sector raised these issues. This result seems extreme, and 

it should be borne in mind that the sample was limited to only eight firms. Nonetheless, 

a lack of support from government is clearly perceived as a problem. As noted in chap-

ter 1, this sub-sector is made up of businesses such as heritage centres, cultural villages, 

and guided heritage tours, sited on key tourism routes. A number of these operations are 

partly state-owned, or run by the state.  A large part of the frustration expressed by these 

respondents may have less to do with red tape than with perceptions of a lack of state sup-

port for the enterprises themselves, low levels of funding, and frustration with the state as 

an employer.

‘stalls and markets’ respondents also showed a high rate of response under the theme 

of lack of government support/competence, but there were very few responses from this 

sub-sector for this question, and the results should not be taken as representative.
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Figure�3.8:� Lack�of�support�from�government�/�government�incompetence�as�a��
constraint�on�growth�by�sub-sector
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Figure 3.9 was generated by excluding responses specific to a lack of government sup-

port/incompetence, and grouping together concerns about the costs of complying with 

regulations, red tape and bureaucracy, and tendering/procurement regulations, in order to 

provide a clear picture of specific regulatory constraints to expansion. These regulatory 

constraints emerged as particularly problematic in the entertainment, bus tours and safaris, 

restaurants and travel agencies sub-sectors – accounting for around one third of responses 

in each sub-sector. 

Within this theme, the inhibiting impact of regulations concerning government ten-

dering and procurement was noteworthy in the bus tours and safaris and travel agency 

sub-sectors (accounting for about 10 per cent of responses in each case), while labour laws 

accounted for 10 per cent of responses within the restaurant sub-sector.

Figure�3.9:� Red�tape/costs�of�compliance�as�constraints�on�growth�by�sub-sector
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3.2� Time-consuming�and�troublesome�regulations

As is clear from the preceding section, enterprises operating in the tourism sector perceive 

regulation as a significant constraint on growth and increased employment. however, our 

survey showed that not all regulations were equally unpopular. Efforts to reduce compli-

ance costs need to take these findings into account, and focus on those aspects which firms 

find most frustrating. Respondents were asked to identify three specific regulations they 

found to be most time-consuming, costly, and troublesome for businesses such as theirs. 

The results for the 266 firms in the sample are presented in figure 3.10. 

Figure�3.10:� Most�troublesome�regulations

Labour laws (general) featured most prominently, followed by sARs/tax regulations 

and VAT regulations. Respondents expressed their frustration at the time needed to fill in 

sARs forms, and several respondents felt that requirements in respect of VAT were unclear 

and difficult to understand. Most respondents acknowledged that tax regulations were nec-

essary, but felt that the procedures should be simplified.

These findings are not unique to the tourism sector – sBP’s 2004/5 survey of the 

broader economy8 found that tax (specifically VAT) and labour regulations were most prob-

lematic for firms across the board. it is worth noting that these sets of regulations do of 

course apply to all firms in the tourism industry, and one might therefore expect a high 

response compared to, for example, transport or zoning requirements. however, the fact 

that they do apply across the board is all the more reason to streamline and simplify the 

procedures for complying with tax and labour regulations. 

Other significant problem areas for tourism firms in the sample included the time and 

trouble involved in providing compulsory information and completing statistical returns; 

complying with health and safety as well as transport regulations; implementing BEE/

employment equity; and registering companies. information on the economy is vital for 

sound planning and policy, but, as completing statistical returns becomes more onerous, 

the quality of the information suffers. in this respect there are clearly real advantages for 

government in reducing the burden of compliance. 
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Despite a number of respondents identifying health and safety regulations as trou-

blesome and time-consuming, firms do recognise the value of these regulations. As 

reported in chapter 6, when asked to identify the most useful regulations, 20 per cent of 

responses identified health and safety regulations. Clearly, tourism businesses recognise 

the importance of these regulations, but are frustrated by the time and expense associated 

in complying with them. This category of regulations includes national and munici-

pal responsibilities, and multiple government departments – weak co-ordination and 

mixed messages are probably part of the problem. so are perceptions of disproportionate 

requirements. 

several owners of bed and breakfast establishments expressed real frustration about 

fire regulations, for example, and told anecdotes of inspectors giving them seven days to 

comply with onerous fire regulations requiring structural changes to their properties, or 

being closed down and/or facing fines of up to R10 000, or a year in jail. This happened 

despite the B&Bs in question being compliant in respect of fire hydrants and signage. 

Reviews of health and safety regulations, aimed at identifying the reasons for busi-

nesses’ frustrations, could present a short-term win in reducing the burden of compliance 

and streamlining procedures, thereby achieving objectives that are important to both gov-

ernment and business. 

3.2.1 Troublesome regulations by sub-sector
An examination of the five most troublesome / time-consuming regulations by sub-sector 

reveals some interesting differences.9 

Figure�3.11:� Most�troublesome�regulations:�Labour�laws�

Given the nature of the services they provide, firms in a number of tourism sub-sec-

tors require staff to work irregular hours. Figure 3.11 shows that 60 per cent of firms in 

the conference and events sub-sector highlighted labour law (including BEE/Employment 

Equity requirements) as the most troublesome set of regulations. Firms in the restaurants, 

other accommodation, and entertainment sub-sectors also recorded high levels of frustra-

tion in this area.

Conference and events

Restaurants

Other accommodation

Entertainment

Other retail and production

Vehicle rental

Hotels

Museums

Stalls and markets

Travel agencies 

Bus tours and safaris

0 12 24 36 48 60

Percentage of responses



The efficiency costs of regulation 37

Firms in all of these sub-sectors service guests requiring catering and/or overnight 

accommodation. As a result their staff must often work overtime, work shifts, including 

very early mornings and late nights, and in some cases be accommodated on the premises. 

Respondents in these sub-sectors expressed high levels of frustration at rigid labour laws 

that do not accommodate these realities.

By contrast, respondents in the travel agencies, stalls and markets, vehicle rental and 

bus tours, and safaris sub-sectors – which are more likely to observe ‘office hours’ – were 

far less frustrated by labour laws. 

Perceptions of the hassle factor are clearly related to high compliance costs. As 

 demonstrated later in section 4.5, respondents in the conference and events and restaurant 

sub-sectors estimated that labour laws accounted for the highest proportion of their overall 

compliance costs (at around 20 per cent). 

Figure�3.12:� Most�troublesome�regulations:�Tax�

As figure 3.12 shows, a large percentage of respondents in the stalls and markets sub-

sector reported problems with tax regulations (general tax compliance issues as well as 

VAT),10 followed by other retail and production, travel agencies, and hotels.

As demonstrated later in section 4.2, tax compliance is reported as the highest pro-

portion of overall compliance costs in the stalls and markets sub-sector, suggesting that 

‘troublesome and time-consuming’ correlates closely with ‘most costly compliance’ require-

ments. however, these are small and specialised enterprises which tend to be affected by a 

narrow range of regulations only, mainly related to tax issues. 

Requirements in respect of statistical returns and provision of information received 

a high percentage of responses across a number of sectors, accounting for around 20 per 

cent of responses in the entertainment, hotels, bus tours and safaris sub-sectors. 

Unsurprisingly, respondents in the bus tours and safaris and vehicle rental sub-sectors 

identified transport regulations as their biggest compliance cost, accounting for nearly a 

half and a third of responses respectively. Transport regulations appear to be a major source 

of regulatory costs for tourism firms (see box 2). 

Municipal regulations, town planning, and zoning requirements were particularly 

problematic for restaurants, accounting for 15 per cent of responses. Zoning legislation 

Stalls and markets

All other retail and production

Travel agencies 

Hotels

Restaurants

Conference and events

Other accommodation

Bus tours and safaris

Vehicle rental

Museums

Entertainment

0 15 30 45 60 75

Percentage of responses



38 The cost of red tape for tourism in South Africa

potentially affects a range of firms in the tourism industry, from large property owners who 

develop hotels to small bed and breakfast operators. During qualitative interviews con-

ducted by sBP as part of this study, firms of various sizes reported that compliance with 

zoning regulations was a complicated and often costly process (see box 3). 

 

3.2.1 Most troublesome regulations – tourism-specific 
Respondents were asked to identify the most time-consuming and troublesome tourism-

specific regulations they have to comply with. The results for the 266 firms in the sample 

are presented in figure 3.13. 

Box�2:� A�monthly�trip�to�the�Department�of�Transport11�

Danny is a private taxi operator who does trips to and from the airport and around Johannesburg. 

In early 2006 he was stopped at the airport by law enforcement officials who informed him that 

he needed a Road Carrier Permit for his vehicle. His car was impounded, and he had to pay R2 500 

to have it released. According to Danny, this was the first time he became aware of the need for a 

permit. 

Danny found out that a Road Carrier Permit had to be obtained for any vehicle that transports 

people for a fare. Each vehicle in a taxi owner or tour operator’s fleet must have a separate 

permit, which is applied for at the Provincial Department of Transport at a cost of R200. A vehicle 

inspection certificate must be obtained from a provincial transport department depot (in addition 

to the Road Worthy Certificate required of taxi and tour operators, and obtained from local traffic 

departments). Each application for a Road Carrier Permit has to be published for comments or 

objections in the Government Gazette. This process takes a minimum of three months, but in one 

case brought to SBP’s attention it took 20 months for a Road Carrier Permit to be issued. 

While waiting for the road carrier permit to arrive, taxi or tour operators must obtain a 

temporary permit. The applicant must provide the department with the same information required 

for a Road Carrier Permit, and must also provide an ‘itinerary letter’ which states who the driver 

will be picking up in the near future, and what routes will be taken. Based on the content of this 

letter, a temporary permit will be issued for either 14 days or 28 days (at a cost of R50 and R100 

respectively). 

Danny has been waiting for his Road Carrier Permit for eight months. He has to spend about 

an hour every month waiting in a long queue in order to renew his temporary permits. According 

to Danny this hour wait equates to a lost taxi fare of about R400. Three days later, he has to return 

to the provincial transport office to collect the new permits, which can take up to four hours. After 

three years his Road Carrier Permit will expire, and Danny will have to start the process all over 

again. Luckily he is based in Johannesburg, and the local provincial transport department is a 

fairly short drive away. Tour operators in rural areas have to travel far longer to reach the nearest 

provincial department of transport. 

Anecdotal evidence collected by SBP shows that transport regulations are a major source 

of regulatory costs for tourism firms. For small taxi and tour operators the real costs as well as 

the opportunity costs of having to obtain Road Carrier Permits in particular are onerous, and the 

opportunity cost of standing in queues is particularly high for sole operators. 

Can a better balance be reached between ensuring passenger safety and giving South African 

tourism a professional image on the one hand, and reducing costly red tape for taxi and tour 

operators on the other? 
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Box�3:� Zoning12

South Africa’s zoning legislation is fragmented and complicated. For Bed and Breakfast owners, 

navigating these laws is a frustrating, time-consuming, and costly process. 

Johannesburg, for example, has 12 sets of zoning laws. The amalgamation of smaller 

municipalities into one metro was not accompanied by a standardisation of zoning legislation. Old 

by-laws still apply, with the result that people in different parts of the city are subject to different 

zoning rules and costs. For example, in Rosebank, consent use can be obtained for B&Bs with a 

certain number of rooms. In Sandton the equivalent B&B has be zoned as a business property. 

Rezoning in Johannesburg costs six times more than consent use.

Until recently, in Centurion consent use could be obtained for establishments with ten or fewer 

rooms. However, this has changed, as Tshwane Metro now requires rezoning.

In Ethekwini B&Bs can obtain consent use by registering with the municipality as a business, 

as long as the B&B can still be sold as a residence.

The situation is further complicated by the fact that many officials are as confused by the 

fragmented system as members of the public. B&B owners often receive different answers from 

different officials. 

SBP heard a number of stories about the costs and frustration involved in complying with 

zoning laws in Gauteng. Janine’s hassles in obtaining consent use for her B&B is an example. She 

obtained consent use for her Saxonwold B&B a few years ago, but was recently told to reapply. She 

duly did so, but was informed that her title deed did not allow for consent use, and that it should 

never have been granted in the first place. Janine has had to apply for new title deeds at a cost of 

R10 000 for her small B&B. Once these are finalised, she will have to reapply for consent use.

Tony owns a B&B in Orchards. He applied for consent use at the beginning of 2006, and it was 

granted after six months. Recently, however, a letter arrived from the City Council stating that he 

owed the Council R17 000 for the provision of extra services and infrastructure to his guests. Tony’s 

B&B has four rooms. No additional infrastructure is needed. 

The result of the complicated and often costly zoning laws and conflicting government 

information is that most B&Bs remain illegal in terms of the zoning laws. Lack of compliance with 

zoning legislation has a knock-on effect for B&B owners. Without the correct zoning status, B&B 

owners cannot have official signage put up to direct customers to their establishment, or access 

government funds to grow their businesses. They will also find it difficult to obtain a liquor licence, 

as applications are cross-checked with the zoning type under which the applicant’s property falls. 

Compliance with zoning laws is particularly difficult for B&B operators in the townships. 

Rezoning is a complicated process, and the Johannesburg Metro for example encourages people 

to use planning consultants to ensure that their applications are successful. This can cost R20 000, 

which is not feasible for most aspirant B&B owners in the townships. 

Given the government’s commitment to optimising opportunities for small businesses, 

there is a strong case for a major review of fragmented zoning legislation as applied at the local 

government level. 
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Figure�3.13:� Most�time-consuming�or�troublesome�tourism-specific�regulations
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While responses were spread across a wide range of tourism-specific regulations, 

concerns relating to regulation of transportation of clients and specifically the Road 

Transportation Act featured most prominently. A significant number of respondents also 

expressed concerns about ThETA regulation. Tour guides need to register with ThETA and 

undergo ThETA-accredited tour guide training and examination. Many of the regulations 

vary provincially and locally, though guided by national legislation (see box 4). 

Various regulations relevant to the grading of services/establishments were also per-

ceived as problematic. Respondents reported having to undergo a grading process on an 

annual basis, which is time-consuming and costly. While tourism grading requirements are 

Box�4:� Tour�guides�

Individuals responsible for driving any tour vehicle carrying paying guests must be registered as a 

tourist guide with the Department of Environmental Affairs and Tourism. A single set of regulations 

that apply exclusively to tourism firms regulates tour guides. These are, in fact, highly complex. 

Guides must attend required courses with a training institution approved by DEAT. Accreditation is 

by province, with each province empowered to create its own standards. It is therefore theoretically 

possible that a single guide would have to pass 9 sets of exams in order to be licenced. Such an 

extreme case may not occur in practice, but firms interviewed by SBP report that these regulations 

have made it difficult, slow and expensive to find guides who can operate on inter-provincial routes.

The regulations require that guides obtain professional driving permits. The application for 

the permit requires the guide to undergo a medical examination. His/her police record is also 

checked for any criminal convictions. The permit must be obtained from the Provincial Road Traffic 

Inspectorate. The cost of the permit is R145. Our interviews suggest that the process of application 

and approval involves significant time lags. Guides must also attain a first aid certificate from the 

fire department or Red Cross. 

While tour guide training and registration is clearly desirable, the process requires significant 

amounts of time and money, creating a barrier to the entry of poor and historically disadvantaged 

people into the guiding profession.
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in fact voluntary rather than mandatory, they are seen as virtually obligatory, and therefore 

the industry perceives them as a considerable burden. it is also possible that this frus-

tration is symptomatic of broader issues, particularly among B&Bs. For example, B&B 

owners interviewed by sBP reported that FiFA’s 2010 booking agent (MATCh) requires that 

B&Bs be registered as a cc (close corporation) in order to be included on their database. 

One B&B owner reported that he had tried to register for an Accommodation Workshop, 

hosted by sA Tourism, and was told that he was ineligible for registration because he was a 

sole proprietor.

A small proportion of respondents noted requirements in respect of television licences 

as particularly troublesome. Regulations require that all establishments with paying guests, 

from B&Bs to hotels, must have a licence for every TV set they own (a domestic house has 

one television licence to cover all the TV sets). A licence costs R225 a year per TV set. The 

penalty for non-compliance is double the annual licence fee. For even a small B&B with 4 

guest bedrooms, the cost of five licences, assuming that the owner has one for private use, 

is more than R1 000 a year.13 

A considerable number of respondents expressed dissatisfaction at the difficulties 

associated with procurement of a liquor licence. Liquor licences are applied for via local 

municipal licensing units. it appears that the time-consuming and costly process involved 

in applying for a liquor licence deters many smaller establishments from applying for 

licences (see box 5). 

Box�5:� Liquor�licences14�

The distribution of alcohol by businesses certainly needs to be regulated. However, many small 

businesses such as B&Bs find South Africa’s liquor legislation unreasonable. For example, many 

B&Bs in Johannesburg would like to offer or sell small quantities of alcohol at their establishments. 

However, without a liquor licence, even offering a patron a complimentary glass of wine is illegal. 

If liquor is displayed anywhere in the establishment, even for use by the owner and not for the 

consumption of paying guests, a liquor licence must be obtained.

The National Liquor Authority is responsible for regulating the manufacturing and distribution 

of liquor. Applying for a liquor licence is a complicated procedure, and applicants often employ the 

services of an attorney to assist them. In most cases, however, the small volume of trade that B&Bs 

engage in does not justify the cost and effort involved in obtaining a liquor licence. 

Applications must be submitted to the local liquor licensing authority, and must be 

accompanied by an application fee of R1 500. Once the licence is issued, the licence holder must 

pay a further R1 500. Licence holders must also pay membership fees to a liquor trade association 

and an annual licence renewal fee of up to R3 500 for a liquor licence if they work through an 

attorney. 

According to the Gauteng Liquor Act (2003), applications for a liquor licence must be 

accompanied by a detailed written motivation for the licence, “a detailed sketch plan of the 

premises showing the rooms, services, buildings, construction material and other pertinent 

information”, a detailed written description of the premises, colour photographs of the external and 

internal features of the premises, a certificate of suitability of the applicant (issued by South African 

Police Service), proof of affiliation to a liquor trade association, proof of payment of the prescribed 

fee and a clearance certificate by the South African Revenue Service that the applicant complies 
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Viewing the ranking of most troublesome and time-consuming regulations across dif-

ferent employee bands reveals some interesting differences across firms of different sizes. 

These are presented in table 3d. Regulations relating to transportation of clients are a sig-

nificant headache for all firms in the four ‘under 75 employees’ categories, but this drops 

dramatically in the ‘over 75 employees’ category. 

Regulations pertaining to liquor licences accounted for less than 10 per cent of 

responses in the three smaller size bands, but rose in the 25–74 employees category. Anec-

dotal evidence gathered during interviews suggests that many smaller enterprises may 

simply do without a liquor licence, rather than going to the effort and expense of applying 

for one. 

Table�3d:� Most�troublesome�and�time-consuming�regulations�by�number�of�employees

� Under�5 5–9 10–24 25–74 Over�75

Transportation regulation/Road 
Transportation Act

21% 41% 17% 21% 4%

THETA/Training/Theta accreditation 9% 12% 2% 21% 13%

Liquor licence 9% 6% 7% 17%  

Grading requirements 29%  5%   

SABC – licence/TV/radio 5% 6% 14%  4%

Health regulations 2% 3% 12% 10% 4%

Public liability  3% 10% 7%  

with tax laws. Two weeks prior to the application being submitted, an advertisement showing the 

applicant’s intent to apply for a liquor licence must be placed in the Provincial Government gazette, 

and in a minimum of two newspapers circulating in the area where the premises are situated. Once 

the application has been submitted to the local licensing authority it is sent to the relevant town 

planning department for approval, to ensure that the application is in keeping with the zoning type 

under which the applicant’s property falls. 

The result of the onerous nature of the application process is that many B&B’s simply supply 

small amounts of alcohol illegally. Members of the Gauteng Combined Accommodation Association 

are currently lobbying to try to get an exemption for B&Bs under the Act. 

An entertainment venue interviewed by SBP reported that the process of securing a liquor 

licence has taken them close to two years. In the intervening period, the owner had to visit a local 

court to apply for a new temporary licence on a weekly basis. This involved queuing to see an 

official, paying a small fee to receive an authorization stamp, and then going to a police station 

nominated by the court, to have the weekly licence re-issued. 

The Gauteng government has recently launched an online ‘Liquor Application Processing 

System’ (on Gauteng Online’s website), which allows applicants to renew licences online and check 

the progress of applications. This system should make the application process somewhat smoother. 

However, a national review of regulations pertaining to small establishments that serve small 

amounts of alcohol is still needed. 
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3.2.2 Most troublesome tourism-specific regulations by sub-sector15 

Hotels 
in the hotels sub-sector, responses in respect of the most time-consuming and troublesome 

regulations were widely spread over a number of themes. Figure 3.14 shows the results for 

the 22 hotels in the sample.

Figure�3.14:� Hotels�
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Public liability regulations emerged as the most troublesome regulation for the hotel 

sub-sector16 – despite the fact that, according to respondents, public liability insurance pre-

miums constitute only 8 per cent of their total insurance premium bills. This suggests the 

need for a review of the processes and compliance costs associated with this requirement, 

to identify what is causing the frustration, and how the process might be streamlined to 

address the problem.

Other troublesome regulations identified by hotels in the sample included regulations 

concerning TV and liquor licences, as well as health regulations. several mentioned con-

cerns about the security of clients and their protection against crime. This probably reflects 

less of a regulatory burden and more of a concern about security issues in general, as well 

as a sense that current laws are not effectively curbing crime. 

Other accommodation 
The responses of the 77 firms in the other accommodation sub-sector, consisting mainly of 

B&Bs, were even more widely spread, as demonstrated in figure 3.15. 
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Figure�3.15:� Other�accommodation�
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Tourism grading requirements were regarded as the most problematic, followed by reg-

ulations concerning TV licences, and liquor licences. Once again, a number of respondents 

raised requirements around the security of clients and their protection against crime.

Restaurants 
in the restaurants sub-sector, regulations concerning the procurement and renewal of liq-

uor licences featured prominently. Figure 3.16 shows the results for the 32 restaurants 

surveyed in greater detail. 

Figure�3.16:� Restaurants�
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Bus tours/safari and vehicle hire 
Twenty-nine vehicle rental firms and 22 bus tour and safari operators provided the 

responses in this sub-sector, set out in figure 3.17.  They noted difficulties associated with 

obtaining permits to shuttle guests as particularly troublesome, with general transport reg-

ulations also causing significant problems.

Figure�3.17:� Bus�tours/safaris�and�vehicle�hire�

Travel agencies 
international Air Transport Association (iATA) requirements were particularly onerous for 

the 27 travel agencies in the sample. iATA is of course an international body, and therefore 

beyond the boundaries of domestic regulation. Visa requirements also generated a signifi-

cant percentage of responses. These responses differentiate this sub-sector markedly from 

the others, as is evident in figure 3.18. 

Figure�3.18:� Travel�agencies�
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Other retail 
The primary concerns of the 13 respondents in this sub-sector were the security of clients 

and their protection against crime, as well as ThETA/training requirements (each account-

ing for 10 per cent of responses).

Stalls and markets 
As noted in the discussion about tax regulations, the stalls and markets sub-sector is 

specialised, and mainly populated by small businesses. The range of regulations appli-

cable to this sector is limited. As such, it is not surprising that no single category of 

tourism-specific regulations accounted for more than 10 per cent of responses from the 

nine respondents. sAMRO regulations accounted for 10 per cent of responses, and reflect 

respondents’ irritation about new regulations that require them to pay a fee for the use of 

‘piped’ or background music, which they were previously able to play without incurring 

any regulatory costs or obligations. 

Conference and events 
Twenty per cent of respondents in this sub-sector identified health and safety regulations 

as particularly problematic. This probably reflects stringent regulatory requirements in 

respect of provision of accommodation, kitchen and catering facilities, and possibly also 

specific activities such as game drives or adventure sports that are often offered by these 

facilities. Our sample included 11 firms in this sub-sector. 

Entertainment/culture/sport
A limited number of responses to the question of the most troublesome and tiresome tour-

ism-specific regulations was received. issues raised included the Cultural institution Act, 

and regulations pertaining to south African heritage Resource Agents. 

Museums 
The major problem area identified in this sub-sector related to ThETA training require-

ments (38 per cent of responses from a sample of eight museums). Other responses 

included the Cultural institution Act, and site guide regulations. 

Regulations in respect of entry requirements and visas 
Businesses in our sample were asked to identify any problems they had experienced in 

respect of entry requirements and visas for foreign visitors. Encouragingly, half the sam-

ple reported that they had not experienced any problems in this area. Just over 40 per 

cent of respondents noted that agents deal with these issues on their behalf (there is nat-

urally some overlap between this and the previous response). Among the small number 

of respondents who had experienced difficulties in this area, the main concern was long 

queues/time-consuming processes. 

Regulations in respect of exchange controls/currency
Businesses in our sample were asked to identify any problems they had experienced with 

exchange control or currency regulations. The response was overwhelmingly positive, with 

two thirds reporting no problems in this area. For the most part, where problems were 

experienced, it was mainly in respect of the time needed to continuously adjust exchange 

rate calculations (11 per cent). A small minority of respondents felt that the regulations 

created specific costs for their businesses. 
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3.3� Avoiding�regulation�

A useful way of looking at the efficiency costs of regulation is to examine the steps busi-

nesses are willing to take in order to avoid regulations. Rather than risking evasive replies 

by asking respondents whether they were taking specific steps to avoid regulatory com-

pliance, we asked them to identify the kind of strategies that might be adopted to avoid 

regulation ‘by businesses such as themselves’. This allowed firms to identify examples of 

non-compliance without compromising themselves in any way. The results are shown in 

figure 3.19. 

Figure�3.19:� Ways�of�avoiding�regulatory�costs�
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One fifth of respondents felt that regulations could not be ignored or avoided. The 

vast majority felt that firms might find ways to ‘stay beneath the radar’ – mainly by limiting 

their size and their number of employees, and/or remaining informal. Almost half sug-

gested that firms might choose to stay small enough to avoid certain regulations, and/or 

avoid formal registration. Just less than 40 per cent of respondents felt that firms might 

seek to avoid compliance with labour regulations by limiting their number of employees, 

using contract workers/outsourcing work, and/or using casual workers, including students 

and foreign workers. A quarter of respondents suggested that firms might take chances on 

some regulations and simply ignore the requirements, including for example BEE regula-

tions and health and safety requirements. A small proportion of respondents stated that 

firms might find ways to evade taxes, including VAT and UiF. Encouragingly, only a tiny 

minority of respondents suggested that false documentation and deliberately misleading 

auditors/accountants might be employed as strategies for non-compliance.

While firms of all sizes frequently mentioned limiting growth to avoid regulation, this 

suggestion accounted for more than half the responses from firms employing fewer than 

25 workers, as can be seen in table 3e. Larger firms (employing more than 25 workers) 

were most likely to mention limiting formal employment. Clearly, the inclination to limit 

growth or employment in order to avoid regulations indicates a direct link between the 

ease or difficulty of compliance with regulations and potential for economic growth and 

labour absorption in the economy.
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Table�3e:� Strategies�for�avoiding�regulatory�compliance�costs�

Strategies�to�avoid�compliance�
costs

Number�of�employees

Under�5 5–9 10–24 25–74 Over�75

Limit growth/stay informal 51% 52% 56% 30% 34%

Limit employment 38% 29% 39% 43% 41%

Ignore regulations/take chances 18% 8% 26% 24% 6%

Tax evasion 10 8% 6% 3% 3%

Mislead auditors/false 
documentation

1% 2%  3% 13%

Grouping together suggestions of limiting growth/remaining informal and limiting 

number of employees, firms in the 11–25 employees category were most likely to limit 

their expansion as a result of onerous regulation, as demonstrated in figure 3.20. 

Figure�3.20:� Avoiding�regulatory�costs�by�limiting�firm�size�and/or�employment�
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The results are quite dramatic, and present a compelling demonstration of the effi-

ciency costs imposed by the regulatory environment. When firms perceive regulatory 

compliance costs to be particularly onerous, they will tend to look for ways to reduce 

those costs. 

The results show that the majority of firms, across all size bands, would at the very 

least think about limiting their growth and number of employees in order to avoid regula-

tory compliance costs and difficulties. This effect, while unintended, poses a considerable 

threat to the government’s efforts to promote the tourism industry as a driver of economic 

growth and job creation.
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Endnotes

1 For all questions in this section, total responses may add up to more than 100 per cent, 

since respondents were answering open-ended questions and were able to mention as many 

issues/concerns as they chose.

2 DEAT, DTi, and south African Tourism, Global Competitiveness Project, October 2004.

3 For example, a 2001 survey of domestic tourists found that concerns about violence and 

crime were their biggest deterrent, accounting for 16 per cent of all responses. DEAT, DTi, 

sA Tourism, Global Competitiveness Project, 2004. 

4 see chapter 6 for a discussion of the information problems in the industry, and the difficul-

ties experienced by small firms in particular in accessing relevant information.

5 Better Regulation Executive, United Kingdom, June 2000.

6 Better Regulation Task Force, Tackling the impact of increasing Regulation – A Case study 

of hotels and Restaurants, United Kingdom, June 2000.

7 Figure 3.7 shows the percentages of firms in each sub-sector which identified the state 

interface as a constraint on expansion, eg 75 per cent of the eight museums sampled, 38 

per cent of the nine stalls and markets sampled, etc.

8 Counting the Cost of Red Tape for Business in South Africa, sBP, June 2005

9 Figure 3.11 shows the percentages of firms in each sub-sector which identified labour laws 

as the most troublesome and time-consuming set of regulations, eg 60 per cent of the 11 

conference and events centres sampled, 38 per cent of the 32 restaurants sampled, etc.

10 Figure 3.12 shows the percentages of firms in each sub-sector which identified tax laws  

as the most troublesome and time-consuming set of regulations, eg 73 per cent of the  

nine stalls and markets sampled, 30 per cent of the 13 retail and production operations 

sampled, etc.

11 Based on interviews with: Danny Meunier, initiative Couriers; Bernard Marobe, Mankwe 

Tours; and Tshidi Tshinetise, Public Transport Registration and Permit Board, Gauteng 

Department of Public Transport, Roads and Works.

12 Based on interviews with Tony sparks, head of Rosebank and Gauteng Bed and Breakfast 

Association; Anastasia Makgoto, soweto B&B Association; Ted stillwell, B&B owner and 

member of the National Accommodation Association; and Murray Leveton, Chairman – 

Gauteng Combined Accommodation Associations.

13 Costs associated with TV facilities mount significantly, as hotels and many B&Bs also pro-

vide access to pay TV channels. 

14 Based on interviews with Tony sparks, head of Rosebank Bed and Breakfast Association; 

Moses Letsholo, Johannesburg Licensing Unit; Ted stillwell, B&B owner and member of 

the National Accommodation Association; and Murray Leveton, Chairman – Gauteng 

Combined Accommodation Associations.

15 sub-sector results in each case are based on the percentage of sampled firms within the 

sub-sector identifying a particular regulation as most troublesome, eg 15 per cent of 22 

hotels sampled identified health regulations as problematic. 

16 Almost 30 per cent of all tourism firms regarded public liability as one of the most useful 

regulations, as reported in chapter 6.
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Chapter�4

The compliance costs of regulation 

The compliance costs of regulation can be understood as ‘pure red tape’ costs – the costs 

actually incurred by businesses in terms of time and consultants’ fees to comply with 

specific regulatory requirements. These costs do not include any levies, licence fees, or 

other direct financial contributions associated with the regulations in question. 

in Chapter 4 we examine the quantitative data about compliance costs gathered in the 

survey of tourism businesses. The data provides us with a clear idea of regulatory com-

pliance costs by type of cost, sector, and size of firm. sBP’s previous study of the costs of 

regulatory compliance across the economy suggested that tourism firms bear a significantly 

higher regulatory cost burden than firms in other sectors. These findings were strongly 

reinforced by the current study.

4.1� Compliance�costs�for�all�tourism�firms�

in order to gather the estimates of regulatory compliance costs discussed here, the owners 

or relevant senior managers of firms in our sample were asked a range of specific questions 

about the direct and indirect costs of complying with regulatory requirements, as well as 

the costs of obtaining external support from lawyers, auditors, and consultants. 

Clearly, not all firms comply fully with the regulations applicable to them. The survey 

therefore tells us about the overall cost impacts of regulatory compliance for both com-

plying and non-complying firms. These averages apply to all businesses in the sample, 

and not only to firms that are fully compliant with regulations. The sample from which 

our results are drawn is representative of the sectors and the geographical areas we have 

studied, and as such it includes firms across the spectrum from fully compliant to entirely 

non-compliant. 

4.1.1 Recurring/annual compliance costs 
Respondents were asked to estimate the costs in staff time, including senior management 

time, associated with compliance with regulations in each of the identified categories, 

as well as fees paid to professionals and consultants in respect of each component, per 

annum. The following components are included in the calculations for table 4a: 
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Annual licences/registrations – ongoing annual registration, certification, licensing, 

etc. 

Tax compliance – taxes (excluding Worker’s Compensation), inclusive of all calcula-

tions, submission of forms and reports, and the recovery of funds involved in all taxes 

and compulsory levies, including VAT and PAYE for employees, UiF administration, 

training/skills levies, tourism levies, etc. Exclusive of the actual taxes or levies. 

Labour and employment – official regulations relating to staff, employment, personnel 

administration, and labour relations in terms of the Labour Relations Act and the Basic 

Conditions of Employment Act. 

Training/ThETA - requirements in respect of training regulations and ThETA member-

ship, including gaining approval for courses and reclaiming levies paid. 

Employment equity/empowerment - all activities and reporting requirements relating 

to employment equity and black economic empowerment in general as well as the 

Tourism Charter. 

Additional regulations – Any regulations and requirements not already noted but rel-

evant to tourism businesses, including general regulations relating to health and safety, 

the environment, customs and excise, or specific to tourism. 

Government information – all information required by government, including statisti-

cal returns of all types and company reports. 

Municipal regulations/requirements – all municipal regulations and requirements in 

respect of the local or metro authority in which businesses operate/own or rent prop-

erty for business purposes. 

As table 4a shows, the average recurring compliance costs per firm in the tourism sec-

tor, 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 174.1

Table�4a:� � Average�annual�administrative,�labour,�supervisory,�and�professional�costs�of�
regulatory�compliance�

Type�of�regulation� Mean�costs�

Annual licences/registrations R32 070

Professional fees R14 664

Total R46 734

Tax compliance R71 757

Professional fees R25 389

Total R97 146

Labour and employment R23 125

Professional fees R14 608

Total R37 733

Training/ THETA R13 333

Professional fees R5 353

Total R18 686

Employment equity/empowerment R10 714

•

•

•

•

•

•

•

•
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Professional fees R9 206

Total R19 920

Additional regulations R14 360

Professional fees R17 535

Total R31 895

Government information R27 803

Professional fees R7 107

Total R34 910

Municipal regulations/requirements R29 313

Professional fees R6 949

Total R36 262

Mean recurring costs R323 286

The largest element of the new sector-specific total is tax compliance, as demon-

strated in figure 4.1. Tax compliance represents both the highest cost of direct compliance 

and the highest cost in professional fees. The same pattern was evident across the broader 

 economy in sBP’s previous survey, which found that firms across the economy perceived 

tax regulations as by far the most onerous set of regulations. however, while the average 

recurring tax compliance cost for firms in the 2004/5 study was just under R27 000, the 

current study reports an average recurring cost of R97 000 for tourism firms – more than 

three times as high, and indicative of a far more onerous regulatory burden in the tourism 

sector than in the wider economy. 

Tax costs are followed in order of magnitude by annual licences and registrations, and 

labour and employment requirements. An odd feature of the results is ‘additional regula-

tions’, where respondents estimated the direct costs of compliance to be about R3 000 less 

than the costs of professional fees to meet these requirements. The additional regulations 

referred to are largely specific to tourism regulations, and for the most part are specific to 

the particular sub-sectors within the sample (eg aviation requirements for charter airlines, 

regulations specific to game lodges, etc). As such, these regulations tend to be very tech-

nical and complex, and therefore require greater inputs from expert consultants, lawyers, 

and/or accountants. 

Respondents were also asked to identify any foreign regulations they need to comply 

with. Nearly 90 per cent of respondents reported that there were none. however, respond-

ents did include iATA requirements in their broader responses. Compliance costs in respect 

of iATA are therefore included in all calculations referring to recurring compliance costs in 

this chapter. 
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Figure�4.1:� All�firms:�breakdown�of�recurring�compliance�costs�
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The relative importance of different types of regulation to total compliance costs varies 

with firm size. Table 4b breaks down recurring regulatory compliance costs by type of reg-

ulation for each turnover band. The totals in the table represent compliance costs in terms 

of staff time together with the cost of fees for professionals and consultants in each case. 

Table�4b:� � Recurring�regulatory�compliance�costs�by�type�of�regulation�and�enterprise�turnover�
band�

Under�
R250�000

R250�000–
R1�million

R1–<R5�
million

R5–<R25�
million

R25–<R100�
million

R100�
million+

Type�of�regulation� Mean�(R)

Annual 
licences/registrations 

7 926 7 400 19 810 49 252 329 857 177 444

Tax compliance 11 169 24 627 41 879 53 124 849 772 182 017

Labour and employment 5 223 11 209 20 959 31 162 210 864 188 389

Training/ THETA 1 183 4 896 6 509 13 711 119 387 109 417

Employment 
equity/empowerment

1 472 4 874 8 190 24 545 70 835 163 778

Additional regulations 3 782 64 335 20 545 22 060 60 124 42 167

Government 
information 

4 914 6 566 12 055 35 706 260 741 84 211

Municipal 
regulations/requirements 

7 048 10 647 33 333 20 510 245 318 20 956

Total mean recurring 
costs 

42 717 134 554 163 280 250 070 2 146 898 968 379
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As one would expect, compliance costs rise as firm turnover increases. however, 

while firms in the second largest turnover band show a sharp increase in compliance costs, 

this figure declines again for firms in the largest turnover band. This result is anomalous. 

it should be noted that the figure reported for tax compliance costs in the second larg-

est turnover band is extremely high, at almost R850 000. The mean in this category was 

significantly skewed by an exceptionally high figure reported by one respondent, a large 

hotel company, which reported R12 million in staff costs in respect of tax compliance 

costs, together with R2 million in professional fees. The magnitude of the figure was que-

ried by the fieldwork team, and subsequently verified by the hotel company. The reported 

amount is likely to include the full-time staff costs of a number of high-level accountants 

and auditors, and may also reflect additional costs incurred in operations across national 

boundaries, or specific requirements associated with offshore funds. Other firms probably 

did not include full-time staff costs in their figures. As a result, the figure provided by this 

company, while genuine in respect of its own experience, is exceptionally large compared 

with those provided by other firms in the sample. in recognition of this anomaly, table 4c 

presents the same data according to medians rather than means, in order to provide a more 

accurate picture of the distribution of costs across turnover bands. 

Table�4c:� �Recurring�regulatory�compliance�costs�by�type�of��regulation�and�enterprise�turnover�
band�–�medians

Under�
R250�000

R250�000–
<R1�million

R1–<R5�
million

R5–<R25�
million

R25–<R100�
million

R100�
million+

Type�of�regulation� Median�(R)

Annual 
licences/registrations 

2 000 1 600 6 000 6 500 17 000 42 000

Tax compliance 5 650 14 000 20 000 46 000 74 500 92 756

Labour and employment 60 2 400 5 000 20 000 61 500 150 000

Training/ THETA 0 0 200 2 450 42 500 30 250

Employment 
equity/empowerment

0 0 0 5 000 26 000 100 000

Additional regulations 0 100 1 000 2 500 12 000 0
Government 
information 

850 500 1 600 4 000 21 600 8 400

Municipal 
regulations/requirements 

1 500 1 200 1 300 1 800 1 500 15 000

Total median recurring 
costs 

10 000 19 800 35 100 88 250 256 600 438 406

The use of medians eliminates the anomaly discussed above, and the average compli-

ance costs rise steadily with increases in firm size.

Table 4d gives the percentage distribution of recurring regulatory compliance costs 

across categories of regulations by turnover band. 
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Table�4d:� Percentage�distribution�of�recurring�regulatory�compliance�costs�by�turnover�–�means

Type�of�regulation
Under�

R250�000
R250�000–
<R1�million

R1–<R5�
million

R5–<R25�
million

R25–<R100�
million

R100�
million+

Annual 
licences/registrations 

18.6% 5.5% 12.1% 19.7% 15.4% 18.3%

Tax compliance 26.1% 18.3% 25.6% 21.2% 39.6% 18.8%

Labour and employment 12.2% 8.3% 12.8% 12.5% 9.8% 19.5%

Training/ THETA 2.8% 3.6% 4% 5.5% 5.6% 11.3%

Employment 
equity/empowerment

3.4% 3.6% 5% 9.8% 3.3% 16.9%

Additional regulations 8.9% 47.8% 12.6% 8.8% 2.8% 4.4%

Government 
information 

11.5% 4.9% 7.4% 14.3% 12.1% 8.7%

Municipal 
regulations/requirements 

16.5% 7.9% 20.4% 8.2% 11.4% 2.2%

Total 100% 100% 100% 100% 100% 100%

in most cases, tax compliance accounts for the largest percentage of regulatory com-

pliance costs. The exceptions are the second smallest turnover band, where ‘additional 

regulations’ account for almost half the total compliance cost, and the largest turnover 

band, which shows a fairly even spread of responses across tax, licences/registrations, 

labour and employment, and employment equity/empowerment. These ‘irregularities’ are 

due to the differing compositions of the size categories. The only way of eliminating this 

type of irregularity is by controlling for types of operations in the table above, but this 

would require an extremely large sample size, which would be prohibitively expensive. 

Table 4e gives recurring regulatory compliance costs and their breakdown by regula-

tory category and employee size band. it clearly demonstrates the huge increase in actual 

compliance costs for firms with more than 75 employees. Larger firm size and greater com-

plexity of activities create considerable penalties – with firms in the largest employee band 

reporting total annual compliance costs of over R1 million, five times the figure for firms 

in the second largest employee category. 

Table�4e:� � Recurring�regulatory�compliance�costs�by�type�of�regulation�and�employment�size�
band

<5 5–10 10–25 25–75 75+

Type�of�regulation Mean�(R)

Annual licences/registrations 10 665 8 495 21 126 37 512 239 911

Tax compliance 15 230 47 978 31 308 45 142 522 561

Labour and employment 7 785 13 062 11 354 30 414 182 889

Training/ THETA 1 793 4 025 7 810 9 093 98 960

Employment equity/empowerment 2 469 4 567 10 010 19 128 88 335

Additional regulations 60 295* 6 080 6 980 34 155 53 365

Government information 2 946 7 549 17 724 35 515 153 273

Municipal 
regulations/requirements 

4 300 17 910 9 259 20 795 176 632

Mean recurring costs 105 483 109 666 115 571 231 754 1 515 926
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The R60 295 figure recorded by firms in the ‘under five employees’ band in respect 

of the additional regulations category is disproportionately high. This figure was skewed 

by the responses of two firms. A chartered airline estimated compliance costs in respect 

of staff time at R288 000, and professional fees at R2 500 000. The firm explained these 

excessive costs in terms of the vast number of aviation regulations with which it must 

comply in order to keep its planes legally in the air. A second firm, a museum, estimated 

costs in respect of staff time at R150 000. however, it did note that it was a government 

institution, with centralised costs, and that it was therefore able to provide only a rough 

estimate of the figure in question. 

Table 4f shows the percentage distribution of recurring regulatory costs, based on 

the costs reported in table 4e. For firms employing five to 10 staff the largest proportion 

of costs – over 40 per cent – is accounted for under tax compliance requirements. The 

distribution across types of regulations is more dispersed in the larger firms, with tax com-

pliance consistently appearing as the highest proportion of total compliance costs in each 

band. 

Table�4f:� ��Percentage�distribution�of�recurring�regulatory�compliance�costs�by�type�of�regulation�
and�employment�size�band

Type�of�regulation <5 5–10 10–25 25–75 75+

Annual licences/registrations 10% 8% 18% 16% 16%

Tax compliance 14% 44% 27% 20% 34%

Labour and employment 7% 12% 10% 13% 12%

Training/THETA 2% 4% 7% 4% 7%

Employment equity/empowerment 2% 4% 9% 8% 6%

Additional regulations 57% 6% 6% 15% 4%

Government information 3% 7% 15% 15% 10%

Municipal 
regulations/requirements 

4% 16% 8% 9% 12%

 
4.1.2 Distribution of compliance costs by regulatory category 
Analysis of the data across turnover bands suggests the existence of complexity thresholds. 

Looking at the impact of tax compliance requirements in figure 4.2, for example, we can 

see that tax compliance accounts for at least 15 per cent of the total compliance burden for 

firms of all sizes. it has already been noted that, owing to the extremely high reported reg-

ulatory costs for a large hotel group, the tax compliance costs in the R25 million to R100 

million turnover band are exceptionally high. Even allowing for this anomaly, figure 4.2 

presents an odd pattern. Where one might expect to see a steady decrease in tax regula-

tions as a percentage of overall compliance from the smallest to the largest firms, as a result 

of economies of scale, one instead finds the graph rising and falling across the turnover 

bands. 

As expected, firms in the smallest turnover category experience tax compliance as a 

significant proportion of their overall compliance burden. This proportion declines for 

firms in the second turnover category, suggesting that these firms have the advantage of 

a more systemised approach to tax compliance, but have not yet crossed the ‘complex-

ity threshold’. Firms with a turnover of more than R1 million do cross the complexity 

threshold – with the result that tax compliance accounts for a higher proportion of their 



The compliance costs of regulation 57

overall compliance burden. Tax requirements for these firms are likely to be more complex 

as a result of firms being engaged in multifaceted operations and employing more staff, 

and having to comply with a wider range of tax requirements (responses incorporate all 

requirements in respect of VAT, PAYE for employees, UiF, training/skills levies, tourism lev-

ies, etc). 

The drop-off in tax compliance as a proportion of overall compliance for the largest 

turnover category demonstrates the benefits of economies of scale. The biggest firms tend 

to have highly specialised staff dealing with compliance requirements, and have imple-

mented systems and processes that enable requirements to be managed efficiently and 

cost-effectively. 

Figure�4.2:� Contribution�of�tax�regulations�to�compliance�costs�by�turnover�

Looking at the costs of staff time together with the costs of professional fees gives a 

picture of variations in levels of compliance costs across the different sub-sectors, as illus-

trated in table 4g. 

Compliance costs reported by respondents in the ‘air and other transport’ sub-sector 

are extraordinarily high, primarily as a result of the reported figure of R2,5 million spent 

on professional fees in respect of additional regulations. This result was obtained from a 

very small sample2 of firms, and should therefore be treated with caution. however, if this 

figure is anywhere near accurate, it suggests a clear priority for regulatory review. 
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Table�4g:� Recurring�compliance�costs�by�sub-sector�

Main�type�of�activity Cost�of�compliance�(mean)

Air transport R2 861 180

Costs of staff time R329 675

Professional fees R2 531 505

Other accommodation R499 548

Costs of staff time R387 222

Professional fees R112 326

Conference & events centres R348 625

Costs of staff time R224 551

Professional fees R124 074

Restaurants R308 186

Costs of staff time R211 531

Professional fees R96 655

Vehicle rental R278 170

Costs of staff time R175 094

Professional fees R103 076

Bus tours & safaris R248 381

Costs of staff time R185 094

Professional fees R63 287

Entertainment, culture & sport R228 969

Costs of staff time R151 374

Professional fees R77 595

All other retail & production R214 434

Costs of staff time R145 852

Professional fees R68 582

Hotels R197 422

Costs of staff time R129 760

Professional fees R67 662

Other diverse R174 336

Costs of staff time R149 719

Professional fees R24 617

Travel agencies R157 852

Costs of staff time R60 449

Professional fees R97 403

Stalls and markets R135 607

Costs of staff time R117 225

Professional fees R18 382

Museums R133 525

Costs of staff time R113 049

Professional fees R20 476
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4.1.3 Once-off compliance costs 
Besides calculating recurring compliance costs, the survey sought to identify once-off 

compliance costs – including company registration, for example – and other once-off 

registrations, certifications, and licences. Firms were asked to identify all licences and reg-

istrations that they were required to have. Table 4h lists the most common responses from 

firms across the sample. 

Table�4h:� Once-off�compliance�requirements�

Once-off�licences/registrations�
Percentage�of�

responses�

Company registration/business licence 61%

Liquor licence 40%

Specific health and safety requirements 28%

VAT registration 27%

SAMRO licence 19%

TV licences 15%

Road transport permit/other transport 
licence

14%

Vehicle licence and roadworthy 
certificate

9%

SARS/ tax registration 8%

IATA 7%

Trading licence 7%

Tour guide registration with FGASA 7%

Registration with SATSA 5%

Registration with ASATA 5%

having identified the sorts of once-off registrations and licences that they are required 

to obtain, businesses were asked to estimate the costs of staff time, including manage-

rial time, together with the costs of consultants, to undertake the work required to obtain 

these initial registrations and licences. The results are presented in table 4i. Responses 

were grouped according to turnover/gross income in the past year.

Table�4i:� Costs�of�compliance�with�initial�registrations�or�licences�by�turnover�bands�

Turnover/gross�income�in��
the�past�year�

Cost�of�compliance�(mean)

Under R250 0003 R8 656 

Costs of staff time R5 309

Professional fees R3 347

R250 000–<R1 million4 R27 904

Costs of staff time R21 184

Professional fees R6 720

R1–<R5 million5 R23 036

Costs of staff time R12 960
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Professional fees R10 076

R5–<R25 million6 R84 221

Costs of staff time R39 236

Professional fees R44 985

R25–<R100 million7 R85 375

Costs of staff time R47 844

Professional fees R37 531

R100 million8 R356 611

Costs of staff time R160 722

Professional fees R195 889

Total (mean)9 R47 815

Costs of staff time R25 581

Professional fees R22 234

The costs of staff time and professional fees in obtaining these initial registrations and 

licences varied considerably across the different sub-sectors, as shown in table 4j. 

Table�4j:� Costs�of�compliance�with�initial�registrations�or�licences�by�sub-sector10

Main�type�of�activity Cost�of�compliance�(mean)

All other retail & production R182 408

Costs of staff time R93 183

Professional fees R89 225

Entertainment, culture & sport R168 900

Costs of staff time R105 789

Professional fees R63 111

Hotels R74 179

Costs of staff time R16 262

Professional fees R57 917

Conference & events centres R61 800

Costs of staff time R35 300

Professional fees R26 500

Air transport R41 625

Costs of staff time R24 750

Professional fees R16 875

Travel agencies R39 258

Costs of staff time R17 528

Professional fees R21 730

Other accommodation R35 978

Costs of staff time R22 127

Professional fees R13 851

Bus tours & safaris R31 252
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Costs of staff time R22 732

Professional fees R8 520

Vehicle rental R30 784

Costs of staff time R16 932

Professional fees R13 852

Restaurants R24 505

Costs of staff time R15 118

Professional fees R9 387

Museums R18 500

Costs of staff time R10 000

Professional fees R8 500

Stalls and markets R13 986

Costs of staff time R5 629

Professional fees R8 357

Other diverse R5 200

Costs of staff time R4 200

Professional fees R1 000

Total R47 815

Costs of staff time R25 581

Professional fees R22 234

4.2� Distribution�of�compliance�costs�by�sub-sector�

Annual recurring compliance costs reported by firms in the sample were analysed by sub-

sector, in order to provide a better understanding of the distribution of types of regulatory 

costs. There were very few respondents in some sub-sectors, and in these cases the results 

must therefore be treated as examples of firms’ experiences within the sub-sector rather 

than as representative of the sub-sector in question. 

This is particularly true in the case of ‘air travel’, which included only two firms: a 

charter airline operator and an aircraft maintenance company. These companies reported 

over 97 per cent of their regulatory compliance costs in the ‘additional regulations’ 

 category – which in this case referred to a wide range of regulations specific to the airline 

industry, including requirements under the international Air Transport Association and 

Aircraft Maintenance Organisation. 

Results from sub-sectors (excluding air travel for the reasons described above) are pre-

sented in the figures below, with sub-sectors grouped together to show similarities and 

differences in the percentage distribution of costs. 

Figure 4.3 shows the distribution of compliance costs for ‘stalls and markets’ and 

‘other retail operations’. ‘stalls and markets’ represents the responses of nine firms, all with 

a turnover of less than R5 million, and employing fewer than ten staff. Unsurprisingly, tax 

compliance accounts for the largest proportion of their compliance costs. While costs in 

respect of personnel and administration may appear disproportionately large for enter-

prises with very small staff complements, it should be borne in mind that these enterprises 

are focused on a single activity, and are small enough and have a sufficiently low profile to 

qualify for a fairly limited set of compliance requirements. 
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Figure�4.3:� Distribution�of�compliance�costs�for�‘stalls�and�markets’�and�‘other�retail’�

Other retail and production enterprises, 13 in total, cover the full range of turnover 

bands, from less than R250 000 a year to more than R100 million, and employ from fewer 

than five to more than 75 staff. As such, their operations are likely to be more complex and 

to incur a wider range of compliance requirements. Their distribution of compliance costs 

shows that more than half the total is incurred in annual registrations, certifications and 

licences, including company registrations, import and export licences, trading licences, 

and health and safety requirements. Tax compliance and personnel administration also 

account for significant proportions of the total. 

Figure�4.4:� Distribution�of�compliance�costs�for�‘hotels’�and�‘other�accommodation’�

Figure 4.4 shows the percentage distribution of compliance costs for ‘hotels’ and ‘other 

accommodation’ (including bed and breakfasts, guest houses, and camping facilities). The 

sample includes 22 hotels, falling mainly in the R1 million to R25 million turnover bands, 
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with staff complements ranging from fewer than five to more than 75, mainly clustered 

between 10 and 74 employees. Additional regulations account for the highest proportion 

of compliance costs for hotels. This is likely to include requirements in respect of tourism 

grading, vehicle and passenger transport, health and safety, and food/hygiene. The distribu-

tion across other regulatory categories is fairly dispersed, with taxes, annual registrations 

and licences, and personnel administration/labour relations together accounting for about 

half the total. 

‘Other accommodation’ includes 77 establishments, the large majority with turnovers 

of less than R5 million a year, and most employing fewer than 25 staff members. Their 

size probably places them below the threshold for a large number of the regulations that 

large accommodation establishments, such as hotels, have to comply with. As a result, tax 

compliance is by far the largest part of their regulatory burden. Nonetheless, compliance 

with municipal regulations is not an insignificant proportion of total compliance costs for 

these firms, and is likely to be indicative of requirements in respect of zoning and planning 

permissions. 

Figure�4.5:� � Distribution�of�compliance�costs�for�‘bus�tours�and�safaris’,�and�‘vehicle�rental�
companies’�
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Figure 4.5 shows the results for ‘bus tours and safaris’, of which there are 22 in the 

sample, and ‘vehicle rental’, of which there are 29. Both categories cover the full range of 

turnover bands and employee numbers, with a fairly even distribution from smallest to 

largest. The results for the two sub-sectors are very similar, with the exception of tax com-

pliance costs, which accounts for a far larger proportion of the total in respect of bus tours 

and safaris. These sub-sectors show the most even distribution across types of regulatory 

costs, which may be partly attributable to the size and diversity of the sample in each case.
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Figure�4.6� Distribution�of�compliance�costs�for�‘restaurants’�and�‘conference�centres’�
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Figure 4.6 shows the distribution of compliance costs for ‘restaurants’ and ‘conference 

and events centres’. The sample includes 32 restaurants, across the full range of turnover 

and employment categories, and 11 conference and events centres, also of widely varying 

sizes. Restaurants reported municipal regulations as a considerable proportion of compli-

ance costs. This is largely a result of zoning requirements and planning permissions, liquor 

licences, and municipal health and safety requirements and fire regulations. Personnel 

administration and labour relations also constitute a significant proportion of the regula-

tory burden for restaurants. Likely explanations include high staff turnover, requirements 

in respect of shift work, and large staff complements relative to other tourism businesses. 

The pattern was more dispersed for conference and events centres. interestingly, govern-

ment requirements for information and statistical returns were reported as accounting 

for over 15 per cent of the regulatory burden – considerably higher than most sub-sec-

tors. Anecdotal evidence suggests that this is probably attributable to a significant number 

of surveys that have recently been conducted among tourism firms, including conference 

venues – probably resulting in high levels of ‘survey fatigue’. 

Figure�4.7:� Distribution�of�compliance�costs�for�‘entertainment/culture/sport’�and�‘museums’
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Figure 4.7 shows the distribution of compliance costs for organisations providing 

‘entertainment/culture/sport’ primarily to a tourist market, of which there are nine in the 

sample, and ‘museums’, of which there are eight. The former sub-sector shows an even 

distribution across all turnover bands and employee numbers, while museums are con-

centrated in the smaller turnover bands (less than R25 million), but with widely varying 

staff numbers. The entertainment/culture/sport sub-sector reports government statistical/

information requirements as a very high proportion of compliance costs, and the museums 

sub-sector reports this as its second highest proportion, after tax compliance. Enterprises 

in both categories are probably partially or fully funded by government, and must there-

fore comply with rigorous reporting requirements. 

Figure�4.8:� Distribution�of�compliance�costs�for�‘travel�agencies’

Figure 4.8 shows the results for ‘travel agencies’, of which there are 27 in the sample. 

The turnovers of travel agencies surveyed ranged from less than R250 000 in turnover to 

more than R100 million, with the majority clustered between R250 000 and R25 million, 

and employing fewer than 25 staff members. Tax compliance was clearly the major issue 

for firms in this sector, accounting for more than a third of total compliance costs, closely 

followed by employment equity and empowerment requirements. This is an interesting 

result in that this is the only sub-sector to identify the latter category of regulations as a 

significant proportion of the overall compliance burden. This probably reflects the need for 

those agencies wishing to act as preferred service providers to government to meet the lat-

ter’s employment equity targets. While it can be argued that this is not strictly a mandatory 

requirement for these firms, it is nonetheless true that their chances of securing contracts, 

specifically government contracts, are largely dependent on high levels of compliance. 

4.3� Perceptions�of�trends�in�regulatory�costs�

Respondents were asked to estimate whether the costs to their company of all regulatory 

compliance had increased or decreased over the past two years and over the past ten years. 

They were also asked whether they expected the costs of government regulations applica-

ble to private businesses to increase, stay more or less the same, or decrease. The results 

are shown in figure 4.9.
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Figure�4.9:� Trends�in�compliance�costs�

The large majority of firms believe that compliance costs have increased over the past 

10 years, and even more believe that they have increased over the past two years.  The 

majority of firms expect compliance costs to increase further in the future. 

Endnotes

1 sBP, Counting the Cost of Red Tape for Business in South Africa, June 2005. 

2 Only 2 firms were included in this sub-sector.

3 sample size: 45 firms.

4 sample size: 64 firms.

5 sample size: 77 firms.

6 sample size: 43 firms.

7 sample size: 18 firms.

8 sample size: 9 firms.

9 sample size inclusive of 10 firms who did not disclose turnover information: 266.

10 sample sizes as for table 4i.
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Chapter�5

The complexity of compliance 

5.1� Use�of�external�consultants�

Businesses of all sizes and in all sectors may require external consultants to assist them 

on various matters at various times. Businesses in our sample were asked to identify 

the kinds of consultants whom they use for different kinds of work, excluding legal and 

auditing work. Forty per cent of respondents stated that they do not routinely use con-

sultants in their businesses. Of the 266 firms sampled, 104 reported using consultants for 

specific regulatory compliance issues. The most commonly reported types of consultancy 

required by these firms are represented in figure 5.1.1

Figure�5.1:� Use�of�consultants�to�assist�in�regulatory�compliance
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We can assume that the use of external professionals relative to the costs of in-house 

resources is a useful rough indicator of the complexity of regulatory compliance. By way of 

demonstration, analysis at a sub-sectoral level shows considerable variation in the propor-

tion of once-off compliance costs incurred as a result of professional fees, as demonstrated 

in table 5a.
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Table�5a:� � Professional�fees�as�a�percentage�of�total�once-off�compliance�costs�by�sub-sector2�

Main�type�of�activity
Professional�fees�as�a�
proportion�of�once-off�

compliance�costs

Hotels 78%

Stalls and markets 60%

Travel agencies 55%

All other retail & production 49%

Museums 46%

Vehicle rental 45%

Conference & events centres 43%

Air transport 41%

Other accommodation 38%

Restaurants 38%

Entertainment, culture & sport 37%

Bus tours & safaris 27%

Average 44%

As noted, these once-off compliance requirements include initial registrations, cer-

tification, and licenses. The majority of firms included company registration, business 

licenses, and/or liquor licenses for the purposes of this calculation. hotels, stalls and 

markets, and travel agencies all reported that more than half their total once-off compli-

ance costs were incurred in respect of professional fees for consultants, lawyers, etc. This 

suggests a need to look closely at the complexity of start-up procedures in each of these 

sub-sectors, in order to understand why external consultants are so heavily used. 

Table 5b shows professional fees as a proportion of annual recurring compliance costs.
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Table�5b:� Professional�fees�as�a�percentage�of�annual�recurring�compliance�costs�by�

sub-sector3�

Main�type�of�activity
Professional�fees�as�a�

proportion�of�recurring�
compliance�costs

Air travel 88

Travel agencies 62

Vehicle rental 37

Conference & events centres 36

Hotels 34

All other retail & production 32

Entertainment, culture & sport 34

Restaurants 31

Bus tours & safaris 25

Other accommodation 22

Museums 15

Stalls and markets 14

The extreme case of the charter airline, in the air transport sub-sector, has been 

discussed. The only other sub-sector in which professional fees form a very high propor-

tion of compliance costs is travel agencies. This is perhaps not surprising, since travel 

agents engage in a very broad range of activities in the tourism industry, including deal-

ing with airlines, visa requirements, accommodation establishments, tour operators, and 

so on. Given the breadth of these activities, it might well be expected that travel agencies 

would draw on external expertise to comply with a necessarily broad range of compliance 

requirements. 

in section 4.1.1 we noted that, in respect of additional regulations, the overall cost 

incurred for professional fees was in fact higher than the direct compliance costs incurred 

in respect of staff time. We noted that the additional regulations referred to are largely spe-

cific to tourism regulations, often specific to the particular sub-sectors within the sample, 

and as such are technical and complex and require substantial input from expert con-

sultants, lawyers, and/or accountants. Figure 5.2 looks at the costs incurred in respect of 

professional fees as a percentage of total compliance costs across the sub-sectors in the 

sample. There is a huge variation across the sub-sectors. The air transport4 and restaurants 

sub-sectors report extremely high proportions of their compliance costs in this area as 

professional fees. This suggests high levels of complexity in respect of sub-sector-specific 

regulations in these two cases, since firms are clearly unable to manage the requirements 

without incurring significant external expenses. Travel agencies, conference and events 

centres, vehicle rental and other accommodation report about a third of their compliance 

costs as professional fees in this category.5 We would suggest that this is an important area 

for further study at sub-sector level, in order to identify whether specific changes are possi-

ble to address the apparent complexity of regulatory compliance requirements. 
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Figure�5.2:� � Professional�fees�as�a�proportion�of�compliance�costs�in�respect�of�additional�
regulations6

Looking at the use of consultants across all types of regulatory requirements, respond-

ents were asked to comment on whether, in general terms, the consultants they had 

used had offered value for money or not. Forty-nine per cent of respondents felt that the 

consultants they had used had offered good value for money. sixteen per cent felt that con-

sultants had not offered value for money, and 35 per cent stated that the question was not 

applicable to them. 

5.2� Access�to�information�

The global trend of rapid growth in the tourism industry is reflected in south Africa in the 

emergence of large numbers of new players, many of which are small businesses. in Chap-

ter 1 we noted that the tourism industry is characterised by fragmentation across public 

and private sector bodies. At the local level, a lack of capacity, weak cluster linkages, and 

poor industry organisation are seen as key barriers to growth. 

The various government departments and statutory agencies working with the sector 

also suffer from a lack of effective forums for communication and co-ordination. Research 

commissioned by the government has clearly shown the need for efforts to improve com-

munication and build stronger relationships across the sector.7 

While there are a number of well-established industry associations across the tourism 

sector, some sub-sectors are without organised representation through trade associations. 

Where such associations do exist, the benefits of membership are often skewed towards 

larger businesses. smaller businesses may be limited in their ability to access potential 

 benefits as a result of a lack of influence, as well as time and resource constraints.8

This fragmentation, together with the highly competitive nature of the industry, has 

resulted in information flows being very weak on every level – top down, and bottom up. 

Tourism authorities are unable to access reliable data on the nature, size, and structure 

of the sector. The tourism industry reports that it does not have sufficient information on 

the profile of potential service users.9 individual tourism enterprises, particularly smaller 

ones, feel ill-informed and ill-equipped to understand and respond to the wide range of 
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regulations and guidelines pertaining to their businesses. At a very basic level, this sense of 

confusion was clearly borne out by our survey findings, which revealed considerable lack 

of clarity in distinguishing between mandatory requirements and voluntary schemes. 

The survey asked respondents to comment on how easy or difficult it was to find 

information on government regulations. A total of 244 respondents provided answers to 

this question (22 described it as non-applicable). As illustrated in figure 5.3, just more 

than half the respondents felt that it was fairly or even very easy to access the relevant 

information. however, 40 per cent found such access fairly or very difficult. 

Figure�5.3:� Ease�of�access�to�information�on�government�regulations10�

The distribution of responses strongly demonstrates that it is smaller firms who are 

most likely to struggle to access relevant information, as seen in figure 5.4.11 

Figure�5.4:� Ease�of�access�to�information�about�government�regulations�by�turnover
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Access to information about regulatory compliance requirements needs to be easier, in 

order to enable firms to comply effectively and efficiently with regulations. This is particu-

larly true for smaller firms, who find it difficult to make available the time and resources 

needed to keep up to date with regulatory changes. The extent to which firms express a 

lack of understanding and consternation at the wide range of applicable rules, and the 

effort involved in keeping up with changes, also points to the need for improved co-ordi-

nation across the various government departments and statutory bodies responsible for 

tourism regulations, and improved communication at the industry and sub-sectoral level.
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Endnotes

1 Percentage totals in figure 5.1 were calculated against a sample size of 104 respondents, eg 

43 of 104 respondents (or 41%) reported using external consultants for advice on labour 

regulations. 

2 Figures were calculated on the basis of the full sample of 266 firms. 

3 Figures were calculated on the basis of the full sample of 266 firms.

4 As previously noted, these results should be treated with caution given that only two firms 

were included in this sub-sector. 

5 ‘Entertainment’ and ‘stalls and markets’ sub-sectors reported negligible costs in respect of 

professional fees.

6 in figure 5.2 the percentages in each case represent professional fees as a proportion of total 

compliance costs for firms sampled in each sub-sector, eg professional fees accounted for 

79% of total compliance costs for the 32 firms included in the restaurant sub-sector. 

7 DEAT, DTi, south African Tourism, Global Competitiveness Project, October 2004. 

8 ibid.

9 ibid.

10 Percentage totals in figure 5.3 were calculated against a sample of 244 respondents.

11 Percentage totals in figure 5.4 were calculated against a sample of 244 respondents, divided 

into categories by turnover.
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Chapter�6

Concluding discussion

6.1� The�benefits�of�regulation

Most business people recognise that some regulations are necessary and beneficial, and 

protect businesses as well as their clients. in order to situate the quantitative infor-

mation about compliance costs in this context, respondents were asked to think of all 

regulations, including tourism-specific regulations, and identify those that they most wel-

comed and/or found most necessary and useful. 

Responses, represented in figure 6.1, clearly show the importance of protective regu-

lations, notably public liability insurance and health and safety regulations, which firms 

recognised as necessary and beneficial. interestingly, tourism grading regulations were also 

relatively highly ranked – suggesting an appreciation of the competitive advantage pro-

tected by these requirements, despite high levels of frustration associated with them as 

evidenced in chapter 3.

Figure�6.1:� Most�useful�regulations�
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Respondents noted that some regulations were necessary but were not properly 

enforced. They were asked to identify regulations, in general as well as those specific to 

tourism, that they would like to see more strictly enforced.1 The results, presented in figure 

6.2, again point to issues of competitive advantage. At various stages during the interview 

process, firms expressed frustration at unfair competition from unregistered and/or non-

compliant businesses, and this is clearly visible in a preference for stronger enforcement in 

this area. As in chapter 3, responses suggesting a need for better regulation in the area of 

law and order and policing probably reflect frustration at crime levels and security issues 

in general rather than views on the relevant regulations as such. Unsurprisingly, regula-

tions identified as particularly valuable (figure 6.1), such as health and safety and tourism 

grading, rank highly as ones that firms would like to see enforced more effectively.

Figure�6.2:� Regulations�requiring�better�enforcement�

Legal registration of businesses
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Respondents were also asked whether there were any new regulations which they 

would like to see introduced that would be helpful to tourism businesses such as their 

own. Responses clustered around two suggestions – the introduction of effective regula-

tions to improve security and combat crime, and regulations aimed at career training in the 

tourism industry, from school level upward. Most notably, over half the respondents stated 

that, rather than introducing new regulation, existing regulations need to be better com-

municated, implemented, and enforced.

This reinforces findings from other studies.  The Global Competitiveness Project, 

for example, reports that a key priority for government action in the tourism industry, in 

respect of the regulatory environment, is the need to strictly enforce government regu-

lations, including environmental standards; increase the predictability of government 

policies; and simplify compliance procedures related to government regulations.2

6.2� Conclusions�and�recommendations�

As noted in chapter 1, impediments to growth in the tourism industry cover a range of 

factors, many of which are structural rather than regulatory. Respondents raised a lack 

of demand, high levels of competition, and concerns about crime and safety as key con-

straints on expansion. While regulatory concerns are clearly not the primary barrier to 
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growth and profitability for firms in the tourism sector, the survey shows very clearly that 

the regulatory burden is exceptionally onerous for tourism firms compared to firms in 

the broader economy. Reasons for this include the diversity of services provided by indi-

vidual tourism firms, the considerable number of government departments and statutory 

bodies responsible for different aspects of industry regulation, high levels of fragmenta-

tion within the industry, poor access to information about and a poor understanding of 

regulatory requirements, and inconsistent and uneven enforcement. The result, according 

to our survey respondents, is that average compliance costs are up to three times higher 

than in other economic sectors. This is also an industry made up primarily of sMMEs, 

with widely varying levels of awareness of and compliance with regulatory requirements. 

Perceptions of relatively high levels of non-compliance within the sector, particularly 

among smaller and newer establishments, is a significant source of frustration for those 

operators who have spent time and money to ensure their own compliance, and who see 

some competitors operating outside the boundaries of compliance, and in many cases 

appearing to suffer no ill-effects. The lack of consistency of standards, and of even-

handed and effective enforcement, is a real concern among many tourism enterprises. 

While tourism firms recognise the need for regulations and the valuable protection 

offered by specific regulations, such as health and safety requirements and insurance, 

respondents to the survey reiterated, time and again, the need for:

a rationalised, streamlined regulatory framework;

a simplification of procedures, to make them easier to understand and also to reduce 

the time required for compliance;

consistent rules across different provinces and municipal areas;

the effective dissemination of regulatory information, preferably through a single 

information portal;

effective communication of changes to regulation through readily accessible public 

media; and

improved and consistent enforcement, particularly at the municipal level. 

The need to look seriously at the level of compliance costs experienced by the sector, 

and to take urgent action to address the issue, is underpinned by its enormous potential 

as a driver of economic growth and employment creation, as envisaged under the govern-

ment’s AsgisA strategy. This potential is clearly inhibited by the fact that many regulations 

act as a disincentive to growth for individual firms, as convincingly demonstrated by the 

survey results. 

Nearly 40 per cent of the smallest firms (with turnover of less than R250 000 a year) 

report constraints on growth as a result of the state interface – citing a combination of 

low levels of government support or inadequate service, and specific regulatory bur-

dens. Over 20 per cent of firms in the R25 million–R100 million turnover band report 

that onerous or inappropriate regulatory requirements and red tape prevent them from 

expanding their business. Nearly 70 per cent of firms in this turnover band report that 

regulatory barriers discourage them from hiring new employees. This reluctance to take 

on more staff is echoed in all turnover categories, with responses ranging between 40 and 

50 per cent. Reasons cited by respondents include inappropriate and burdensome labour 

laws, the time and hassle involved in the administrative requirements associated with 

labour regulations, and the time and costs associated with skills development, including 

the skills development levy and ThETA requirements.

•

•

•

•

•

•
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These results are without doubt cause for concern. if south Africa is to promote its 

competitiveness as an international tourist destination, and realise the economic growth 

that can potentially be generated by this industry, it must establish an enabling institu-

tional and regulatory framework that encourages firms of all sizes to expand and create 

more jobs. 

The survey results indicate that labour and tax laws are key areas for review. in both 

cases, the regulatory framework is modelled on permanent, full-time work, and as such is 

not well suited to the tourism industry, which typically needs flexible and irregular work-

ing times and shift work, and is highly affected by seasonality.

A number of additional tourism-specific regulations have also emerged as problem-

atic. Tourism grading requirements, while voluntary rather than mandatory (but almost 

obligatory in the marketplace), are a significant cause of frustration. This issue needs to be 

examined more closely in order to understand where the problems lie, and how to ensure 

that the benefits of grading are clearly recognised as outweighing the effort and cost. it 

may well be that responses in this area are indicative of a wider set of frustrations, of which 

grading requirements are a component rather than the whole. 

in earlier chapters we noted that south Africa’s tourism industry is characterised by 

a lack of skills at various levels as well as underinvestment in human capital. The diffi-

culty of obtaining skilled employees, at all levels of the industry, increases firms’ operating 

costs. While ThETA exists to address this challenge and build skills within the industry, 

the requirements imposed by membership are regarded as onerous by businesses, and, as 

noted above, create a disincentive to employment creation for many firms. Clearly, the nec-

essary skills will need to be developed over time, with the burden shared by government 

and tourism firms, working in partnership with educational institutions. The government 

has already committed itself to creating a supportive and appropriate legislative environ-

ment for ThETA. Progress in this area is urgent, and will require close engagement with the 

industry at the sub-sectoral level to ensure a common understanding of needs and priori-

ties. At present, most tourism firms resent skills development levies, and reform efforts are 

needed to reposition them as a valued contribution to the longer-term development of the 

sector. 

Access to information needs to be easier, particularly for small firms. A number of 

compliance procedures – including tax returns and, more recently, liquor licence appli-

cations – are becoming available online. There is considerable scope for extending the 

availability of online procedures, thus allowing business to spend less time on obtaining 

and completing forms. The extent to which firms express a lack of understanding of and 

consternation at the wide range of applicable rules, and the effort involved in keeping up 

with changes, points to the need for improved coordination among the various govern-

ment departments and statutory bodies responsible for tourism regulations, and improved 

communication at the industry and sub-sectoral level. 

Tourism firms express real frustration in respect of municipal requirements and 

interactions. This holds true from the smallest B&Bs to the largest hotels. The varia-

tion in rules and standards across different municipalities, together with perceptions of a 

lack of understanding at the local government level of the requirements and functioning 

of tourism firms, results in frustration and disillusionment. DEAT and DTi are commit-

ted to improving the business environment for firms in this sector at the national level, 

but if that commitment is not translated into appropriate and effective regulations at the 

municipal and provincial level, it will have a limited impact. 

Efforts to identify and unblock specific bottlenecks at the metro and provincial level, 
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together with evidence-based advocacy at the national level, are essential for effective 

reform in the sector. Metropolitan and provincial efforts stand a much better chance of 

success if they are underpinned by high-level national commitments and political will. 

This report provides a first step in identifying some of the main problem areas, together 

with quantitative data supporting a strong case for reform. 

Given the great diversity of the tourism industry, it is not surprising that analysis of 

the data at the sub-sectoral level reveals considerable variation in respect of major regula-

tory costs and problems. 

There are specific sub-sectoral responses that are cause for concern, such as the charter 

airline that reports R2,5 million spent on professional fees in order to comply with sub-

sector-specific regulations, or the hotel company that reports spending 15 per cent of its 

turnover on VAT compliance. The extent to which these cases reflect the experience of sim-

ilar firms or are anomalous results needs to be explored.3

The results also suggest that anomalies may occur where particular companies have 

been scrupulous in recording all costs of regulatory compliance down to the finest detail. 

The fact that the other companies in the same categories record significantly lower costs of 

compliance may indicate that the overall patterns underestimate rather than overestimate 

the costs of regulatory compliance. 

To conclude, we emphasise that the purpose of this report is to provide a basis for 

constructive debate between government and industry stakeholders. We have received val-

uable input from both the public and private sector players throughout the study, and hope 

that the results will usefully feed into continuing discussions and reform initiatives. 

Given an appropriate and supportive regulatory environment, the tourism sector has 

huge potential to drive economic growth and job creation in south Africa, as envisaged by 

government policy. What is more, the positive benefits of an enabling environment and 

more effective and appropriate regulations will yield considerable benefits in reducing bar-

riers to entry and formalisation for emerging black entrepreneurs. 
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Appendix�1:� Main�activity�of�sampled�businesses�according�to�sampling�sectors�
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Accommodation 1  18 52   1       

Food & beverage 1    26       1  

Tourism product 
providers

8 6 1 1 1 10 1    4 4 5

Tour operators and other 
transport

1      15 28 2 5    

Intermediaries    1   2 1  21 1   

Mpumalanga corridor 2 3 3 23 5 1 3   1  4 3

Note:  Where contradictions occur between sampling sectors and main activity, these are due to multiple 
activities where the main activity differs from the category in which the sample was originally selected.

Endnotes

1 The question was posed to the 266 firms in the main sample. 298 responses were received.  

One quarter stated that no improvements to enforcement were needed. 

2 DEAT, DTi, and south African Tourism, Global Competitiveness Project, October 2004. 

3 These anomalous findings may well reflect a problem inherent in using relatively small but 

financially realistic sample sizes in highly complex categories of business, where individual 

variations in responses can distort overall trends.



This report was prepared by a team led by Chris Darroll, and also comprising Lawrence 
Schlemmer, Simon Dagut, Douglas Irvine, Sarah Meny-Gibert and Kerri McDonald, 
who is its principal author. The survey was conceptualised by SBP in consultation with 
ComMark Trust and experts in the tourism field. Funding was provided by ComMark. 
SBP commissioned MarkData (Pty) Ltd to devise the sampling and carry out the field-
work and data collection and collation. SBP and MarkData gratefully acknowledge the 
cooperation of the business executives and owners who participated in this survey.

ComMark  stands for Making Commodity and Service Markets Work for the Poor. Com-
Mark Trust was established in 2003 with funding from the UK’s Department for Interna-
tional Development (DFID). It is a regional development initiative that aims to reduce 
poverty through improving the legal, regulatory, policy, institutional and business serv-
ice environments in high-growth, pro-poor sectors.

ComMark concentrates on working with government, industry players and business 
rather than setting up and implementing projects. Its primary role is as a thought leader 
and innovator. Where the trust does engage in specific markets it works through es-
tablished partners to implement its vision by providing grant funding and technical 
assistance.

SBP is an independent not-for-profit private sector development and research com-
pany, promoting strategic partnerships and a better policy, regulatory and operational 
environment for business growth in Africa. Our work combines research, advocacy, 
and practical business development programmes. Our projects are supported by the 
private sector and a variety of development agencies. SBP (originally the Small Busi-
ness Project) is registered in South Africa as a Section 21 company.

Managed by ECIAfrica




