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S
OUTH Africa is one of the
most indebted countries in
the world. More than 86% of
adults are indebted, com-

pared with a global average of 40%,
according to the World Bank. We
ranked the highest out of 143 coun-
tries surveyed.

We are notorious for spending
more than we earn.

High levels of debt can inhibit en-
trepreneurship because potential
founders are less likely to leave the
comfort and security of a normal job
for a “r i s ky ” venture. The stress
associated with high debt also robs
potential entrepreneurs of the free-
dom and creativity required to start
an innovative business.

Furthermore, increased debt lev-
els mean that entrepreneurs are
cash-strapped when starting a new
venture, and less able to attract cap-
ital, a key challenge.

One of the drivers of our high
levels of indebtedness is conspicuous
consumption. We tend to believe that
success needs to be shown by driving
fancy cars, buying big houses and
acquiring expensive gadgets.

I, too, fell into this trap and rushed
out to buy my first BMW at the age of
21, on credit, as soon as I landed my
first job.

We are so focused on keeping up
with the Joneses, or, rather, the Khu-
malos, instead of being thoughtful
about our finances. An expensive
lifestyle may provide thrills in the
short term, but it reduces financial
flexibility for an entrepreneur in the
long term.

Let’s pause and ask ourselves if
that 2015 black Range Rover Sport is
really necessary. Admittedly, we
would look amazing in it. Everyone
else would be green with envy. But is
it really necessary?

There is some value in exercising
restraint, especially in the early
stages of the entrepreneurial jour-
ney. Sam Walton was a good example
of this. He was the founder of

Walmart, the world’s largest com-
pany by revenue. Despite his success,
he lived in a humble home similar to
the one in which he grew up. He
drove an old truck to work every day,
even though he was a self-made dol-
lar billionaire.

Aside from avoiding unnecessary
debt, potential entrepreneurs can al-
so be the pioneers for a strong sav-
ings culture — something that we
really need in this country. Our sav-
ings rate of 16.2% of GDP is one of the
lowest among the Brics countries.

This leaves much room for im-
p r ove m e n t .

The first step towards pioneering a
savings culture is to avoid spending a
business’s cash flow as soon as it
comes in.

We need to realise that an initial
round of cash inflow does not mean
“we have made it”. It only means we
h ave made it past that first hurdle.
It’s the first victory in a long journey.
Saving cash flow puts entrepreneurs
in a powerful position to take ad-

vantage of opportunities as they
arise, invest for future growth and
build a business that will last.

One of the biggest priorities for a
new business is cash flow. There is a
good reason why all the best books
on business advocate that “cash is
king”.

South Africa’s very own highly

not put aside the cash flow when he
was starting out as an entrepreneur.
He admits he spent his money on a
lavish lifestyle during his 20s. This
lost him his first million within a
year, and he was blacklisted. For-
tunately, he turned things around
and has since built and invested in
many successful businesses. Let us
learn from the mistakes of those who
are ahead of us.

One of the trademark character-
istics of an entrepreneur is their
ability to derive maximum value
from each rand they have. They need
to stretch a rand’s potential by mak-
ing sure they get bang for each buck.
I believe that this is something that
all entrepreneurs should emulate.
This will help us build businesses
that will thrive long after the first
million is made.

I encourage more people to choose
building businesses over spending
on things such as flashy cars.

I have sold every unnecessarily
expensive car I have owned and

instead used the proceeds to invest in
high-potential start-ups and the de-
velopment of my business ideas.

This continent needs entre-
preneurs who are dedicated to build-
ing businesses that will solve major
problems in the long term — not one-
hit wonders. My hope is that one day
we will all be building businesses
that will serve many generations to
come.

This is the era for African founders
to rise and take the lead.
�������������������������

ý Sikhakhane advises and funds
African entrepreneurs. She is an in-
ternational retail expert, writer and
motivational speaker, with an hon-
ours degree in business science from
the University of Cape Town and an
MBA from Stanford
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Zipho Sikhakhane

T
HOMAS Piketty will visit
South Africa this month. His
visit lays down an awkward
deadline for the thousands

of you who have bought his 700-page
magnum opus. And it poses an
interesting question: what does this
global history of wealth and
inequality, focused on France, have
to say to South Africans, citizens of
the country routinely described as
the most unequal in the world? The
short answer: a great deal.

There is much in Piketty’s work
about how to do economic research.
History is his guide, but he is also
intrigued by the accuracy of literary
accounts of private income and
private capital. His book circles back
repeatedly to the insights Austen
and Balzac offered of the importance
of inherited wealth, of rentier
capitalism, in the 19th century.

His argument works in two parts.
First, growth under capitalism is
lower than most people expect, at
around 1% a year. And, second,
under these (normal) conditions, the
returns on invested capital tend to be
significantly higher than the rate of
growth. The historically
accumulated portion of national
income from capital grows more
rapidly than the economy as a whole.
In the absence of significant external
shocks or state intervention, those
with capital tend to earn an
increasing portion of the income
ava i l ab l e .

What, then, of the age of
prosperity and growth in Europe and
America (and even South Africa)
between 1945 and 1973, the sunny
skies and Chevrolet era?

Here Piketty has bad news. It was
the world wars, the global
bankruptcies of the ’30s, the
confiscatory taxation and
hyperinflation of the ’40s, that wiped
the slate of inherited wealth clean in
Europe and the US, leaving those
with earned incomes at an
advantage. Here South Africa is an
exception, for, while the world wars
increased state spending, the
Depression (and the crisis in 1932
that prompted the country to leave
the gold standard) had the opposite
effects here than they had in the
north, strengthening the value of
shareholdings in the gold mines and
undermining the value of earned
incomes. Much of his acclaimed
Capital in the Twenty-First Century
is an explanation of why the
exceptions — especially from 1914 to
1970 in Europe and the US — p r ove
his general rule: that, in the absence
of these shocks, inequality will
increase.

Events since the early ’70s have
made these forms of income
inequality worse. Stupendous
increases in the costs of elite
education have been important. And

the general decline in the tax rates
applied to the highest earners, as
Piketty shows, have e n c o u r ag e d
companies to reward their best-paid
workers in ways that would have
made little sense when the state
gobbled up the bulk of the largest
incomes. He tracks the rise of a new
patrimonial middle class — those
between the bottom 50% and the top
1% — who now, like the very rich,
also have a good chance of benefiting
from inherited wealth, usually their
parents’ pensions or property. Yet
these transfers of inherited wealth
only take place late in life, because
one of the most important changes
after 1970 has been the growth in the
capital holdings of the ageing baby
boomers. In a very important sense,
the global capital stock, and the
income derived from it, now lie in the
hands of those who are over 70.

What does this mean for us? Much
of his work is concerned to show the
old instruments of the welfare state
— of subsidised education,
healthcare, unemployment
insurance and trade unions — we r e
effective measures between 1930 and
1970 for slowing the accumulation of
incomes at the top. These may be
important arguments in our context,
where something like welfare fatigue
seems to be the norm. More
importantly, however — here and
around the world — what Piketty
shows is that, in contrast to the
detailed information credit agencies,
banks and revenue services gather
about salary earners, those who
derive incomes from capital live in
an informational void. Their assets
are frequently held off-shore and
their incomes largely untaxed and
secret. In many countries, such as
India and Russia, this informational
fog is growing larger and darker
around a new patrimonial class. And
it is here that Piketty’s most
important recommendations lie. He
suggests st at e s should enforce a
small and shared registration tax on
all capital assets as a means of
dissolving this fog, providing
detailed and accurate information
about the size and distribution of
capital assets, wherever they are
held. South Africans have special
reason to endorse this proposal.
ý Breckenridge is a professor at the
Wits Institute for Social and
Economic Research

successful entrepreneur and D ra g -
ons’ Den SA investor, Lebo Gun-
guluza, promotes the idea that cash
is king. He was once quoted as say-
ing: “Cash runs out quickly and it
does not come back.”

Gunguluza admits that he, too, ini-
tially made the mistake that young
entrepreneurs often make, and did
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Keith Breckenridge


