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Executive Summary

97 German companies with long lasting experiences in the SADC region participated
in the “SADC Business Climate Survey 2007” conducted by Afrika-Verein from June
to September 2007.

With 84.5 % of all respondents being active in the Republic of South Africa, the focus
of German business activities remains on the Cape, followed by Namibia (34 %),
Tanzania (33 %), Angola (32 %) and Zambia (30.9 %). Angola has experienced the
most rapid increase in economic activities of German businesses rising from rank 7 to
rank 4 of the German top business destinations in SADC.

Asked about the status quo of their business activities in SADC, 46.4 % rated them
as good, 7.2 % as very good. Another 35 % assessed their business activities as
mediocre. The remaining 11.3 % were not satisfied with their current involvement.

The development of economic activities has been positive in the past 12 months. 50.5
% of the respondents have expanded their activities over that period, 34 % of the
companies kept the volume of the engagement, whereas only 15.5 % reduced their
activities.

The forecast for the coming 12 months is also very optimistic. 63.9 % expect their
business to grow; only 10.3 % will cut down their economic engagement.

In 2006, Afrika-Verein calculated the Business Climate Index (BCI) for the first time in
order to compare the perceptions of German businesses over time and to be able to
provide companies intending to enter the SADC market with a first assessment of the
business environment in the region. With a value of 49 (on a range from -100 to 100)
in 2007, the BCI has slightly declined as compared to the previous year (2006: 51.4).

According to the respondents, the most important challenges in the region are crime,
theft and corruption as well as the availability of qualified labour. Rated on a scale
from O (no problem) to 10 (severe problem), crime, corruption and theft were rated
6.2, while the availability of qualified labour was rated 6.1. The overall assessment of
the indicated problems was slightly more positive than in the previous year.

54 % of the companies in the survey have actively participated in tenders, in
particular in public tenders. Two thirds of these companies considered the available
information about the tenders as excellent to sufficient. Only one third was not
satisfied with the available information.

About 39 % of the respondents do currently engage in FDI (Foreign Direct
Investment) in at least one of the SADC countries. 81.2 % of these companies invest
in the Republic of South Africa, followed by Angola, Namibia and Tanzania. The
future trend seems to be even more positive. 45 % of the companies intend to invest
in one or more of the SADC countries. Dominant investments are the purchase of
branch offices and the construction of production plants.



Introduction

In 2007, Afrika-Verein has implemented the third in a series of surveys on the “SADC
Business Climate” providing a perspective of German companies doing business in Southern
Africa. The results have been analysed in cooperation with the Namibian research institute
NEPRU (Namibian Economic Policy Research Unit).

The aim of the survey is to specify the companies’ perception on the current economic
situation in the 14 countries of the Southern African Development Community (SADC) as
well as the current state of their own business activities and the perspectives for economic
engagement for the next 12 months in that region. For the first time, we have also integrated
the companies’ assessments of their economic activities of the last 12 months. In addition,
the challenges the companies had to deal with have been evaluated which will be useful for a
dialogue with the objective to create a more conducive business environment. Besides this,
the 2007 survey also included questions about the investment projects in the upcoming 12
months as well as the significance and use of tenders.

In 2007, 97 companies that have long-term experience in Southern Africa have been
interviewed. The majority of the participating companies rate the business climate in the
SADC-region as positive. Also the forecast of future economic involvement is optimistic.



Statistical Analysis

As in the past, companies from various sectors and subsectors have participated. The
majority of the companies were from the following sectors: consulting services (15.1 %),
trade (12.9 %), mechanical engineering (10.8 %) as well as energy and water supply and
distribution (10.1 %). Several companies from the chemicals, pharmaceutical and cosmetics
industry (7.9 %), automotive and component supplier industry (7.2 %) and others such as
logistics, transport, information and communication technology, construction business and
electrical industry also participated in the survey (see Figure 1).

Figure 1: Sectoral distribution of the business act ivities of the responding companies
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Almost one third of the enterprises (29.9 %) export goods and/or services. 23.7 % of the
companies import goods and/or services, 22.7 % are consulting agencies and 18.6 % of
respondents are manufacturing companies. Another 7.2 % are engaged in financing activities
(see Figure 2).



Figure 2: Type of entrepreneurial activity inthe S~ ADC region
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Not surprisingly, the most important destination for economic activities of German
businesses is the Republic of South Africa. Most of the surveyed German companies (84.5
%) are actively engaged in the Republic of South Africa. Namibia (34 %), Tanzania (33 %),
Angola (32 %) and Zambia (30.9 %) are other important destinations for German business
activities in the SADC region (see Figure 3).

Figure 3: Regional distribution of entrepreneurial activity in the SADC region
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Particularly noticeable is the rise of business operations in Angola from 25 % in 2006 to 32 %
in 2007 which equals a rise from rank 7 in 2006 to rank 4 in 2007. An increase at a low level
can be observed in the Democratic Republic of Congo. The values of the other countries
were similar to last year's survey. Figure 4 shows the German companies long-term
engagement in the SADC region. 50 % of the interviewed enterprises have been active in
SADC for more than ten years. Another 16 % have been present in the region for five to ten
years. 34 % of the responding companies embarked on new business ventures in SADC
Countries during the past 5 years.

Figure 4: Duration of business activities in the SA DC region
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41.2 % of the interviewed companies are large enterprises with more than 500 employees
worldwide. 25 % of the companies are medium-sized with 101 to 500 employees and 34 %
are micro and small companies with a workforce of up to 100 employees (see Figure 5).

Figure 5: Number of employees in responding compani es (worldwide)
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In comparison to last year, more large-scale enterprises participated in the survey. 73 % of
the questioned companies have employees in the SADC region, most of them on a small
scale with up to ten employees. 8 % of large-scale companies have branches with more than
500 employees (see Figure 6).

Figure 6: Number of employees in responding compani es (SADC region)
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In most cases (39.2 %) the legal form of the companies is the limited liability company. 20.6
% of the companies are public companies.

Figure 7: Legal form of the responding companies
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SADC Business Climate 2007

An essential part of the survey is the perception of the business climate in the region, which
is seen fairly positive. Most of the companies indicated the current business climate in the
SADC region as “good” (2007: 46.4 %; 2006: 41.7 %) or “very good” (2007: 7.2 %; 2006: 8.3
%). Only 11.4 % or 0.5 percentage points less than in 2006, regard the business climate as
“bad” or “very bad”. The majority of the surveyed businesses are therefore satisfied with their
activities in the SADC region (see Figure 8).

Figure 8: Current assessment of business operations in the SADC region
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In this years’ survey, the question about change of economic activities in the previous year
was added for the first time not only to show a trend for future engagement, but also to
assess the actual state of German business involvement in the SADC region.

Figure 9: Change of business activities in the SADC region over the last 12 months
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Half of the companies (50.5%) expanded their business operations in Southern Africa in the
last 12 months. Only 15.5 % firms have reduced their activities (see Figure 9). The result
confirms the positive expectations stated in the 2006 survey. Within the coming 12 months,
63.9 % of the interviewed enterprises expect a positive development of their business, 6 %
more than in 2006. However, 10.3 % expect a reduction of their engagement in the region
(see Figure 10). Asked about investment projects (FDI) in the region, companies showed a
positive response. 45 % of the companies plan investments in the Southern Africa region (for
explanations on Foreign Direct Investment see page 11ff).

Figure 10: Expected change in business activities i n the SADC region in the following 12 Months
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Participants were asked to state the reasons for their perceptions and their expectations
about their businesses’ future in the region. Growing political stability and the stimulating
effect of the World Cup 2010 for the economy in South Africa are seen as the main reasons
for the positive future prospect. The dynamic economic growth is increasingly driven by the
local private sector which also has positive implications for international businesses. Growing
capital flow and rewarding projects offer profitable commercial opportunities for German
companies. In the view of the participating companies, new educational measures could offer
better conditions for economic activities in the region in the near future.

SADC Business Climate Index 2007

First assessed in 2006, the SADC Business Climate Index adds up the indices of the
perception of the current and the future business climate. The results of these perceptions
shown in Figures 8 and 9 are multiplied with numerical values ranging from -100 to 100 for
the Current Performance Index and -50 to 50 for the Expected Performance Index
respectively, to transform them into indices. The Business Climate Index then allows the
year-on-year comparison of the perceptions of German companies according to their
economic engagement in the region.



The values of the calculated indices are as follows:

Current Performance Index (CPI): 22.2
Expected Performance Index (EPI): 26.8
Business Climate Index (BCI): 49

Past Performance Index (PPI): 17.5

The results show a steadily positive perception of business activities in the region by German
companies. Though the BCI is slightly lower than in the previous year (2006: 51.5), the value
of 49 is a fairly good result. The CPI, in 2007 amounting to 22.2 (2006: 22.6), reveals the
ongoing optimism in the business community. The small reduction in the overall business
climate index derives from the slightly lower EPI valued at 26.8 (2006: 28.9), but does not
show a significant decline in the confidence in the Southern African market. In addition, the
newly composed Past Performance Index (also conducted by multiplying the results shown
in Figure 10 with numerical values ranging from -50 to 50) shows a genuine positive change
of German business activities in the SADC region. The score of 17.5 reflects a very
favourable development of business activities of German companies. It also approves the
confidence of the surveyed companies in the development of their own economic activities in
the SADC region. Next year's survey will reveal if this steady trend is persistent.

Challenges of German Businesses in the SADC Region

However, there are still problems remaining which lower the opportunities of economic
engagement. The challenges German businesses face in the SADC region, were to be
assessed on a scale from 0 - no problem to 10 - big problem. The challenges surveyed are in
line with the Association of SADC Cambers of Commerce and Industry (ASCCI) White Paper
which forms part of the SADC Regional Indicative Strategic Development Plan (RISDP).

With a score of 6.2 and 6.1, the high crime rate, theft and corruption and the availability of
qualified and skilled staff are the most important challenges for the SADC region as business
location. Lack of political stability (5.5), exchange rate fluctuations (5.4), and lack of
transparency of rules and regulations (4.8) are also rated as problematic. Access to land as
well as phytosanitary and veterinary regulations are ranked as not problematic.

Compared to the 2006 survey, there was a shift between the two biggest challenges of
German business activities in the region. Crime, theft and corruption (2006: 5.8) and the
availability of qualified staff (2006: 6.0) respectively were seen to be slightly more
problematic than in the previous years. Political stability and legal environment have also
been indicated as more challenging compared to the previous years. However, the
challenges German businesses encounter are overall perceived as being less severe.
Significantly lower are the difficulties of access to and cost of finance and transportation,
customs and entry duties as well as costs for repatriation of profit to Germany. The full range
of the results can be examined in Figure 11.



Figure 11: Challenges to Doing Business in the SADC region
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Additional Questions

Tenders

The business climate survey includes a couple of specific questions which differ from year to
year. This years’ survey included questions about the German businesses’ participation in
tenders. Tenders are an essential tool to get into a market. Therefore, this section shows
how many businesses do in fact apply for tenders and how the availability of adequate
information is assessed. 54.2 % of the interviewed companies participate in invitations for-
mostly public- tenders (see Figure 12). One third of the enterprises judged the provided
information as good or excellent, one third rated the information as sufficient and one third is
not satisfied with access to information in this respect (see Figure 13).

Figure 12: Participation in tenders in the SADC reg  ion
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Figure 13: Access to information on tenders in the SADC region
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Foreign Direct Investment (FDI)

In addition to the questions of using tenders, participants were asked about their investment
behaviour in the SADC region. The responses were strongly positive. One third of the
interviewed companies are currently investing in Southern Africa. The Republic of South
Africa is traditionally the most important investment destination for German businesses
operating in the SADC region. 81.2 % of this group invested in the Republic of South Africa,
15.2 % in Angola and 9 % in Namibia and Tanzania (see Figure 14). Angola, in particular,
has experienced a sharp rise in economic activity and has become the second most
important investment destination for German businesses the region.

Figure 14: Regional distribution of current Foreign Direct Investment in the SADC region
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30 % of these investments are used to purchase or set up regional offices, another fourth of
the investments are used to build production facilities. 6 % are invested in expanding the
workforce and purchasing production plants respectively (see Figure 15).
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Figure 15: Types of current Foreign Direct Investme  nt in the SADC region
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Positive prospects can also be observed when looking at the investment projects in the near
future (see Figure 16). 45 % of the companies plan to invest in Southern Africa in the next 12
months. Expected investments are therefore higher than current investment activities. This
expresses a perception of a very favouring investment environment in the near future.

Figure 16: Planned Foreign Direct Investment in the SADC region
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Most of these companies (69.8 %) plan to invest in South Africa, further favoured countries
are Angola (20.9 %), Tanzania and Namibia (16.3 % each) as well as Mozambique and DR
Congo (14 % each). This shows the remaining importance of the Republic of South Africa as
economic driving force of the region, but also shows the diversification of German investment
activities beyond South Africa in the region (see Figure 17).
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Figure 17: Regional distribution of planned Foreign

Direct Investment in the SADC region
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30 % of these planned investments will be spent on purchasing offices, 30 % will be utilised
on building new production facilities and another 9 % on purchasing existing production

facilities (see Figure 18).

Figure 18: Types of planned Foreign Direct Investme
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The Survey in the Public

The presentation of the 2006 survey took place on March 13, 2007, “Afrika-Kreis Rhein-
Main”, one of the regional biannual conferences of Afrika-Verein, at the KfW Bank with more
than 70 participants. Afterwards, a panel discussion on the business experience of the
companies was held. Andreas Wenzel, the Regional Manager for Southern Africa at Afrika-
Verein, presented the results of the survey at the SADC secretariat in Gaborone in
December 2007 where the deputy executive secretary Jodo S. Caholo and the head of trade,
industry, finance, and investment (TIFI) Noko Murangi were present. The English summary
of the survey has also been distributed among high-ranking delegations from the region that
visited Germany lately.

Conclusions

The results of the survey confirm the SADC Region as an attractive destination for German
businesses with a potential for further improvements. Dovetailed with the ASCCI (Association
of SADC Chambers of Commerce and Industry) business climate survey that is being
conducted amongst companies from the SADC region, the Afrika-Verein survey can help to
foster the public-private dialogue with the aim of improving the enabling business
environment of the region as a whole. Especially the perceived importance of the indicated
challenges can be a first step towards an enhanced investment climate. Both surveys can be
utilized to measure perceptions of business on progress made with reference to the policy
papers adopted by SADC and promote the region internationally.

The perceptions of a positive business climate in the SADC Region by German enterprises
as well as the economic activities of German companies have been firm for several years
now, however, there is little progress in relation to a structured dialogue with private sector
organisations in the SADC Region and the SADC Secretariat.
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