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Preface

In response to a request from the Government of the Republic of South Africa, the
‘Government of Japan decided to conducl the Development Study on the Development of
Small and Medium Enterprises in KwaZulu-Natal Province, the Republic of South Africa
and cntrusted the study to the Japan Intcrnational Cooperation Agency (JICA).

JICA sent a study team, led by Mr. Tetsuo Inooka, UNICO International Corporation
to the Republic of South Africa four times from March 2001 to March 2002,

The team held discussions with the officials concerned of the Government of the
Republic of South Africa, conducted field surveys in the study area. After returning to
Japan, the team conducted further studies and compiled the final results in this report.

T hope that this report will contribute to the development of small and medium
enterprises as well as cconomic development in the Republic of South Africa and to the

enhancement of friendly relations between our two countries,

- I'wish to express my sincere appreciation to the officials concerned of the Government
of South Africa for their close cooperation throughout the study.

March 2002

M v 14 ﬁl%

Takao Kawakami
President

Japan International Cooperation Agency



_ March 2002
Mr, Takao Kawakami

President

Japan International Cooperation Agency

Tokyo, Japan

Dear Mr. Kawakami

Letter of Transmittal

We are pleased to submit the final feport on the Study on Development of Small and
Medium Enterprises in KwaZulu-Natal Province, the Republic of South Africa, The
report reaffirms the importance of SME promotion in the country, and recommends
policies and measures for the promotion. We believe that SME promotion in the country
is justified from three standpoints: 1o enable SMEs to play their expected social and
economic roles, particularly by contribuiing to improvement of industrial competitiveness
and correction of social and economic disparities including reduction of the income gap

“between the rich and the poor; to assist SMEs in their efforts at coping with their difficult
business situation; and to promote business startups by people who were disadvantaged
under the past apartheid policy, which is one of the most important social and economic
issues in the country.

The study included the diagnoses of enterprises, and provision of technical guidance to
SMEs, with the objeclive of assisting in the improﬁement of competitiveness of them. It
also included interview and questionnaire surveys of relevant companies and organizations.
The diagnoses and guidance were well received by the companies involved in the program,
and hclped to convince them thal the learning and on-site application of production
management technology by SMEs is essential for improving competitiveness of the entire
industry to which they belong. At the same time, it has enabled us to clearly understand
the situation of SMEs that form supporting industrics in the country, including their current

-conditions and [imitations, while it also enabled us to verify our policy recommendations.

Based on the results of the study, the report concludes that the upgrading of SMEs that
serve as supporting industrics should be given highest priority, on the basis of the
recognilion'that the country’s most important poticy agenda regarding its industrial
cconomy' is to build up intemal.ionaily competitive industries as an engine for overall



cconomy expansion.  The report also addresses the importance of proper distribution of
benefits obtained from cconomic expansion to all population groups, especially the PDIs,

by proposing a master plan thal focuses on support for business startups by them,

In fact, the national government, the KwaZulu-Natal provincial government, and
relevant industrics, have shown strong interest in pulling these recommendations into
practice, and industry has already acted on some of the recommendations. [ belicve,
however, your further support for their actions will very useful as a prerequisite for their
successful implementation, complementing their dedicated and strong efforts,

Finally, on behalf of the Study Team, 1 wish to take this opportunity to cxpress my
sincere gratitude to your Agency, the Ministry of Foreign Affairs, and the Ministry of
Beconomy, Trade and Industry of Japan for their valuable advice and support provided.
Also, we wish to express our deep gratitude to the Department of Trade and Industry, the
Department of Economic Development and Tourism of KwaZulu-Natal Province, and
other organizations in South Africa for their close cooperation and substantial assistance

rendered to us during the performance of this study,

Very truly yours,
S A
Tetsuo Inooka
Team Leader,
Study on Development of Small and Medium

Enterprises in KwaZulu-Natal Province
The Republic of South Africa
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Abbreviations

ABET Adult Basic Edtucation and Training
AIDC Automaotive Industry Development Centre
ANC African National Congross
BEBP Bureau of Economic and Policy Analysis, DTI
CBU Completely Built-Up
CKD Completely Knacked Down
cQmn Cost, quality, and delivery
CSip Centre for Small Business Promotion, DT
CSIR . Council for Scientific and Industrial Research _
DEDT Department of Feonomic Development and Tourism (KwaZulu-Natal Province)
DTi Bepartment of Trade and [ndustries '
DUMAC Durban Manufacluring Advisory Centre
EU LEuropean Union
DI Foreign Direct Investment
GDP Gross National Products
GEAR - Growth, Employment and Redistribution Strategy
GLIS General Export Incentive Scheme
GGP Gross Geographical Praduct
IDC Incustrial Deveiopment Corporation
IEC Import-Export Complementation Scheme
nr Just-in-time
v Joint Venture
KHULA Khula Enterprise Finance Limited
KMl KwaZulu-Natal Markeling Initiative
K7ZN KwaZulu-Natal (Province)
LBSC Local Business Service Centre
1C Local contents
LCP ~ Local Countents Program
LCR Local Contents Regulations
MAC Manufacturing Advisory Cenire '
MERSETA Metal, Engineering andt Related Industrial Scctor Educational Training Authority
MiDP Motor Industry Development Programme
NAACAM National Association of Automotive Component and Allicd Manufacturers
NAAMSA National Association of Automolive Manufacturers of South Africa
NGO Non-Governmental Organization
NFPI National Productivity Institaic
NQF National Qualification Framework
NSDS ‘The National Skills Development Stratepy
NTSIKA Nisika Enterprise Promotion Agency
OEM Original Equipment Manufacturer
orT On the job training

PDI Previously Disadvantaged Individual



RDP
REM
RFI
SABS
SADC
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SPF
Stals SA
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Reconstruclion and Development Programme
Replacement Equipment Manufacturing
Retail Financial Intermediary

Souwth African Burcau of Standards
Southern African Development Community
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Part!: Outline of the Study



1 Objective and Scope of the Study

1.1 Background of the Study

Significance of sfnall and medium enterprise promotion

In 1994, South Africa entered a new era as the national reconciliation government was
cstablished after the first gcné'ral election with participation by all population groups.  The
new government proniptly launched new social and cconomic policies. At present, major
policy objectives are to reinforce economic growth and to censure social and economic
development that helps achicve fair distribution of income and opportunilies.

The government also has adopted a long-term industrial and economic policy bascd on
market liberalization and frce competition, which necessitate domestic industries to attain
international competitiveness as l'hey have been virtually protected from imports by the

cconomic sanctions imposed by the international community.

Under these circumstances, promotion of small and medium enterprises (SMEs) has
significance from two viewpoints. Firstly, it helps build supporting industries having
competitiveness in order to form a strong supplier base that can help ensure that farge
manufacturers improve and maintain competitiveness.  Secondly, SME promotion is an
effective means to correct economic disparities among different population groups,
especially by focusing on job creation and income growth among those people who have
been suffering from unfavorable conditions (PDIs).

Current state of SME promotion

The strategic direction of the new SME promotion policy is set forth in the “National
Strategy for Small Businesscs,” which points out that SMEs worldwide have been playing
an important role in employment, penctration of new markets, and creative and innovative
economic growth and expansion. And it scis forth the strategic basis for SME promotion
in the country, namely to leverage such characteristics of SMEs and facilitate their
contribution to diversification of the South African economy, productivity improvement,
investment promotion, and the stimulation of entreprencurship.

Al the same time, the strategy sets forth a desirable role for the government sector in
SME promotion, namely that the government will make maximum efforts (o improve the
businecss cnvironment, while sustainable and balanced growth is promoted at the initiative
of the private sector.
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In line with the dircction set forth in the National Small Business Strategy, the
Department of Trade and Industry (DTI) in the central government is responsible for
general” coordination of SME promotion policy. ~ In accordance with this, two
organizations were established to plan and implement promotion programs, Ntsika
Enterprisc Promotion Agency is responsible for non-financial programs and Khula
Enterprise Finance Lid. financial programs.  In practice, however, all programs are
implemented by organizations that understand the actual condilions of industrics and

individual enterprises, including local NGOs and private consultants,

Dcsp.ilc such efforts, little by way of visible results has been achieved in the arca of job
creation through SME promotion.

In KwaZulu-Natal Province, the black population holds a dominant sharc of 83%,
compared to the whites’ 7% and the Asians’ 9%, and promotion of black-owncd businesses
is considered to be the key point in job creation. However, as black people were long
restricted from conducting business in urban arcas, they do not have knowledge,
cxperience and other resources required to start businesses, and new business slartups are
rarcly observed (with exception of a few successful cases). |

1.2 The Sequences of the Study

Againsl the background described above, JICA started to search for ways to provide
assistance for South Africa in promotion of SMEs. It first conducted a special training
course for South Africa and accepted a number of trainces. Then, to identify
opportunities for further cooperation, it conducted reconnaissance surveys, followed by
project formation surveys. 1In the process, discussions were held on a program-bascd
coopetation plan, which includes dispatch of a policy advisor, personnel training in Japan,
and development and welfare support, that would focus on KZN where manufacturing
industrics are concentrated. In particular, it was confirmed that JICA would conduct a

development siudy on SMEs with an emphasis on supporling industries.

This series of studies and discussions h_as led to a final decision in January 2000, to
conduct the development study.  In March 2000, JICA sent a preparatory study team to
the country. Then in March 2001, the Scope of Work to define the content of the

development study was agreed with DT and the Department of Economic Development
and Tourism (DEDT) of KZN.

I-1-2



1.3 Cooperation by the Japanese Government, and the Study

As described above, JICA has been providing extensive assistance and support for
promotion of SMEs in South Africa, which is broadly divided into the foliowing threc
components:

1) Assistance and support focusing on micro enterprises;

2) Assistance and support for SMEs; and

3) General advice on SME / SMME policy, and coordination among the above two
components. '

‘The present study has been conducted as part of the component 2 to provide support
for SMEs. |

1.4 Objective of the Study

Undcrélanding the long-term objective that policy and institutional support for the
SMEs to be recommended in the Study arc to contribute to the reduction of unemployment
in KwaZulu-Natal, the objectives of the Study are:

1) To formulate a SMEs development plan including concrete strategy and action
plans/projects, especiatly for the éxisling and potential component suppliers to
specific manufacturing industrics (supporting industries),

2) To offer venucs and opportunities where people in KwaZulu-Natal could share a
common vision and direction and where government officials and pcople from the
private scctor could exchange their opinions and views regarding SMEs development
through workshops to be organized in the course of the Study, and

3} To promote the transfer of knowledge and methods to the counterpart’s personnel.

Scope of the Study
: 1 _ _
The nature and scope of the study, as agreed by the two governments  in the Scope of
Waork (5/W), is outlined below.

Study items -

(1) Review of the present economic situation of the Republic of South Africa in general
and KwaZulu-Natal Province in particular.

(2) Review and analysis of current institutional arrangements for SME development,
policy framework, and supporting measures available for SMEs including that offered

" Signed on March 10, 2001.



by the private scelor.

(3) Analysis of the machine industry including the automobile and its supporting
industries such as metal, plastic, and aluminum processihg,z to understand the current
situation and relevant development issues. '

(4) Survey on assemblers and foreign suppliers in Kwal,ulu Natal, and sercening and
analysis of existing and polcntmi SMEs'in strdtcglc sub-sectors through the interviews _
at and diagnosis of sclected enterprises. '

(5) Hold workshops with participants from various organizations and enterpriscs in order
to o _

1) Identify existing problems and constraints which the existing and potential
cnterprises particularly in strategic sub-sectors are experiencing,
2) Discuss the SME development plan to be drafted by the Study Team.

(6) Formulate the promotion plan, including promotion stratogy'of SMEs, and the action
plan/programs for existing and potential SMEs, which are supplying parts 1o specific
ménut‘acturing industries. |

Industries to be studied

Supporting industry for the machinery industrics, which inclﬁdes' the automotive
industry, primarily emphasizing the following industrics as Strategic subsectors:
1. Mclal pressing |
2. Other melalworking
3. Plastics molding

At the start of Study, the strategic subsectors were agreed (o be revised Lo metal pressing, other melalworking,
and plastics molding.
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2 General Qutline of the Study and Organization of the Final Report

2.1 General Outline of the Study

The study covers the following items.
(1) Rescarch and study to understand the current state of SMEs and devclopmcnl of SME
promotion plans
1) Surveys of sclected enterprises to understand general profiles of SMEs and the
machmcry industry
2) Delailed analysis of problems through enterprise diagnosis and guidance, and
assessment of effcctiveness of development plans to be proposed
3) Delincal_ioh of problems through workshops and sector-based discussions, promotion
of understanding of the SME promotion plan development process, and asscssment
of effectiveness of develbpment plans to be proposed
(2) Technology transfer lo improve competmveness of SMEs
1) Transfer of knowledge and expertise to SMEs through cnterpnsc diagnosis and
seminars
2) Transfer of management consulting techniques to the local counterpart and

consultants through cnterprise diagnosis and seminars

2.2 Field Surveys and Technology Transfer Program

Starting from the first field survey (Part 1)}, which was conducted with the objectives of
agreement and finalization of the study plan, collection of general information on corporate
management in the country and promotion of participation in each program; three ficld
surveys (the second part of the first field survey, and the second and third surveys) were
carried out in the present study. Further, the fourth field survey was conducted to discuss
the survey results and make them known to all the parties concerned.

General outlines of the ficld surveys, enterprise diagnosis aclivities, workshops and
seminars are given below.

(1) First field survey (Part 1)
The first part of the first field survey was conducted for 19 days between March 11
and March 29, and included the following activities:
1) Presentation of the inception report to the steering commitlee and agreement on the
content, methodology and other details of the present study;

2) Collection of data and information, including statistics and reports, on the current
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stale of economies in South Africa and KwaZulu-Natal Province (KZN), the current
state of industrics to be studicd, and an outline of SME promotion policy in KZN;
and

Preparation for key activitics, including workshops, seminars and enterprise surveys
and diagnosis.

(2) First field survey (Part 2)

The sceond part of the first ficld survey was conducted for 27 days between May 20

and June 15, and included the following activities:

0

2)

I.

Surveys of selected cnlbrpri%s
Enterprises surveyed by type ofopcmllon and indusiry
* Assembly manuflaclurers (to study the current state of the machinery scctor)
»  Automobile assemblers
»  Other machincry assemblers
»  Other manufacturers
* - Parts supplicrs in the following sub-sectors (to study the current state of local
‘supplicrs that serve assemblers and would-be suppliers)
» Mectal pressing
»  Other metalworking
¥ Plastics molding

Surveys of SME related information, systems, institutions and organizations

Economic conditions in South Africa and KZN (Macroeconomy, inter-industriat
relations, and industrial development plan)

SME laws and regulations in South Africa

General profiles and functions of organizations related to SME support and
promotion in South Africa -

Systems and institutions to support SMEs in KZN, including those accessible to
SMEs, promolion programs, and commercial services (financial' system, taxation
and accounling systems, trade and investinenl promotion, management advisory
service, technological development suppont, information 'service, other related

programs, and available assistance from donor organizations)

(3) Second field survey

The second field survey was conducted for 50 days between July 8 and August 26,

and included the following activities:

1)

Examination and analysis of the results of the enterprise survey conducted afler the
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first ficld survey

2) Workshop 1 (to identify problems facing local suppliers and potential supplicts,

extract factors impeding growth, and develop a common understanding of SME
promotion among participants)

3) Brief enterprisc diagnosis and guidance

* Metal pressing
*  Other metalworking
*  Plastics molding

4) Preparation and submission of the progress report

(4)

29,

1

2

3)
4)

Third field survey

The third field survey was conducted for 44 days between October 17 and November
and included the following activitics: _

Presentation of and discussion on the interim report (primarily to discuss the
strategic direction of the SME promotion plan with related organizations and
industries) ' . |

Workshnl:; II (to cxamine the effectiveness of the draft SME promotion plan
proposed in the Interim Report)

Follow-up activities to the simplified enterprise diagnosis

Detailed enterprise diagnosis

* Metal pressing

* Other melalworking

* Plastics molding

(5) Fourth field survey

The fourth field survey was conducted for 16 days between February 20 and March 7,

and will include the following activities:

1Y)
2
3)
4)

2.3

Follow-up activities to the detailed enterprise diagnosi‘s
Workshop HI {presentation of and discussion on the Draft Final Report in Durban)

Seminar (presentation of and discussion on the Draft Final Report in Pretoria)
Participation in the Steering Committee

Organization of the Final Report

The final report compiles the results of rescarches, surveys, analyses, and other

activities conducted in the present survey, including those contained in the progress and
interim reports that have been already prepared and submitted,



Figure I-2-1  Organization of Final Repo_rt

® Summary
- Bxecutive Summary
- Summary
@ Main Report
[ Qutline of the Study
[T Analysis of Current State
[II Conclusion and Recommendations
Anncxes

@ Case Studics of Enterprise Diagnosis and Guidance

The report is divided into three parts, “Executive Summary,” “Main Report” and “Case
Studies of Enterprise Diagnosis and Guidance.”

“Main Report” consists of “Outline of the Study,” “Analysis of Current State,”
“Conclusion and Recommendations” and Annexes. :

“Outline of the Study” discusses the objective and scope of the study, and the results,
“Analysis of Currenl State” reviews the current state of the industrial sector, automobile
and automotive parts industries, SMEs, and promotion policics and prdgranis in KZN, and
analyze major issues. “Conclusion and Recommendations” sets forth the strategic
direction of SME promotion, cxamine an optimum promotion system and institutional
setup, and proposes implementalion strategies. Further, the master plan for SME
promotion is rccommended and developed into action plans, which contains actual
programs and projects to be implemented.

Annexes contain detailed survey results of the machinery and supporting industries,
especially the automotive industry, details of the enterprise diagnosis program and its
implementation results, and findings from each program. '

Finally, “Case Studics of Enterprise Diagnosis and Guidance” comprises the results of

enterprise diagnosis and guidance, which can be used as reference for the future enterprise

diagnosis program and similar activities in the country.
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Partll: Analysis of Current State



1 Socioeconomic Conditions in South Africa and KwaZulu-Natal, and
Economic and Industrial Development Plans

1.1  Socioeconomic Conditions of South Africa and KwaZulu-Natal
1.1.1 Country in general

Major socioeconomic indicators concerning South Africa and KwaZulu-Natal (KZN)
are presented in Table 1-1-1.  In addition, data on Gauteng and Eastern Cape are shown
for reference because automobile assembly plants arc concentrated in these two stales.

South Africa has land area of approximately 1.2 million km?, making it close to Peru
and Angora in size. The national population is approximately 40.6 million and its
population density is relatively low at 33 persons/km®  ‘The country is multiracial.
Africans account for a dominant share of 77%, followcd by whites with 10.9%, colored
8.9%, and Indian/Asian 2.6%. Africans are further divided into a number of population
groups, of which Nugni people accounts for two-thirds. The diversity in population
groups is also reflected in the fact that there are eleven official languages, including
Africaans and English. |

GDP amounts to R728 billion (US$130 billion), the same level as that of Indonesia.
GDP per capita is US$3,000 on average, more or less the same level as Malaysia.
Howcver', there is a very large difference in income levels between the high income
segment and the poverty segment, and there seems to be few people in the average income
group. GGP in KZN amounts to R94 billion, accounting for 13% of GDP. GGP per
capita is R11,000, which is equivalent to a third of that in Gauteng and is higher than that
of Eastern Cape.

By sector, the manufacturing scctor is largest and contributes 20% of total output,
followed by finance, 18%; government, 15%; commerce, 14%: and transportation, 119%.
Each sector has been growing year after year on a real basis.

A major problem for South Africa is the high unemployment rate that reached 23% in
1999. The unemployment rate is highest among Africans, 29%. The situation is worse
in KwaZulu-Natal, where the overall rate reaches 26%, and Africans who have an
unemployment rate of 30%.

Birth of the new government

In April 1994 South Africa held its first democratic election, under an Interim
Constitution. The ANC emerged with a 62% majority. The ANC-led Government then
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Table 1{-1-1

and KZN Province

Major Social / Economic Indices of South Africa

‘ (For reference)
South Africa | KZN Provinee b womooms P
j - Gauteng Easlern Cape
Land arcas (km?) 1,219,090 92,100 | 17,010 169,580
“Fotal population W0SBISTS | BT | 7348423 | 6302525
African 31,127,631 ‘ 6,880,652 5,147,444 5,448,495
White 4,434,697 I 558,182 1?702,343 | 330,294
Colored 3,600,446 i 1 17,95 { 278,692 468,532
Inckian / Asian 1,045,596 “ 790,813 . 161,289 19,356
‘Other 375,204 69,423 58,654 35,849
Population density Coma | 94 | 4o | 32
GDP/GGP (R mil) 78055 | 9381 | 26797 | 51760
(Per capita, R) 17,040 _ 11,150 36,467 8,213
GDP distribution (%) R
Agriculture 33 2.8 0.6 53
Mining 5.9 05 | 4. 0.4
Manufacluring 16.6 28.8 | 19.4 20.2
Blectricity & water 3.0 23 2.2 L6
Construction 26 3.0 ; 3.1 2.8
Trade 1.9 12.2 . 13.6 133
Transport 9.1 [L.9 ‘ 115 7.8
Finance 267 | 14.1 257 118
Commnwunity scrvices 21.0 ‘ 24.3 . 19.6 | 36.8
Uncmployment ratio (%) 233 259 0 206 | 298

Sources;  Stalistics South Alrica, "South African Statistics 2000"
IMF, "International Financial Statistics 2000”

WEFA, "Regional Economic Focus 1999"
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embarked on a program to promote the reconstruction and development of the country and
its institutions. This called for the simultancous pursuit of democratization and socio-
cconomic change, as well as reconciliation and the building of a consensus founded on
commitment o improving the lives of all the South Africans, but that of the poor in
particular,  The current government has maintained the direction of this policy.

Governmental structure
Government is structured at national, provincial and local levels. There are nine
provinces. Provinces may have legislative and cxecuiive powers over certain
jurisdictions, including:
* Kducation at all levels, excluding universily and technikon education
* Environment
* Regional planning and development
*  Tourism
* Trade and industrial promotion
These powers can be exercised to the extent that provinces have the administrative
capacily to assume effective responsibilities.

KwaZulu-Natal Province accounts for 7.6% of total South Africa in terms of land area,
and 20.7% (or 8,420,000) in population.

Regarding the local level governments, the constitution provides for thiee categorics of
municipalities; Category A municipality (Metropolitan Municipalitics), Calcgory B
(District Municipalities) or Category C (Local Area or Municipalities). In the case of
KwaZulu-Natal Province, Durban is the metropolitan area. A Metropolitan Council has a
single metropolitan budget, a unified property rating and service tariffs system and a
unificd civil service organization.

1.1.2 Economic overview of KwaZulu-Natal Province

KwaZulu-Natal is second only to the province of Gauteng in terms of percentage
contribution to South Africa’s GDP.

Economic activities in KwaZulu-Natal are mainly centered in the Durban - Pinctown/
eThembeni metropole and Pielermaritzburg, with significant contributions in the Richards
Bay / Empangeni area, the Ladysmith/ Ezakheni area, the Newcastle / Madedeni regions as
well as the KwaZulu-Natal South Coast regions.
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The Gross Domestic Product of KwaZulu-Natal was R55 billion in 1996 with the
manufacturing sector, at 36%, contributing the largest share, followed by commerce and
tourism.

The manufacturing scclor is the largest employer in the private sector.

The manufacturing sector has an cxport bias and nearly a third of South Africa’s
manufactured exports originate in KwaZulu-Natal.

Within the growth of exports, significant growth rates are evident in non-ferrous basic
melal products with aluminum accounting for the bulk of the growth.

For the period August 1991 to June 1998 KwaZulu-Natal has attracted significant
investment as shown in Figure {I-1-1.

Figure Il-1-1 Total Number of Projects Approved (including Withdrawals)
- August 1991 to June 1998 -

Westein Cape [77rmss oy

Northern Cape

Free State

Eastern Cape

KwaZulu-Natal

Mpumalanga
Northern Province
Gauteng
North-West

0 100 200 300 400 500 600 700 800

1.2 Economic Structure and Growth

1.2.1 General

The ongoing liberalization of the South African financial and trade markets has
increasingly exposed domestic markets to foreign competition. Mature industrics have
been restructured and many new ones have developed in reaction to the opening-up of the
ccopomy.

South Africa has enjoyed a modest upturn in economic activily since late 1998, The

economy experienced five quarters of progressively stronger growth with real GDP of over
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4 percent (at an annualized rate} in the final quarter of 1999. Despitec some adverse
shocks during the first half of 2000, the pace of activity has regained momentum and, lcd
by a healthy expansion in private investment, real GDP grew by over 3 percent in 2000,

1.2.2 GDP by industry, and its growth

Structure of GDP

Table 1I-1-2 shows the GDP by industry.

The agricultural scctor contributes only 4% of the GDP.  The mining sector played an
important role in the development of the South African cconomy, but its importance has
~declined in the last decade and currently accounts for about 6% of GDP. The
manufacturing sector accounts for approximately one-fifth of South Africa’s GDP. The
contribution of financial services and non-financial services increased from about 12% to

nearly 18% during the 1990s.  Tourism is also expanding,

Economic growth trend

The country’s real GDP growth trend is shown in Table II-1-3. In the 1990s, the
avcrage annual growth rate was 1.26%. Alter negative growth in the three consecutive
years up to 1992, moderate growth was sustained after 1993, followed by somc
deceleration in 1997 and early 1998, Then, as mentioned carlier, an upward trend has set
in since late 1998, _

The economic recovery has been underpinned by sound financial policiesl. In
particular, continued strength in the public finances has helped sustain a highly competitive
exchange rate and ease pressurc on long-term interest rates, while monetary policy has
contained inflationary pressures. In 1999/2000, the national government registered a
budget deficit of 2.0 percent of GDP (well under the original target of 2.8 percent of GDP)
as a result of strengthened tax administration, effeclive spending controls, and
underspending on certain projects.  The public sector borrowing requirement fell to just
over 1 percent of GDP in 1999/2000, from well above 3 percent the previous year. TFor
2000/01, the deficit of the national government is estimated to be 2.4 percent of GDP,

1.2.3 National savings and capital formation

Gross national savings and capital formation trends (nominal) are shown in Table 11-1-
4. Between 1992 and 1999, personal savings declined significantly and fixed capital
consumption grew rapidly. The overall value doubled during the period.  As for forcign

' Source: Article IV concluded by IMF in March 2001,
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Table ll-1-2 Gross Domaestic Product by Economic Activity (at Constant 1955 Prices) (1988 - 2000) .
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Table II-1-3

Real Growth of GDP

1990

|

1993

i
Year 1991 | 1992 P 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000
i |
| :
| |
GDP i
at Constant 531.5 | 5481 | 5709 | 5851 | 589.1 | 6002 | 618.7
1995 prices : ; ;
(R billion) i ? | |
i | i
l |
: ) s i
% 03] a0 | 21 | 12 | 32 31 42 | 2s 07 | 1.9 | 31
! . . H

Source: 1990-1994; IMF, international Financial Siatistics,

1995-2000; South African Statistics 2001.
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Table ll-1-4 Gross Saving and Gross Capital Formation (1992 - 2000) _
' : {(Unit: R million)

T
i

1992 L 1993 | 1994 | 1905 | 1996 | 1097 | 1998 | 1999 2000
: ! i : : :
P . 1 . ; :
Saving by houscholds ! 13,226 | 12434 | 8478 1 6213 | 6975 | 6,569 | 3417 1 1358 0 2386
1 1 i
Corporate savings " : 20,283 | 27,656 36,750 D 35,656 | 42448 | 37,712 | 32452 | 32,679 33,390
Saving of general government ! 27,249 : -28,593 1 28330 © 23,128 | -30,613 | -32,362 @ -25,635 |- -20,811 | -15,868
: ; i
. | M :
Consumption of fixed capital ¥ Tl os4,227 1 58,575 | 64,500 1‘ 71,827 | 78,923 | 87,155 | O4,78L | 103,272 | 112,633
. o F
Gross saving ¥ 60,487 | 70,072 | 81,398 | 90,568 | 97733 | 98,074 | 105015 ' 116,498 | 132,541
Foreign investment -5,551 -4,868 ¢ =340 E 7,991 8,125 10,427 12,867 3,398 . 3,050
. i i - _ |
Net capital infiow from the rest ; ?
o capiialinflow fromthe restof | 4 100 | 6355 | 2,437 | 11270 | 3017 | 29377 | 13377 | 29,198 6,242
the world i
Change in gold and other forcign 1 1 i
] 9 1,372 1,487 ¢+ 2477 | 3279 | 5,108 | -18,950 510 | 225,800 | -3,192
JESCrves J i
: i i . |
Gross capilal formation 54,936 | 65204 | 81,058 : 98,559 | 105,858 | 109,501 | 117,882 | 119,896 F}35,591
1 ! i

Notes: 1} After consumption of fixed capital and afler inveitory valuation adjustment.
2} At replacement value. -
3} After inventory vatuation adjustment.
4y Increase -1 Decrease +.

Source:  Statistics South Africa, "South African Statistics 2001"
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‘investment, capital inflow cxceceded outflow in 1994 and afterwards.  As a result, gross
capital formation excecded gross savings after 1995.

~While domestic éavings have been on the steady rise, houschold savings account for a
rclatively small percentage and have been declining year after year.  Similarly,
government savings experienced gradual ‘declines, while corporate savings stagnated.
Thus, domestic sources for capital formation were mainly reinvestment by individual
companiés. Foreign investment has generally been volatile, except for 1997 and 1999
when inflow exceeded outflow significantly.

Foreign direct investment

South America welcomes foreign direct investment. There is no restriction on
foreign investment in terms of method and amount, and no government approval is
required. | s
- The recent fofeign direct investment trends are shown in Table 11-1-5.  Foreign direct
investment represents over 15% of total capital formation since 1997 and has been clearly
on the rise. |

Given the high fevel of compelition for foreign direct investment amoﬁg emerging
niarkelé, South Africa has placed greater importance on forming strong economic trading
blocs to gain access to key markets.  Government has actively pursued negotiations for an
agreement on trade, development and co-operation with the European Union (EU). This
agreement will pave the way for developing secure markets for South African-based
businesses in the EU.

, Simiiarly, the country attempts to establish close ties with India, MERCOSUR in
South America through a frec trade agrecment with Brazil, and the Southern African
Dcve’ibpment Community consisting of 14 sub-Sahara countrics.

Regarding the restrictions on foreign exchange for non-residents, a gradual but
systematic dismantling of all controls are intended, and it has shown a steady progress so
far. Most of controls undertaken by the Reserve Bank have been transferred to
commercial banks, and applications involving matters outside the authority given to the
commercial bank for approval must be submitted to the Exchange Control through a
commercial bank.
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Table lI-1-5 Foreign Direct Investment
in South Africa

i

Year (R igllion) | 9% increase
1994 6,101

1995 | 5,712 6.4
1996 1 8711 525
1997 15,721 80.5
1998 i 17,949 14.2
1599 E 24,292 353

Source: Business Map
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The matters required appliéation to the Exchange Control are as follows:
1) Introduction of non-resident loans

2) Conclusion of Royalty or Licensing Agreement

3) Issues of shares to non-residents for a consideration other than cash
4) * Pre-shipment payments for import

5) Temporary relaxation on local borrowing restriction

6) Payment of dividends out of capital projccts

7) Payment of scrvice fees to related partics

1.2.4 Balance of trade and service and current account

Yearly changes in the country’s balance of trade and service and current account
balance arc shown in Table 1[-1-6, Between 1992 and 1999, the trade balance continucd
to register surpluses while the income balance and current transfer balance recorded
deficits, The deficits continued to expand and current account balance turned into a
deficit in 1995 and deficits continued afterwards,

The stance of financial pblicies has also helped sustain gains in cxternal
compctitivencsé, which has provided a boost to export performance. As a result, and
'dGSpite the impact of higher fuel payments and weak gold prices, the current account
deficit fell from 0.4 percent of GDP in 1999 to 0.3 percent of GDP in 2000.

Imports and exports have been basically liberalized in South Africa, except for the
following: |
(1) Import permits _
| ‘The importation of certain goods specified by government notice is permitted only
subject to the issuance of an import permit.  All second-hand goods, including waste and
scrap of whatever nature, require an import permit.
(2) Export permits
A number of products are currently subject to export control and licensing.
Currently restrictions exist on strategic goods (exhaustible resources), agricuitural
products administered by control boards, metal waste and scrap.

The following measures have been applied for promotion of exports.
(1) Duty drawback scheme
A duty drawback scheme provides refunds for import duties paid on materials used in
the production of an export. Manufacturers may apply for refunds upon export of the
final product, '
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Table lI-1-6 Balance on Current Account (1992 - 2000}

(Unit: R million)
1992 1993 l 1994 _ 1..995 1996 19977 1998 t 1999 4 2000
Trade Baldance o 14,995 E 15,659 } 11,095 4,777 8,435 7,696 9,121 5 21,851 | 25,886
Exports ‘ 79,3.98 '- 91,578 1'106,842 125,869. 151,795 | 168,415 : 190,189 !205,883 253,804
Impori.sr : . 64,403 | 75919 95,747 121,09.2 143,340 160,'719 181,008 | 184,032 5227,918
Income balance . -8,401 ¢ -8,700 .-8,599 -10,426 | -13,378 | -14,797 | -17,331 ~'19,587 : -22,514
Current transfers -1,042 -2,092 2,160 —2,340 -3,206 —3,328 j -4,093 -5,662 -6,422
Balance on current account 7 5,352 4,867 ] 336 | -1.989 ; 8,128 j -10,426 i‘-'l2,867 E «3,398 i -3,050

Source: Statistics South Africa, "South Alrican Statistics 2001
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(2) Manufacturing under rebate program
South African Customs and Excise also administers a program for manufacturing
under rebate, whereby manufacturers may claim a rebate on imported materials used in
the production of exports. Imported materials must be used within 12 months,
This facility is exclusively export driven, and to qualify manufacturers must have
secure facilities on their premiscs for the storage of dutiable materials,

1.2.5 Employment

Employment trends except for agricultﬁrc and domestic services are shown in Figure
[I-1-2.  Total employment pcaked in 1988 and declined until 1993. It grew between
1994 and 1996, and it has been on the decline since 1997, Total cmployrﬁent in 1999 was
approximately 4.9 million. ' |

Table 1I-1-7 shows the working employed population (workers between 15 and 65
years old) including the agriculture and domestic service sectors, in 1996. Of 9,110,000
persons in employment, the manufacturing sector accounts for 12.3%, 1,120,000 persons.
Notably, the number of male wdrkers in the sector is double that of female workers. The
unemployed population (including underemployed) amounted to 4,670,000 in 1996. '

1.2.6 Government finance

Recent trends in revenues and cxpenditures of the central government are shown in
Table 1I-1-8.  Revenues {income tax, VAT, tariff and cte.) and government bonds were
more or less at the same level in the 1980s.  Then in the 1990s, the latter grew rapidly and
exceeded R900 miilion in 1997, accounting for 86% of total revenues.

The breakdown of revenues in 1997 was income tax 56%, VAT 24%, customs duties
(net) 13%, and others 7%. Between 1987 and 1997, customs dutics gained share (7% in
1987) while income tax and VAT showed no significant change.

Yearly changes in government bonds and public debt are shown in Figure 1I-1-3.  The

public debt grew steadily between 1987 and 1997 and reached R290 billion in 1997.
Domestic bonds account for 97% of the total.
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Table I-1-7 Economically Active Population
Aged 15 - 65 Years (1996)

_ Total
Industry divisions — e Bk
Male Female Total
Employed
Agrwju]t_urc, hunting, forestry 573,082 241267 814,350
and fishing
Mining and quarrying 521,003 20,544 541,546
Manufacturing 742,900 377,073 1,119,973
Elec:lricily, gas and water 94,320 15,014 109,334
Construction 517,441 37,688 555,129
Wholesale and retail trade 621,314 476,737 1,098,051
Transpor.t, st.oragc and 412,788 70,864 483,652
communication
F:nancu?l, msurf'in_ce, real estate 190,448 289,707 680,156
and business services
Corr!mumty, social and personal 731,259 849,425 1,580,684
* services
Private households 204,276 848,826 1,053,103
Unspecified 673,071 404,797 1,077,868
' Total 5,481,903 | 3,631,944 | 9,113,847
Unemployed 2,039,917 2,631,729 4,671,647

Source: Statistics South Africa, "South African Stalistics 200"
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Table II-1-8 State Revenue Aécounts and other

Revenue Accounts

YC;;:::}I‘ing Revenue Loans raised Total
1980 10,577,287 10,798,886 21,376,173
(o8] 13,758,334 13,264,496 27,022,830
1982 14,893,458 20,178,316 35,071,774
1983 17,656,614 15,564,041 | 33,220,655
1984 20,477,862 19,504,183 | 39,982,045
1985 24,223,350 19,785,663 44,009,013
1986 29,871,431 24,229,704 54,101,135
1987 34,744,819 34,882,535 69,627,354
1988 39,641,983 39,814,068 719,456,051
1989 49,587,227 33,063,574 82,650,801
1990 65,877,131 94,403,971 160,281,102
1991 68,029,915 51,633,397 119,663,311 -
1992 73,993,456 103,920,915 | 177,914371
1993 77,689,879 109,989,091 1 187,678,970
1994 92,488,759 3051896 | 410,540,655
1995 110,425,278 487,866,367 E 598,291,045
1996 127,742,621 541,462,073 1 669,204,694
1997 149,055,891 935,717,015 | 1,084,772,906

Source: Stalistics South Africa, "South African Statistics 2000"
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Figure 1-1-3 Gross Public Debt
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Tax revenue

The largest contribution to tax revenue in South Africa comes from individuals
(43.2%), whercas the share of taxes raised from companics fcll to around 10% during the
1990s. Tax on the gold-mining industry peaked in the carly 1980s at about 8.9%, but has
since then fallen to 0.1%.

The contribution of indirect taxes is about 40.2%, comprising value-added taxes
(23.7% of total tax revenue), cxcise dutics (4.3% of total tax revenuc), the fuel levy (7.4%

of total tax revenue) and stamp duties and fees (0.8% of tolal tax revenue).

1.3 Economic Policy

Economic policy is directed at reinforcing the cconomic growth that South Africa is
t;xpcriencing and cnsuring that social and cconomic development contribute to an
improved distribution of income and opportunitics. _

Some of the key arcas of structural reform targeted by the Government arc monetary

policy, privatization, international trade and labor market reform.

Monetary policy

The Government and the Reserve Bank have agreed to set an inflation target as part of
new approach to monetary policy and price stabilization. The aim is to reduce inflation
expectations, thereby contributing to greater economic certainty, reduced risk and lower
interest rates.

Price in[lali(_)n fell from about 15% in 1991 to 5.2% in 1999. Inflation target is to

reduce the annual average CPI to between 3% and 6% within two YEars.

Restructuring of State assets

The Government is engaged in the restructuring and privatization of State enterprises.

Most State-owned enterprises, especially in the energy, telccommunications and
transportation sectors, have now been corporatized, allowing for management reform and
increased transparcncy in the allocation of financial resources. The Government is
committed to the further restructuring over time of the four fargest State-owned enterprises

b

namely Telkom, Eskom, Transnet and Denel.

A more open economy

Since 1990, the South African economy has become substantially more open lowards
the rest of the world.  Tariff protection, as reflccted in the simple average imporl tariff,
dropped from 30% in 1990 to just above 14% by 1998. Free trade arrangements with the
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European Union (EU) and the SADC arc expected to enhance the opening-up of the South
African economy, through cxposure of domestic industries to competition from imports
and through improved market access for South African exporters.

Exports and impotts have grown suhstantia'lly and South Africa’s trade relations have
diversificd, leading to a rapid growth of exporls to sub-Saharan Africa and a significant
expansion into Asian and American markets,

Foreign investment is a crucial complement to the low level of domestic savings and 1o
obtain improvement in industrial capacity. |

The relaxation of exchange controls, made possible by the strength of current capital
inflows. Capital inflow increased significantly in 1999, from R60 billion in 1998 to more
than R58 billion in the first three quarters of 1999, as foreign investors bought shares in the
South African market. Portfolio inflows are expected to increase further as a result of the
third investment grade rating awarded to South Africa.

Foreign direct investment is also expected to strengthen, stimulated by new export-
linked investment prospects created by the EU and SADC (rade agreements.

Labor market - :

Unemp[oymenl remains a serious problem In South Africa, particularly affecling
school leavers and young work-seekers. Since 1994, the normally positive impact of
cconomic growth or labor demand has been outweighed by a weakening in the capacity of
the productive structure of the economy to absorb labor, while the labor supply continues
to grow.

The Government is of the opinion that by simultancously reinforcing economic growth,
better regulation of the labor market and training the work-force to provide them with the
skills necessary for the modern economy, labor absorption shouid improve in time. These
efforts could be supplemented by further increases in labor productivity, which will help to
reduce the growth in unit labor cost to a rate of about 5% per year.

1.4 Economic and Industrial Development Pian
141 General

A wide array of economic and social policies have been adopted by the South African
Government since 1994 to ensure the international reintegration of the country’s cconomy,
and the creation of an environment for sustained export growth, healthy net capital inflows
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and improved investor confidence,

The South African Governmen(’s macro-economic policy is outlined in the Growth
Employment and Redistribution (GEAR) strategy. The major goal set in the strategy is
increased growth and cmployment, while strengthening the long-term  competitive
peiformance of the cconomy, through fiscal deficit reduction, trade and foreign cxchange
liberalization, restructuring state assets and promoting skills development.

These include:

* Significant reduction in tariff barriers, ahead of the WTO timetable, resulting in the

lowest trade-weighted average rate of protection in the SADC region;

* A market-related and competitive exchange rate;

* No restrictions on the type or exient of investments available to foreigners, and no

governmental approval is required;

* The strengthening of competition and the development of industrial cluster support

programs;

« The abolition of exchange controls on non-residents and the substantial reduction

of conlrols on residents;

* A proactive stralegy to attract foreign stré\tegic equity partners into the process of

restructuring state assets and infrastructure;

* The introduction of greater labor market flexibility; and _

* The availability of atlractive investment incentives o enhance inlernational

competitiveness, technology transfer and foreign direct investment.

1.4.2 Historical change in industrial development planning

The apartheid regime’s industrial policy was defined by import-substitution
industrialization.  Import protection combined with high levels of concentration of
economic ownership resutied in high and distorted domestic prices. The manufacturing
sector was inward focused and its relations with government were frequently characlerized
by rent-seeking behavior.

The redirection of the above policy was the first step towards the new economic
development, and the following were worked out.

i) Liberalize imports and encourage exports via export marketing assistance and other
meastres.

2) Shift from demand side measures (import controls, tariffs, subsidies, GEIS) to supply
side measures.,

It was pointed out that certain inpul prices, principally the wages of unskilled and
scmi-skilled labor, were seen to be high (by comparison with many of South Africa’s
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competitors) in relation to productivity and the structure of the wage system reflected past
cconomic and political distortions. - As a countermeasure against il, a non-targeted
approach was adopted,  Supply-side policics were gencrally applied to most
manufacturing firms. However, for the aulo assembly and components and the clothing,
textiles and footwear industrics, sector specific mcasures were applied.

In relation 1o trade, a formal program of phased tariff reductions and tariff
harmonization commenced in 1995 in terms of an offer presented to the WTO in 1993,
Negotiation of a Free Trade Agreement (FTA) with Europe was completed in early 1999,
As trade liberalization proceeded, the DTI developed a large number of supports to firms
on the supply side.

1.4.3 Goal and policy framework of the current development plan

The need to create employment and a better life for the people is the central objcctive
of the economic policy, The Reconstruction and Development Program (RDP) remains
the basic policy framework to achicve this objective. The Growth, Employment and
Redistribution {GEAR) program is the associated Macrocconomic strategy wsed. Further,
an Action Plan to Accelerate Growth was announced recently,  This action plan marked
an increased emphasis on microeconomic reform to further increase investment. |

In order to make the industrial strategy more explicit and accessible and to deal with
changing conditions, the Discussion Document; “Driving Competitiveness: An integrated
industrial strategy for sustainable employment and growth” was drafted in May 2001.

Basic stances of the industrial strategy
The above discussion document pointed out the following as the basic stance of the
industrial strategy.

(1) Don’t rely on the old ways
A considerable share of manufactured production, and more particularly exports, are
raw material- and energy-intensive. However, with access to cheap raw materials being

of declining signilicance, this is not a firm foundation for a competitive position.

(2) Don’t bank on cheap labor
The trajectory of industrial development does not suggest that cheap and flexible
unskilled and semi-skilled labor could be the basis of a sustainable industrial policy.
Rather as globalization proceeds, it would appear that a combination of factors are raising
the demand for skilled labor and lowering the demand for unskilled and semi-skilled
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tabor., Lowering the cost and increasing flexibility in relation to the unskilled and semi-
skitled labor, leaving aside other considerations, will not provide a sustainable basis for
the very large part of South African manufacturing industry.

(3) Forget protection
The government is commilted to the further liberalization of trade, Manufacturers

will be faced with ever more competitive markets, both domestically and internationally,

(4) Pay atlention to innovation _
With a very few exceplions, the development of proprietary technology has not been a
feature of South African manufacluring industry.  South African manufacturing firms
are gencrally characterized by low spending on innovation.  While increasing innovation

aclivities will be an important feature of policy, the major source of new technology will
continue 10 be transters from abroad.

(5) Enhance knowledge capacities
There is a structural shift in the pattern of world trade away from commodity
production and raw material-intensive simple manufactured goods and towards
increasingly knowledge-intensive goods and services.
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Attachment Table 1 Gross Domestic Product by Economic Activity (at Current Prices) {1987 - 2000)

(Unit; R million}

market prices {per capita R)

1987 1988 1989 1990 1991 1992 1993 1954 1995 199 1997 1998 1999 2000
?g;.‘cu““re’ forestry and 8,994 11149 12,332 12,184 13,825 13056 16284 20252 19317 23721 25325 24452 24555 25375
ishing
2 Mining and quarrying 19,127 21441 22,891 24107 25542 26575 30,052 32,011 34830 38,768 40524 43445 44,187 51,563
3 Manufacturing 35562 43,782 53,471 62,208 69,398 75102 82,642 92068 106,180 114,127 124,604 129057 135952 148,875
4 Electricity, gas and water 6,653 7918 9020 10,563 11,681 12479 13930 15575 17,408 18128 20,387 20,964 21,408 22,995
5 Construction 5181 6177 7276 8638 9764 10879 12318 13,797 15774  17.63t 19386 20,682 21,262 22,152
Wholesale and retail trade, 20274 24216 30,564 37,650 42376 49726 56468 62474 71768 79463 85858 89222 95159 103,923
catering and accommodation
Transport, storage and 14,462 17,179 18999 21,575 25501 31,634 33,972 38296 44,538 51,787 57,765 63,499 71,340 80,063
communicalion
Financial intermediation,
8 insurance, real estate and 20,688 25,069 30265 36039 44945 53265 62,861 70491  §2162 94,116 105,601 123370 141,929 160,954
business services
9 General government services | 21,803 24733 31,432 37.684 46005 54516 62375 71279 80832 97,197 106,752 115,443 123,809 129,735
10 Other services 2,893 3310 3971 4775 5847 7088 9435 11,349 13,690 15368 17374 19,094 21,119 23,532
11 Other producers 5242 6135 7,067 7834 8642 95583 10,505 12,054 13855 15671 17,803 20,154 22,527 24,826
2 ;’]‘zzz velucaddedarbasic | Jo5000 194090 231012 266783 307,089 344003 390,841 440,144  S00354 565,978 625418 670383 723,247 793,093
26 Taxes on products 16,141 20936 26505 29,153 31,096 33,190 41,611 48374 53,644 58185 63,713 70,656 77000 84,433
27 Less subsidies on products 2,146 2,241 2,375 2,488 2,523 4,519 6,321 6,460 5,898 5,746 5,387 35,953, 4,672 4,809
: s S dty ST o L b e
2 g:iif;:’:;‘c product a 174,647 200613 251,676 289,816 331,980 372,227 426,132 482,119 548100 618,417 683744 735,086 795575 873,637
Gross domestic product a 5244 6164 7247 8172 9171 10062 11,273 12480 13884 15329 16583 17578 18,607  na

Source: Statistics South Africa, "Scuth African Statistics 2001"

Note: n.a. - Not available,



Aftachment Table 2 Gross Domestic Product by Economic Activity (at Cohstant 1995 Prices) (1987 - 2000)

(Unit: R million)
1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
13 ‘;‘gg.“’”““m’ forestry and 21675 22283 25550 23735 24795 18,036 22366 24125 15317 23950 24313 22539 25304 24200
ishing : 7 ;
14 Mining and quarrying 35213 35827 35451 35,171 34397 34,978 35782 35946 34,830 34,542 35118 34846 34499 33875
15 Manufacturing 99384 105,851 107,828 105405 100,590 97,291 97,114 99,706 106,180 107,648 110,249 108447 108282 112,198
16 Electricity, gas and water 13,613 14,350 14881 15141 15436 15320 16133 17,069 17408 18403 19206 19317  16.688 20398
17 Construction 15,733 16242 17,611 17,774 16942 15889 14804 15233 15,774 16082 16572 16777 16135 15987
Wholesale and retail trade, R - < o s e - - -
18 X , 65,042 - 67,754 68031 68580 67,349 65,768 66,121 67,780 71,768 74415 74748 73704 74676 78499
catering and accommodation -
19 [ranspor, storage and 34,507 36,157 37,732 37,745 36919 37,620 38507 40,281 44,538 47,368 50,884 54,443 58558  62.355

communication

Financial intermediation, i .
20 insurance, real estate and S 71,750 73,172 74,346 74,720 75875 76,199 76,580 79,378 82,162 87,668 91,454 96,602 102,721  107.579

business services :
21 General government services 71,349 73,537 75,337 76,352 78,286 79,161 79,366 80,157 80,832 82422 82.860 82,458 81,879 80,930

22 Other services 10,243 10,521 10,728 10,880 11,035 11,198 13,341 12420 13,690 14210 13,971 13902 14,186 14517
12,392 12,8358 13318 13,353 13432 13499 13,556 13,687 13,855 14,066 14208 14,626 14918 15281

23 Other producers

Gross value added at basic

2 e 435810 473,121 484728 481,077 475697 465159 4TI6T0 485782 500354 520,785 533,673 537662 548846 566,119
47 Gross domestic product per 14,825 15,128 15167 14,806 14357 13,7490 13621 13,759 13,884 14150 14196 13979 13847  na

capita

Source: Statistics South Africa, "South African Statistics 2001"
Note: n.a. - Not available.



Attachment Table 3 Expenditure on Gross Domestic Product (at Current Prices) (1992 - 2000)

{Unit: R million)

1992 1993 1994. 1965 1995 1697 1998 1999 2000
Final consumption expenditure 312,447 350,943 396,044 443,461 505,419. 566,671 612,480 657,568 716,458
by houscholds b 237,190 265,392 299,541 343,037 385,280 431,072 465,680 503,502 555,818
by general government ? 75257 85,551 96,503 100,424 120,139 135599 146,800 154,066 160,640
Gross capital formation 54,936 65,204 81,058 98,559 105,858 109,501 - 117,882 119,8% ——‘173575;1@
" Gross fixed capital formation 58,255 62,601 73,045 87,042 : 99,381’ 111,279 123,209 121,242 130,320
Change in inventories 3319 2,603 8013 11,517 6477  -L778 5327 <1346 5271
“l;c;idual item - -10,153 -5,675 -6,079 1,304 -1,315 —;24 »S,é‘__’,—S_Tl —2'3,746 -4,298
Gross domestic expenditure 57230 40472 4TLOB SB35 609962 676048 TS TBIA 84751
El;ém of goods and services 79,399 91,578 106,844 125867 151,795 -i_!5—8;415 ;90,189 20;,5—8;— 27537,80:1“ |
Exports of goods 69,837 . 80,877 93;537 109,117 130,206 143,830 161,121 174,883 218,507
Exports of services 8,562 10,701 13,307 16,750 21,589 24,583 l 29,127 31,000 335,297
Less Imports of goods and services 64,404 75917 95747 121,091 143,340 160,719 181,068 1;34,032.; 3277?9;87
Import of goods 51,976 60,512 77675 99,425 .118,659 133,061 150,705 149,540 189,012
Import of services 12,428 15,405 18,072 21,666 24,681 27,658 30,927 34492 38907
Expenditurc on gross domestic product | 372,225 426,133 482120 S4B100 618417 683744 735086 795575 BTR6T

Notes: 1) Including non-profit institutions serving households.

2) Curreni expenditure on salaries and wages and on goods and other services of a non-capital nature by the

service departments (non business enterprises) of general government. General government includes

central government, provincial governments, local authorities and extra-budgetary institutions.

3) After inventory valuation adjustment.

Source: Statislics South Africa, "South African Statistics 2001



Attachment Table 4 Expenditure on Gross Domestic Product (at 1995 Constant Prices) (1992 - 2000)

(Unit: R mullion)

1992 1993 1994 1995 1996 1897 1998 1899 2000
Final consumption expenditure 413,585 419,706 432,326 443,461 465233 479,901 484,205 486,325 495923
by households 308,826 313,719' 325482 343,037 360,046 369,930 374793 379,010 391,262
by general government ¥ 104,759 105,987 106,844 100,424 103,187 109,971 109,412 107,313 .104,661
Grosscapitalformation | 69660 74491 87272 98359 99050 97,026 99432 96614 103,161
Gross fixed capital formation 73,049 72,644 78,635 87,042 93,551 98,452 104203 - 97982 99,288
Change in inventories ~ 3389 1,847 8637 11517 5499 1426 4771 -1368 3873
Residwaliom | a9 590 1458 1304 699 1807 243 300 3443
Gross domestic cxpenditure | 498,192 494787 521,056 543304 564982 ST SSL203 579919 595,641
é;;gns of goods a:;';t;;erviccs 104,276 109,324 114,061 125867 137,514 "174;097h148262 ...;1,,56’,1.45 162300
Exports of goods 92,200 96,679 99577 109,117 117,250 123,624 125007 126767 137,400
Exports of services 12,067 12,645 14484 . 16,750 20,264 21,473 23255 23378 25100 .
Less_Imports gféggds and services 82,523 89,:224 103,579— 121,091 131,641 138,729 141345 125,902 "1_3;9,‘47:;:
Import of goods 65,503 %0,432 83.,47;/ 99,425 110,554 117,006 118,179 108314 118,496
Import of services 17,018 18792 20,102 21,666 - 21,087 21,723 © 22,166 21,588 20,97§
Expenditure on gross domestic product | 0613 514887 S3L538 548100 570854 SESM02 SE9120 60062 G866

Notes:

1} Including non-profit institutions serving houscholds.

2) Current expenditure on salaries and wages and on goods and other services of a non-capital nature by the

service departments (non business enterprises) of general government. General government includes

central government, provincial governments, local authorities and extra-budgetary institutions.

3) After inventery valuation adjustment.

Source: Statistics South Africa, "South African Statistics 2001



Attachment Table 5 Gross and Net Capital Formation by Type of Organization {1992 - 2000)

_ (Unit: R milliony

1992 1993 1994 1995 1996 1957 1998 1699 2000
Gross capital formation 54,936 65204 81,058 98559 105858 109,501 117,882 119,896 135,501
General government 10,592 10,60.6 11314 13,113 14909 16725 17,805 17,919 19,071
Public corporations 8983  7.806 6712 10,086 11,535 14,106 23,798 18,564 17,259
Privare business enterprises 35361 46,792 63,032 73,360 79,414 78,670 76,279 83,413 99,261
Consumption of fixed capital ? | 54227 58575 64500 71827 78923 87155 94781 103272 112,633
General government 7,910 8654 9,516 10,631 11,877 ' 13,090 14,129 15,299 16,790
Public corporations 13,013 13,543 14,193 14,829 15385 16,100 16,986 18,121 18,844
Private business enterprises 3,304 36,368 40,791 46367 51,661 57,965 63,666 69,852 76,999

Net capital formation 709 6,629 16,558 26,732 26,935 747;2,346 23,101 ) —16_6;4 o 22938
General government 2,682 1942 1,798 2482 3,032 3635 3,676 2,620 2,281
Public corporations 4030  -5,737 7,481  -4743  -3850  -1,994 6812 443 1,385
Private business enterprises 2,057 10,424 22,241 28993 27,753 20,705 12613 13,561 22,262

Notes:

2) At replacement value,

1} After inventary valuation adjustment.

Source: Statistics South Africa, "South African Siatistics 2001"



Attachment Table 6§ Balance of Payments K {1992 - 2000}

{Unit: R million)
1992 1993 1994 1995 1996 1997 1998 1999 2000
Current account

Merchandise export, .00, 7 50446 58428 69,866 86580 103,006 118012 135214 150,604 135,054
Net gold exports R 19,391 22449 23,670 22538 26300 25818 25507 24279 . 27,162
Service receipts 9,561 10,701 13,306 16,751 21,589 24,387 25,068 31,000 35,297
Income receipts 2,649 2,286 3,455 4,128 4,663 6.011 7.193 9,424 13,124

Less: Merchandise imports f.o.b. B 51,976 60,512 77,675 $9,425 118,638 133,061 150,705 149,540 189,012

Less: Payments for services 12,427 15407 18,072 21,667 24,681 27,657 3.0,927 34,492 38,906

Less: Income payments 11,050 10,986 12,054 14,554 18,041 20,808 24,524 29,011 37,638
Current transfers (net receipts +) -1,042 -2,092 -2,160 -2,340 -3,206 -3,328 -4,003 -3,662 -6,4Zé
Balance on current account 5,552 4,857 . 336 -7,989 -8,128 -10,426 -12,867 -3,398 +3,050
Cpitl tronster account (net receipis +) | 4120 188 36 45 205 892 309 260 363

Financial account

Direct investment -5,514 -541 -3,040 -4,557 -970 6,756 | -6,737 -2,730 2,170
Portfolio investments 4,950 241 7. 10,008 9,020 - 9576 30,580 20,375 52346 -13,835
Other investments 527 -7,145 -2,609 15,318 - 4,788 -10,287 . 3,662 -27,266 2,111
Balance on financial account -1,491 -5,669 4,359 19,781 13,394 27,049 17,300 22350 -0,554
Change in gross gold anc other forsgn | g5 123 2818 359 L84 19208 6677 26943 15110
Memo item;

Change in capital transfer and : :

financial accounts, including - -4988 -13,780 2,551 16,576 3,025 21,288 8,848 29,263 8,164

unrecorded transactions

Notes:

1} Data for the last four years are preliminary 2nd subject 1o revision.

2} Pubiished customs figures adjusted for balance of payments purposes.
3} Net foreign sales of gold plus changes in gold holdings of the SA Reserve Bank and other banking institutions.

Scurce: Sunistics South Africs, "South African Statistics 2001”



Attachment Table 7 Current Income and Expenditure of General Government (1992 - 2000)
{Unit: R million}

1992 - 1593 1994 1995 1936 1997 - - 1998 1995 2000

Income from property 4,022 4,397 4,997 5,357 7562 7,102 7,550 8110 8439
Taxeé on production and imporis 40,643 50,24¢ 57,990 - 64,161 69,829 76,084 84,217 81,393 100,476
Current income 91,395 105,630 123,701 139,427 162,033 179,587 203,174 220,101 237,163

Current taxes on income and wealth | "46,013 50,178 59,845 67,911 83,032 94,256 109,399 118426 123,310

Interest on public debt 19,021 22,157 26,631 32,551 39,152 41,455 46,534 49,137 51,337
- Subsidies o 7,820 9,453 8,998 8250 8,592 8;138 .8,498 6,827 7,176
Current expenditure 118,644 134223 152,031 162,555 192,646 211,849 228,809 240,812 253,031
Savings ¥ 27,249 -28,593 28,330 -23,128 -30,613 © -32,362 25,635 -20,811 . -15,868

Notes: 1) Income from property by general government consists of interest, dividend and rent receipts by general government
and the surplusses/ deficits of general govemnment business enterprises.
2) After consumption of fixed capital and afier inventory valuation adjustment.

Source; Statistics South Africa, "South African Statistics 2001"



Attachment Table 8 Value of Sales in Manufacturing Sector (1993 - 2000)

{Unit: R '000)
1993 1994 1995 1996 1997 .1998 1999 2600
Manuflacturing - Total 232,442,277 259,366,761 3()8,79{),0‘07 339,096,803 368,283,280 373,568,657 . 198,640,599 448,253,737
Food 36,237,104 39,250,553 43,129,483 49,582,693 52,677.,086 54,944,859 57,230,629 59,836,880
Textiles 7,055,?0? 7,895,555 8,913,256 9,293,150 10,332,502 9,764,976 Q770,275 10,164,459
Wearing 'dp.]‘.lill‘cl . 7,207,280 8,176,302 9,857,058 9,774,489 ;0,923,363 !0;640,609 1.0,994,539 - 10,523,645
Weod and IWD{)[I products 4,204,630 5015719 5,923,525. 6,75[,896 7,812,151 7,66 l,'}f;g 8,386,436 . 9,073,197 .
Paper and paper producls . 10,599,291 12,076,190 15,981,900 . 16,215,891 I7,522,54| 18,347,044 20,400,594 23,434,546
‘Publishing and printing 7,063,486 7,923,322 . 9,310,264 9,996,628 - 10,876,140 l],lso,d‘;’;o 11,664,938 11,678,548
IE::ZC:;:;E::E:Inpuc‘:;';::‘-:_fu"c‘ 14,305,180 13,280,093 14,513,422 16,388,763 18,017,284 l7,725,0:53 ) 20,-‘)99,687 31,823,682
Basic chemicals 9,395,767 10,756,353 13,062,185 15,480,771 17,139,195 17,756,594 19,872,;:)1} 21,571,212
Other chemicat products 14,354,585 15,848,151 18,700,900 20,782,826 22,920,816 23,774,566 25,496,045 26,327,958
Rubber products 2,902,127 3,147,059 3,635,334 3,755,667 3,979494 . 4,096,126 4,167,229 4,645,737
Plastic products 5,809,667 6,941,480 8,481,252 4,159,628 9,540,184 9,539,465 - -9723276 10,669,187
Glass 1,605,521 1,962,923 2,188,679 2,177,299 2,206,996 2,177,817 2,140,820 2,230,.493
Non-metallic mineral prodectsl 6,183,466 6,733,760 7,947,731 8,722,642 9,460,882 9,395,700 9,257,131 10,249,683
Basic iron and steel products 15,041,200 17,051,820 . 21,479,443 22,635,731 - 25, 108,228 25,819,013 26,056,845 33,529,317
fl}lz)l::i_;c[:lc]ﬁz.);sc:laf;(:)mduc:s 4,540,558 5,362,627 7,039,301 1.3,409,|68. 15,516,740 . 1 1,659,3?1 13,107,160 15,542,665
Fabricated metal products 14,574,396 16,926,342 19,887,845 22,236,105 25,249 466 24,6 15,193 23,450,8é6 24,753,7:;4

Souzce: Statistics South Afvica, "South African Statistics 2001



2 The Manufacturing Sector; Machinery Industries, and Their
Supporting Industries in South Africa and KwaZulu-Natal
Province ' -

2.1 Manufacturing Sector
2.1.1  Manufacturing sector in South Africa

Position of the manufacturing sector in the national economy

The manufacturing scetor accounted for approximately 20% of the country’s GDP in
1999 (Table [1-2-1, constant prices; bascline year, 1999) and is the largest industrial sector,
Its GDP sharc, after 1987, reached a peak of 22.4% in 1988 and declined gradually
afterwards. The sector’s output (value basis) has fluctuated since the mid-1980s and
recorded its high of R110,249 million in 1997. Then it declined for two years, then
recovered to R112,198 million in 2000.

. Major subsectors _

Table 11-2-2 shows Gross Geographic Product (GGP) by subsector and state, The
largest subsector in the manufacturing sector is metallic products, machinery and
household appliances, aécounting for approximately 25% of the total, followed by [uel,
pctrolchm products and chemicals. . The transportation equipment subsector, including

. . 1
automobiles, has an approximately 8% share .

Industrial production by state

Gauteng has the largest share, 39%, followed by KZN with 20% and Western Cape
with 16.5%. These states have a combined share of 75.5%. Every subsector performs
major' 'portions of its production in these states. Two subsectors - fuel, petroleum
products and chemicals, and furniture and other products — have their highest share in
Mpumalanga, and the highest state’s share for lfansportalion equipment is that of Eastern
Cape. '

Manufactured exports

Manufactured exports have consistently increased in importance. Exports have risen
at morce than double the rate of increase of the pré-'1994 period and stronger export growth
- post-1994 has prevailed across almost all manufacturing seclors (The fastest growing
sectors include chemicals, metals and metal products, machinery and motor vehicles and

1 . .
Among automotive parts, plastics parls are classified in chemical products and metallic parts in metalfic products,

and nol included in transportation equipment,

nm-2-1



Z-7-11

Table [i-2-1 Gross Domestic Product by Economic Activity {at Constant 1995 Prices) (1988 - 2000)

1988 ‘ 198y : 1990 ° 1991 1992 1993 1994 ‘ 1995 : 1996 1947 1993 : 1999 2080

i Rmilion: % |Rmilion %  Rmillion:

% ° R million

% . Rmillien!

Rmillion. % : Rmilion, % : Rmilion; % Rmillien: % " Rmilien. %  Rmilios % Rmilion %
: ' y

13 ;“{,‘;;“““' Forestzy snd 20283 0 470 25559 0 83 23735 49 24795 1520 180360 390 22366 27; 24035 23H50 G 46 243130 46 22539 42 23304 42 24300 43
ishi : : i : , : ; . ! ; : . : : ; . .

13 Mining and quarrying 3827 . 76 35451 T3 35171, 73 34397 72, 3497 7.5 35TE2. 76, 33946 0 T4 X0 T0: 34342 66 35118 64 34816 63 34409 63 TS 60

15 Manufucturing 105951 324 . 107.828 ; 222 105405 § 219 ° 100,590 - 211 Y7291 1 209 97114 2060 Y9706 . 205 106180 2120 j07.645 1 ZRT 10240 207 108447 202 . S22 19T NZIYE 193

16 Elgetricity, gas and water 14350 0 3.0 1e881 ¢ 3010 15141 301 154360 32 155207 33016133 1 34 1T069 . 33 17408 350 184037 33, 19206 1 36 19317 360 19688 34 20598 R6

' ' : : ) : ‘ . i i P _ e ; . :

17 Construction 162420 34 176110 360 177740 370 16862 36 15889 34 128040 317 152337 307 15778 320 1&920 310 16572 31 16777 310 16135 2y . 15987 23
sl and retail trode : : : ; ‘ : ; : i ; i : ; : : : : '

py Wholesule uad relail trade, B7754 . 143 - GNOST T 140, B85S0 143 . 67349 142 65768 | 141! 66121 1 140 67750 140 TLU6E 143, 74415 1 143 TATHE 140 TRI04 137 TA6TE 136 TH499 139
H ; : : ¢ | : : . : . .

catering and accommodzalion

: i ! ; . : i ; : i : . : :
Transpon. statage and IAST 76, 3NTIT.OTH . 3RS | TN 3919, T8 STA20, 1 307 | 821 02810 830 4538 B9 47368 1 GI 50884 95 5445 1030 SESSE 107 62353 1

communication . : : : i : : : :
Financial imermediation, . i : : i ‘ i
20 insurance, rea esiate and T3 155 Fa5a6 154

74,720 0 1550 754875 1()‘[15 76,199 . 16,42 76380 } 6.2, 79378 | 103 81162 164 87668 ¢ 1(:.2:‘; 91,434 17.1 96,602 18.0: 102,721 187 17679 9.0
business services ; : ‘ i | : ; . . ,

i
i ! H i i

2} General government services | 73537 ¢ 153 | 73337 155 76,552 1551 78286 165, 79061 ) 170 79366 ) 168 0,157 185, 80832 158 828600 155 SLAS 1530 S1ET9 149 w0030 143
27 Other services . 105210 221 w0728 0 220 10880 23 11035 D108 24 113410 245 124201 267 13690 270 13971 260 13502 260 14186 26 14517 26
23 Other producers 12958 27 133181 27 13353 28 13432 Do13499 0 291 13556 29 13,687 ;‘ 27013298 0 270 14626 270 14918 27 151 27
] ;’r’lﬁ:‘ valae added atbasic | g 437 - Pastorr | emsee 0 assase | la7iere  asSTNR ) sondse , 537662 JEETRON | 566,319
% ot . H i : i : l H : : '
47 z’;’.‘l: domestic product per |y 1oy 15167 i 14,806 | 14357 ¢ | 13,749 P 13621 P 13sse : 13.97% 13847 na.
. ! ! : : | . ! : ! ; i ; .

Source: Statistics South Africa, "South African Statistics 2001



g-¢-1I

Table 1I-2-2 Detailed Gross Geographic Product per Province in 1999

It i : - ! : . .
Sector Gauteng } wg:tpfn_ : K\;?i,:llu- Eéi‘;;n ' Ml];:];aa- North-West: Free State I;:OT:;Z Ng;i;irn SA Total
Agsiculture 1,486.9 6,181.9 | 2,650.7 27253 2,737 28434 | 36337 2,380.3 © 1,982 . 26,634.1
Mining 11,0414 | 4925 422 | 2177 ‘ 84181 13,7793 | 72737 | 33763 | L1475 471387
Mining of coal and lignite 74.3 ‘ 22.0 1362 | 130.3 ; 52953 65.2 1183 181.8 1.2 6,044.6
g:stracuon of erude petroleum and natural 535 143.7 66 L5 ; 252.0 24 , 181 25 .g 00 3007
Mining of gold and uranium cre 10,859.2 | 32.3 | 101.3 62.9 ‘ . 2,262.8 5,463.0 7,006.4 411.6 2%.4 26,2289
Mining of metal ores 293.7 271 0 1056 65 1 1755 1 77795 | 570 20414 4947 10,9287
Other mining and quarrying 511.9 239.8 { 104.9 1.4 3341 386.1 111.3 692.6 567.6 2,979.7
Service activities incidentai to mining 148.8 27.6 1 17.6 51 784 | 83.1 | 13.9 26.0 54.6 455.1
Manufacturing 19105 & 21,9290 | 27,0629 | 104316 ; 113686 . 35832 41072 - 15061 7412 132,6403
Food, beverages and tobacco products 5,782.8 4,658.0 } 3,965.9 i 1,419.2 l 716.3 398.0 83235 675.2 1707 18,8256
Textiles, clothing ané leather goods 1,043 | 41322 | 38234 12239 | 1789 308 200 2.7 574 10.786.7
Wood and wood products 43713 | 28458 | 4,390.4 6089 | 10125 s 1356 189.2 233 13.6483
FF:;;“E:S“OIG“"‘ chemical and rubber 7,547.1 5,213.1 42137 | 17877 1 4,868.4 555.0 22812 1814 160 | 25.663.6
Other non-metallic mineral products 4,612.9 1,464.2 . 902.0 . 484.7 i 161.8 1.084.7 179.3 162.5 360.1 0,442.2
. : H T |
i:’ﬁ'ag:::“c‘s’ machinery and hold 181357 | 2,518 7,503.4 8078 28858 9618« 2780 86.4 712 - 332516
Electrical machinery and apparatus 1,259.7 1481 - 98.6 2848 25.4 133.7 7.0 3.7 1.8 1.964.8
f;;f:;i‘;:i sound/vision, medical & other | 5 s06.6 o moa | a8 1500 1733 10 431 83.8 10 44096
Transport equipmeant 49340 | 4650 | 14796 | 35929 512 | 82.1 97.1 55.5 285 10,7855
ii’;;;f;; and other iterns ’fcand 1,356 MY 257 n7 12620 526 12 3860
Electricity & water 59129 | 19873 21418 3107 86094 | 4914 3032 m8s51
Construction 82773 | 43290 | 28528 . 14431 | 10532 | 7633 : . 3212 ¢ 209180
Trade 364438 | 21,5764 | 114453 69058 | 44990 | 46354 40589 . 39152 17311 - 952108
Transpon 30,8221 § 155119 © 11,1941 - 40522 | 26860 | 23674 i 33666 ' 19827 15631 73,1461
Land transport 15,7988 | 7,1316 | 66299 23862 : 20253 | 17530 | 23035 1,334.6 10845 . 40,4474
Water transpor: 4295 | 12369 | 14116 1526 | 498 133 20.9 27.1 31 3.365.2
Alr transport 3,735.4 7721 3287 88.2 27.1 150 57.8 144.9 6.9 5,196.1
f’i‘;’:”i’;’rﬁg&”s""” activities 1,587.5 1,886.1 s 190 109.1 373 522 1079 362 . 51582
) Poat and Elfqgmmuxilcalloq__ - _§ 8305 ¢ 42852 2,0714 | 1,235 | 474.7 548.6 732.2 3691 . 432.4 ]8 979 Z
Fisance T 68,7972 | 398025 © 131985 | 61009 | 25205 | 26769 | 39117 | 23459 | 12784 1406325
Community services 52,631.0 | 27,778.4 | 22,8125 190724 . 92281 | 10,7204  10.883.9 114719 | 35511 1679497

Scurce: WEFA, Regional Ecenomic Focus, 1999



components, Food, clothing and {ootwear saw a decline in exports),  Whercas in 1994,

15% of the output of the manulacturing sector was exported, in 2000 this had almost
doubled to 28%.

The unit value of exports has been rising, suggesting that there has been significant
movement up the value chain on the part of exporting firms.  Since 1994 there has been a
steady rise in labor productivity — labor productivity increased by 30% since 1994,

Investment potentials of industrial sector

Investment in some sectors of manufacturing has been rising rapidly (c.g. in glass and
glass products and basic non-ferrous metal products).  However, on the negative sidc,
aggregate manufacturing investment peaked in 1996 and, apart from a limited rise from the

end of 1999, has been on a declining trend since then,

Employment

Employment has declined steadily.  Between 1994 and 1996, there was a marginal

increase in ecmployment, but over the last five years employment in manufacturing has
declined by 11.5%,

2.1.2 Position of manufacturing sector in KwaZulu-Natal Province,
among South African manufacturing

Table 11-2-3 and Figure I[-2-1 provide the Gross Geographic Product by province
according 1o various cconomic sectors.

Table 1-2-3 GGP per Sector per Province

Sector Guuteng Western KwaZulu-% ]ja‘slcnl : Mpuma- ; North- ]:*'rcc ‘ Nortl.u:rn Northein
Cape . Natal :  Cape : tanga i West i State | Province  Cape

Agriculture L4869 60919 26507 27252 27327 | 28433 - 36537 | 23603 . 19803
Mining 9SG 4925 4023 2078 84179 137193 72137 33764 476
Manufacturing SL90.4 21,9288 | 27,0630 104315 CIL36SS 15833 L 4,107.2 L5060 7411
Electricity & water | 5912.9 © 19872+ 20418 - 8107 . 86094 490.4 21505 0 13780 1 3032
Consiruction. 82273 43290 28528 14t 052 7693 8247 L1033 212
Trade | 4438 205765 114454 69058 44990 4653 40590 39153 17300
Transporl | 308221 153119 ¢ (1,1939 40523 26860 23674 | 31666 19827 | 15634
Finance 687972 398024 131984 61009 25204 1 26769 39116 23459 1 12783
Comenunity services | 24311 27,7783 | 228126 190724 92281 | 107205 108841 114719 . 35511
Total 67,9733 1393986 93850.6  51,759.7 51,0156 . 41,8606 | 40,0310 204397 124250

Source: WEFA, Reglonal Keonomic Focus, 1999
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Figure JI-2-1 Distribution of GGP Between Various Sectors for Each Province
(Ordered according to descending total GGP)
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The province of KwaZulu-Natal is the most manultacturing-intensive.  KZN is one of
only two provinces wherc manufacturing is the dominant sector, the other province being
Mpumalanga which has a far smaller manufacturing sector in absolute terms. Whereas the
average proportion of GGP taken up by thc manufacturing sector is 17%, 29% of
KwaZulu-Natal’s GGP is related to the manufacturing sector.

According to the 1996 manﬁfacturing census, there were 25,839 manufacturing
establishments in South Africa employing 1,432,884 employces producing an output of
R334,416 million. Table [I-2-4 indicates that the province of KwaZulu-Natal accounted
for around one-fifth of manufacturing in South Africa. The largest concentration of the
manufacturing is in Gauteng, which had the greatest number of establishments and
employers, and greatest levels of output (Figure 11-2-2). KwaZulu-Natal has the second

largest share of manufacturing followed by the Western Cape.
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Table 1I-2-4 KZN Manufacturing Sectors as a Percentage of SA Totals

~ (Unit: %)

medical, precision & optical instruments

Transporl cquipment

Furniture & other indusiries not
clsewhere classified

(189

20.9

174

17.5

19§

12.8

10.9

14.8 |

o - - © Value | Salaries
Eslahhshmcms Employees  Oulput | Added : & Wages
"1 Foad & food prodicts 16,7 20.1 ’ 228 247 22.1
2 Boverages - L4 - 144 15.0 9.0 | 147
o Sl e e i . . i ,ifﬁ
3 Texliles, clothing, leather goods 372 423 ' 418 ©399 41.1
4 Weod & woo(l' prloducls, I_mp.cr & p.ﬂpcr 18.9 269 349 15.0 283
products, publishing & printing : ; : :
; incd s, : f f P
5 (‘nkc,. refined petroleum p'm_dnc!q 194 : 196 1 209 | 178 71
chermicals, rubber & plastic products ! : {
. BRI BRI LR B T, ‘ e - : - T P . . ..
6 Other non-metallic mineral products 16.6 120 ¢ 1.6 |, 100 9.7
4 Bas:c‘mclnlf, f;lb{lcqtcfl melal producs, 15.9 165 E 19.0 l 215 ; 167
machinery & cquipnient : ! | ! .
8 Elcctrical machinery & apparalus 10.9 65 61 | 54 . 5.5
9 Radio, TV & communication cquipment; 122 45 | 109 | 81 1 8.2

16.9

16.3

Folal

19.4

22.5

. 220

PAR

200

Figure I}-2-2 Distribution of Manufacturing Output Between Provinces
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Table 11-2-4 shows that sectors thal were over-represented in terms of output were 3 -
Textiles, clothing, leather goods, and 4 - Wood & wood products, paper & paper products,
publishing and pri;xting. The :provinc_c does not have a large capacity in terms of sectors 8
and 9 - Electrical machinery and apparatus, and Radio, TV & communication cquipment;
medical, precision and optical instruments,

2.1.3 Overview of manufacturing sector in KwaZulu-Natal Province

Qutput

As shown in Table 11-2-5, the two sectors with the largest output, each with slightly
morec than 18% of the total 'outf)utz, were 5 - Coke, refined petroleum products, chemicals,
rubber & plastic products and 7 - Basic metals, fabricated metal products, machinery and
cqﬁipmcnt.  Other major sectors in the provinbe were 4 - Wood and wood products, paper
& paper products, publishing and printing, 1 - Food and food products and 3 - Textiles,
clothing, leather goods. '

Output is the aggregate value of goods produced and work done. Output is caleulated as a combination of
‘intermediate consumption’ and ‘value added’.  Intermediate consumption is the value of all expenses not directly
related to vatue adding such as the-purchase of raw malerials, rent, royalties, adverlising, insurance, secretarial and
administrative fees.  ‘Value added’ represents the direct value added during the process of manufacturing to the cost
of materials, :
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Table 1I-2-5 Output per Sector (Thousands of Rands)

e Intermediate Value Value ﬂdd_ul
f'otal output . as % of
consemption added
oulput
1 Food & [ood prodhicts 10,785,390 14,7% 8,196,348 2,589,042 24.0%
2 Beverages 2,191,309 3.0% 1,332,753 858,616 30,29,
3 Textiles, clothing, leather goods 10,062,351 13,7% 6,999 737 3,062,614 30.4%
q Wood & w()od. pr.oducls, Pap_cr & paper 73383 15.0% 7,853,857 3,877.526 A%
products, publishing & printing S
“oke, refined petrol s,
5 ( ukc,_ refined petroleum p.rnducle 13,835,443 18.8% 10,468,153 3,367.290 24.3%
chemicals, rubber & plastic products :
G Other non-metallic mineral products 1,266,479 1.7% 825,013 441,466 34.9%
tasic melals, fabricated metal product: ' o
4 1 lSIL. metals, fa )I:I(.“l cd metal products, 13,595,641 18.5% 8,622,758 4,972,883  6.6%
machinery & equipment ‘
8 Electrical machinery & apparatus 630,025 0.9% 445,3535. 184,680 29.39%
9 R nh_o, 'V ¢ .(,(lnnmumn Enun_t.qmpmcm, 476777 0.6% 150.275 17,502 24.6%
medical, precision & optical instruments . .
10 ’l‘ranéporl cquip-mcnl 7,382,112 © 10.0% 6,070,074 1,312,038 17.8%
1 Furniture & o 11‘1,1 industrics not 1,629,359 229 1,183,528 445,831 27.4%
elsewhere classificd :
Total 73,586,329 | 100.0% 52,350,841 21,229,488 24.0%

Employment and establishments

Within the province of KwaZulu-Natal, the sector that had the greatest number of
cstablishments was 7 - Basic melals, fabricated metal products, machinety & equipment,
accounting for almost a quarter of manufacturing establishments (Table 1-2-6).  Within
this category, the largest component was other fabricated metal products; metalwork
service activitics. The next largest was 3 - Textiles, clolhing and Ieather goods which
accounted for around a fifth of all cstablishments.  Sector 4 - Wood, paper and printing
had 720 establishments. _

Although 7 - Basic metals, fabricated metal products, machinery and equipment had
the largest number of esmblishm'ems, it was only the second greatest employer, accounting
only for 14.6% of total employment. The average number of employecs per
cstablishment in this category was 40.6, which is below the overall average of 64.4
employees per establishment.  The largest employer was, in fact, 3 - textiles, clothing and
leather goods, which accounted for a third of total cmployment and employed an average
of 103 employces per establishment.  Within this category, the most important component
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was clothing manufacturers, employing 54,410 people.

‘The category with the largest number of employces per establishment was 2 -
Beverages., It should be noted however, that this category has the lowest number of
cslablishments, By contrast, the 584 firms captured under 1t - Furniturc & other
industries not elscwhere classified only employ an average of 23 people cach.

Table H-2-6 Est_abli_shments, Employees, Average Employees
per Establishment by Sector

Establishments Paid employees Average
cmployces
I Food & food prmlucls 333 6.6% 38,()’27 12.0% 6.0
2 Bcvcr'lgcs 26 O 5% 5,200 } 6% | 2000
SO . . | oo . . .
3 [cxll]cs, clmhmg, teather g,oods 1 033 | 20 6% l()() 438 . 33 0% 103.0
B - I - _.i. : = i
4 Wood & wood pmducis, paper & paper 720 1 14.4% 43521 | 135% 60.4
products, publishing & printing | !
AU L L T — -
5 Coke, refined petroleum products, 466 ! 939 13,887 L 10.5% 727
chumcalq rubbcr & plastlc pmducls ; :
. S S USSP
6 Othcr non- mc:a!lnc mincral products 229 ‘ 4.6% 9,012 L 2.8% 394
O S S L P
B"iStC metals, fabrlcatcd metal pr()(IuCh 164 | 23.2% 47219 g 14.6% 10.6
mathmuy & cquupmcnl i
8 Elcclnc:dl mdthmcry & '\p])ar*ilus |21 ' 2.49% 3,120 : 1.0% 258
B - SR —— S l W e e ,T,,,, . ' . . F P
Radlo TV & communication equipment; 71 | 4% 3070 © 1.0% 432
mc(hcal puusion & GpllC'll 1nslrumcnls i
10 Trdnsporl Lqu]pmcnl 270 ' 5.4% 19719 ¢ 6.1% 73.0
— e ,,,,,,.,,,,,m,f.gﬁ””m,._..._. R R . — . fe e
2 lt;':‘}:‘;fcflgs‘l’gc‘gd”5'““5 not 58 0 1016% | 13466 | 41% 22.5
Total 5,017 ! 100.0% 322,979 | 100.0% 64.4

Investment opportunities and target industrial sectors

During 1997/98, the province identified nine prime targets for inward investment.
These are textiles, clothing, plastic products, chemicals, fabricated metal products,
automolive components, wood and wood produclts, footwear, machinery and appliances.
Of these, primary and processed aluminum at world competitive prices from local

suppliers, offers opportunities for investors.
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According 1o a study conducted by the Brusscls-based international investment
advisers, Plant Location International, the following was identificd with respect to the
investment opportunitics in KwaZulu-Natal Provinee™.

Firstly, that KwaZulu-Natal is a competitive region for the attraction of forcign
investment, particularly in rclétion to re-export opportunitics through the Port of Durban.

Scconc!ly, that bascd on cons;derahons of cost, certain selected industrial undertakings

an be operated more profitably in ‘KwaZulu-Natal lhd[] in competing investment regions
in the world. _ _ _

For instance, a recent study conducied by the KwaZulu-Natal Markeling Initiative
compared the return on investment between a hypothetical clothing manufacturer based in
Nottingham, England and an identical operation in Durban, KwaZulu-Natal, It was
theotized that both undertakings were producing two million high quality men's shirts
annually,  Garment for garment, the production coasts of the factory in Durban were 60%
less that the identical operation in Nottingham. |

According to a report by the KM, during the three year period {rom 1 April 1996 to 31
March 1999, the KMI facilitated the actual establishment of 128 foréign companies in
KwaZulu-Natal. The companies established manufacture goods primarily in three sectors,
namely, .lcxtilcs and clothing (24.2%), chemicals and plastics (19.5%) and fabricated mectal
products and machinery (21.1%). |

Source; KwaZulu-Natal Marketing Initiative (KMI).  Using a matrix of social and ccoromic factors - which are
Lypically considercd by a businessman when considering the location of a plant, and basced on a survey of 4,000
business undertakings in Europe, the United States of America and the Pacific Rim.
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Table I-2.7 Actual Establishment of Projects Facilitated
by KMI by Sector Financial Years:
1996, 1997, 1998 & 1999

Sector No. Invlz:ﬂll]?illcnt - Employment
Textiles TR 274 1,420
Cloming | 20 ¢ & | 36n
Fabricwed meal | 18, 248, 1363
Blectrical / Mechanical | 9 | 23 a7
Plasticproducts | 2t i 42 . 40
Chemicals | s i a8 . 23
.éhpe;.....uf_“”um o : E R Qj"”m-i e o
Other | s T"”'"'é}é"”"?""'" ];GﬁT-””.
Total 28 938 9,352

2.2 Non-Automotive Mac‘hinery Industry and Its Supporting Industries
2.2.1 Non-automobile machinery sector in Sodth Africa

Under DTI's industrial c[assification’,' the machinery industry in South Africa is
classificd into the following categories. |

* Motor vehicle assembly and component industries

* Machinery and allied industries

* Electrical, electronics and allied industries

In statistics, however, the above industries are classified in the following categories:
* Metal products, machinery and household appliances

* Electrical machinery and apparatus

. _Electronié, sound/vision, medical and other appliances

*  Transport equipment

Size and other aspects of each industry need to be estimated from these statistics,
However, as metal products are classified in the same category, and iron and steel and
aluminum products account for Jarge portions of metal products, it is very difficult to
cstimate the size of the machinery industry, Also, the parts industry is classified
according to type of product, e.g., metal and plastics, and its production data are difficult to
cstimate. '
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The industrial structure in South Africa has undergone major changes after the policy
shill in 1994, Before that, the government intended to have within national borders all
industrics, in order to cope with cconomic sanctions.  Extensive protectionist policy was
adopted and all basic industries established themselves in the country.

-The machinery industry was no cxception to this.  Manufacturcrs of mining
cquipment (1o support diamond, gold and coal mining operations), sugar refinery
cquipment, shipbuilding and repair, aulomobile, and agricultural machinery emerged,
together with parts industries and metal cngincéring. These industrics established the
hcavy machinery and cngineering industry,

Then, the policy shill in 1994 resulted in the lifting of economic sanctions, and at the
same tme, cconomic policy focused on market opening and deregulation. Many
industrics that were founded upon the protectionist policy were exposed to dircet
competition with imports and were forced to move sWiftly in order to gain international
competitivencss.

As a result, the machinery industry is in a process of rapid restructuring, . In heavy

machinery enginecring and foundry industries, many companics have gone out of business.

2.2.2 Industrial subsector relating to machinery industries in South
Africa ' '

(1} Metal industry .

South African metal industry is large, sophisticated and extremely versatile. It
represents roughly a third of all manufacturing, cncompassing more than 9,000
companies and employing 320,000 people. In 1998 the industry's total production
exceeded R98 billion and sales of basic iron and sieel products amounted Lo R25 biltion,

A diverse range of producis is manufactured, from stainless steel to ele.ctric toasters,
catalytic converters, pipes, lubes, car bodies, engine blocks, alloy wheels, cable and wire,
shect metal and plate, cutlery and hollowware.

Carbon steel .

SA steel producers have modernized and upgraded existing plants to the point where
the indusiry is now more modern and more technologically advanced than most in the
industrialized world.

Iscor is a 50% shareholder in Saldanha Steel, which produces Ultra Thin Hot Rolled

Coil (UTHRC), a niche product. It is currently producing about 800,000 tons per annum
(tpa), against a capacity of 1.2 million tpa.
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Stainless steel _

Columbus Stainless Steel in Middelburg, Mpumalanga Province, is the only producer
in the country, with capacity of around 500,000 tpa. More than 70% of this is exporicd.
Total stainless steel production grew from 150,000 tons in 1993 to 400,000 tons in 1999;
this was a growth rate cxceeding 18% per annum. Domestic (abrication and usage has
grown from 49,000 tons in 1992 to 119,000 tons in_ 1999, a growth rate of some 13% per
annum. Exports of fabricated products have shown growth rates in cxcess of 40% per
annum, and now excced domestic consumption.  South Africa currently produces over
10% (8 million) of the world's stainless steel catalytic converters, supplied to most of the
leading automotive companies. This is projected to grow to over 20% in the next three
to four years, and will consume in excess of 80,000 tpa of stainless steel.

Aluminum
South Africa's only producer of primary aluminum is Alusaf, which is an owned by
Billiton. Alusaf's Hillside and Bayside smelters have a combined capacity of around
690,000 tpa and currently produce about 650,000 tpa: This represents 3.1% of the
world's primary aluminum supply. The South African primary aluminum capacity is
currently about five timcé domestic demand. The smelting capacity in Southern Africa
will be increased by the startup of the new Mozal smelter in Mozambique, with a
capacity of 233,000 tpa. Hulett Aluminum dominates the 60,000 tpa rolfed products
- market. It is currently engaged in a R2.4 billion expansion project at its Pietermaritzburg
plant, which will more than treble its capacity for rolled products from 50,000 to 185,000
tpa. Presently in the start-up phase, the company expects to reach full capacity by the
end of 2003.

(2) Plastics industry

The SA plastics industry is dominated by the packaging seclor. It consists of
numerous small to medium size businesses producing moldings for a wide variety of end-
uses. Manufacture of pipe and cabie, irrigation fitlings, crates, sheet and film, beverage
and other containers and numerous injection molded iters, is characterized by a high
level of competition.

Currently therc are approximately 1,018 companies in the industry, based mainly
around Johannesburg, Durban and Cape Town.

The industry has shown censistently good growth in recent years. Figures supplicd by
the Plastics Federation show that consumption in 1996 added to 875,000 tons, an increasc
of just over 9% on 1995 (19'97 data not yct available).  Of this, polyethylene (LD, LLD
and HD) accounted for 353,000 tons; polypropylenc 125,000 and PVC 143,000 - almosl
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three-quarters of total consumption, evidencing the predominance of packaging interests.

The rceent growth in the automobile manufacturing industry in South Africa also
implicates an opportunity for local production of engincering plastics. At present
however, the automotive industry sources them from Europe due (o local unavailability.

Per capita consumption of plastics in South Africa remains fow by international
standards; it has hovered around the 16kg per capita per annum figure for several years.,
This figure should increase gradually, based on assessments that consumption will pass
18kg per capita in 1998,

Import and export of plastic products, as elsewhere in the world, is virtually limited to
the value-added area, due to the lightweight nature of commodity plastic items; with
transport costs having a disproportionate influence on their costing,

2.2.3 Non-automobile machinery industry in KwaZulu-Natal

The above statistics indicate that, in the machinery-related industries in KwaZulu-
Natal, metal products, machinery, and houschold appiianccs, including aluminum
production, hold a dominant share. However, if aluminum production is excluded, the
transporl equipment industry has a larger sharc.  Then, if production of automotive parts
is added, importance of the automobilc and automotive parts industries in KwaZulu-Natal
is clearly seen.

The machinery industry in KwaZulu-Natal has been following more or less the same
historical pattern as that in the country as a whole. While the mining equipment industry
as scen in Gauteng is not found, a number of machinery and engineering industries have
cmerged, including ship repairing (to serve ships entering the port of Durban), and the
manufacture of industrial equipment, including equipment for sugar refining, forestry, and
textile production, including auxiliary cquipment, and machine enginecring service to
incorporate machinery into various systems for cxport. These manufacturers were
supported by melalworking companies, including compantes in the foundry, forging,
plating, and machining fields.

The chamber of commerce and industry in Durban registers 65 machinery assemblers

as members, of which 45 companies are classified as follows:
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Agricultural machinery: 45

Hydraulic equipment; 15
Mechanical engincering: I
Hoists, winches, and lifting equipment; 6
Boilers and heating cquipment: 9

Manufacturers in the hydraulic equipment industry make hydraulic equipment for
construction machinery on a contract basis, and thosc in the mechanical engineering sector
make tanks and auxiliary machinery and equipment. Those in the lifting cquipment
industry make chain blocks, special chains and salcty harnesses.

Many manufacturers in the machinery industry are capable of meeting diverse
engineering service demands, but ship repairing and mechanical engincering demand is on
the steady decline.  While some manufacturers have successfully converted to avtomotive
parts production, many have gone out of business.

Lcading companies in the machinery industry excluding automobiles and automotive
parts are Bell Equipment (agricultural machinery and construction equipment) and Defy
Appliances (houschold appliances). "

Bell Equipment is based in Richards Bay, has 1,850 employees, and manufacturers
dump trucks, front end wheel loaders, sugar cane loaders, and forest loaders. It purchases
raw materials and parts from 268 companies in and outside the country, of which 80
companies are located in KwaZulu-Natal, including Richards Bay and Newecastle.

DEFY Appliances is a leading manufacturer of household appliances in South Africa,
with approximately 3,000 employees. It mainly produces microwave ovens, washing
machines, refrigerators and air-conditioners, and has 30% of the domestic market. It has
a press shop to make most of the stamping parts it needs. It imports key parls and
components, such as compressors, motors and friction dampers, while it purchases plastics
parts from local suppliers, other than those using special materials.

Other than DEFY, there are several household appliance manufacturers that make
small products.
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