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Executive Summary
The implementation of democracy in 1994 has led the country to become one of the fastest growing tourist markets of the African continent. The increasing number of foreign tourists to South Africa has resulted in more demand for paid accommodation. This report provides detailed information on South Africa’s tourist accommodation market and whether there are opportunities for Dutch investors. The main question that will be answered in this report is:
“Are there opportunities for Dutch entrepreneurs with regard to Bed and Breakfast services in South Africa?”
The answer to this question is found by analyzing the market attractiveness of the tourist accommodation industry, the market features of the tourism sector, and the potential customers and competitors. Chapter 2 describes the developments in the tourism sector. Although the number of foreign tourists to South Africa rises rapidly, the government also makes huge investments to improve the infrastructure, which should help South Africa extract the most from FIFA World Cup 2010. This event, that will be held be held in South Africa, is expected to generate more tourists for South Africa on the long term. 
The subsequent chapters describe the potential customer base and the competitors. By analyzing the purpose of visit, welfare and number of bed nights spent by visitors from the key markets, it seems that the potential customers will most likely be overseas visitors who value a personal touch for a good price. Although each tourist has different needs and requirements, safety is viewed as the most important need under all tourists. All the other providers of paid accommodation in the area can be competitors, and their strengths and weaknesses may vary. 
Chapter five examines the overall market attractiveness in which B&Bs operate. Although competition is intense, the market and macro environmental factors indicate that the tourist accommodation market is a growing market segment with many opportunities. The efforts of the South African government to reduce regulations and stimulate business seem to be successful in the tourist accommodation market. Labour is cheap, while the prices of rooms are well developed compared to other tourist destinations. However, the devaluating currency has led to an increase in interest rates, and a decline in the growth of house prices. This makes it unattractive to finance property by means of a loan.
Finally, all nine provinces in South Africa are analyzed in the regional analysis.  A preliminary analysis indicates that Gauteng and Western Cape are the two provinces with the highest potential. Followed is an analysis of the unique selling points in the two provinces. These indicate that Cape Town is the place with the most potential in South Africa, followed by Johannesburg. 
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§ 1

Introduction

South Africa is a leading tourist destination on the African continent, well appreciated for its scenic beauty, sandy beaches, diverse wildlife, pleasant climate, cultural heritages and the popular outdoor adventures. Often the country is being described as “the world in just one country”, emphasizing the diversity that makes South Africa attractive as a tourist destination. An average growth of 11.2% a year since 1980 can be observed in the tourist sector, with over 9.2 million foreign visitors visiting South Africa in 2007 according to StatsSA (2008). Almost 1.5 million came from the European continent. 
Following this growth, the South African tourist industry requires the presence of sufficient accommodation establishments to accommodate all the tourists. In order to meet with the rising number of tourists, new investments should be made in the construction and expansion of all sorts of accommodation establishments including bed & breakfasts (B&Bs). 

Bed & Breakfast is the type of accommodation defined by the Tourism Grading Council of South Africa (2008) as “accommodation usually provided in a family (private) home and the owner/manager lives in the house or on the property. Breakfast is usually served. Bathroom facilities may or may not be en-suite and/or private. In general, the guest shares the public areas with the host family.” 
In 2005, the Department of Trade & Industry (DTI, 2005: 28) estimates the existence of 50,000 tourism enterprises in South Africa, of which 97 percent would be small and medium enterprises. Although the precise number of Bed & Breakfasts in South Africa is unknown, the Tourism Grading Council of South Africa (2008) listed 1,281 accredited B&B’s in South Africa as of March 2008. Furthermore, according to the South African Tourism organisation (SAT), there are well over 10,000 Bed & Breakfasts in South Africa.
Ever since the first Dutch settlers came to South Africa, the country’s beauty has touched the hearts of many Dutch visitors. Nowadays, there are over 130,000 Dutch people travelling to South Africa a year (StatsSA, 2008). A small proportion of these travelers have a dream of running a Bed & Breakfast in South Africa. But many of the Dutch that have done so failed and returned back to the Netherlands. Often, a lack of preparation was considered to be the cause of the failure (WereldExpat, 2004).  
In order to successfully start and run a Bed & Breakfast one should examine their market through research. With the focus on the fast-growing tourist industry in South Africa, this research document will identify the opportunities in the Bed & Breakfast sector and can act as a basis of preparation for people wanting to start or acquire a B&B in South Africa. 

The central question is: 
Are there opportunities for Dutch entrepreneurs with regard to Bed and Breakfast services in South Africa?
In order to answer this question, I will need to investigate and answer the following sub-questions:

· What are the market features of the South African tourism sector?

· Who are the potential customers?

· What are their needs and requirements?

· Who are the competitors?

· What are the strengths and weaknesses of the competitors?
· Which external factors influence market attractiveness?

· What is the intensity of the competition on the tourist accommodation market?

· What region(s) has/have the best potential market?

The next chapter will discuss the market features of the South African tourism sector.  The third and fourth chapter respectively describe the type of customers and competitors that a B&B might deal with. Furthermore, they describe the strengths and weaknesses of these potential competitors and the consequences and/or opportunities this might have for a newcomer in the tourist accommodation market. A thorough in-depth research using the PEST analysis and the five forces framework should reveal the overall market attractiveness of the branch in which B&Bs operate. The outcome will be presented in chapter five. The fact that South Africa is a huge and diverse country makes it necessary to carry out a regional analysis as presented in chapter six to find opportunities and discover what place(s) might be suitable to start or acquire a B&B. Finally, chapter seven will present my conclusion and recommendations.
The method of research that will be used in this report is desk research. There are many published reports and documentation containing detailed information of the tourism sector in South Africa. In most cases, statistics are gathered from multiple sources and compared with each other. 
§ 2

Market features of the tourism sector

In order to identify the opportunities in the B&B sector, it is first necessary to get acquainted with the tourism sector in South Africa. The Travel and Tourism (T&T) industry is one the world’s most important industries and has in many countries an impressive impact of the economy. According to the World Travel & Tourism Council
 the contribution of the Travel & Tourism (T&T) industry to the world’s Gross Domestic Product (GDP) is expected to rise from 9.9% in 2008 to 10.5% in 2018.  The tourism industry of South Africa is expected
 to contribute 8.4% to the GDP in 2008. For South Africa, the tourism industry is one of its fastest-growing industries and the government considers it to be a key sector due to its employment generation potential and its rising contribution to the GDP.
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The tourism industry is booming in South Africa, and its popularity as a holiday destination has been proved once again. In 2007 the number of foreign visitors to South Africa increased
 by 8.2% to 9.2 million, while the number of foreign visitors had already risen by 10.3% in 2005 and 13.2% in 2006. Forecasts set by the South African tourism industry indicate that the number of foreign visitors to South Africa will rise over the next years reaching the number of 10 million tourists by 2010, the year in which South Africa hosts the FIFA World Cup
. 
In order to analyze how the market might develop, it is useful to take a look at the historical development of the tourism market. During the 1980s the number of foreign visitors to South Africa remained at a low level. After the abolishment of apartheid in 1990, the number of foreign visitors to South Africa increased rapidly (see Figure 1). In the subsequent years, 1991 and 1992, the number of visitors respectively increased by 66% and 69%. The overall average growth since 1980 is 11.2%. Most notable is that a large majority of the foreign visitors are from Africa (75%), while 24.4% are oversees visitors.
The tourism industry is closely linked to infrastructure, requiring investments in the infrastructure development to keep up with the rapid increase in foreign visitors. Over the years, the South African government, businesses and private investors have invested heavily to improve and expand the transport infrastructure, hospitality sector, and financial sector as well as battling the high levels of crime and the spreading of HIV/AIDS. With the eye focused on FIFA World Cup 2010, the South African government implemented fast-track action plans to improve the infrastructure (GCIS, 2008: 562) before 2010. An amount of ZAR 9.2 billion was allocated to improve the public-transport infrastructure, ZAR 19.2 billion for airport modernization, ZAR 5.5 billion for national roads and ZAR 8.5 billion for passenger rail. In 2006, South African Airways Ltd launched a new low cost carrier to compete with existing low cost carriers 1Time and Kulula, resulting in more competition.
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The South African tourism industry consists of a lot of players and components. The cluster map shown above in figure 2 has been created based on information provided by the Department of Trade & Industry (DTI) and an unpublished report of The Cluster Consortium (1999). The South African tourism attractions lie at the heart of the tourism cluster as they play a key role in the tourism industry. South Africa has a number of tourism attractions, which are considered to be unique selling points (USPs) such as Cape Town and Kruger National Park. These USPs are the key attractions used to attract foreign tourists. Marketing campaigns are built around the USPs in order to persuade ‘the world’ to visit South Africa. Currently, the main focus has shifted temporarily to FIFA World Cup 2010, taking place in South Africa during the summer of 2010.
A distinguish can be made between players who directly benefit from tourism (e.g. accommodation establishments) and who indirectly benefit from it (e.g. food and beverages services). In 2008, the direct industry is expected to generate ZAR 71 billion to the national GDP, while employing 445,000 people. However, since tourism also affects the indirect suppliers, the real impact is even greater. The total economic impact of the tourism industry is expected to be ZAR 178 billion to the national GDP and the employment of 1,011,000 workers (TSA, 2008:  South Africa). Although the wages of South African workers are relatively low, the prices of paid accommodation are well developed. Over the next ten years, forecasts in the tourism industry indicate an expected annual growth of 4.2% in contribution to the national GDP and 2.4% in economy employment. 
The effects of the South African tourism boom have not gone unnoticed in the hospitality industry. An increase of 6.4% in occupancy rates was identified at hotels, B&Bs and other forms of accommodation in 2006 as compared to 2005 (RNCOS, 2007). South Africa’s rapid growth in the tourism industry calls for more accommodation in order to keep up with the demand in the future. This leads to opportunities for accommodation owners, potential investors and entrepreneurs. As barriers are low in South Africa, it is relatively easy to start and run a paid accommodation establishment such as a B&B or guesthouse. The South African tourism industry is characterized by the high number of small, medium and micro players. At the other hand, there are a few large corporate players who dominate the tourism sector. In the hospitality sector, the large players are SAN Parks, Southern Sun, Sun International, Protea hotels, City Lodge group and Cape Grace Hotels, who all own and manage multiple accommodation establishments. The distribution channel in South Africa is dominated by Imperial Holdings, Bidvest and Cullinan Holdings (DTI, 2006). 
Many of the unique selling points and hotels in South Africa have experiences more international recognition over the past years resulting in many international awards. During the World Travel Awards in 2007, the majority of the award prices for the African continent went to South Africa. Most appreciated is the nature and wildlife in South Africa, which explains why ecotourism is the fastest-growing segment in the local tourism industry. Negative experiences are usually due to personal safety and crime. 
Remarkable trends are the growth in ‘conference tourism’ and the increased interest in ‘community tourism’, in which tourists are experiencing the daily life in South African villages and townships. Most notable is that the national tourist market is believed to have the most potential owing to the fast-rising black middle class who now have more money to spend for a holiday in their own country (EVD, 2008). However, the domestic market is still too little compared to the international market.
§ 3

Customer Analysis
In order to be successful, the bed & breakfast needs to be located in a market area that attracts a sufficient number of overnight visitors. An essential element in identifying opportunities is the customer analysis.  In this chapter the following sub questions will be answered: 

· Who are the potential customers?
· What are their needs and requirements?

§ 3.1
Potential customers
Bed & Breakfast establishments mostly depend on tourists as their customer base. The potential customers of bed and breakfasts are visitors that stay for a relatively short period in time. Usually, the bed and breakfasts rely on the local attractions to draw customers (Ryan, B. et al., 2003). This means that the type of customers may in certain extend depend on the location of the establishment. 
Potential customers can be tourists coming for a holiday, business people, locals who need an overnight stay, or people that need temporarily lodging such as a student who needs to wait 2 days before entering his/her new student accommodation. In most areas, B&B’s main target group are tourists and business people. Tourists can be divided between local tourists and foreign tourists. In 2006, 92.4% of the foreign visitors who came to South Africa came for holidays, which is an increase of nearly 7% since 2002. At the other hand, the number of business people travelling to South Africa decreased both in absolute number as in percentage. Only 2.3% of the foreign visitors in 2006 came for business compared to 6.8% in 2002 (see Appendix 1). 
But what kinds of customers are attracted to a B&B? That is an essential question that needs to be answered. B&Bs are usually associated with an atmosphere of warmth and coziness, where the customer receives good value for the price he or she pays (Arneson, 2008). Since most bed & breakfast establishments are owned and managed by innkeepers who live and work there, it is normal that customers are viewed as truly guests. In good B&Bs, the innkeeper will use a personal touch to give his or her guests a memorable stay. After all, B&Bs generate a substantial amount of income from their repeat business. Thus, people who value a personal touch for a good price are potential customers of a B&B.
In order to find out who are most likely to become a potential customer, it is important to look at the key markets. Nearly 74% of the foreign arrivals in 2006 were from Africa (SAT, 2007). However, most African countries are relatively poor and the people have only little money to spend on accommodation. Most of the tourists seeking paid accommodation are overseas visitors. This becomes clear in the table on the following page, which is based on numbers presented by South African Tourism (2007) and the CIA Factbook (2008). The table mentions the percentage of foreign arrivals coming for holidays, the average gross domestic product (GDP) per capita in 2007, and the number of B&B bed nights spent per country. When comparing the top 5 overseas markets with the top 5 African markets, it becomes clear that the average overseas visitor has on average more money, and is more likely to use a B&B as accommodation. Furthermore, more than 65% of the overseas visitors came for holidays, compared to only 17.1% of the African visitors. Another reason for focusing on overseas visitors is that their culture is usually more similar to that of the Dutch culture. Taking these factors into account, it seems that the potential customers will most likely be overseas visitors who value a personal touch for a good price.
	Country
	Holiday
	GDP (PPP) in US$
	B&B bed nights
	B&B as % of total bed nights

	Top 5 Overseas

	UK
	61.9 %
	$35,300
	400,747
	4.7 %

	Germany
	70.2 %
	$34,400
	504,472
	9.7 %

	USA
	56.5 %
	$46,000
	245,566
	5.8 %

	France
	71.5 %
	$33,800
	75,726
	5.0 %

	Netherlands
	68.6 %
	$38,600
	174,359
	7.5 %

	Average
	65.74 %
	$37,620
	280,174
	6.5 %

	Top 5 Africa

	Lesotho
	10.6 %
	$1,500
	340,341
	4.5 %

	Swaziland
	13.3 %
	$4,800
	207,993
	5.3 %

	Zimbabwe
	38.4 %
	$500
	442,266
	4.8 %

	Mozambique
	14 %
	$900
	128,035
	4.1 %

	Botswana
	9.2 %
	$14,700
	93,933
	4.5 %

	Average
	17.1 %
	$4,480
	242,502
	4,6 %


§ 3.2
Needs and Requirements

People who are in the need of temporarily lodging do have certain needs and requirements, which the B&B should meet in order to attract them. The needs of customers may vary a lot. One person may be satisfied with the basics of a bed, toilet, shower and a breakfast, while someone else may desire a more luxurious B&B, offering a swimming pool and an area for the ‘braai’ (BBQ). It is important to take this in mind. Based on the location of the settlement, an innkeeper should investigate these needs and requirements. To prove that a B&B meets a high level of service, it is important to get graded by institutions and organizations such as the Tourism Grading Council of South Africa (TGCSA), the Bed and Breakfast Association of South Africa (BABASA), Portfolio ‘Benchmark of the Best’ and AA Travel Guides. By doing so, potential customers see that the bed and breakfast meets a certain level of service.
According to a report published by South African Tourism in 2007, foreign tourists value the nightlife and shopping the most, followed by the natural attractions, wildlife, beaches and the cultural and historical sites. On the other hand, the lack of safety is often mentioned as the most negative experience in South Africa. 

Another need or desire of customers may be the availability of an airport or big road nearby. Over 2.3 million foreigners travelled to South Africa by air in 2006, while almost 6 million travelled by road (see Appendix 1). Tourists and business people travelling through South Africa might want to stay overnight in a B&B, but often do not want to drive to far away from their path. 
In short, the needs and requirements of the average tourist are most likely that the accommodation needs to be located in a safe environment, close to one or more of the attractions that he or she values. Furthermore, the needs of requirements of the bed and breakfast will depend on the demands and wishes of the customer. 
§ 4

Competitor Analysis 
Identifying and analyzing the potential competitors is of high importance in the hospitality industry. When running a B&B, it is necessary to know your competitors and try to be better than them. In general, the main activity of a B&B is providing paid accommodation and service to visitors. Therefore, the competitors are all the other tourist accommodation providers. The direct competitors are the paid accommodation providers in the area of the B&B. Since there are many types of accommodation providers, this report uses the classification used by the Tourism Grading Council of South Africa (2008). This chapter will indicate the differences between the different types of tourist accommodation providers and their strengths and weaknesses.  Later in chapter §5.3 of this report, the intensity of the competition will be analysed using Michael Porter’s five forces framework. 
§ 4.1
Types of tourist accommodation providers

	Type of accommodation
	Quoted definition from TGCSA (2008)

	Backpacker & Hostelling
	“A Backpacker and/or Hostelling establishment is an accommodation facility that provides communal facilities, including dormitories yet may offer a range of alternative sleeping arrangements. Only establishments that cater for transient guests (travelling public) will qualify for grading.”

	Bed & Breakfast
	“Bed and Breakfast accommodation is provided in a family (private) home and the owner/manager lives in the house or on the property. Breakfast must be served. Bathroom facilities may or may not be en-suite and/or private. In general, the guest shares the public areas with the host family.”

	Caravan & Camping
	“A Caravan and Camping Park is a facility that provides ablution and toilet facilities and space for guests to provide for their own accommodation, such as a tent, motor home and or caravan.”

	Country House
	“A country house is a large guest house, usually situated in natural, peaceful surroundings such as near a nature reserve, a forest, a lake etc. It offers all the services of a hotel, including dinner.”

	Guest House
	“A guest house can be an existing home, a renovated home or a building that has been specifically designed to provide overnight accommodation. A guest house will have public areas for the exclusive use of its guests. A guest house is a commercial enterprise and as such the owner or manager may live on the property.”

	Hotel
	“A hotel provides accommodation to the travelling public, has a reception area, and offers at least a 'breakfast room' or communal eating area. In general a hotel makes food and beverage services available to guests; these may be outsourced or provided by the hotel.”

	Lodge
	“A lodge is an accommodation facility located in natural surroundings. The rates charged are usually inclusive of all meals and the experience offered at the lodge, with game drives, battlefield tours, etc.”

	Self-catering
	“A house, cottage, chalet, bungalow, flat, studio, apartment, villa, houseboat, tent or any accommodation where facilities and equipment are provided for guests to cater for themselves. The facilities should be adequate to cater for the maximum advertised number of residents the facility can accommodate.”


§ 4.2
Strengths and Weaknesses
A B&B in South Africa has thousands of competitors, of which it is almost impossible to analyze their strengths and weaknesses. However, it is possible to analyze the basic strengths and weaknesses of each of the type of establishments in general. Therefore, an overview of the average strengths and weaknesses of each of the type of establishments is given in the following table (SAT, 2007).
	Type of accommodation
	Strengths
	Weaknesses

	Backpacker & Hostelling
	( popular under backpackers and travellers;
( relatively cheap for customers.
	( basic, no luxury;
( not much money available to spend on marketing.

	Bed & Breakfast
	( personal approach;
( high service for relatively fair price;

( will benefit from the soccer World Cup 2010.
	( only a few rooms for rent;
( not much money available to spend on marketing;

	Caravan & Camping
	( space;
( popular under tourists who desire to camp;

( relatively cheap for customers;
( open air; 

( low operational costs.
	( few overseas tourists;
( customers need to have a caravan or tent.

	Country House
	( beautiful location;
( high service;

( more relaxed than hotels.
	( relatively medium to high priced;

( not much money available to spend on marketing.

	Guest House
	( personal approach;
( high service;

( medium priced;

( gaining popularity.
	( medium priced;
( not much money available to spend on marketing.

	Hotel
	( luxury;
( on average a high service;

( usually more than average priced;

( most common form of accommodation in South Africa;

( money available for marketing.
	( high operational costs if accommodation is not used;
( impersonal compared to B&Bs and guesthouses;



	Lodge
	( beautiful environment;
( near popular tourist attractions;

( can extract money from nearby attractions (e.g. safari).

( high service
	( may be high priced;
( lots of attention needs to be given to the tourists.

	Self-catering
	( fastest-rising type of establishment in South Africa;
( relatively cheap;
	( low service


Based on the strengths and weaknesses presented above, one can conclude that hotels have the largest budget for marketing, while smaller types of accommodation establishments, such as B&Bs and guesthouses can provide a personal approach and high service for a relatively low to medium price. At the other hand, country houses and lodges are usually located in a beautiful environment or near a popular tourist attraction. In short, each of the type of tourist accommodation enterprises has their own strengths and weaknesses, and these should be taken into consideration when formulating the strategy of the business.
§ 5

Environmental Analysis 
This chapter discusses all possible factors that may influence the market attractiveness of the tourist accommodation market. It is important to take these factors into considering when deciding whether to invest in South Africa or not. The market attractiveness will be analyzed by three groups of factors: 
· Macro environmental factors
· Aggregated market factors

· Industry analysis
The macro environmental factors provide an overview of the different factors that an investor has to take into consideration before investing in South Africa. It is useful for understanding market growth or decline, business potential and opportunities. The aggregated market factors determine the market size, market growth and season influences. Finally, an industry analysis is used to determine the intensity of the competition on the tourist accommodation market. 

§ 5.1
Macro environmental factors

Economic factors
The South African economy has shown a consistent growth since the end of apartheid. Nowadays, South Africa is a middle-class, emerging market with characteristics of a developing country. The country’s GDP grew by 5 percent in 2007, while the unemployment rate dropped to 24.2%. Although the financial, legal, communication, transport and energy sectors are well developed (CIA, 2008), many problems have still remained unsolved since the end of apartheid.  Half of the population still lives under the poverty line with large differences between the disadvantaged groups and the ‘white’ people. ‘White’ people still earn on average the most, while ‘black’ people earn the least and have the highest illiteracy rate. This difference is reflected in the household income. According to the CIA Factbook, the 10 percent richest people make up 44.7% of the total income, while the poorest 10 percent only account for 1.4% of the total income. 

The economic policy of South Africa is in large extent determined by the 'Growth, Employment and Redistribution: A Macroeconomic Strategy' (GEAR) policy, created in 1996. With this framework, the government wanted to create an open market with a favorable investment climate. The major objectives of the policy are to achieve sustainable economic growth coupled with job creation. The fiscal and monetary reforms aimed at reducing inflation and the budget deficit, hoping that this will attract foreign investments
. Unfortunately, the government has failed in achieving most of the set targets. It has been successful in reducing the share of government current expenditure as a percentage of the GDP, but failed in achieving the GEAR targets in terms of privatization, direct foreign investment, job creation, education and infrastructure.  

In 2006, the South African government launched the Accelerated and Shared Growth Initiative for South Africa (AsgiSA). This initiative is used to achieve the goals set by the GEAR policy and should stimulate the local economy. The government aims at halving poverty and unemployment by 2014. In order to achieve this, the economic growth needs to accelerate to an average of 6% between 2010 and 2014. AsgiSA must remove obstacles that can endanger the economic growth. Therefore, the government must respond to the relative volatility and level of the currency, the shortage of skilled labor, the high costs of transport and certain legal issues (GCIS, 2008). With the eye focused on FIFA World Cup 2010, the government invests heavily in upgrading the country’s infrastructure. Between 2007 and 2010, a total amount of R410 billion is being used to build railway lines, ports and roads, and improving the airport, ICT and water infrastructure. The government expects that also the tourism sector will benefit from these investments.   
The tourism sector is one of the key economic sectors in South Africa with a high potential for growth. The tourism branch of the Department of Environmental Affairs and Tourism (DEAT) is responsible for the development of the tourism sector. The governments placed the focus on the following areas (GCIS, 2008): 

· skills

· transport

· safety and security

· information management

· marketing

· small, medium and micro-enterprise (SMME) and infrastructure development

· industry transformation
 A R20-million fund has been created in 2006 by the Minister of Environmental Affairs and Tourism to provide support to SMEEs. Another R7.5 million has been allocated to create more skilled labor for the tourism sector. Currently, the tourism branch is working hard to be ready for World Cup 2010. 

The announcement that the 2010 Soccer World Cup will be held in South Africa has a great impact on the economy. The event will, for the first time ever, include non-hotel accommodation such as B&Bs and lodges. The tourism branch is closely cooperating with the accommodation establishments to ensure that tourism value will be maximized in 2010. The number of graded establishments is rising quickly and already 6,000 non-hotel rooms have been contracted for the World Cup 2010 (GCIS, 2008). 

The current economic recession in the USA led to a devaluating Rand and rising interest rates. The exchange rate
 Rand/Euro was on average 9.67 in 2007, compared with an 11.55 average over the first four months in 2008. Next to that, the ‘prime rate’ used by the commercial banks in South Africa stands at 15% as of May 2008. The rising interest rates makes borrowing money less attractive, meaning that financing the acquisition of a B&B property using a loan has become unfavorable. The interest that would have to be paid would be a burden on the relatively low turnover of an average B&B. 
Political factors

The political arena has a huge influence upon the regulation of public and private sector businesses, and the spending power of consumers. Political factors affect the market attractiveness through government regulations and legal regulations, which can both mean an opportunity and a threat to businesses in the tourism sector. 

There was a time in South Africa’s history where legislation classified inhabitants into racial groups (black, white, colored and Asians). This era is commonly known as the apartheid. During the apartheid, the ruling white minority in South Africa created laws allowing themselves to segregate, exploit and terrorize the black, colored and Asians. The black people were denied basic human and political rights. There were laws restricting the movement of blacks in South Africa and the blacks had to carry their personal ID and passport at all times. Next to this, the blacks had poor access to education and good health care. Although the apartheid was abolished in 1994, the effects of apartheid are clearly visible in South Africa. Nowadays, most of the black people in South Africa are still living in poverty, uneducated with only limited access to proper education and health care. 
To improve the economic situation of the black majority in South Africa, the government introduced the ‘Broad-Based Black Economic Empowerment (BEE)’ program. The goal
 of this program is to improve the economic power of the previously disadvantaged groups. Companies in South Africa should fulfill the requirements of this program. The BEE scorecard is used to evaluate the degree of empowerment of a business. The scorecard measures the performance of the company based on seven elements: ownership, management control, employment equity, skills development, preferential procurement, enterprise development and socio-economic development. The government expects companies to comply with these requirements. The degree of empowerment depends on the size of the company. All companies with a turnover under R5 million are exempted from BEE, which means that a B&B is automatically regarded as 100% BEE. The BEE unit of the Department of Trade & Industry (DTI) can assist B&B holders in attaining their Exempt Micro Enterprise (EME) certificate. However, large tourism enterprises do need to comply with BEE. 

One of the first actions undertaken by Nelson Mandela after the end of apartheid is actively promoting South Africa to investors. South Africa has played an energetic role in international and multilateral organizations, including organizations that help to unlock South Africa’s potential such as the New Partnership for Africa’s Development (NEPAD) and the Southern African Development Community (SADC). Although the transition to a democracy has not been easy, South Africa did manage to create political stability and attract foreign investors. For this too happen, the government had to make it interesting for foreigners to invest in South Africa. 

The Netherlands is an important business partner for South Africa, ranked 6th as bilateral business partner
. The increased business between both countries is due to the trade agreements between South Africa and the EU made in 1999, creating a free trade zone with reduced tariffs. Dutch investors willing to invest in South Africa can obtain assistance from Dutch organizations such as the Southern African-Netherlands Chamber of Commerce (SANEC) in The Hague, the EVD and NABC. Over the years, many Dutch entrepreneurs have moved to South Africa to start a B&B, guesthouse or lodge, and enjoy all that South Africa has to offer.  

Before starting lodging activities in South Africa, the Dutch entrepreneur should be prepared and in possession of the right documents. An entrepreneur wanting to start a business in South Africa needs to be in the possession of a business permit. Dutch entrepreneurs can apply for a business permit at the South African Embassy in The Hague. It is usually issued for 2 years and can be extended for unlimited times. Condition is that the applicant must prove that he or she intends to invest or already has invested 2.5 million Rand into the book value of an existing or planned business. The applicant needs to submit a detailed business plan, an undertaking to register with the South African Revenue Service (SARS) and proof of hiring at least 5 South Africans or permanent residents within 5 years (Intergate, 2008). For entrepreneurs intending to invest less than 2.5 million Rand into the book value of the firm, a recommendation letter issued by the Department of Trade & Investment (DTI) is required. The applicants requiring a recommendation letter need to first await the outcome of the application before applying for the permanent residence, while applicants who invest at least 2.5 million Rand in the book value of the firm may directly apply for permanent residence. According to the South African Department of Home Affairs (2008), the tariff for permanent residence is € 152 and it takes approximately 30 days to process the application. After having acquired the business permit, the entrepreneur can continue with the next step. 
The South African government stimulates foreign entrepreneurs and investors to invest in South Africa in the hope that the economic infrastructure will improve together with job creation. An entrepreneur starting a business in South Africa will make a foreign direct investment. In the past individuals intending to transfer funds into South Africa were subject to the strict regulation of transactions of the South Africa Reserve Bank
. Nowadays the exchange control system has become more liberalized and it has become easier to transfer money in and out of the country. Although restrictions do not apply to inbound or outbound transfers of funds by non-residents, they do apply to South African residents. All international commercial transactions must be accounted for through authorized dealers such as commercial banks or merchant banks.   
There are a number of different methods of doing business in South Africa. One needs to consider which form of foreign investment will best suit the circumstances. The following business entities are the most commonly used forms of direct investment in South Africa
:
	Form
	Characteristics
	Obligations

	Private company
	( Establishment by 1 or more persons;
( Maximum of 50 shareholders with limited transferability of shares;

( Limited liability for shareholders;
( Shareholders can be directors

( Relatively expensive
	( Registration within 21 days with the Registrar of Companies in Pretoria;
( Trading name must be reserved;

( The name of the company ends with (Pty) Ltd;
( Unlike with a public company, a private company is not required to file financial statements with the Registrar of Companies.

	Public company
	( Establishment by at least 7 shareholders;
( No restriction on the number of members or transferability of shares;
( Limited liability for shareholders;

( Permanent existence;
( Can raise capital from the public through initial public offerings (IPOs).

( Relatively expensive.
	( Registration within 21 days with the Registrar of Companies in Pretoria;
( Trading name must be reserved;

( The name of the company ends with Ltd;

( Required to file quarterly reports and annual financial statements with the Registrar of Companies. 

- Requires an auditor (Chartered Accounted) for the financial statements.

	Close corporation
	( Establishment by 1 or more persons;
( No more than 10 members;

( Limited liability for members;

( No share capital. The interest is in the form of a member’s interest expressed as a percentage;

( Permanent existence;

( Relatively cheap
	( Registration within 21 days with the Registrar of Companies in Pretoria;

( The name of the company ends with ‘Close Corporation’ or CC. 
( Same treatment for tax purposes as companies;

( Unlike with a public company, a close corporation does not need an auditor, only an accounting officer is required. 

	External company (Branch of foreign company)
	( Applicable when foreign company wants to open a branch/subsidiary in South Africa;
( Possible to convert to a local company;

( Relatively easy.
	( Registration within 21 days with the Registrar of Companies in Pretoria;
( Trading name must be reserved;

( Certification of each page of the Memorandum of Articles by a notary from the country of origin.
( Required to file annual financial statements of the whole company with the Registrar of Companies;
( Taxed at a flat rate of 34% and 50% on its net capital gain.

	Partnership
	( Similar to sole proprietorship in terms of liability;

( Partners are jointly liable;

( More financial possibilities and knowledge;

( Not more than 20 partners.
	( No formal registration required, only a written agreement.

( Subject to income tax.
( Comply with the Law of Contract.

	Sole Proprietorship
	( Proprietor is taxed as natural person and does not enjoy limited liability.

( Proprietor takes all decisions and receives all the profits.

( Hard to obtain capital.
	( No formal registration required.
( Subject to income tax.


Besides registering a business in South Africa, a business might be required to obtain certain licenses. Licenses that may apply to bed and breakfast businesses are a business television license and a liquor license. A business television license must be obtained for every TV set used in the enterprise and costs
 R225 per year. In case liquor is being sold, a liquor license must be obtained through the National Liquor Authority.  Although it is not required, the company may want to be accredited and certified by the Fair Trade in Tourism South Africa (FTTSA) or be graded by the Tourism Grading Council of South Africa (TGCSA) to promote the good practice of the company. 

It is required for companies in South Africa to report their activities and income to the South African Revenue Service (SARS). The kind of tax that has to be paid depends on the chosen business entity. If the business is based on a partnership or sole proprietorship, only income tax is being levied over the profits. In case an investor chooses to register the business as a company or closed corporation, more types of taxes may apply. All suppliers of goods and services with an annual turnover exceeding R300,000 have to register as a VAT vendor and are obliged to charge output VAT (Deneys, 2007).  The current rate stands at 14%. The Secondary Tax on Companies (STC) is only to be paid by companies and close corporations declaring dividend. As of 2007, the STC rate stands at 10%. In case the investor wants to sell the business and property, capital gain tax (CGT) must be paid on the disposal of their assets. Furthermore, South Africa has bilateral agreements with approximately 60 counties, including the Netherlands, for the avoidance of double taxation. 
Dutch investors seeking to run a tourism enterprise must first find a suitable location for the business. There are not much restrictions on land ownership by foreign investors, although there have been rumours
 since June 2004 that the government has been planning to limit foreign ownership of land. The escalating property prices in the middle and top of the real estate market are seen as the reason for this. Although the average prices for a middle-segment house have risen
 from R218,000 in 1999 to R974,000 in April 2008, South Africa’s property is still one of the cheapest in the world. According to recent observations by Absa, there is a decline in the growth of the house prices. It is common that property is listed for a higher price than the owner expects to receive for it. Interaction with the locals can be a way of getting a good indication of the actual value. Furthermore, the owner of the property is most likely to expect that a buyer wants to bargain for a better price and are willing to negotiate. Almost ninety percent of the houses are currently being sold under the selling price
. The transfer of ownership of land must be registered in a deeds registry in accordance with the provisions of the Deeds Registries Act, and will be subject to the payment of taxes and duties. 
Tourism businesses who want to employ local people are subject to the Labour Relations Act (LRA), the Basic Conditions of Employment Act (BCEA), the Employment Equity Act (EEA) and the Skills Development Levies Act. The laws focus on the rights of the employees, such as working hours, the individual employment relations and the record-keeping of the employees by the employer to determine the wages. Employees should be treated in a fair manner and have the possibility to develop their skills. Since South Africa does not have a social security system, medical aid schemes may have to be provided contractually. Although it is not compulsory, it is common that both employer and employee contribute equally. Both employer and employee also contribute 1% of the employee’s earnings to the Unemployment Insurance Fund, which provides benefits for jobless people.
Technological factors

Technological factors can influence tourism enterprises in many ways and could bring opportunities or threats to tourism enterprises. 
South Africa has a well developed internet and communication infrastructure. The price for an ASDL connection with speeds up to 512 kilobits per second was R362 per month in May 2007 (GCIS, 2008), and shows a gradual decline. A business in the tourism sector can use the internet to reach customers and promote itself. Information is easily and quickly distributed over the internet and transactions can be handled more efficient using an online booking system. Computers can facilitate the process of gathering and storing customer information, but they can also be used to analyse the customer base of the business in order to reach them better in the future. In first instance, it seems that the internet brings a lot of opportunities along. But the internet can also be seen as a threat since all tourism businesses can use it for their activities and it is hard to compete on the internet.
There are also technological factors that indirectly affect the tourism sector. For instance, a progression in the transport sector may lead to an increase in travellers, and thus potential customers. 


Social-cultural factors 

Social-cultural factors in the tourism branch are important factors in determining the market attractiveness. The norms and trends in the tourism sector are mostly likely to influence business activities in the hospitality sector. 

The end of apartheid led to a rapid growth in foreign arrivals to South Africa. An average growth of 7.14% per year since 2000 has been identified, resulting in more than 9.2 million foreign arrivals.
 More than half of the foreign arrivals came for leisure purposes. The popularity of South Africa as a tourist destination is reflected in the repeater rate among air tourists. Only 40.8% of the foreign arrivals by air in 2006 were first time visitors.
 The trend is that many tourists highly appreciate South Africa as a tourist destination and that they will come back to South Africa. In 2006, tourists spent on average R15,700 for their entire trip, of which R2,400 was spent on paid accommodation. European tourists spent on average R5,800 on accommodation during their stay in South Africa. Hotels are still the most popular type of accommodation chosen, followed by self-catering units, guesthouses and B&Bs. 
Although Gauteng, Western Cape and KwaZulu Natal are the most visited regions by far in South Africa, they do lose a share of arrivals to the regions Free State, Limpopo and Northern Cape. Most of the foreign tourists who arrive by air stay on average 14 days in South Africa. The trend among holiday tourists is to visit natural attractions, cultural and historic sites, wildlife and beaches. Shopping and nightlife are the most popular activities among all the tourists regardless of origin. The scenic beauty and the hospitality of the South African population are the seen as the highlights of South Africa. Safety is usually a reason why foreign tourists do not want to travel to South Africa. Remarkable enough, only 12% of the foreign visitors to South Africa mentioned the lack of safety as a negative experience, while 80% of the foreign visitors did not mention any negative experience. 
Due to the popularity of the natural attractions and the cultural sites, there has been an increase in eco tourism, cultural tourism, adventure tourism, game parks and paleo tourism (DTI, 2006). The trend is to enjoy all that nature has to offer, which South Africa can offer. This is thus a strength of South Africa. Besides the beautiful nature and culture in South Africa, the country has more factors that make it attractive. Cities as Johannesburg and Cape Town are in many ways similar to western cities and are located in the same time zone as a large part of Europe. These aspects made the cities attractive destinations for both business and holiday tourists.  
South Africa is a country with many unskilled workers and only few skilled workers. Therefore, it is relatively easy and cheap for tourism enterprises to employ unskilled workers, such as a housemaid and gardener, but hard to find skilled personnel (GCIS, 2008). 
Conclusion of the macro environmental factors

The macro environmental factors indicate that the tourism (accommodation) market is a growing market segment with many opportunities. The South African government is active in reducing the regulations and making it more attractive for foreign investors to invest in South Africa. At the same time, the country improves its infrastructure and puts a lot of effort in attracting and retaining foreign tourists. The economic and political trends indicate a favourable environmental for a tourist accommodation enterprise. The social-cultural factors show that South Africa is a popular destination with a lot of potential. On the whole, it seems that there are a lot of opportunities for investors in the macro environment.

§ 5.2
Aggregated Market Factors

The market size and the expected market growth must be identified in order to determine market attractiveness. This is done based on the amount of foreign tourists coming to South Africa and the structure of the tourist accommodation market. 
The market size can be determined by the number of foreign tourists taking paid accommodation in South Africa. As the total number of foreign arrivals increased from 7.5 million in 2005 to 9.2 million in 2007, the number of bed nights spent in South Africa increased as well. The total number of bed nights spent grew from approximately 57.6 million bed nights in 2004, to 60.3 million in 2005, and reached a record of 66.5 million in 2006 (SAT, 2007). Furthermore, the average occupancy rate of all accommodations in 2007 was 50%, which in an increase of nearly 4% compared to 2006
. In short, the need for accommodation has grown over the years and more bed nights have been sold. As mentioned in chapter two, the number of foreign tourists is expected to increase to 10 million in 2010. Government agencies are working hard to make sure that this increase will continue after 2010, which means that more accommodation establishments are needed. 
The figure hereunder indicates the distribution of bed nights among the different types of accommodation establishments. It is notable that self-catering units show the largest growth and that hotels are still the most common type of accommodation used in South Africa. B&Bs are ranked fourth in accommodation usage according to South African Tourism with 3.4 million bed nights in 2006. Furthermore, it is expected that the number of bed nights will increase by 2010 when the FIFA World Cup 2010 will be held, since a large number of B&Bs will be used as official accommodation during the event. 
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Figure 3: Distribution of bed nights in South Africa - Source: South African Tourism (2007)

The statistics shown in figure 3 cover the entire accommodation market in South Africa. However, it might be useful to analyze the developments in the key markets. The key markets can be defined as the top 5 overseas markets: USA, France, Germany, UK and the Netherlands. Factors that influence the market size and growth are the number of bed nights and average stay in South Africa, the repeater rate and the seasonality index. A decrease in the seasonality index means that the amount of foreign tourist coming to South Africa will depend less on the season, and is thus an improvement for tourist accommodation businesses. The table hereunder gives a clear overview of the average length of stay in 2006 compared to 2005, the percentage of tourists who have been to South Africa before (repeater rate), the number of B&B bed nights spent in 2006 compared to 2005, and the seasonality index of 2006 compared to 2005. The information is based on the 2006 Annual Tourism Report of South African Tourism.
	Country
	Avg. Length of stay 2006
	Avg. Length of stay 2005
	Repeater rate (>1)
	B&B bed nights ‘06
	B&B bed nights ‘05
	Seasonality Index 2006
	Seasonality Index 2005

	USA
	16.4
	15
	36.3 %
	245,586
	202,622
	2.57 %
	2.56

	France
	17.6
	13
	32.4 %
	75,726
	99,046
	8.25 %
	10.14 %

	Germany
	20.0
	19
	46.1 %
	504,472
	519,842
	12.01 %
	14.62 %

	Netherlands
	18.6
	19
	46.6 %
	174,359
	151,251
	16.75 %
	20.98 %

	UK
	17.3
	17
	51.8 %
	400,747
	456,777
	6.27 %
	8.30 %

	Average 
	18.0
	16.6
	42.6 %
	1,400,890*
	1,429,538*
	9.17 %
	11.32 %


Although the average length of stay in 2006 increased by 1.4 days, less bed nights have been spent in B&Bs by tourists from the five key markets. It must be mentioned however that the overall number of B&B bed nights spent by European tourists did increase according to the same report. Positive is that the seasonality index has improved in four of the five key markets, while the repeater rate stands at 42.6%. This means that tourists from the key markets stay on average longer in South Africa, and that the time of year has become less important. Furthermore, the high number of repeated visitors may have a positive impact in the upcoming years, since it shows that the tourist industry is performing well. 
In first instance, there seems to be a lot of potential for tourism accommodation establishments, including B&Bs. The increasing market size and growth are making it attractive to invest in South Africa. Remarkable is that the number of bed nights spent in B&Bs by tourists from the five key markets has decreased in 2006. Fortunately, the total amount of B&B bed nights spent by European tourists did increase. However, since the effects of FIFA World Cup 2010 for the long-term are uncertain, there is the possibility that there will be too many businesses offering accommodation. 
§ 5.3
Industry Analysis 
The structure of the industry determines the profit potential in an industry, and thus influences market attractiveness. A competitive environment means that more money must be spend on marketing and more effort should be made in order to be successful. Michael Porters’ five forces framework
 can be used to determine the intensity of the competition by assessing the structure of the industry. 

Porter’s five forces framework

Figure 4 - Source: Zanthus (2008)
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The threat of new entrants
The increasing number of foreign tourists to South Africa has led to many newcomers in the industry, and this is most likely to continue as long as the market stays attractive for investors. Nowadays, foreign investors are encouraged by the South African government to start a business in South Africa. Taken into consideration that it is relatively cheap and easy to enter the market, it can be concluded that the threat that new entrants will enter the market is extremely high. 

Threat of substitutes
Most of the tourist accommodation businesses depend on foreign tourists, who do not have a house or apartment in South Africa. Substitutes of tourist accommodations are local houses and apartments, but the costs of buying them are a lot higher than renting a room in one of the tourist accommodation establishments. Therefore, the threat of substitutes is limited. 

Bargaining power of suppliers
Tourist accommodation businesses usually do not have important suppliers. Products such as food and drinks can be obtained from the local supermarket or distributor. Since there are many distributors available, the bargaining power of suppliers is very low. 

Bargaining power of buyers
The bargaining power of buyers is quite high. Buyers have a wide choice of accommodation establishments to choose from. South Africa has thousands of hotels, guesthouses, B&Bs, lodges and other forms of accommodation establishments. There are many buyers from all over the world seeking paid accommodation in one of the establishments. Accommodation could be sold directly to the buyer, or through an intermediary, such as a travel agency. The size and structure of the market makes it hard for a business to distinguish itself from other businesses. The role of quality, service and marketing are very important in this aspect, and can bring high costs along for the business. Since the market is price sensitive, it is not easy to raise prices. 
Rivalry among the existing firms

There are thousands of small firms in the tourist accommodation industry and a few large players. It is hard for firms to distinguish themselves from other firms, which means that marketing plays a key role in attracting customers. Although this brings high costs along, the barrier to leave the industry is relatively low. On the other hand, the industry is growing hard and shows a lot of potential. Therefore, it can be concluded that the intensity among the existing firms is high, but that it has not reached its top yet.
§ 6

Regional Analysis

South Africa is a large country with many different landscapes. It is nearly 30 times larger than the Netherlands. This means that there is a wide choice of locations possible to establish a B&B. In order to find the best region, this chapter will analyze the markets and potential of each of the nine provinces in South Africa. First, a preliminary analysis will be used to indicate the two provinces with probably the most potential. After that, the two provinces will be compared with each other in more detail. 
	Province
	Avg. Length of stay in days ‘05
	Share of visitors in 2006
	Share of bed nights in 2006
	Number of bed nights in 2006
	Difference 2006-2005

	Western Cape
	11.9
	20.7 %
	30 %
	19,788,713
	2,982,127

	Northern Cape
	6.2
	3.5 %
	2 %
	1,222,571
	353,987

	Eastern Cape
	7.8
	6.6 %
	6 %
	4,259,174
	483,344

	North West
	3.8
	7.1 %
	3 %
	1,812,771
	102,757

	Free State
	5.6
	9.8 %
	5 %
	3,330,135
	860,742

	KwaZulu Natal
	9.9
	17.1 %
	13 %
	8,818,599
	-571,232

	Mpumalanga
	5.2
	14.1 %
	7 %
	4,481,410
	375,919

	Limpopo
	8.9
	7.8 %
	4 %
	2,897,393
	532,888

	Gauteng
	7.1
	47.8 %
	30 %
	19,885,762
	1,107,448


Source: South African Tourism (2007) - 2006 Annual Report and Tourism Growth Strategy Report
Based on the information presented above, Western Cape and Gauteng are the two provinces that are most in the need of accommodation. Western Cape is the fastest-rising market for accommodation establishments, with the share of bed nights spent in 2006 being bigger than the share of visitors. The number of bed nights spent increased by almost 3 million and the tourists tend to stay there on average 11.9 days, which is the highest in South Africa. Gauteng is the second fastest-rising market for accommodation, with an increase of 1.1 million bed nights spent in 2006 compared to 2005. Almost half of the visitors in 2006 have been to Gauteng. In order to determine the region with the most potential within these provinces, it is important to look at the tourist attractions. 
Western Cape

Western Cape is a topographically diverse province with a pleasant climate. The most popular attractions
 are the V&A waterfront, Table Mountain, Garden Route, the Stellenbosch Wine Route, Robben Island and the Cape Town beaches. All of these attractions are ranked in the top 10 of the most popular tourist attractions in South Africa. Most of them lie in or near Cape Town. This makes Cape Town the region in Western Cape with the largest market and the highest potential.
Gauteng
Gauteng is the smallest province in South Africa, and is known for the cities of Johannesburg and Pretoria. It is the most important region for the economy, and most of the business in South Africa takes place here. The most popular attractions are Soweto, the most popular township of South Africa located in Johannesburg, The Cradle of Humankind and the Apartheid museum in Johannesburg. Soweto and The Cradle of Humankind are both positioned in the top 10 of most popular tourist attractions in South Africa. Altogether, Johannesburg is the region in Gauteng with the largest market and the highest potential.
§ 7

Conclusions and Recommendations 

South Africa is a popular tourist destination with many attractions. As described in chapter one, the aim of this report is to research whether there are opportunities for Dutch entrepreneurs with regard to Bed and Breakfast services in South Africa. The answer to this question has been researched by analyzing the market attractiveness, customer base and the competitors. 

Fortunately, the answer to the main question is yes. Research reveals that the number of foreign tourists to South Africa has rapidly increased since the end of apartheid in 1994, and is still growing by an average of 7.1 percent a year
. This has led to an increase in the usage of paid accommodation. Furthermore, the forecasts for the future are positive. The FIFA World Cup 2010 is seen as the perfect way to extract South Africa’s potential, and thus to attract and retain more tourists. The government tries to achieve this by making multi-billion Rand investments in the country’s infrastructure, tourism sector and promotion campaigns.
The South African government encourages foreign investors to invest in South Africa. The deregulation has led to an attractive market for Dutch investors, who want to start or acquire a bed and breakfast. Although competition is intensive, the increasing demand for all types of paid accommodation highlights the opportunities for investors. Labour is relatively cheap in South Africa, while the prices of paid accommodation are well developed. This means that it should be possible to have a positive return on investment.
The most attractive opportunities arise from the rapidly growing market around Cape Town and Johannesburg. Tourists tend to stay longest in Cape Town, which has the largest increase in the number of bed nights spent in paid accommodation by foreign tourists. Six out of South Africa’s top 10 most popular tourist attractions are located in or near Cape Town. Johannesburg on the other hand, is the most visited area in South Africa by tourists, and shows the second-largest increase in the number of bed nights spent by foreign tourists in paid accommodation. Both areas are well developed and have all that is needed nearby.
The following recommendations can be given to Dutch investors who seek to run a bed and breakfast in South Africa. First of all, the profitability of the business may depend on the objectives set by the investors. It will be hard for B&B owners to earn back the price of the whole accommodation establishment, especially if it has been paid using a loan. Interest rates are very high in South Africa, and it may be hard to finance the establishment through a loan since banks are not fond of providing a loan to small tourist accommodation providers.

Secondly, if the investor desires to acquire a B&B, it must be aware that the price of the establishment is most likely higher than the owner expects to receive for it. Bargaining is normal in South Africa, and it is practised widely. Besides, the price of establishment does not include the transfer costs yet, which tend to be quite high.
In conclusion, it is recommended that the investor spends enough time and effort in scanning the local environment. If the desired location of establishment has been determined, further research can assist in identifying the opportunities and potential by analyzing local market features, customer base and the strengths and weaknesses of both the B&B and the competitors.
The following page contains an overview of the most important opportunities and threats for a bed and breakfast in South Africa.
Overview of the opportunities and threats
	Opportunities
	Threats

	Promising number of potential clients. The number of foreign tourists to South Africa rapidly increases and forecasts are good. 
	Intense competition. Many new entrants to the market all battling for customers.

	FIFA World Cup 2010 is seen as the perfect platform to extract South Africa’s potential. Expected is that the effects of FIFA World Cup 2010 will be even greater on the long term, especially for B&Bs.
	Exchange rate risk: the Rand is declining rapidly. 

	It has become relatively easy to start or acquire a Bed & Breakfast.
	Difficult to obtain a loan. Furthermore, the interest rate is high.

	House prices are relatively low compared to European standards.
	Lack of safety. 

	Bed & Breakfasts are exempted from the complex Broad-Based Black Economic Empowerment (BBBEE) legislation.
	High marketing costs.

	South Africa is a diverse country that has many to offer for all kinds of tourists. 
	

	Cheap labour is available, while the prices charged for paid accommodation can be relatively high.
	

	The amount of money that visitors spend on accommodation increases yearly. 
	

	Good infrastructure will be available as the government makes huge investments in the country’s infrastructure.
	

	The arrivals of overseas tourists are now less dependent of the season, and they tend to stay on average longer. At the same time, the number of tourists coming back increases.
	

	Tourism in Cape Town and Johannesburg is booming and the cities are in the need of accommodation.
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Appendix 1: Foreign arrivals and departures – South Africa
Appendix 1: Foreign arrivals and departures - South Africa
The statistics in the following tables are extracted from the monthly and yearly publications named “P0351 – Tourism and Migration” of Statistics South Africa (StatsSA, 2008).
	Month in 2007
	Foreign Arrivals
	Foreign Departures
	Total Foreign
	From Africa
	From oversees
	Europe
	NL

	January
	824.249
	663.157
	1.487.406
	626.404
	192.972
	134.617
	11.389

	February
	707.102
	606.742
	1.313.844
	493.820
	209.835
	152.056
	12.040

	March 
	723.090
	652.647
	1.375.737
	537.201
	182.062
	125.246
	8.063

	April
	795.901
	695.724
	1.491.625
	625.180
	166.049
	106.704
	7.397

	May
	699.450
	612.282
	1.311.732
	556.376
	138.837
	76.044
	5.637

	June
	638.349
	572.923
	1.211.272
	502.083
	132.849
	64.189
	5.069

	July
	778.725
	631.981
	1.410.706
	593.560
	178.912
	101.035
	13.110

	August
	788.117
	697.036
	1.485.153
	594.540
	188.127
	112.643
	10.061

	September
	754.272
	661.091
	1.415.363
	570.268
	178.380
	107.906
	11.728

	October
	802.652
	680.931
	1.483.583
	569.720
	227.357
	152.226
	18.427

	November
	805.400
	715.801
	1.521.201
	568.308
	231.585
	163.850
	15.132

	December
	890.391
	832.481
	1.722.872
	664.581
	220.330
	150.225
	12.825

	TOTAL 2007
	9.207.698
	8.022.796
	17.230.494
	6.902.041
	2.247.295
	1.446.741
	130.878


	Calculations:
	 
	 
	 

	Growth in foreign arrivals between 1980 and 2007: 
	1210,16%

	Total foreign arrivals between 1980 and 2007:
	104.374.442

	Average growth in foreign arrivals between 1980 and 2007:
	11,20%

	Average growth in past 5 years (2003-2007):
	7,14%

	Average growth in visitors from the Netherlands since 2000:
	5,14%

	Average growth in visitors from the EU since 2000:
	4,99%

	Average growth in oversees visitors since 2000:
	5,36%


	Year
	Foreign Arrivals
	Foreign Departures
	Total Foreign
	From Africa
	From oversees

	2007
	9.207.698
	8.022.796
	17.230.494
	6.902.041
	2.247.295

	2006
	8.508.806
	7.501.755
	16.010.561
	6.308.636
	2.160.781

	2005
	7.518.320
	6.728.659
	14.246.979
	5.469.653
	2.012.885

	2004
	6.815.202
	6.093.313
	12.908.515
	4.709.776
	1.953.221

	2003
	6.640.095
	5.955.199
	12.595.294
	4.519.616
	1.943.203

	2002
	6.549.916
	5.822.136
	12.372.052
	4.513.694
	1.862.460

	2001
	5.908.024
	5.307.217
	11.215.241
	4.193.732
	1.558.325

	2000
	6.000.538
	5.466.128
	11.466.666
	4.298.613
	1.578.001

	1999
	6.023.086
	5.299.077
	11.322.163
	
	

	1998
	5.898.236
	5.042.420
	10.940.656
	
	

	1997
	5.170.096
	4.321.621
	9.491.717
	
	

	1996
	5.186.221
	4.282.269
	9.468.490
	
	

	1995
	4.684.064
	3.816.594
	8.500.658
	
	

	1994
	3.896.547
	3.159.151
	7.055.698
	
	

	1993
	3.358.193
	2.778.264
	6.136.457
	
	

	1992
	2.891.721
	2.875.329
	5.767.050
	
	

	1991
	1.709.554
	1.712.677
	3.422.231
	
	

	1990
	1.029.094
	1.024.410
	2.053.504
	
	

	1989
	930.393
	895.822
	1.826.215
	
	

	1988
	804.985
	786.940
	1.591.925
	
	

	1987
	703.351
	695.844
	1.399.195
	
	

	1986
	644.502
	629.371
	1.273.873
	
	

	1985
	727.552
	745.126
	1.472.678
	
	

	1984
	792.387
	773.908
	1.566.295
	
	

	1983
	704.444
	693.233
	1.397.677
	
	

	1982
	659.913
	666.326
	1.326.239
	
	

	1981
	708.710
	671.675
	1.380.385
	
	

	1980
	702.794
	688.350
	1.391.144
	 
	 

	 
	 
	 
	 
	 
	 


	Year
	Europe
	NL
	Growth Total
	Growth NL
	Growth EU
	Growth oversees

	2007
	1.446.741
	130.878
	8,21%
	3,60%
	2,41%
	4,00%

	2006
	1.412.653
	126.327
	13,17%
	7,50%
	5,85%
	7,35%

	2005
	1.334.641
	117.517
	10,32%
	-3,89%
	1,63%
	3,05%

	2004
	1.313.253
	122.274
	2,64%
	-0,24%
	-2,24%
	0,52%

	2003
	1.343.379
	122.565
	1,38%
	9,56%
	5,46%
	4,34%

	2002
	1.273.822
	111.873
	10,86%
	14,41%
	23,52%
	19,52%

	2001
	1.031.229
	97.780
	-1,54%
	5,04%
	-1,69%
	-1,25%

	2000
	1.048.923
	93.091
	-0,37%
	
	
	

	1999
	
	
	2,12%
	
	
	

	1998
	
	
	14,08%
	
	
	

	1997
	
	
	-0,31%
	
	
	

	1996
	
	
	10,72%
	
	
	

	1995
	
	
	20,21%
	
	
	

	1994
	
	
	16,03%
	
	
	

	1993
	
	
	16,13%
	
	
	

	1992
	
	
	69,15%
	
	
	

	1991
	
	
	66,12%
	
	
	

	1990
	
	
	10,61%
	
	
	

	1989
	
	
	15,58%
	
	
	

	1988
	
	
	14,45%
	
	
	

	1987
	
	
	9,13%
	
	
	

	1986
	
	
	-11,41%
	
	
	

	1985
	
	
	-8,18%
	
	
	

	1984
	
	
	12,48%
	
	
	

	1983
	
	
	6,75%
	
	
	

	1982
	
	
	-6,89%
	
	
	

	1981
	
	
	0,84%
	
	
	


	Year
	Arrived by Road
	Arrived by Air
	Business
	Business %
	Holiday
	Holiday %
	Total arrivals

	2006
	5.961.451
	2.317.826
	196.951
	2,31%
	7.858.714
	92,36%
	8.508.806

	2005
	5.208.720
	2.127.009
	201.522
	2,68%
	6.811.647
	90,60%
	7.518.320

	2004
	4.600.019
	2.025.211
	223.607
	3,28%
	6.080.970
	89,23%
	6.815.202

	2003
	4.487.064
	1.980.411
	283.111
	4,26%
	5.852.732
	88,14%
	6.640.095

	2002
	3.967.089
	1.815.721
	445.753
	6,81%
	5.595.897
	85,43%
	6.549.916

	Average:
	 
	 
	 
	3,87%
	 
	89,15%
	 


Figure 1; Source: Statistics South Africa, see Appendix A
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