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THE ASSOCIATION BETWEEN THE SEVEN ELEMENTS OF THE BLACK ECONOMIC 

EMPOWERMENT SCORE AND MARKET PERFORMANCE 

ABSTRACT 

The black economic empowerment (BEE) score consists of seven elements, namely 

ownership, management control, employment equity, skills development, preferential 

procurement, enterprise development and socio-economic development. The purpose of this 

study is to establish whether an association exists between an entity‟s BEE elements and its 

share returns in the short term. 

Based on prior literature, it appears that an entity‟s BEE score bears a negative relationship to 

its share returns, although the literature also indicates that the market reacts positively to an 

announcement of a BEE deal. A BEE deal announcement relates to only the ownership 

element of the BEE score, and therefore the association between the various BEE elements 

and share returns needs to be investigated. The study uses a multivariate regression analysis 

that controls for factors influencing share returns. The study includes the BEE element data 

as obtained from the survey of the top empowerment companies carried out by 

Empowerdex/Financial Mail for the period 2005 to 2011. 

The results of this study indicate that a significant positive association exists between the 

management control element of the BEE score and the entity‟s share returns. Furthermore, a 

significant negative association exists between the ownership and preferential procurement 

elements of an entity and its share returns. No significant association exists between the 

other remaining elements and share returns. This evidence suggests that the benefits of BEE 

compliance relating to the management control element exceed the costs associated with 
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BEE compliance. It also suggests that the costs relating to the ownership control and 

preferential procurement element outweigh the benefits of BEE compliance for an entity. This 

study contributes to the literature on BEE in the accounting and finance field in South Africa; it 

enhances the understanding and effect of BEE compliance through implementation of the 

generic scorecard as required by the 2007 codes of good practice. The results of this study 

would be of interest to government policy analysts, investors and managers. 

Keywords:  Black economic empowerment; BEE; BEE elements; ownership element; 

management control; preferential procurement; share returns 

1. Introduction

Since 1994 one of the key objectives of the South African government has been the 

transformation of the economy through the redress of historical inequalities. During the 

apartheid era, great social and economic imbalances existed between black1 and white 

people. Black people were explicitly excluded from economic participation, and were also 

denied the right to economic and intellectual growth through various destabilisation 

mechanisms (Jack & Harris, 2007). The government has developed a focused strategy and 

comprehensive plan to restore the imbalances that are unique to South African history by the 

implementation of the Broad-Based Black Economic Empowerment Act 53 of 2003 (B-BBEE 

Act). A number of years have passed since the adoption of B-BBEE2 and there is still no 

certainty as to what the real benefits and disadvantages are. 

A BEE score is calculated on the basis of the generic scorecard included in the codes of good 

practice3. The BEE score is made up of seven elements, namely ownership, management 

control, employment equity, skills development, preferential procurement, enterprise 
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development and socio-economic development (South Africa, 2007). The essence of BEE 

therefore lies in these elements. 

The ownership element of companies‟ BEE score has a positive effect on companies‟ share 

prices in the short term (Alessandri, Black & Jackson, 2011; Jackson, Alessandri & Black, 

2005; Strydom, Christison & Matias 2009; Ward & Muller, 2010; Wolmarans & Sartorius, 

2009). A study done by Ferreira and De Villiers (2011) found a negative association between 

companies‟ BEE scores and their share returns in the short term. Therefore the purpose of 

this study is to investigate the association between the seven elements of the BEE score and 

companies‟ future share returns. The relationship between these elements and a company‟s 

market performance provides evidence of how the market reacts to each element and this in 

turn can be used to boost growth and help to redress wealth disparities. 

This study empirically tests the association between the company‟s BEE elements, 

comprising the BEE score, and its share returns in the short term. A multivariate regression 

analysis based on the model by Fama and French (1998) is applied and BEE element data 

based on the survey by Financial Mail and Empowerdex is used. 

This study is of importance to government policy analysts, in that it helps them to create 

sustainable transformation policies. For investors and managers, it is beneficial to be 

informed of the BEE scoring mechanism as well as the market effect on the specific elements 

in order to achieve the greatest benefits from BEE compliance. The remainder of the article is 

structured as follows: a literature review, which is followed by a discussion of the research 

design, and then the results and conclusion. 

2. Literature review
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In the first democratic elections in South Africa in 1994, the African National Congress (ANC) 

was elected as the ruling party. The ANC has a clear mandate to address the inequalities of 

the past, specifically in respect of the black and other previously disadvantaged communities. 

Section 9 of the B-BBEE Act allows the codes of good practice of 2007 (hereafter the codes) 

to provide further guidance on BEE and puts the practicalities of BEE in context. The 

objective of the codes is to create a framework for measuring BEE compliance. This has been 

done by standardising the definitions, allocating weightings to the seven elements and setting 

targets to achieve BEE compliance. The generic scorecard included in the codes is the 

instrument used to measure a company‟s level of commitment towards BEE. 

Companies could elect to be BEE compliant on the basis of one or both of the following 

factors (Ferreira & De Villiers, 2011): 

1.) The desire to be socially responsible by correcting the inequalities of the past. 

2.) Economic profits as a result of the preferential business treatment afforded to BEE-

compliant entities in South Africa. 

2.1 The seven BEE elements 

The generic scorecard in terms of the codes has seven elements, which comprise the total 

BEE score and their weightings, totalling 100, are set out as follows: 

Table 2.1 - Generic scorecard: elements and weighting 

Elements Weighting 

Ownership 20 points 

Management control 10 points 

Employment equity 15 points 

Skills development 15 points 

Preferential procurement 20 points 

Enterprise development 15 points 

Socio-economic development initiatives 5 points 
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As explained by Jack and Harris (2007), the ownership element is not about freely giving 

black people shares but about exposing black people to the economic substance of 

ownership. The ownership element consists of three categories, namely voting rights, 

economic interest and realisation points. The management element consists of two 

categories, namely board participation and top management. The employment equity element 

relates to the percentage of black employees, taking gender into account, on a senior, middle 

and junior management level. The percentage of black, disabled employees is also a 

compliance category. 

The skills development element includes two categories, namely skills development spending 

on learning programmes and learnerships. The difference between these two indicators is 

that skills development spending measures the monetary contribution and learnerships 

measure the number of participants (Jack & Harris, 2007). 

Preferential procurement refers to the purchasing of goods and services from preferred 

suppliers. The status of suppliers as preferred suppliers is measured by their BEE status 

(Jack & Harris, 2007). For entities that do business with the government or depend on 

government licences for business, it is crucial to have a high BEE score. Furthermore, even if 

an entity does not directly do business with the government, the preferential procurement 

element influences any business operation in South Africa to increase its procurement 

spending from BEE suppliers in order to influence its own BEE score. This is known as the 

trickledown effect (Jack & Harris, 2007). The framework of the code includes procurement 

recognition levels for BEE-compliant entities. A level one contributor, a company with 100 

points or more on the scorecard, will have a procurement recognition level of 135 percent 

(South Africa, 2007). Eight levels of contributors exist and a non-compliant contributor is an 
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entity with less than 30 points on the generic scorecard, which results in a zero (0) percent 

procurement recognition level (South Africa, 2007). The preferential procurement element is 

the driver of the BEE process; it enhances the need for BEE and creates real BEE 

commitment (Jack & Harris, 2007).  

 

Enterprise development is incorporated into the BEE score as it gives black people an 

opportunity to develop businesses. It is likely to result in long-term sustainability of black 

economic participation as it encourages entrepreneurship and generates black capital (Jack & 

Harris, 2007). The socio-economic development element could consist of monetary or non-

monetary contributions actually applied with the specific objective of facilitating sustainable 

access to the economy (South Africa, 2007).  

 

2.2 BEE studies in accounting and finance 

The majority of studies in the accounting and finance discipline relate to the ownership 

element of BEE. Strydom, Christison and Matias (2009) did an event study on the market 

reaction to the announcement of 254 BEE transactions between 1996 and 2006. They found 

a positive, insignificant, market reaction to the announcement of BEE transactions, though 

they are of the opinion that the positive relationship may relate to firm-specific or transaction-

specific features. Wolmarans and Sartorius (2009) came to the conclusion that BEE 

announcements have a positive impact on shareholder wealth, but their event study results 

were only significantly positive in 2006. Ward and Muller (2010) arrived at a similar 

conclusion. In general BEE announcements have a positive effect, in that share returns reach 

a peak cumulative abnormal return of 10 percent, 180 days after the announcement date. 

This event study was conducted between 2000 and 2008.  
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Furthermore the announcement of a BEE transaction is associated on average with positive 

three-day and five-day cumulative abnormal returns. Firms that engaged in BEE deals 

outperformed the market index by 30.76 percent over the one-year period immediately after 

the BEE transaction announcement in the period 1996 to 1998 (Jackson, Alessandri & Black, 

2005). In addition, Alessandri, Black and Jackson (2011) investigated the motivations behind 

BEE transactions between 1993 and 2005 and suggested that the announcement of sincere 

BEE transactions, perceived as a corporate social responsibility initiative, creates value for 

companies. They further found that BEE deals that were conducted at a discount attracted 

significant positive shareholder returns and that BEE deals concluded at a premium attracted 

significant negative average shareholder returns. All these studies relate to the ownership 

element of the BEE score as it investigates the BEE deal announcement. The market 

responses indicate that the market rewards firms that engage in BEE deals. 

Ferreira and De Villiers (2011) present evidence of a significant negative relationship between 

companies‟ BEE score and the share return over a one-year period. Their study was 

conducted on the total BEE score and not only an element thereof, using 594 firm years from 

2005 to 2008. 

Van Heerden (2011) compared the financial performance measures of 49 JSE listed 

companies‟ with BEE scores, with the sector indices and with each other. On average, sector 

indices exceeded the performance of companies with high BEE scores (Van Heerden, 2011). 

In a survey done by Sartorius and Botha (2008) which included 72 companies from 1999 to 

2005, only 17 companies transferred 25 percent or more of their equity to BEE partners. The 

compliance target percentage required in terms of the codes for the ownership element is 25 

percent black shareholding. As the majority of companies do not comply, it is expected that 
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more BEE deals will be witnessed in the future or expected that entities will invest more in the 

other elements contributing to the BEE score (Sartorius & Botha, 2008).  

 

2.3 Corporate social responsibility 

B-BBEE can be viewed as a form of corporate social responsibility based on the fact that the 

inequalities of the past under the apartheid regime are being rectified. Sartorius and Botha 

(2008) found that the main reason why companies implement a BEE ownership initiative is 

that BEE is essential for South Africa to sustain its economic and democratic structures, in 

other words to be socially responsible. Other common reasons were value creation and the 

fact that companies are committed to the principles of BEE.  

 

In general the frequency and levels of corporate social responsibility reporting in South 

African companies were significantly higher than those of the Fortune Global 100 companies 

during 2006. The high level of reporting on diversity policies and programmes in South African 

companies compared to other companies is influenced by the B-BBEE requirements 

(Dawkins & Ngunjiri, 2008). While 91 percent of the South African population is represented 

by black4 people (Statistics South Africa, 2011), only 36 percent of the company‟s boards are 

black representative and only 16 percent of the executive directors are black representative 

(Empowerdex, 2011a). Therefore uplifting and developing the majority of the population 

through BEE is a method of being socially responsible. 

 

A significant positive association exists between BEE performance and the voluntary 

disclosure of a value-added statement (Cahan & Van Staden, 2009). This positive association 

suggests that a value-added statement is a method used by South African companies to 

establish legitimacy with labour (Cahan & Van Staden, 2009). The finding emphasises the 

importance of being socially responsible by following the principles of BEE.  
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In the words of Davis (1973), the risk for South African companies is that if entities do not 

choose to be socially responsible they will “gradually sink into customer and public disfavour”. 

From a social responsibility perspective South African companies may benefit by being BEE 

compliant.  

 

2.4 Contribution 

This study contributes to the literature on BEE in South Africa by investigating the association 

between the share return and the seven elements that comprise the BEE score individually 

instead of investigating only one of the elements or investigating them in aggregate. No 

specific previous studies were conducted on the BEE elements‟ association with share 

returns. Furthermore, it contributes to the literature on corporate social responsibility in South 

Africa. 

 

3. Research design 

3.1 Hypotheses 

This study is an extension of the study done by Ferreira and De Villiers (2011). They 

examined the relationship between a company‟s BEE score and the company‟s future share 

returns. The purpose of this study is to investigate the association between the seven BEE 

elements that comprise the BEE score and the company‟s future share returns. 

 

The benefits of BEE compliance include greater market access due to the acquisition of 

licences for business operations, greater government procurement opportunities and an 

enhanced reputation for social responsibility. These benefits lead to increased revenues and 

profits, which in turn results in higher share prices and share returns (Ferreira & De Villiers 

(2011). 
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Every element of the BEE score has costs associated with it. These costs may include: 

 ownership - providing discounts to black shareholders when issuing shares

 management control and employment equity - implementing suboptimal strategies,

hiring incompetent personnel, providing additional training and development 

programmes, skilled black employees are usually acquired at a premium 

 skills development - additional training to develop black employees

 preferential procurement - purchasing substandard products or obtaining unsatisfactory

services from BEE suppliers, acquiring products or services at a premium 

 enterprise and socio-economic development - direct costs relating to the compliance

targets to be met. 

It should be borne in mind that the concerns about and arguments against BEE might 

influence the market reaction towards BEE. Esser and Dekker (2008) state that BEE can 

place an unnecessary burden on companies in that they are obliged to comply with the 

applicable requirements. Compliance with BEE requirements is costly (Van Wyk, Dahmer & 

Custy, 2004). Other authors argue that BEE discourages foreign investments and is a risk to 

investor confidence (Ponte, Roberts & Van Sittert, 2007; Southall, 2007). The exodus of 

skilled whites from the country along with the limited pool of black talent creates a skills 

shortage problem (Horwitz & Jain, 2011). The upliftment of only the black elite is another 

argument against BEE compliance (Jack & Harris, 2007; Tangri & Southall, 2008). 

The starting point is an examination of the association between the total BEE score and share 

returns. The hypothesis used is based on and similar to that of the study by Ferreira and De 

Villiers (2011) which examined the relationship between the BEE score and share returns. 



Proceedings of the 2013 SAAA Biennial Conference 

713 

The first hypothesis, stated in the alternative form, is based on previous literature and is as 

follows: 

H1.  The higher the BEE score the lower the future share returns for the company. 

A number of studies have been done on the BEE deal announcement (Alessandri, Black & 

Jackson, 2011; Jackson, Alessandri & Black, 2005; Strydom, Christison & Matias 2009; Ward 

& Muller, 2010; Wolmarans & Sartorius, 2009). These studies have shown that the market‟s 

perception of the ownership element is positive. Although this study covers a longer time 

period than the previous studies, there is no reason to believe that the market‟s perceptions 

have changed. The previous studies on the ownership element were event studies, whereas 

this study is an association study. Therefore, for the ownership element we predict the 

following hypothesis, stated in the alternative from: 

H2. The higher the BEE ownership element score the higher the future share returns for the 

company. 

The BEE score consists of seven BEE elements, namely ownership, management control, 

employment equity, skills development, preferential procurement, enterprise development and 

socio-economic development. Ferreira and De Villiers (2011) have found evidence of a 

negative relationship between the total BEE score and future share returns. The ownership 

element however suggests a positive market reaction. The existence of one positive BEE 

element and an overall negative BEE relationship with market performance indicates that 

positive and negative elements exist. A single element could drive the negative correlation 

between the BEE score and share returns, as postulated by Ferreira and De Villiers (2011). 

On the other hand, there might be a mixture of negative elements, which could indicate that 

the BEE score might be a proxy for other social and economic issues in South Africa. 
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The benefit versus cost contention is applicable to each element. Each element has 

associated costs which can be greater than the benefits of being BEE compliant. No other 

specific BEE element and market performance studies were conducted. Therefore, no 

specific predictions regarding the associations of the remaining BEE elements with share 

returns can be made. The following hypothesis, stated in the alternative form for the 

remaining six elements, is: 

 

H3. The BEE management control, employment equity, skills development, preferential 

procurement, enterprise development and socio-economic development element score has 

either a positive or a negative association with the future share returns for the company. 

 

BEE compliance results in increased market access as well as an enhanced reputation for 

social responsibility and this leads to increased sales and profits. When these benefits exceed 

the associated costs, a positive association with share returns exists. The counter-argument 

also holds good, with a resulting negative relationship.  

 

3.2 Research method 

Firstly, the association between the overall BEE score and future share returns of a company 

will be tested to determine the effect of the extended period used in this study. Future share 

returns are the dependent variable and the overall BEE score is the independent variable. 

Fama and French (1998) found that future share returns are associated with firm size, book-

to-market ratio and earnings-to-price ratio. These variables control for factors relating to size, 

growth and risk. Abdo and Fisher (2007) also used annual share returns, market-to-book 

value and the price-to-earnings ratio to test the impact of corporate governance disclosures 

on the financial performance of JSE listed companies. Ferreira and De Villiers (2011), Van 

Heerden (2011), and Abdo and Fisher (2007) controlled for the industry in which the entity 
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operates. The following ordinary least squares regression will be used, as in the study by 

Ferreira and De Villiers (2011): 

 
                                   (   )     (1) 

 
A multivariate regression analysis is used to test the association between the seven BEE 

elements and future share returns of companies. The BEESCORE above is therefore divided 

into the seven elements for the purposes of the second multivariate regression. The following 

multivariate regression is used to test hypotheses two and three (H2 and H3): 

 

                                                                 

                            (   )     (2) 

The variables used in the regressions are explained as follows: 

- SR represents share returns over a one-year period, after taking a four-month lag period into 

account.  

- BEESCORE represents the overall BEE score as provided in the annual Financial 

Mail/Empowerdex ranking. 

- BEEOWN represents the BEE ownership element score as a percentage of the score 

provided in the annual Financial Mail/Empowerdex ranking.  

- BEEMGT represents the BEE management control element score as a percentage of the 

score provided in the annual Financial Mail/Empowerdex ranking. 

- BEEEE represents the BEE employment equity element score as a percentage of the score 

provided in the annual Financial Mail/Empowerdex ranking. 

- BEESKILLS represents the BEE skills development element score as a percentage of the 

score provided in the annual Financial Mail/Empowerdex ranking. 

- BEEPP represents the BEE preferential procurement element score as a percentage of the 

score provided in the annual Financial Mail/Empowerdex ranking. 
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- BEEENTRPSE represents the BEE enterprise development element score as a percentage of 

the score provided in the annual Financial Mail/Empowerdex ranking. 

- BEESEC represents the BEE socio-economic development element score as a percentage of 

the score provided in the annual Financial Mail/Empowerdex ranking. 

- Size represents the natural log of market capitalisation at the beginning of the share period 

as an indicator of firm size. 

- EP represents the earnings-to-price ratio at the beginning of the share return period. 

- BM represents the book-to-market ratio at the beginning of the share return period. 

- (IND) represents the industry in which the firm trades. A dummy variable one or zero will be 

used. 

 

The developmental stage of the codes, 2005 and 2006, also prescribed the seven elements, 

as in the codes of 2007, but the weightings allocated to the elements differed slightly from 

those in the codes of 2007. In order to avoid influencing the inferences drawn from the study, 

the variation in weightings and weighting allocated to each element during the sample period 

needs to be controlled for. To eliminate the weighting effect of the elements, each element will 

represent the percentage scored per element. The BEE elements are variables that change 

continuously throughout the year and the use of a regression analysis mitigates the risk of the 

moving BEE target (Ferreira & De Villiers, 2011).   

 

3.3 Data 

BEE score and element data based on a survey of the top empowerment companies by 

Financial Mail and Empowerdex is used. The seven annual lists (2005 to 2011)5 were 

obtained from the Financial Mail and Empowerdex website (Empowerdex, 2011b). The 

companies are scored on the basis of the BEE generic scorecard as included in the codes. A 

higher value indicates higher BEE performance. The top empowerment companies are 
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announced in April each year.  It should be noted that the accuracy of the BEE score falls 

outside the scope of this study. This study investigates the association between the BEE 

score and future share returns, not the accuracy of the BEE score. Furthermore, the 

Department of Trade and Industry gazetted the Broad-Based Black Economic Empowerment 

Amendment Bill of 2011 which, amongst other matters, introduces penalties for 

circumventions (DTI, 2011).  

 

Adjusted annual share prices were obtained from McGregor BFA. As in the study by Ferreira 

and De Villiers (2011), share returns of the companies have been calculated over a one-year 

period. The one-year period ends four months after the announcement of the top BEE 

companies. Taking into account that the top BEE companies are announced in Aprilt every 

year, the annual share returns are calculated as Augustt – Augustt-1 in August each year. 

Augustt – Augustt-1 are used because the information relating to the elements of the BEE 

score is available during the year. Accordingly, the market imputes some of the benefits and 

costs relating to the BEE elements into the share price continuously throughout the year 

(Ferreira & De Villiers, 2011).  

 

The share price needs to reflect the costs and benefits associated with the BEE elements, 

therefore a four-month period after the announcement was used. Ferreira and De Villiers 

(2011) tested the four-month lag period to a one-month lag period, and found that the one-

month lag period provided results at lower significance levels; the four-month period therefore 

suggests that the market had sufficient time to incorporate the costs and benefits associated 

with the announcement of the BEE elements. As an extension to the work of Ferreira and De 

Villiers (2011), the study tests the relationship between the score of the BEE elements for the 

year and the share price information for the year, with a four-month lag. 
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All the control variables were obtained from the McGregor BFA database (McGregor BFA, 

2012). All the control variables were winsorised at one percent, to avoid the effect of outliers 

on the inferences6.  

 

Companies which delisted before 31 August 2011 were eliminated from the sample7.  

31 August 2011 is the last date for which market information is required. Companies for which 

no market data could be obtained from McGregor BFA and companies with no BEE score and 

element data were also eliminated from the sample. The final sample comprised 905 firm-

years for the seven-year period, 2005 to 2011.  

 

4. Detailed findings 

This study investigates the association between a company‟s BEE elements and its share 

returns. However, the study firstly examines the association between the company‟s total 

BEE score and its share returns, as did the study by Ferreira and De Villiers (2011). The 

descriptive statistics, correlation coefficients and regression results will be discussed firstly for 

the total BEE score relationship and thereafter for the BEE element relationship with future 

share returns in the short term.  

 

4.1 Results – BEE score 

The descriptive statistics (Table 4.1) for the BEE score data indicate the minimum BEE score 

as 0.430, the maximum score as 92.830 and the mean score of 37.766. In both the Pearson 

and Spearman correlations (untabulated) the BEE score is significantly and negatively related 

to share returns at the one percent level. This agrees with the significant negative association 

between the BEE score and share returns as found by Ferreira and De Villiers (2011). These 

correlations indicate that the higher the BEE score of an entity the lower the share returns.  

Table 4.1 - BEE score descriptive statistics 

 Minimum Maximum Mean Std deviation 
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BEESCORE 0.430 92.830 37.766 26.497 

Size 17.112 26.210 21.847 2.102 

Earnings-to-price -0.292 0.345 0.086 0.083 

Book-to-market 0.024 2.822 0.598 0.478 

Share returns -0.893 8.839 0.236 0.613 

BEESCORE represents the overall BEE score as provided in the annual Empowerdex ranking; Size 
represents the natural log of market capitalisation at the beginning of the share return period as an 
indicator of firm size; Earnings-to-price represents the earnings-to-price ratio at the beginning of the 
share return period; Book-to-market represents the book-to-market at the beginning of the share 
return period; Share returns represent adjusted share returns over a one-year period, taking a four-
month lag into account. 

 

The ANOVA table generated an F-stat of 4.448, significant at the one percent level, and the 

coefficient of determination (R2) is six percent (5.6 percent) which is acceptable. The R2 is 

acceptable as the study does not aim to predict or explain the future share returns, but rather 

investigates the association between the share returns and the BEE score of a company. The 

R2 is also similar to the Ferreira and de Villiers (2011) study which indicated a coefficient of 

determination of 6.2 percent. Furthermore, Brown, Lo and Lys (1999) also notes that the 

explanatory power of specifically returns models is generally low.  

 

The regression results (Table 4.2) for H1 provide evidence that the BEE score is negative and 

significantly (one percent level) related to share returns. This finding supports H1 and agrees 

with prior literature. The higher an entity‟s BEE score the lower the share returns in the short 

term. The costs relating to BEE compliance exceeds the benefits of being BEE compliant for 

the period 2005 to 2011. This study indicates that the longer time period used in this study 

does not affect the relationship between a company‟s BEE score and share returns.  

Table 4.2 - BEE score regression results 

 Coefficient Coefficient 

(std) 

t-stat p-value VIF 

Constant  0.599     

BEESCORE -0.003 -0.137 -3.876    0.000*** 1.176 

Size -0.016 -0.056 -1.323    0.186 1.718 

Earnings-to-price -0.411 -0.056 -1.619    0.106 1.130 
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Book-to-market  0.212   0.165  4.320    0.000*** 1.384 

*** Correlation is significant at the 1% level (two-tailed). 
**Correlation is significant at the 5% level (two-tailed). 
*Correlation is significant at the 10% level (two-tailed). 
BEESCORE represents the overall BEE score as provided in the annual Empowerdex ranking; Size 
represents the natural log of market capitalisation at the beginning of the share return period as an 
indicator of firm size; Earnings-to-price represents the earnings-to-price ratio at the beginning of the 
share return period; Book-to-market represents the book-to-market at the beginning of the share 
return period. 

 

4.2 Results – BEE elements 

Table 4.3 presents the descriptive statistics for data on the BEE elements for the period 2005 

to 2011. From the means it is clear that companies perform best in the socio-economic 

development element and the employment equity element is the element of the BEE score 

with the lowest score. The maximum scores for some elements are above 100, the reason 

being that these elements, ownership, management control and employment equity, carry 

bonus points as per the generic scorecard, which raises the score per element to above 100. 

 

Table 4.3 - BEE element score descriptive statistics 

 Minimum Maximum Mean Std deviation 

BEEOWN 0.000 115.000 45.746 38.175 

BEEMGT 0.000 110.000 38.193 27.759 

BEEEE 0.000 103.400 28.357 26.271 

BEESKILLS 0.000 100.000 29.726 30.136 

BEEPP 0.000 100.000 35.933 34.704 

BEEENTRPSE 0.000 100.000 42.237 45.808 

BEESEC 0.000 100.000 53.068 45.159 

Size 17.112 26.210 21.847 2.102 

Earnings-to-price -0.292 0.345 0.086 0.083 

Book-to-market 0.024 2.822 0.598 0.478 

Share returns -0.893 8.839 0.236 0.613 

BEEOWN represents the BEE ownership score as a percentage from the annual Empowerdex ranking; 
BEEMGT represents the BEE management control score as a percentage from the annual Empowerdex 
ranking; BEEEE represents the BEE employment equity score as a percentage from the annual 
Empowerdex ranking; BEESKILLS represents the BEE skills development score as a percentage from 
the annual Empowerdex ranking; BEEPP represents the BEE preferential procurement score as a 
percentage from the annual Empowerdex ranking; BEEENTRPSE represents the BEE enterprise 
development score as a percentage from the annual Empowerdex ranking; BEESEC represents the 
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BEE socio-economic development score as a percentage from the annual Empowerdex ranking; Size 
represents the natural log of market capitalisation at the beginning of the share return period as an 
indicator of firm size; Earnings-to-price represents the earnings-to-price ratio at the beginning of the 
share return period; Book-to-market represents the book-to-market at the beginning of the share 
return period; Share returns represent adjusted share returns over a one-year period, taking a four-
month lag into account. 

 

The Pearson and Spearman correlations (untabulated) between the variables for the BEE 

elements indicate that the BEE ownership element, preferential procurement, enterprise 

development and socio-economic development elements are significantly negatively 

correlated with share returns under the Pearson correlations. Under the Spearman correlation 

the BEE ownership element and preferential procurement elements are significantly 

negatively correlated with share returns. All correlations are significant at the one percent 

level, except for the enterprise development element which is significant at the five percent 

level. This provides an indication that the higher the BEE element scores of the ownership 

element, preferential procurement, enterprise development and socio-economic development 

elements, the lower the share returns of the company.  

 

The ANOVA table generated an F-stat of 4.275, significant at the one percent level, and the 

coefficient of determination (R2) is eight percent (8%), which is acceptable, similar to the BEE 

score testing.  

 

Table 4.4 presents the regression results for H2 and H3 and yield the following findings: the 

BEE ownership, management control and preferential procurement elements are significantly 

associated with share returns. For the other elements, namely employment equity, skills 

development, enterprise development and socio-economic development, no significant 

association exists with share returns, and therefore no conclusion can be drawn relating to 

these elements in the short term for the period 2005 to 2011. The null hypothesis for H3 is 

accepted. 

Table 4.4 - BEE element score regression results 



Proceedings of the 2013 SAAA Biennial Conference 

 

722 
 

 Coefficient Coefficient 

(std) 

t-stat p-value VIF 

Constant  0.719     

BEEOWN -0.003 -0.181 -4.169     0.000*** 1.808 

BEEMGT  0.002  0.090  2.067     0.039** 1.819 

BEEEE  0.001  0.037  0.794     0.427 2.061 

BEESKILLS  0.001  0.031  0.670     0.503 2.016 

BEEPP -0.002 -0.119 -2.301     0.022** 2.580 

BEEENTRPSE  0.000  0.013  0.295     0.768 1.900 

BEESEC -0.000 -0.003 -0.068     0.946 2.091 

Size -0.021 -0.073 -1.671     0.095* 1.859 

Earnings-to-price -0.403 -0.055 -1.593     0.112 1.140 

Book-to-market  0.186  0.145  3.797     0.000*** 1.403 

*** Correlation is significant at the 1% level (two-tailed). 
**Correlation is significant at the 5% level (two-tailed). 
*Correlation is significant at the 10% level (two-tailed). 
BEEOWN represents the BEE ownership score as a percentage from the annual Empowerdex ranking; 
BEEMGT represents the BEE management control score as a percentage from the annual Empowerdex 
ranking; BEEEE represents the BEE employment equity score as a percentage from the annual 
Empowerdex ranking; BEESKILLS represents the BEE skills development score as a percentage from 
the annual Empowerdex ranking; BEEPP represents the BEE preferential procurement score as a 
percentage from the annual Empowerdex ranking; BEEENTRPSE represents the BEE enterprise 
development score as a percentage from the annual Empowerdex ranking; BEESEC represents the 
BEE socio-economic development score as a percentage from the annual Empowerdex ranking; Size 
represents the natural log of market capitalisation at the beginning of the share return period as an 
indicator of firm size; Earnings-to-price represents the earnings-to-price ratio at the beginning of the 
share return period; Book-to-market represents the book-to-market at the beginning of the share 
return period. 

 

A strongly significant (one percent level) negative association exists between the BEE 

ownership element and share returns in the short term. The second hypothesis (H2) is not 

supported by the evidence and the null hypothesis is accepted. This evidence indicates that 

the costs relating to the BEE ownership element exceeds the benefits of being BEE 

compliant. Costs include the issuance of shares at a discount to new black shareholders in 

order to increase BEE scores and indirectly the possible loss of local and foreign investors. 

This strongly significant negative element might be the driver of the negative association 

between the BEE score and company share returns in the short term. 
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The negative relationship between the ownership element and share returns is in contrast 

with the findings of prior literature on the ownership element. The previous studies on the 

ownership element were event studies, focusing on the BEE deal announcement. Only two of 

the prior studies were conducted over a one-year period, namely those of Jackson, 

Alessandri and Black (2005) and Ward and Muller (2010). These contradictory findings in the 

literature are surprising but also very interesting. The market reacts positively to the BEE 

announcement when the announcement is made but the actual association between the BEE 

ownership element score and share returns over a one-year period is negative.  

 

The previous studies on the ownership element relate mainly to periods prior to 2006 and only 

a single study was conducted up to 2008 (Ward & Muller, 2010). The present study relates to 

the period 2005 to 2011. One possible conclusion is that the BEE deal announcements 

relating to the ownership element were perceived as positive by the market at inception 

and/or adoption of the newly accepted BEE concept, but that a few years into BEE 

compliance the perceptions of the market might have changed. 

 

The BEE management control element is significantly (five percent level) positively 

associated with share returns. Benefits emanating from this element include the 

representation of black directors at board and top management level, leading to increased 

market access and a socially responsible reputation. In turn, these benefits lead to increased 

revenues and profits, thereby boosting the share price and share returns of the company. 

This finding confirms the need to train and develop black directors because their link with the 

company creates benefits flowing towards the entity. 

 

A significant (five percent level) negative association exists between the BEE preferential 

procurement element and share returns in the short term. This indicates that the higher an 
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entity‟s BEE preferential procurement score the lower the share returns. The preferential 

procurement element is the element responsible for making BEE compliance a reality in 

South Africa. These products or services may be acquired at a premium and/or may be 

substandard products or services, which in turn results in increased financial expenditure and 

negatively impacts the effectiveness of an entity. Furthermore, entities might need to change 

previously efficient suppliers to new BEE suppliers and this can lead to increased 

inefficiencies leading to higher costs. The costs relating to the BEE preferential procurement 

element exceed the benefits of BEE compliance. 

 

5. Conclusion 

BEE compliance is an ongoing process and a very prominent topic in the South African 

economic environment. BEE compliance is regulated by the generic scorecard originating 

from the codes of good practice of 2007. The BEE score consists of seven elements, namely 

ownership, management control, employment equity, skills development, preferential 

procurement, enterprise development and socio-economic development.  

 

The purpose of this study is to directly identify the positive and negative BEE elements 

comprising the BEE score from a market perspective. An association study following a 

multivariate regression based on the Fama and French (1998) model as well as controlling for 

factors and insights from other similar studies is used in this study (Alessandri, Black & 

Jackson, 2011; Ferreira & De Villiers, 2011; Jackson, Alessandri & Black, 2005; Strydom, 

Christison & Matias 2009; Van Heerden, 2011; Ward & Muller, 2010; Wolmarans & Sartorius, 

2009). Previous literature has found a negative association between the BEE score and future 

share returns in the short term (Ferreira & De Villiers, 2011). However, the ownership 

element, one of the seven elements, is perceived by the market as positive on the BEE deal 
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announcement date (Alessandri, Black & Jackson, 2011; Jackson, Alessandri & Black, 2005; 

Strydom, Christison & Matias 2009; Ward & Muller, 2010; Wolmarans & Sartorius, 2009). 

 

The results of this study suggest that there is a significant negative relationship between the 

ownership element as well as the preferential procurement element and share returns. The 

costs relating to BEE compliance for these two elements exceed the benefits of being BEE 

compliant in the short term. The evidence relating to the ownership element does not bear out 

the findings of prior literature relating to this element. The difference might relate to the use of 

different research methodologies as well the investigation of different time periods. On the 

other hand, the BEE management control element is positively associated with share returns 

in the short term, which indicates that the benefits relating to the management control element 

exceed the costs of this element.  

 

It is important to note that this study relates to the period 2005 to 2011 and furthermore tests 

the association between the BEE elements and share returns in the short term. The long-term 

effect of BEE compliance as well as the optimal BEE element score are areas for future 

research (Ferreira & De Villiers, 2011). The reasons for the positive and negative associations 

can be investigated in more depth along with a consideration of other non-financial benefits 

surrounding BEE compliance. There could be other reasons for being BEE compliant and 

investing in certain BEE elements, such as managerial self interest, avoidance of political 

pressures and costs (Watts & Zimmerman, 1978). These motivations are not considered in 

this study, and could be explored in future research.  

 

The Department of Trade and Industry released a revised code of good practice in 2012. The 

cabinet approved the revised codes in August 2012. The revised codes propose to broaden 

the scope and increase the compliance levels of BEE. This study relates to some of the key 
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changes in the proposed revised codes, although the exact changes are still unclear at this 

stage. This study could therefore be of great use to government policy analysts, as stated 

earlier, in that it helps them to create sustainable transformation policies. 

 

BEE is a crucial and integral part of the new South Africa, and the success of this policy can 

only be achieved by embracing, challenging and contributing to the process. This study 

contributes to the BEE literature in the finance and accounting field and provides evidence of 

the association of the BEE elements as included in the generic scorecard with future share 

returns.   

 
Endnotes
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