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EXECUTIVE SUMMARY 

1. INTRODUCTION 

The initiative to develop secondary industrial development in the Mpumalanga province 
through the promotion of clusters in Secunda and the Middleburg/Witbank area is a 
response to the slow growth, limited structural change and rising unemployment that has 

characterised the provincial economy since 1994. This is related to the overwhelming 
dominance of resource-based economic activity, characterised by the presence of large 
capital-intensive firms such as SASOL, Columbus Steel, Eskom and a number of coal and 

diamond mines, with limited backward and forward linkages within the provincial 
economy.  

The objective of the research was to assess the potential for the development of a stainless 

steel cluster in the Middleburg/ Witbank area and a ge neral petrochemicals cluster in 
Secunda. The central challenge was to identify concrete opportunities that would provide a 
platform for the development of small and medium enterprises that will generate 

employment opportunities. 

The research process revealed opportunities for cluster development in the Middleburg/ 
Witbank area extend beyond the current focus on downstream stainless steel fabrication. Its 

location on the Maputo corridor, together with proximity to Gauteng and the existence of a 
critical mass of infrastructure and business activity, underpin its potential to become an 
industrial node in the Mpumalanga province. 

In contrast, while specific opportunities for side -stream and downstream chemical 
processing were identified in Secunda, the area’s lo cational disadvantages render its 
potential for cluster development questionable. This is because it is too remote from most 

major markets and its poor transport infrastructure effectively means that firms are unlikely 
to be competitively positioned to serve markets beyond the local economy, both national and 
international. There are, however, a range of opportunities to strengthen linkages between 

SASOL and the local economy through the formation of small and medium enterprises 
whose focus will be to provide goods and services to SASOL. 

2. BACKGROUND AND CONTEXT 

The scope of the brief was altered during the course of the research from a steel to a stainless 
steel cluster in Middleburg/ Witbank and from a downstream plastics cluster to a general 
petrochemica ls cluster in Secunda. The shift in focus of the former was decided by the cluster 

itself, while the lack of concrete opportunities in plastics manufacturing revealed during the 
initial research underpinned the decision to broaden the product scope to gene ral 
petrochemicals. 
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The Mpumalanga Economy 

The Mpumalanga province is home to 7% of South Africa’s population and accounts for 7% 
of its GDP. It ranks fourth of South Africa’s nine provinces in terms of per capita income. In 
terms of growth, Mpumalanga has been South Africa’s poorest performing province in the 
1995 – 2000 period: its annual average growth rate of 0.8% per annum is well below the 
national average of 3.2%.  

In contrast to the national economy, the primary sector (agriculture and mining) is do minant 

in Mpumalanga, accounting for 25% of GGP, compared to a national aggregate of 9%. 
Electricity contributes almost six times more to the Mpumalanga economy than to the 
national economy, reflecting the dominant role of Eskom.   

In contrast, the contrib ution of Mpumalanga’s tertiary sector to GGP (22%) is well below the 
national average of 47%. The structure of the Mpumalanga economy points to its 
dependence on the resource base. Indeed, even in the secondary sector, the economic activity 
of Eskom and SASOL is linked to coal mining in the province. 

Critically, while the national economy has undergone significant structural change during 
the 1995–2002 period, evidenced by the contraction of the primary sector and the expansion 

of the secondary and tertiary sectors, the structure of Mpumalanga’s economy has remained 
largely unchanged.   

The official unemployment rate in the province has grown from 14% to 29% between 1996 
and 2001: by 2001, about 308,000 workers in Mpumalanga were unemployed. Moreover, the 
level of education of the active labour force is well below the national average:  a significant 
proportion has no formal education, and a far smaller proportion has secondary and tertiary 
qualifications.   

The structure of the Mpumalanga economy, its growth trends and rising levels of 
unemployment are explained by the fact that it is predominantly resource-based and 

focussed on minerals extraction. A vast body of research on resource-based economies has 
demonstrated that in general, minerals economies tend to grow and to experience structural 
shifts more slowly than non-minerals economies. They also tend to have a more capital-

intensive structure of production and weaker linkages and employment multipliers.  

The Role of Clusters in Regional Development 

To effectively redress slow growth, limited structural change and high and growing levels of 
unemployment in Mpumalanga, it is imperative that linkages and employment multipliers 
emanating from resource -based industries are strengthened. The development of clusters is 
a means of generating such linkages. 

An industry cluster is a regional concentration of competing, complementary and 
interdependent firms that drive economic development and growth. An industry cluster 
includes companies that sell inside as well as outside the region, and also supports firms that 

supply raw materials, components and business services to them.   
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From a theoretical perspective, clusters enhance the competitiveness of industries or regions 

by generating efficiencies that are external to the firm. Hence the economic rationale for 
clusters is their ability to exploit cumulative external economies. Such external economies 
are both supply and demand driven. In concrete terms, supply driven factors include 

pooling labour supply and cooperating in skills development, collective ‘tacit’ learning and 
innovation and proximity to specialised support services, input suppliers and finance. 
Demand driven factors include proximity to markets or large firms and saving in search 

costs for potential marke ts and investors. 

The global trend is for increasingly deliberate initiatives to promote such developing 
clusters, rather than their passive development through activities of the private sector.  The 
aim is to put in place the specific elements required to  set off and support the development 
of virtuous cluster circles.   

Principles Informing the Identification of Opportunities 

A key focus of the research was the identification of concrete opportunities for cluster 
development at the level of specific side-stream, mid-stream and downstream products and 
services. The following principles guided the process of scoping opportunities:  

• Demand for the product or service – and by implication the scale of production 
required to achieve efficiencies - disaggregated into three distinct areas:  

o demand on the “doorstep” (emanating from firms located in Mpumalanga 

including SASOL, ESKOM and the mines) 

o national demand (emanating from localities outside Mpumalanga) 

o international demand (particularly demand emanating from the African 

market).  

• Whether it was economically viable to produce a particular good or provide a 
particular service in that particular location (i.e. Middleburg and Secunda). 
Proximity to inputs and customers as well as the efficiency and cost of logistic s was 
a key consideration in this regard; 

• Capability in the region, particularly with respect to skills, know-how and support 

for their development. 

3.  THE MPUMALANGA STAINLESS STEEL CLUSTER 

The decision to promote a strategic cluster located within the stainless steel value chain – 
rather than a cluster with another product focus – is related to the fact that Columbus 
Stainless, which accounts for 97% of the domestic production of primary stainless steel, is 
located in Middleburg. There is also some stainless steel fabrication capacity in the area as 
well as an incubator. While this does not constitute a cluster, it forms the basis for cluster 
development. 



11 

 
Promoting Secondary Industry & Clusters in Mpumalanga 
Prepared for the Dept of Economic Affairs, Gaming & Tourism, Mpumalanga Province 

This nascent cluster is located in a local economy dominated by Columbus stainless, Eskom 

and a number of coal mines. Of note is the fact that both towns have been growing at a faster 
rate than the Mpumalanga province, with Middleburg growing at an annual average rate of 
2.9% between 1997 and 2001 and Witbank growing at an annual average rate of 2.6% during 

the same period. Despite these respectable growth rates, however, formal employment has 
contracted by 2.6% in Middleburg and 18.8% in Witbank over the 1996 – 2001 period.  

The Context: Trends in the Stainless Steel Industry 

The research commenced with an analysis of industry trends, in order to provide an 
understanding of the context within which the cluster will position itself. South Africa is a 
small player in the global context, accounting for approximately 1% of the production of 
primary stainless steel and 0.8% of its global consumption. Columbus Stainless is a 
monopoly producer of primary stainless steel, while the midstream and upstream part of the 
value chain comprises a number of large, medium and small firms concentrated in Gauteng 
(46%), the W estern Cape (19%), the Eastern Cape (16%) and Kwazulu-Natal (11%).  

Upstream stainless steel production has been expanding rapidly since 1996, largely to serve 
export markets. Exports increased by 91% between 1996 and 2000. While local consumption 

of stainless steel remained stable at over 60,000 tons per annum between 1996 and 2000, by 
2001 the picture had changed with local consumption growing by 25% over 2000 volumes.  

As the dominant producer of stainless steel, within a monopolistic market structure, the 
strategic orientation of Columbus will have a profound impact on the mid- and downstream 
domestic industry. In November 2001, Acerinox – a Spanish stainless steel producer – 
acquired 64% of Columbus Stainless. Highveld Steel and Vanadium Corporation Ltd., 
Samancor Ltd., and the IDC, who had equal shareholding in the company, retained 12% of 
the shares each. 

The change in ownership, which effectively confers control of the company to Acerinox, is 

likely to result in a shift in the strategic orientation of Columbus. At present, approximately 
64% of Columbus’s output is austenitic stainless, and 36% is ferritic stainless. This 
production strategy is geared to the needs of the domestic market, hence there is speculation 

that Columbus will undergo a strategic repositioning which is likely to involve a 
rationalization of the stainless steel grades it produces. Until a public announcement is 
made, however, it is difficult to assess how this will impact on the domestic industry. 

The issue of pricing looms large in the South African stainless steel industry. Stainless steel 
fabricators claim that Columbus applies import parity pricing in the domestic market – i.e. 
the same price of imported steel including transport costs. It also has a “delivered price” 
policy – i.e. the cost of stainless steel is the same throughout the country despite the location 
of the customer. 

These pricing strategies are the subject of much dissatisfaction within the industry. When the 

pricing issue is examined, however, the proposed negative impact of import parity pricing 
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appears to be exaggerated.  Due to the volatility of the factors  that determine the domestic 

stainless steel price, it is extremely difficult to compare Rand prices to import parity prices 
(inclusive of transport costs) over time in order to assess whether or not the former are 
applied in the domestic market.  

There is, however, evidence to suggest that import parity pricing has not always applied 
across the board. When Acerinox acquired a controlling stake in Columbus Stainless it 
increased the price of stainless steel sold to tank container, catalytic converter and pipe and 
tube fabricators by approximately 20%. These fabricators did not replace stainless steel 
sourced from Columbus with imports, suggesting that prices were historically below import 
parity. Moreover, downstream fabricators are expanding production and exports, 
suggesting that they are becoming internationally competitive. This would not be the case if 
the price of primary stainless steel was uncompetitive relative to international prices. 

As regards “delivered prices”, all global commodity producers based in South Africa 

currently practice this pricing strategy. It is widely viewed as an aggressive profit-taking 
strategy that allows them to ensure that they are protected against imports at the coast. Its 
impact on the cluster is that there is no advantage associated with being located in close 

proximity to Columbus.  

In essence, the price of stainless steel is a variable determined by the monopolistic structure 
of primary producers and is therefore difficult to influence. Counter-intuitively, this does 
not pose an insurmountable obstacle to developing a stainless steel cluster in Mpumalanga. 
This is mainly because the specific opportunities for the cluster require a high proportion of 
stainless steel inputs that are not produced by Columbus. This is quite an interesting result, 
as it flies in the face of the assumption that development practitioners should focus on 
downstream production when there is such a resource nearby: should a steel cluster be 
promoted in the area, it would be justified by demand and other conditions, and not by the 
proximity of Columbus. 

There are substantial opportunities in downstream manufacturing, as output growth and 
exports have been buoyant, as evidenced by a compounded annual growth rate of demand 

for primary stainless steel of 12% over the 1993 – 1999 period. This growth has been driven 
mostly by the consumption of primary stainless steel for midstream and downstream 
manufacturing. Consequently, the demand for fabricated products has increased 

dramatically – almost doubling from 1993 levels.  

Automotive products have been a significant driver of demand since the late 1990’s, 
followed by tube and pipe, tank containers, fabricated pr oducts and vessels and process 
flow equipment. Between them these five product categories comprised 80% of the market in 
2000.   

In terms of end-use markets, 50% of primary stainless steel production was absorbed by the 

domestic manufacturing sector. General manufacturing accounted for the largest proportion 
of domestic consumption, followed by food and beverage manufacturing, petrochemical 
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manufacturing, chemical manufacturing, consumer goods and architecture, building and 

construction. 

Automotive products, tank containers and tubes, pipes and associated fittings, dominate 
finished product exports.  Automotive products comprise the bulk of exports, a trend driven 
by the Motor Industry Development Programme.   

Imports of finished stainless steel products comprise a small proportion of aggregate local 
consumption. Moreover, they are mainly items that are related to specialised capital projects 

or applications, where limited local demand makes it economically unviable to produce 
them domestically.   

In sum, the  expansion in national and global demand for finished stainless steel products 
suggests that there is room for new entrants within the supply-chain. The industry is, 
however, highly competitive. This suggests that entry may not be easy.  

The Middleburg/ Witbank Stainless Steel Cluster 

The assessment of the cluster’s competitiveness is based on factor conditions, demand 
conditions, related and supporting industries and the role of government in shaping the 
institutional environment within which the cluster operates. 

Factor Conditions 

The cluster faces the same input prices as any other domestic stainless steel manufacturer, so 
there is no specific advantage to being near Columbus at the moment.  

However, the area is disadvantaged by a shortage of skilled artisans and technicians. 
Fortunately, this is an area that can be remedied, and over which both the private and public 
sectors have substantial influence. 

Related and Supporting Industries 

The competitiveness of clusters is strongly influenced by the existence and nature of related 
and supporting industries. These inter-industry benefits include easier access to 

complementary services such as packaging and marketing, the availability of a large labour 
pool with multiple specialisation, inter-industry information transfers, and the availability of 
less costly general infrastructure such as telecommunications and transport hubs. 

In the Middleburg/ Witbank area related and supporting services are generally weak: 
transport is uncompetitive (although the cluster’s location on the Maputo corridor is a 
competitive advantage), there is very little R&D and no institutional support for it and 
training facilities are limited and unresponsive to the needs of the cluster. An area of 
strength is the fact that the only steel incubator in the country is located in Middleburg. 

Demand Conditions 

Demand conditions were disaggregated into doorstep demand (emanating from SASOL, 
ESKOM and mines located in the cluster’s vicinity), national demand (emanating from 
domestic stainless steel fabricators, particularly those located in Gauteng) and international 



14 

 
Human Sciences Research Council, with Blueprint Strategy & Policy    
March 2003 

demand (particularly from Mozambique and other African countries). Demand is buoyant in 

all three areas, but the cluster requires ingenuity and investment to access them by breaking 
into well-established supply chains. 

The Role of Government 

The fact that a more equitable geographic spread of economic activity and black economic 
empowerment are policy priorities, suggests that national government will be supportive of 
the Mpumalanga stainless steel cluster. SASOL’s obligation to procure a specified percentage 

of its negotiable spend from BEE firms within the framework of the Liquid Fuels Charter 
(which was implemented by the Department of Minerals and Energy) is a key lever for the 
cluste r to supply SASOL. 

Strengths, Weaknesses, Opportunities and Threats 

The internal strengths and weaknesses of the cluster and external threats and opportunities 
are summarised in Figure 1. 

Figure 1: SWOT analysis of the stainless steel cluster 

Strengths 
Doorstep Demand 

MSI Incubator 

Government Support 

Proximity to Mozambique  

 

Weaknesses 
Shortage of Skilled Labour 

Unattractive Built Environment 

Logistics 

Weak related and supporting industries 

Opportunities 

SASOL 
Mines 

First-tier fabricators  

Africa 

Threats 

BEE component manufacturers locate in 
Gauteng  
No established position within the value chain 

 

The overarching picture is a small cluster, which utilises medium technology, whose 
dominant competitive advantage currently lies in its proximity to large users of stainless 
steel components and finished products. Its most glaring weakness is the need to build skill 
and productivity as well as technology and know-how links.   

Opportunities 

The process of scoping opportunities was guided by the fact that the entry of new firms into 
the industry is pivotal to the development of a stainless steel cluster in Mpumalanga.  In the 
context of a national economy that is becoming increasingly open to global competition, the 

risks associated with the entry of small and medium enterprises into a highly competitive 
industry such as stainless steel fabrication are formidable.  It was therefore deemed critical to 
identify opportunities that afford some measure of insulation from these risks. 
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The process of matching the competitive strengths of the cluster with market opportunities 

yielded three potential avenues:  

• The establishment of a component manufacturing industry servicing demand from 
major fabricators of Stainless Steel capital equipment (typically pressure vessels, 
heat exchangers, tanks and columns) to the current and envisaged SASOL 
complexes located at Secunda and SASOLburg, dubbed Project Turbo. The key lever 
for accessing this opportunity is that SASOL is obliged to procure 25% of its 
negotiable spend from BEE companies. 

• The establishment of a specialist components supplier industry located within the 
value chain of the food and beverages, telecommunications and mining capital 

equipment manufacturers; and 

• The establishment of a stainless steel kitchen utensil manufactur ing industry. 

 

The first avenue provides an immediate, low-risk opportunity but would require substantial 
investment in capacity, in particular, qualifying to supply SASOL. The second avenue is a 
medium-term opportunity that would build on the capacity acq uired by the cluster in 
supplying SASOL in order to reduce the risk. The third avenue is a long-term opportunity 
that would require a significant investment in capacity. 

Table 1 summarises the impact of the three opportunities identified by the research in terms 

of risk, the promotion of BEE and SMMEs and employment creation. From the perspective 
of risk and BEE promotion, Project Turbo emerges as the most attractive opportunity. 

Table 1: Impact of Opportunities for the Stainless Steel Cluster 

Opportunity Time Frame Risk BEE SMME Employment 

Project Turbo Immediate  1 3 2 1 

Components Medium -term 2 2 2 1 

Kitchen 
Utensils  

Long -term 3 1 2 2 

 
Key: 1 = low impact, 2 = medium impact, 3 = high impact 

 

Component manufacture represents an intermediate opportunity, while kitchen utensils is 
the most attractive from an employment perspective, but is associated with high risk and 
limited BEE opportunities. 

Implications for Private and Public Institutions 

The development of a vibrant and competitive stainless steel cluster in Mpumalanga is 
unlikely to be realised in the absence of deliberate actions by stakeholders in the public and 
private sector.  
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BEE Procurement Opportunities 

SASOL’s obligation to procure 25% of its negotiable spend from BEE firms is the key that 
will unlock the cluster’s potential. While the opportunity presented by redirected 
procurement spend is supported by policy and political imperatives it ultimately has to 

result in economic procurement practices that ensure that the procuring firms retain, and 
ultimately increase, their competitiveness. Otherwise, the procuring firms – such as SASOL - 
will compromise their own competitiveness. To achieve this two, potentially contradicting 

driving forces have to be accommodated. 

The first is increasing BEE procurement itself.  This requires SASOL to support potentially 
young and inexperienced firms through the procurement process.  The second driving force 

is the trend to modernise procurement practices. New strategies include reducing the pool of 
suppliers and increasing the automation in the procurement process (including B to B e-
commerce). The benefits of these strategies are expected to include the reduction of 

contracting (transaction) costs, more predictability, and thus lower overall costs. 

A key challenge for SASOL and the cluster will be to develop a thorough understanding of 
these challenges and to develop successful strategies for organising sustainable BEE 

procurement practices. Critically, interviews with SMMEs currently supplying goods and 
services to SASOL revealed that they experience great difficulties. SASOL’s corporate culture 
appears to be a key obstacle.  

Countering the “Pull” to Gauteng 

The greatest threat to the establishment of a cluster around the manufacture of components 
by BEE is the “pull” for these firms to locate in Gauteng. To counter this, competitive 

advantages that collectively outweigh the “pull” of Gauteng will have to be developed. The 
key is to put in place institutions and mechanisms that make it easier for BEE firms to enter 
the industry than is the case in other locations.  

Developing Related and Supporting Industries and Institutions 

The priority for the stainless steel cluster is to improve the skills supply to the cluster, 
improve the quality of life in the locality and ensure that the regulatory environment is 
conducive to the entry of new firms. This will not only enhance the cluster’s 
competitiveness, it will also serve to create linkages and employment opportunities. 

As regards the development of a pool of skilled labo ur in the area, both government and the 

private sectors have levers at their disposal to accomplish this: the former through its 
oversight role of the four technikons located in the area, and the latter through the funding it 
can access for training from MERSETA. In addition, public and private stakeholders should 

act in concert to secure satellite branches of private and public training institutions that are 
pre-eminent providers of training within the skills range required by the cluster. The 
Institute of  Welding and one of the many Gauteng -based Business Schools are obvious 

examples. 
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Positioning the Cluster within National and International Supply Chains 

The success of the cluster is dependent on its ability to access domestic and international 
markets and secure joint venture partners. In a context of well established supply-chain 
relationships, this will require a great deal of investment and effort on the part of the cluster. 

Collective action to build these relationships will not only reduce the costs involved, it will 
also build networks among firms in the cluster and foster a spirit of cooperation. 

Marketing the Cluster 

If potential BEE entrants, joint venture partners and potential customers are not aware of the 
cluster initiative, many potential opportunities will be lost. A comprehensive marketing 
campaign is therefore essential to the development of the cluster. It should be targeted at 

potential BEE entrants, potential joint venture partners, national government, the stainless 
steel industry and related and supporting industries.  

4.  THE SECUNDA/CHEMICALS CLUSTER 

Secunda is dominated by SASOL, located there to be in proximity to its main input – coal. 
There are also a range of firms located there who supply SASOL, as well as Eskom and the 
mines in the vicinity with goods and services. The brief was to examine the potential for the 
development of a ‘general’ cluster, as once it became clear that there was little potential for 
downstream plastics fabrication, there was an effort to widen the product focus.  

In contrast to the methodology utilised in the research on the stainless steel cluster, an in-

depth analysis of the industries in which the opportunities are identified was precluded by 
the fact that the opportunities for cluster development span a range of industries and 
products. Instead, the analysis of the competitive strengths and weaknesses of a potential 

cluster was guided by the business environment in Secunda and the potential to forge 
linkages with SASOL.  

The Economic and Business Environment in Secunda  

In contrast to the poor aggregate growth of the Mpumalanga province, the local economy 
has grown at an average annual rate of 10% between 1996 and 2001.  This is due mainly to 
the manufacturing sector, which has grown at 14%.  Manufacturing employment has 
increased in recent years, from 14 722 in 1996 to 16 761 in 2001, largely reflecting the success 
of SASOL.  

 The Role of an Overwhelmingly Dominant Firm 

It is not an exaggeration that the long-term development of the greater Secunda area 
depends almost entirely on the orientation and development of SASOL.  Experiences of 
other towns dominated by a single firm suggest that building a more diversified economic 

base requires long-term commitment by the major firm and a willingness to co-operate in 
building institutions for training and support of local technological capabilities, as well as 
putting in place the appropriate infrastructure.   
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As alluded to in the discussion of the stainless steel cluster, SASOL’s obligations within the 

framework of the Liquid Fuels Charter are a potential catalyst for the development of 
secondary industry in Secunda.   

Factor Conditions 

There are a number of input cost advantages in Secunda: land is cheap in the  industrial area, 
cheap electricity is available from Eskom, and SASOL provides other utility streams 
including steam, oxygen and gas.  SASOL also produces a wide range of products and by-

products, which could be used as the feedstock for new industrial and chemical plants. 

This is, however, largely offset by the poor quality of the natural environment and shortage 
of recreational facilities around Secunda, which makes it an unattractive location for mobile 

skilled labour. Although Secunda currently boasts a high proportion of Mpumalanga’s 
skilled professionals, the cost of luring them to the area is substantial. 

Related and Supporting Services 

The Secunda area is relatively remote from many of its potential markets. Transport logistics 
loom large as a deterrent to cluster development in Secunda because both road and rail 
infrastructure is poor.  These deficiencies are not easily improved, as none of the cluster 

stakeholders have any leverage to alter them. They do, however, limit Secunda’s potential to 
develop a cluster as they effectively rule out the establishment of economic activities that 
require national and international markets to achieve competitiveness. 

At present, the only institutions providing support to new firms are the Highveld Business 
Development Centre, which is linked directly to SASOL, and the Mpumalanga 
Manufacturing Advisory Centre. The development of a sustainable manufacturing base  will 
require a much stronger base of supporting institutions, especially in training and 
technology, neither of which exist at present.  Unfortunately, SASO L’s technology support 
arm is located in Gauteng at Modderfontein.   

Firm Characteristics  

Most firms located in Secunda are in the construction and engineering sectors, reflecting the 
provision of services to the large industries (SASOL, Eskom and the mines) in the region, 

with SASOL being by far the most important. Firms are spread across the size categories, 
with the largest concentration in small (but not micro) enterprises. 

Significantly, a very small proportion of the firms export their products. The overwhelming 
majority located in Secunda because it is in close proximity to their customers. This suggests 
that “demand on the doorstep” is the main competitive advantage for small and medium 
firms in Secunda. 

Cluster Strengths, Weaknesses, Opportunities and Threats  

The internal strengths and weaknesses of the cluster and external threats and opportunities 
are summarised in Figure 2. 
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Figure 2: SWOT analysis of the Secunda Cluster 

Strengths 
§ Close to source of certain Raw 

Materials 

§ Financial and administrative support 
from SASOL 

§ Excellent industrial markets in area 

§ Good electricity/gas supply  

§ Large agricultural market in 
Mpumalanga 

 

Weaknesses 
§ Road/rail links poor and expensive 

§ Rail service deteriorating 

§ Poor environmental quality 

§ Lack of recreation 
§ Low education level of labour 

§ Few supporting industries 

 

Opportunities 
§ Many possible by-products  
§ Industry Charters  

§ SASOL start-up pricing to encourage 
new business 

§ SASOL Project Turbo  
§ Construction in the area – building 

materials needed 

§ Use of existing utilities, waste 
disposal 

 

Threats 
§ Import parity pricing  
§ Larger competitors in Gauteng  

§ Uncompetitive transport 
infrastructure 

 

 

The SWOT analysis reinforces the locational disadvantages of Secunda. Demand on the 
doorstep is an important strength. The ability to develop small businesses around supplying 
goods and services to SASOL is, in itself, a major accomplishment. As the conditions 

necessary for cluster development are not present, the development of secondary industry 
should focus on strengthening linkages and employment multipliers around ‘doorstep’ 
demand. 

The Opportunities 

The research revealed that for most chemical products, location near the source of feedstock 
is not a significant competitive advantage. Consequently, the criteria shifted to the 
identification of products that were used in the area by local firms and which were amenable 
to manufacture in Secunda. This was linked to the fact that the primary economic 
opportunity in the region arises from the large procurement spend of SASOL, Eskom and 
the mines in the region. 

 It should be noted that the initial brief required the research to focus on the potential to 
create a downstream plastics industry utilising polypropylene feedstocks from SASOL. An 

extensive scoping exercise revealed, however, that the re is limited opportunity for the 
development of such an industry in the greater Secunda area. 
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The change in criteria for scoping opportunities reduced the original product categories 

from 28 to 8 as a number of projects were discarded because they were not viable. Table 2 
summarises the opportunities and ranks them in terms of demand, technology and BEE 
opportunities. 

Table 2: Summary of Opportunities for the Secunda Cluster 

Opportunity Local Market SA Market Africa market Technology BEE  

Water treatment 3 2 2 Medium/High 2 

Polypropylene 
products 

1 2 2 Medium 2 

Styrene monomer N/A 2 3 (international) High 0 

Industrial 
cleaning 
chemicals 

3 1 1 Low 3 

Paint & coatings 2 2 2 Medium 2 

Fuel dyes 2 3 2 High 2 

Tower packing  2 1 1 Low 1 

Pallets 3 1 0 Low 3 

Drums 2 2 1 Low 3 
 

Key: 0 = no opportunity/economically unattractive; 1 = some opportunity/financially viable; 2 = good opportunity/attractive financially; 3 = 1 00% 
BEE opportunity/Very attractive financially  

 

Industrial cleaning materials, pallets, drums and water treatment emerge as attractive 
opportunities. As chemicals production is quite capital-intensive, however, few jobs will be 
created. The highest potential for employment lies in industrial chemicals such as detergents 

and consumer chemical products. These are considerably more labour-intensive and can be 
manufactured by small-scale operations.  

Implications for Private and Public Institutions 

The findings of the research point to the fact that there is little opportunity for the 
development of a dynamic cluster in Secunda. Hence, the imperative is to strengthen 
linkages and employment multipliers by facilitating the entry of BEE companies, not only in 

the production of chemicals, but also in the provision of related and supporting services 
such as construction, training and recreational facilities. 

The dominance of SASOL in the area means that the company’s actions – in particular, the 

support it provides for BEE entrants - will determine the nature and pace of the 
development of linkages. As argue d in the discussion of the stainless steel cluster, it is by 
facilitating the entry of BEE firms that their location in Secunda will be secured. In this 

regard, SASOL’s commitment to culture change throughout its management in its interface 
with procurement will be essential. In driving investment in Mpumalanga specifically, it will 
be quite important that SASOL introduce requirements for location in the province, 

particularly in relation to new contracts. 
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5.  CONCLUSION 

The findings of the research point unequivocally to the limited potential of Secunda as a 
location for a cluster to develop. Should the logistics improve, it would be possible to 
reassess this, but for the moment opportunities are limited.  In this environment, SASOL and 
government’s commitment to using procurement will be essential in promoting linkages and 
black economic empowerment. 

In contrast, the geographical location and scale of economic activity in the Middleburg/ 

Witbank area demonstrate that it has high potential for the development of a cluster that 
need not necessarily be limited to the current focus on stainless steel fabrication.  

For public and private institutions tasked with the allocation of scarce resources, the 
immensely better potential of the Middleburg/ Witbank area sug gests that focusing the 
resources and the energies of key stakeholders on this cluster will yield more significant 
impacts than would be the case if they were diluted across two localities. 

Moreover, many of the institutions and activities that will support cluster development in 
Middleburg/ Witbank can be utilised to strengthen linkages in Secunda. In particular, 
endeavours to facilitate the entry of BEE firms to the cluster can be used to achieve the same 

objective in Secunda. In addition, training facilities can be shared. 

Some further work would be recommended to push forward the opportunities identified 
herein, such as: 

• Review design of a public-private institution to drive BEE opportunities in the 
province. 

• Review procurement methods and approaches in relation to supporting new 
ventures 

• Explore other industries:  

o Few of these opportunities actually depend on local resource inputs: instead 
they mostly rely on procurement to establish the new business.  

o There are other more likely opportunities for entry by small firms. For 
example, carbon steel will offer easier access for local SMMEs than will 

stainless steel. 

o Construction is a major opportunity, particularly in the context of growing 
demand by SASOL, Eskom and the mines.  

• Explore other markets: the mine s and Eskom are important sources of business. 
Further exploration of opportunities in Mozambique will drive long-term growth of 
any local clusters. 

• Stronger public-private links around education will be essential to driving future 
growth of the province. This reaches back into the high schools, where firms can 
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play a role in promoting maths and science education. Education – Industry links 

are generally weak in SA. SASOL and Eskom previously played a leading role in 
supplying the economy with artisans and engineers, and we could learn much from 
this history. 

The theme and aims of this project arose from a fairly common view that development is 
promoted through downstream production – if the inputs are located nearby, then one finds 
ways of encouraging further processing of that input to promote higher value added 
production. From the perspective of development practitioners and investment promotion 
officials, it is worth remembering that most of the opportunities identified do not rely on the 
proximity of resource inputs.  Counter-intuitively, the opportunities mostly rely on 
procurement of the large resource-based firms in the area. One should not be surprised – a 
considerable portion of development linkages in South Africa arose in exactly the same 
way…..linkages into inputs and services, rather than through downstream production. This 
opens a new way of framing Mpumalanga’s industrial development agenda: it is probably worth 
shifting focus on downstream production to a much wider set of opportunities in services and 
manufacturing. The key is to locate the critical ‘levers’ such as procurement, and then identify 
which are possible in the area.  Focusing on procurement opportunities is an important way 
of reducing risk in the promotion of new activities, because at the very least, demand is 
relatively secure – the challenge is to ensure quality and capability. 
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1 
INTRODUCTION 

The initiative to develop secondary industrial development in the Mpumalanga province 
through the promotion of clusters in Secunda and the Middleburg/Witbank area is a 
response to the slow growth, limited structural change and rising unemployment rate that 
has characterised the provincial economy since 1994. This is related to the overwhelming 
dominance of resource-based economic activity in the province, which is characterised by 
the presence of large capital-intensive firms (such as SASOL, Columbus Steel, Eskom and a 
number of mines), with limited backward and forward linkages within the provincial 
economy.  

This project had three parts – research & strategy, clustering and training of cluster 
practitioners and government officials. The purpose of this report is to present the findings 

of the research & strategy trajectory of the project. The objective of the research was to 
identify opportunities for the development of a steel cluster in the Middleburg/ Witbank area 
and a downstream plastics cluster in Secunda. The scope of the research was revised to 

narrow the scope of the Middleburg/ Witbank cluster to stainless steel and to expand the 
Secunda cluster to a general cluster, as the research process unfolded. 

The research sought to identify opportunities for cluster development that are based on 
accurate information and rigorous analysis. This process revealed that there are 
opportunities for cluster development in the Middleburg/ Witbank area that extend beyond 
a narrow focus on downstream stainless steel fabrication. Its location on the Maputo 
corridor, together with proximity to Gauteng and the existence of a critical mass of 
infrastructure and business activity, underpin its potential to become an industrial node in 
the Mpumalanga province. 

In contrast, while specific opportunities for side -stream and downstream chemical 
processing were identified in Secunda, the area’s locational disadvantages render it an 
unsuitable location for cluster development. This is because it is too remote from most major 

markets and its poor transport infrastructure makes the logistics associated with sourcing 
inputs and delivering products to national and international markets unreliable and 
prohibitively expensive. The poor quality of the built environment and recreational facilities 
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also makes it difficult to attract skilled labour. In essence, the factors that drive the formation 

of a dynamic cluster are not present in Secunda.  

Focussing the province’s resources and energies on the development of the Middleburg/ 
Witbank industrial node is likely to yield higher returns – in the form of the development of 
secondary industry – than would be the case if such resources were diluted by spreading 
them across the two areas. Moreover, substantial investment would be required to make 
Secunda a competitive location and there is a high risk that the returns to such investment 
will be limited. 

SASOL’s location in Secunda is, however, the key to the formation of an industrial node at 
Middleburg/Witbank. This is because opportunities for cluster development arise from the 

BEE procurement targets that SASOL is obliged to meet within the framework of the Liquid 
Fuels Charter. This is a critical platform for the development of the Middleburg/ Witbank 
cluster, as are the procurement targets of the mines (in terms of the Minerals and Mining 

Charter) and ESKOM (as a 100% state-owned enterprise mandated to promote BEE). 

As the terms of reference for the research was to identify opportunities for cluster 
development in both the Middleburg/ Witbank and Secunda areas, however, the structure of 
the report reflects this focus. Part two outlines the background to the research, including an 
analysis of the Mpumalanga economy and the potential for the cluster process to address 
structural problems within the provincial economy. 

Part three presents the findings of the research on opportunities for the development of a 
stainless steel cluster at Middleburg. It commences with an analysis of global and national 
trends in the stainless steel industry, in order to provide the context within which the cluster 

will operate. The competitive strengths and weaknesses of the Middleburg/ Witbank cluster 
are then analysed, utilising Porter’s cluster diamond as an analytical tool. This forms the 
backdrop against which the concrete opportunities for cluster development are presented. 

Finally, proposals with respect to the deliberate actions that need to be taken by various 
stakeholders in the clustering process are presented. 

In a similar vein, part four presents the findings of the research on opportunities for cluster 
development in Secunda. These were, however, much more limited and diffuse, due to the 
limited potential in that area. In part five, a synthesis of the research findings – which 
compares the potential of each of the areas for cluster development – underpins policy 
recommendations with respect to focussing on the Middelburg/ Witbank cluster.  As the 
research process was extremely comprehensive, while the key findings are highlighted in the 
main report, with some of the detail located in the appendices.  
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2 
BACKGROUND 

The project brief was to identify opportunities to promote secondary industrial 
development, small business formation, and job creation in steel and chemicals 
manufacturing in the Middleburg, Witbank and Secunda areas of Mpumalanga. More 
specific objectives of the Mpumalanga government are to promote collaboration, enhance 
strengths, address weaknesses, determine opportunities for investment, build 
competitiveness and maximise employment in the local economy. 

The local economies that are the subject of this research report – Secunda, Witbank and 

Mpumalanga - are characterized by the dominance of a single firm with limited backward 
and forward linkages into the provincial economy. The objectives of the research become 
clearer when contextualised within the structural features of the Mpumalanga economy and 

the particular economic problems the provincial government seeks to address. 

THE MPUMALANGA ECONOMY 

A map of Mpumalanga provides an overview of the spatial distribution of economic activity 
and infrastructure in the province. The Mpumalanga province is home to 7% of South 
Africa’s population and accounts for 7% of its GDP. Figure 1 illustrates that Mpumalanga 
ranks fourth of South Africa’s nine provinces in terms of per capita income. At R12 870 per 
person per annum, per capita income is slightly below the national average of R13 092, but 
less than half of that of Gauteng. Moreover, statistics on per capita income (which merely 
divide a region’s GGP by its population) conceal vast inequalities in the distribution of that 
income. 
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Figure 1: Per Capita GGP by Province, 2001 
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Source: Econometrix 
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During the 1995 – 2000 period, Mpumalanga has been South Africa’s poorest performing 
province in terms of growth, as illustrated in figure 2. The province’s annual average growth 
rate of 0.8% per annum is well below the national average of 3.25% per annum. In a context 
where population growth has vastly outstripped economic growth, Mpumalanga’s per 
capita income declined between 1995 and 2000.  

 

Figure 2: Average annual % Real GGP Growth, 1995 - 2000 
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In terms of the structure of the Mpumalanga economy - illustrated in figure 3 - the primary 

sector is dominant, with mining and quarrying accounting for 18% of GGP, and agriculture 
and forestry for 7% of GDP. Electricity, gas and water - which is dominated by electricity 
generation by ESKOM from coal extracted by the mines – accounts for 17% of GGP. The 

manufacturing sector accounts for 23% of GGP and is dominated by petrochemicals 
(produced by SASOL) and stainless steel (produced by Columbus Stainless). The tertiary 
sector is relatively small, accounting for only 22% of GGP in aggregate.    
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Figure 3: Mpumalamga: Sector contribution to GGP, 2001 

Source: Econometrix 

 

Figure 4:  South Africa: Sectoral Contribution to GDP, 2001 

Source: Econometrix 
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The structure of the Mpumalanga economy differs markedly from that of the national 

economy, mainly in respect of the primary sector: mining and quarrying is three times its 
national contribution to GDP and agriculture and forestry is more than double the national 
average. In the secondary sector, electricity, gas and water is almost 6 times its contribution 

to national GDP. In contrast, the contribution of Mpumalanga’s tertiary sector to GDP is well 
below the national average. For example, while business and financial services account for 
21% of national GDP, they account for only  9% of Mpumalanga’s GDP. The same trend is 

evident in the transport and communication and retail/wholesale sectors. The structure of 
the Mpumalanga economy points to its dependence on the resource base. Indeed, even in 
the secondary sector, the economic activity of ESKOM and SASOL is linked to coal mining in 

the province. 

Figure 5 summarises growth trends by sector in Mpumalanga. Apart from manufacturing, 
financial and business services and transport and communication, there has not been any 
significant growth in the province during the 1995 – 2001 period. Even in the sectors that 
have grown, growth rates have been well below those of the national economy. 

 

Figure 5: Sectoral GrowthTrends in Mpumalanga, 1995 – 2001 (Constant 1995 prices) 
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The national economy has undergone significant structural change during the 1995 –2002 
period, evidenced by the contraction of the primary sector and the expansion of the 
secondary and tertiary sectors. Yet, the structure of Mpumalanga’s economy has remained 

largely unchanged.   
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Employment trends for the Mpumalanga province are presented in Appendix A at a high 

level of disaggregation. These trends are analysed in terms of both the ‘strict’ (or official) 
definition of unemployment (which excludes discouraged members of the labour force) and 
the expanded definition (which includes discouraged workers). In terms of both definitions, 

the rate of unemployment in Mpumalanga has risen significantly between 1996 and 2001, 
bringing it in line with national aggregates.  Figure 6 demonstrates that unemployment in 
Mpumalanga was below the national average in 1996 by 5.8% of the strict definition and 4% 

of the expanded definition. By 2001, the gap between national and Mpumalanga levels of 
unemployment had closed, and in terms of the strict definition, unemployment in 
Mpumalanga was 0.5% higher than the national average. 

 

Figure 6: Unemployment Rate - RSA & Mpumalanga: 1996 & 2001 

Source: October Household Survey, 1996; Labour Force Survey, 2001 

 

The sectoral composition of the demand for labour reflects the structural characteristics of 
the Mpumalanga economy.  In 2001 the proportion of the Mpumalanga labour force 
employed in the primary sector was above the national average.  Agricultural employment 
accounted for 12.5% (compared with a national average of 10.1%), while the mining sector 
absorbed 7.8% of the labour force (compared with a national average of 4.4%).  In contrast, 
the manufacturing and services sector accounted for a lower proportion of the Mpumalanga 
labour force (11.8% and 14.1% respectively) than the national averages of 14.7% and 18.2% 
respectively.  

In terms of the distribution of the active labour force across the formal and informal sectors, 

table 1 illustrates that Mpumalanga has a slightly higher proportion of the active labour 
force in informal employment at 33% of total employment, compared with 29% at the 
national level.  Unfortunately, it is not possible to track trends in informal sector 

employment because since 1999 official employment statistics included subsistence 
agriculture in the informal sector, whereas it was largely ignored before. 
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Table 1: Disaggregation of the employed by the formal and informal sectors, 2001 

 RSA  Mpumalanga 

Formal Sector 71% 67% 

Informal Sector – employee 11% 15% 

Informal Sector – owner 18% 18% 

   Source: Labour Force Survey, 2001 

The structure of the Mpumalanga economy, its growth trends and rising levels of 
unemployment point to the fact that it is predominantly resource -based and focussed on 
minerals extraction. While South Africa has been categorised as a minerals economy, the 

minerals sector is much more dominant in Mpumalanga than the national economy. 
Moreover, while the national economy has undergone diversification away from the 
resource-base, the structure of Mpumalanga’s economy has remained largely unchanged 

between 1995 and 2001.  

Altman (2001, 2002) reviews evidence to show that resource-based economies in general, and 
minerals economies more specifically, tend to grow and to experience structural shifts more 
slowly than non-minerals economies. They also tend to have a more capital-intensive 
structure of production.  She argues that this can be explained by a number of characteristics 
that are common to these economies. 

Other developing countries go through a phase of low wage, low productivity 
manufacturing development that has the impact of mopping up the labour surplus. The 
pattern of development experienced by labour surplus developing economies usually 

follows along a familiar path, where under-productive labour moves off the farms, and into 
labour intensive manufacturing traded sectors. As there is a labour surplus, wages are low, 
and the sectors can therefore be highly competitive internationally. As the labour market 

becomes tighter, wages rise, and there is a shift to investment in more capital intensive 
activities.  

Only once there is a tighter labour market do wages begin to rise and the economy moves 
into the development of more capital and skill intensive industries. The emphasis on labour 
intensive tradables is a necessary step in an economy that is capital and foreign exchange 
constrained. Ultimately, the more successful newly -industrialised countries are those that 
simultaneously invested in human capital development, so that the skills base developed 
alongside these structural shifts. 

In contrast, the minerals economies tend to leap-frog from the resource base into heavy and 

chemicals industries (HCI) development, by -passing the development stage of labour 
intensive manufacturing. This is made possible by large resource rents.  The mass creation of 
jobs in labour intensive tradables is not really viable in a context of high domestic cost 

structures: overvalued exchange rates caused by minerals exports earnings render labour 
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intensive agricultural and manufactured exports uncompetitive. Nor is it a requirement of 

manufacturing development, as it is in developing economies that do not have ready access 
to capital and foreign exchange. This means that the benefits of the minerals economy do not 
tend to spread widely and high levels of income inequality and unemployment result, since 

the HCI sector is capital intensive. Moreover, domestic demand may not expand as much as 
in other economies (see Altman 2000, 2001, 2002).   

Mpumalanga’s economic development trajectory conforms to that of a minerals economy. 
This is evidenced by the dominance of mineral extraction and heavy and chemical 
industries, such as electricity generation and petrochemicals. A key obstacle to economic 
development and employment creation in minerals economies is that linkages between the 
HCI sector and the rest of the economy is extremely weak, as are employment multipliers. 

It is precisely because of the weak linkages of heavy and chemicals industries in 
Mpumalanga (in particular, SASOL, Eskom, Columbus Stainless and a number of coal and 

gold mines) to the rest of the economy that the provincial government initiated the 
clustering process. Indeed, the vast body of research on minerals economies indicates that it 
is through decreasing reliance on the resource base, by diversifying into secondary and 

tertiary activities, that structural change, growth and employment creation is stimulated. 

THE ROLE OF CLUSTERS IN REGIONAL DEVELOPMENT  

To effectively redress slow growth, limited structural change and high and growing levels of 
unemployment in Mpumalanga, it is imperative that linkages and employment multipliers 
emanating from resource-based industries are strengthened. The development of clusters 
around SASOL and Columbus Stainless is a means of generating such linkages. 

An industry cluster is a regional concentration of competing, complementary and 
interdependent firms that drive economic development and growth. An industry cluster 
includes companies that sell inside as well as outside the region, and also supports firms that 

supply raw materials, components and business services to them.   

Over the past two decades clusters have emerged as an important economic policy tool to 
drive economic development at the regional and local level the world over. They are 
typically driven by provincial and local governments, in collaboration with the private 
sector. Clustering is widely viewed as an innovative tool for organising economic 
development efforts. 

From a theoretical perspective, clusters enhance the competitiveness of industries or regions 
by generating efficiencies that are external to the firm through agglomeration economies.  
Market access, localisation economies and urbanisation economies are the key factors 

underpinning agglomeration economies. Access to markets – including to inter-industry 
buyers and suppliers – is a well-documented determinant of location as it reduces the cost of 
accessing inputs and transporting outputs.  
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Localisation economies give rise to intra-industry benefits where firms locate in close 

proximity to firms in the same industry. Such benefits include access to specialised know-
how (i.e. knowledge diffusion), the presence of buyer-supplier networks and opportunities 
for efficient sub-contracting. Employees with industry-specific skills will be attracted to such 

clusters giving firms access to a large specialised labour pool.  

In contrast, urbanisation economies accrue from being located in close proximity to firms in 
other industries. These inter-industry benefits include easier access to complementary 
services (for example, publishing, advertising and banking), availability of a large labour 
pool with multiple specialisation, inter-industry information transfers, and the availability of 
less costly general infrastructure such as telecommunications and transport hubs. 

Hence the economic rationale for clusters is their ability to exploit cumulative external 
economies. Such external economies are both supply and demand driven. In concrete terms, 
supply driven factors include pooling labour supply and cooperating in skills development, 

collective ‘tacit’ learning and innovation and proximity to specialised support services, input 
suppliers and finance. Demand driven factors include proximity to markets or large firms 
and saving in search costs for potential markets and investors. 

The competitiveness of industry clusters is dependent on access to highly specialised 
economic inputs that are not usually provided solely by the private sector. Herein lies the 
role of the public sector. Such economic inputs are generally provided by government 
agencies and include: 

• adaptable skills; 

• accessible technology; 

• adequate financing; 

• available infrastructure; 

• advanced communications; 

• a regulatory environment conducive to the sustained development and 
sophistication of the cluster; and 

• a quality of life that attracts skilled resources. 

 

While individual firms, in concert with gove rnment agencies, contribute to the development 
of networks, shared knowledge, trust, R&D and training facilities, and other infrastructure, 

the benefits accrue to all in the cluster, thereby increasing the competitiveness of the entire 
cluster, which further increases its ability to develop these enabling factors.  This process sets 
of a self-reinforcing positive circle of activities, which drive the region’s development.  

In the case of the initiative to build and strengthen the nascent Secunda and Middleburg/ 
Witbank clusters in Mpumalanga, the overarching objective is to generate linkages and 
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create employment around two overwhelmingly dominant upstream firms: Columbus and 

SASOL. Clusters are the most appropriate policy instrument to achieve this objective as they 
are designed to capture linkages in terms of technology, skills, information, marketing, and 
customer needs that cut across firms and industries. Such linkages are fundamental to 

enhancing firm and industry competitiveness and establishing the direction and pace of 
innovation. 

The absence of such linkages around SASOL and Columbus is a legacy of the development 
trajectory of a minerals economy overlaid by Apartheid policies that put severe brakes on 
potential multipliers in materials, metals and other industries through: 

• Economic concentration, with high barriers to entry. 

• Limited access to education and training, severely limiting the supply of skilled 
personnel and artisans. This has made investment more difficult. 

• The weak education system, alongside legal barriers to occupational mobility and 

business ownership by race, which severely constrained the artisan base: an 
important source of innovation and entrepreneurial growth. 

 

In such a context, the development of clusters is a means  of optimising the employment 
multipliers associated with investment, rather than an end  in themselves. Their successful 
development relies on a range of factors, particularly the propensity for producers to buy 
inputs locally, and also on the ease of entry and expansion of SMMEs.  

The scope of research was redefined in relation to the initial terms of reference at the request 
of the Mpumalanga government (in the case of the Middleburg/ Witbank cluster) and in 

response to the initial findings of the research (in the case of the Secunda cluster). While the 
initial brief was redefined to examine the potential for downstream fabrication of stainless 
steel in Middleburg/ Witbank it has become evident during the course of the research that 

there are a range of other sectors upon which an industrial node could be built in that area.  

In the case of the Secunda area, during the course of the research it became apparent that the 
initial focus on the downstream manufacturing of plastics (from polypropylene 
manufactured by SASOL) is unattainable in the context of the demand and supply dynamics 
of the domestic and global plastics industry. Consequently, a range of other product 
opportunities in downstream chemical manufacturing were scoped. This process revealed 
that there is little potential for cluster development in Secunda, primarily because of its 
disadvantageous location, as it makes it extremely difficult and costly to access markets 
beyond the doorstep. 

In the South African context, a key objective is to harness the clustering process to foster 
black economic empowerment (BEE). Indeed, it is SASOL’s obligation to meet certain BEE 
targets in order to comply with the recently adopted Liquid Fuels Charter that provides a 

catalyst for the development of both the Middleburg/ Witbank cluster. SASOL’s 
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procurement targets – which require 25% of negotiable spend to be allocated to BEE firms by 

2010 – is the key to unlocking opportunities to deepen the linkages necessary to develop the 
clusters. Beyond the immediate opportunities to supply to SASOL, the cluster should 
explore the opportunities emanating from the mines in the area, as they have similar 

obligations to SASOL in terms of the Mining Charter. 

As the clustering process occurs within a local economic development paradigm, the role  of 
Columbus and SASOL will be central to their success. The commitment of these two 
companies to the development of their locality may take a number of forms, including the 
application of resources earmarked for social investment to education and training to 
support cluster development. 

All tiers of government must also play a pro-active role in the development and 
sustainability of the two clusters. Indeed, the global trend is for increasingly deliberate 
initiatives to promote such developing clusters, rather than their passive development 

through activities of the private sector.  The aim is usually to put in place the specific 
elements required to set off and support the development of virtuous cluster circles.   

PRINCIPLES INFORMING THE IDENTIFICATION OF OPPORTUNITIES  

A key focus of the research was the identification of concrete opportunities for cluster 
development at the level of specific side-stream, mid-stream and downstream products and 
services. Given the infinite range of options, the project team defined the ‘opportunity set’ 
that was the subject of the scoping exercise in relation to the terms of reference for the 
project.  

In order to maximise limited project resources, the following principles guided the process 

of scoping opportunities:  

• Demand for the product or service – and by implication the scale of production 
required to achieve efficiencies - disaggregated into three distinct areas:  

• demand on the “doorstep” (emanating from firms located in Mpumalanga including 
SASOL, ESKOM and the mines) 

• national demand (emanating from localities outside Mpumalanga) 

• international demand (particularly demand emanating from the African market).  

• Whether it was economically viable to produce a particular good or provide a 
particular service in that particular location (i.e. Middleburg and Secunda). 
Proximity to inputs and customers as well as the efficiency and cost of logistics was 
a key consideration in this regard; and 

• Capability in the region, particularly with respect to skills, know-how and support 

for their development. 
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The identification of opportunities provides an indication of the direction in which cluster 

development may proceed in the Middleburg/ Witbank area. It also points to a range of 
additional opportunities that were not analysed as they lie beyond the scope of this project.  
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3 
THE MPUMALANGA STAINLESS STEEL CLUSTER 

In the context of a regional economy dominated by resource extraction and economic 
activities that require proximity to these resources (for example, electricity generation and 
the production of synthetic fuels from coal), the challenge confronting Mpumalanga is to 
strengthen the linkages and employment multipliers emanating from resource-based 
activities.  

3.1 THE LOCAL ECONOMY 

The economic context within which the cluster is located is dominated by the mining, 

electricity and manufacturing sectors. Appendix B provides a comprehensive analysis of the 
local economies of Middleburg and Witbank.  Of note is the fact that both economies have 
been growing at a faster rate than the  Mpumalanga province, with Middleburg growing at 

an annual average rate of 2.9% between 1997 and 2001 and Witbank growing at an annual 
average rate of 2.6% during the same period. 

In Middleburg, manufacturing accounts for 38% of GGP, and is dominated by Columbus 
steel.  Mining and electricity are the next most important sectors, contributing 25% and 15% 
of GGP, respectively. This economic structure demonstrates starkly the extent to which the 
local economy is still dependent on the resource base. The same is true of Witbank, where 
electricity accounts for 34% of GGP (reflecting ESKOM’s dominance), while mining accounts 
for 26% of GGP. In contrast,  manufacturing contributes only 12% to GGP. In both localities 
the manufacturing sector is dominated by ‘metal, products, machinery and household 
appliances’ reflecting the dominance of primary and downstream stainless steel production. 

As regards employment, in 2001 there were 78,192 people in formal employment in 
Middleburg, with informal employment estimated at 9,020. Of note is the fact that 

employment declined by 2.9% during the 1996 to 2001 period. Apart from the trade and 
finance sectors, which reflect increases in employment of 31.9% and 18.2% respectively 
between 1996 and 2001, all other sectors show a decline in employment over the same 

period.  The mining industry – the second largest output sector – employs the largest 
number of people (11,208) and accounted for 23.2% of total formal employment in the area in 
2001.  The manufacturing industry accounted for only 14.2% of total employment, a figure 
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that is not consistent with its 38.9% contribution to GGP.  The second largest number of 

workers (7,609) is employed in community services, which also reflects a decline (7.2%) in 
employment from 1996 to 2001. 

 

In Witbank, there were 57,299 people in formal employment and 17,147 in informal 
employment in 2001.  It is of serious concern that formal employment declined significantly 
(18.8%) over the 1996-2001 period.  Electricity, the largest output sector, accounted for only 

5.4% of total formal employment in the area in 2001, while in the manufacturing sector - the 
second largest employer in the area – employment declined by 14.1% between 1996 and 
2001.  In the trade and finance sectors employment increased by 31.5% and 17.1% 

respectively over the same period, and accounted for 17.9% of total formal employment in 
2001.     

The Middleburg and Witbank economies are therefore clearly “minerals economies” that are 
dominated by heavy industries including ESKOM, Columbus Stainless and a number of 
mines. The decline in employment in both towns, despite respectable levels of GGP growth, 
illustrates the weakness of the linkages between the resource-based activities and 
employment multipliers. 

The decision to promote a strategic cluster located within the stainless steel value chain – 
rather than a cluster with another product focus – is related to the fact that Columbus 

Stainless, which accounts for 97% of the domestic production of primary stainless steel, is 
located in Middleburg. Moreover, there is currently capacity in stainless steel fabrication in 
the area in the form of a number of firms producing stainless steel products and a further 

other that use stainless steel in their production processes and occasionally manufacture 
stainless steel products. While this does not constitute a cluster, it forms the basis for cluster 
development. 

Accordingly, the research sought to evaluate the potential for the development of a 
sustainable stainless steel cluster. To that end, the national context within which the cluster 
will operate was analysed, before examining the competitive strengths and weaknesses 
associated with a cluster located in Middleburg/ Witbank in terms of factor conditions, 
demand conditions, related and supporting services, and the role of government.  

A critical determinant of the successful development of the cluster is an industry or product 

focus. This guided the identification of opportunities for the expansion of the nascent cluster 
through the entry of new firms. Finally, the role of various private and public actors in 
driving the development of the cluster is examined. 

3.2 APPROACH AND METHODOLOGY  

In order to identify opportunities for cluster development that are built on factual 
foundations and rigorous analysis, the research commenced with desk-top research to gain 
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insights and understanding into the dynamics driving the global and national stainless steel 

industries in order to locate the Middleburg/ Witbank cluster within them. Qualitative work 
– in the form of interviews and firm -level surveys provided the platform for assessing the 
current state of the cluster and identifying opportunities for generating further linkages.  The 

research process was iterative rather than linear. For example, opportunities were tested 
against empirical evidence of industry trends and dynamics and strategies for developing 
midstream and downstream manufacturing capability  were tested with key industry 

players on both the demand and supply sides 

The scoping of opportunities centred on fabricated stainless steel products within the value 
chain. The Mpumalanga government and the cluster itself revised the initial product scope 
from steel (including carbon steel) to stainless steel.  The rationale for this shift was that the 
economics of carbon and stainless steel are very different and there are few potential 
linkages between the manufacturing processes of the two materials. Confining the research 
to stainless steel would therefore allow for a more focussed approach. The disadvanta ge of 
neglecting carbon steel is that the cost of materials is much lower and hence new entrants 
into the industry face lower risks in terms of both capital tied up in work in progress and the 
costs associated with defective end products. 

The central analy tical tool utilised in the research process was Porter’s diamond model, 
which identifies key elements of competitiveness, thus facilitating an evaluation of them in a 

particular industry or geographical location. It is widely used in industry-level research the 
world over because it is a pragmatic conceptual tool for evaluating the potential for cluster 
development and facilitates the identification of deliberate actions to remove obstacles to 

cluster development. Additionally, a cluster mapping technique, which locates the economic 
and core process activities of the cluster in a conceptual model was used. 

3.3. THE CONTEXT: TRENDS IN THE STAINLES S STEEL INDUSTRY 

The analysis of trends in the stainless steel industry sets the context within which the 
Middleburg/ Witbank stainless steel cluster will operate. This is because it provides an 
indication of the competitiveness of the industry and the size and growth prospects of 
markets. This, in turn, determines the extent to which existing firms can expand and new 
firms can enter the industry.  cluster can develop. 

The Role of Stainless Steel in the Industrial Value Chain 

Within the broader metals industry, stainless steel is a generic term for a group of corrosion 
resistant metals containing varying additions of nickel, molybdenum, titanium, niobium and 
other elements. It is primarily the corrosion resistance of stainless steel that makes fabricated 

products popular for use in general and process engineering, coal and ore wagons, long 
products, phone booths, architecture, construction and building, pressure vessels, wine 
tanks, automotive products foundry products, coinage and catering.  
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There are currently two major categories of stainless steel: 

• Austenitic stainless steel, which represents in excess of 70% total global demand.  
The dominant Grade of Austenitic Stainless is grade 304, which in turn represents at 
least 80% of all Austenitic demand. Grade 316, which contains Molybdenum, 
represents about 15% of Austenitic demand. This grade of steel is used for industrial 
and process applications in food and beverages, chemicals and the manufacture of 
vessels.  

• Ferritic stainless steel represents over 20% of global demand. It is less expensive and 
utilized mainly where corrosion problems are not so severe. The main grades are 409 
and 430.  

 

Other types of Stainless Steel exist, for example the Martensitic and Low Nickel stainless 
steels, but demand for these is limited. 

South Africa’s stainless steel consumption patterns depart markedly from global trends in 
that a much higher proportion of Ferritic steel and much lower proportion of Austenitic 
stainless steel is utilized by fabricators.  

Austenitic stainless steel accounts for 64% of local steel demand, lower than average global 
demand. Columbus produces the following grades of austenitic stainless steel: 304. 304L 309, 
310, 316, 316L 316LXK, 316Ti and 321. In contrast, domestic demand for ferritic stainless steel 
is considerably higher than the global demand, accounting for 36% of total demand in 2002. 
This demand emanates from the use of Ferritic grades in the manufacture of automotive 
exhaust components, exhaust systems and catalytic converters.  Additional ferritic steel 
demand is generated by increased use of grade 3CR12 steel in construction applications as 
well as demand for this grade of steel for the manufacture of telephone booths, electrical 
enclosures, mining goods and structural sections including concrete reinforcing bar. 

The stainless steel value chain is depicted in Figure 7.  It illustrates the wide variety of 
products fabricated from stainless steel. In addition to the fabrication of consumer goods 
(such as cookware, sanitaryware and utensils), stainless steel is used in the manufacture of 

capital equipment in a variety of industries.  
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Figure 7: Stainless Steel Value Chain 

 
 
 
 
 

 
 
 
 

 
 
 

 

 

 

Of note is the fact that where midstream products are concerned, South Africa produces a 
much lower proportion of long products relative to international trends: while the global 
average is 22% of total midstream products, in South Africa it is a mere 9%. This is related to 
the fact that Columbus Stainless does not produce long products.  

The  properties determining the use of stainless steel in consumer products and capital 
equipment are : 

• Corrosion resistance   

• Non-tainting, non-contaminating, hygienic, cleanable, 

• Mechanical properties over wide temperature range, 

• Fabrication properties (forming and welding) 

• Aesthetic appeal (polishable to achieve a range of  finishes). 
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Hence from a technological perspective there are a wide range of industrial production 

processes and consumer goods that require the unique properties of stainless steel. This 
suggests that it will continue to occupy a prominent position in industrial production across 
a range of sectors. 

National Trends  

Although it is a small player in the global context, South Africa (accounting for 
approximately 1% of the production of primary stainless steel and 0.8% of global 
consumption of stainless steel) has significant capacity in stainless steel production 
throughout the value chain: upstream, midstream and downstream. Columbus Stainless is a 
monopoly producer of primary stainless steel while the midstream and upstream part of the 
value chain comprises a number of large, medium and small firms. 

In terms of geographical location, primary production is based in Middleburg, where 
Columbus Stainless is located. Midstream and downstream fabrication is concentrated in 

Gauteng (46%), the Western Cape (19%), the Eastern Cape (16%) and Kwazulu-Natal (11%). 
The  remaining 8% of  finished stainless steel fabricators are scattered across the country, 
including the firms that currently comprise the Middleburg/ Witbank cluster. 

Upstream Production 

Upstream production of stainless steel is dominated by Columbus, which accounted for 97% 
of  the 123 800 tons of stainless steel produced domestically in 2000. The remaining 3% are 

long products and foundry production. As alluded to earlier, domestic growth has 
outstripped global trends, averaging 7.5% per annum. 

The reposit ioning of South African industry within the global arena - which commenced in 

1994, and has been driven by tariff liberalization, preferential market access to the US, EU 
and SADC and government support for exporting industries - has had a profound impact on 
the stainless steel industry.  

As in the case of other industries, the stainless steel sector has effectively overcome a 
psychology of protectionism and isolation that characterised it during the 1980s and early 
1990s. This is evidenced by the dramatic increase in exports of primary production between 

1996 and 2000 as illustrated in Table 2. 
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Table 2: Local consumption and exports of primary stainless steel, 1996-2000 

 Volume ( Tons) % Change 

 1996 1997 1998 1999 2000 

Long Term 
Growth %  
1996-2000 

1999-2000 

Local Consumption 61 200 64 400 64 600 62 500 61 300 0 -2 

Exports  32 300 36 700 49 200 56 200 62 000 18 10 

TOTAL  93 500 101 100 113 800 118 700 123 300 7 4 

Source: SASSDA, Year 2000 Market and Prospects Reports 

Notes : Official statistics understate the volume of stainless steel exports, as stainless steel items and products are sometimes included under product codes 
not categorised as stainless steel exports . 
 

Exports increased by 91% between 1996 and 2000. While local consumption of stainless steel 
remained stable at over 60,000 tons per annum between 1996 and 2000, by 2001 the picture 
had changed with local consumption growing by 25% growth over 2000 volumes. 

Notwithstanding the significant growth in domestic consumption of finished products, 
industry experts have speculated that this growth has been tempered by poor exchange 
rates, particularly in the consumer goods area. Hence the strengthening of the exchange rate 

may see an even stronger increase in domestic demand.  

In terms of production ca pacity, in November 2002 Columbus announced that it is to invest 
in a new cold rolling mill at its Middleburg complex. The new mill will almost double its 

cold rolling capacity from 270 000 tons a year to 400 000 tons. Much of the increase in 
production capacity will be geared to export markets. 

As the dominant producer of stainless steel, within a monopolistic market structure, the 

strategic orientation of Columbus will have a profound impact on the mid- and downstream 
domestic industry. In November 2001, Acerinox – a Spanish stainless steel producer – 
acquired 64% of Columbus Stainless. Highveld Steel and Vanadium Corporation Ltd., 

Samancor Ltd., and the IDC, who had equal shareholding in the company, retained 12% of 
the shares each. 

The change in ownership, which effectively confers control of the company to Acerinox, is 

likely to result in a shift in the strategic orientation of Columbus. At present, approximately 
64% Columbus’s output is austenitic stainless, and 36% is ferritic stainless. This production 
strategy is geared to the needs of the domestic market but is not necessarily appropriate to 

achieve pre -eminence in global markets. 

There is speculation that Acerinox’s effective control will bring a strategic reorientation to 
Columbus, in line with its global strategy and in order to rationalize its output within the 

framework of the numerous plants it owns around the world. This would result in a 
rationalization of the stainless steel grades it currently produces. There is currently a great 
deal of uncertainty as to which way Acerinox will choose to consolidate, but as South Africa 

is nickel poor and is developing a competitive edge in the export of automotive components, 
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it may focus on Ferritic stainless steels. This would impact on the supply and pricing of 

austenitic stainless steels.  

Pricing 

The issue of pricing looms large in the South African stainless steel industry. Stainless steel 

fabricators claim that Columbus applies import parity pricing in the domestic market – i.e. 
the same price of impo rted steel including transport costs. Moreover, the “delivered price” is 
the same anywhere in South Africa – i.e. whether a firm is based in Middleburg or Cape 

Town it pays the same per ton of steel when it is delivered at the factory.  

These pricing strategies are the subject of much dissatisfaction within the industry. 
However, when the pricing issue is examined, the proposed negative impact of import 

parity pricing seems exaggerated.  In relation to the Middleburg/ Witbank cluster they 
require a rigorous interrogation in order to understand their impact on the development of 
the cluster.   

 

The domestic price of stainless steel is determined by: 

• The price of nickel (quoted in US dollars per ton by the London Metal Exchange);  

• The Samancor contract price f or chromium quoted in US dollars per pound; 

• Tthe international contract prices for molybdenum quoted in US dollars per pound; 

• The Rand/ US dollar exchange rate; and 

• The commodity cycle – i.e. an inverse relationship between supply and price.  
 

Due to the volatility of these factors since 1997 – when it is alleged that import parity pricing 

was introduced - it is extremely difficult to compare Rand prices to import parity prices 
(inclusive of transport costs) over time in order to assess whether or not the former are 
applied in the domestic market.  

There is, however, evidence to suggest that import parity pricing has not always applied 
across the board. When Acerinox acquired a controlling stake in Columbus Stainless it 
increased the price of stainless steel sold to tank container, catalytic converter and pipe and 
tube fabricators by approximately 20%. These fabricators did not replace stainless steel 
sourced from Columbus with imports, suggesting that prices were historically below import 
parity. Moreover, downstream fabricators are expanding production and exports (this is 
expanded on later in the report), suggesting that they are becoming internationally 
competitive. This would not be the case if the price of stainless steel inputs were 
uncompetitive relative to international prices. 

The fact that Columbus Stainless is a monopoly means that the price of stainless steel is a 
given. The only way to drive prices down is to make the industry structure more 
competitive through the entry of additional producers. Given the economies of scale 
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required for efficient production and the limited domestic market this is unlikely to happen. 

If import parity pricing is indeed applied, however, when Columbus rationalizes the grades 
it produces, stainless steel fabricators can import the grades it no longer produces at the 
same price, with little disruption to production. 

As regards “delivered prices”, this pricing strategy is currently practiced by most global 
commodity  producers based in South Africa. It is widely viewed as an aggressive profit-
taking strategy that allows them to ensure that they are protected against imports at the 
coast. This protection is paid for by the fabricators inland, who would otherwise be getting 
the benefit of closer proximity to the supplier.  Internationally, such a pricing strategy is only 
practiced when there is an effective monopoly situation. The fact that Columbus is the only 
domestic producer of stainless steel, compounded by the vast geographical distance of 
alternative suppliers, makes it possible for the company to use this pricing technique. The 
impact of this practice on the Middleburg/ Witbank cluster and ways in which it may be 
redressed will be taken up later in the report.  

Downstream Production 

South Africa has significant capacity in stainless steel fabrication. Figure 8 illustrates that 

relative to the size of the economy, stainless steel consumption accounts for a high 
proportion of global consumption in a number of sectors, averaging 0.8%. The 
transportation, automotive, metal goods and industrial and electric equipment sectors 

consume a large amount of stainless steel. 

In the last decade, South Africa has more than doubled its stainless steel consumption per 
capita to approximately 2.8 kg per capita in 2000.  This is more or less in line with the 

average per capita stainless steel consumption of the total western world, but it is far below 
that of the highly industrialised countries such as Japan, Germany and the USA with a 
stainless steel consumption averaging around 10 kg per capita ( SASSDA–-Year 2000 Market 

and Prospects Report). 

Long term domestic growth within the industry has historically been strong: total demand 
grew by a compounded annual rate of 12% over the 1993 – 1999 period. This buoyant 

growth has been driven mostly by the consumption of primary stainless steel for midstream 
and downstream manufacturing. Consequently, the demand for fabricated products has 
increased dramatically – almost doubling from 1993 levels. 
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 Figure 8: SA Stainless steel consumption as % of global consumption 

 

Downstream stainless steel demand can be disaggregated into 14 main product categories, 
which are illustrated in table 3.  The data includes local consumption and exports and 
provides  a good indication of product flows over the period 1996 – 2000.   
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Table 3: Stainless Steel Demand by Product Category (1996 – 2000) 

PRODUCT CATEGORY VOLUME (TONS) LONG TERM 
% 

 1996 1997 1998 1999 2000 

 
% OF 

TOTAL 
in 2000 

GROWTH 
1996-2000 

Automotive Products 15 000 19 000 25 800 31 000 31 700 26 21 

Tube & Pipe  8 900 9 400 12 500 12 200 15 800 13 15 

Flanges & Fittings 3 100 3 900 4 200 4 200 2 350 2 -7 

Tank Containers 15 300 16 300 18 900 17 900 18 400 15 5 

Vessels & Process Flow 
Equipment 

14 100  14 700 15 500 14 900 14 450 12 1 

Transport Equipment 1 300 1 000 1 000 3 100 2 700 2 20 

Structural Products 2 300 2 500 2 600 2 400 4 950 4 21 

Fabricated Products 12 100 13 000 13 800 13 800 17 350 14 9 

Sanitary Ware 2 800 3 000 3 100 3 000 2 900 2 1 

Catering Equipment 3 700 3 900 4 100 4 300 2 400 2 -10 

Hollowware  4 800 4 400 3 100 3 300 3 700 3 -6 

Cutlery 1 600 1 500 1 300 1 100 1 500 1 -2 

Foundry Equipment 2 600 2 400 1 600 1 200 1 600 1 -11 

Other 5 900 6 100 6 300 6 300 3 500 3 -12 

TOTAL 93 500 101 100 113 800 118 700 123 300 100 7 

Source: SASSDA, Year 2001 Market and Prospects Report, by LHA Consultants 

Notes:   ‘other’ includes fasteners washing machine parts, instrumentation/control equipment and various other small applications.   

 

The data illustrates that automotive products have been a significant driver of demand since 
the late 1990’s, followed by tube and pipe, tank containers, fabricated products and vessels 
and process flow equipment. Between them these five product categories comprised 80% of 

the market in 2000.  Growth in demand has also been significant in these product categories 
and is largely export based. 

Catering, hollowware, cutlery and foundry products, as well as other small applications 

have experienced a weakening in demand. The decline in demand for catering equipment is 
particularly noteworthy in the context of an expansion of the tourism and hospitality sector. 
It suggests that imported products are displacing domestic manufacturers.  

Between 2000 and 2001, domestic consumption of stainless steel increased spectacularly by  
25%, driven by the growth in the domestic consumption of finished products. Table 4 
illustrates the sectors from which the increased demand – 16 700 tons in aggregate – 

emanated.  
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Table 4: Drivers of Increased Domestic Consumption, 2001   

Sector Increase in Consumption (tons) 

General Engineering +  3 900 

Imports +  3 800 

Coal Wagons +  3 600 

Long Products  +  2 000 

Phone Booths +  1 400 

Architecture, Building & Construction    +  900 

Pressure Vessels    +  700 

Wine Tanks    +  600 

Foundry Products    + 400 

Coinage    +  500 

Catering -  1 100 

Total + 16 700 

Source: SASSDA, Year 2001 Market and Prospects Report.  

Notably, only 3800 tons of the increased demand was imported, accounting for 23% of the 

total increase. General engineering, coal wagons, long products, and phone booths 
accounted for the bulk of the increase in domestic demand for stainless steel between 2000 
and 2001. 

In terms of end-use markets, table 5 illustrates that in 2000, 50% of primary stainless steel 
production was absorbed by the domestic manufacturing sector. General manufacturing  
accounted for the largest proportion of domestic consumption, followed by food and 

beverage manufacturing, petrochemical manufacturing, chemical manufacturing, consumer 
goods and architecture, building and construction. 
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Table 5: Stainless Steel Demand by End-Use Market – 2000 

END-USE MARKETS Volume % of 
 (tons) Total 

Petrochemical Manufacturing 5 600 5 

Chemical Manufacturing (including mining 
beneficiation) 

5 600 5 

Pulp & Paper Manufacturing 4 100 3 

Sugar Manufacturing 500 0.5 

Food & Beverage Manufacturing 7 700 6 

Automotive Manufacturing 2 300 2 

General Manufacturing 8 200 7 

Mining 3 000 2 

General Engineering 3 200 2 

Transportation 2 700 2 

Catering 2 400 2 

Consumer 6 700 5 

Architecture/building/Construction (ABC) 5 500 5 

Utilities 300 0.5 

Other 3 500 3 

Export (see table 6, below) 62 000 50 

TOTAL 123 300 100 

Source: SASSDA, Year 2001 Market and Prospects Report 

Exports  

Finished product exports are dominated by automotive products, tank containers and tubes, 
pipes and associated fittings, as illustrated in table 6.  Automotive products comprise the 
bulk of exports, a trend driven by the Motor Industry Development Programme.  In value 

automotive exports account for around R3,6 billion in foreign exchange earnings (2000 
values), whilst tank containers brought in around R600 million and tube and pipe and 
associated fittings brought in around R250 million.   
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Table 6: Finished Product Exports 

PRODUCT  VOLUME (TONS) Long Term  % Change 

 1996 1997 1998 1999 2000 Growth % 
96/00 

99/00 

Automotive Products 13 400 17 200 23 500 28 500 29 000 21 2 

Tank Containers  15 300 16 300 18 900 17 900 18 400 5 3 

Tube/Pipes/Fittings 1 800 1 600 3 500 6 000 10 400 55 73 

Other Products 1 800 1 600 3 300 3 800 4 200 24 11 

TOTALS 32 300 36 700 49 200 56 200 62 000 18 10 

Source: SASSDA, Year 2000 Market and Prospects Report, by LHA Consultants 

 

Future export trends are an important determinant of the size and product focus of the 
domestic industry. Tube and pipe is currently the only midstream product exported. South 
Africa is a very small global player, with one local producer. Other local producers make 

supply fabricators of catalytic converters and exhaust tube in the domestic market.  

The tank container export sector has probably reached global growth limits, as South Africa 
now supplies around 60% of global demand.  Further growth is now likely to be driven by 

global growth, rather than increased market share.  Historically, the success of this sub-
sector was driven by two factors: support from Columbus in terms of input prices and as a 
means of legally circumventing exchange controls. 

The latter is related to a loophole in the law which allowed South Africans to purchase tank 
containers, hand them over to a leasing company to lease out on their behalf abroad and 
retain the earnings offshore. The relaxation of exchange controls together with a trend 

towards buying rather than leasing tank containers means that global demand is declining. 
This trend is reinforced by the fact that the logistics management practices of the global 
chemical industry are shifting.  

As regards Columbus’s support for this sub-sector, it took the form of the development of 
products with specific surface finish characteristics, which were demanded by the Tank 
Container manufacturer’s international clients. Stainless Steel Tank Containers for food and 

chemical products are required to have an internal surface that lends itself to repeated and 
effective chemical cleaning regimes.  This entails manufacturing the containers with internal 
surfaces that are smoother than the surface of commercially available, hot-rolled Stainless 

Steel.  Some overseas Stainless Steel mills have the capacity to produce this surface finish in 
Stainless Steel plate by cold rolling plate up to 2 metres wide to impart a smooth surface to 
the material. They supplied this material to South African Tank Container manufacturers.  

In order to compete with imported materials, Columbus Stainless initiated a focussed 
development programme to meet the demand of this sector.  After experimentation and 
product trials, Columbus were able to offer the local container manufacturers Stainless Steel 
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plate, cold rolled in widths of up to 1.5 metres, with a surface finish which was acceptable to 

the industry’s clients.  

Columbus Stainless backed this production strategy with an international marketing and 
promotion campaign, which reversed previous perceptions of container owners and users 
and positioned their products as the material of choice for this application. Ultimately, this 
programme ensured that local container manufacturers enjoyed competitive prices and a 
material supply situation free from the influence of exchange rates and shipping costs.  

The spectacular growth in exports of automotive components has been concentrated in 
catalytic converters, which has been driven by the government’s Motor Industry 
Development Programme (MIDP). The MIDP is a concrete example of the successful 

application of industrial policy to re -position an uncompetitive industry in the face of 
declining tariff protection. It was initiated in recognition of the problems besetting the 
domestic automotive industry in a context of trade liberalization: its high-cost structure and 

low volume production that resulted from the various local content programmes that had 
protected it for over three decades. Its objective was to entrench the outward orientation of 
the automotive industry, thereby restructuring it to achieve global competitiveness, whilst at 

the same time maintaining its employment and output contribution to the South African 
economy. .  

The key policy instrument of the MIDP is the encouragement of higher volumes of exports 
by allowing exporting firms to earn rebates that can be used to offset automotive import 
duties whilst exposing the industry to greater global competition through tariff reductions. 
Import Rebate Credit Certificates (IRCC’s) are issued to exporters of qualifying built-up 
vehicles and automotive components based on the value of the exports less the foreign 
content of those particular exports. In essence, the programme rewards firms that export by 
enabling them to reduce their input costs through duty drawbacks on imported components.  

Government (i.e. the Department of Trade and Indus try) has decided to extend the MIDP 
beyond the initial termination date of 2007 to 2012 because it has proven to be an extremely 
successful form of government intervention. This means that rebates on exports will 

continue to be offset against imported inputs. Customs duties will remain in place, but will 
continue to be gradually phased down. This provides a platform for growth in the export of 
catalytic converters. 

Imports 

As regards imports of finished stainless steel products, they comprise a small proportion of 
aggregate local consumption. Moreover, they are mainly items that are related to specialised 

capital projects or applications, where limited local demand makes it economically unviable 
to produce them domestically.  Table 7 summarises the product categories in which imports 
are concentrated. A success story in combating increased imports is the tank container 

industry, where Columbus steel was able to reduce import requirements to 10% through 
adjustments to production methods. 
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Table 7: Imported Finished Stainless Steel Products (tons), 2001 and 2002 

Product 2001 Estimated 2002 

Seamless tubes 1397 1464 

Other hollow profiles 1086 1104 

Tube/ pipe fittings   814   708 

Cloth, grill, fencing etc.   154   180 

Holloware and cutlery 1895 1620 

Sinks and washbasins    209   138 

Total 5555 5214 
 

Of note is the high proportion of stainless steel cutlery and hollowware that is currently 
imported, which accounted for 31% of imports (in volume terms) in 2002. It suggests that 
there may be an opportunity for im port replacement which is explored in more detail in the 
discussion of opportunities for the Middleburg/ Witbank cluster.  

In summary, South Africa’s stainless steel industry has successfully positioned itself within 
the global economy in all parts of the value chain. It has expanded dramatically since 1994 
and has not been negatively affected by import penetration, except in a few niche products 

such as cutlery and hollowware. Exports have been buoyant and are likely to continue on 
their upward growth path.   

The global and national trends analysed here present a favourable context for the 
development of a cluster in Middleburg/ Witbank. The expansion in national and global 
demand for finished stainless steel products suggests that there is room for new entra nts 
within the supply-chain. The industry is, however, highly competitive. This suggests that 
entry may not be easy. 

3.4 THE MIDDLEBURG/ WITBANK STAINLESS STEEL CLUSTER 

The core of the Mpumalanga Stainless Steel Cluster is concentrated around Middleburg 

where a number of firms focus largely on stainless steel products while additional firms - 
often general engineering operations - use stainless steel in their products, or occasionally 
manufacture stainless steel products.  Products include enclosures, hollowware, dairy 

products, roofing products, and other light manufactured goods.  

Until recently the cluster activities have focussed on the establishment of a stainless steel 
manufacturing incubator: the Mpumalanga Stainless Initiative.  The MSI incubator provides 
training and support to small manufacturers of stainless steel products, the majority of 
whom are historically disadvantaged South Africans.  It has some of the most advanced 
equipment in the cluster, which it makes available on a commercial basis to other small firms 
in the cluster when available. Production capabilities include: welding, cutting, CNC 
capabilities, bending, casting, pickling and passivating. However, not all the facilities at the 
incubator are optimally utilised and it has yet to fulfil its true potential. 
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While the current capacity in stainless steel production in Middleburg and Witbank 

represents the basis on which to build a cluster, in its current form it does not conform to the 
definition of a cluster, as there is limited cooperation among firms. Hence the analysis of 
cluster strengths and weaknesses focuses on potential strengths and weaknesses, rather than 

providing an assessment of the status quo. 

Each cluster has its own form of inter-firm linkages, depending on activity, level of 
development, entrepreneurial traditions, links with government, depth of institutional 
support, and external competitive challenge.  An understanding of these dynamics 
underpins the development of a strategy for deliberate action to realize the full benefits of 
externalities and cooperation. Figure 9 provides an overview of the cluster’s production 
processes in the form of a cluster map. The poor response to the firm survey (alluded to 
earlier) ruled out the creation of an empirical cluster map. For this reason a conceptual, 
rather than empirical map is presented. 

The fact that Columbus Stainless is located in Middleburg, should provide a strong 
economic rationale for a stainless steel cluster to develop there because proximity to inputs 
should make the m cheaper. As argued in the analysis of national trends, charging the same 

delivered price irrespective of location, nationwide, negates this potential benefit. Hence, 
fabricators located near Columbus derive no advantage from doing so. 

Stainless steel production capacity in the Middleburg/ Witbank area is fragmented and 
diverse. Hence it is currently classified as an emerging cluster. This implies that there is 
potential for a strong cluster to develop under current circumstances. This emerging cluster 
is subject to the same competitive conditions that characterise the national industry. The key 
differentiating factors are related to its location. The preliminary assessment of the cluster’s 
competitiveness is based on factor conditions, demand conditions, related and supporting 
industries and firm structure, strategy and rivalry. An additional factor is the role of 
government in shaping the institutional environment within which the cluster operates and 
the provision of financial and non-financial support. 

As the objective is to develop a cluster, rather than to describe the competitive status of a 

well-established cluster, the analysis of competitiveness summarised in the cluster diamond 
focuses on both existing and potential factors that drive competitiveness. In this regard, it 
should be noted that relative to the stainless steel clusters in Gauteng, Cape Town and Port 

Elizabeth, it is extremely small and undeveloped.  
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Figure 9: A Conceptual Stainless Steel Cluster Map 
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Porter’s cluster diamond model, illustrated in figure 10, guided the analysis of 
competitiveness of the stainless steel cluster. 

 

Figure 10: Porter’s Cluster Diamond  

 

 
 
 

In terms of factor conditions, the cluster faces the same input prices as other stainless steel 
manufacturers, but is disadvantaged by a shortage of skilled artisans and technicians, which 
is exacerbated by its remote location and the unattractiveness of the built environment. This 
is not offset by lower input prices because of its proximity to Columbus Stainless. 

Related and supporting services are generally weak: transport is uncompetitive (although 
the cluster’s location on the Maputo corridor is a competitive advantage), there is very little 

R&D and no institutional support for it and training facilities are limited and unresponsive 
to the needs of the cluster. An area of strength is the fact that the only steel incubator in the 
country is located in Middleburg. 

Demand conditions are disaggregated into doorstep demand (emanating from SASOL, 
ESKOM and mines located in the cluster’s vicinity), national demand (emanating from 
domestic stainless steel fabricators, particularly those located in Gauteng) and international 
demand (particularly from Mozambique and other African countries). Demand is buoyant in 
all three areas, but the cluster requires ingenuity and investment to access them by breaking 
into well-established supply chains. 

Firm structure, strategy and rivalry is difficult to assess in relation to the cluster as it is 
undeveloped. The assumption must be made that as existing firms support the cluster 
initiative they will be prepared to cooperate with each other in order to develop it. In terms 

of the global and national industry, however, it is highly competitive and well-established 
supplier-purchaser relationships are in place.  
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Government has played a moderate to strong role in this industry. The global repositioning 
of the industry was largely driven by exposure to international competition and 
government’s support in penetrating export markets. The fact that a more equitable 
geographic spread of economic activity and black economic empowerment are policy 
priorities, suggests that national government will be supportive of this initiative. As regards 
the latter, the obligations of SASOL to procure from firms in terms of the Liquid Fuels 
Charter (which was implemented by the Department of Minerals and Energy) is a key lever 
for the cluster to supply SASOL. 

Each of the elements of competitiveness contained in the cluster diamond is elaborated upon 

below. 

Factor conditions  

The key factor conditions that affect the competitiveness of the cluster are input costs 
(labour, raw materials and electricity), land and buildings and capital. Two factor conditions 
in Middleburg/ Witbank are favourable: land and buildings and electricity. As is the case the 
world over, land and buildings are cheap in the Middleburg/ Witbank area because it is 
relatively remote from the major industrial areas in South Africa. As regards electricity, 
industry throughout the country benefits from the fact that ESKOM is one of the world’s 
cheapest producers of industrial electricity. Even with the mark up added by the local 
authorities, the cost of electricity in Middleburg/ Witbank is highly competitive  

There is no advantage from the cluster’s remote location where labour costs are concerned 
because wages are determined by the Metals Bargaining Council and apply nationally.  The 

national statistics seem to show that wages are not a competitive disadvantage, but rather 
that they have fluctuated to the extent that they have not necessarily changed that much in 
real terms. Labour productivity has also fluctuated dramatically over the 1970 – 2001 period. 

Skill development at all levels, including management, is a prerequisite for the development 
of a sustainable cluster. There is a shortage of skilled labour in Middleburg and Witbank, 
particularly of artisans and technicians. Unless this issue is redressed, it will constrain the 

expansion of the cluster. This issue is discussed in more detail later in the report. 

The poor quality of the natural environment and shortage of recreational facilities around 
the heart of the cluster in Middleburg makes it an unattractive location for skilled labour.  
Moreover, the region is subject to extreme levels of air pollution during the winter months 
when atmospheric inversion conditions trap pollutants in a narrow band above the surface. 

As regards capital productivity, fig ure 11 demonstrates that it has been extremely volatile 

over the 1970 – 2001 period. This volatility is probably linked to capacity utilisation and 
fluctuations in the output of particular firms. 

The cost of capital is high as a consequence of high interest rates in South Africa – although 
they have declined from the extremely high levels of 1998 - in relation to global competitors, 
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as illustrated in figure 11.  Many stainless steel fabricators in Middleburg and Witbank have 

extremely old equipment. This is  inimical to the development of a vibrant and competitive 
cluster. 

The price of stainless steel is a critical factor condition for this cluster. The issues 
surrounding import parity pricing and “delivered prices” have been discussed in great 
detail in the analysis of national trends. However, iIt is essentially a variable that is not easily 
influenced, as it is determined by the monopoly position of Coloumbus Stainless, over which 
the cluster has no control. Efforts to remove the implicit subsidy on transport costs for 
fabricators located outside of Middleburg and Witbank will require negotiation with 
Columbus Steel and its two distributors.  A possible approach is to request a reduction in 
delivered price as an element of corporate social responsibility, on the grounds that the 
objective of the cluster is to generate economic development and employment opportunities 
in the locality of Columbus Steel. 

 

Figure 11: South Africa’s Interest Rates, 1998 – 2002 

 

In this regard, the key issue is that Columbus Stainless has two authorised distributors who 
supply primary stainless steel to small steel fabricators, as the minimum volume required for 
Columbus Steel to directly sell to a client is 75 tons. The distributors therefore have a captive 

market, and the fabricators claim that they charge a hefty mark up. If the cluster was able to 
enter into an agreement with Columbus Stainless to source inputs directly, the absence of the 
mark-up would provide a competitive advantage. Outside of corporate social responsibility 

C o s t  o f  C a p i t a l :  D a i l y  R a t e s :  1 9 9 8 - 2 0 0 2
S o u r c e :  S o u t h  A f r i c a n  R e s e r v e  B a n k

5 . 0 0

1 0 . 0 0

1 5 . 0 0

2 0 . 0 0

2 5 . 0 0

19
98

/0
3/

09

19
98

/0
6/

09

19
98

/0
9/

09

19
98

/1
2/

09

19
99

/0
3/

09

19
99

/0
6/

09

19
99

/0
9/

09

19
99

/1
2/

09

20
00

/0
3/

09

20
00

/0
6/

09

20
00

/0
9/

09

20
00

/1
2/

09

20
01

/0
3/

09

20
01

/0
6/

09

20
01

/0
9/

09

20
01

/1
2/

09

20
02

/0
3/

09

20
02

/0
6/

09

20
02

/0
9/

09

D a y ,  M o n t h ,  Y e a r

V
al

u
e 

(P
er

ce
n

t)

R e p u r c h a s e  r a t e

P r i m e  r a t e



58 

 
Human Sciences Research Council, with Blueprint Strategy & Policy    
March 2003 

commitments in relation to economic development, Columbus has little incentive to enter 

into such an arrangement as the transaction costs would be high and firms that source inputs 
from the two distributors are likely to protest.  

While the “delivered price” practice of Columbus Steel removes an important dimension of 
locational advantage and hence of competitiveness from the cluster, two points are worth 
noting. First, the stainless steel fabricators currently located in Middleburg and Witbank 
decided to locate there because of proximity to their customers and not because of proximity 
to Columbus Steel.  Indeed, the identification of immediate opportunities for the expansion 
of the cluster are related to the “doorstep demand” for stainless steel products emanating 
from the mines, ESKOM and SASOL. Second, a large number of the opportunities identified 
by the research centre on the fabrication of components to supply first-tier component 
manufacturers. Many of the stainless steel inputs are not sourced from Columbus Steel. This 
is quite an interesting result, as it flies in the face of the assumption that development 
practitioners should focus on downstream production when there is such a resource nearby: 
should a steel cluster be promoted in the area, it would be justified by demand and other 
conditions, and not by the proximity of Columbus. 

In aggregate, factor conditions in Middleburg and Witbank are moderate. In terms of active 
interventions to improve the competitiveness of the cluster, human resource development 
and the price of stainless steel emerge as the priorities. 

Demand Conditions 

The demand conditions facing the cluster are a critical determinant of both its ability to 
expand and the product focus it should adopt. The analysis of trends in the international and 
national stainless steel industries illustrated that demand conditions are extremely 
favourable as evidenced by a substantial expansion of manufactured stainless steel products.   

The approach to assessing demand conditions for the cluster was to disaggregate it into 

three distinct  areas: demand on the “doorstep” (emanating from firms located in 
Mpumalanga including SASOL, ESKOM and the mines), national demand (emanating from 
localities outside Mpumalanga) and international demand (particularly demand emanating 

from the African market). The analysis of demand conditions is limited to its identification, 
as it is elaborated upon in relation to concrete opportunities later in the report.  

Demand on the Doorstep 

The most significant demand on the do orstep of the cluster emanates from the 
recapitalization and expansion of SASOL’s plant, dubbed Project Turbo. SASSDA estimates 
that the recapitalisation of SASOL will result in spend of approximately R3.6 billion in 

stainless and carbon steel over the course of the next 3 years. Of this they conservatively 
estimate that 10% (R360 million) will be spent on stainless steel components (flanges, 
nozzles, nameplates etc) and carbon steel components (pipe supports; davets; walkways etc).  
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This opens an opportunity for the Middleburg cluster to undertake the manufacture of 

components for first tier SASOL suppliers who would seek to focus on the fabrication of 
higher value-added finished goods and thus would want to outsource component 
manufacture to accredited second tier providers. This approach is explained by the fact that 

the cluster is only starting to develop and is unlikely to have the capacity to compete with 
first-tier fabricators in the manufacture of capital equipment.  

An important lever for the cluster to access this opportunity is SASOL’s obligation to 
procure 25% of its negotiable spend from BEE companies within the framework of the 
Liquid Fuels Charter. The Mpumlanga Steel Incubator is the only incubator in the country 
that is currently equipping black entrepreneurs to enter the stainless steel manufacturing 
industry, giving the cluster a competitive advantage. 

 

A further opportunity on the doorstep is that the mines around Middleburg and Witbank 
are starting to use 3Cr12, which is a low cost stainless steel (relatively rich in chrome) 
developed in South Africa.  The use of this material partially underpins the expansion of the 
production of Ferritic stainless steel, as outlined in the discussion of national trends. This 
material is substituting carbon steel across a range of applications especially where there are 
high levels of corrosion or abrasion.  The products being substituted are bins, chutes, 
hoppers, conveyor belt systems and cable racking.  While 3Cr12 costs approximately three to 
four times the price of carbon steel and around 2.5 the price of galvanized steel, the 
advantages outweigh the costs unless the mines have a very short life.  

The substitution of carbon steel in mining operations is still at a relatively early stage. 

Columbus is currently marketing the product by visiting mines and introducing them to the 
benefits of 3Cr12.    Table 8 illustrates that sales of 3Cr12 have more than doubled between 
1994 and 2001 and this is the tip of the proverbial iceberg: potential in this area is enormous.  

Table 8 : 3Cr12 Sales, 1994-2001 

Year 1994 1995 1996 1997 1998 1999 2000 2001 

Tons 20 685 21 789 25 963 28 494 22 297 27 677 42 115 42 081 
 

While much of the fabrication of 3Cr12 finished products is done by the mines themselves, 
there are also a large number of fabricators who work on a jobbing basis for mines.  Such 
fabricators are mainly based in Gauteng from where they can supply mines in the North 
West, Mpumalanga and Free State provinces. The cluster is well positioned to supply 3Cr12 
mining equipment to the mines in its vicinity if it is able to forge relationships with them 
and provide a quicker and more effective response in terms of after sales service and 
maintenance. 

There is also potential for products that are primarily targeted at local demand, such as 
housing.  There is currently production in Middleburg of 3Cr12 roofing to replace 
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galvanized carbon steel.  Buildersmarket manufactures this product. The firm is investing in 

expanded capacity at present. Opportunities for entry of additional firms in this product 
category should be investigated by the cluster.  

National Demand 

The analysis of national trends in the stainless steel industry demonstrated that beyond the 
cluster’s doorstep there is buoyant demand within the domestic market for stainless steel 
products. The critical issue is to identify opportunities that fit with the cluster’s expertise, 

where entry is facilitated by low risk.  

Finished products destined for domestic consumption are concentrated in the following end-
use sectors: general manufacturing (14%), food and beverage manufacturing (12%), 

petrochemical manufacturing (10%), chemical manufacturing (10%), consumer goods (10%), 
architecture, building and construction (10%) and paper and pulp manufacturing (6%). 

In terms of specific product categories, manufacturing output recorded in 2000 was 

concentrated in automotive products (26%), tank containers (15%), fabricated products 
(14%), tube and pipe (13%) and vessels and process flow equipment (12%). These five 
product categories account for 80% of stainless steel manufacturing output in South Africa. 

Within the national spread of demand for stainless steel products, the sector- and product-
specific opportunities are huge. In order to identify areas of demand that resonate wi th the 
capabilities of a nascent cluster, the project team utilised the criteria outlined earlier in the 

report to identify niches, where the cluster could enter the market relatively easily. The two 
types of products that were found to be most appropriate for the cluster to pursue are 
specialist component supply to first-tier fabricators in the petrochemicals mining, 

telecommunications and food and beverages end-use markets, and the manufacture of 
kitchen utensils. These areas of demand are elaborated upon in the discussion of project-
level opportunities. 

International Demand 

International demand is a critical element of a long-term development strategy for the 
cluster because the ability to penetrate international markets is closely correlated with 

competitiveness and the attainment of global best practice. Moreover, some of the 
opportunities the cluster may choose to pursue require a scale of production that cannot rely 
only on the domestic market as a source of demand. 

The analysis of national trends highlighted the fact that, in 2000, 50% of finished stainless 
steel products were exported. Exports are concentrated in three product categories: 
automotive products (47%), tank containers (30%) and tubes, pipes and fittings (17%). 
Exports of tubes, pipes and fittings have demonstrated strong growth, averaging 55% per 
annum, as have automotive products, averaging 21% per annum.  

The most daunting decision facing a potential exporter is which markets to target. The 

identification of potential export markets for the Mpumalanga cluster is based on the ease of 
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entering particular countries and regions.  Evidence for this is found in existing trade 

patterns and trade agreements that provide preferential market access. 

Existing trade patterns in manufactured exports point strongly to the fact that Africa – and 
Member States of the Southern African Development Community (SADC) in particular – is a 
relatively easy market to penetrate.  Indeed, exports to Africa have grown by 480% over the 
1992 - 2001 period. Moreover, approximately 80% to 90% of manufactured exports are 
destined for SADC markets. SACU markets are included, Africa becomes the second largest 
export market after the EU. 

Although South Africa enjoys preferential access to the EU market in terms of the EU-SA 
Free Trade Agreement, trade patterns are such that South Africa imports manufactured 

goods from the EU and exports primary commodities to that market. This suggests that 
there is little competitive advantage for South African stainless steel manufacturers in that 
market. In contrast, almost 70% of South Africa’s trade with Africa comprised: machinery 

and equipment (16%), base metals and metal articles (10%), chemicals (12%), transport 
vehicles and equipment (9%), prepared foods (10%), plastics (7%) and pulp and paper (5%).  

Unfortunately, data on exports of metal products to African countries is not available at a 
level of disaggregation that permits a comprehensive analysis of fabricated stainless steel 
products. The available information on South Africa’s exports to Africa is aggregated at the 
level of “steel” and therefore includes carbon steel.  Industry experts estimate that stainless 
steel products account for a mere 3% of the volume of steel exports. 

 

Notwithstanding the problems with the data, it is worth noting that steel exports to Africa 
have grown steadily between 1999 and 2001. These trends are illustrated in figure 12, which 
summarises steel imports by source from South Africa’s top 10 exporter destinations in 
Africa. These are (in alphabetical or der): Angola, the DR-Congo, Kenya, Malawi, Mauritius, 
Mozambique, Nigeria, Tanzania, Zambia and Zimbabwe. With the exception of Nigeria and 
Kenya, all these countries are members of the Southern African Development Community 
(SADC). The SADC Free Trade Agreement (to which Angola nd the DR-Congo have not yet 
acceded) will provide South Africa with preferential access to these markets in a few years.  
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Figure 12: Imports of steel products by source: South Africa’s top 10 export markets in Africa  
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After the EU, South Africa is the largest supplier of steel products to these markets. 
Moreover, demand for steel has grown significantly in these markets between 1999 and 2001. 
A disaggregation of the data at the level of individual countries reveals that by 2001, South 
Africa was the largest single supplier of steel to Mauritius, Mozambique, Zambia and 
Zimbabwe. The cluster’s proximity to Mozambique makes it an attractive potential export 
market. 

The key sectors that are absorbing imports of steel products in Africa are mining, oil and gas, 
infrastructure development and telecommunications. The project turbo opportunity points 
to a focus for the cluster on the production components for the petrochemical industry. It is 

therefore worth pursuing export opportunities(in collaboration with first-tier fabricators) in 
Angola and Nigeria – the dominant oil producers in Africa. At present, South Africa lags 
behind the EU as a supplier of steel to Angola, although it has taken market share from EU 

producers during the 1999 – 2001 period. This suggests that there may be further 
opportunities to replace stainless steel  products hitherto sourced from Europe. 

In terms of preferential market access, South Africa enjoys a margin of preference - relative 
to Most Favoured Nation customs duties that apply to countries that are not part of 
preferential trade agreements - to the US market (within the framework of the Africa Growth 
and Opportunities Act), the EU market (in terms of the EU-SA Free Trade Agreement) and 
the Southern African Development Community (in terms of the SADC Free Trade 
Agreement). 

In contrast to the data on the quantity of stainless steel imports into particular markets, the 

analysis of preferential market access utilized the specific 8-digit tariff codes that relate to the 
stainless steel components the cluster intends to produce, as well as the capital equipment 
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that they form an input to. Table 9 provides a summary of the products for which 

preferential market access was analysed. 

A comprehensive analysis of the margin of preference South Africa enjoys into these markets 
- in the products identified as offering potential for cluster development - revealed that there 
is no margin of preference in the US market for stainless steel products, as there are no tariffs  
on the majority of these products. The EU -SA Free Trade Agreement provides a small 
margin of preference for the products in question, ranging from 1.7% to 3.2% below normal 
tariff rates. The tariff schedule for the EU is provided in Appendix C. 

Table9: Potential Cluster Exports 

Product Description HS Code 

Reservoirs, tanks, vats and similar containers 7309.00 

Containers for compressed or liquefied gas  7311.00 

Table, kitchen or other household articles 7323.93 

Machinery, plant or laboratory equipment, whether or not electrically heated 8419 

Dryers for agricultural products 8419.31 

Dryers for wood, paper, pulp, paper or paperboard 8419.32 

Other 8419.39 

Distilling or rectifying plant 8419.40 

Heat exchange units 8419.50 

For making hot drinks or for cooking or heating food 8419.81 

Other 8419.89 

Containers (including containers for the transport of liquid) specially  

designed and equipped for carriage by one or more modes of transport 86.19 

 

The SADC Free Trade Agreement (FTA) offers the highest margin of preference for the 
stainless steel products examined. It is important to note the FTA is asymmetrical – i.e. the 
pace of tariff reductions is determined by the level of development of the various member 
states. For this reason, South Africa starts to benefit from tariff reductions from around 2005.  

Tariff phase down schedules for Malawi, Mauritius, Mozambique, Tanzania and Zambia are 

provided in Appendix D 1. It summarises the margin of preference South Africa enjoys in 
those markets (in relation to MFN tariffs), for specific categories of stainless steel products at 
the 8-digit level of the Harmonised System classification.  With the exception of Zambia, 

tariffs phase down to 0% by 2008, providing a margin of preference (relative to non-SADC 
exporters) of between 5% and 40%. Of note is the fact that for the majority of products, tariffs 
in Mauritius were phased down to 0% by 2001. 

                                                 
1 Given the current state of the Zimbabwean economy, which is characterised by rapidly declining imports, its 
phase down schedule was not included in the analysis. 
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The significance of the preferential access South Africa enjoys to the markets of SADC 

member states is that it secures a captive market for the products examined. This is because 
these countries have no capacity to produce stainless steel products and suppliers that are 
not party to the FTA will have to pay the MFN tariffs. This translates into a price advantage 

ranging from 5% to 40% over other suppliers and suggests that South Africa is in a strong 
position to win market share from the EU, which is the dominant supplier of stainless steel 
products to most of these countries. 

In sum, demand on the doorstep, national demand and international demand (particularly 
in the African market) are all buoyant. Notwithstanding the difficulties associated with 
breaking into established supply chains, this provides an important platform for the 
development of the cluster. 

 Related and Supporting Industries 

The competitiveness of clusters is strongly influenced by the existence and nature of related 

and supporting industries. Indeed, an important element of agglomeration economies are 
urbanisation economies, which accrue from being located in close proximity to firms in other 
industries. These inter-industry benefits include easier access to complementary services 

such as packaging and marketing, the availability of a large labour pool with multiple 
specialisation, inter-industry information transfers, and the availability of less costly general 
infrastructure such as telecommunications and transport hubs. 

Indeed, it is the development of such related and supporting services that generates the 
multipliers and employment linkages that characterise a successful cluster. Such inter-
industry linkages are currently decidedly weak in the Middleburg/ Witbank stainless steel 
cluster. For example, there is very little research and development activity within the cluster 
and no institutional support for the development of a shared labour pool. 

Logistics is an important supporting industry for the cluster because it impacts directly on 

the following cost elements: - 

• Input materials 

• Supplies and Services 

• Sales and Marketing 

• Client liaison and relationships 

• Data transmission 

• Maintenance. 

• Consumables 

• Labour 

• Training and development 
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• Outsourcing. 

• Product distribution and delivery. 
 

As regards logistics costs, the inefficiencies associated with rail transport in South Africa are 

well documented.  They are not identified as an obstacle to cluster development because the 
volume of output related to the opportunities identified by the research are not large enough 
to require rail transport. Moreover, Middleburg and Witbank are located on a major 

transport node – the Maputo corridor – and hence firms are able to utilise road freight 
services, which are slightly more expensive than rail ,but highly efficient.  

In relation to the opportunities for the cluster emanating from SASOL and mines around 
Secunda, the poor road link between Witbank / Middleburg and the Secunda area poses an 
obstacle to the cluster. The R618 could be developed for this purpose, but no plans are in 
place to achieve this at present. 

Naturally, logistics becomes an important issue for firms that are exporting. Most firms in 
the cluster highlighted inefficiencies at the port of Durban as a major obstacle to 
competitiveness, rather than inland transport. Initiatives to restructure Portnet, which 

currently owns and operates approximately 50% of South Africa’s port facilities including all 
the container terminals, are currently underway. This process will culminate in the transfer 
of all cargo-handling services to private operators. Government’s objective is to have a 

private operator in place at the Durban Container Terminal by the end of this year.  
Nevertheless, it may be that Maputo will again become an important port in the region – 
offering Witbank some locational competitive advantage. 

The institutional capacity to foster human resource development in the cluster is decidedly 
weak. Secondary education institutions in Mpumalanga have been performing poorly as 
evidenced by the second lowest matric pass rate in the country, averaging 49% of matric 
candidates between 1994 and 2000. Moreover, a mere 11% of those that passed matric in 2000 
attained university exemptions, compared to 28% in the Western Cape and 26% in Kwazulu-
Natal. In this regard, Mpumalanga is the worst performing province in the country.  

In terms of further education and training (FET), Mpumalanga has 9 technical colleges that 
account for 6% of the national aggregate. Four of these are located in the Highveld region 
(CN Mahlangu, Middleburg, Mpondozankomo and Witbank). These technical colleges 

appear not to be responsive to the demand for skills emanating from the cluster. Their 
proximity to it means, however, that the Mpumalanga government (which is responsible for 
overseeing them and allocating subsidies) is in a position to align their orientation with the 

needs of the cluster. 

There are no higher education institutions in the Mpumalanga province. There are, however, 
higher education programmes available through satellite campuses for students who wish 
the study in a distance learning mode. Most of the programmes available are in the field of 
engineering, the applied sciences and business/ commerce. While university graduates are 
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obviously sourced from elsewhere in South Africa, the absence of higher learning 

institutions impacts negatively on the cluster’s ability to pursue research and development 
activities. 

The analysis of factor conditions identified the paucity of skills in the cluster as an obstacle 
to its sustainable development. This applies across the board, from technical to managerial 
skills. A particular skill that is in short supply is welding. This suggests that there is scope 
for creating training institutions to supply a pool of appropriately skilled labour for the 
cluster. For example, the Institute of Welding could be persuaded to open a satellite branch 
in Middleburg, as could one of Gauteng-based business schools. 

These training institutions could be funded by the Metals, Engineering and Related Services 

Education and Training Authority (MERSETA). It is common cause that small, micro and 
medium enterprises have not benefite d from the levies they pay to sector education and 
training authorities. This is because they lack the capacity to submit workplace skills plans in 

order to access funding for training. If the firms that form part of the cluster were to submit 
such plans collectively – by, for example, appointing experts that specialise in this area – 
they would be able to collectively develop a pool of skilled labour that would enhance the 

locational advantage of the cluster and attract new entrants. 

In sum, notwithstanding the weakness of related and supporting industries, deliberate 
actions to develop such industries and institutions is a priority for public and private actors 
if the cluster is to succeed. For example, the creation of training institutions to improve the 
area’s skills base and recreational facilities to improve the quality of life will serve to secure a 
pool of skilled labour in the area. Moreover, the development of such industries and 
institutions provides an important opportunity for generating inter-industry linkages and 
employment multipliers. 

Total Quality Management systems are a crucial component of any Stainless Fabrication 

capability and the cluster has had limited access to assistance in this regard. The building of 
linkages with the national South African Stainless Steel Development Association (SASSDA) 
and its affiliate, South African Stainless Fabricators Association (SASSFA) will be  necessary 

for the cluster to improve its capabilities in this area, and ongoing engagement with regard 
to upgra ding TQM systems can be facilitated using this technology linkage. 

The Role of Government 

There is widespread consensus that government has played a decisive and proactive role in 
enhancing the competitiveness of industry in South Africa. During the post-1994 period the 
role of government in the industrial sector changed considerably from protectionism to 
fostering an outward orientation. The key challenge was to dismantle the protectionist tariff 
regime that had kept South Africa isolated from the global economy without bringing about 
deindustrialisation. The key objectives with respect to the manufacturing sector were to 
open up the economy, improve international competitiveness, improve access to economic 
opportunities and foster greater geographical equity. 
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To that end, the ANC -led government implemented a range of measures that marked a 

radical departure from previous industrial policy. Far-reaching trade liberalisation (in the 
context of broader macroeconomic reform and liberalisation) was associated with South 
Africa’s democratisation and re-integration into the global economy. In addition, supply-

side interventions – targeted at specific industries, spatial locations and exporting sectors – 
replaced demand-side interventions as the key instruments of industrial policy. They were 
utilised to meet the central challenge: to reverse the psychology of protectionism and 

isolation that permeated the manufacturing sector.  

The success of these policies is evident in the expansion of the manufacturing sector and the 
high growth of manufactured exports. Within this context, the stainless steel industry has 
performed exceptionally well as evidenced by the expansion of the industry and its 
successful penetration of export markets, highlighted in the analysis of national trends.  

Government views the Stainless Steel industry as a Strategic Industry. Key industry players 

are of the view that the degree of co-operation and liaison between government and the 
industry is impressive. 

In 1996, SASSDA introduced an active and aggressive industry development programme for 
the Stainless Steel sector.  This programme included the formation of the Stainless Steel Co-
operative Development Initiative (SSCDI), which is a combined initiative between National 
Government (represented by the DTI), Labour (represented by NUMSA), and the Stainless 
Steel Industry (represented by SASSDA). 

National government (through the DTI) provided support for this initiative at a number of 
levels, including:  

• Funding for the establishment of the SSCDI project team and its activities for three 
years. 

• Funding of the Stainless Steel sector export council 

• Funding for a number of development programmes including: - 

o Black Economic Empowerment  

o Global Market Research for 3CR12 products  

o Development of the wine ta nk manufacturing sector. 

o Funding through the FRIDGE programme of research into e-commerce 
potential and the global market for Stainless Steel blanks and pressings. 

o Development of the Tank Container manufacturing sector – 2 programmes. 

o Overseas visits and exhibitions for the tank container and wine tank 
manufacturing industries through the EMIA scheme. 

o Support for the automotive component manufacturing sector. 

o Support for technology transfer and the establishment of new enterprises. 
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Government support has not been solely financial.  Representatives of the DTI and TISA sit 
on a number of the Stainless Steel industry’s development committees and regularly 
contribute valuable input to the activities of these bodies.  In addition, the Minister of Trade 
and Industry has been a regular guest of the industry at a number of high profile functions 
and events. 

Current projects include an investigation into the feasibility of the establishment of a “White 

Goods Manufacturing Development Programme” similar to the MIDP.  If feasible and 
successful, this programme would encourage the manufacture in South Africa of a range of 
Stainless Steel components for the global white goods and consumer appliance sectors 

The supportive role played by national government in this industry suggests that it would 
utilise its resources and influence to support the development of a stainless steel cluster in 
Mpumalanga. Moreover, the DTI has a number of incentives – ranging from a skills 
development fund to support for R & D – that can be utilised by the cluster to attract new 
investment by reducing the risk associated with start-ups. As national government is 
unlikely to adopt a pro-active approach to the development of the cluster, it is critical that 
the role that national government is required to play is documented and communicated to 
the relevant officials. 

The fact that the industry is categorised as strategic, together with government’s 

commitment to improving the geographic spread of economic activity and black economic 
empowerment, pro vides a lever for the cluster to secure financial and non-financial support 
from government. The point of entry would be through the metals directorate of Trade and 

investment South Africa (TISA – an agency of DTI), and the geographic spread directorate, 
located in the DTI’s Enterprise and Industry Development Division (EIDD). 

SASSDA is well placed to harness government support for the cluster, as it supports the 
project and has an established relationship with the DTI and hence is able to navigate 
around the bureaucratic obstacles to securing support. 

The most far-reaching intervention made by national government that impacts on the cluster 

is the implementation of the Liquid Fuels Charter. Indeed, it is SASOL’s obligation to direct 
25% of its negotiable spend to BEE companies that provides immediate low-risk 
opportunities for the development of the cluster.  

The Mpumalanga government has demonstrated its commitment to the development of this 
cluster by commissioning this project. The local governments in Witbank and Middleburg 
are also supportive of the initiative. The critical issue is therefore to identify the role second 
and third tier government can play in the development of the cluster. This issue addressed at 
length later in the report. 
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Summary: Cluster Strengths, Weaknesses, Opportunities and Threats  

The overarching picture that emerges from the analysis of the individual components of 
Porter’s cluster diamond is of a small cluster, which utilises medium technology. The 
cluster’s primary competitive advantage lies in its proximity to large users of stainless steel 
components and finished products. Its most glaring weakness is the need to build skill and 
productivity in TQM  as well as technology and know-how links.   A further weakness lies in 
the as yet untapped capability of the emerging cluster  to collaborate for access to new 
markets. 

The internal strengths and weaknesses of the cluster and external threats and opportunities 
are summarised in Figure 13. 

Figure 13: SWOT analysis of the stainless steel cluster 

Strengths 

 
Doorstep Demand 

MSI Incubator 

Government Support 

Proximity to Mozambique  
 

Weaknesses 

 
Shortage of Skilled Labour 

Unattractive Built Environment 

Logistics 

Weak related and supporting industries 

Opportunities 

 
SASOL 

Mines 

First-tier fabricators  

Some African markets 
New steel product (3CR12) 

 

Threats 

 
BEE component manufacturers locate in Gauteng  

No established position within the value chain 

Limited expertise in collaboration 

 

3.4 THE OPPORTUNITIES 

As alluded to earlier, the scoping of opportunities was guided by the fact that the entry of 

new firms into the industry is pivotal to the development of  a stainless steel cluster in 
Mpumalanga.  Moreover, the development of small and medium enterprises is pivotal to the 
success of the cluster.  The obstacles confronting firms of this scale when they attempt to 

enter well-established industries should not be under-estimated.  Indeed, the DTI (2002:18) 
has acknowledged that “the survival rate of small businesses remains low by international 
standards, and we have failed to develop a vibrant critical mass of small entrepreneurs that 

are effectively integrated into the mainstream operations of all sectors.” 

In the context of a domestic economy that is becoming increasingly open to global 
compe tition as tariff barriers are lowered and a range of industry support mechanisms (for 
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example the regional industrial decentralisation policy and the general export incentive 

scheme) are dismantled because they are not compatible with the rules of the World Trade 
Organisation, the risks associated with the entry of small and medium enterprises into a 
highly competitive industry such as stainless steel fabrication are formidable.  It is therefore 

critical to identify opportunities that afford some measure of insulation from risk.  

An additional consideration is that the nascent Middleburg cluster currently has no industry 
sector or clear product focus. This limits the extent to which it is able to develop shared 
marketing channels or common manufacturing proce sses. If the cluster is to succeed, it is 
essential that its expansion takes place in the context of a product or industry focus. Hence 
the scoping of opportunities was guided by the identification of a specific industry or 
product focus. 

Serving a particular industrial sector requires a set of sector-specific skills, competencies and 
relationships that develop over time. The diffuse nature of the existing cluster and the risks 

associated with entering a fiercely competitive industry therefore circumscribed the range of 
viable opportunities. For example, the analysis of national trends in finished stainless steel 
products identified the auto sector as one of the fastest growing in terms of both domestic 

and export markets. However, there are formidable obstacles to entry and high risks 
associated with this sector as it is high-tech, requires significant start-up capital and is 
fiercely competitive. Hence this sector was discarded as a viable opportunity for the cluster. 

The process of matching the competitive  strengths of the cluster with market opportunities 
yielded three potential avenues:  

• The establishment of a component manufacturing industry servicing demand from 

major fabricators of Stainless Steel capital equipment (typically pressure vessels, 
heat exc hangers, tanks and columns) to the current and envisaged SASOL 
complexes located at Secunda and SASOLburg, dubbed Project Turbo ;   

• The establishment of a specialist components supplier industry located within the 
value chain of the food and beverages, telecommunications and mining capital 
equipment manufacturers; and 

• The establishment of a stainless steel kitchen utensil manufacturing industry. 

The first avenue provides an immediate, low-risk opportunity but would require substantial 
investment in TQM and in technology,  in particular, qualifying to supply SASOL. The 
second avenue is a medium -term opportunity that would build on the capacity acquired by 
the cluster in supplying SASOL in order to reduce the risk. The third avenue is a long -term 
opportunity tha t would require a significant investment in capacity and may be best 
approached as a viable FDI joint venture. 

Project Turbo  

Project turbo is the key catalyst for unlocking a virtuous circle of cluster development by 

fostering intra- and inter-industry linkages and generating employment multipliers. The 
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lever for small and medium sized firms to enter the component manufacturing sub-sector of 

the capital equipment value chain is SASOL’s obligation – as a signatory of the Liquid Fuels 
Charter – to meet significant BEE targets in relation to its negotiable spend on procurement. 

As alluded to earlier, SASSDA has conservatively estimated that of the R3.6 billion spend on 
stainless and carbon steel capital equipment, R360 million will be spent on stainless steel a nd 
carbon steel components. First-tier fabricators are likely to outsource component 
manufacture in order to focus on producing capital equipment.  

The Liquid Fuels Charter requires SASOL to allocate 25% of its negotiable procurement 
spend to BEE companies by 2010. SASOL has indicated that it intends to gear up to that 
target by increasing its spend on BEE companies from the current level of 5% to: 

• 12% by June 2003 

• 13% by December 2003 

• 14% by June 2004 

• 15% by December 2004 

• 17% by June 2005 

• 18% by December 2 005 
 

Notwithstanding formidable bureaucratic obstacles and the need to change the culture of the 
company with respect to its procurement practices, SASOL views the clustering process as 
key driver to achieve these targets. The company has signalled its intention to channel its 
resources to source, develop and procure from BEE companies. Its current procurement 
budget is R3 billion per annum, of which R750 million must be spent on BEE companies by 
2010. 

Two factors render these procurement targets an immediate opportunity for the cluster to 
expand and find a product and sectoral focus. First, the Mpumalanga Steel Incubator is the 

only one of its kind in South Africa. It is already being utilised by black entrepreneurs and 
has sufficient capacity to absorb more entrants. Hence it provides a strong “pull” for 
production to be located in Middleburg. 

Second, SASOL’s obligation to procure from BEE companies facilitates their entry into the 
stainless steel industry and significantly reduces the attendant risks.  This is because as a 
large global player in the petrochemicals industry, SASOL has the resources to assist 
emerging BEE companies to enter the industry and produce at the required levels of quality. 
Moreover, SASOL has an incentive to do so because failure to meet the procurement targets 
set out in the Liquid Fuels Charter will incur penalties and tarnish the company’s reputation. 

Stated simply, the establishment of BEE companies, who will have a captive market in 
SASOL, effectively provides protection from the vicissitudes of domestic and international 
competition. This reduces the risk associated with entering this industry. It also provides an 
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important lever to access capital and know-how from domestic or international joint venture 

partners, who will require a BEE partner to supply products to SASOL. 

In terms of a medium to long-term strategy for the cluster, the immediate opportunity 
represented by Project Turbo will provide the platform to penetrate other sectors and 
countries and move up the value chain to eventually compete with existing first-tier 
fabricators. In this regard, meeting SASOL’s quality requirements and obtaining the 
concomitant accreditation, will qualify firms in the cluster to supply not only in South 
Africa, but the world over. 

Qualifying to supply to SASOL or to SASOL’s first-tier providers is, however, an onerous 
and highly bureaucratic process. It requires firms in the cluster to go through a three-step 

accreditation process with 11 broad areas of focus. The three steps are: 

• Pre-evaluation with feedback on areas that need improvement; 

• The establishment of the necessary controls and procedures; and 

• A Comprehensive 2-day assessment, which tracks all procedures.  

The pre-evaluation2 process typically focuses on: 

• General capability (e.g. max thickness you can bend / roll); 

• Quality management system; 

• Engineering & design; 

• Works instruction; 

• Procurement; 

• Stores control; 

• Welding; 

• Non-destructive testing; 

• Inspection; 

• Documentation; 

• General (e.g. familiarity with the OHS Act)  

The opportunity is initially confined to the manufacture of components to supply SASOL’s 
first-tier fabricators. This is a focused and low-risk platform on which to build the cluster. In 
relation to stainless steel inputs, the fact that the pricing policy of Columbus Steel is unlikely 
to pose a major obstacle as many of the stainless steel inputs utilised in component 
manufacture are not sourced from them.  

In terms of component manufacture for capital equipment, potential products of this cluster 
may include: - 

                                                 
2 See Appendix E for a typical pre-evaluation questionnaire.  
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• Fabricated Nozzles 

• Manways 

• Nozzle reinforcing pads 

• Nameplates and Nameplate brackets. 

• Attachment clips, cleats, brackets, lifting lugs, etc 

• Davit Arms and associated components 

• Support skirts, saddles and rings. 

• Access ladders and platforms, handrails and supports 
 

A fabricated nozzle, generally consists of a forged flange attached to a length of seamless 

pipe by means of a circumferential weld. In the case of a Stainless Steel nozzle, neither of 
these items is manufactured by Columbus Stainless and therefore that company’s pricing 
policies are irrelevant in the context of this opportunity. 

A fabricated manway is similar to a nozzle except that it is of larger diameter, and therefore 
the pipe section is often made from rolled and seam-welded plate before being attached to 
the forged flange.  In the case of a Stainless Steel manway, the cost of the forged flange is the 
major input cost item so the cost of the Stainless Steel plate used in the manufacture of the 
pipe section has a minor influence on the overall cost of the item. 

As regards the remaining five products, Columbus’s pricing policies may have some 

influence on the final item cost.  However, it should be remembered that this pricing policy 
would apply equally to all domestic manufacturers including the major fabricators. For this 
reason Columbus’s pricing policies are not a major obstacle to the cluster realising this 

opportunity. They also do not, however, provide any advantage to firms locating in 
Middleburg and Witbank. 

In sum, the Project Turbo opportunity offers the Middleburg/ Witbank cluster a variety of 
benefits including: 

• The opportunity to improve its manufacturing and management processes to a 
‘preferred supplier’ level. This is critical for realizing opportunities to supply to the 

other sectors, such as the mining sector, which also require a pre -qualification 
process; 

• Experience in participating in a high quality value chain will serve to build broader 
market credibility that can be leveraged to pursue opportunities in other markets; 

• It provides a ‘low-risk’ strategy for acquiring experience in the petro-chemical 
industry, should Middleburg fabricators wish to move up the value chain. 
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• The ability to begin with  lower tech items, with very limited TQM requirements 

will permit for profitable and immediate  business while TQM standards are being 
raised. 

 

There are, however, potential constraints to pursuing this strategy, including that: 

• Middleburg is relatively unknown as a provider in this industry sector and so 
considerable effort will have to be invested in marketing the cluster’s capabilities;  

• Relationships with first-tier providers will require establishing;   

• Becoming ‘SASOL fit’ is a process that could take between 9 months and a year and, 
in specific instances, may require considerable investment from management; 

• There are strong “pull factors” for BEE component manufacturers to locate in 
Gauteng, where the first-tier capital equipment fabricators are located. 

 

As regards the final constraint, it is the key challenge facing the cluster. Deliberate 
interventions are required to enhance the competitiveness of Middleburg for BEE 
companies. In this regard the Stainless Steel Incubator is a strength on which to build. 

A Components Strategy 

While Project Turbo constitutes a significant short-term opportunity, the sustainability of the 
cluster depends on supplying components to first-tier fabricators in high growth industries 

on the strength of the capabilities and reputation acquired through supplying components to 
SASOL. Accordingly, the opportunity for the cluster to become a specialist component 
supplier was assessed. In undertaking this assessment approximately 40 first tier providers 3 

or end users in the following sectors were contacted:  

• Food and beverages; 

• Telecommunications; and 

• Mining.  

These sectors were selected on the basis of the analysis of national trends, which identified 
them as areas of particular growth.  As illustrated in figures 14 and 15, these sectors 
currently outsource component manufacture.  

                                                 
3 See Appendix F for a list of companies contacted.  
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Figure 14: The supply chain for stainless steel capital equipment in the mining sector 

The mining sector 
Mine

(eg: Coppermyn )  

Main supplier (e.g. Unique 
Engineering 

Major components supplier/fabricator 
(e.g. Wedgewire)

Basic Components fabricator

Mines purchase directly from OEMs, 
so Middelburg firms would need to 
access those companies. 

There is an existing practice of 
outsourcing component manufacture 
among fabricators supplying to the 
mines. 

Suppliers need to conform to vendor 
assessment process. 

Delivery speed is of critical 
importance in delivering components 
used in maintenance – 48 hours. 

Component products include – large 
ball flanges, pipes, general flanges, 
nozzles, bearings, hinges. 

Source: Telephone survey  
 

Figure 15: The supply chain for stainless steel capital equipment in the telecommunications 
sector 

Telecommunications 
Vodacom/MTM

Base station supplier, 
turnkey project, 

contracted engineering 
f irm

Engineering/
Major fabricated items 

supplier

Basic Components 
fabricator

As with the mines, there is an existing 
culture of outsourcing component 
manufacture.

Preference for Stainless Steel is less 
clear, although coastal base stations are 
increasingly using stainless.
Products possibilities include brackets, 
nuts & bolts, small section of masts, 
cable trusses, valves, nut brackets,
computer racks.
No clear vendor approval process 
although quality is said to be essential. 
Accordingly ISO 9000 is used as a 
minimum criteria.  

Source: Telephone survey  
 

Unfortunately, the procurement managers in these industries that were interviewed were 

unable to quantify the extent of this demand. Nevertheless it is likely that the demand is 
fairly substantial as the analysis of national trends demonstrated that the demand for flanges 
and fittings - typical stainless steel components – will grow at 3% per annum (excluding 

Project Turbo) over the course of this decade, from 2300 tons in 2001 to over 3000 tons in 
2010.  

The African market also shows potential with relatively high rates of demand during 2001 
for components including: 

• Flanges of stainless steel (excluding cast products) - (368 tons); 

• Threaded elbows, bends and sleeves of stainless steel (excl. Cast products) – (2479 
tons); 
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• Butt welding tube or pipe fittings of stainless steel (excluding cast products) – (356 

tons); 

• Tube or pipe fittings of stainless steel (excluding cast products, flanges, threaded 
elbows, bends and sleeves, couplings, elbows and sleeves, for butt welding) – (370 
tons). 

 

South Africa currently enjoys 57%; 2%; 5% and 56% share of the African market respectively 

for each of these products, indicating that with respect to stainless steel flanges and tube and 
pipe fittings there is ample opportunity to export of components from South Africa into the 
African market.  

Tables 10 and 11 disaggregate the demand for flanges and tube or pipe fittings made from 
stainless steel by source countries for individual African countries. Of note is the fact that for 
both components, Mozambique is the largest source of demand for South Africa.  The 
cluster’s  location on the Maputo corridor, together with preferential market access, is an 
obvious competitive advantage. 

Table 10: Specific African Markets in which RSA enjoys dominance in the flange market (tons) 

  EU USA  RSA 

 Angola  23.5 1.5 2.2 

 DRC  4.7  1.5 

 Kenya  2.7 10.6 0.1 

 Malawi    0.2 

 Mauritius  1.6  0.5 

 Mozambique  -  105.7 

 Nigeria  114.3  10.0 

 Tanzania  -  3.5 

 Zambia    80.8 

 Zimbabwe    4.9 

 Total  146.8 12.1 209.3 

Source: Whitehouse and Associates, 2002  
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Table 11: Specific African  Markets in which RSA enjoys dominance in the stainless steel tube and 
pipe fittings market  (tons) 

 EU USA RSA Others 

 Angola  58.9  12.2  

 Congo (Dem. Rep.)   0.1 -  

 Kenya  0.5 0.5 -  

 Malawi  -  1.5  

 Mauritius  1.4  26.4  

 Mozambique  0.2  87.6  

 Nigeria  95.3 0.1 0.0 8.0 

 Tanzania    1.6  

 Zambia    72.0  

 Zimbabwe  -  4.5  

 Total  156.3 0.6 205.7 8.0 

Source: Whitehouse and Associates, 2002 

Two markets that have hitherto imported a very small proportion of their stainless steel 
compo nent demand from South Africa, but would be important export markets for the 
cluster are Angola and Nigeria. This is because these countries have substantial petroleum 
sectors. The know-how and quality accreditation the cluster will acquire through compone nt 
manufacture for SASOL would position it to penetrate these markets. 

In sum, the following demand conditions render a strategy of building the cluster around 

the fabrication of components viable: 

• The existing practice among first-tier fabricators of outsourcing components; 

• The demand emanating from South Africa’s food and beverages, mining and 

telecommunications sectors; 

• Middleburg’s locational advantage in exporting components to Mozambique, which 
sources all its stainless steel components from South Africa; and  

• The potential for the cluster to position itself to supply components that are specific 
to the petrochemicals sector to Nigeria and Angola on the back of the capacity and 
reputation it will gain from Project Turbo.  

 

There are, however, three major constraints to pursuing this strategy: 

• In the domestic market, first tier providers prefer to work with component suppliers 

who are situated nearby. For many of those interviewed the distance of Middleburg 
from their Johannesburg-based operation constituted a constraint; 

• The component manufacture sector appears to be competitive and characterized by 

strong supply-chain relationships which may make entry more difficult; and  



78 

 
Human Sciences Research Council, with Blueprint Strategy & Policy    
March 2003 

• Relatively junior employees often make component replacement decisions at the end 

user4. This serves to make marketing difficult.  
 

These constraints can largely be addressed if Project Turbo is successful.  The short-term 
benefits that can be won through pursuing Project Turbo could easily be translated into a 
more sustainable medium term strategy for the cluster. The profile and experience obtained 
through Project Turbo may serve to reduce the first two constraints detailed above.  

Kitchen Utensils 

The decision to scope opportunities in this sub-sector was prompted by a request from the 
cluster to evaluate its potential to focus on the production of consumer goods.  Imports of 

hollowware and cutlery accounted for 31% of total imports of finished stainless steel goods 
in 2002. This suggests that there is potential – in terms of domestic demand – for the cluster 
to pursue an import replacement strategy. As illustrated in Table 12, the domestic demand 

for these products is projected to grow at 3% per annum until 2010.  To produce at an 
efficient scale, however, export markets would also have to be sought .  

Table 12: Demand forecast by product category  

PRODUCT   VOLUME 
(TONS) 

 ANNUAL GROWTH 
% 

 

 2000 2005 2010 2000- 2000 

    2005 2010 
Hollowware 3 700 4 300 5 100 3 3 

Cutlery  1 500 1 700 2 000 3 3 

TOTALS 5 200 6 000 7 100 3 3 

Source: SASSDA, Year 2001 Market and Prospects Report  

 

While a product focus on hollowware and cutlery represents a significant opportunity for 

the cluster, relative to Project Turbo it is a long-term strategy associated with higher risks. 
However, it appears to have stronger linkages and hence greater potential for employment 
creation. This is because the production of the finished product requires design, 

manufacture, polishing and packaging. Such a value chain is able to generate a large number 
of jobs relative to the capital invested. 

Appendix I summarises the findings, in terms of domestic demand, of a study undertaken 

by the National Productivity Institute on stainless steel consumer goods. It illustrates that 
there is sufficient scope for the cluster to develop such a product focus to initially replace 
imports and later pursue export markets. 

                                                 
4 SASSDA interviews, confirmed by difficulties in accessing ‘the right respondent’ in end use markets during our user 
survey.  
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Within this class of manufacturing activity, competitive supply of input materials is a critical 

success factor.  This applies particularly in the case of Stainless Steel consumer items where 
the cost of the cold-rolled Stainless Steel required is a significant proportion of the final item 
selling price. 

Success in this field would require close liaison between supplier, in this case Columbus, and 
manufacturer, in this case the cluster.  Based on experience in other manufacturing sectors, 
Columbus could be expected to provide support for local industry in the form of globally 
competitive product pricing. 

Good design has been identified as a critical success factor for this type of product. Global 
experience (Alessi et al) has eloquently demonstrated that good design will elevate the 

product’s selling price to a level where material input cost becomes largely irrelevant. 

Good logistics management is critical to the success of kitchen utensil manufacture. As the 
producers would have to pursue export markets, the impact of the cluster’s distance from 
the coast and the cost of inland transport will need to be quantified. In addition, assuming 
that design services will initially be outsourced, adequate data transmission facilities will be 
required to sustain the required level of service. 

Summary of Opportunities 

Table 13 summarises the impact of the three opportunities identified by the research in terms 
of risk, the promotion of BEE and SMMEs and employment creation. From the perspective 

of risk and BEE promotion, Project Turbo emerges as the most attractive opportunity. 

Table 13: Impact of Opportunities for the Stainless Steel Cluster 

Opportunity Time Frame Risk BEE SMME Employment 

Project Turbo Immediate 1 3 2 1 

Components Medium-term 2 2 2 1 

Kitchen Utensils Long-term 3 1 2 2 
 
Key: 1 = low impact, 2 = medium impact, 3 = high impact  
 

Component manufacture represents an intermediate opportunity, while kitchen utensils is 
the most attractive from an employment perspective, but is associated with high risk and 
limited BEE opportunities. 

Ultimately, the cluster is not faced with a choice between the three avenues of opportunity: 
these are not trade -offs, but it is rather a question of phasing. The concrete proposal that 

emerges from the research is that Project Turbo should be pursued in the short-term. As the 
cluster develops its capacity it can decide whether to adopt an industry- or product-specific 
focus in the supply of components. In the long-term, the cluster may generate sufficient 

external economies and credibility to either lure first-tier fabricators to Middleburg, or to 
compete with them. A focus on kitchen utensils will require substantial investment and 
planning. It is a relatively risky venture that is not related to the first two opportunities. 
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The pursuit of these opportunities outside of a concerted effort to build inter- and intra-firm 

linkages and supporting institutions will not yield a cluster with the dynamism and 
innovation that will provide the Middleburg/ Witbank area with a competitive advantage. 
Moreover, the employment opportunities related to the opportunities themselves is 

relatively limited. It is through the development of related and supporting industrie s that 
employment and economic development will be generated. 

3.5 IMPLICATIONS FOR PRIVATE AND PUBLIC INSTITUTIONS 

The development of a vibrant and competitive stainless steel cluster in Mpumalanga is 
unlikely to be realised in the absence of deliberate actions by stakeholders in the public and 
private sector. It is therefore critical to identify interventions that are within the power of the 
various tiers of government and the private sector to facilitate the development of the 
cluster. The key issues that require intervention are outlined below. 

BEE Procurement 

SASOL’s obligation to procure 25% of its negotiable spend from BEE firms is the key that 
will unlock the cluster’s potential. While the opportunity presented by redirected 
procurement spend is supported by policy and political imperatives it ultimately has to 

result in economic procurement practices that ensure that the procuring firms retain, and 
ultimately increase, their competitiveness. Otherwise, the procuring firms – such as SASOL - 
will compromise their own competitiveness. To achieve this two, potentially contradicting 

driving forces have to be accommodated. 

The first is increasing BEE procurement itself.  This requires SASOL to support potentially 
young and inexperienced firms through the procurement process.  Key challenges include 
assisting small and medium enterprises to engage with the procurement systems of large 
firms, finding solutions for their working capital requirements during the procurement 
cycle, and facilitating the development of the necessary skills required to manage the 
potentially complex supply process. 

The second driving force is the trend to modernise procurement practices in response to new 
insights about the procurement process, and the pressures from globalisation and greater 

competition.  New strategies include reducing the pool of suppliers, increasing the business 
done with each supplier and building long-term, structured relationships with suppliers, 
and ultimately increasing the automation in the procurement process (including B to B e-

commerce). The benefits of these strategies are expected to include the reduction of 
contracting (transaction) costs, more predictability, and thus lower overall costs. 

Additionally, new procurement trends include the drive towards outsourcing entire 
integrated service packages, rather the procuring separate components and carrying the risk 
of integrating them in-house.  An example would be moving from procuring industrial 
water treatment chemicals and water treatment services (professional time) to procuring the 
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removal of wastewater and the delivery of clean water.  In general these trends imply that 

suppliers need higher-level skills to interact with the buying firms and to integrate with 
increasingly sophisticated procurement and quality management systems.  This trend also 
means that suppliers have to be able to provide an integrated package of goods and services, 

and have the ability to bear the greater risk this larger, and more diverse and complex 
activity entails.  This again increases the hurdle BEE firms will have to cross to become 
sustainable suppliers. 

A key challenge for SASOL and the cluster will be to develop a thorough understanding of 
these challenges and to develop successful strategies for organising sustainable BEE 
procurement practices. Appropriate institutions - such as SASOL’s initiative to establish a 
project office to implement the opportunities identified in this report - must be created to 
capacitate firms in the cluster to supply SASOL. 

For SASOL, as a global player in the petrochemicals industry, the key challenge is to reform 

its procurement practices in order to meet its BEE targets. As this must be done without 
compromising quality and cost, substantial support will have to be extended to BEE 
suppliers. Critically, interviews with SMMEs currently supplying goods and services to 

SASOL found  it very difficult to do business with the company. The corporate culture 
appears to be a key obstacle.  

Countering the “Pull” to Gauteng  

The greatest threat to the establishment of a cluster around the manufacture of components 
by BEE entrants ultimately destined for SASOL, through first-tier fabricators located in 
Gauteng, is the “pull” for these firms to locate in Gauteng. Proximity to suppliers, lower 
transport costs (given the “delivered price” practice of Columbus and the circuitous route 
the components will take from Middleburg to Gauteng and back to Secunda), a more 
attractive quality of life and the presence of a large range of related and supporting 
industries will make Gauteng an attractive location. The first-tier fabricators have made it 
clear that they would prefer to outsource component manufacture to firms that are in close 
proximity to them. While SASOL has to meet BEE procurement targets, there is no necessity 
to procure these goods and services from firms located in Mpumalanga  

To counter this, competitive advantages that collectively outweigh the “pull” of Gauteng 
will have to be developed. The long-term vision should be to create sufficient “pull” factors 

in Middleburg and Witbank to lure stainless steel fabricators and related and supporting 
industries from Gauteng and other provinces to the cluster. This challenge is not unique to 
this cluster, it is confronted the world over when initiatives are taken to foster a virtuous 

circle of economic development outside major metropoles. It is the proverbial chicken and 
egg situation: firms tend to locate in areas where there is a critical mass of similar firms and 
related and supporting industries, and it is the absence of this critical mass in locations like 

Middleburg that deters firms from locating there. 
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How then can a virtuous circle of local economic development around the stainless steel 

cluster be unlocked? As it is difficult to compete with established stainless steel clusters such 
as those located in Gauteng, Cape Town and Port Elizabeth, the key is to put in place 
institutions and mechanisms that make it easier for BEE firms to enter the industry than is 

the case in other locations.  

At present, the only “pull” factors are the presence of the MSI incubator and proximity to 
‘demand at the doorstep’. The latter is largely neutralised by the fact that components will 
have to be transported to Gauteng for fabrication and then transported back to Secunda. 

The difficulties faced by BEE entrants into any industry are well documented: lack of access 
to finance, technology, know-how and the high risk associated with entering highly 

competitive, established industries. All tiers of government are committed to promoting BEE 
firms. Moreover, there are a bewildering array of support mechanisms and incentives to 
encourage the formation of BEE firms. The difficulty associated with accessing these 

mechanisms is, however, well documented. 

Instead of reinventing the wheel, the Mpumalanga government should harness these 
support mechanisms by creating a one -stop centre that is geared to providing a 
comprehensive service to BEE companies entering the stainless steel industry. This will 
require a highly skilled staff complement with strong links and networks within the DTI, 
IDC, CSIR, Black Economic Empowerment Commission, SASSDA and the stainless steel 
industry. 

Given the challenges facing SASOL in meeting its BEE procurement targets it is likely to 
support such an initiative, rather than brave the vagaries of dealing with BEE firms that are 

scattered across the country without such a focussed supporting institution to facilitate their 
ability to supply goods and services at the desired price and quality.  

A great deal of investment and commitment on the part of all stakeholders will be required 
to put in place such an institution. The key is to obtain buy -in from all the relevant 
government departments and public institutions. Such buy-in must be sought on the basis of 
the promotion of BEE firms in the small and medium enterprise sector and the objective of 
fostering an equitable geographic spread of economic activity.  

In addition to a one-stop centre that will facilitate the entry of BEE firms into the stainless 
steel sector, it is  imperative that initiatives are taken to enhance the competitiveness of the 

cluster through the creation of related and supporting industries and institutions. 

Developing Related and Supporting Industries and Institutions 

A vibrant and dynamic cluster relies on related and supporting industries and institutions to 
underpin its competitiveness by providing: 

• adaptable skills; 

• accessible technology; 
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• adequate financing; 

• available infrastructure; 

• advanced communications; 

• a regulatory environment conducive to the sustained development and 
sophistication of the cluster; and 

• a quality of life that attracts skilled resources. 
 

The priority for the stainless steel cluster is to improve the skills supply to the cluster, 
improve the quality of life in the locality and ensure that the regulatory environment is 
conducive to the entry of new firms. The remaining elements of competitiveness can be 
accessed from national government and its institutions through the one -stop centre 
recommended above. 

As regards the supply of skills to the cluster, both the private sector and the Mpumalanga 

government have levers at their disposal to develop of a pool of appropriately skilled labour 
in Middleburg and Witbank. The fact that the Mpumalanga government oversees and 
channels funding to the four technikons located in the area, provides it with leverage to 

ensure that these institutions align their programmes with the emerging skills needs of the 
cluster. 

For the private sector, the imperative is to access funds for training from the sector education 
and training authorities (SETAs). It is common cause that small, micro and medium 
enterprises have not benefited from the levies they pay to sector education and training 
authorities. This is because they lack the capacity to submit workplace skills plans in order to 
access funding for training. If the firms that form part of the cluster were to submit such 
plans collectively – by, for example, appointing experts that specialise in this area – they 
would be able to collectively develop a pool of skilled labour that would enhance the 
locational advantage of the cluster and attract new entrants. It would also reduce the cost of 
accessing these funds. 

Beyond these interventions, the public and private sector should act in concert to secure 

satellite branches of private and public training institutions that are pre-eminent providers 
of training within the skills range required by the cluster. The Institute of Welding and one 
of the many Gauteng-based Business Schools are obvious examples. 

Related to training, is the fact that the quality of life in the area is critical for attracting skilled 
resources.  The unattractive built environment and lack of recreational facilities in 
Middleburg and Witbank will both deter skilled resources from locating the re and increase 
the salaries they will command for doing so. Moreover, enhancing the attractiveness of area 
will not only provide an avenue for economic activity and employment creation, it will also 
generate positive externalities that will benefit all residents of the area. 
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The Mpumalanga government has substantial experience in promoting tourism, as it is 

home to some of the most spectacular and much frequented tourist destinations in South 
Africa. This experience should be utilised – in partnership with local government and the 
private sector – to improve the recreational facilities in the area in the form of a public-

private partnership. 

As regards the regulatory environment, deliberate actions to make it conducive to the 
development of the cluster falls firmly within the domain of local government. The key 
regulatory factors that influence location decisions are the availability and quality of 
commercial or industrial property (local government directly influences this factor through 
zoning), social factors (including the perception of crime and personal security), regulatory 
and planning considerations, and the quality of local services (such as water provision, 
sanitation, waste removal and recreational facilities). Local government must play a pro-
active role in ensuring that these factors collectively create an environment that attracts 
investment and skilled labour into the cluster.  

Finally, it is essential that all tiers of government cooperate in the establishment of the 
supporting industries and institutions outlined here. This is because incoherence in 

governance, particularly between different tiers of government, will act as a deterrent to 
firms that wish to locate within the cluster.  

Positioning the Cluster within National and International Supply Chains 

The success of the cluster is dependent on its ability to access domestic and international 
markets and secure joint venture partners. For example, the Project Turbo and broader 
components manufacturing opportunities rely on building strong re lationships with first-tier 
fabricators. In a context of well established supply-chain relationships, this will require a 
great deal of investment and effort on the part of the cluster. Collective action to build these 
relationships will not only reduce the costs involved, it will also build networks among firms 
in the cluster and foster a spirit of cooperation. 

New entrants into the stainless steel industry are unlikely to succeed without joint venture 
partners that can provide the necessary technology, finance and know-how. The process of 

identifying such partners should be guided by their ability to position the cluster within 
domestic and international supply chains. In this regard, international partners would be 
well-positioned to access international markets, as would South African partners that are 

already substantially engaged in exporting. 

Marketing the Cluster 

If potential BEE entrants, joint venture partners and potential customers are not aware of the 
cluster initiative, many potential opportunit ies will be lost. Indeed, the failure of many 
government initiatives to promote economic development in South Africa is related to the 
fact that the target groups are not aware of their existence. For example, a mere 6% of 
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SMMEs in South Africa utilise the array of financial and non-financial support available to 

them, largely because they are unaware of them. 

A comprehensive marketing campaign is therefore essential to the development of the 
cluster. It should be targeted at potential BEE entrants, potential joint venture partners, 
national government, the stainless steel industry and related and supporting industries. The 
mechanisms for its implementation, including how it is funded, should be jointly 
determined by firms in the cluster, provincial government and local government. 
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4 
THE SECUNDA/CHEMICALS CLUSTER 

There is currently no cluster in Secunda. The town is dominated by Secunda, which has 
relatively weak linkages with a range of firms that are located there to supply the mines and 
ESKOM, in addition to SASOL, with goods and services. The brief was to examine the 
potential for the development of a ‘general’ chemicals cluster, as once it became clear that 
there was little potential for downstream plastics fabrication, there was no specific product 
focus.  

It must be stated at the outset that there is limited potential for cluster development in 

Secunda. Its remote location and poor transport infrastructure rule out opportunities for 
supplying national and international markets. Hence the opportunities identified in the 
scoping exercise are limited to supplying customers on the doorstep, including SASOL. This 

effectively limits the scope for cluster development. 

In contrast to the approach to the stainless steel cluster, the absence of a specific product 
focus in Secunda has meant that an analysis of industrial trends was not possible. As many 
opportunities that were scoped proved to be unattainable in Secunda, the detailed analysis 
of these products are relegated to appendices. In particular, a rigorous analysis of 
downstream plastics production and water treatment found that both avenues hold little 
potential for Secunda. 

4.1 APPROACH AND METHODOLOGY  

In contrast to the methodology utilised in the research on the stainless steel cluster, the 

absence of an existing cluster in Secunda rendered the use of a cluster map and Porter’s 
cluster diamond an inappropriate conceptual tool to analyse the potential competitive 
strengths of the cluster. Moreover, the opportunities for cluster development span a range of 

industries and products, effectively precluding an in-depth analysis of each specific 
industry. Instead, the analysis of the competitive strengths and weaknesses of a potential 
cluster was guided by the business environment in Secunda and the potential to forge 

linkages with SASOL.  
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Desk-top research as well as interviews with key players in the cluster process and a survey 

of firms (attached hereto as Appendix G) located in Secunda were utilised to scope 
opportunities for cluster development. As was the case with the stainless steel cluster, the 
research process was iterative with all the opportunities identified during the desk-top 

research tested against key industry players to ascertain their viability.  

Opportunities were, in the first instance, correlated with the demand for goods and services 
emanating from SASOL, as this is an obvious starting point for the development of local 
linkages. The long-term viability of these opportunities was then linked to national demand 
and international export opportunit ies. Indeed, it was this process that revealed the 
deficiencies  of Secunda in relation to cluster development. 

4.2. THE ECONOMIC AND BUSINESS ENVIRONMENT IN SECUNDA 

The economy of the Govan Mbeki municipality (formerly Highveld East) is dominated by 
manufacturing and mining around which scattered small towns have developed such as 

Secunda, Evander, Kinross, and Bethal.  Economic activity in Secunda is almost exclusively 
within the domain of SASOL, which chose that location because of its proximity to its main 
input – coal. Secunda was established on the site of a small town, Driefontein, at the time of 

the building of SASOL 2 in the 1950s and essentially developed as a large company town.   

In addition to the SASOL II and III petro-chemical plants, other ke y industrial activities in 
the region include coal and gold mining and Eskom power generation. Figure 14 illustrates 
the dominance of manufacturing (in particular, liquid fuels and chemicals produced by 
SASOL), and mining in the local economy.  

In contrast to the poor aggregate growth of the Mpumalanga province, the geographic 

product of the Govan Mbeki economy has grown at an average annual rate of 10% between 
1996 and 2001.  This is due mainly to the manufacturing sector, which has grown at 14%.  
Unlike the performance of the manufacturing sector at the national level, manufacturing 

employment in Govan Mbeki has increased in recent years, from 14 722 in 1996 to 16 761 in 
2001, largely reflecting the success of SASOL, as illustrated in figure 17. Mining is the second 
largest sector and has also been growing value -added, but as with national trends, 

employment has contracted. Mining is mainly of coal, with some gold mining. 
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Figure 16: Gross geographic product of Secunda, 2001  (constant 1995 prices)  

Source: Wefa 

 

Figure 17:  Formal employment in Govan Mbeki, 1996 – 2001  

Source: Wefa  
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Within manufacturing, the grouping of fuel, petroleum, chemical and rubber products 
accounted for 92% of output in 2001 and 84% of employment.  The second largest sub-sector 
of manufacturing is the metal products, machinery and household appliances grouping.  
This is, however, very small and mainly exists to supply the mines and SASOL.  Of concern 
is that formal employment in metal products has been declining. 

Alongside highly developed and large-scale formal sector activity there is a significant 

informal sector, with estimated employment of 14 761 in 2001, mainly concentrated in 
wholesale and retail trade.  

Mpumalanga clearly has a mixed blessing: there is output and investment growth, but it is of 
a capital intensive nature, and therefore characterised by job loss. A major challenge is to 
develop stronger local linkages given the potential demand represented by SASOL and the 
income generated by its activities.  A related issue is how to foster small business growth 
from an initial position of supply to the main industries, to reaching a wider market, 
including export markets. This touches on generic issues of the constraints to business 
development.  The attraction of new inve stors, possibly in partnerships with local firms is a 
further challenge for the potential cluster. 

The Role of an Overwhelmingly Dominant Firm  

It is not an exaggeration that the long-term development of the greater Secunda area 

depends almost entirely on the orientation and development of SASOL.  Experiences of 
other towns dominated by a single firm suggest that building a more diversified economic 
base requires long-term commitment by the major firm and a willingness to co-operate in 

building institutions for training and support of local technological capabilities, as well as 
putting in place the appropriate infrastructure.  Instead, the tendency may be for a narrow 
cost-minimisation approach, implying no particular commitment to building a local supplier 

base, and a wish for all infrastructure to be tailored to its needs.  A successful diversification 
strategy suggests that executives must make a major mind shift. 

This does not appear to be occurring in Secunda.  There are competing objectives, making 
BEE procurement difficult. SASOL is moving to diminish the number of suppliers as a risk 
and cost reduction strategy. This means that it is becoming increasingly difficult for small, 
and especially emerging, firms to access these opportunities. SASOL’s requirements for scale 
and standards is understandable, but creates seemingly insurmountable hurdles for BEE 
entry to its procurement list.   

As alluded to in the discussion of the stainless steel cluster, SASOL’s obligations within the 

framework of the Liquid Fuels Charter are a potential catalyst for the development of a 
cluster at Secunda.  SASOL aims to spend 25% of its R3 billion procurement budget on BEE 
firms by 2010 (at present it stands at 5-6%). From the perspective of a local economic 

development and cluster strategy, the changing procurement policy framework represents a 
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major lever, as ultimately the development of local capabilities will complement the 

requirements of SASOL. 

Factor Conditions 

There are a number of inputs cost advantages: land is cheap in the Secunda industrial area, 
cheap electricity is available from Eskom, and SASOL provides other utility streams 
including steam, oxygen and gas.  SASOL also produces a wide range of products and by-
products that could be used as the feedstock for new industrial and chemical plants. 

A survey of smaller firms in the area revealed that wages and salaries constitute the largest 
factor cost, followed by raw materials. Interest charges, delivery and marketing were also 
important but less significant.  Of these inputs, almost half of the firms had experienced 

significant increases in their cost of materials (by more than 10 percent), which may reflect 
the depreciation of the Rand where these input materials are internationally traded and 
prices are linked to international markets  

A large proportion of firms had also experienced major increases in other costs such as 
wages and salaries, delivery and marketing.  However, wage levels were indicated by more 
than half of firms to have a positive or neutral impact on their competitiveness, reflecting the 
fact that in many activities South African wages are low compared to other countries (and 
this has been helped by the Rand’s depreciation).   

The poor quality of the natural environment and shortage of recreational facilities around 

Secunda means that it is generally an unattractive location for mobile skilled labour.  Despite 
the sports facilities adjacent to Embalenhle and Secunda the immediate area has a shortage 
of natural recreational facilities.  More importantly, the region is subject to extreme levels of 

air pollution during the winter months when atmospheric inversion conditions trap 
pollutants in a narrow band above the surface.  Secunda is also remote from the more 
attractive recreational areas of the Low Veld, or from Gauteng.  It is thus expensive and 

difficult to attract people with scarce skills. 

 

Despite these challenges Secunda still has a high proportion of professionals per capita.  

Most, work for SASOL, but as a result, Secunda also has a substantial number of well-
qualified, unemployed wives and partners.  Herein lies one potential opportunity. 

The rest of the labour force in the area has, along with the rest of South Africa, relatively low 
levels of education.  Secunda also suffers from the generally perceived shortage of 
experienced technicians and artisans 

Related and Supporting Services 

The Secunda area is relatively remote from many of its potential markets, and is therefore 
dependent on a good transport infrastructure to enable goods to be moved to these markets. 
It is served by both rail and road links. The rail link was established as a dedicated service 
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for the SASOL plant, with a small siding in nearby Trichardt to serve smaller businesses. The 

road links to Gauteng, Eastern Mpumalanga and KZ N are poor, but are continuously being 
improved.  

Transport logistics loom large as a deterrent to cluster development in Secunda because both 
road and rail infrastructure is poor.  While the stakeholder based Transport Group managed, 
after long deliberations, to get the Roads Agency to agree to extend the N17 to Secunda and 
beyond, uncertainty exists about when it will be completed.  This will improve Secunda’s 
road links to Gauteng and its access to the Maputo corridor.  There is, however, no good 
road link between Witbank / Middleburg and Secunda – an important axis in the Highveld.  
The R618 could be developed for this purpose, but no plans are in place to achieve this at 
present. 

Due to the nature of its business, SASOL is by far the most important user of transport in the 
region. Although there are other substantial businesses, such as Eskom and gold and coal 

mines, these industries are not particularly transport-intensive. Hence the transport 
infrastructure is oriented to SASOL’s needs. 

SASOL’s transpo rt strategy is to use rail as much as possible because it is the cheapest mode 
of transport (about 30% to 50% of road costs). In addition, much of Secunda’s output is 
explosive and/or flammable, and it is less hazardous to move this via the rail network than 
on public roads. 

SASOL has an advantage in that much of its output is moved to SASOLburg for further 
processing (eg fuels) or Durban for export, using bulk trains. This is an effective means of 
transport, and SASOL’s goal is to maximize this mode of transport. In addition, SASOL 

wishes to serve its local customers by means of rail. 

However, Spoornet’s service to SASOL leaves a lot to be desired. In particular, there is 
insufficient rolling stock, which is in a poor and deteriorating condition. In addition, a 
shortage of tarpaulins is a constant problem. The inefficiency and unreliability of rail 
transport is evidenced by the fact that there have been a number of incidents of late delivery 
to Portnet, causing delays to shipping or even missed vessels. The cost of these transport 
failures is high, not only in monetary terms, but also because they affect SASOL’s reputation 
as a reliable international supplier. 

Spoornet’s inefficiency is a well-documented economy-wide problem that government 

seems  unwilling or unable to address. Initiatives to restructure Spoornet – which is 
currently 100% government-owned under its holding company, Transnet - by introducing 
private sector  participation were effectively thwarted by opposition from organized labour 

and management. Commitments on the part of Spoornet’s senior management to improve 
the efficiency of its General Freight Business have also not been honoured.  

Consequently, freight is increasingly being shifted from rail to road, at a great cost to 
government in terms of maintenance and regulation and at a great cost to the economy 
because of the negative externalities generated by road freight from pollution, congestion 
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and accidents on South Africa’s roads. The status quo is unlikely to change unless the crisis 

deepens. This is because the dialogue on Spoornet’s restructuring has been confined to 
government (in its capacity as the shareholder), Spoornet’s senior management and 
organized labour. Conspicuous in its absence is any representation of the views of rail users. 

Spoornet’s inefficiency and lack of customer-orientation will not be remedied unless there is 
a profound restructuring of the rail network that shifts some measure of ownership and 
management to the private sector. This is obviously a political hot po tato. From the 
perspective of the Secunda cluster, the only way to address the logistics problem is to 
acknowledge that it is a political problem and lobby government to implement radical 
reforms in concert with other rail users. 

As a result of unreliable service from Spoornet, SASOL has been forced to move much of its 
transport to road. This is contrary to their strategy, and has a number of undesirable 
consequences: 

• Road costs are significantly higher, and SASOL has to absorb these costs as a result 
of its delivered cost pricing policy. This has obvious impact on the company’s 
profitability. 

• Transport of dangerous chemicals is more hazardous by road, and there are also 
increased environmental dangers. 

• There is an adverse impact on surrounding towns including increased traffic 
volume, higher cost of road maintenance and prostitution. 

• Once customers are supplied by road, it is difficult to switch them back to rail, as 
they become accustomed to the convenience, flexibility and speed of road delivery. 

However, they are not usually willing to pay the higher cost of road transport.! 
 

As alluded to earlier, the provincial road network is being upgraded to handle the increased 
traffic load. This will be useful for downstream industries & suppliers, and smaller 
businesses that will generally use road rather than rail for the smaller loads. An improved 
road network in the region will also boost tourism. 

In terms of the institutional environment, there are several support organizations working 
with firms in Govan Mbeki.  The main locally-based organizations are: 

• Highveld Business Development Centre (HBDC): This is now linked directly into 
SASOL through the secondment of the director from SASOL’s procurment section.  
It therefore sees its main role as to provide support to SMMEs in registering as 
approved SASOL suppliers and to aid the firms in tendering and with basic business 
skills. 

• Mpumalanga Manufacturing Advisory Centre (MpuMAC): This is a branch of the 
national NAMAC organization, which falls under the DTI umbrella.  They start by 

doing a review of a firm’s operations and then provide targeted technical or business 
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advice. Where the skills are not available within MpuMAC they will co-fund an 

outside consultant/advisor. 
 

The development of a sustainable manufacturing base in the form of a cluster will require a 
much stronger base of supporting institutions, especially in training and technology, neither 
of which exist at present.  Unfortunately, SASOL’s technology support arm is located in 
Gauteng (at Modderfontein).   

In terms of skills, a survey of smaller firms located in Secunda revealed that there is a 
mismatch between education and skills requirements. The education level is generally low 
with 41% of employees having an average education of below matric and 36% with an 

average educational attainment of matric. Basic education and training is therefore of crucial 
importance, especially given the significance reported by firms of quality and technology to 
their performance.  Most firms (70 percent) reported that the length of time to train machine 

operators is three months, which is not an insignificant investment in training. 

As is the case in relation the Middleburg/ Witbank stainless steel cluster, the institutional 
capacity to foster human resource development in Secunda is decidedly weak. Secondary 
education institutions in Mpumalanga have been performing poorly as evidenced by the 
second lowest matric pass rate in the country, averaging 49% of matric candidates between 
1994 and 2000. Moreover, a mere 11% of those that passed matric in 2000 attained university 
exemptions, compared to 28% in the Western Cape and 26% in Kwazulu-Natal. In this 
regard, Mpumalanga is the worst performing province in the country.  

In terms of further education and training (FET), Mpumala nga has 9 technical colleges that 

account for 6% of the national aggregate. Four of these are located in the Highveld region 
(CN Mahlangu, Middleburg, Mpondozankomo and Witbank). These technical colleges 
appear not to be responsive to the demand for skills emanating from the cluster. Their 

proximity to it means, however, that the Mpumalanga government (which is responsible for 
overseeing them and allocating subsidies) is in a position to align their orientation with the 
needs of the cluster. 

There are no higher education institutions in the Mpumalanga province. There are, however, 
higher education programmes available through satellite campuses for students who wish 
the study in a distance learning mode. Most of the programmes available are in the field of 
engineering, the applied sciences and business/ commerce. While university graduates are 
obviously sourced from elsewhere in South Africa, the absence of higher learning 
institutions impacts negatively on the cluster’s ability to pursue research and development 
activities. 

As regards firm-level training, it is common cause that small, micro and medium enterprises 
have not benefited from the levies they pay to sector education and training authorities. This 

is because they lack the capacity to submit workplace skills plans in order to access funding 
for training. If the firms that form part of the cluster were to submit such plans collectively – 
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by, for example, appointing experts that specialise in this area – they would be able to 

collectively develop a pool of skilled labour that would enhance the locational advantage of 
the cluster and attract new entrants. 

As regards technology, new technologies have been drawn from a variety of sources, led by 
in-house development, followed by firms’ owners.  Other source s were important for a 
significant proportion of firms, while most new technologies are sourced locally. Moreover, 
a large number of firms have experienced a noticeable improvement in the last five years in 
access to technology (56%) and in physical infrastructure (53%).  Encouragingly, half of the 
firms noted a significant improvement in the overall quality of life.  

Firm Characteristics 

Firms in the manufacturing, construction, electricity and gas and mining sectors were 
surveyed in order to assess their performance, factors that influence their decision-making 
and constraints to growth. The purpose of the survey was to understand the conditions 

facing firms located in Secunda in order to assess the potential for a cluster to develop. 32 
firms responded, a response rate of 42 %. The full report summarising the findings of the 
survey is attached as Appendix G. 

The salient points that emerged from the survey that will influence the development of a 
cluster are as follows: 

• Most firms are in the construction and engineering sectors, reflecting the provision 

of services to the large industries (SASOL, Eskom and the mines) in the region, with 
SASOL being by far the most important, although the mines are also very important 
markets. 

• Firms are spread across the size  categories, with the largest concentration in small 
(but not micro) enterprises.  

• Employment has been increasing in the firms surveyed, although clearly the survey 

cannot take into account firms which have closed down in recent years. Financial 
performanc e has, however, been tight with some signs of expected improvement.  

• There is also significant potential for growth given the excess capacity reported.  The 
challenge for firms is to spread outside the local market, and even follow the lead of 
the small number of firms that are exporting. 

• Non-price factors (quality and delivery) are very important for competitiveness. 

This, together with the significance of technology to firms, suggest the importance of 
training and technical support.  A large proportion of firms have introduced new 
production techniques, mainly from local sources.  

• The low education levels reported by firms reinforces the need for actions to support 
skills development. 
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• A wide variety of activities is required of government, led by skills tra ining 

(although government performance is also rated more highly in this area than in 
others). 

• Generally firms are concerned with the performance of Government, although 
improvements in infrastructure, access to technology, and the quality of life were 
highlighted by responses. 

• While proximity to market is the most important factor in firms’ location decisions, 

there is also evidence of cluster-type effects in terms of the significance of the 
availability of skills and the presence of companies in the same industry in 
encouraging firms to locate in the Secunda area. 

 

The survey results thus reinforce the assessment of the greater Secunda area in the 
dependence on major firms.  However, it also indicates the potential for more broad-based 
economic activity founded on the availability of inputs, technological capabilities and 
relatively good infrastructure.  Building on these advantages requires focused action by 
government, working together with business. 

The Role of Government 

The most far-reaching intervention that national government has made in the petro-
chemicals sector is the implementation of the Liquid Fuels Charter to foster BEE in this 

industry. On 2 November 2000, a Liquid Fuels and Petroleum Industry Empowerment 
Summit was held, at which the key role players in the South African liquid fuels sector 
signed a Charter, committing their organizations to broad principles in a joint endeavour to 

promote the empowerment of historically disadvantaged South Africans (HDSAs) within 
the sector.   

The Charter re quires 25% of ownership and control of all facets of the liquid fuels industry 
to be in the hands of HDSAs within a ten-year period.  The charter defines control of a 
business entity in a number of ways: 

• a majority shareholding position, i.e. 50% + 1 share; 

• an effective controlling shareholding; 

• a majority of a board of directors; and/or 

• a shareholders agreement. 
 

In terms of both public and private procurement, which includes supplies (for example, 
crude oil), products and all other goods and services, HDSA companies are accorded 

preferred supplier status.  Information on all HDSA companies wishing to participate in the 
industry will be published by the government on the Internet and updated regularly. 
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The Charter requires organized industry and government to work together in addressing the 

shortage of high level skills required in the industry.  Government endeavours to secure 
training and exchange opportunities for HDSA companies’ staff abroad; industry undertakes 
to build skills of its employees and interface with statutory bodies such as SETAs (Sector 

Education and Training Authorities) in the development of skills development strategies. 

To meet employment equity targets, especially at managerial and operational levels, 
companies have committed to the following: 

• South African subsidiaries of multinational companies and South African companies 
focus their overseas placement and/or training programmes on HDSAs; 

• identifying a talent pool and fast tracking it; 

• ensuring higher levels of inclusiveness and advancement of women; 

• implementing mentorship programmes; 

• setting and publishing demanding targets and their achievement. 
 

In relation to the Secunda cluster, it is SASOL’s obligation to procure 25% of its negotiable 
spend from BEE firms that provides the lever for the development of the cluster. 

As is the case of the stainless steel cluster, SASOL’s procurement targets represent an 
immediate opportunity for developing linkages and employment in the local economy. 
These opportunities are static rather than dynam ic as they are linked to supplying SASOL, 

and possibly ESKOM and the mines. The remote location of SASOL, however, suggests that 
the market will not extend beyond this. 

Summary: Cluster Strengths, Weaknesses, Opportunities and Threats  

The internal strengths and weaknesses of the cluster and external threats and opportunities 
are summarised in Figure 18 
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Figure 18: SWOT analysis of the Secunda Cluster 

Strengths 
 

Close to source of certain Raw Materials 

Financial and administrative support from SASOL 

Technic al pool of skills available 
Excellent industrial markets in area 

Good electricity/gas supply 

Large agricultural market in Mpumalanga 

 

Weaknesses 
 

Road/rail links poor 

Rail service deteriorating 

Higher transport costs 
Poor environmental quality 

Lack of recreation 

Low education level of labour 

Few supporting industries 
 

Opportunities 

 

Many possible by -products 
Joint purchasing by industry cluster 

Industry Charters 

Unemployed labour pool 
SASOL start-up pricing to encourage new business 

SASOL Project Turbo 

Construction in the area – building materials needed 

Use of existing utilities, waste disposal 
 

Threats 

 

Import parity pricing  
Larger competitors in Gauteng 

Uncompetitive rail service 

 

 
 

The SWOT analysis reinforces the locational disadvantages of Secunda. Demand on the 
doorstep is an important strength. The ability to develop small businesses around supplying 

goods and services to SASOL is, in itself, a major accomplishment. If the dynamics necessary 
for cluster development are not present, at least linkages and employment multipliers will 
be strengthened. 

4.3 THE OPPORTUNITIES 

The criteria that guided the identification of opportunities was refined during the scoping 
process as their viability was tested. The scoping of opportunities in the Secunda area was 
initially based on the vast array of products produced by SASOL. Most of these are 
intermediate chemicals used in downstream manufacture of a number of end products. The 
rationale informing this approach was that certain of these chemicals could be used in the 
immediate area as feedstock for further chemical production, and that protection for these 
businesses would be afforded by location close to the supply of raw materials. Secunda also 
has good supply of electrical power, water, labour and certain skills.  
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However, the research revealed that for most chemical products, location near the source of 

feedstock is not a significant competitive advantage. It is better to be near markets, have easy 
access to ports and technical expertise in close proximity. Secunda is at a disadvantage in 
most of these areas. Moreover, few of these intermediate products are suited to labour 

intensive manufacturing operations, and mostly require large -scale capital-intensive 
facilities to be converted into tertiary products ready  for manufacturing. 

Consequently, the criteria shifted to the identification of products that were used in the area 
by local firms and which were amenable to manufacture in Secunda. This was linked to the 
fact that the primary economic opportunity in the region arises from the large  procurement 
spend of SASOL, Eskom and the mines in the region.  At present much of this demand is 
supplied from Gauteng or imported, particularly with respect to manufacturing and 
advanced services. Many of the construction firms serving the large construction demand in 
the area, are also based in Gauteng. From the perspective of job creation and 
entrepreneurship development, construction should nevertheless be seen as an important 
opportunity. This is particularly because it re lies on procurement, and SASOL, the mines, 
Eskom and government can at least divert growth opportunities to local companies. 

It should be noted that the initial brief required the research to focus on the potential to 
create a downstream plastics industry utilising polypropylene feedstocks from SASOL. An 
extensive scoping exercise revealed, however, that there is limited opportunity for the 

development of such an industry in the greater Secunda area. The full scoping report is 
attached as Appendix H. 

As alluded to in the discussion of government’s role in the petro-chemicals sector, the Liquid 
Fuels Charter will lead to substantial changes in SASOL’s procurement practices. It provides 
the impetus to open up existing supply networks to make procurement systems accessible to 
new suppliers from previously disadvantaged backgrounds. In terms of the Charter, SASOL 
is committed to increase its negotiable procurement expenditure going to BEE firms to 25% 
by 2010. 

Opportunities identified 

The change in criteria for scoping opportunities reduced the original product categories 
from 28 to 8 as a number of projects were discarded because they were not viable. The 
following opportunities were examined: 

• Water treatment chemicals       

• Styrene 

• Detergents & cleaning chemicals   

• Paints & protective coatings  

• Fuel dyes 

• Tower packing 
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• Pallets 

• Drum refurbishment 

For each of these, market demand was determined in a similar manner to the stainless steel 
cluster: demand on the doorstep, national demand and international demand (in particular, 

the African market).  

Opportunity 1: Water Treatment 

Appendix H provides a detailed analysis of the opportunities for water treatment in 
Secunda. The findings of the scoping exercise are summarised here. 

The main chemical groupings assessed here are water treatment chemicals.  SASOL alone 
spends approximately R175mn on such chemicals (R102mn in Secunda) out of its total spend 

on R800mn on process materials.  With local demand there would also be a base for national 
and regional supply. The impetus for local manufacture is strengthened by the emphasis 
being placed on procurement from black-owned businesses.   

In terms of procurement, interviews suggest that SASOL would not initiate production in 
water treatment as there is collective use together wit h other major industries.  SASOL is, 
however, very keen to have a major black-owned supplier of water treatment chemicals. 

The main industrial purchasers of chemicals are the mines, Eskom power stations and 
SASOL.  While these industries have different requirements there are common needs such as 
in water treatment and waste management.  A proper assessment requires detailed 

information on the range of different chemicals purchased. The major driver behind 
procurement is the emphasis on increasing the spend on BEE firms.   

Water is treated at different stages in the production process: 

 
Raw water   Potable     Effluent treatment 
(river or dam)    
 
 
  clarification     Industrial different uses: 

and disinfection    - cooling 
- flocculants     - boiler feed 
- coagulants     - process water 

  - disinfectants 
 

At the first stage the water is treated for industrial use and/or household use involving 

processes of clarification and disinfection.  For industrial use, the water may be further 
treated depending on the application, for example anti-scalants may be added or corrosion 
inhibitors.  After use, the water then has to be treated again as part of effluent or waste-

water treatment.  

Firms operate at three distinct levels: 
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• manufacturers of component chemicals 

• traders/importers 

• manufacturers of treatment products and service providers (mixing and developing 
own brands of products) – emphasis is shifting to providing full service to firms 

 

The amounts purchased by the main industries when aggregated together are significant, 
with imports largely from Germany.  It may be possible to attract a German investor to 
partner with a local firm in order to facilitate technology and skills transfer. 

Other water treatment chemicals used by both SASOL and Eskom power stations include: 

• Sulphamic acid – locally produced 

• Trisodium phosphate – locally produced 

• Sodium tripolyphosphate – locally produced 

• EDTA-Trilon B – imported 

• Anti-scalant (Tripol 851) – part imported 
 

Although the capital investment and commodity nature of these chemicals militates against 

local production (and employment creation would be very low), one small black-owned 
company is presently exploring local production.  It requires an international chemicals firm 
as a partner in this venture.   

The emphasis is on providing the full service, which has implications for the capabilities of 
water treatment firms. At least one small black-owned company is already supplying water 
treatment chemicals.  The main products are anti-scalants, corrosion inhibitors and biocides. 

The obstacle to producing flocculants is the scale required. 

A large number of specific chemicals are used in these stages. They are detailed below. 

Flocculants and coagulants 

The two main groups of flocculants and coagulants are: 

• Inorganic – iron or aluminium based (all made locally).  Local consumption is 
approximately 10th tpa.  Priced at approx R500/t. The iron based products are made 

by NCP, and the aluminum products made by former AECI companies as well as 
Sudchemie. 

• Organic – virtually all ingredie nts are imported.  The main chemicals are: 

o Epichlorohydrin (made from ethylene and chlorine, which are produced 
locally)  

o Various amines (a small number made by African Amines in Newcastle) 

o Quarternary amines 
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Local consumption is approximately 7th tpa of which 50% is active, meaning approx 3.5th 
tpa of imported chemicals.  These are more expensive than the inorganic at approx R7000/t 
but are more effective. 

SASOL uses large quantities of organic flocculants, given their high specifications.  Eskom 
does not use organic flocculants, but mainly an inorganic polymer, polyalum chlorohydrate.  
Aluminium sulphate is used at Kendal power stations because of the type of water found 

there.  A further flocculant used on a much smaller scale is allyl chloride (also made from 
chlorine and ethylene). Organic flocculants used in mining, sewage and industrial effluent 
also include polyacrylamides (made of acrylic acid, acrylamide and other components). The 

main manufacturers are Aitec, Floeryer and CIBA.  The local demand is approximately 1th 
tpa.  

The main ingredient in organic flocculants, Epichlorohydrin (ECH), requires a large -scale 
plant of around 50th tpa.  The main manufacturers are multinationals Shell, Dow, Solvay, as 
well as some producers in Korea, Japan and China.  Local consumption is just 3th tpa. This 
effectively rules out productionof ECH in Secunda  

The main use of ECH is in epoxy resins, not water treatment (approximately ten times the 
demand of water treatment).  There used to be some local manufacture, but no longer.  There 
is also an incentive to increase chlorine off-take, which would result from local production of 

ECH as greater local production of chlorine would also yield caustic soda in which South 
Africa is a net importer. 

Mixing and service provision 

The imported chemicals are imported by traders such as Protea Chemicals or Crest 
Chemicals and then mixed into branded products by service providers such as Ondeo-
Nalco, Sudchemie or Bonchem.  Typically, these are quite large firms who supply a full 
range of services to ensure that the water is of a specified standard.  The customer then 
effectively purchases a certain standard of clean water rather than buying the actual 
chemicals to be used. 

Local demand 

At Eskom’s power stations, procurement is mainly done by power stations due to their 
different needs depending on the water source and the age of the plant.  The procurement is 

done according to Eskom’s recommendations and standards.  Real bulk chemicals are 
sourced centrally. 

Eskom actively discourages the use of organic chemicals because of the purity required for 
the pressure systems, prohibits any chlorine in the water. The chemicals procured are mainly 
for water treatment, as illustrated in table 14.  Little use is made of anti-scalants as scaling is  
controlled through maintaining the desired chemical balance. 
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Table 14:  Chemical use by Eskom power stations in Mpumalanga 

Chemical Quantity of annual use (tons) 

Chlorination 10 

Polyelectrolytes & polyaluminium 
chloride 

240 

Soda Ash 70 

Sodium chloride 160 
Ferichloride 2 

Lime  153 

Biocide  9 

Sulphuric acid 487 
Sodium hydroxide 104 

Aluminium sulphate 180 

Calcium chloride  36 

Caustic soda lye 720 

Ammonia  180 

Antiscalant 35 

EDTA 11 

Sodium tripolyphosphate 6 
Sulphamic acid 25 

The gold and platinum mines tend to buy full services on long-term contracts and procure 
centrally for all their South African operations.  This means that there are few if any 
advantages in locating in Mpumalanga. The coal mines also have central sourcing, but do 
buy small quantities of flocculants in Mpumalanga, estimated at around 207tpa. 

Potential for Secunda 

In terms of factor conditions, the inputs are locally available at a very low cost and 

capabilities exist for developing such a plant. However, local demand is below economies of 
scale, necessitating exporting to a highly competitive international market.  Hence 
complementary inputs that require these inputs would have to be sought. 

SASOL has explored local capabilities for the establishment of such a plant, but has not 
identified any viable potential entrants. The poor transport infrastructure at Secunda is a 
major obstacle to this opportunity, as is the fact that it is a capital intensive production 
process. However, this does not rule it out as a potential investment in Witbank. 

Opportunity 2: Styrene 

Styrene is one of the major building blocks for a range of polymer products, used to 

manufacture goods such as cups, utensils, bathroom and kitchen appliances, sports 
equipment, consumer electronics and packaging. 

Styrene resin is used to produce the following families of products: 

• Polystyrene  
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• Acrylonitrile -butadiene-styrene 

• Styrene-acrylonitrile  

• Styrene-butadiene rubber 

• Styrene-butadiene latexes 

• Unsaturated polyester resins (fibreglass resin) 
 

Although there is an established downstream industry in South Africa making many of 
these products, all styrene monomer is currently imported. 

In terms of the technology required, styrene monomer is produced by reaction of ethylene 
gas with benzene. Reaction conditions are varied to produce a range of properties suitable 

for grades used in the various downstream industries. While technology is available from a 
number of international vendors, the process plant is expensive (approximately R 250 
million), and would require integration into an existing plant for access to utilities like 

steam, water and air. 

The smallest capacity for a plant to produce on an internationally competitive basis is 
100,000 tpa. Most producers have plants that significantly exceed this size, and produce up 
to 1 million tpa (for example, Reichhold).  

Styrene monomer-based products are produced in over 15,000 plants word-wide, generating 
a turnover of US$ 60 billion annually. Over 50% of this is generated by the manufacture of 

polystyrene products. Table 15 illustrates that demand for styrene monomer and polymer in 
South Africa has been relatively stable between 1996 and 2002. 

Table15: Demand for styrene monomer and polymer in South Africa, 1996 - 2002  

Year Monomer Polymer Co-polymer TOTAL 

TPA 

1996 33000 36000  69,000 

1997 N/A N/A   N/A  

1998 25500 25000  50,500 

1999 39000 35000 11,000 85,000 

2000 40000 40000 20,000 100,000 

2001 40000 35000 20,000 95,000 

2002 (est) 42,000 38,000 20,000 100,000 

Source: Plastics Federation 

 

In Africa imports of styrene were of the magnitude of 496 tons in 2000, 815 tons in 2001 and 
653 tons in 2002. Compared to South Africa’s imports (i.e. 40,000 tons monomer and 60,000 
tons of polymer and co-polymers per annum), the demand emanating from Africa 
insignificant. 
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Prices of vario us grades of styrene vary, but an average cost of R 12,00 per kilogram is a 

useful benchmark. The styrene industry (excluding value-added products) is therefore 
worth approximately R1,2 billion per annum. Downstream industries such as packaging, 
containers and boat-building are all growing strongly in South Africa, so demand for resin is 

expected to continue to grow. 

There are currently no manufacturers of styrene resins in South Africa. However, companies 
like Scott Bader, NCS Resins and some smaller importers bring in products from various 
international resin producers. These resins are then supplied to the downstream industry. 

In sum, it is technically possible to produce styrene resin in Secunda. Although the local SA 
demand is almost sufficient to support a small plant, to be economically viable, plant 

capacity should be maximised and export markets explored. A greenfields plant would be 
significantly more expensive than a plant integrated into an existing operation. 

It makes sense therefore for SASOL to install a plant in its existing Secunda facility, and 
produce for both local and export markets, using its extensive marketing and distribution 
chain. There is little BEE potential for this project, except in production of downstream 
products. 

Opportunity 3: Detergents  

Detergents and cleaning chemicals are very widely used in industry and households. The 
market for detergents is mature, and most detergents and cleaning chemicals have become 

commodities. For industrial use, cost is the major factor, and branding is not an issue. There 
are many suppliers in almost all areas of the country.  

Consumer products are very different, and tend to be manufactured, supplied and 
distributed by a limited number of multinational firms.  

In terms of the technology required, detergents are produced from a combination of 
surfactants, bleaches, oils, pH regulators, fillers and various additives such as odorants and 

colourants. Most chemical inputs are commodity chemicals, which are widely available from 
a variety of sources. 

Consumer detergents such as soaps, washing powders, household cleaners and others are 
proprietary mixtures which may contain numerous additives such as essential oils, animal 
products and perfumes. 

Manufacturing technology consists mainly of metering, blending, mixing and packaging. It 

is relatively simple, equipment is cheap and available, and access to manufacturing 
technology and compounds is easy. 

Many of the active ingredients of cleaning chemicals are imported and are available via 
chemical distributors such as Protea Chemicals. However, SASOL also produces certain 
feedstocks which are suitable for detergent manufacture 



105 

 
Promoting Secondary Industry & Clusters in Mpumalanga 
Prepared for the Dept of Economic Affairs, Gaming & Tourism, Mpumalanga Province 

As regards the potential African market, estimates should be treated with caution. As 

detergents are made from a variety of input chemicals, without detailed knowledge of the 
actual products used in African countries, only an approximate value of all detergents can be 
estimated by adding imports of all chemicals used in detergents. This figure will be 

conservative, as many components are  not identified, and liquid fillers are not included. 

As an indication of demand, the following quantities were imported in 2001: 

Total Africa  20,659 tons 

South Africa  9,383   tons 

Rest of Africa  11,276 tons 

 

For African countries, this is a reasonable estimate, as all active ingredients are imported. 
However, South Africa manufactures many of these, so the total national detergent volume 
cannot be calculated in this way. There are no statistics on detergent and cleaning chemical 

manufacturing, and the only way to determine total volume is through survey, which lies 
beyond the scope of this project. 

Branded consumer products are supplied by a few multinationals such as Johnson & 
Johnson, Procter & Gamble and Unilever. These are very large, multinational companies, 
who have large advantages in brand support, marketing, distribution and R&D. The main 
competitive factor determining success in consumer products is brand recognition and 
availability, factors that need very large financial resources. The large companies are highly 
profitable, and can afford to invest heavily in marketing. 

In contrast, industrial detergents are produced by literally hundreds of small to medium 

enterprises. Most products are distributed in local areas only, as sales and distribution costs 
are significant. Marketing is low-key. 

In sum, it is difficult to enter the market for consumer products because of the very large 
investment and high risk of establishing and marketing a new brand. Proximity to sources of 
feedstocks is not important, as many inputs are required. Hence this is not a viable 
opportunity for the Secunda cluster 

There is, however, a good market for industrial cleaning chemicals in the Mpumalanga area. 
Technology is simple, and capital requirements are relatively low. BEE procurement makes 
this opportunity especially suitable for the Secunda cluster. 

Opportunity 4: Paints & Coatings 

Paints are widely used for protection from the environment and for decorative purposes. In 
domestic applications, branded products are generally used, whereas industrial coatings 
require expertise and tailored solutions for the specific application. 
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In terms of the technology required, modern paints and coatings are oil and polymer based. 

For general use, PVA or enamel polymers are used, but for industrial coatings, epoxy resins 
and acrylics may be used to lend protection against harsher chemical environments. 

Paints consist of a polymer resin to give good adhesion to substrates, to form a waterproof 
barrier and to bind the other paint components. These are fillers like calcium carbonates or 
silica, hiding agents such as titanium dioxide and pigments, which can be natural oxides or 
synthetic. Certain paints also contain thixotropic agents to alter viscosity, making the paints 
easier to apply. The resins are carried by solvents, which are lost when the paint dries, 
causing the resin to harden. Due to environmental concerns about solvents, many paint 
resins are now water-based. 

Paint manufacture consists of grinding/milling of input materials, mixing in a number of 
steps, and packaging. Most of the technology is contained in the resins used, which are 
speciality chemicals produced by a number of resin manufacturers world-wide. 

National demand for paints and coatings is estimated at 220 – 250 million litres per annum, 
with a total wholesale value of R 770 million per annum at an average price of R 3,50 per 
litre. 

In South Africa, the major producers are: 

Plascon  45%  100 million litres/annum  

Dulux  20%  44 million l/a 

Prominent 12%  26,4 million l/a  

 

The remainder of the market is served by approximately 200 manufacturers around the 
country, producing approximately 49,6 million litres per annum. 

There are 3 distinct groups of companies currently producing paint in South Africa: 

• Large national players such as Dulux Paints (owned by AECI) and Plascon  (owned 
by Barloworld). These firms have national distribution channels, are stocked by 
major retailers and have significant marketing budgets. These companies also export 
into Africa, and Plascon has recently established an operation in Australia. 

• Medium-sized regional manufacturers such as Vadek, Neutron Paints and 
Prominent Paints. These firms have significant markets share in their chosen areas, 
but do not tend to sell nationally. 

• Smaller regional players like Marindec Paints, Technipaint, Wondercoat and many 
others who operate exclusively in local areas. One of these firms (Griffith Paints) is 
located in Mpumalanga.   
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In addition to these major groups, there are some specialised manufacturers of coatings who 

are project-based, i.e. they develop specific solutions for specific applications.. These firms 
usually also have a range of general-use products in addition to specialised coatings.  

In sum, apart from one small manufacturer in the region, all paints and coatings are 
imported from Gauteng. Hence there is an opportunity to establish a new venture, possibly 
with an existing manufacturer who wishes to expand their business into Mpumalanga. 

The large industrial base in the Middleburg/Witbank/Secunda area should provide the 

foundation for an industrial coatings business, and this can expand into domestic paints. 
There is also opportunity to export to the east and Mozambique. Although Secunda has 
certain logistics disadvantages, the area is still closer to its markets than Gauteng. 

Opportunity 5: Fuel Dyes 

During the process of scoping opportunities for the Secunda cluster to produce organic 
dyestuffs, it became evident that the range of possible products is too large as there are 
literally thousands of distinct dyes. Technology is complex and there are long-standing 
relationships with textile manufacturers. Hence this sub -sector is not a viable opportunity 
for the Secunda cluster. 

However, a sub-set of organic dyestuffs that is a viable opportunity is fuel dyes. These are 
products used as fuel additives to enable consumers to differentiate and identify different 
grades. For example, in South Africa, 93 octane is orange, 97 octane is red, 98 octane is green, 

diesel is purple and avgas is clear. Fuel dyes are mandated by legislation, and enable tax 
inspectors to verify that the appropriate taxes and duties are being levied. 

In terms of the technology required, fuel dyes are generally compounds of the 
diethylaminobenzene and diethylaminoanthraquinone groups. There are a number of 
producers world-wide (for example, BASF, Associated Octel and John Hogg), who guard 
their technology carefully. Consequently, it proved impossible to determine the production 
processes used, and it is advisable to form a joint venture with an existing supplier who 
wishes to gain access to the South African and African markets. 

As regards demand conditions, in South Africa all oil companies are required to use dyes, 

and these are dosed at around 2-3 ppm (red & orange) and 10ppm (green & purple). Table 
16 summarises the volume of fuel sales in South Africa, providing an indication of the scale 
of demand for fuel dyes 
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Table 16: South African fuel sales figures (millions of litres), 2000 - 2002 

 2000 2001 2002 

Petrol 10396 10340 10341 

Diesel 6254 6488 6839 

Jet Fuel 2020 1924 1953 

TOTAL 20868 20934 21275 

Source: SAPIA Product Sales Figures 

Based on these figures, the estimated demand for fuel dyes will be: 

Petrol (red & orange)  @ 2,5 ppm  25,800 kg 

Diesel (purple)  @ 10 ppm  68,400 kg 

 

Current prices are about R 90/kg for red and orange dyes and R 100/kg for green. Therefore 

the value of the South African market for fuel dyes is approximately R 9,64 million. 

There are no figures available for direct imports into the rest of Africa, as fuel dye s are 
included in total dyes. However, as for South Africa, volumes can be estimated based on 

petroleum products used in the various countries. From OPEC statistics, African 
consumption of liquid fuels in 2001 was 2,111,700 barrels/day (162 billion litres/annum). This 
compares with South Africa’s 21 billion litres per annum. At an average addition rate of 

5ppm, this translates into approximately 809 tons per annum of fuel dyes, with a value of R 
72,8 million pa. 

A South African producer will have an additio nal advantage in that fuel producers wish to 

use isotainers and liquid additives – although environmentally friendly, these are more 
expensive to transport and Secunda will be well positioned to supply inland markets. 

There are currently no manufacturers of fuel dyes in South Africa, and all supplies are 

imported by Chempro, Protea Chemicals, Shell Chemicals and Unichem from the following 
manufacturers:  

• Associated Octel (supplier to Caltex) 

• John Hogg (UK) 

• BASF 

• Ethyl Corporation 

• Morton (supplier to Sapref) 

• Rohm & Haas 

• United Colour  
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In sum, although access to technology makes it necessary to find a partner, there is 

opportunity to establish a plant to manufacture fuel dyes for South Africa and African oil 
producers. The plant will be relatively small, and could be situated in Secunda. 

The Liquid Fuels Charter makes it attractive for a technology partner to venture with a BEE 
partner for access to the South African market. There is also the possibility of exporting to 
other African countries and even internationally, depending on the cost structure of the 
business. 

Opportunity 6: Tower Packing 

In the chemical processing industry, many processes make use of mass transfer across a 
gas/liquid interface. These include distillation, scrubbing, extraction and solvent recovery. A 

common means of optimising equipment size,cost and capacity is to enhance the efficiency 
of the gas/liquid interface by means of various packing materials. 

Packings are made in a variety of shapes and sizes, for example, balls, Raschig Rings, Pall 
rings, Berl saddles, honeycombs, cascade mini rings, and a variety of other proprietary 
shapes. All of these are designed to increase the contact area of the gas and liquid phases, 
while not adversely affecting the pressure drop through the system. Pa ckings are made in a 
number of materials such as stainless steels, ceramics, plastics and glass, depending on the 
temperature and corrosiveness of the process fluids. 

In terms of technology requirements, while the initial design of packings may be complex,  

the manufacturing process is very straightforward. Metals are rolled, pressed and punched, 
ceramics are cast or extruded, while plastics can be injection moulded, cast or extruded. 

A necessary part of the sales process is a testing facility that allows the appropriate, 
optimised packing to be selected for the client’s specific application. Expertise is necessary to 
conduct tests and select the correct packing. 

Demand conditions are favourable as SASOL is the single largest user of packing materials 

in Sout h Africa. Other users are oil refineries, certain chemical processors, food 
manufacturers and gas cleaning processes. Due to the large range of packings imported, it is 
difficult to establish the import figure with any accuracy, hence SASOL’s procurement data 

is used to estimate the size of the market.  

The major user of packings is SASOL, who estimates that they use approximately 30-40% of 
all packings in SA. Demand is difficult to estimate, but SASOL calculates an average usage 
of approximately 300 m3 per annum, with a value of R 5000/m3. The total domestic market 
is therefore approximately R 5 million per annum. While this figure appears conservative, a 
more accurate figure can only be obtained through a full-scale feasibility study. In addition, 
a South A frican producer would manufacture products for world markets. 

Supply conditions are such that there are no local producers in South Africa. However, there 
are a number of suppliers in Europe, the USA, and, more recently, in India and China. Firm 

size ranges from small to medium. The usual practice is for any new design to take place in 
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areas of higher expertise, while production occurs in low-cost countries. It is also quite 

common for designs to be copied and produced at lower prices. 

In sum, depending on the size of the local market , there is an opportunity for a small 
manufacturer to produce a range of tower packings. Most materials such as Stainless steel, 
plastics and ceramics are available locally, and manufacturing technology is not complex. 
Capital costs will be low, and finance is readily available. A BEE firm would have significant 
advantages in supplying to the SA Liquid Fuels industry. There are also possibilities to 
export to Africa and other countries. 

Opportunity 7: Pallets 

To reduce the labour required to handle goods when they are transported, there has been a 

large shift to unitised loads. Almost all goods are now transported either in steel containers 
and/or on pallets, enabling the use of mechanised handling equipment. As a result of this, 
there is a demand for pallets, both new and refurbished. 

In terms of technology, the manufacture of wooden pallets is simple, involving cutting, 
planning and joining. Different types of pallets are produced to suit the product being 
carried, so sizes, thickness and number of slats may vary. The process can be automated to a 
certain extent, but tends to remain fairly labour -intensive. However, as the industry is highly 
competitive, economies of scale are critical, and almost all small manufacturers have shut  
down. In Secunda alone, 16 manufacturers have ceased to operate over the last 3 years. 

Demand conditions are such that in the Secunda area, there is only one manufacturer of 
pallets (Lounic). This business has been established for over 10 years, and has clients in 
Secunda, Durban and internationally. Lounic produces 30,000 pallets per month, and has a 

3-year contract to supply the SASOL Group, in partnership with a Gauteng-based supplier. 
Lounic supplies 22% of its pallets to SASOL, the majority of which (18% or 5,400 pallets) is 
sold in Secunda. 

The major problem with growing the business is the lack of timber. Sawmills such as Sappi 
and Mondi are exporting large quantities of cut timber to Spain, Portugal and the East, and 
this has caused widespread shortages in South Africa. Moreover, the practice of import 
parity pricing has resulted in the prices of timber increasing on quarterly basis. Although the 
company receives many enquiries and has capacity to manufacture higher volumes, the lack 
of timber is stifling growth. 

As already noted, there is some concern that SASOL has recently rationalised its supplier 
base, reducing this by 80%. All smaller players have been discarded, and only two suppliers 
remain. Because of the higher volumes awarded to them, SASOL has demanded better 

prices. This militates against local access, especially in relation to emerging business. 

In sum, this is a highly competitive industry with low profit margins. Although there is 
growth potential, the supply of input timber is limited and prices are consistently rising. 
Economies of scale are necessary for competitive production, and with one well-established 
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manufacturer in the area, with a current SASOL contract, it is difficult to see how a new 

entrant may be established. 

Opportunity 8: Drum Refurbishment 

SASOL, Eskom and the mines import large quantities of materials packed in drums (usually 
210 l capacity). There is a trend, driven by environmental concerns, to return drums to the 
supplier for cleaning, refurbishment and re -filling However, this is an expensive option, as 
empty drums are expensive to transport. This cost pressure has resulted in firms being 
established in major centers to clean and refurbish used drums, mainly steel, but also plastic 
drums. The major obstacle faced by these firms is knowledge of hazardous chemicals, 
cleaning techniques and safe disposal of the waste streams. There are also stringent legal 
requirements to be met. 

Secunda is well placed in terms of these skills, has access to labour and has a well-developed 
waste treatment plant at SASOL. There is therefore an opportunity to start a business in 

drum cleaning and recycling. Secunda is also closer to Gauteng than its main competitor, 
based in Durban. 

A problem with this business is that SASOL is extremely wary of accepting any waste 
products into its system. The potential wastes would have to be very carefully predicted and 
analysed before SASOL would even consider such a venture. 

Further Opportunities 

Although beyond the scope of this study, as is the case in the Middleburg/ Witbank area, 
there are a number of other opportunities in the Secunda area, including .  

• Civil works: SASOL spends R 140 million per annum on civil works on the Secunda 
site. There is currently no local civil contractor. Much civil work can be performed 
by small local contractors under supervision of a qualified project management 
company. From an employment perspective, it will be worth reviewing the Gauteng 
Department of Public Works’ approach to promoting labour based methods in civil 
construction. 

• Construction: SASOL’s Project Turbo envisages a spend of R 10 billion over the next 

10 years for plant expansion and upgrading. Although much of this spend will be on 
imported capital equipment, local labour will be used, as well as local fabrication, 
welding, assembly, and electrical installation. 

As a general point, most construction work is contracted to Gauteng based 
companies.  Even if major contracts are awarded in Gauteng, the procurement 
process can be used to require the development of local firms, along the lines of the 
Construction Industry Development Board’s (CIDB) framework.  There are some 
interesting case studies that could be emulated in both Coega and in the Greater 
Alexandra Renewal Project. One author of this report, Dr. Altman, heads the ARP 
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Economic Development Programme, and was responsible for putting together the 

construction cluster development strategy. 

• Housing: Continued expansion of the Secunda area translates into growth in 
housing. Local builders and contractors use imported materials, and this demand 
should be quantified. 

• Environmental improvement: Projects should be identified to improve the local 
environment: 

o Air quality (such projects could be amortized by using Co2 emission 
reduction trade permits, and a briefing could be prepared by Dr. Altman or 
Dr. Steyn, of the HSRC). 

o Built environment – create housing that is more attractive to professional 
staff. 

o Entertainment facilities 

o Recreation facilities 

• Training facilities for skills used locally 

Summary of Opportunities 

Table 17 summarises the opportunities and ranks them in terms of demand, technology and 
BEE opportunities. 

Table 17: Summary of Opportunities for the Secunda Cluster 

Opportunity Local 
Market 

SA Market Africa market Technology BEE 
opportunity 

Water treatment 3 2 2 Medium/High 2 

Polypropylene 
products 

1 2 2 Medium 2 

Styrene monomer N/A  2 3 
(international) 

High 0 

Industrial cleaning 
chemicals 

3 1 1 Low 3 

Paint & coatings 2 2 2 Medium 2 

Fuel dyes 2 3 2 High 2 
Tower packing 2 1 1 Low 1 

Pallets 3 1 0 Low 3 

Drums 2 2 1 Low 3 
Key: 

 
0 No opportunity/economically unattractive 
1 Some opportunity/financially viable 
2 Good opportunity/attractive financially 
3 100% BEE opportunity/Very attractive financially 
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Industrial cleaning materials, pallets, drums and water treatment emerge as attractive 
opportunities in terms of the criteria for evaluating opportunities. While they all offer BEE 
opportunities, it should be noted that while there has been entry in distribution and logistics, 
including several black-owned firms, production of chemicals is a difficult industry to enter 
given the technical expertise and the large upfront investments which are often required.   

Chemicals production is also quite capital-intensive. Indeed, the scale and capital intensity of 

many of the products implies that few jobs will be created. Most potential for employment 
lies in industrial chemicals such as detergents and consumer chemical products.  These are 
considerably more labour-intensive and can be manufactured in small-scale operations.  

The obstacles to entry and expansion, are the same for downstream manufacture in general,: 
they are related to the cost of inputs, accessing capital required for investment and transport 
and logistics for getting product to market. Contact with distributors suggests that reliability 
of quality and delivery are more important than price, meaning that there are obstacles to 
switching to a new and untested producer. 

There are major opportunities, however, given the procurement policies being put in place 

by major industrial purchasers. Absolute commitment, in policy and in organizational 
practice is going to be essential if procurement is used effectively to encourage local 
investment. One may well find that the main opportunities, particularly in Secunda, are 

found in other activities such as construction. 

4.4 IMPLICATIONS FOR PRIVATE AND PUBLIC INSTITUTIONS 

The findings of the research point to the fact that there is little opportunity for the 
development of a dynamic cluster in Secunda. Hence the imperative is to strengthen 
linkages and employment multipliers by facilitating the entry of BEE companies, not only in 
the production of chemicals, but also in the provision of related and supporting services 
such as construction, training and recreational facilities. 

The dominance of SASOL in the area means that the company’s actions – in particular, the 
support it provides for BEE entrants - will determine the nature and pace of the 

development of linkages. While the company’s obligation to procure from BEE companies is 
an important lever for strengthening linkages to the local economy, there are two obstacles 
that have to be addressed: first, SASOL has no obligation to procure goods and services from 

BEE firms located in Secunda. Indeed, those firms co uld be located anywhere in the country.  

As argued in the discussion of the stainless steel cluster, it is by facilitating the entry of BEE 
firms that their location in Secunda will be secured. The difficulties faced by BEE entrants 
into any industry are well documented: lack of access to finance, technology, know-how and 
the high risk associated with entering highly competitive, established industries. All tiers of 
government are committed to promoting BEE firms. Moreover, there are a bewildering array 
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of support mechanisms and incentives to encourage the formation of BEE firms. The 

difficulty associated with accessing these mechanisms is, however, well documented. 

Instead of reinventing the wheel, the Mpumalanga government should harness these 
support mechanisms by creating a one -stop centre that is geared to providing a 
comprehensive service to BEE companies entering the stainless steel industry. This will 
require a highly skilled staff complement with strong links and networks within the DTI, 
IDC, CSIR, Black Economic Empowerment Commission, SASSDA and the stainless steel 
industry. 

Given the challenges facing SASOL in meeting its BEE procurement targets it is likely to 
support such an initiative, rather than brave the vagaries of dealing with BEE firms that are 

scattered across the country without such a focussed supporting institution to facilitate their 
ability to supply goods and services at the desired price and quality.  

A great deal of investment and commitment on the part of all stakeholders will be required 
to put in place such an institution. The key is to obtain buy -in from all the relevant 
government departments and public institutions. Such buy-in must be sought on the basis of 
the promotion of BEE firms in the small and medium enterprise sector and the objective of 
fostering an equitable geographic spread of economic activity.  

As the development of such an institution has been recommended for the development of 
the Middleburg/ Witbank cluster, there may be merit in the two localities sharing a single 

institution. Given Secunda’s remote location, it should probably be based in Middleburg, 
with a satellite office in Secunda. 
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5 
CONCLUSION: LINKAGES BETWEEN SECUNDA 
AND THE MIDDLEBURG/ WITBANK CLUSTER 

The findings of this research point unequivocally to the limited potential of Secunda as a 

location for a cluster to develop. This does not, however, mean that there are not 
opportunities for strengthening linkages to BEE companies that will position themselves to 
supply goods and services to SASOL. Indeed, opportunities for such a strategy abound. 

They are, however, too diffuse and fragmented to create a cluster. Critically, Secunda’s 
remote location and poor transport infrastructure means that such firms are unlikely to able 
to supply goods and services competitively beyond the immediate locality.  Should the 

logistical problems be addressed, cluster development may be possible. But for the moment, 
the situation is inimical to cluster development.  

In contrast, the geographical location and scale of economic activity in the Middleburg/ 

Witbank area demonstrate that it has high potential for the development of a cluster. The 
research has demonstrated that the fabrication of stainless steel components as inputs to 
first-tier fabricators is a viable opportunity to pursue. Beyond this specific focus, there are a 

range of opportunities in other product areas (for example, in carbon steel and related and 
supporting industries) that make the area an ideal location for an industrial node in the 
province. It is recommended that the procurement policies and nature of goods and services 

procured by Eskom and the mines in the area are investigated as a means of identifying 
opportunities in other areas. 

The location of Middleburg and Witbank on the Maputo corridor is an important source of 

opportunity. Capacity constraints at the Port of Durban, together with Coega’s vast distance 
from Gauteng suggests that once the Port of Maputo is fully rehabilitated and functioning 
under private control, it will become important for trade. The proximity of Middleburg and 

Witbank to Mozambique’s border makes the area an attractive location for exporting firms, 
as well as those reliant on imported inputs. Developments around the Port of Maputo 
should therefore be closely monitored to ensure that the area is positioned to benefit from 

them. 

Public and private institutions are tasked with the allocation of scarce resources. Decisions 
about where and how to allocate these resources are critical determinants of the success of 
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economic development endeavours. In the case of the two potential clusters, the immensely 

better potential of the Middleburg/ Witbank area suggests that focusing resources and the 
energies of key stakeholders on its development will yield more significant impacts than 
would be the case if they were diluted across two localities. 

Many of the institutions and activities that will support cluster development in Middleburg/ 
Witbank can be utilised to strengthen linkages in Secunda. In particular, endeavours to 
facilitate the entry of BEE firms to the cluster can be used to achieve the same objective in 
Secunda. In addition, training facilities can be shared. 

Building agglomerations in an urban node will also go some way to shifting the industrial 
base and therefore the employment generating capacity of the Mpumalanga economy. A key 

aim of any economic strategy must be to shift from a resource dependence, to greater 
reliance on higher value goods and services production. 

The theme and aims of this project arose from a fairly common view that development is 
promoted through downstream production – if the inputs are located nearby, then one finds 
ways of encouraging further processing of that input to promote higher value added 
production. From the perspective of development practitioners and investment promotion 
officials, it is worth remembering that most of the opportunities identified do not rely on the 
proximity of resource inputs.  Counter-intuitively, the opportunities mostly rely on procurement of 
the large resource-based firms in the area.  One should not be surprised – a considerable portion 
of development linkages in South Africa arose in exactly the same way…..as linkages into 
inputs and services, rather than through downstream production. This opens a new way of 
framing Mpumalanga’s industrial development agenda: it is probably worth shifting focus on 
downstream production to a much wider set of opportunities in services and manufacturing. The key 
is to locate the critical ‘levers’ such as procurement, and then identify which are 
economically viable in the area.  Focusing on procurement opportunities is an important 
way of reducing risk in the promotion of new activities, because at the very least, demand is 
relatively secure – the challenge is to ensure quality and capability. 

Considerable commitment will be required by both the public and private sectors to really 

encourage clusters in this area, partly because the pull to Gauteng is so strong. This will 
come as a suite of activities that promote complementary business support institutions, 
alignment of the education institutions to the needs of industry, and active promotion by 

private and public sectors to ensure that some minimum procurement is earmarked for local 
businesses, or other businesses that are willing to set up in Mpumlanaga. 

In conclusion, the research has pointed to a number of concrete opportunities for cluster 
development in Middleburg/ Witbank and stronger linkages in Secunda. These were 
identified through a relatively rigorous scoping exercise. To properly test their viability, 
however, a business case will have to be developed for each of them. This is the key 
challenge for the subsequent phase of the clustering process. 
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APPENDIX A -  
EMPLOYMENT TRENDS IN MPUMALANGA 

South Africa’s high and growing unemployment problem is the most important economic 

challenge currently facing policy-makers. The scale of the problem is such that of a broad 
labour force of 18.5 million, 7.5 million are employed in the formal sector and commercial 
agriculture, 3.3 million are working in the informal sector, subsistence agriculture and 

domestic work, and 7.7 million workers are unemployed (of which 3.2 million are 
discouraged and hence not accounted for in the ‘strict’ definition of unemployment) (Altman 
2002). 

This situation is unsustainable and poses a certain brake on long term growth and human 
development. Indeed, Altman (2002) argues that an economy needs a minimum proportion 
of its labour force sufficiently active to support less productive groups, with the exception of 

oil exporting economies that have so much income that they support large welfare states.  

Trends in labour market absorption at the national level explain why employment creation 
has become a major preoccupation of policy-makers. The phenomenon of “jobless growth” is 

driven by a growth trajectory in which the demand for lower skill labour has fallen, in the 
context of a very large oversupply, and the demand for higher skill labour has risen in the 
context of a severe skills shortage. This is underpinned by a growth trajectory in which skill, 

capital and technology-intensive sectors have been expanding, while semi-skilled and 
unskilled labour-intensive sectors have been contracting. 

EMPLOYMENT TRENDS IN MPUMALANGA 

The rate of unemployment in Mpumalanga, in terms of both the strict and expanded 
definition, has risen significantly between 1996 and 2001, bringing it in line with national 
aggregates5.  Figure A.1 demonstrates that unemployment in Mpumalanga was below the 

national average in 1996 by 5.8% of the strict definition and 4% of the expanded definition. 
By 2001, the gap between national and Mpumalanga levels of unemployment had closed, 
and in terms of the strict definition unemployment in Mpumalanga was 0.5% higher than 

the national average.  In the context of national unemployment, Mpumalanga accounts for 

                                                 
5 Unemployment can be measured in a number of ways. The accepted international norm focuses on ‘strict’ (or ‘official’ or 
‘narrow’) measures that include only workers still actively looking for work. The ‘broad’ (or ‘expanded’) definition includes 
those parts of the labour force that say they would like to work, but have become discouraged. 
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7% of employment in South Africa. This is proportionate to the province’s share of the 

country’s population, which is 7%. 
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The magnitude of the unemployment problem in Mpumalanga is such that in 2001, in terms 
of the strict definition 307,836 (29.6%) of Mpumalanga’s labour force were unemployed. The 

expanded definition provides a far grimmer picture, with unemployment at 512,800 (41.2%) 
of the labour force. To redress these high and growing levels of unemployment – between 
1996 and 2001 unemployment grew by between 15.6% (strict definition) and 11.7% 

(expanded definition) – a large number of jobs need to be created.  

The sectoral composition of the demand for labour reflects the structural characteristics of 
the Mpumalanga economy.  Figure A.2 illustrates that in 2001 the proportion of the 
Mpumalanga labour force employed in the primary sector was above the national average.  
Agricultural employment accounted for 12.5% (compared with a national average of 10.1%), 
while the mining sector absorbed 7.8% of the labour force (compared with a national average 
of 4.4%).  In contrast, the manufacturing and services sector accounted for a lower 
proportion of the Mpumalanga labour force (11.8% and 14.1% respectively)) than the 
national averages of 14.7% and 18.2% respectively.  
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In terms of growth trends in Mpumalanga between 1996 and 2001, employment has been 
growing in the mining, agriculture and trade sectors at a notably higher rate than the 

national average.  Employment in the utilities and construction sectors also indicate a 
growth rate higher than the national average over this period.  

In contrast, employment in the financial sector has shrunk considerably in relation to the 
national average, while employment in the manufacturing and services sectors has shown a 
greater decline in Mpumalanga than at a national level.  In the transport sector employment 
has declined somewhat in relation to a reasonably consistent national level.  This pattern of 
labour demand must be interpreted in a context where skill shortages are constraining the 
expansion of skill-intensive sectors.  Moreover, the expansion of economic activity in capital 
and technology-intensive sectors has resulted in job losses.  

In terms of the occupational categories of workers, Mpumalanga broadly conforms to the 
national picture as illustrated in figure A.3.  Mpumalanga has a lower proportion of 
managers, professionals, technicians and clerks, and a slightly higher proportion of 

craftsmen, operators and elementary workers.  
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In 2001 57% of Mpumalanga’s active labour force was male and 43% female.  Of significance 
is the fact that males have been losing jobs and female s entering employment between 1996 
and 2001.  In Mpumalanga the growth of the active female labour force (6%) exceeded the 
national average (3.7%).  

The racial composition of the active labour force is illustrated in figure A.4.  It reflects the 

composition of Mpumalanga’s population, but differs from the national picture in that a 
slightly lower proportion of whites (5.1%) and a significantly higher proportion of blacks 
(18.5%) form part of Mpumalanga’s active labour force.  In contrast, the asian and colo ured 

racial groups are under-represented in Mpumlanga, relative to the national average, by 
10.7% and 2.5% respectively. 
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In contrast with national trends, Mpumalanga’s active labour force is almost equally located 
between urban areas (47.3%) and rural areas (52.7%), while there is a greater urban bias 
nationally. Limited growth in urban nodes, such as Witbank, may explain this. 
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The age distribution of workers in Mpumalanga conforms to national trends, as illustrated in 
figure A6, with the majority of the active labour force (62.5%) in the middle (25-44) age 

group.  In contrast with the decline in the national average, there was a slight increase (1.2%) 
in the active labour force in the youngest (16-24) age range between 1996 and 2001. 
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The level of education of workers in Mpumalanga differs markedly from national aggregates 

in that a significant proportion of the active labour force (15.4%) has no formal education, in 
com parison with the national average of 7%.  This is probably due to the high proportion of 
workers employed in rural areas.  Moreover, the proportion of the active labour force with 

tertiary education is 4.7% below the national average, while the proportion of workers 
having completed or partially completed high school is 6.1% below the national average.   
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In terms of the distribution of the active labour force across the formal and informal sectors, 
table A.1 illustrates that Mpumalanga has a slightly higher proportion of the active labour 
force in informal employment at 33% of total employment, compared with 29% at the 

national level.  In Mpumalanga, however, there are a higher number of employees in the 
formal sector relative to owners of informal enterprises.  Unfortunately, it is not possible to 
track trends in informal sector employment because since 1999 Statistics SA changed they 

way they looked at employment activity and included subsistence agriculture in the 
informal sector, whereas it was largely ignored before. 

Table A.1: Employment in the formal and informal sectors (%), 2001 

 RSA  Mpumalanga 

Formal Sector 71% 67% 

Informal Sector – employee 11% 15% 
Informal Sector – owner 18% 18% 
 100 % 100 % 
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APPENDIX B -  
ANALYSIS OF ECONOMIC TRENDS IN 
MIDDELBURG AND WITBANK 

MIDDELBURG 

The geographic product of the Middelburg area has grown erratically over the period 1996 
to 2001, as shown in table B.1, with an average annual growth rate of 2.9% overall.   

 

Table B.1: Middelburg GGP % growth 

% Growth by Industry 

  1997 1998 1999 2000 2001 

Average 
annual 
growth 

Agric 1.4% -7.2% 5.5% 8.0% -2.7% 1.0% 

Mining 6.6% 6.4% 8.9% -2.8% -2.3% 3.4% 

Manu 9.1% 2.1% -11.6% 10.9% 3.7% 2.8% 

Elec 9.2% -2.3% 0.5% 11.5% -1.3% 3.5% 

Const 9.0% 16.5% -17.5% -14.5% 5.4% -0.2% 

Trade 6.0% 4.0% -9.0% 5.0% 4.6% 2.1% 

Trans 14.3% 14.1% -1.1% 6.9% 6.4% 8.1% 

Finance 14.0% 12.6% 0.5% 9.4% 4.8% 8.3% 

Comm serv 0.6% 0.2% 0.2% 0.1% 0.3% 0.3% 

Total 7.5% 2.6% -2.7% 5.7% 1.0%  2.9% 
 

Unlike the national pictur e, the dominant sector in Middelburg is manufacturing, as 
illustrated in figure B.1.  This sector has shown growth of between 2.1% and 10.9% each year, 
except in 1999 when manufacturing output declined by 11.6%.  Mining, the second largest 
sector, showed c onsistent growth of between 6.4% and 8.9% from 1996 to 1999, but declined 
in 2001 and 2002 by an average of 2.5% each year.  The service industry, which accounts for 
only 14.8% of GGP, shows an average annual growth of 5.6%, boosted by accelerated growth 
in the transport and finance sectors (14.2% and 13.3% respectively) in 1997 and 1998.   
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Figure B.1: GGP by Industry
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Within manufacturing, the grouping of metal products, machinery and household 
appliances accounted for 84.4% of output in 2001 and 74.6% of employment in 2001.  This 
grouping also showed a year-on-year growth rate of between 1.6% and 12.2% between 1996 
and 2001, except in 1999 when output decreased by 12%.  The grouping of electrical 
machinery and apparatus reflects the same pattern, as illustrated in figure B.2, with a decline 
of 12.3% in production in 1999.  The category of transport equipment reflects the highest 
average percentage growth of 7.5% between 1996 and 2001, as illustrated in table B.2, with 
accelerated growth of 25.5% and 10.5% in 2000 and 2001 respectively. 

 

Figure B.2: GGP within the Manufacturing Sector
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Table B.2: Middelburg GGP % growth 

% Growth by Category in the Manufacturing Industry 

Year 1997 1998 1999 2000 2001

Average 
Annual 
Growth

Food, beverages & tobacco products 7.5% 5.4% -12.0% -0.7% 7.0% 1.4%

Textiles, clothing & leather goods 8.7% -2.5% -7.8% -1.3% 0.2% -0.5%

Wood and wood products 8.6% 2.1% -7.7% 5.6% -1.4% 1.5%

Fuel, petroleum, chemical & rubber products 6.3% 12.8% -5.5% -1.0% 3.2% 3.1%

Other non-metallic mineral produc ts 3.8% 0.2% -16.1% 5.1% 3.8% -0.7%

Metal products, machinery & hhold appliances 9.5% 1.6% -12.0% 12.2% 3.9% 3.0%

Electrical machinery and apparatus 15.6% 2.7% -12.3% 10.2% 1.0% 3.5%

Electronic, sound/vision, medical & other appl. 14.0% 11.0% -11.4% 6.0% -4.4% 3.0%

Transport equipment 2.1% 1.9% -2.6% 25.5% 10.5% 7.5%

Furniture and other items NEC and recycling 7.8% 2.8% -8.1% 6.6% 0.3% 1.9%

Total 9.1% 2.1% -11.6% 10.9% 3.7% 2.8%

 

Although real GGP in the area increased by 14.7% between 1996 and 2001, there was a 

decline of 2.9% in employment over the same period.  Apart from the trade and finance 
sectors, which reflect increases in employment of 31.9% and 18.2% respectively between 1996 
and 2001, all other sectors show a decline in employment over the same period.  The mining 

industry – the second largest output sector – employs the largest number of people (11,208) 
and accounted for 23.2% of total formal employment in the area in 2001.  The manufacturing 
industry accounted for only 14.2% of total employment, a figure inconsistent with its 38.9% 

contribution to GGP.  The second largest number of workers (7,609) is employed in 
community services, which also reflects a decline (7.2%) in employment from 1996 to 2001. 
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Figure B.3: Employment by Industry, 2001
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Figure B.4 illustrates the notably uneven spread of employment within the manufacturing 
sector in Middelburg in 2001.  The dominant grouping of metal products, machinery and 
household appliances accounted for the highest proportion of employment (74.6%) in 2001, 
while reflecting a decrease of 15.2% in its labour force from 1996 to 2001.  The cluster 
groupings of electrical machinery & apparatus and transport equipment employed only 239 
people in 2001, that is 3.5% of total formal employment, which reflects a 7.1 % decline since 
1996. 

 

Figure B.4: Formal Employment within the Manufacturing Sector
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Alongside highly developed and large-scale formal sector activity there is a significant 
informal sector, with estimated employment of 9,020 in 2001, mainly concentrated in 

wholesale and retail trade, as illustrated in figure B.5.  In line with national trends, there has 
been a significant increase (112.7%) in the number of workers employed in the informal 
sector in the period 1996 to 2001, with a 162.6% increase in wholesale and retail trade alone.  

Commercial services (financial, insurance, real estate and business services) have also shown 
a considerable increase (99.9%) over the same period. 
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Figure B.5: Informal Employment by Sector, 2001
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With the inclusion of informal employment, total employment in the Middelburg area 
shows an overall increase of 6.2% in the period between 1996 and 2001.  In 2001 the trade 

and mining sectors employed an almost equal number of workers, as illustrated in figure 
B.6, each accounting for 19.3% of employment.  The trade sector indictates a significant 
increase (79.1%) in employment over the period from 1996 to 2001, making it the biggest 

employer in the area with 11,217 workers. 
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Figure B.6: Total Employment by Industry

 
 

WITBANK 

The geographic product of the Witbank area has grown at an average annual rate  of 2.6% 
between 1996 and 2001.  The finance sector has grown at the highest average annual rate of 
8.2%, followed by transport and mining at average annual rates of 4.8 and 4.6% respectively. 
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Table B.3.: Witbank GGP % Growth 

% Growth by Industry     
Year 1997 1998 1999 2000 2001 Ave p.a.
Agric 1.4% -7.2% 5.4% 7.9% -2.8% 1.0%
Mining 16.7% -2.7% -1.3% 2.2% 7.9% 4.6%
Manu 2.9% -4.0% -7.0% 15.0% 5.9% 2.5%
Elec 6.1% -4.0% 5.4% 0.3% -1.1% 1.4%
Const 2.8% 9.3% -13.2% -10.9% 7.5% -0.9%
Trade 0.1% -2.5% -4.2% 10.1% 6.9% 2.1%
Trans 4.8% 4.3% -0.7% 10.3% 5.5% 4.8%
Finance 7.7% 6.3% 6.0% 14.2% 7.1% 8.2%
Comm serv 0.6% 0.2% 0.2% 0.1% 0.3% 0.3%
Total 7.% -2.1% 0.6% 3.9% 3.5% 2.6%
 

Unlike the national picture, the dominant sector in Witbank is electricity, as illustrated in 
figure B.3.  This sector has shown erratic growth between 1996 and 2001 with only 1.4% 
aggregate growth rate over that period.  Although the manufacturing sector experienced 

negative growth in 1998 and 1999, it showed significant recovery in 2000 with a growth rate 
of 15%, and 5.9% in 2001.  

 

Figure B.7.: GGP by Industry
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Within manufacturing, the grouping for metal products, machinery and household 
appliances accounted for 81.4% of output and 75.6% of employment in 2001.  This grouping 
showed an inconsistent growth rate between 1996 and 2001, averaging 2.8% overall, with 
accelerated growth of 16.9% in 2000.  The categories of electrical machinery & apparatus and 
transport equipment reflect the same pattern, as illustrated in figure B.8..  The grouping of 
transport equipment has shown the most significant average annual growth (7.6%), with 
substantial growth of 30.8% in 2000. 
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Table B.4: Witbank GGP % Growth 

% Growth in the Manufacturing Industry       

Year 1997 1998 1999 2000 2001

Average 
Annual 
Growth

Food, beverages and tobacco products 1.4% -1.1% -7.4% 3.5% 9.2% 1.1%

Textiles, clothing and leather goods 2.5% -8.5% -3.0% 2.9% 2.3% -0.8%

Wood and wood products 2.4% -4.2% -2.9% 10.1% 0.6% 1.2%

Fuel, petroleum, chemical and rubber products 0.2% 5.8% -0.5% 3.1% 5.3% 2.8%

Other non-metallic mineral products -2.1% -6.0% -11.7% 9.5% 5.9% -0.9%

Metal products, machinery and h/hold 
appliances 

3.3% -4.7% -7.4% 16.9% 6.0%
2.8%

Electrical machinery and apparatus 9.0% -3.7% -7.7% 14.8% 3.1% 3.1%

Electronic, sound/vision, medical & other 
appliances 

7.5% 4.2% -6.8% 10.5% -2.5%
2.6%

Transport equipment -3.7% -4.3% 2.5% 30.8% 12.8% 7.6%

Furniture and other items NEC and recycling 1.6% -3.5% -3.3% 11.1% 2.4% 1.7%

Total 2.9% -4.0% -7.0% 15.0% 5.9% 2.5%
 
 

Figure B.8.: GGP within the Manufacturing Sector
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Although real GGP in the area increased by 14.7% between 1996 and 2001, there was a 
significant decline (18.8%) in employment in the formal sector over the same period.  
Electricity, the largest output sector, accounted for only 5.4% of total formal employment in 
the area in 2001, while in the manufacturing sector - the second largest employer in the area 
– employment declined by 14.1% between 1996 and 2001.  In the trade and finance sectors 
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employment increased by 31.5% and 17.1% respectively over the same period, and 

accounted for 17.9% of total formal employment in 2001.     
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Figure B.9.: Formal Employment by Industry, 2001

 
 

Figure B.10. shows the notably uneven spread of employment within the manufacturing 
sector in Witbank in 2001.  The dominant grouping of metal products, machinery and 

household appliances, while accounting for the highest proportion of employment in the 
area (75.6%), reflects a 14% decrease in its labour force between 1996 and 2001.  The cluster 
groupings of electrical machinery & apparatus and transport equipment employed only 358 

people in 2001, which is 3% of total employment and reflects a decline of 8.7% since 1996. 

 

Figure B.10: Formal Employment within the Manufacturing Sector, 2001
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There is a significant informal sector in the area, with estimated employment of 17,147 in 
2001, mainly concentrated in wholesale and retail trade as illustrated in figure B.11.  In line 
with national trends, there has been a significant increase of 108.6% in employment in the 
informal sector, with a major increase of 161.8% in wholesale and retail trade.   
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Figure B.11: Informal Employment by Sector, 2001
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Total employment in the area increased by 11% between 1996 and 2001, due to a significant 
increase in employment in the informal sector.  Informal employment accounted for 21.9% of 
total emplo yment in Witbank in 2001, compared with only 11.7% in 1996.  The trade sector 

shows a significant increase in employment (88.2%) from 1996 to 2001, making it the biggest 
employer in the area with 19,083 workers, 11,550 (60.5%) of whom are employed in the 
informal sector.   
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Figure B.12: Total Employment by Industry, 2001
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APPENDIX C -  
EU-RSA FREE TRADE AGREEMENT – 
PREFERENTIAL ACCESS FOR SELECTED 
STAINLESS STEEL PRODUCTS 

Table C.1: IMPORT TARIFFS FOR GOODS FROM SA  

   

HS Code Basic Duty 2003/01/01 2004/01/01 2005/01/01 2006/01/01 Product Description 

7309.00 2.2% 1.6% 1.1% 0.6% 0.0% Reservoirs, tanks, vats and similar containers 

7311.00 2.7% 2.0% 1.4% 0.7% 0.0% Containers for compressed or liquefied gas  

7323.93 3.2% 2.4% 1.6% 0.8% 0.0% Table, kitchen or other household articles 

8419 0.0% 0.0% 0.0% 0.0% 0.0% Machinery, plant or laboratory equipment, whether or not electrically heated 

8419.31 1.7% 0.0% 0.0% 0.0% 0.0% Dryers for agricultural products 

8419.32 1.7% 0.0% 0.0% 0.0% 0.0% Dryers for wood, paper, pulp, paper or paperboard 

8419.39 1.7% 0.0% 0.0% 0.0% 0.0% Other 

8419.40 1.7% 0.0% 0.0% 0.0% 0.0% Distilling or rectifying plant 

8419.50 1.7% 0.0% 0.0% 0.0% 0.0% Heat exchange units 

8419.81 0.0% 0.0% 0.0% 0.0% 0.0% For making hot drinks or for cooking or heating food 

8419.89 0.0% 0.0% 0.0% 0.0% 0.0% Other 

8609 0.0% 0.0% 0.0% 0.0% 0.0% Containers (including containers for the transport of liquid) specially designed and 
equipped for carriage by one or more modes of transport  

       

Table C.2: MARGIN OF PREFERENCE F OR SA GOODS 

   

HS Code Basic Duty 2003/01/01 2004/01/01 2005/01/01 2006/01/01 Product Description 

7309.00 2.2% 0.6% 1.1% 1.7% 2.2% Reservoirs, tanks, vats and similar containers 

7311.00 2.7% 0.7% 1.4% 2.0% 2.7% Containers for compressed or liquefied gas  

7323.93 3.2% 0.8% 1.6% 2.4% 3.2% Table, kitchen or other household articles 

8419 0.0% 0.0% 0.0% 0.0% 0.0% Machinery, plant or laboratory equipment, whether or not electrically heated 

8419.31 1.7% 1.7% 1.7% 1.7% 1.7% Dryers for agricultural products 

8419.32 1.7% 1.7% 1.7% 1.7% 1.7% Dryers for wood, paper, pulp, paper or paperboard 

8419.39 1.7% 1.7% 1.7% 1.7% 1.7% Other 

8419.40 1.7% 1.7% 1.7% 1.7% 1.7% Distilling or rectifying plant 

8419.50 1.7% 1.7% 1.7% 1.7% 1.7% Heat exchange units 

8419.81 0.0% 0.0% 0.0% 0.0% 0.0% For making hot drinks or for cooking or heating food 

8419.89 0.0% 0.0% 0.0% 0.0% 0.0% Other 

86.19 0.0% 0.0% 0.0% 0.0% 0.0% Containers (including containers for the transport of liquid) specially designed and 
equipped for carriage by one or more modes of transport 
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APPENDIX D -  
SADC FTA – PREFERENTIAL ACCESS FOR 
SELECTED STEEL PRODUCTS 

Table D.1.a: IMPORT TARIFFS FOR GOODS FROM SA INTO MALAWI  

HS Code MFN Rate 2001 2002 2003 2004 2005 2006 2007 2008 2009 

7309.00.10 30% 30% 30% 30% 30% 20% 15% 8% 0% 0% 

7311.00.00 10% 10% 10% 10% 10% 10% 5% 5% 0% 0% 

7323.93.00 30% 10% 10% 10% 10% 20% 15% 8% 0% 0% 

8419.31.00 5% 5% 5% 5% 5% 5% 4% 4% 0% 0% 

8419.32.00 5% 5% 5% 5% 5% 5% 4% 4% 0% 0% 

8419.39.00 5% 5% 5% 5% 5% 5% 4% 4% 0% 0% 

8419.40.00 5% 5% 5% 5% 5% 5% 4% 4% 0% 0% 

8419.50.00 5% 5% 5% 5% 5% 5% 4% 4% 0% 0% 

8419.81.00 5% 5% 5% 5% 5% 5% 4% 4% 0% 0% 

8419.89.00 5% 5% 5% 5% 5% 5% 4% 4% 0% 0% 

8609.00.00 10% 10% 10% 10% 10% 10% 5% 5% 0% 0% 
 

Table D.1.b: IMPORT TARIFFS FOR GOODS FROM SA INTO MA URITIUS 

HS Code MFN Rate 2001 2002 2003 2004 2005 2006 2007 2008 2009 

7309.00.10 
10% 

SUBJECT TO 
SPECIAL 
CONSIDERATI
ON 

                

7311.00.00 10% 10% 10% 10% 8% 6% 4% 2% 0% 0% 

7323.93.00 
40% 

SUBJECT TO 
SPECIAL 
CONSIDERATI
ON 

                

8419.31.00 15% 0% 0% 0% 0% 0% 0% 0% 0% 0% 

8419.32.00 15% 0% 0% 0% 0% 0% 0% 0% 0% 0% 

8419.39.00 15% 0% 0% 0% 0% 0% 0% 0% 0% 0% 

8419.40.00 15% 0% 0% 0% 0% 0% 0% 0% 0% 0% 

8419.50.00 15% 0% 0% 0% 0% 0% 0% 0% 0% 0% 

8419.81.00 15% 15% 15% 15% 12% 9% 6% 3% 0% 0% 

8419.89.00 15% 0% 0% 0% 0% 0% 0% 0% 0% 0% 

8609.00.00 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 
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Table D.1.c: IMPORT TARIFFS FOR GOODS FROM SA INTO MOZAMBIQUE 

HS Code MFN Rate 2001 2002 2003 2004 2005 2006 2007 2008 2009 

7309.00.10 7.5% 7.5% 7.5% 7.5% 7.5% 7.5% 7.5% 4% 0% 0% 

7311.00.00 7.5% 7.5% 7.5% 7.5% 7.5% 7.5% 7.5% 4% 0% 0% 

7323.93.00 35% 30% 30% 25% 25% 25% 20% 10% 0% 0% 

8419.31.00 5% 5% 5% 5% 5% 5% 5% 3% 0% 0% 

8419.32.00 5% 5% 5% 5% 5% 5% 5% 3% 0% 0% 

8419.39.00 5% 5% 5% 5% 5% 5% 5% 3% 0% 0% 

8419.40.00 5% 5% 5% 5% 5% 5% 5% 3% 0% 0% 

8419.50.00 5% 5% 5% 5% 5% 5% 5% 3% 0% 0% 

8419.81.00 5% 5% 5% 5% 5% 5% 5% 3% 0% 0% 

8419.89.00 5% 5% 5% 5% 5% 5% 5% 3% 0% 0% 

8609.00.00 5% 5% 5% 5% 5% 5% 5% 3% 0% 0% 
 

Table D.1.d: IMPORT TARIFFS FOR GOODS FROM SA INTO TANZANIA  

HS Code MFN Rate 2001 2002 2003 2004 2005 2006 2007 2008 2009 

7309.00.10 10% 10% 10% 10% 10% 10% 10% 5% 0% 0% 

7311.00.00 30% 30% 30% 30% 25% 20% 15% 5% 0% 0% 

7323.93.00 30% 30% 30% 30% 25% 20% 15% 5% 0% 0% 

8419.31.00 5% 5% 5% 5% 5% 5% 5% 5% 0% 0% 

8419.32.00 10% 10% 10% 10% 10% 10% 10% 5% 0% 0% 

8419.39.00 20% 20% 20% 20% 20% 15% 10% 5% 0% 0% 

8419.40.00 10% 10% 10% 10% 10% 10% 10% 5% 0% 0% 

8419.50.00 10%   10% 10% 10% 10% 10% 10% 5% 0% 

8419.81.00 20% 20% 20% 20% 20% 15% 10% 5% 0% 0% 

8419.89.00 20% 20% 20% 20% 20% 15% 10% 5% 0% 0% 

8609.00.00 5% 0% 0% 0% 0% 0% 0% 0% 0% 0% 
 

Table D.1.e: IMPORT TARIFFS FOR GOODS FROM SA INTO ZAMBIA     

HS Code MFN Rate 2001 2002 2003 2004 2005 2006 2007 2008 2009 

7309.00.10 15% 15% 15% 15% 15% 10% 10% 5% 5% 0% 

7311.00.00 15% 15% 15% 15% 15% 10% 10% 5% 5% 0% 
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Table D.2.a: MARGIN OF PREFERENCE FOR GOODS FROM SA INTO MALAWI  

HS Code MFN Rate 2001 2002 2003 2004 2005 2006 2007 2008 2009 

7309.00.10 30% 0% 0% 0% 0% 10% 15% 22% 30% 30% 

7311.00.00 10% 0% 0% 0% 0% 0% 5% 5% 10% 10% 

7323.93.00 30% 20% 20% 20% 20% 10% 15% 22% 30% 30% 

8419.31.00 5% 0% 0% 0% 0% 0% 1% 1% 5% 5% 

8419.32.00 5% 0% 0% 0% 0% 0% 1% 1% 5% 5% 

8419.39.00 5% 0% 0% 0% 0% 0% 1% 1% 5% 5% 

8419.40.00 5% 0% 0% 0% 0% 0% 1% 1% 5% 5% 

8419.50.00 5% 0% 0% 0% 0% 0% 1% 1% 5% 5% 

8419.81.00 5% 0% 0% 0% 0% 0% 1% 1% 5% 5% 

8419.89.00 5% 0% 0% 0% 0% 0% 1% 1% 5% 5% 

8609.00.00 10% 0% 0% 0% 0% 0% 5% 5% 10% 10% 
 

Table D.2.b: MARGIN OF PREFERENCE FOR GOODS FROM SA INTO MAURITIUS  

HS Code MFN Rate 2001 2002 2003 2004 2005 2006 2007 2008 2009 

7309.00.10 
10% 

SUBJECT TO 
SPECIAL 
CONSIDERATI
ON 

                

7311.00.00 10% 0% 0% 0% 2% 4% 6% 8% 10% 10% 

7323.93.00 
40% 

SUBJECT TO 
SPECIAL 
CONSIDERATI
ON 

                

8419.31.00 15% 15% 15% 15% 15% 15% 15% 15% 15% 15% 

8419.32.00 15% 15% 15% 15% 15% 15% 15% 15% 15% 15% 

8419.39.00 15% 15% 15% 15% 15% 15% 15% 15% 15% 15% 

8419.40.00 15% 15% 15% 15% 15% 15% 15% 15% 15% 15% 

8419.50.00 15% 15% 15% 15% 15% 15% 15% 15% 15% 15% 

8419.81.00 15% 0% 0% 0% 3% 6% 9% 12% 15% 15% 

8419.89.00 15% 15% 15% 15% 15% 15% 15% 15% 15% 15% 

8609.00.00 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 
 



137 

 
Promoting Secondary Industry & Clusters in Mpumalanga 
Prepared for the Dept of Economic Affairs, Gaming & Tourism, Mpumalanga Province 

 

Table D.2.c: MARGIN OF PREFERENCE FOR GOODS FROM SA INTO MOZAMBIQUE  

HS Code 
MFN 
Rate 

2001 2002 2003 2004 2005 2006 2007 2008 2009 

7309.00.10 7.5% 0% 0% 0% 0% 0% 0% 4% 8% 8% 

7311.00.00 7.5% 0% 0% 0% 0% 0% 0% 4% 8% 8% 

7323.93.00 35% 5% 5% 10% 10% 10% 15% 25% 35% 35% 

8419.31.00 5% 0% 0% 0% 0% 0% 0% 2% 5% 5% 

8419.32.00 5% 0% 0% 0% 0% 0% 0% 2% 5% 5% 

8419.39.00 5% 0% 0% 0% 0% 0% 0% 2% 5% 5% 

8419.40.00 5% 0% 0% 0% 0% 0% 0% 2% 5% 5% 

8419.50.00 5% 0% 0% 0% 0% 0% 0% 2% 5% 5% 

8419.81.00 5% 0% 0% 0% 0% 0% 0% 2% 5% 5% 

8419.89.00 5% 0% 0% 0% 0% 0% 0% 2% 5% 5% 

8609.00.00 5% 0% 0% 0% 0% 0% 0% 2% 5% 5% 

Table D.2.d: MARGIN OF PREFERENCE FOR GOODS FROM SA INTO TANZANIA   

HS Code MFN Rate 2001 2002 2003 2004 2005 2006 2007 2008 2009 

7309.00.10 10% 0% 0% 0% 0% 0% 0% 5% 10% 10% 

7311.00.00 30% 0% 0% 0% 5% 10% 15% 25% 30% 30% 

7323.93.00 30% 0% 0% 0% 5% 10% 15% 25% 30% 30% 

8419.31.00 5% 0% 0% 0% 0% 0% 0% 0% 5% 5% 

8419.32.00 10% 0% 0% 0% 0% 0% 0% 5% 10% 10% 

8419.39.00 20% 0% 0% 0% 0% 5% 10% 15% 20% 20% 

8419.40.00 10% 0% 0% 0% 0% 0% 0% 5% 10% 10% 

8419.50.00 10% 10% 0% 0% 0% 0% 0% 0% 5% 10% 

8419.81.00 20% 0% 0% 0% 0% 5% 10% 15% 20% 20% 

8419.89.00 20% 0% 0% 0% 0% 5% 10% 15% 20% 20% 

8609.00.00 5% 5% 5% 5% 5% 5% 5% 5% 5% 5% 
 

Table D.2.e: MARGIN OF PREFERENCE FOR GOODS FROM SA INTO ZAMBIA   

HS Code MFN Rate 2001 2002 2003 2004 2005 2006 2007 2008 2009 

7309.00.10 15% 0% 0% 0% 0% 5% 5% 10% 10% 15% 

7311.00.00 15% 0% 0% 0% 0% 5% 5% 10% 10% 15% 
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APPENDIX E -  
PRE-EVALUATION QUESTIONNAIRE  

PRE-SCREENING QUESTIONNAIRE OF FABRICATORS FOR POTENTIAL WORK FOR SASOL 
 

Name of Company evaluated :  

Physical Address :  

   

 

 

Contact Person & Designation :  

Postal Address :  

 

 

 

Telephone Number :  

Fax Number :  

Mobile Number :  

E-Mail Address :  

Web-site Address :  

  

Evaluation Conducted By :  

Date of Evaluation :  

Remarks :  
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1.   GENERAL CAPABILITY  
1.1 Normal material of Construction  

 

1.2 Alt. materials of cons truction  

 

1.3 No & Size of fabricating workshops  

 

1.4 No & capacity of cranes   

 

1.5 Total workshop area:  under roof 

 

                                :  open area 

 

 

 

1.6 Key technical skills 

- Design Engineers  

- Draughtsmen 

- Boilermakers 

- Welders 

- NDT personnel 

- Inspection personnel 

(In-House)                       (Out-Sourced) 

-                                    - 

-                                    - 

-                                    - 

-                                    - 

-                                    - 

-                                    - 

 

1.7 Obtain the company organogram  

 

1.8 Maximum: -  

- Thickness you can bend/roll  

- Diameter you can manoeuvre 

- Length you can manoeuvre 

- Height under the crane hook 

- Lifting capacity 

- Man-hours you can produce per month 

 

 

 

 

 

 

 

1.9 Approximate annual turnover  

 

1.10 Have you previously done work for SASOL.  

1.11 Are you familiar with the SASOL Specification 

Which SASOL Specs do you possess. How did you 

obtain them. 
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1.12 Which is the SASOL equipment category you feel 

comfortable with. 

 

1.13 Equipment Capability & Preference: 

- vessels & drums 

- columns 

- tanks 

- shell & tube heat exchangers 

- plate heat exchangers 

- air coolers 

- fired heaters 

- boilers  

- other 

 

 

 

 

 

 

 

 

 

 

2. QUALITY MANAGEMENT SYSTEM  
2.1 Do you operate a  QMS  

2.2 Is your QMS accredited  

 

2.3 Do you have an RFQ Review procedure. 

Who is involved in the review  

 

 

2.4 Do you have a contract review procedure 

Who is involved in this review 

  

 

2.5 Do you have a list of approved suppliers 

(review the list) 

Plate 

 

Tube & Pipe 

 

Forgings 

 

Dished Ends 

 

NDT 

 

AIA 

 

Design 

 

 

 

              

2.6 Do you have a procedure for evaluating your 

suppliers.  (view) 
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2.7 Do you have the capability of assessing the work 

procedures generated by your suppliers….. 

 

and of assessing the qualification of their operators. 

 

 

2.8 How often do you audit your suppliers  

 

3. ENGINEERING & DESIGN  
3.1 Is your Engineering & Design work carried out in-

house or is it out-sourced 

 

 

3.2 What is the depth of your design capability  

3.3 If you outsource your design & draughting, who are 

the service providers 

 

 

3.4 Specify the software package you use for: 

- mechanical design 

- thermal design  

- draughting 

- Finite Element analysis 

 

 

 

 

 

3.5 Do you have a facility for checking the designs  

 

3.6 What P V codes are you familiar with  

 

3.7 Do you keep original copies of these codes in your 

offices.  If so, which issue 

(View) 

 

 

 

3.8 Who is the competent person in your organisation 

responsible for pressure vessel work 

 

 

3.9 How do you manage deviations from the code  

 

3.10 Would the responsible person be able to handle 

Code Cases.  

 

 

3.11 How do you check for interference, and deviations 

from the SASOL Specs. 

 

3.12 Are you familiar with WRC 107 for the resolution of 

nozzle & attachment loads.  How would you manage 

this detail. 

 

 

 

3.13 Who does the vessel-support analysis.  

 



142  

 
Human Sciences Research Council, with Blueprint Strategy & Policy    
March 2003 

3.14 Do you check for fibre elongation. (view example)  

 

4. WORKS INSTRUCTION  

4.1 Do you produce a quality control plan for your work 

(view example) 

 

 

4.2 How do you convey the technical requirements of the 

job to the workshop.  (Check drawings on the shop 

floor for AFC stamping & revision) 

 

 

 

4.3 What procedures do you have in place for controlling 

changes to the scope. 

 

 

4.4 How do you control the fabrication process  

4.5 Who identifies non-conformances & issues non -

conformance reports 

 

 

4.6 How do you handle non-conformances   

4.7 How do you ensure that non-conformances are not 

repeated 

 

 

5. PROCUREMENT  
5.1 How do you generate an instruction to purchase a 

typical buy-out 

(view example) 

 

 

 

5.2 Who is involved in generating this instruction  

5.3 How do you ensure that your buy-outs are received 

on time 

 

 

5.4 How do you ensure that your buy-outs will meet the 

technical requirements  

 

 

5.5 How do you transfer the commercial conditions of the 

contract on to your supplier 

 

 

5.6 How would you specify heat treatment requirements 

on a typical buyout (Plate, forging, dished-end) 

 

 

5.7 Are you familiar with pre-qualification of materials 

and buy-outs for multiple, simulated heat treatments, 

and notch toughness requirements. 

 

 

5.8 Who prepares and welds your dished-end blanks.  

6. STORES CONTROL  

6.1 Do you have a procedure for the identification & 

inspection of incoming material  
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(view) 

6.2 How do you check that incoming materials conform 

to the requirements of the contract  

 

6.3 At what point do you check the dished-ends, and 

what do you measure. 

 

6.4 How do you handle non -conforming materials 

 

 

6.5 Do you have the facility in your stores to separate 

between (e.g.) carbon steel items & other materials 

 

6.6 How do you differentiate & store your welding 

consumables 

 

6.7 Do you have hot boxes or re-heating ovens 

 

 

6.8 Do you have a system for separating other 

consumables e.g. cutting, grinding and polishing 

discs 

 

6.9 How do you handle off-cuts 

(View) 

 

 

 

7. WELDING  

7.1 Review welding symbols and dimensions for 

compliance with AWS standard. 

 

 

 

7.2 Review typical weld map. 

 

 

7.3 Please specify the welding processes you employ  

 

7.4 Who produces your WPS’s  

 

7.5 Who do you employ to certify the qualification of your 

welding procedures, and your welders 

 

 

7.6 Who do you employ to undertake the mechanical 

testing 

 

 

7.7 Are you familiar with the pre-qualification of your 

welding procedures for subsequent heat treatment 

cycles …………………………(discuss) 

 

7.8 Do you have a procedure for maintaining the validity 

of your welding procedure  
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of your welding procedure 

7.9 View: -                       

- Fit-ups  

- Weld profiles 

- Undercuts & IPR 

- Removal of attachments 

- Weld orientations  

- Spacing between welds                

 

 

8. NON-DESTRUCTIVE TESTING  
8.1 Please list the NDT which you carry out in-house  

 

8.2 Please list the NDT which you out-source  

 

8.3 Please list the company(ies) from whom you out-

source the NDT 

 

 

8.4 Who in your company is qualified to review the sub-

contractor’s NDT procedures  

 

8.5 Do you review the NDT procedures submitted to you 

& the qualification of the NDT operator 

 

8.6 Are you qualified to evaluate the results of a 

particular NDT event 

 

9. INSPECTION  

9.1 Who is the person responsible for inspection. 

Is he your employee or on contract 

 

9.2 What qualifications does your inspector hold  

 

9.3 Does your company ever employ an AIA 

If so, under what circumstances.  

 

10. DOCUMENTATION  
10.1 Who is responsible for the documentation 

requirements of a typical contract 

 

 

10.2 Do you have the equipment to generate and re-

produce your own documentation. 

 

10.3 Do you have the capability to receive, generate, and 

transmit documentation electronically  

 

11. GENERAL  
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11.1 Do you have a NOSA rating.  

 

11.2 Determine familiarity with the OHS Act. & the VUP 

Regulations  

 

11.3 Health and safety awareness; Evidence of: - 

- Eye protection 

- Ear protection 

- Awareness posters 

- Warning signs for RT examination 

- Cordoning-off of dangerous areas  

- Fume & dust extraction equipment 

 

 

 

12. OBSERVATIONS FROM THE WORKSHOP 

  

 

 

 

 

 

13. WEAKNESSES 
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APPENDIX F -  
STAINLESS STEEL SCOPING: COMPANIES 
CONTACTED  

 

Company Name Telephone Number Position  

Mining Vessels 

Fabtech Stainless Steel Tony 041 – 451 1654 Owner/manager 

Ramfab Hubert 011 – 397 3677 Manager 

Fixtrade Engineering 
Contractors 

Unsuccessful 6  
(Mary-Anne) 

011 – 762 4127 - 

Metric Steel Services Nicky 011 – 894 8003 Manager 

Food and Beverage  

BMC Engineering Brian Robertson 011 – 674 1300 Purchasing 

Interfab Daan 011 – 477 1060 Manager 

Stainless Fabricators Hugo Boschoff 011 – 762 5293 Manager 
Kemix Sergio Alvez 011 – 466 2490 Manager 

SASOL 

SASOL Wellington 011 - 8897600 Procurement 

Springbok Tanks Lourens Roussouw 012 – 719 9052 Manager 

Tseba T anks Louis Mariane 011 – 908 5793 Manager 

Eskom 

Cornie van Rooyen 011 – 800 8111 Procurement Eskom 

 Sashni Mangu 011 – 800 3008 Procurement 

Telecoms 

MTN  Ajoob Hendricks 011 – 912 3099 Procurement 

Shihad Kaji 011 – 653 5000 Procurement 

D ean Jooste 011 – 653 5570 Project Manager 

Vodacom 

 

 Les McCloud 011 – 653 5593 Base Stations  

                                                 
6 Unsuccessful denotes unable to get hold of respondent 
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Telkom Melanie Cartwright 011 – 311 8279 Purchasing 

Jannie Senekal 012 – 352 5596 Procurement/projects 

Teresa Ferreira 011 – 652 2000 Procurement 

Siemens  

Terry Polis 7 011 – 652 2571 Projects 

Grintech (Vodacom)8 Angelo Carrero 012 – 672 8000 Manager 

 Leo van Hurton 082 –772 0659 Installations  

Plessey (Vodacom) Frans Dunder (CT) 083 – 676 3666 Base stations 

 Sanjith Singh (DBN) 083 – 635 7541  Base stations 

 Wouter de Villiers 083 – 676 3661 Supply 

Hi-Tech Packaging Ralph Vivian 031 – 707 0414  Owner/Manager 

O-Line (Siemens) Dieter 011 - 4933536 Manager 

Brolaz Unsuccessful 011 – 805 3052 - 

Hanfer (PE) Unsuccessful (Danie de 
Jager) 

041 – 396 3044 - 

Foude- Snyman (O-Line) Floris Snyman 011 – 834 8381 Purchasing manager 

Strutfast (Siemens) Ian Fairley 011 – 622 9969 Manager 

Mines  

Coppermyn9 Johan van der Walt 013 – 246 1035 Procurement 

Middel Mine Services10  Nic Harmse 013 – 249 3133 Procurement 

Black Water C olliery Unsuccessful 013 – 243 5840 - 
Langa Coal Mines Unsuccessful 013 – 295 3253 - 

Woes Staaleen Unsuccessful 013 – 246 6809 - 

Mine suppliers 

Unique Engineering  Neville 011 – 826 6111 Manager 

Eastern Steel  Teresa 011 – 453 6009 Manager 

Plus Factor (Eastern Steel) Brett 011 – 872 1158 Manager 

Steelmore (Eastern Steel) Steven Kay 011 – 422 3120 Manager 

Multi-tech Unsuccessful 011 – 845 4429 - 
 

                                                 
7 Italics denotes best source of info at company. 
8 Main reference 
9 Mine 
10 Mine 
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APPENDIX G -  
RESULTS OF THE FIRM SURVEY IN SECUNDA  

OVERVIEW OF THE SAMP LE 

Questionnaires were sent to all firms in the manufacturing, construction, electrical & gas and 
mining based on a list obtained from the municipality.  Additional questionnaires were also 
sent to firms in these sectors from SASOL’s vendor list. 11  It did not include the very large 

firm s such as SASOL, Eskom and the major mines as the activities of these firms were part of 
the research in their own right. And, the purpose of the survey was to assess industrial 
activity in the smaller firms which it had not been possible to interview.  The purpose of the 

questionnaires was to seek information on firms’ performance, factors that influence their 
decision-making and constraints on growth in order to better understand possible areas for 
development and the role of local and provincial government.  32 firms responded, a 

response rate of 42 percent, although not all firms answered all questions.12 

Most of the firms are involved in the construction & engineering sectors, followed by just 
half engaged manufacturing, and electrical services (TableG.1).  The other services grouping 

which covered a wide range of activities also accounted for a large proportion of firms. 

Table G.1.: Summary of firms surveyed (no. of firms) 

Food and beverages products  1 

Textile and clothing 1 

Publishing and printing  1 

Chemicals, rubber and plastic  1 
Glass, cement, brickmaking and other non-metallic minerals 2 

Iron & steel, fabricated metal products  5 

Machinery and equipment (including electrical) 4 

Engineering  9 

Construction 16 

Electrical 3 

Water and related services 1 

Other services 10 

Note: firms could identify more than one sector in which they were involved 

                                                 
11 The vendor list was only received very late. 
12 A much better response rate was achieved from the firms initially surveyed, of more tha n 50 per cent.  Time constraints 
meant that the response rate from the additional firms identified from SASOL’s vendor list was much poorer. 



149 

 
Promoting Secondary Industry & Clusters in Mpumalanga 
Prepared for the Dept of Economic Affairs, Gaming & Tourism, Mpumalanga Province 

 

The firms in the survey employed a total of more than 1700 employees in 2001. The average 
number of employees of firms responding is 56, and most firms were small (6-49 
employees). Four had between 50 and 250 employees, three firms had 250 employees or 
more (Table G.2). 

Table G.2. Size distribution of firms 

             No. of  firms 

Micro       (0-5) 8 

Small       (6 -49) 12 

Medium   (50-250) 4 
Large       (>250) 3 

 Note: not all firms completed this question 

PERFORMANCE  

Total employment in the firms responding to the survey had increased from 1999-2001.  
Employment grew at an annual average rate of 10 percent in the last two years. Sixteen firms 
recorded an increase in employment and 4 recorded a decline while 5 firms reported no 
change. But performance in terms of assets, turnover and profitability shows no 
improvement over the last couple of years (Table G.3). The table below shows little change 
in profitability, while the number of firms with a growth in turnover and assets in excess of 
10 percent had decline.  

Table G.3. Firm’s annual growth rates and profits (no. of firms) 

  2002   2001  

 <0% 0-10% >10% <0% 0-10% >10% 

Ann growth in turnover  7 14 11 8 12 12 
Ann growth in assets 10 15 7 9 15 8 

Pre -tax profit rate (% of assets) 12 15 5 12 15 5 
 

Many firms are, however, expecting improved performance in the coming two years. 44 
percent of the firms are expecting a turnover growth rate in excess of 10 percent while 38 
percent are expecting profits growth in excess of 10 percent. 

MARKET CONDITIONS AND COMPETITIVENESS  

Most firms are oriented towards local markets. There are only 2 firms that export more than 
20 percent of their output (Figure G1).  Similarly, almost all firms source their inputs locally.  

All firms which export have been increasing their export orientation.  Moreover, exporting 
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firms have performed better than the average as well as having a better expected 

performance. 

 

Figure G.1. Importance of international trade 

 

 

Of the total number of firms that sell their production in South Africa, 19 firms sell more 
than 60 percent of their output in Highveld East (Figure G2). There are only few firms (five) 
that are not selling their production in Highveld East region. 
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Figure G.2. Importance of local markets (output sold in Highveld East) 

 

SASOL is the most important local customer, with eight firms selling more than 60 percent 
of their output to SASOL and a further three selling between 40 and 60 percent of the output.  
Almost all of these firms experienced positive turnover growth in 2002, with five having a 
growth greater than 10 per cent.  By comparison, just two firms sell more than 60 percent of 
their output to the mines, although eight firms in total sell more than 20 percent of their 
output to the mines, of which four had growth in excess of 10 percent in 2002.  The links are 
relatively weak with Eskom. 

Of concern are the low levels of capacity utilization reported.  71 percent of firms are 
operating below 80 percent capacity utilization and 21 percent operate below 50 percent 

utilization.  This suggests low levels of demand and the inability of firms to find other 
markets. 

Quality and delivery are rated as the most important factors  for firms’ competitiveness, over 
price (Figure G3). The least important factors are design and distribution. More than half of 
the firms indicated that their prices kept pace with inflation rate. 
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Figure G3. Competitive factors 

 

Firms were asked to rank in order of significance the main production cost.  Wages and 
salaries were ranked as the largest cost, followed by raw materials. Interest charges and 

delivery & marketing were also important but less significant.  Of these inputs, almost half 
of the firms had experienced significant increases in their cost of materials (by more than 10 
percent), which may reflect the depreciation of the Rand where these input materials are 

internationally traded and prices are linked to international markets (Table G4). 
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Table G4. Number of firms recording different changes in production costs 

 <-10%  -10-0%  0%  0-10%  >10% 

Raw materials 5  0  3  5  14 

Interest charges & depre  3  1  5  12  6 

Wages & salaries 2  3  3  10  13 

Utilities & land 0  2  7  11  6 
Delivery & markt 1  2  3  10  10 

 

A large proportion of firms had also experienced major increases in other costs such as 
wages & salaries, and delivery & marketing (Table G4).  However, wage levels were 

indicated by more than half of firms to have a positive or neutral impact on their 
competitiveness, reflecting the fact that in many activities South African wages are low 
compared to other countries (and this has been helped by the Rand’s depreciation).   

In terms of markets, a large proportion of firms (50 per cent) depend on one or two main 
customers for more than half of their sales, with whom they generally have long -term 
relationships (of more than 5 years). At the same time firms have many competitors.  12 
firms (38 per cent) have more than five domestic compe titors in their main product group, 
while a further 15 (47 per cent) have between two and five competitors. 

SKILLS, TECHNOLOGY AND INVESTMENT   

There exists a mismatch between education and skills requirements. The education level is 
generally low with 41 percent of employees having an average education of below matric 
plus 36 percent with average at matric. Basic education and training is therefore of crucial 

importance, especially given the significance reported by firms of quality and technology to 
their performance.  Most firms (70 percent) reported that the length of time to train machine 
operators is three months, which is not an insignificant investment in training. 

Machinery is generally quite modern, with the average age of machinery in half of the firms 
between 2-5 years. Only few firms (four) have machinery & equipment older than 10 years. 
Given this average age of machinery & equipment, a significant number of firms noted high 
technology as very important for their competitiveness. 

Half of firms had made major investment since 2000, with 28 percent of these firms 
indicating that it involved changes in production techniques.   

A number of factors were identified by firms as being the main motivations for investment. 
The most important ones are to raise efficiency and to improve quality through employing 
more up -to-date technology. Responding to domestic demand requirements and pressure 
from competitors were also important in prompting firms to invest. 

Most firms used internal funds and loans from SA banks as their main source of finance for 
capital expenditure. 
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The main obstacles discouraging investment were a lack of finance and high interest rates. 

These were followed by increased competition in domestic demand (and presumably low 
margins), poor sales outlook, unstable exchange rate and inadequate tax incentives for 
investment.  

New technologies have been drawn from a variety of sources, led by in-house development, 
followed by firms’ owners.  Other sources were important for a significant proportion of 
firms, while most new technologies are sourced locally. 

 

Figure G4.  Sources of new technologies introduced by firms 

 
 
 
 

 

 

 

 

 

 

 

 

 

 

 

LOCAL GOVERNMENT AND INFRASTRUCTURE PROVISION 

Most of the firms (59 percent) located to Highveld East region because they wanted to be 
close to their markets. The second biggest attraction of firms to the area is availability of 
skilled personnel (44 percent), followed by low operating costs with 31 percent.  The fiscal 

environment was noted as the least attractive factor to locate in this region, but this might be 
because the factor is determined at national and provincial levels.  
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Table G5. Factors identified as important for firm’s location in Highveld East 

 No. of  firms  % 

Availability of skilled personnel 14  44 

Low operating costs (energy, water, transport)  10  31 

Fiscal environment (comparatively low taxes) 2  6 

Overall quality of life 4  13 
Government incentives 4  13 

Presence of companies in the same industry  8  25 

Proximity to markets 19  59 
       

A large number of firms identified that they have experienced a noticeable improvement in 

the last five years in access to technology (56 percent) and in physical infrastructure (53 
percent) (Table G6).  Encouragingly, half of the firms noted a significant improvement in the 
overall quality of life (50 percent).  

 

Table G6. Noticeable improvement in the past five years 

                                     No. of firms  % 

Physical infrastructure 17  53 

Access to finance 12  38 

Government incentives 6  19 
Access to technology 18  56 

Availability of skilled workers 13  41 

Overall quality of life  16  50 
  

There is a major difference between firms’ views on the importance of local economic 

development policies, and their assessment of the actual work of government. A significant 
proportion  (69 percent) of firms identified local economic policies as being important in 
promoting skills training, but only 26 percent thought government was doing a good job in 

this area (Table G7). 59 percent of the firms noted that government’s efforts to ensure high 
quality of life and ensuring low operating costs in the area are important with only 19 and 16 
percent of firms respectively giving the government a good performance rating in these 

areas. 
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Table G7. Importance of LED p olicies and evaluation of government performance 

 Important 

(no.of firms) 

  

% 

 Good perf by govt 

(no. of firms) 

  

% 

Promoting skills training 22  69  8  25 

Providing business support services 16  50  6  19 

Supporting firm restructuring 11  34  5  16 
Encouraging new partnerships 13  41  5  16 

Local infrastructure provision & maintenance 17  53  6  19 

Providing incentives 18  56  5  16 

Attracting new business to the area 18  56  6  19 

Ensuring low operating costs 19  59  5  16 

Ensuring high quality of life in the area 19  59  6  19 

Stimulating R & D 12  38  5  16 
  

Attracting new business to the area and providing incentives were also rated as being 
important but only 17 percent of firms rated the performance of the government as being 
good in those areas. Local infrastructure provision and providing business support services 
were next in importance with 17 and 16 firms respectively rating each of them as being 
important areas for government’s contribution.  

Caution needs to be exercised, however, in interpreting the responses on the performance of 
government as it was clear to firms that the survey was carried out on behalf of government 
and it may have been seen as an opportunity to express general disgruntlement 

CONCLUSIONS  

The main points from the  survey are as follows: 

 

• Most firms are in the construction and engineering sectors, reflecting the provision 
of services to the large industries (SASOL, Eskom and the mines) in the region, with 
SASOL being by far the most important, although the mines are also very important 
markets. 

• Firms are spread across the size categories, with the largest concentration in small 
(but not micro) enterprises.  

• Encouragingly employment has been increasing in the firms surveyed, although 
clearly the survey cannot take into account firms which have closed down in recent 
years. Financial performance has, however, been tight with some signs of expected 
improvement. 
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• There is also significant potential for growth given the excess capacity reported.  The 

challenge for firms is to spread outside the local market, and even follow the lead of 
the small number of firms that are exporting. 

• Non-price factors (quality and delivery) are very important for competitiveness. 
This, together with the significance of technology to firms, suggest the importance of 
training and technical support.  A large proportion of firms have introduced new 
production techniques, mainly from local sources.  

• The low education levels reported by firms reinforces the need for actions to support 
skills development. 

• A wide variety of activities is required of government, led by skills training 
(although government performance is also rated more highly in this area than in 
others). 

• Generally firms do not rate government as particularly good, although 

improvements in infrastructure, access to technology, and the quality of life were 
highlighted by responses. 

• While proximity to market is the most important factor in firms’ location decisions, 
there is also evidence of cluster-type effects in terms of the significance of the 
availability of skills and the presence of companies in the same industry in 
encouraging firms to locate in the Secunda area. 

 

The survey results thus reinforce the assessment of the greater Secunda area in the 
dependence on major firms.  However, it  also indicates the potential for more broad-based 
economic activity founded on the availability of inputs, technological capabilities and 
relatively good infrastructure.  Building on these advantages requires focused action by 
government, working together with business. 
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APPENDIX H -  
REPORT ON SCOPING OPPORTUNITIES FOR THE 
SECUNDA CLUSTER IN DOWNSTREAM PLASTICS 
PRODUCTS 

 

INTRODUCTION 

South Africa produces more polypropylene (PP) than any other polymer, and exports 
approximately 40% of output.  The major ity of PP is produced by Sasol Polymers at Secunda. 
PP is also produced by Safripol (owned by Dow chemicals) in Durban.  The capacity of 

Secunda has increased from 120 000 tonnes per annum at the commissioning of the plant in 
1990, to 220 000 tpa in 2002.  The capacity of Safripol is around 120 000 tpa, making a total 
South African capacity of approximately 330 000 tpa. 

Polypropylene is one of the main polymer ‘building blocks’ derived from the processing of 
oil or coal.  It feeds into a range of plastic pr oducts, as illustrated in Figure x.  As such, it is a 
key input for downstream manufacturing. 

 

Figure H1: Plastics and polymers production chain 
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After a recent fire in 2000/2001, investment and de-bottlenecking significantly increased 
production volumes in 2001/2002.  The competitiveness of South African PP is further 

emphasised by investment plans being developed by Sasol for new capacity to become 
available during 2005 and 2006.  This would add a further 300 000 tpa making total 
production of 520 000 tpa. The main competitiveness factor underpinning this investment is 

the processing of gas from the new pipeline being built from Mozambique which will have 
propylene and ethylene as by-products.   

Local polymer demand was strong in the first half of 2002, with polymer sales into the 
southern African market (including South Africa) increasing by 37%.  In recent years local 
demand for polypropylene has grown at approximately 9% per annum (Table 8) and is one 
of the fastest growing polymers by use after PET and acrylics.  At present around 60% of 
production goes to the local market. 

 

Table H1:  Local demand  for polymers from plastics converters 

 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 % ann. 
gr 96-
2001 

ABS & SAN 10000 10000 8600 15000 18000 12000 12000 10000 15700 10000 10000 9000 -5.6 

Acrylics 6500 6000 6000 6000 7000 7000 8000 8000 15000 10000 15000 16500 15.6 

Epoxides 4700 5000 5000 5000 6000 6000 6000 6000 6000 6000 5500 5800 -0.7 

PE-H D 105000 105000 120000 122000 135000 137000 145000 153000 157000 155000 140000 142000 -0.4 

PE-LD 97000 95000 97000 100000 112000 107000 126000 132000 145000 125000 115000 160000 4.9 

PE-LLD 50000 49000 56000 65000 81000 80000 82000 86000 90000 95000 107000 106000 5.3 

PET 8000 9000 9000 9000 12000 14000 15000 26000 40000 54000 70000 80000 39.8 

Polyamides 3250 3000 3400 3000 4000 4000 4000 4000 4000 5000 5500 6250 9.3 

Polycarbonates        4000 4000 4000 4300 3800  

Polyurethanes 26000 22000 19000 20000 23000 24000 25000 28000 30000 26000 20000 16200 -8.3 

PP 69000 74000 85000 92000 118000 120000 125000 132000 145000 165000 165000 176000 7.1 

PS & PS- E 26500 25000 22000 24000 27000 29000 33000 28000 25000 35000 40000 35500 1.5 

PVC 123000 115000 115000 120000 135000 138000 143000 147000 152000 122000 112000 100900 -6.7 

UF&MF&PF 4050 4000 3000 4000 2000 2000 4000 2000 2000 2000 4000 4600 2.8 

Unsat. 
P olyesters 

19000 17000 18000 21000 26000 25000 24000 26000 28000 30000 30000 29000 3.9 

Other 23000 41000 43000 44000 34000 95000 123000 117000 122300 121000 80000 20450 -30.2 

Total 575000 580000 610000 650000 740000 800000 875000 905000 981000 965000 92330 0 912000 0.8 

 

Note: UF&MF&PF – Urea formaldehyde, Melamine formaldehyde and Phenol formaldehyde 

 

Overall, plastics is becoming an increasingly important industry and gross domestic 
expenditure on plastics has been growing rapidly, as illustrated in figure x. 
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Figure H2: Gross Domestic Expenditure on Plastics 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Source: TIPS South African Standardised Database  

MARKETS  

Polypropylene is converted into plastic products using either moulding processes of 
extrusion.  The largest single use of polypropylene is in making raffia tapes, ropes or twine 
through extrusion.  Table x illustrates that the strongest growth by volume has been in 
custom moulded products and in domestic ware. 
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Table H2:  % use of polypropylene in plastics 

  1996 1997 1998 1999 

Injection-moulding     

   Domestic-ware   8.8 9.1 10.3 11.2 

   Crates  0.8 1.1 1.4 1.2 

   Caps& closures  8.8 9.1 9 7.3 
   Buckets  12 12.1 5.5 6.7 

   Automotive  3.2 3.8 3.4 1.8 

   Furniture  8 7.6 4.1 4.2 

   Custom moulding   0.8 1.1 14.5 13 
   Thin-walled containers  2.4 3  3.9 

      

Blow-moulding  0.8 0.8 0.7 2.1 

Extrusion      
   Pipes& straws  0.8 1.5 1.4 1.2 

   Raffia-tapes, ropes, twines &  

   Strapping 

30.4 28.8 24.8 23 

   Fibres  14.4 12.9 15.2 14.8 

   Film  8 7.6 7.6 7.3 

   Other  0.8 1.5 2.1 2.2 

Source: Plastics Federation of South Africa 

 

The largest market for plastics by the end use is in packaging, which accounts for more than 
a quarter of all plastics use.  Plastics are inputs into a range of other sectors, led by 

petroleum & chemicals, and building & construction. 13  The cost of polymers is very 
important as these are by far the biggest cost component.  Polymers account for 44% of total 
material input costs and 27% of total output value.   

The growth of markets for plastics depend on growth in the economy.  Sectors where recent 
growth suggests increased demand for plastics are: 

• automotive – the technical requirements are stringent 

• construction (such as tubes and pipes) 
 

In terms of exports, the best performance has been in baths & basins (which are made from 
imported Perspex), buildersware and containers & closures.  The latter two suggest potential 

for processing of polypropylene, with much of the export growth of containers in particular 
being to other African countries. 

Accor ding to Sasol, a strategy of theirs is to increase local polymer sales.  One way in which 
this is done is by pricing at lower ‘export-parity’ levels where the final product made from 

                                                 
13 According to Statistics South Africa, Final Supply and Use Tables 1998.  
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the polymer is going to be exported. The strong polymer production capabilities of Sasol are 

emphasised by their achievements in reducing their cash fixed costs per ton by 42% in real 
terms from 1995 to 2002, and increasing the volume of output per employee by 129% over 
the same period.14  On-time deliveries are achieved 99% of the time.  Partly as a result of the 

strong polymer performance, profits of Sasol Chemical Industries have risen significantly 
(an increase of 73% in operating profit in 2002 before capital items) with a return on net 
assets of 71%. 

At a national level, the plastics industry benefits from local raw materials, good 
infrastructure, cheap electricity and relatively skilled labour at low wages.  In addition to 
technical support being provided on-site by polymer suppliers, Sasol Technologies based in 
Modderfontein outside Johannesburg has facilities which are available to plastics converters 
for product development and testing.  Almost all machinery is imported, much of it from 
Europe. 

Local demand has supported the development of capabilities across a range of products, 
which provide the base for exporting.  But, very few firms have a major export orientation 
although the increased export levels do suggest this is changing gradually. 

Firm strategies in the plastics industry are oriented strongly to price competit ion.  Attempts 
through cluster initiatives and by the industry federation to encourage inter-firm co-
operation in order to more effectively compete internationally have had only limited success. 

Government programmes include a range of support measures and incentives suitable for 
both large and small firms.  For example, the Strategic Investment Programme provides 
support for large investments in the form of a tax incentive for those investing more than 

R50mn.  The Small and Medium Enterprise Development Pr ogramme provides a tax-free 
cash grant for those investing less than R100mn.  These incentives are subject to conditions, 
including employment creation. 

RECENT PERFORMANCE 

Plastics have been one of the best performing manufacturing sectors.  Value-added has 
grown at an average annual rate of 13.2% from 1996 to 2001 and employment has increased 
at an average annual rate of 4%. Strong export performance of downstream plastic products 
includes exports of packaging and construction materials to West Africa. 

International trade and competitiveness 

Although plastics products are largely oriented to the domestic market, international 
competitiveness is still important in relation to imports, and there has been an increase in the 
significance of exports, especially to sub-Saharan Africa.  There is still a large trade deficit in 

                                                 
14 Sasol, Annual Report 2002.  
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plastics, but the gap between imports and exports has been declining due both to increasing 

exports and to declines in imports from 1995, illustrated in figure x. 

 

Figure H3: South Africa’s Trade in Plastics, 1990 - 2001 
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Source: TIPS South African Standardised Database 

 

The improved net trade performance of the sector is as much to do with lower levels of 
imports.  This is despite trade liberalization, which has been applied to plastics as with other 

sectors.  However, for some sub-sectors, in particular the manufacture of baths and basins, 
and builders-ware, there has been no tariff reduction since 1996.  This means that they have 
benefited overall from depreciation in the real exchange rate, especially after 1996.  Even 

although these sectors have experienced more protection in the domestic market, they have 
also shown significant export orientation. The direction of trade indicates that African 
countries are of increasing importance as export markets for South African plastics products.  

In terms of sub-sectoral trade performance, primary plastics continue to be leading exports 
in terms of their share of total export value. Finished and semi-finished products are 
becoming of increasing importance, however, with faster average growth during the last 
decade than primary plastics. Thus the rise in the value of total exports is attributable to a 
shift to more downstream plastics in the composition of exports. The average share of 
finished products in total plastics export value has risen from 20% in the first half of the 
1990’s to almost 33% in the period 1996 – 2001, while the share of primary plastics has 
declined from 70% to 55%.  

In terms of product categories, the main contributors to these trends are: 

• Containers (boxes, bags, etc), closures etc (3923), exported to Africa (61%) and 
Europe (25%) 

• Baths, washbasins, lavatory seats etc of plastics (3922), destined to Europe (87%) 
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• Articles of plastics (incl. polymers & resins), NESOI (3926) for African (43%) and 

American (30%) markets  

• Tubes, pipes & hoses & their fittings, of plastics (3917) sold to African countries 
(85%) 

• Builders’ ware of plastics, NESOI (3925), exported to Europe (67%) and Africa (27%). 
 

Primary products still account for the majority of exports, and some of the fastest growing 
export categories, led by polypropylene. 

Despite good performance by plastics exports, South Africa remains a net importer of plastic 
products in value terms. There is a substantial amount of intra-industry trade, and the 
majority of plastic products are both imported and exported by South Africa when 

considering the 4-digit HS classification. More detailed analysis points to similar but 
differentiated products being exported and imported (for example, products of different 
quality) and thus the absence of reciprocal dumping.  

The regional breakdown of plastics exports sheds more light on significant driving forces 
behind the trade performance of the sector. The products which have been instrumental in 
shifting the composition of South African exports towards semi-finished and finished 
products, are mainly destined for Africa and Europe.    Infrastructural projects in 
neighbouring countries have boosted exports of plastic floor cover (rolls & tiles) and wall 
cover (HS3918) as well as tubes, pipes, hoses and their fittings (HS3917) for which 89% and 
85% of exports respectively are destined for other African countries. The majority of South 
African packaging exports are also destined for African countries.  

There has also been a shift in imports, with European sources declining in importance, 

giving way to an increasing share of Asian products, while the share of imports from the 
Americas and Oceania has remained stable.  

Development of plastics manufacturing capacity in the greater Secunda region  

There is almost no plastics industry in or close to Secunda.  The nature of plastics as 
component parts of other products or packaging means that firms have tended to set-up 
close to markets, ra ther than close to input sources.  Plastics products also tend to be bulkier 
and more expensive to transport.  PP is produced in pellet form and is relatively easy to 
transport.  For example, it only costs approximately R4000 to transport a 34ton load of PP 
from Secunda to Durban.   

As would be expected, the largest concentration of plastics manufacture is in Gauteng.  With 
an increase in the significance of exports there has, however, been a shift in favour of coastal 
locations.  This means firms situating  so that they can supply multiple markets from one 

location, and may also make locations in Mpumalanga more advantageous. 
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Obstacles 

The pricing strategy of the major polymer producers means that gains in the production 
costs are not passed on to purchasers in the form of lower prices.  Import-parity pricing 
principles means that Sasol prices at the equivalent level to purchasing imported polymer.  

That is, the world price plus transport and related costs.  This also means that firms located 
inland pay highe r prices than those at the coast, to take account of the hypothetical overland 
transport costs if they were to buy imported polymer.  In 1998 it was calculated that this 

means that the domestic price for PP in South Africa was between 10% and 20% higher than 
in the USA or Europe.15  The difference between the import-parity based local price and the 
price received for exported product is even greater, as transport and related costs must be 

subtracted from the price received in the case of exports. Firms buying their polymer locally 
also receive technical support and shorter delivery times, which are added benefits.  Such 
support is also provided by producers in industrialised country markets.  

Other weaknesses are the lack of a capital goods industry supporting plastics converters, 
and skills shortages for more specialised areas.  While economies of scale are not very large 
in most plastics manufacture, the small size of the domestic market may mean that for niche 

products local demand may not be large enough to support local production.  Although 
transport infrastructure is generally good, bottlenecks at ports and the inefficiency of the rail 
network hinder firms wishing to supply export markets.  Firms’ reluctance to enter into co-

operative arrangements with those they view their competitors is also a problem for 
building productive capabilities. 

Disadvantages for plastics conversion of Polypropylene at Secunda 

The main disadvantage is the combination of distance from market and the lack of any price 
advantage in being located close to the supplier as a result of the import-parity price 
practice.  This is compounded by the location of Sasol’s technology support just outside 
Johannesburg, rather than Secunda.  The increasing practice of plastics firms to supply both 
export and local markets could be in Secunda’s favour as it lessens the need to be in 
Gauteng, close to the majority of local customers.  But, it does require good transport links 
from Sedunda to the main road and rail networks.  At present these links  are poor. 

Sasol have a policy of offering the same delivered price anywhere in South Africa, meaning 
that no price advantage exists in locating close to supply.  However, there is the possibility 

for case-by-case negotiation.  Export prices are available to those exporting the finished 
product.  These prices depend on the market exported to and will take the PP price in those 
markets into account (so lower prices are not necessarily offered to those exporting to 

African countries). 

Other advantages are the refore required if a plastics conversion sector is to be supported at 
Secunda.  These would include: cost advantages in terms of energy and land; the 
development of technical support and training facilities in the vicinity; an altered pricing 

                                                 
15 PARAS Africa (1998) Petrochemicals, Plastics and Synfibres Cluster Study.  
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strategy to support the development of firms in new product areas, with an export 

orientation16; better transport infrastructure; and, gains from agglomeration if a cluster gets 
off the ground. 

The one firm producing plastics in Secunda uses waste polypropylene.  This is cut into 
pieces and granulated before being dyed and converted into plastic basins through basic 
injection moulding.  The product is then transported to the firm’s main plant in Isithebe for 
distribution and retail from there.  Despite running at full capacity with three shifts just 
having been introduced, the firm has no plans to expand production in Secunda.  The 
advantage appears limited to the use of the scrap source of material. 

The firm also runs a much bigger plant in KwaZulu-Natal, however, the lack of effective 

transport and logistics for smaller firms in Secunda and the pricing approach of Sasol means 
there is little prospect of them locating a larger production site in Secunda. 

To locate close to Secunda would therefore require: 

• Firms to service a range of markets (including exports) 

• Improved competitive conditions (skills development, infrastructure, technical 
support) 

• Pricing by Sasol which does not effectively subsidise the transport costs fo more 
distant locations 

• Government support for initiatives, with, for example, access to IDC finance. 

OPPORTUNITIES  

There are a number of areas of potential based mainly on local demand factors.  These 
opportunities would need to be much more fully evaluated. The key issue for Mpumalanga 

is the identification of areas where there are possible competitive advantages from locating 
in the Province.  This requires the identification of local markets and/or export opportunities.  
With regard to sea-freight, Provinces with major harbours such as KwaZulu-Natal, the  

Eastern Cape and Western Cape have an advantage as the opportunities from Maputo have 
yet to be realized.  In overland exports to southern Africa, Mpumalanga has no advantage 
over Gauteng except for the Mozambique market specifically. 

 

Polypropylene corrugated sheet to replace cardboard packaging (extrusion) 

This sheet replaces cardboard for packaging and has huge potential particularly where 

packaging might get damp, or needs to be very durable.  One area in which there is already 
replacement is in packaging for citrus.  The total cardboard market is estimated at 500th 
tonnes/year suggesting the size of the potential.  At present there are three producers of the 

                                                 
16 Apparently, Sasol already has special start-up pricing deals, and the nature of these need to be further investigated. 
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sheet (none in Mpumalanga).  While the participants in packaging tend to be very large, 

some of the present manufacturers do not appear to be members of large groups.  They have 
also all made big new recent investments in capacity. 

The process involves extrusion and fabrication.  Estimated capital cost: 

•  for extruder capable of producing approximately 150t/month of sheet: R10mn.  

•  new fabrication plant including extrusion: R60mn to 100mn 

The potential in Mpumalanga would rest on the supply to markets in the area (such as 

citrus) as well as overland exports to other African countries. 

 

PP pipe for housing 

This has potential, being mainly for low-cost housing, but with the potential for housing at 
all income levels.  The pipes are made through an extrusion process and require relatively 
low levels of investment.  One extruder would produce about 15 tonnes/month which is 

approximately the equivalent to the needs of 6000 low cost houses, or 72000 per year. There 
is also some export to other African countries such as Mauritius and Mozambique.  Each low 
cost house is estimated to require 30m of pipe.  

There are several large firms manufacturing polypropylene pipe, most based in Gauteng. It 
has been a growth area in recent years with major new investments being made (Although 
the share of polypropylene going into pipes & straws did not increase significantly between 

1997 and 1999, Table 2).  It is not clear that there is still potential for further investment given 
local demand.  A clear commitment on future housing plans could form the basis for 
attracting an investor to Mpumalanga.  South African pipes are also competitive in export 

markets, especially those in the region such as Mozambique. 

 

Fertilizer bags 

At present there is excess capacity nationally in this product.  It is also a low margin and 
very competitive business dominated by large players.  These concerns do not, however, 
mean that there is not an opportunity for local production in the medium term to supply 

Sasol’s needs.  But, economies of scale would mean accessing other markets as well. 

 

Bottles 

While this is a growth area nationally, the main markets are industries such as beverages 
which are located in the major urban centres of Johannesburg, Durban and Cape Town.  
Manufacturers are located close to their markets and it is unlikely that production would be 

viable in Mpumalanga. 
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Polypropylene printable stationary sheet 

There is no local manufacturer at present and there is potentially a large domestic market.  It 
would mean working closely with Sasol to develop the product grade required. With 
commitment from Sasol a local manufacturing operation could be established.  However, 

distance from the main markets is a major disadvantage.  

 

Thick extruded sheet for thermoformed product 

This is an intermediate product which would enable South African production in a range of 
areas which are currently imported, such as suitcases.  The advantages already identified for 
locating mid-range manufacturing in South Africa would work to the advantage of these 
products.  To produce the material there would need to be a realistic expectation of demand.  
There is therefore a co-ordination problem in establishing intermediate and final goods 
production simultaneously. 
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APPENDIX I -  
CONSUMER GOODS OPPORTUNITIES 

Initially the cluster requested a focus on potential demand for consumer goods, accordingly 

the below data is supplied as an indication of the potential for an import replacement lead 
strategy within these product types. We have placed this in the appendices as, while a 
significant opportunity, it did not offer the scale and coherence as the strategy centred 

around Project Turbo. This data is sourced directly from a report completed by Heidi 
Grimbly and Thabo Sibeko of the National Productivity Institute for the South African 
Stainless Steel Development Association (May 2002).   

ELECTRICAL APPLIANCES 

Comprising  kettles, toasters, sandwich makers, pressure cookers and others. The largest 
quantities are kettles and toasters i.e. 45 000 units are imported excluding local supply which 

is about 20%.  Total units could then be estimated at about 56 000 units per annum. 

KITCHEN UTENSILS 

The following are imported items 

The largest quantity of imported items is: 

• Slotted spoons  

• Potato masher 

• Solid spoon 

• Soup ladle 

• Slot turner 

• Cake server 

• Fruit baler 

• Pizza Cutter 

• Apple corer 

• Potato peeler 
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The number of units imported by Clicks are approximately 12 000 per annum.  Clicks 

estimates that they have about 20% of the market. If one extrapolates this figure, it would 
translate to about 60 000 units annually which are imported. Imported quantities account for 
80% of market requirements. Total market requirements are therefore estimated at 75 000 

units for each of the above items. 

The following are also imported items that have been identified with potential for local 
manufacture that are imported in slightly smaller quantities than the products identified 
above.   

• Colanders 

• Strainers  

• Mixing bowls  

• Gravy boats 
 

Other products identified with quantities between 6 500 and 8 500 units were: 

• Bread Bins 

• Pedal bins  

Quantities imported for 12 Pick ’n Pay stores have been identified as follows: 

Peppermills   2 000 

Salt & Pepper sets  1500 

Pepper dispenser   1 000 

Spice dispenser   1 000 

Sugar dispenser   1 000 

Butter dish  300  

Tea Pots   600 

Milk jugs    2 000 

Sugar bowls   2 000 

Trivets   1 500  

These quantities also attract high import duties and therefore are limited.  These quantities 

are estimated to comprise about 10% of the market.  

Canisters have also been identified as items with potential, where the price range is from 
medium to high and quantities are in the region of 20 000 per annum. 

 


