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services incentive programme

The paper describes the implementation evaluation of the business process services (BPS)
incentive programme undertaken by the Department of Trade and Industry (the dti) and the
Department of Performance Monitoring and Evaluation (DPME) as part of the 2012/2013
National Evaluation Plan. The evaluation started on 31 October 2012 and the final report
was approved on 17 May 2013. The evaluation covers the period from the inception of
the programme in January 2011 to December 2012. The BPS incentive programme was
implemented to stimulate the business process sector which contributes to economic growth
largely through employment creation. The main objectives of the programme are to attract
investment and create employment opportunities through offshoring activities. Twenty-six
indicators across the five Development Assistance Community (DAC) evaluation criteria
were developed. A multi-method approach was undertaken to collect data for each of the
indicators. The key findings relate to the operation of the programme and a number of
suggestions were made as to how to strengthen it. Overall 3807 jobs have been created
through the BPS programme during the period under review. Estimated total investment
provided by firms is approximately R2.7 billion. Amongst others, the study recommended
that the design of the programme be reviewed and extended, potentially to a five-year
period in order to maintain the competitiveness of South Africa as a business process off-
shoring destination. It is essential to address the skills shortage to ensure the growth and
sustainability of the South African BPS industry and finally the uptake of the incentive
programme.

Background and context

The South African National Evaluation Policy Framework, approved by Cabinet on 23
November 2011, seeks to ensure that credible and objective evidence from evaluation is used to
improve performance and is incorporated in processes of planning, budgeting, organisational
improvement, policy review, as well as on-going programme and project management. The main
focus of the policy framework is on priority evaluations specified in national and provincial
evaluation plans to be approved by Cabinet and provincial executive councils. As detailed in
the policy framework, evaluations within the National Evaluation Plan (NEP) are undertaken by
the relevant departments in partnership with the Department of Performance Monitoring and
Evaluation (DPME) (DPME 2015:1).

The evaluation of business process services (BPS) was undertaken as part of the first NEP approved
by Cabinet on 13 June 2012, covering eight evaluations. Although there was a programme review
in 2010, the Department of Trade and Industry (the dti) in collaboration with DPME recognised
a need to evaluate the implementation mechanisms of the revised BPS incentive programme
from its inception in January 2011 until July 2012, as a way of improving on the uptake of the
programme, which would in turn lead to faster job creation by the benefiting firms. The purpose
of this evaluation was to investigate whether the BPS incentive programme was achieving its
objectives.

A steering committee was established, chaired by the dti and secretariat services provided by the
DPME. The role of the steering committee was to oversee the implementation of the evaluation,
including approval of the evaluation products. The DPME commissioned the evaluation using its
national panel of evaluators. Genesis Analytics (Pty) Ltd was selected to conduct the evaluation.
The evaluation started on 31 October 2012 and the final report was approved by the steering
committee as technically sound and factually correct on 17 May 2013.

A strong element of capacity building was incorporated into the process, as two interns from
the DPME were part of the evaluation team and served on the steering committee. Their
responsibilities related to the desktop review, fieldwork and report writing. The interns had
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previously worked for research companies as assistant
researchers. Both the service provider and the interns found
the process to be valuable and rewarding.

Rationale for the business process
services incentive programme

As early as 2005, BPS and off-shoring had been identified as an
emerging sector with the potential for sustained job creation
and contribution to economic growth by most governments
and the private sector globally. The Accelerated Shared
Growth Initiative (ASGI-SA), formally launched in February
2006, identified the business process outsourcing and off-
shoring (BPO&O) sector as one of the country’s top three
priority sectors to stimulate growth. Following from this,
Cabinet approved a substantial Government Assistance and
Support (GAS) programme aimed at improving processes for
expanding existing BPO&O operations, deepening the skills
pool, improving administrative processes and introducing
investment incentives. BPO&O incentive had no explicit
theory of change and log frame. The intervention was the
result of a government decision based on the identified
priority to create jobs. The GAS programme provided
approximately R1 billion in investment incentives to cover
part of the capital expenditure costs incurred by investors
during setup.

The South African government introduced a BPO&O
incentive programme in July 2007. During the period July
2007 to March 2010, the incentive resulted in the creation
of at least 6000 new jobs and attracted R303 million in
direct investments.! A comprehensive review of the
BPO&O incentive programme resulted in a revised BPS
incentive programme, which became effective in January
2011. Aligned with government’s overall strategy, the BPS
incentive programme aims to attract investment and create
employment in South Africa through off-shoring activities.
It was envisaged that the programme would result in the
creation of a total number of 15 149 jobs over 3 years and
support 22 firms in the 2011 and 2012 financial year.

Design of the business process
services incentive programme

The BPS incentive comprises two components, namely a
base incentive and a graduated bonus incentive. The base
incentive comprises a three-year operational expenses
grant which decreases in line with narrowing the cost gap
between South Africa and other destinations. This incentive
is disbursed on the basis of actual jobs created and sustained
and is paid quarterly over a period of three years. The bonus
incentive is offered if the applicant exceeds annual offshore
job creation targets. This is paid once in the year the bonus
level is first achieved.

1./Jobs’ refers to actual incentivised jobs and direct investment is based on projected
capital expenditure for 3 years.

2.0ff-shoring activities’ refer to when a company relocates IT-enabled business
processes that it used to perform in-house to a foreign location.
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The incentive is only available to applicants who are
servicing the offshore market; to be eligible, a project must
create at least 50 new offshore jobs by the end of the three
years. A minimum of ten offshore jobs qualifies a project
for the first disbursement. Furthermore, a project cannot
displace existing jobs in South Africa and projects may not
receive concurrent incentives under the BPO&O incentive
scheme.

Data made available by the dti identify 32 projects
participating in the BPS incentive scheme as of March 2013.
The 32 projects are run by 31 companies comprising service
providers and captive operators. For the service providers,
an approved project may involve services to more than
one client but grouped as one project for the purposes of
the incentive application. Of the service providers, 45%
are international companies (mainly from the UK) who
have set up operations in South Africa to offer outsourcing
services to other international companies. This reflects the
increasing attractiveness of South Africa as an outsourcing
destination.

The projects under the incentive scheme are distributed
across service types and geographical locations. The
majority (66%) of the projects are in front-office operations,
split almost evenly between inbound (57%) and outbound
operations (43%) (Figure 1). Back-office services account
for 22% of the total operations and are split almost evenly
between operations that focus on human resources (HR)
and pay roll, information technology (IT), knowledge
process outsourcing (KPO), legal process outsourcing
(LPO) and finance and accounting outsourcing (FAO),
with KPO and LPO services constituting a slightly larger
proportion of operations. Thirteen per cent of projects
are shared services operations, which are primarily a
combination of HR, FAO and customer query services for
the captive operation.

The 32 projects are distributed across KwaZulu-Natal,
Gauteng and the Western Cape (Table 1). The projects in
KwaZulu-Natal are mostly outbound contact centres whilst
those in the Western Cape are mainly inbound contact
centres, with a significant number of back-office operations.
There are four shared services operations taking part in the
incentive scheme; three of these are located in Gauteng and
one in the Western Cape.

Although there was a programme review in 2010, the dti
in collaboration with the DPME decided to conduct an
implementation evaluation of the revised BPS incentive
programme.

Purpose and focus of the evaluation
The purpose of the evaluation was to assess:

e whether the BPS incentive scheme was achieving its
policy goals

e whether it was implemented as planned

¢ how its performance could be improved.
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O 1. Inbound (57%)
[@ 2. Outbound (43%)
[@ 3. Total back office (22%)

[ 4. Service offering of both
front and back office (13%)
[ 5. Total front office (66%)

[ 6. KPO (29%)
[ 7. LPO (29%)
[ 8. FAO (14%)
W 9. 1T (14%)
W 10. HR 14%

Source: Genesis Analytics 2013

FAO, finance and accounting outsourcing; HR, human resources; KPO, knowledge process outsourcing; LPO, legal process outsourcing; IT, information technology.

FIGURE 1: Split of projects by service type — March 2013.

TABLE 1: Distribution of projects by province and service type.

KwaZulu-Natal n=11 Western Cape n=15 Gauteng n=6
Front office 9 Front office 9 Front office 3
Inbound 1 Inbound 9 Inbound 2
Outbound 8 Outbound 0 Outbound 1
Back office 2 Back office 5 Back office 0
KPO 1 KPO 1 KPO 0
LPO 0 LPO 2 LPO 0
IT 0 IT 1 IT 0
FAO 0 FAO 1 FAO 0
HR 1 HR 0 HR 0
Combination of front and back office 0 Combination of front and back office 1 Combination of front and back office 3

Source: Genesis Analytics 2013

FAO, finance and accounting outsourcing; HR, human resources; KPO, knowledge process outsourcing; LPO, legal process outsourcing; IT, information technology.

The key evaluation questions that guided the evaluation
and informed the development of the methodology and
analysis framework were the following:

¢ Are the objectives of the BPS incentive programme being
achieved?

e What are the key factors influencing the success of the
BPS sector in South Africa?

¢ Is the design of the incentive programme supporting the
achievement of programme objectives?

e What is the current rate of job creation through the BPS
incentive scheme?

e How cost-effective and competitive is South Africa’s
BPS incentive programme relative to those of competing
countries?

e How can the programme be up-scaled for greater impact
and what are the barriers to growing the BPS sector in
South Africa?

* How can the BPS sector be sustained post-incentive?

A number of the evaluation questions related specifically
to an assessment of the BPS incentive scheme, whilst others
had a broader scope, assessing the overall industry. It is
important to note that there were a number of elements of
the BPS value proposition that were explicitly excluded from
the evaluation, including:

* Monyetla Work Readiness Programme™
e marketing
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¢ industry mobilisation

e standards

¢ talent development initiative
e quality of sector operators

e industry organisation.

During the research process, it was impossible to totally
exclude certain aspects of the above elements, especially
where there were direct links to the evaluation of the
BPS incentive scheme. As a result, the findings and
recommendations highlight issues relevant to these themes,
even though they are not central to the evaluation.

Evaluation design
Analytical framework

This study made use of the internationally accepted
Development Assistance Community (DAC) evaluation
criteria. The DAC criteria provide five measures against
which each programme or project should be assessed, namely
relevance, effectiveness, efficiency, impact and sustainability.
For the evaluation of the BPS incentive scheme, the DAC
criteria were adapted to encompass the following five
categories, which adequately reflect the objectives of the
implementation evaluation:

e Efficiency measures the extent to which resources
allocated to the programme were used efficiently to
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deliver a quality programme (i.e. the efficiency of the
project approval, selection, disbursement, deployment
and management cycle). In this evaluation, efficiency
assessed the extent to which the incentive scheme is
administered and marketed well and the extent to which
internal processes are effective.

* Relevance assesses the extent to which the incentive
scheme is consistent with national and local priorities
and also with the needs of the beneficiaries. This involves
analysing the extent to which the incentive scheme
enables investment and job creation, the quality of the
jobs created and to what extent the design of the scheme
maximises these.

e Effectiveness assesses the achievement of the
incentive scheme’s objectives and the extent to which
the incentive scheme is on track to meet its targets
and objectives of job creation and attracting foreign
direct investment (FDI). Impact has been incorporated
into the achievement criteria, as impact is measured
through the achievement of the impact level indicators
to date.

* Sustainability investigates whether or not the benefits
reaped as a result of the incentive scheme are likely to
continue after the incentive scheme ends. In particular,
this measure assesses if the incentive scheme is

TABLE 2: List of documents, data and information sources reviewed by evaluators.
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catalysing an uncompetitive environment to become
competitive, or creating an unsustainable distortionary
environment.

e Additionality focuses on the extent to which the incentive
has created sustainable employment that would not have
occurred otherwise.

Twenty-six  indicators

qualitative questions across the five evaluation criteria

described above were developed. In order to maintain an
objective and standardised approach to the assessment
of the indicators, qualitative responses were coded into

a quantitative scale wherever possible to ensure that

the indicators could be aggregated in order to provide

comparable findings.

comprising quantitative and

Research process

The evaluation included the collection and analysis of
primary and secondary research information on the BPS
incentive scheme since its introduction in 2011. A multi-
method approach was undertaken to collect data for each
of the indicators. This involved a document review of
the available project documentation (Table 2), analysis
of existing programme data on projected and actual jobs

Title Author Year Description/Relevance

Policy documents

Cabinet memorandum Nr 41 of 2006 The dti 2006 Background to the policy behind the BPS sector and incentive scheme

Programme Guidelines: Business Process Services The dti 2012 Greater understanding of the BPS incentive scheme, particularly as it is

Incentives seen from the perspective of a potential investor

Programme Guidelines: BPO&O Investment Incentive The dti 2007 Investor guidelines about the BPO&O incentive programme, providing
insight into the revisions for the BPS incentive scheme

Programme Guidelines: BPO&O Training Support Grant ~ The dti 2007 Investor guidelines about the BPO&O incentive programme, providing
insight into the revisions for the BPS incentive scheme

Industrial Policy Action Plan (IPAP) 2012/ The dti 2010 Identification of the BPS sector as a priority sector and the reasoning

2013-2014/2015 behind this

Evaluations and reviews

Sector Support Programme for BPO&O in South Africa:  Mercorio, G 2009 Initial review of the BPO&O incentive scheme, providing the strengths

A review of the Government Assistance and Support
Programme

BPO Incentives Review Everest Global Inc.

Becoming strategic — South Africa’s BPO service
advantage: Report 1 — South Africa’s BPO service

advantage Political Science

Becoming strategic — South Africa’s BPO service
advantage: Part 2 — Case studies of success

Political Science
Analysis of South Africa as a BPO delivery location NelsonHall
Marketing material and value proposition

Everest Global Inc. & Letsema
Consulting and Advisory

Ready to compete: South Africa’s BPO capabilities in
the financial sector

Developing talent: A snapshot of initiatives in South
Africa’s BPO sector

Delivering world-class customer experience: South
Africa’s proposition for contact centre BPO

Gateway to Africa: South Africa’s proposition as a BPO
service hub for Africa

Our incentives: Making a difference
Overview of incentives offered to South Africa’s
business process offshoring industry

BPO Strategic Marketing: Programme discussion
document

We speak your language: South Africa’s proposition for ~ The dti, Business Trust & BPeSA

business process offshoring

Willcocks, L., Craig, A. & Lacity, M.,
London School of Economics and

Willcocks, L., Craig, A. & Lacity, M.,
London School of Economics and

The dti, Business Trust & BPeSA
The dti, Business Trust & BPeSA
The dti, Business Trust & BPeSA

The dti, Business Trust & BPeSA

The dti, Business Trust & BPeSA

and weaknesses of the GAS programme

2010 Review confirmed Mercorio’s findings and subsequently informed the
change from the BPO&O incentive scheme to the BPS incentive scheme

2012 Review of the South African BPS sector including country comparisons,
investors’ experiences of the industry, the strengths and weakness of
the sector and key recommendations

2012 Detailed case studies of BPS companies in South Africa

2011 Review of the South African BPS sector for mainly UK investors

2008 Overview of South Africa’s strategic BPS position

2010 Overview of South Africa’s skills potential and skills programmes for the
BPS sector

2010 Overview of South Africa as a destination for BPS and the value
proposition in its entirety

2010 South Africa as a strategic position for investors to penetrate the African
market

2010 Overview of South Africa’s incentives for the BPS sector

2010 Overview of South Africa’s BPS value proposition and why it is an

attractive location for investors

2010 Overview of South Africa’s accent and voice qualities

http://www.aejonline.org . doi:10.4102/aej.v3il.146
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TABLE 2 (Continues...): List of documents, data and information sources reviewed by evaluators.

South Africa at a glance:
Overview of geopolitical, environment, demographics
and business environment

Developing the BPO sector: Report to stakeholders

Desktop research: The global BPS market

Business process outsourcing: Moving beyond borders  Agile Equity
and cost

Willcocks, L., Simonson, E.,
Sutherland, C. & Lacity, M.,
Accenture

Achieving high performance in BPO

India BPO Study: Roadmap 2012 — Capitalizing on the Nassom & Everest Global Inc.

expanding BPO landscape

Introduction to Everest Group’s survey on global Everest Global Inc.

locations

Offshore locations: Buyers’ perceptions and plans for Everest Global Inc.

2011-2012

Business Process Outsourcing Services 2001-2015 International Development

Forecast, Doc # 228081 Corporation
UK BPO market forecast: 2011-2015 NelsonHall
Working documents from the dti

Company evaluation reports The dti

BPS client information sheet The dti
Blank application and claims forms The dti

BPS status report The dti

Desktop research: The theory of incentives

The economics of subsidies Erickcek, G., Lannane, D.,

McCrea, N. & Salem, P.
New voices in public policy: The Washington Consensus ~ Symoniak, J.

Introduction to market failure or success: The new
debate

Cowen, T. & Crampton, E.

Distributive politics and economic growth Alesina, A. & Rodrik, D.

The dti, Business Trust & BPeSA

The dti, Business Trust & BPeSA

2010 A general overview of South Africa as a country

2009 Detailed outline of the South African BPS sector including the BPS
strategy, value proposition, marketing, institutional framework and
second economy objectives

2010 The global BPS sector and what the trends are in BPS globally

2012 Global BPS context, how it developed and what its future is expected
to look like

2012 Global overview, including India’s BPS capabilities, opportunities and
growth imperatives

2011 Overview of where South Africa ranks as an outsourcing location for
investors when considering expanding operations

2010 Outline of investors’ current footprint, expansion plans and risk
perceptions and how this affects the South African BPS sector

2011 Overview of industry growth rates and projections

2011 Overview of the UK BPS market, which is essential as they are South

Africa’s biggest source market

N/A Summary of companies on the incentive scheme, their location,
projected number of jobs, projected investment and incentive allocation

N/A List of companies on the incentive scheme, names of relevant company
stakeholders and contact information

N/A Useful for understanding ease of use of the application and claiming
process

N/A List of companies on the incentive scheme, the number of jobs and

projected and created per project, and the projected foreign direct
investment per project

2006 Theoretical background to incentives and the effects they can have
2011 Theoretical background to incentives and the effects they can have
2002 Theoretical background to incentives and the effects they can have
1994 Theoretical background to incentives and the effects they can have

created and projected FDI, a cost-competitiveness analysis
of South Africa’s BPS incentive scheme compared with key
competitors, and 34 stakeholder interviews with service
providers and investors active in the industry, relevant
government department personnel, and industry body
representatives (Table 3).

Interviews were conducted in Johannesburg, KwaZulu-
Natal and Cape Town with representatives from 24 of
the 28 participating companies, one rejected or cancelled
applicant, BPS industry representatives, nine key
government officials involved in the BPS incentive scheme

and one industry body.

Analysis of business process services
programme data

Quantitative data were collected from the application
approval reports of benefiting companies and the BPS
company data provided by the dti. The data analysis included
all 32 projects which were on the incentive scheme at the time
of the evaluation. The quantitative analysis focused on the
following elements:

¢ the achievement of each project’s job creation against its
targets
e the total number of jobs created

http://www.aejonline.org . doi:10.4102/aej.v3il1.146

* the projected investment to be generated from the
incentive scheme

¢ the distribution of the projects by province and service type

* the type, size and ownership of companies on the
incentive scheme.

This analysis was crucial to accurately map the range of
BPS incentive participants — identify their position in the
industry, the duration of their participation and the type
of service they provided. This quantitative review further
uncovered gaps and additional pertinent questions to be
included in the interview process.

Cost-competitiveness analysis

A core component of the evaluation of the BPS scheme
involved an assessment of the cost-effectiveness and
competitiveness of South Africa’s BPS programme compared
with competing countries.®> The work focused on two main
areas, namely benchmarking South African BPS cost-
competiveness as well as the projected cost gap between
South Africa and other offshore locations (India and Poland)
over the next 3 to 5 years.

Group, a leading global services advisory firm, with extensive experience of business
process services, particularly in South Africa.
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Stakeholder Participants in the interview
Companies
Amazon Scott Sommers

Computer Services & Solutions
(Pty) Ltd

Dialstat Trading 118 (Pty) Ltd
Exigent

Full Circle Contact Centre Services
(Pty) Ltd

Fusion Outsourcing Services
(Pty) Ltd

Merchants SA (Pty) Ltd

Mindpear| South Africa (Pty) Ltd

Old Mutual Life Assurance
Company SA Ltd

Pixelfaerie Business Service
(Pty) Ltd

Sharp Trading 91

Aegis Outsourcing South Africa
(Pty) Ltd

Coracall (Pty) Ltd
Bazigyn (Pty) Ltd
Broodsky Trading

Call Centre International (Pty) Ltd
Miracle Communications CC

Smartworx BPO

Value Click SA

Ernst & Young Advisory Services
Limited

First Call Centre Solutions CC

Sanclare

MSAT CC

Standard Bank of South Africa
ABSA Group Limited

Government officials

Department of Economic
Development Western Cape

Department of Economic
Development KwaZulu-Natal

Department of Economic
Development Johannesburg

The dti (IDD)

The dti (TISA)

The dti (TEO)

TIKZN

WESGROW

Industry bodies / representatives
BPeSA Western Cape

Natalie Joubert

Gavin Taylor
Frikkie Grobler

Jody Baumgarten
Natalie Langeveld
Noel Carbutt

Johann Kunz

Lisa Roos
Diana Costella
Trevor Arumugam

Stefan Burri
Sue Hollis

Cilliers van der Spuy

Eamonn O’Sullivan
Ursula Jordaan

Denis Fry

Kobus van der Westhuizen

lan Kinsay
Snow Cogan

Brett Gray
Kieron Kriel

Mark Chana

Denton Muil
Bruce Muil

Tumbikani Nyasulu
Fezeka Dlamini

Cheryl Ingram

Chantelle Durand Fuchs

Gary Hohls
Darren Robson

Chris Fisher
Dyalan Munsamy
Elsabe Pretorius

Ben van zyl
Paul Riley

Nezaam Joseph
Linley Nadasen
Linda Ranieri

Ntokozo Mthabela
Dean Hoff

Reshni Singh
Isaac Zikhathile
Nils Flaatten

Gareth Prichard

Total

35 stakeholder groups (45 participants)

The historical (2010) and current benchmarking view
of South African BPS cost-competiveness focused on
benchmarking South Africa’s fully loaded cost per FTE for
contact centre services (compared to Egypt, Kenya, Poland,
Philippines and India) and for financial back-office services
(compared to India and Poland).

The methodology for this portion of the study included
market intelligence and secondary research, proprietary
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tools, databases and experiences, and selective primary
interactions with market participants.*

Limitations of methodology and scope

Although the sample size is small it is reflective of the total
number of firms participating in the incentive scheme.
The findings therefore reflect only the experience of the
participants in the scheme, and not potential investors or
firms not involved in the scheme.

At the beginning of the fieldwork, there were 28 companies
taking part in the incentive scheme. The aim was to
engage each participant in the scheme; however, four were
unable to participate in the research within the necessary
timeframe. Three additional companies approved at the
end of January 2013 were not included in the qualitative
research process owing to the timing of the evaluation but
were included in the quantitative analysis. Despite attempts
to interview companies who had their applications rejected
or cancelled, only one such interview was completed. Thus
the respondent sample has a bias towards participating
companies.

Ideally, each provincial industry body as well as the national
body should have been interviewed. However, only one
person representing both the Business Process enabling
South Africa (BPeSA) Western Cape and BPeSA National was
interviewed and there was no representation from industry
bodies from Gauteng or KwaZulu-Natal.

Across the various programme data sources, there were
a few inconsistencies relating to the figures for project
performance; one programme data source would state a
marginally different figure for the number of jobs created
by a project compared to another data source. As the
average number of jobs created is calculated by an electronic
calculator developed by an external firm, inconsistencies in
the data and the underlying calculations were difficult to
clarify with the dti.

The investment values used in this paper are based on
reported investment according to submitted claim sheets.
The investment figures are not audited and are therefore
reported as estimates. These values include operational
expenditure, which in the majority of cases includes salaries.
As there was no set template to guide how these figures
are reported, these figures were taken as additional in
some cases, and cumulative in others, as recommended by
the dti.

Given the number of interviews successfully conducted and
the amount of information yielded, it is highly unlikely that
the limitations identified above have significantly affected
the analysis and recommendations.

Association of Software and Services Companies (NASSCOM); Kenya: Kenya BPO
and Contact Centre Society; Philippines: Business Processing Association of the
Philippines; Poland: Polish Information and Foreign Investment Agency.
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Literature review

A wide range of documentation was reviewed to
inform the evaluation, including academic literature,
industry-oriented and government-produced publications.
A synthesis of the literature reviewed allowed the
evaluation team to categorise the information into three
relevant themes, namely the global BPO context, the South
African BPS context and the theory of incentive schemes.
A brief outline of these findings is provided below. The
literature review enabled the team to understand the
research context in greater detail and formed the basis of
the analysis framework. Key outcomes of the literature
review process included:

® abetter understanding of the history and context of South
Africa’s BPS industry

e knowledge of the global BPO industry

¢ understanding of the theory of incentives, with particular
focus on incentives for outsourcing industries

¢ identification of gaps in the documents and data for the
BPS incentives scheme evaluation.

The development of the main themes and the identification
of the gaps in the data formed the basis of the analysis
framework and the respective indicators.

The global business process outsourcing (BPO)
context

There is a growing trend of companies looking to
outsourcing® as a means of not only increasing efficiency
but also improving industry expertise and customer
service. This trend is evidenced in the significant growth
rate of the industry which, over the years, has resulted
in a substantially sized industry. In 2012, global BPO
revenues were estimated to be in excess of $175 billion,
global IT outsourcing revenues were estimated to be
$290 billion, and offshore outsourcing was expected to
represent approximately $85 billion of these two revenue
streams (London School of Economics 2012). Figures for
the industry’s growth rate vary but the general estimate
is 8% — 12% per annum for the period 2012-2019 (London
School of Economics 2012).

Typically it is the developed markets, such as the United
Kingdom, the United States and Australia, which outsource
to lower-cost destinations. These outsourcing destinations are
categorised as tier I or tier II countries, where tier I refers to
countries with a mature and experienced BPO market, such as
India and the Philippines, and tier II refers to countries with
less mature BPO markets, such as Mexico, South Africa and
Brazil. Despite India’s overwhelming dominance as a BPO
location, there is evidence of a recent trend of large companies
moving their outsourcing functions to other outsourcing
destinations in search of higher customer satisfaction. As
a way of attracting this investment, the majority of BPO
destinations offer competitive incentives which lower their

5.0utsourcing occurs when a company uses third-party providers to perform
activities/services.
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cost of operations relative to other destinations and thus
attract potential investors. These incentives are structured
in a variety of ways, including tax holidays, training grants,
investment grants and combinations of these.

The South African business process services
context

The South African government identified the BPO sector as
a priority sector for job creation and attracting investment.
In order to encourage investment in this sector, the
government identified the key constraints to the growth
of the sector, which included high costs of doing business,
lack of required talent, lack of investor support, lack of
marketing and lack of experience. Following this, the
dti, the Business Trust and BPeSA partnered together to
implement seven work streams to overcome the identified
constraints.

Since July 2007, the dti has offered an incentive programme
to promote BPS as a means of bridging the cost gap of South
Africa compared to other offshore locations, thus making
South Africa more competitive.

Although the incentives add to South Africa’s
competitiveness, cost is not South Africa’s primary strategic
advantage over other destinations. The country’s strategic
advantage is its value proposition,® which includes a skilled
English-speaking talent pool, deep domain skills, first-world
experience, a robust enabling environment and significant
cost savings.

The theory of incentives

There is contentious debate regarding implementing
incentives and whether or not one should interfere with the
market economy. Opponents of incentive schemes suggest
that markets can function sufficiently without government
intervention and that if left alone, an efficient competitive
equilibrium will result, maximising social welfare. On this
premise, if the BPS industry is in a perfectly competitive
equilibrium then the incentive reduces price and increases
consumption beyond the competitive equilibrium, resulting
in a departure from competitive equilibrium. The World
Bank and other proponents of the Washington Consensus
discourage the use of incentive schemes in developing
countries, other than if the motive behind the scheme is
improving national welfare in the form of an increased
technology level, job creation, improved work opportunities
and economic growth. From an South African economic
perspective, the BPS incentive scheme has the characteristics
of an incentive which promotes job creation for previously
unemployed South Africans.

Therefore there is not a simple, one-size-fits-all solution to
introducing and maintaining incentives. When assessing
whether or not to introduce or continue with the kind of

6.Value proposition is the unique selling point or offering for the country, specific to
that sector.
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market intervention that incentive schemes present, there
needs to be a full analysis of the costs and benefits that
the incentive has on both the industry as a whole and the
national economy, and the consequential effects on both the
industry and the broader economy once the incentive ends.
If positive spill-over effects are to materialise, firms need to
invest in technology, improve learning capacity and maintain
a competitive local business environment to ensure that the
externalities can be absorbed for long-term sustainability in
the industry.

Key findings

The findings of the qualitative and quantitative research
processes are presented according to the five evaluation
criteria, and may be summarised as follows.

Efficiency: In general, the administration of the incentive
scheme was assessed as being efficient. An overwhelming
majority (88%) of respondents described the communication
and explanation of the details of the scheme during the
application process as being efficient, and the information
received as sufficient for promoting timely and informed
decision-making. It was noted that the paper-based
application and claim process can be improved, and that in
some instances the administrative team is not able to respond
to technical queries. A quarter (25%) of participants reported
that they had been exposed to promotion of the BPS incentive
scheme within South Africa.

Relevance: Of the 25 firms, 13 were of the opinion that the
incentive scheme should be designed such that the amount
of incentive received is graded by the type of service
provided or the agent skill level, whilst 13 of the 25 firms
noted that the BPS incentive has a positive influence on their
investment decisions. Mainly captive operators’ operating
in South Africa or service providers who are based in South
Africa indicated that the incentive scheme does not directly
influence their investment decisions.

Effectiveness: The achievement of the scheme is related to its
success in meeting its FDI and job creation targets, as well as
to industry participant perceptions of the incentive scheme
and of the competitiveness of the South African BPS industry
as a whole. However, no targets are set for job creation or
FDI. The annual Medium-term Expenditure Framework
(MTEF)-linked budget allocations (by the National Treasury)
are used as a guide for job creation. The annual allocation
can be revised upwards, through a formal virement process,
but the upward revision has not been necessary. Since the
start of the incentive scheme, 3807 jobs have been created
or supported by the BPS incentive scheme. The actual jobs
created are substantially less than the 11 597 projected by
companies when submitting their incentive applications
because projected jobs on approval of applications were not
realistic as they were based on potential contracts; however,
the actual number of jobs were based on signed contracts.

7.Captive operators are companies that use a wholly owned subsidiary for own
services instead of a third-party owned vendor, that is they do not outsource.
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FDlis notclearly defined, noris FDI data consistently captured
or audited. Instead, data on total investment are provided
by firms as part of their claim documentation. Reported
investment to date is approximately R2.7 billion, which refers
primarily to operational expenditure. This reported value
meets, and in fact slightly exceeds, the investment value
projected by the scheme for the same period. In the absence of
targets for these indicators, it is difficult to design and operate
an effective performance management system. Sixteen of
the 25 firms stated that the strength of the incentive scheme
related to its impact on reducing the cost of operations in
South Africa. Skills were noted as one of the main areas of
concern in the industry — 9 of the 25 firms noted that the
incentive scheme does not adequately deal with this issue.

Sustainability: There is significant market uncertainty
regarding the future of the incentive scheme, which is
scheduled to end in the 2014 and 2015 financial year. The
survey revealed that 100% of respondents had received no
communication from the government regarding the future
of the scheme. The majority of respondents also noted that,
unless the level of skills increases commensurately with
industry growth, the current skills pool will not be sufficient
to meet the industry’s demands or to enable sustained sector
investment and growth.

Additionality: This criterion assesses the role of the incentive
in directly catalysing investment and jobs, and the extent
to which the jobs created and investment made in the BPS
industry would (not) have gone ahead without the incentive
scheme. Half (14 out of 28) of the firms stated that their
investment in the industry was strongly influenced by the
presence of incentives, which implies that the incentive
scheme has indeed catalysed significant additional activity
and investment and has resulted in job creation and
investment that would not have occurred otherwise.

Analysis

The implementation review provided the evaluation team
with sufficient information to make recommendations
to improve both the operation of the programme and
consequently, its prospects for long-term impact. In addition
to an assessment of the five standard evaluation criteria
discussed above, the analysis and recommendations respond
to the specific evaluation questions highlighted in the section
‘Purpose and focus of the evaluation’.

Are the objectives of the programme being
achieved?

There is no forward-looking target set for job creation or
FDI Assessing the performance of the BPS incentive scheme
in relation to job creation is limited to a comparison of jobs
created in relation to the maximum budget allocation for
the scheme in alignment with the MTEF. Currently, budget
allocation is based on the scheme’s past performance. This
means of operational planning is not conducive to proactive,
opportunity-led and incentive-driven management of the
scheme.
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Similarly, it is not stipulated as a part of the scheme’s
objectives exactly how much FDI the scheme is expected to
attract, nor is actual FDI systematically reported. In certain
instances it is reported and recorded as a cumulative value
over the life of a particular project, and in others it measures
annual figures relevant to a particular claim period.
Therefore no assessment can be made as to whether the
value of FDI is meeting expectations at the time the scheme
was initiated.

Recommendations

A policy target needs to be set for both jobs created and
FDI attracted. Although the incentive scheme is already
run over half its term, it is essential that appropriately
researched targets are set for the remainder of the scheme’s
duration.

In the current context of no policy target, the dti should aim
to achieve a higher jobs created or sustained figure than
implied by the MTEF budget. The necessary arrangements
should be made with the Treasury to ensure support of
these targets and to ensure that future budget allocations
are not based purely on past performance. Firms should
be encouraged to project more accurately how many jobs
would be created; an additional financial incentive might be
provided to firms that create 90% or more of the projected
jobs.

Any relevant investment sustained must be accurately and
consistently reported by firms — either cumulatively or
additionally over the life of a project.

Monitoring of the scheme’s performance needs to be
improved, particularly in relation to collection of data
on actual FDI and jobs created. If discrepancies arise in
recorded data, they need to be resolved in each case and
standardised to ensure that accurate figures are reported
and logged.

Promotion of the scheme, particularly to domestic
stakeholders who have significant international client
bases, needs to be improved so as to increase the number
of participants in the scheme, which will in turn result in
increased job creation and FDI.

Is the design of the incentive programme
supporting the achievement of programme
objectives?

One positive aspect of the incentive scheme is that it is
straightforward to understand and operate. However, most
participants felt that the duration of the scheme should have
been five years, making it directly comparable with incentive
schemes in other countries. The incentive duration also had
implications for South Africa’s cost-competitiveness, as
potential investors are comparing it against other countries’
offerings over five years. The extent to which the duration of
our incentive scheme may have discouraged investment in
South Africa to date is not clear.
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The BPS industry is split into two broad categories, namely
front-office and back-office operators. These differ not only in
their service offerings, but in their employment requirements,
required employee skill levels, average size, and cost of
operations. Back-office operations require highly skilled
employees and in most cases are smaller operations. As such,
a number of existing and potential back-office operations are
unable to take advantage of the scheme because they do not
meet the minimum requirement of 50 employees. In addition,
given their smaller size, higher unit costs and higher labour
cost, the incentive amount contributes proportionately less
to reducing their cost of operations than is the case for lower-
cost front-office operations. The incentive scheme is not
designed to take into account these differences in service

types.

The administration of the scheme is perceived to be efficient;
no major issues were noted regarding the application or
claims processes. However, paper-based application and
claims processes as well as administrators” inability to
respond to technical queries relating to these processes
and criteria in certain instances were identified as areas for
improvement.

Recommendations

A graded scheme by type of service should be introduced to
provide higher incentives for firms offering a higher value
niche service, particularly in the case of back-office firms. The
requirements for back-office operators should also reflect
their smaller size, and the minimum requirement should be
reduced to 20 jobs for such firms.

The application and claims processes should be translated
from the current paper-based platform to an electronic,
web-based platform, which will increase the efficiency of
the process and will enhance the scope for effective, timely
monitoring and information processing. The dti is in the
process of setting up such a system.

Any adjustments to the design of the scheme must not
complicate the application and claims processes.

The responsibility of communication of information specific
to the policy guidelines and operational and strategic issues
of the incentive scheme should be allocated to a single
contact person, who should be well informed and equipped
to respond to relevant technical queries.

What is the current rate of job creation
through the business process services
incentive scheme?

In the 2012 and 2013 year, the number of projects on the
scheme grew by 60% to 32, whilst the number of jobs created
or supported grew by 48% to 3807. Whilst this is a significant
increase over the two years, when assessed in relation to
the maximum allocation as per the MTEF budget and the
potential for growth in the industry, there is definite scope
for improvement.
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Recommendations

Increasing the number of firms on the scheme and
consequently the rate of jobs created should be made a
priority. This is linked both to improving the promotion
strategy of the incentive scheme to attract more investors and
to the introduction of graded incentives so as to capture a
greater portion of the entire BPS value chain.

Again, companies should be encouraged to make more
realistic projections.

How competitive and cost-effective is South
Africa’s business process services incentive
programme?

The incentive scheme has contributed to making South
Africa more competitive than it was in 2010 as fully loaded
operating cost per job for contact centre work has declined
by approximately 5% per annum. South Africa’s cost
gap has reduced against all five benchmark countries, as
compared to prior to the BPS incentive scheme. However,
when a full assessment is made over the life of the scheme
and compared to other countries, South Africa’s cost
disadvantage is set to increase rather than decrease. This
is primarily as a result of two factors: the reducing nature
of the incentive scheme, and the three-year duration of the
scheme as compared to schemes in competitor countries
which typically run for five years.

The uncertainty regarding the future of the incentive scheme
was noted by every participant as a major source of concern.
This uncertainty is beginning to affect adversely South
Africa’s competitiveness as an investment destination. There
is no specific strategy to promote the incentive scheme.
It is essential that the incentive is adequately promoted to
investors as a distinct feature of South Africa’s BPS offering,
to ensure that South Africa’s competitiveness is accurately
understood by potential investors.

Recommendations

The incentive scheme is playing a role in reducing the cost
gap between South Africa and its competitors and should be
extended in duration to maximise this benefit.

Communication from the dti regarding the future of the
scheme must be prioritised; communication of the fact that
the extension of the scheme is currently being explored will
alleviate current anxiety.

There needs to be a more concerted effort to promote the
incentive scheme prominently within South Africa’s value
proposition to domestic service providers and captives. Any
promotion of the incentive scheme must be communicated
to all industry participants so as to ensure consistency in the
message that is delivered to potential investors.

Better coordination is needed between the entity responsible
for the promotion of the incentive scheme and industry
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bodies and companies, to develop a coherent strategy for
communicating and promoting the scheme to investors.

Use of evaluation results by the Department
of Trade and Industry

Upon completion of the evaluation, the dti submitted
a management response, followed by an improvement
plan which was developed by the key stakeholders. The
improvement plan comprised a list of recommendations
endorsed by the dti and an action plan against each
recommendation. The improvement plan includes, amongst
others, strategies for a review of the existing incentive
programme and how the programme could be continued
beyond its current three-year duration (2011-2014), so as to
drive long-term competitiveness and growth.

An important development following the evaluation was the
review of the incentive, which has been finalised. The revised
BPS incentive which was launched by the dti in London on
14 October 2014 has fundamentally addressed all the study
recommendations. The key distinguishing factors of the
revised BPS incentive are that the programme will run for five
years and that the base incentive will be split into a two-tier
incentive for complex and non-complex jobs. The purpose is
to attract more complex jobs such as LPO and shared services
subsectors which attract a higher skilled workforce. The
graduated bonus incentive has been maintained; however,
it will be provided to approved applicants that create and
sustain more than 400 offshore jobs. The programme is
operational from 01 October 2014 until 31 March 2019.

Lessons from the business process
services evaluation
Data availability and data quality

The poor quality of programme monitoring data tends to
prolong evaluations. Evaluators often have to mine the data,
which makes it difficult to ensure credible, verifiable findings.
In some cases this has resulted in some redesign challenges
mid-way through the evaluation process in order to achieve
the required evaluation outcome (Goldman et al. 2015:6). In
the case of the BPS evaluation, data were captured in multiple
Microsoft Excel spreadsheets and the evaluators repeatedly
had to double check if it was the correct and up-to-date
version with the correct data. In the end, it was not possible
for the evaluators to validate or verify the actual numbers in
the spreadsheet provided by the programme team.

Lack of explicit theory of change

The BPS incentive had no explicit theory of change and log
frame prior to the evaluation. One of the deliverables from
the evaluators was to produce the theory of change for BPS,
test it and propose a suitable theory of change. This has
become the first phase for all evaluations in the NEP. The
other issue with respect to an inherent lack of results-based
planning was that targets were not set for the priority
indicators as a programme — in this case the number of
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jobs created. Therefore, when the evaluators were expected
to assess achievement of results, it was not possible to
determine whether the results achieved were in line with
expectations or not. This was a priority recommendation
emanating from the evaluation.

Role of the the Department of Performance
Monitoring and Evaluation as a facilitator

The BPS evaluation was one of the first evaluations completed
by an external service provider for the DPME. It was a
learning curve for all parties concerned, but on the whole
was a positive change from the traditional evaluation role
when working directly with a line department. The DPME’s
role is to play a facilitative role in procuring the service
provider as well as the secretariat for the consultative steering
committee. In comparison to working with line departments
directly, working through the national evaluation system
offered additional structure and neutrality and encouraged
greater independence for the evaluator. In the case of the
BPS evaluation, the DPME project manager played this role
effectively throughout the process.

Engendering a spirit of learning from evaluation

The challenge of evaluation, particularly in the public sector,
remains the fact that evaluation may be perceived as a threat
that can expose certain weaknesses within the organisation.
This often results in defensive actions and attempts to refute
the evaluation findings, rather than to focus on the lessons
learned. Whilst the BPS evaluation identified a minimal
number of shortcomings, stakeholder response demonstrates
that a culture of learning is not yet instilled in government
and that broader support is required to ensure engagement
with evaluation findings.

Appreciation and acceptance of the findings and
recommendations

Whilst this evaluation was an implementation evaluation,
structured to be a holistic and comprehensive evaluation
using the DAC criteria to go beyond the basic understanding
of the achievement of results, unfortunately; the stakeholders
were unduly focused onimpact—and the achievement of what
the evaluators felt were arbitrary pre-determined targets.
Unfortunately, this undue emphasis on the quantitative
results may have distracted the stakeholders from the other
findings, thus losing some of the value that could have
been achieved through the evaluation process. Whilst the
preference for quantitative results can be understood given
the quantitative focus of the dti’s work, broader support is
required throughout government for both quantitative and
qualitative evaluation findings to inform optimal changes to
policy, programme design, and the measurement of results.

the Department of Performance Monitoring and
Evaluation’s proposed evaluability assessment

Following the challenges with evaluability of the BPS and
other programmes, the DPME has resolved to carry out
evaluability assessments of programmes proposed for
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evaluation. A robust evaluability assessment tool would
be developed and applied to determine the evaluability of
selected government programmes for the following year.

The problems identified include poorly articulated
programme outcomes, unclear target populations, missing or
poorly defined theories of change, the lack of appropriately
defined indicators, and poor quality or missing data on these
programmes. These problems particularly affect the potential
toundertake impact and economic evaluations, with the result
that the evaluations become formative in nature. Usually, at
the concept note and terms of reference development stage,
there seems to be clarity on what information and data are
available, but once the study is commissioned, the service
providers discover that the proposed evaluation type is
difficult or impossible because the conditions for successful
evaluation have not been met at the design, development
and implementation stages of the programmes (Backhouse &
Anambao 2014:4).

The envisaged DPME evaluability assessment tool
development will focus on determining what needs to
be in place to ensure that programmes can be assessed
using the desired type of assessment and methods, or to
suggest alternative types and methods of assessment that
are feasible and likely to provide useful information on
programme performance and achievements as well as
identification of unintended results and risks (Backhouse &
Anambao 2014).

Conclusion

The evaluation was a useful exercise that highlighted
the positive attributes of the BPS incentive scheme and
identified the areas requiring attention to improve the
scheme going forward. Importantly, the evaluation
emphasised that the BPS incentive scheme does not operate
in a vacuum and that the scheme’s potential for success is
intricately linked to the potential of the BPS industry in
South Africa.

South Africa’s success as a BPO destination will always be
linked to its cost-competitiveness. Although not aiming to
become the lowest cost operator, the incentive scheme was
introduced to decrease substantially the cost of operating in
South Africa.

On the other hand, the quality of service is a key factor
influencing South Africa’s success; the country is often
the selected destination because of the higher quality of
service provided compared to other destinations. A drop
in the existing comparatively high standard of service
will have adverse consequences for the success of South
Africa’s BPS sector. Given that for the most part the BPS
incentive scheme is successful, well run and is received
positively in the industry, it is important that the findings
that go beyond the scheme itself are considered to ensure
that the South African BPS value proposition remains
relevant.
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