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EXECUTIVE SUMMARY

Background and introduction

The Employment and Economic Policy Research division of the HSRC was
appointed by KwazulNat al 6 s ( KZN&6s) Department of
Tourism in Septelner 2002 to undertake an economic review of the KZN province
with a view towards establishing a provincial industrial strategy.

The terms of reference are to provide a review of the KZN economy, in terms of the
following key themes:

A Growth in traditionaland nortraditional primary, secondary and tertiary
sectors;

A Changes in industrial structure, within and between industries;

p>N

The contribution of nodal developments;

p>N

AGOA);

Trends in labour absorption within the province;

Human resource development and-tgkef Skills Development Strategy;
Impact of HIV/Aids on the KZN economy; and

> > >y >

The contribution of public institutions in KZN in promoting economic
development.

With the excdjon of beneficial trade arrangements, which is the subject of a separate
study commissioned by the DEDT and hence was not analysed here in order to avoid
duplication, all these themes are addressed in this report.

Following the submission of the phasefdort, at the request of the DEDT, the
HSRC expanded the terms of reference to include:

A The informal sector;
A Small, micro and medium enterprises; and

A Black economic empowerment.

The review comprises 6 main sections. Appendix A, which provides anadnalysis
industrial policy in the pe$994 period, section 1 (Background and Introduction),
section 2 (The KZN economy), section 3 (Labour Markets in KZN: Labour
Absorption, Human Resource Development and HIV/Aids), section 4 (The Role of
Provincial Governmenh Economic Development) and Section 5 (Future Growth
Prospects for KZN: Challenges and Opportunities).

Firm access to new opportunities such as beneficial trade arrangements (e.g.

Econ:«
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In order to set the national context for the analysis of the KZN economy, appendix A
provides an analysis of industrial policy in thel)98gk periodt has been relegated
to the appendix by virtue of its status as a cesg#itg analytical tool.

In relation to industrial policy, the following key elements of the 1994 regime are
pertinent to the performance of the KZN economy:

A Sout h Af ral deeefdmment nagaiosythas ihistorically been driven by
imports ubsti tuti on. Many of KZN6s manufactur
behind the high tariff barriers that characterise such a development path.

A As a minerals economy lopméhb ajedtory Asf r i cad s f
constrained by path dependence. The cost structures associated with a minerals
economy rule out the development of lafioi@nsive export capacity in the
manufacturing sector. This limits the options available to KZN in order to
alleviate its high and growing rate of unemployment.

A Rapid tariff liberalisation in the p&@894 period has induced structural
changes in the manufacturing sector. Such changes have resulted in the
contraction of exports from labeintensive sectors and thekpansion in
skills, technology and capitdénsive sectors.

A While tariff liberalisation has beenré&aching, anéxport bias remains. This
may well inhibit the expansion of exports from sectors located in KZN.

A The buoyant growth of exports has bescompanied by a decline in
employment, particularly in the manufacturing sector.

A A range of supplgide measures has been put in place in th&98zsperiod
to replace demasside policies. They include incentives to encourage inward
investment, compéveness, innovation, the development of the SMME sector
and black economic empowerment. Facilitating access to these incentives is a
powerful way to promote industrial development in KZN.

A Measures to promote the SMME sector have been unsuccessfanascyvid
by the low survival rate of such enterprises and the miniscule proportion of
firm that actually utilise these measures.

A Black Economic Empowerment has similarly failed to foster black ownership
of assets at a scale of any significance.

A The only meases created to address the spatial location of industry are spatial
development initiatives (SDIs) and Industrial Development Zones (IDZs).
They constitute important policy instruments for prowilesial industrial
development.

A The restructuring of sepwned enterprises has not commenced at the
anticipated pace. The inefficiencies of-etated enterprises in the transport
and communications sectors continue to
competitiveness. Notwithstanding initiatives to fast track tbessaning of
the Durban Container Terminal to a private operator, the decision to suspend
further restructuring until after the 1994 elections will continue to act as a
constraint to competitiveness.
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A Recent policy initiativésin the form of the microeoomic reform strategy
and associated integrated manufacturing strtemgppose to follow a
knowledge, capital and technology intensive development path. Such a
development path appears unattainable in the context of a labour force that is
predominantlyesniskilled and unskilled.

This national context both explains the structural changes that are emerging within
the KZN economy and creates the parameters within which a préewetial
industrial strategy can be framed.

The KZN economy

The KZN economyihome to 21% of South Africads popu
mere 15% to its GDP. It is the fourth poorest province in South Africa with a GGP

per capita of R9, 713. This is just over a t
than half of that of the WesrteCape. Despite its relatively weak position, KZN has

been the fastest growing province during the 1995 to 2000 period, with an annual

average growth rate of 4.3%.

The structure of KZNds economy differs from
in thatit has a much larger manufacturing sector (25% of GGP compared to 19% of

GDP for SA) and a mining sector that is-sith of the size of its national
contribution to GGP (1% for KZN, compared t
transport and communicatiogssctor is larger than at the national level (15% for

KZN, compared to 10% for SA), as is the agriculture and forestry sector (4% for

KZN, compared to 3% for SA).

Between 1995 and 2001 signs of structural change in the KZN economy began to
emerge. They toake form of a reduction in the contribution of the primary and
secondary sectors and an increase in the contribution of the tertiary sector to GDP.
Despite these structural shifts, KZN retained a production base characterised by a
much smaller primary sarc(just over onguarter) and a much larger (more than
double) secondary sector than the national average.

Growth rates in excess of the national average have been driven by high growth in the
services sector, in particular, financial and businesgssemvit transport and
communication. The latter is explained by the growth of logistics services, in a context
of a significant expansion in both exports and imports.

In the manufacturing sector, growth has been driven by three industries: paper and
paper poducts, ferrealloys (i.e. aluminium) and other chemicals (i.e. petroleum).
Sectors of less significance (in terms of their contribution to GGP) that have
experienced growth includetotor vehicles and partprinting & publishing,
beverages, neglectrial machineryron & steelhnd wood furniture.

Declining industries that are important to the KZN economy infdode& food

products and textile. Although the quantitative data indicated a contraction in the
clothing sector, qualitative analysis revehbdit is growing in a context of
casualisation, informalisation and outsourcing. Less significant industries (in terms of
scale) that have experienced decline include fabricated metal products, footwear,
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plastic products, leather & leather productberuytroducts, electrical machinery and
transport equipment.

These structural changes have been induced by the exposure to global competition
brought about by trade liberalisation. They are positive insofar as they signal the
positioning of the KZN economwithin the global arena. Moreover, despite the
decline of some industries, the manufacturing sector has been growing in aggregate,
suggesting that deindustrialisation has not taken place.

As regards investment, the proportion of national investmentgflawikZN is
commensurate with its contribution to South
aggregate national investment in the 1995 to 2001 period. It flowed to the high

growth sectors. The scale of investment in KZN is, however, insufficient to drive

higher growth rates.

In terms of the spatial distribution of economic activity, as is the case in the broader
South African economy, in KZN economic activity is concentrated in three centres:
Durban, Pietermaritzburg and Richards Bay. In the long teroynpters may

wish to see a more equitable distribution of economic activity across space.

In terms of nodal developments, the following initiatives are currently at various
stages of implementation in KZN:

A The Lubombo SDI;

A The Richards Bay SDI;

A The Pie¢rmaritzburgvisunduzi SDI;
A The Dube Trade Port IDZ; and

A The Richards Bay IDZ.

Responsibility for the implementation of the SDIs has recently been transferred from
national to provincial and local governments. In the case of IDZs, their designation
and ceation is the responsibility of provincial and local government. Consequently,
SDIs and IDZs are central policy instruments of the KZN government for promoting
nodal developments.

Initiatives to restructure the Port of Durban will unlock a range of apiiestdor

economic development. While measures to enhance its capacity will increase the

volume of cargo flowing through the port, the concessioning of the Port of Durban

to a private operator wild.l act as a cataly
manufacturing capacity.

The imperatives of BEE and SMME development loom large in KZN. While the
framework within which they will be promoted is set by national government, the
DEDT has an important role in facilitating the entry of such firms into thieqiabv
economy. The impact of policy measures that are currently in place to achieve this
must regularly be evaluated.

As regards the informal sector, while it is a significant source of employment in KZN,
its activities are concentrated in thepovdudivity, lowwage end of the economy.

1C
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The imperative is therefore to facilitate the movement of its participants up the value
chain in order to increase their income and contribution to the economy.

The KZN labour market: employment, human resource devetment
and HIV/Aids

The structural weaknesses of the KZN economy come to the fore in this section. The
province has the highest unemployment rate in South Africa and a high prevalence of
HIV/Aids. Moreover, skill formation is slow and tertiary educatittufizss appear

to be unresponsive to the demand for skills emanating from growth sectors within the
KZN economy.

Labour absorption

South Africads high and growing unempl oymer
economic challenge currently facing paoliakes as it poses a certain brake on-long

term growth and human development. Within this context, KZN has significantly

higher levels of unemployment than the national average, in terms of both the strict

(33%, compared to a national average of 29%) and exfdfélo, compared to a

national average of 41%) definition of unemployment. The latter definition includes

discouraged workers. KZN accounts for 17.9% of employment in South Africa. This

is disproportionate to theompwhzlis2i%.eds share

This amounts to in excess of 1.6 million unemployed people for whom jobs must be
created. In fact, entrants to the labour market (net of those who exit) averaged 155
000 per annum during the 1996 to 2001 period, in terms of the exjedimitioh of
unemployment. This means that merely to maintain the status quo of a 45%
unemployment rate, 150,000 jobs have to be created each year. To make any inroads
into the unemployment rate, far more than 150,000 jobs must be created.

KZNGd s u memtmguobleny is exacerbated by the structural shifts that are

emerging within the economy. As is the case in the national economy, as a
consequence of trade liberalisation lainbensive industries (for example, clothing

and footwear) are declining, widhpital, technology and skills intensive industries

and sectors are expanding. In such a context, unemployment amongskileskemi

and unskilled mushr ooms, while the economy?s
shortages.

Strategies to create daypment should be guided by the reality that the potential for
mass employment expansion in South Africa through labour intensive exports is quite
limited. The most likely avenue for creating more employment is by increasing
effective domestic demand foone employmerdbsorbing, low labour productivity

nont r aded goods d&mad ddidtidot fromensrradabldyl onast

goods and services can practically be traded, but some are more oriented toward the
local market, such as construction, dakservices.

In the context of a relatively small productive base, and a larged umnder
productive sector, the balance between high productivity, income generating sides of
the economy and sustainable transfers to socially useful lower proalciotitigg is
quite critical, particularly if sustained for a lengthy period of say 10 to 15 years. Over

11
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this period, it is expected that the higher value sectors would expand, and that net new
entry to the labour force would diminish due to fallingfaittis and to HIV/Aids.

Human resource development

In terms of human resource development, its centrality in broader economic
development strategies has become imperative in a context of globalisation where
skills rather than the resource base of regitesnilee their competitiveness. As is

the case in the broader South Africa, KZN has a small proportion of skilled workers
within its labour force, as evidenced by the fact that 14.5% have tertiary qualifications,
while 28.5% have completed matric.

The relabnship between educational attainment and employment in KZN is
highlighted by the fact that a high proportion of people with post matric qualifications

(83.2%) are employed. Of those wthtric more than half (57.3%) are employed. In
contrast, 52% opleewith less than matric and 45.7% with no education at all are unemployed in
KZN.

Of concern is the fact that of the 96 423 candidates who sat for the matric
examination certificate in 2000 only 57% passed. This is a significant decline from the
pass ate of 68% attained in 1994. Moreover, the number of university exemptions
granted to candidates that passed matric has also declined by 10 percentage points,
from 26% in 1994 to 16% in 2000. This suggests that the supply of skilled labour is
declining ira context where demand is growing rapidly.

While KZN has the highest proportion of tertiary education institutions, it has the
lowest participation rates. Moreover, these institutions appear to be operating in
isolation from the patterns of skill demancerging from growing sectors and
industries within the KZN economy. The alignment of the supply and demand for
skill is therefore an imperative of industrial policy.

The takeup of the national skills development strategy within KZN represents an
importantinstrument for rapid skill formation. The programme for the unemployed
has been well supported in KZN. Secondary information was not, however, available
to analyse the takp of this strategy for employed workers under the auspices of the
SETAs.
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HIV/AId s

From the perspective of labour markets, while the HIV/Aids epidemic will not only
reduce unemployment it will also negatively impact on productivity as workers
become symptomatic and will add to skill shortages when skilled workers afflicted by
HIV/Aids exit the labour force. Of course, it will also reduce the unemployment
problem.

While the treatment of affected people remains the responsibility of the KZN
Department of Health, the DEDT must be cognisant of its negative economic impact
and develop a stegic framework for mitigating such impacts. In addition,
prevalence of HIV/Aids in KZN will create a growing demand for health services,
which will provide an avenue for employment creation.

The role of provincial government in economic development

The suvey of international literature, analysis of the role and functions of the three
tiers of government in South Africa and examination of the institutions tasked with
promoting economic development in KZN, provideframework within which
economic developent can most effectively be promoted in KZN.

The international literature highlightsghit from central determination of regional
policy to the decentralisation of decisiaking with respect to local and regional
development. This development has leglerpinned by the devolution of power to
provincial and local governments and fiscal decentralisation. Consequently, a
development model in which provincial and local governments wield greater
discretion over infrastructure provision and economic gewaid incentives is
currently in vogue the world over.

In terms of the interventions made by proviteial institutions, the creation of
clusters (in order to realise agglomeration economies) and investment promotion are
the most commonly utilised instrents across the world. Harnessing agglomeration
economies in order to reduce costs and enhance the competitiveness of particular
industries is deemed to fall within the realm of provincial government because
decentralised policy may be more efficiedetermining industrial location, as it is
difficult for central government to gauge scale and agglomeration economies and
diseconomies in specific regions.

In terms of investment promotion, the decentralisation of the role of the state in
economic developent to second and third tier government has been accompanied
by increasingly higher levels of competition among provinces and localities for
investment. Hence the promotion of inward investment has become a key policy
objective of provincial governmertie world over. From a policy perspective, the
determinants of the attractiveness of a location may conceptually be divided into four
areas: public capital, factor markets, social factors and governance factors. Provincial
governments should endeavour ftuénce the factors over which they hold sway in
order to maximise investment flows to their regions.

In South Africa, the devolution of power from national to provincial government in
the postl994 period has been significant, as evidenced by largaiom®pd the
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national budget being allocated to second tier government. As regards economic
development, central government sets the parameters within which provincial and
local strategies are framed.

In terms of promoting regional economic developrpentincial governments have
concurrent legislative and executive power with national government over matters
such as agriculture, public transport, tourism, urban and rural development and trade
and industrial promotion. In practice, their knowledge oprthéncial economy

places them in a strong position to provide strategic direction to its development in
cooperation with national and local government.

In the case of industri al policy, national (
(within the famework of the regulations of the World Trade Organisation) and design

and administer supgdyjde measures means that the DTI effectively determines the

parameters within which growth and development takes place. The translation of

nationallevel industal policy into concrete developments on the ground is, however,

driven by provincial and local governments (especially those of the scale of Durban

and Richards Bay).

The relatively recent devolution of power in South Africa away from the centre and
towads the second and third tiers of government has meant that the institutional
framework for cooperation between the three tiers is not well developed and the
relevant role of each tier is not well understood. This represents a major challenge
with respecta the implementation of a provincial industrial strategy.

A number of key institution® including the DEDT, Ithala, Trade & Investment

KZN (TIK), Tourism KZN and the Dube Trade Port Special Purpose Velsime

tasked with promoting economic developnrerthe KZN province. Their powers

and functions and the mechanisms at their disposal to execute their respective
mandates represent the instruments for achi
objectives.

The successful implementation of a provincial irglustrategy that prioritises
employment creation and skill formation, while being cognisant of the deleterious
economic impact of HIV/Aids, is dependent on the efficacy of the instruments
utilised in its implementation. The range of instruments at theadliep provincial
government is spread over many institutions, including national and local government.

In addition to the provincigvel institutions identified above, the resources and

programmes of the DTI, IDC, DBSA and National Treasury will pplagp@rtant

role in promoting industrial expansion in KZN. Hence a key challenge is to mobilise

the resources of these institutions in suppo

The overarching priority for DEDT is to develop a detailed policy framework for the
provinceds economic devel opment t hat pri or.i
areas. This will focus the resources and programmes of the public entities that are

mandated by DEDT on defined outcomes. The absence of an overarching policy

framework iglearly inimical to sustainable economic development.

Future economic prospects for KZN: challenges and opportunities

14
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KZN is the most populous province in South Africa, with the highest level of

unemployment and the most severe incidence of HIV/Aids. Mwreid has a

di sproportionately high share of Sout h Afric
t he mo st i mportant |l ogistics platform for
economic fortunes will therefore clearly have a significant impact on tkee broad

South African economy.

The key opportunities within the provincial economy include:

A The buoyant growth of a number of industries in the secondary and tertiary
sectors in a context of trade liberalisation, suggests that they have made the
necessary adjiments to their cost structures to become players in the global
arena;

A I nitiatives currently underway to restruc:
decision to fadtrack the process of concessioning the Durban Container
Terminabwill increase the ltome of cargo flowing through the port and act as
a catalyst for the development of ©6back o

A The three spatial development initiatives (Lubombo, Richards Bay and
Pietermaritzburylsunduzi) and two industrial development z¢Rehards
Bay and Dube Trade Port) present an opportunity to greatly enhance the
growth rate of the provincial economy, while at the same time enhancing its
ability within the global economy; and

A In a context where the skill of the labour force is becamimgre important
determinant of competitiveness than resource endowments, KZN has
significant institutional capacity to develop a skilled labour force.

The following challenges currently confront provincial poa&ers:

A The highest rate of unemploymeént South Africa, in a context where
structural changes in the economy are creating a contraction iinteheive
sectors and an expansion in skill, capital and technology intensive sectors;

A Tertiary education institutions that remain unresponsives tdethand for
skills emanating from industry;

A A decline in skills formation as evidenced by a decline in the matric pass rate
and number of university exemptions attained;

A The high incidence of HIV/Aids. From the perspective of labour markets,
while it wll reduce unemployment it will also negatively impact on productivity
as workers become symptomatic and will add to skill shortages when skilled
workers afflicted by HIV/Aids exit the labour force;

A In the context of structural in response to trade iketrah, the decline of
food & food products, textiles, clothing, fabricated metal products, footwear,
plastic products, leather & leather products, rubber products, electrical
machinery and transport equipment;

A The need to develop the economic logic pideEng the Dube Trade Port
more clearly, particularly the identification of industrial clusters to populate it;
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Developing an overarching economic development policy to focus the efforts
of the public entities mandated by DEDT; and

Building functional rationships with national government in order to
effectively drive KZNO6s economic devel

opm
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MAIN REPORT
Background and introduction

The Employment and Economic Policy Research division of the HSRC was
appointed by KZNG s D eepepntemh eamdt Tounsm iNEc on o mi ¢
September 2002 to undertake an economic review of the KZN province with a view

towards establishing a provincial industrial strategy.

The review comprised two phases:
A A summary briefing document, based on secondary informatiqmeted in
November 2002, which included
1 A presentation of broad trends;
1 Availability and quality of accessed information; and
1 The approach towards producing a modeth review.
A A more indepth economic review in the form of an annual report
Thisreport is the deliverable of the second phase of the economic review. The terms

of reference was to provide a review of the KZN economy, in terms of the following
key themes:

A Growth in traditional and ndraditional primary, secondary and tertiary
sectors
A Changes in industrial structure, within and between industries;

The contribution of nodal developments;

C T

A Firm access to new opportunities such as beneficial trade arrangements (e.g.
AGOA);

A Trends in labour absorption within the province;

A Human resourceestelopment and takg of the national skills development
strategy;

A Impact of HIV/Aids on the KZN economy; and
A The contribution of public institutions in KZN to promoting economic
development.

With the exception of beneficial trade arrangements, witietsighject of a separate
study commissioned by the DEDT and hence was not analysed here in order to avoid
duplication, all these themes are addressed in this report.

Following the submission of the phase 1 report, at the request of the DEDT, the
HSRC expaded the terms of reference to include:

A The informal sector;

A Small, micro and medium enterprises; and

17
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A Black economic empowerment.

The review comprises four sections. Appendix A, which provides an analysis of
industrial policy in South Africa in the pt®4 period, sets the context for the
analysis of the performance of the KZN economy. It has been placed in the appendix
as a convenient point of reference.

Section Zhe Performance of the KZN Eammomgnces by locating the KZN

economy within the natial economy by examining its contribution to, and

contrasting its performance with, that of the national economy. Structural change

within the KZN economy during the 1995 to 2001 period is then analysed. This yields

a clear picture of the sectors thathaeee n dr i vi ng KZN®&6s growt h, a
that are declining. These sectors (in particular, aluminium, petroleum, paper and paper

products, food and beverages, automotives, clothing and textile) are subjected to

further analysis in order to identify dy@amics driving their growth and decline. The

spatial distribution of economic activity is subsequently analysed to demonstrate the
concentration of such activity in KZN0&s thr
sector, the informal sector and blacknesoc empowerment are then surveyed.

Finally, the role of nodal developments (in particular, spatial development initiatives

and industri al devel opment zones) and KZNGOGOs
Durban and Richards BamgehtaeexanknBdNés economic d

Section 3, Labour Markets in KZN: Labour Absorption, Human Resource Development and
HIV/Aids addresses the critical issues of unemployment, skills formation and the
economic impact of HIV/Aids. It commences with an overview of the
unempoyment situation in KZN and provides an analysis of employment trends

across sectors, occupational categories, age groups, racial and gender groups and the
formal and informal sectors. The analysis of human resource development in KZN

highlights the edui@anal attainment of the labour force and provides an analysis of

the provincebds educational institutions, Wi
demand for skills emanating from industry. It also examines the extent to which there

has been takep of the national skills development strategy (NSDS) within KZN.

The subksection on HIV/Aids provides an analysis of the prevalence of HIV/Aids in

KZN and its impact on labour markets and the broader economy.

Section 4: The Role of Provincial Governmenit iDdvetopprenides a context for

the identification of policy instruments to drive economic development at the
provincial level. To that end, it commences with a survey of international trends with
respect to regional development and highlight®naggtion economies and
investment promotion as key policy instruments. The roles and powers of the three
tiers of government in South Africa are then surveyed. Finally, an analysis of the role
of the various provincial institutions responsible for pingioeconomic
development in KZN is provided.

Section 5, Future Economic Prospects for KZN: Challenges, eaun@gpises ranes

synthesises the key challenges for the KZN economy that emerge from the analysis in
sections 2, 3 and 4.

1€
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1. The KZN economy

2.1 Introduction

In order to set the national context within which the KZN economy is located, an
analysis of industrial policy is provided in Appendix A. While the structure of the
KZN economy differs from that of the broader national ecor@opayticulasgt with

respect to the dominance of the manufacturing sector and the limited role @& mining
its development trajectory will take place within the framework of national industrial
policy and the positioning of specific sectors within global supply Thiiris.an
important point of departure in the formulation of a provincial industrial strategy.

The objective of this overview of the KZN economy is to identify the sectors and

dynamics that are currently driving economic growth. To that end, the Kdkhgcon

is contrasted with national economic trends, structural changes are surveyed and the

dynamics underpinning them are analysed for particular industries. In addition, given

their prominence i n KZNOo&s future economic
developmet s and the role of KZN&6s | ogistics pl
Durban) are examined.

Promoting small, micro and medium enterprises to enhance linkages and employment
multipliers in the provincial economy is a central preoccupation of the DEDT.
Measures that are being undertaken to promote this sector are therefore surveyed. A
related issue is the role of the informal sector. The magnitude and role of this sector
are analysed to provide an indication of its contribution to employment and output.
Finally, the status of black economic empowerment in KZN is examines as its
promotion is an imperative of both first and sed¢@ndjovernment.

A note on the provincial database

The database used in this analysis was sourced from

Econometrix. It provides estimates based on the 1994 census

carried out by the (then) Central Statistical Services.

Microanalysis and qualitative work have demonstrated that the

trends captured by this dat abase across Sout h
provinces are extremely reliable.

A week befor e the submission of the interim KZN economic

review (on 30 November 2002) Statistics South Africa (SSA)

released a Discussion Paper entitled AGross Dome
Per Regi on: Annual Esti mates 1995 to 20010.
presented for KZN has been thoroughly scrutinised by the

project team and compared to the Econometrix database. In

addition, Econometrix and other firms that construct

databases were consulted about the accuracy of the SSA

provincial database. There is consensus that it is not very

accurate,h ence its status as a fAdiscussion document
than a definitive source of provincial data. For this reason,

the economic analysis presented in this section is based on

the Econometrix database. The qualitative analysis of

different economic sectors has confirmed its accuracy.

1¢
0
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2.2 KZN in a national context
KZN is the most populous province in South Africa. It is home to over 9 million
peopl e, accounting for 21% of South Africado:

GDP, however, KZN generated a mere 15%tai output in 2001, as illustrated in
Figure 2.1.

Figure 210 % population by province, 2001
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KZN is the second | argest contributor to Sc
Western Cape), butvigll below the leading province, Gauteng, which accounts for
40% of South Africads GDP. This reflects S

trajectory, as in the absence of mineral extracting activities in Gauteng, economic
activity would tend to be comteated in a coastal region with a large port such as
KZN, rather than an interior hinterland.

Figure 2293 % GDP per province, 2001
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A calculation of Gross Geographic Product (GGP) per capita iatddZN is the

fourth-poorest province in South Africa, with an annual income of R9, 713 per
person |living in the province in 2001. Thi s
GGP of R27, 931 per annum and less than half of that of the Westeiat 820,
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630. The Northern Cape, Mpumalanga and the Free State all have higher per capita

incomes than KZN (see Figure 2.3).

Figure 23 d Per capita GGP by province, 2001
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The relatively poor statabthe KZN economy is more marked in a context where it

has been the fastest growing province during the 1995 to 2000 period. Figure 2.4
illustrates that at an average rate of growth of 4.3% per annum, KZN has
outperformed all the other provinces in tevfrigrowth in the posapartheid period.

Figure 24 6 Average annual % real GGP growth, 1993000
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The structure of KZN&ds economy differs
as illustrated ifigures 2.5 and 2.6. The most striking difference is that KZN has a
much larger manufacturing sector (25% of GGP compared to 19% of GDP for SA)
and a mining sector that is emeh of the size of its national contribution to GGP

(1% for KZN, compared t®6 % f or SA) . I n addition,
communications sector is larger than at the national level (15% for KZN, compared
to 10% for SA), as is the agriculture and forestry sector (4% for KZN, compared to
3% for SA).
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Figure 256 KZN contribution to GGP by sector, 2001
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Figure 26 d SA: sectoral contribution to GDP, 2001
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I n summary, whil e KZNds economipostper f or manc

1994 period, with growth rates above the national level, it remains the fourth poorest
province in South Africa. Given its coastal location, resource endowments and the
f act t hat it i s home to South Aéthe cads most
provinceds poor position within the South Af

2.3 Structural change
The structure of the KZN economy is related

in the production of certain agricultural products (in particularyycaest sugar),
which feeds into the supply chain for ggozessing in the food, beverages and
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paper sectors. The logistics platform provided by the Ports of Durban and Richards
Bay, both generates economic activity in the form of logistics serviees ariacty
determinant of the location of impdependent (for example, petroleum and
industrial chemicals) and exgmiented (for example, aluminium) sectors.

Between 1995 and 2001 signs of structural change in the KZN economy began to

emerge. Table 2illustrates that in 1995, the KZN economy had a much smaller

primary sector and a much larger secondary sector than the national economy. The

tertiary sector was slightly larger than for the national economy (due to the
predominance of logistics services KZN) , whil e government s col
was smaller than for the national economy.

Structural change in the national economy between 1995 and 2001 has been
characterised by a reduction in the contribution of the primary and secondary sectors

and anincrease in the contribution of the tertiary sector to GDP. KZN mirrored

these trends but retained a production base with a much smaller primary sector (just

over onequarter) and a much larger (more than double) secondary sector than the

national average Of note is the fact that in 2001 th
the KZN economy was 2 percentage points below the national average of 16.5%

Table 21 6 Structural features of the KZN and SA economies,
1995 & 2001

Sector KZN - % of GGP RSA- % of GDP
1995 2001 1995 2001
Primary (agriculture & mining), 6.3 5.4 21.8 19.7
Secondary (manufacturing) 26.8 244 11.2 10.0
Tertiary (services). 52.1 55.6 50.4 53.7
Government 14.9 14.5 16.6 16.5

Figure 2.7 illustrates growtkrtds in KZN for the primary (mining and agriculture),
secondary (manufacturing), tertiary (services) and government sectors in the 1995 to
2001 period.

Figure 2.7 6 KZN sector growth, 1995 2001

60000.0

50000.0 —

40000.0 —

30000.0

20000.0 = = N —0 o |

10000.0

0.0

1995 1996 1997 1998 1999 2000 2001




employment growth and development initiative

HSRC

The most marked structural change has been in the growth of the services sector
(from 52.1% of GGP in 1995 to 55.6% in 2001), which is the most important
contributor to GGP. The contribution of the government and manufacturing sectors
grew in real terms, bat a slower rate than the tertiary sector. The primary sector
demonstrated extremely modest growth.

As illustrated in figure 2.8, within the primary sector, agriculture and forestry grew
impressively between 1995 and 1996 (by 14.7%), but experieross gregah
between 1997 and 2000, rebounding in 2001 with a real growth rate of 9.8%. The
output of the mining and quarrying sector fluctuated over this period, with an average
annual growth rate of 1.5%.

Figure 28 6 KZN growth of primary sector, 19952001
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Al t hough agriculture and forestryds contrib
accounts for nearly 17% of the sectords na
unimportant in its own termg provides valuable industrial inputs into sectors that

play a substantial role in the manufacturing sector (for example, food and food

products, paper and pulp and beverages). The agriculture and forestry sector is
experiencing extreme difficulties @mational level as evidenced by a miniscule

increase of 0.2% in real gross vatlged for the period 192601, considerably

below a 0.7% increase in output. This reflects the removal of subsidies and import

protection in the sector.

In the services s®r (figure 2.9), the retail and wholesale sector was the largest
contributor to GGP in 1995, but was overtaken by finance and business services in
1997 and transport and communication in 1999. Indeed, the latter two sectors grew
spectacularly over thisrfpd, with finance and business services recording an average
annual growth rate of 7.3% and transport and communication of 6.2%.

24
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The growth in transport and communication services is related to the dominance of
logistics services in KZN, particulariyuaid the ports of Durban and Richards Bay.
Higher volumes of trade as a consequence of trade liberalisation, have underpinned
the growth of this sector. For example, exports from the manufacturing sector have
increased from approximately BRd0on in 193 to nearly R4billion in 2001 in
constant 2000 prices (DTI, 2002). KZN&6s incr
for the future performance of the provincial economy, as the sector is predicted to
grow considerably quicker than the national avetadeed, transport and
communications in SA is predicted to outperform the global growth rate in this
sector. However, it is important to note that this sector is sensitive to downturns in
the economy as this may trigger declines in both imports artd. drpthis respect

the growth of the KZN economy is strongly linked to economic performance in the
SA economy.

As regards the financial and business services sector, its strong growth does not alter

the fact that it is still relatively less importatitédKZN economy than the national

economy, where it accounts for 20.5% of GDP (compared to 18.1% of GGP in

KZN). This is related to the presence of most major financial institutions in the
Johannesburg and Cape Town centres with very little financiat netated

undertaking being situated within KZN. Nevertheless the provincial growth in this
sector is positive, as predictions are that
national output over the next four years.

However, neither the transpahd communication or the finance and business
services sectors hold much promise in absorbing the loss in employment that the
province has experienced. Both sectors have high skill requirements while the
transport and communications sector tends towgpdal dgatensity and is likely to

shed jobs as-mpitalisation of the ports occurs.

In terms of the other tertiary sectors, construction and electricity, gas & water grew
moderately (at an annual average rate of 0.6% and 1.6% respectively) fraly a relativ
low base. Community & social services also started from a low base but grew
impressively at an average annual rate of 5.3% between 1995 and 2001.

Figure 2.9 8 KZN growth trends of the tertiary sector, 19952001
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2.3.1 The manufacturing sector

Hi storically, KZNO&s forest and sugar
development of agmarocessing and paper product manufacturing sectors that
benefited from their proximity to these resources. Sienlisiy the presence of the
Durban port laid the basis for the emergence of manufacturing sectors dependent on
imported inputs. KZN also benefited from a lower manufacturing wage rate than held
sway in South Africads i ntrgandeoflabourT hi s
intensive industries, such as clothing and footwear in the province.

The relatively higher contribution of manufacturing to the KZN economy than the
national economy, suggests that the process of trade liberalisation (outlined in
Appendk A) has had a more profound impact on KZN.

Given the large number of ssictors within the manufacturing sector, utilising a SIC
3-digit classification, the analysis proceeds by isolating the top 10 sectors (by
contribution to GGP in 1995). Figure 2illiistrates that food & food products,

which was the largest contributor to GGP within the manufacturing sector in 1995,
declined to third position over the period as a consequence of a real average annual
growth rate 0f0.2%. In contrast, paper & paperducts grew at an average rate of

4.3% to become the largest contributor to GGP in 2001. ThEemoms metals

sector grew spectacularly over this period, with real growth rates averaging 20.6% per
annum, largely as a consequence of enhanced capabityimium smelting in
Richards Bay.

Figure 2100 KZN growth trends in top 10 manufacturing sectors,
1995 2006
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and some dowstream petrochemical activities, grew at an average rate of 20.6% per
annum in real terms during this period. The beverages and printing & publishing
sectors grew mosity at 3.6% and 3.2% per annum in real terms.

In terms of the food and food products sect@0 ut h Afri cads | argest me
sector- growth both nationally and provincially has been marginal since 1996, largely

due to the relatively weak perforoof the agricultural sector (ABSA 2001:7). This

highlights the fact that the performance of the agricultural sector should be viewed as

a source of strategic importance for the province as it feeds into a significant value

chain.

As regards the largesbntributor to manufactured outpudspaper and paper

productsd its export propensity has increased from-Billiéh in 1993 to just over
Rzbillion (in constant 2000 prices) in 2001.
improved dramatically, ip@ears to still be shedding jobs with employment levels

dropping by 4.14% between the September quarter of 2001 and the same quarter of

2000 (DTI, 2002).

The NonFerrous Metals sector has also experienced increasing exports and
productivity growth. While sector lost large numbers of jobs during the 1990s, it
appears that there may be a slight turnaround, with employment increasing by just
below 1% between the September quarter of 2001 and the same quarter in 2000 (DTI,
2002).

In addition to food & foodproducts, declining sectors (in terms of average annual
growth rates) include textile8.2%), clothing-0.6%) and fabricated metal products
(-0.6%). Tariff liberalisation in the clothing and textile sector accounts for its decline,
particularly as thers evidence of impguenetration in the low end of the market,
which is concentrated in KZN.

At a second level of analysis, figure 2.11 provides growth trends for the remaining 15
manufacturing sukectors. Motor vehicles and parts emerge as thedargebtitor

within this category, demonstrating an erratic growth performance over this period,
with growth rates ranging from 15.4% in 199 &% in 1999, but averaging an
impressive 8.8% real annual growth rate. The recent restructuring of Teyota, th
dominant player in this industry in KZN, is likely to see this industry expanding
further in the future as it gears up to produce for export markets.
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Figure 2118 KZN growth trends, other sectors (mfg), 19952001
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In contrast, the footwear, plastic produ&$s), leather & leather produefs4®o),

rubber products-2.9%), electrical machiner9.4%) and transport equipment (

9.2%) sutsectors declined in terms of real average annual gamstover the 1995

to 2001 period. Notably, the iron and steel sector grew at an average rate of 21.3%

over this period, albeit from a | ow base. Th
sector (in terms of contribution to GGP) in 2001 are summarisbhtif.fa

Table 22 6 Top performers: contribution to GGP, 2001

Sector R-million % of total Ave annual growtt
(constant 1995 manufacturing output (19952001

Paper & Paper Products 2977.: 13.5 4.3%
Non-Ferrous Metals 2444 ¢ 11.1 20.6Y
Food & Food Products 2410.¢ 10.¢ -0.2%
Other Chemical Products 2160.¢ 9.8 13.99
Clothing 1198. 54 -0.6%
Industrial Chemicals 1024.. 4.6 -5.9%
Beverages 952.7 4.3 3.6%
Textiles 878.% 4.0 -6.2%
Printing & Publishing 832.1 3.8 3.2%
Fabricted Metal Products 814.¢ 3.7 -0.6%
Motor Vehicles, Parts 809.¢ 3.7 3.9

Growth trends within these sectors reveal that the following industries are expanding:
paper and paper products, #iermous metals, other chemical products (i.e.
petroleum), bevegas, printing & publishing and motor vehicles and parts. Declining
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sectors include food & food products, retail & wholesale, clothing & textile, industrial
chemicals and fabricated metal products. The factors contributing to the growth and
decline of theseectors warrant further investigation.

All sectors that have been experiencing growth in the 1995 to 2001 period are
captured in table 2.3. Apart from glass and glass products, which grew spectacularly
from a miniscule base, the sectors that are grapidtyrand are of a scale to impact

on the KZN economy (as measured by their contribution to the output of the
manufacturing sector) are Femous metals, other chemical products (petroleum),
paper & paper products, beverages, motor vehicles, primdiqgidishing, non

electrical machinery and wood furniture.

Table 23 d Manufacturing sectors undergoing growth, 19952001

Sector % manufacturing Ave anraggg;%v(\)/tlt
Glass & Glass Products 0.1 35109.
Iron & Steel 0.7 21
Non-Ferrous Metals 11.1 20.¢
Tobacco Products 0.0 17.:
Professional Equipment 0.2 16.t
Other Chemical Products 9.8 13.¢
Machinery (NofElec) 2.2 5.€
Paper & Paper Products 13t 4.2
Motor Vehicles, Parts 3.7 3.
Beverages 4.3 3.€
Printing& Publishing 3.8 3.2
Furniture (Wood) 1.8 1.:

As outlined in Appendix A, a key factor underpinning structural change in the
manufacturing sector is trade liberalisation. The DEDT recently commissioned the
School of Development Studies at the Univelfsiiatal, to undertake an analysis of
trade patterns in KZN in the pek®94 period. Of note is the finding that over the
19932001 period, the most important export sectors were paper, chemical & allied,
minerals, metals and wood. Imports dominated tmeicdie allied, machinery &
equipment, mineral and textile sectors.

The data is not strictly comparable as this study has utilisedligiie S3C
classification while the trade study utilises the Harmonised System as this is the
classification used bystoms and Excise for the collection of trade data.

2.3.2 Tourism

Tourism is captured statistically in the tertiary sector, under the wholesalefretail sub
sector, where catering and accommodation services are recorded. As it is a prominent
sector in KZN, whichhas one of the highest employment multipliers, trends in this
sector are discussed separately.



employment growth and development initiative

HSRC

Tourism is one of KZNd&ds most i mportant sect
to GGP, amounting to $Xllion in 2002. The province hosts approximately

445765 international visitors per annum. In addition, approximately 18% of all
domestic touri st Vvi sits are to KZN, making i
tourism destinations (see Figure 2.12).

The industry makes a substantial contribution to gdgian in KZN, providing
approximately 110,000 jobs. A review of research conducted at the national and
provincial levelxonfirms that the economic multiplier for tourism in KZN is in the
order of 1:1.42 and the employment multiplier is estimated $®6hels for every
R2-million of direct tourism expenditure in 2001. The sector contributes substantially
to sectors reliant on consumer spenditite average tourist spend is approximately
R1,000, and the average visit 11.4 rfights.

The Province has mya and varied attractions to offer. Natural resources include
beaches, wildlife, and the mountains. A rich and varied cultural tradition of both city
and rural life provides for a range of tourism experiences. This is evident in the wide
range of tourismrpduct and services on offer (see Table 2.4).

Table 24 6 KZN tourism supply statistics

Facilities No.
Hotels 208
Guest Houses 165
Bed & Breakfasts 555
Caravan & Camp Sites 130
Conference Venues 243
Tour Guides 529
Tour Operators 236

[Source: TKZN 2002]

The varied product range enables the province to cater for a wide tourism market. In
a recent survey conducted by TKZN, it was found that the psychographic
characteristics of people who made a holiday or leisure triZtd destination

included 43% who could be classified as upmarket campers, 30,2% as beach lovers,
25,2% as game and bush lovers and 8,3% as economy trippers. While 34% did not fit
clearly into any of the four categories, many people fitted into morenéhan o
category.

2.3.2.1 KZN: domestic tourism trends

Figure 2120 SA domestic tourism: share of provincial destinations

1S A Tourism, TKZN

2TKZN, 2002
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[Source: SA Tourism 2001 Domestic Tourism Survey]

Gauteng if the only province that ssges KZN in terms of the number of domestic
visitors. It is, however, the leading domestic destination for leisure visitors and
domestic tourism spend. Indeed, KZN continues to maintain and grow its share of
the domestic tourism market with an estimat@dmilion urban adult domestic
touristsvisiting destinations within KZN in 20@2millionup on the same period in

2001. This indicates a recovery in tourism flows to the peak years of 1997 and 1998.
The average adult domestic tourist to KZN spendsxpaiely R616 to R1,300 per

trip3, and stays for an average 7.4 nights. At current visitor numbers, this represents
approximateliR4-billion per annum

Tourism patterns are typically cyclical with visitor numbers increasing in particular
periods such astgool holidays and large sporting and cultural events. Statistics South
Africa notes that in Easter 2001, a 71% occupancy rate was experienced by hotels in
Umhlanga and on the Beach Front, representing just under 1 million tourists. A
similar pattern is pgrienced over the Christmas break.

The main source markets for domestic tourism include KZN residents and visitors
from Gauteng and the Eastern Cape. The main purpose of visiting KZN for domestic
visitors includes visiting friends and relatives (53%gayh¢25%), business (9%),
with other purposes accounting for ¥3Phe main activities undertaken in KZN by
domestic visitors includgeach activities (45%), watching live sports events (23%),
visiting a nature reserve (13%), Arts / Crafts Centre (12%¢uM / Art Gallery

3TKZN, 2001

4TKZN, 2002
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(8%), and hiking / mountain climbing (8%)ey domestic tourism destinations are
the Durban Central area, the South Coast, the Midlands, the North Coast, and the
Drakensberg Mountains.

Figure 2138 KZN dominant regional destinations
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2.3.2.2 KZN: international visitor trends

The number of international tourists (based on all RSA air arrivals in 2002) visiting
KZN annually is approximately 445,765. Despite the fact that the absolute number of
international tourist’o KZN has been increasing, relative to other provinces the
percentage share has declined in recent years. Between 1997 and 2001, the percentage
of international visitors to South Africa that visited KZN declined from 30% to 25%.
This decline was first t@al in 1998 when SAA and BA eliminated all foreign tag
flights from Durban International Airport (DIA). This reduced share of foreign
visitors is compounded by an overall decline in foreign visitors experienced by the
nation in that time framé& 2001 vis@ from foreigners to South Africa declined
marginally due to Septembet, 1ack of air seat capacity to South Africa and concern
about the political situation in Zimbabwe. In spite of the difficulties in sustaining
share of foreign arrivals KZN has oéenefiting from the 19% growth in overseas
arrivals during the first nine months of 2002 (see Figure 2.14).

Figure 2140 Proportion of foreign SA air arrivals that visited KZN

5TKZN, 2001
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%

Foreigners visit the province for a range agams: 54% come for holiday purposes,
16% to visit friends and relatives, 17% for business purposes and 13% for other
reason$.Activities undertaken by foreign visitors include beach activities (44%),
visiting a nature reserve (39%), Arts / Craft CeRf%), Cultural Village (25%),
Museum or Art Gallery (19%), and Hiking / Mountain Climbing (17%).

KZNds foreign airborne tourists originate p!
(17%), USA & Canada (15%), Germany 12%, Africa (9%), Australia (6%), the

Netherlands (5%) and France (4%). The top Foreign tourist spenders based on

average spend per trip inclddestralia (R11 928), USA (R6 440), France (R4 642),

Germany (R4 528), Holland (R4 120) and UK (R3 870). Foreign tourists make an

important economic ctribution to the provincethey spend an average of R5,936

per person with the average length of stay in KZN of 5 to 6 nights. At current levels,

this generates revenues estimated atliRI@7 per annurh(see Figure 2.15).

6 TKZN, 2002
7TKZN, 2002

8 TKZN, 2002
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Figure 2150 Value of KZN foreign market
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2.3.2.3  Tourism investment potential

The natural tourism resource base, combined with the large Gauteng market on the
doorstep, and a highly efficient tourism infrastructure, suggest exceltrmlong
investment potdial for tourism in the Province. This is acknowledged by the market

- 2002 saw substantial progress in a number of new tourism related investments
including casinos in Empangeni, Pietermaritzburg and Newcastle, the Village Green,
Durban, and Umbhlali, asll as the Point Marine Park, an R80Ilon investment.

2.3.2.4 Challenges facing the tourism industry

Tourism flows to KZN are substantially affected by the levels of disposable income
available to its target markets, and perceptions regarding the safé®yafiniae as

a destination. Domestic tourists also
Durban. For international tourists, additional considerations are fears linked to safety
in the air, fears related to war in the northern hemisphere, angdaedsg the
instability of Zimbabwe.

Recent research conducted by the province notes that perceptions of domestic
tourists around personal safety and security are improving. Challenges remaining for
the Province include improved hygiene, tired andfigient product, lack of
marketing/awareness, and overpricing. When tourism businesses do relocate to other
areas, a key driver is the perception of massive bureaucratic red tape hampering
development, resulting in businesses relocating to Cape Tawehamksburg.

From a marketing point of view, there is a need to create a greater awareness of
KZN's diverse tourism product by increasing advertising both nationally and
internationally. Additional priorities are to undertakedahing antirime anctity

clearup campaigns and to commit government resources to opening up new regions
through improved logistics infrastructure.

A further challenge is to address the lack of effective participation of previously

disadvantaged individuals and companies @wership level in tourism products
and services. This will require that a range of programmes be implemented which
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ensure effective black and community involvement in tourism in KZN. Finally, a
major opportunity exists in increasing the number ofrdmigsts to the province.

2.3.3 Investment trends

The proportion of aggregate investment flowing to KZN is commensurate with its
contribution to South Africads GDP. I n aggr e
Africad i nvest ment ihaoughtitiflectusicell Bebveen 8465001 per i
in 1995 and 15.5% in 1999, as depicted in figure 2.16.

Figure 2160 Investment: 1995 2001 (at 1995 constant prices)
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As a share of national investment, the Higimeportion has gone to transport and
communication, manufacturing, agriculture & forestry, retail & wholesale and
construction. The latter three do not correspond to the growth sectors in the KZN
economy, but the data must be interpreted in the cohlext mvestment in these
sectors at the national level (see Figure 2.17).
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In terms of the 15% of national investment accounted for by KgiNefi2.18

illustrates its distribution across the different sectors for the 1995 to 2001 period.
These investment trends broadly reflect the structural changes within the KZN

economy.

Figure 2180 KZN investment by sector (consant 1995 prices),
1995 2001
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underpinned by the fact that 22.4% of total investment flowed to that sector. The

transport and communication sector alsdopwed impressively, accounting for

19.5% of total investment. In the primary sector, the majority of investment flowed to

the agriculture and forestry sector, accounting for its modest growth.

In the manufacturing sector, investment patterns do notcefiergrowth trends.

For example, food and food products accounted for 12.3% of total manufacturing
investment, textile 4% and industrial chemicals 7.3% although they have been

3€
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declining in terms of output. Paper and paper products (the largest grmwth sec
within manufacturing), accounted for 12% of total manufacturing investment, other
chemical products (petroleum) for 1.5% andfeiwous metals for 1.5%. Notably,
motor vehicles and parts accounted for 3.4% of investment in the manufacturing
sector.

In terms of the spatial distribution of specific investments, the Durban Pinetown

Regiond commensurate with its status as the leading economic region in the province
oreceived the 1 ionds s ha-milionadringithe¥9&t ment , t C
to 2001 period.

Investment projects in the Pietermaritzburg statistical region accounted for
R7,278million. In the nofferrous metals sector this included the R2mMl06n
investment in the Hulett Aluminium Plasumpleted iniBtermaritzburgn 1999 ad

Hul ami n6s al umi ofi RB®dmillionl dompletedpi0®&G iTwon
shopping centres, the Brookside Garden shopping, camdréhePietermaritzburg
shopping and entertainment centre saw respective investments-moillR85a8nd
R250million in Pietermaritzburg. ThAkani Msunduzi Golden Horse Casino &
Entertainment Centrecompleted in 2001, gave a boost to the local tourism and
leisure industry with &2R3million investment. Government investment in the area
included the RA4giillion Edendale dusing project, R23dillion Midmar
Waterworks and R12®nillion infrastructure Development projects undertaken by
the Indlovu Regional Council (now District Municipality).

The Lower Tugela Statistical Region, comprising the Industrial node of Raphards B
benefited from investment in a range of projects totallR@j4&8million.
Investment projects related to the upgrading of the Richards Bay Harbour and various
terminalsand various investments from industry benefiting form close proximity to
the port such as the granular fertilizer plant, AECI lysine expansion, Hillside
Aluminium smelter.

Investment in rural areas was negligible in comparison to that recorded in the major
economic metropoles of the province. The only investment in the Mapumulu
Ndedwestatistical region was a R6#lion investment in the electrical machinery
subsector, comprising the Tridelta Magnet production plant in Mandini where the
project completion date was set for 2002.

Investment in the Mahlabatini Nongoma area includ&@mifon investment in

the Hluhluwe community water project by Mahlatuze water, with the project set to for
completion in 2000. No investment has been recorded in the Umlazi Umbumbulu
statistical region.

Recorded investment in the Camperdown Ixopo tist@tisegion included the
R150million investment in the Bayhdaohlaas gas pipeline located at Umlaas, by
project investor Sasol and completed in December 1999.

The major investment in the Mount Currie Underberg region was an investment of
R60million by Investec Properties in the Kokstad retail centre, completed in 2001.

Four major investments were recorded in the Port Shepstone Alfred statistical region.
Collectively the investments amounted to RH#lién and were located in the water,
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transport, ommunication and community social services sectors. The projects
included the Port Shepstone /Baboyi Housing Development comprising an
R80million investment which was completed in December 2000,-railR80
rehabilitation of the Hardiflgingolweni N2by the SA National Roads Agency
completed irR001, a R5:@illion upgrade to roads & sanitation services in Margate
completed in 2001, and the implementation of three rural water schemes in Port
Shepstone and Margate to a value ahiftidn.

The economaly depressed Mooi River Umvoti statistical region benefited from
investment in the transport and communication sector. Road Surface repairs
undertaken by the Provincial Department of Transport in 1999 in Mooi River saw
some R24nillion invested in Mooiiter.

Two major investments were recorded in the Escourt Klipriver statistical region. The
local food and food products sector was given a major boost with the location of a
Starch and glucose factoiy Klip River in 1999. The Tong#éilett project
invdved a R60Million investment in the area. The manufacturing sector of
Ladysmith benefited from a R&8lion computer upgradeompleted i2001.

Investment in the Newcastle Dundee Statistical region was undertaken in the iron and
steel sector betweefi9P and 2000. This involved an investment of-Riféén in
Chrome plants in Newcastle.

The Vryheid Paulpietersburg region benefited from investment in four projects in the
water, food and food products and manufacturing sectors totallingrRillid06

The projects included a R9@dlion investment in a Glycol manufacturing plant in
Pongola the R18%nillion lllovo Sugar expansion in 2000 Rongola the
establishment of thimgle Game Reservan Vryheid in 2000, which involved a
R126million investrant, and the R7hillion investment in thearis Dam ivryheid

in 2000.

Investment in the Ingwavuma Hlabisa statistical region was concentrated in the food
and food products sector and involving the lllovo Sugar plant expansibosibo
and Umfolozi.

Critically, as argued in section 2, the quantum of investment in South Africa (and
KZN, which accounts for a mere 15% of the total) is simply too small to underpin
higher levels of growth. Hence the challenge is to utilise policy instruments in order to
enhance investment flows to targeted sectors in the KZN province.

2.4 The dynamics of structural change

In order to develop a deeper understanding of the dynamics driving structural change
in KZN, a qualitative methodolo@yin the form of interviews with kelayers in

select sectoswas utilised. The findings are extremely pertinent to the development
of a provincial industrial strategy as they highlight the factors that both enhance and
undermine the competitiveness of industries as they repositiealtiesnfor global
competition.

3¢
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The analysis of structural change in the KZN economy during the 1995 to 2001
period reveals that growth has been concentrated in the services sector. The primary
sector has been relatively stagnant, while the manufactatarghas enjoyed
moderate growth. Hence the higher than average growth experienced by KZN during
the 1995 to 2001 period is largely driven by the growth of the services sector.

A disaggregation of these sectors reveals that in terms of scale, finamsieessd b
services, transport and communication, paper and paper produfesongmmetals

(i.e. aluminium) and other chemical products (i.e. petroleum) are driving the
provinceds growt h.

Smaller sectors that are performing well include community #ldseodces,
beverages, motor vehicles & parts, printing & publishinglewrical machinery,

wood, iron and steel and professional equipment. Declining sectors include (in order
of their weight in the KZN economy): food & food products, clothingstiieu
chemicals, clothing, textiles and fabricated metal products.

Qualitative research revealed that the growth of the tertiarydséctparticular,
financial and business services and transport and communiasiaedated to
KZNds e c on amdisubstagtialonaréabes in the volume of exports. This is
because the demand for financial and business servidesviedemand i.e. it is

derived from the growth of other economic activities. Hence there are no specific
dynamics that underpinetlgrowth of this sector. In the case of transport and
communications, substantial increases in the volumes of exports going through the
Ports of Durban and Richards Bay underpin this trend. The dynamics underpinning
growth and decline in the aluminium,gpagnd pulp, petrochemicals, automotives,
clothing, textile and food and beverages sectors are elaborated upon below.

2.4.1 Aluminium

Aluminium is the world's largest metal commodity market with an annual turnover
exceeding R1,0@lion. It is traded in US Hars through the London Metals
Exchange (LME) and is has only been produced on an industrial scale since 1886. In
1900, yearly output of aluminium was a thousand tons and by the end of the twentieth
century, yearly production had reached 32 millionctamgyising 24 million tons of
primary aluminium and eight million tons from recycled material.

Availability of Bauxite and/or Alumina, cheap energy and up to date technology
determine competitive capability in upstream Aluminium. Energy represents a large
part (some 25%) of the costs associated with primary aluminium production. This
means that producers have always had a vested interest in minimising electricity
consumption. Smelters in the 1990s used a third less electricity per ton than the
equivalent fant in the 1950s.

Al uminium is considered an ©6energy bankado,
recovered every time the product is recycled. Consequently, there is substantial
economic activity in the recovery and recycling of scrap Aluminium carnibe

recycled repeatedly and profitably without loss in quality. Many products, such as
automotive castings, are made mainly from recycled metal, otherwise known as
secondary aluminium.
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Excluding demand from China, the global aluminium market igqurdgegrow at
2% to 3% per annum. 2% of the world market represents approximately 400,000 tons
of aluminium per year of new capacity.

Aluminium is used as the material of choice where light weight, increased power to
weight ratio, recyclability and deseearolling resistance are important. It finds
major application in the Automotive Industry worldwiie 1990, autos used 34kg

of aluminium per car, today, and 120kg per vehicle is used on average. Globally,
33 million auto components are sold annaatly20% of all aluminium is consumed

by the automotive industry.

The metal is used extensively by the Aerospace industry, the building and
construction industry and the packaging industry, as well as in electrical cabling and in
electronic equipment.

Trend analysis of the data tabled by the International Aluminium Institute (1990 to
2002) indicates a lotegym growth rate of approximately 2% per annum in demand
for the metal. Consumer demand for electronics, vehicles, packaging, and
construction demand ¢lnding electrical cabling) are key drivers of overall demand.

2.4.1.1 Aluminium sector in KZN

Massive shifts in investment focus have changed the nature of the Aluminium
Industry in South Africa and in KZN. Southern Africa will soon boast a primary
capacity of soue 1,35 million tly, (including Mozal) from 34,000 tons of capacity
when the first aluminium smelter in the region, Alusaf, was commissioned in 1971. In
KZN, the proximity of appropriate ports, (for raw material imports as well as for
exports), reliablaupplies of cheap energy and labour and logistics capability are the
key drivers behind the upstream expansion growth rate. A negotiated pricing
arrangement for electricity, whereby energy costs fluctuate in line with the LME, has
been a crucial factor ieasions to invest in the region.

2.4.1.2 Upstream

South Africads wupstream Aluminium manufactu
KZN, although Mozal is located in Mozambique. The sector is very important to
KZN o nonferrous metals is the secdadyest manufaating sector in the Province

and was the fastest growing between 1995 and26@l growth rates averaged
20.6% per annum (contribution to GGP) over the period. This growth was driven by
extensive investments upstream in smelting capacity expansipgradesuin the
Richards Bay area, which resulted in substantial increases in upstream (primary)
exports. These investments are capital intensive in nature, and hence have limited
impact on the levels of job retention or sustainable (long term) jolndrealtie

sector. Upstream investment in KZN has far outstripped investments at the semi
fabricated level (one level downstream) or at the conversion level where components
and finished items are produced.

KZN is home to gl obal srlée0%owed didlsdde amad oup BHP E

Bayside aluminium smelters, b otmilionbased i n R
expansion of the Hillside aluminium smelter, known as Hillside Three, was launched

4C
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in April 2002 with the start of construction. The Hillside snettebe expanded by

a further 130,000 t/y, and the Bayside capacity is to increase to
200,000 t/y. This expansion will make Hillside the largest primary aluminium smelter
in the Southern Hemisphere and in the western world and will increase BH® 8illiton
global primary aluminium production to 1,4 million tons a year, or about 8% of the
western worl dds tot al producti on.

The Hillside smelter users Frebased Aluminium Pechiney AP30 technology and is
deemed to be one of the world's cleanest and mosreéfimelters. The reduction

pots are the largest in commercial production worldwide. The 576 pots operate at
about 320,000 amps and consume less than 13,7MWh of electric energy per ton of
aluminium produced.

The bulk of the aluminium produced at Hillssdexported to the Far East, Northern
Europe and the USA. (84%) The balance is sold in South Africa and neighbouring
countries. The remelt ingots destined for export are transported by truck to the Strang
Rennies Metal Terminal (SRMT) at the Port of RiEtlZay where they are loaded

onto the ships. BHP Billiton Marketing BV, based at The Hague in the Netherlands,
sells them.

The aluminium destined for the regional market (A&)ithern Africais sold in

liquid and ingot form. Bayside buys liquid aiumirto be sold on to South African
customers for the manufacture of aluminium alloy wheels. The ingots for the regional
market are delivered by road and rail. They are used by rolling mills (such as Hulett
Aluminium in Pietermaritzburg), extrusion plamiscable plants to make a variety of
products such as aluminium foil, pots and pans, roof cladding, windows, doors, cables
and conductors. It seems likely that investment upstream in KZN may have reached
its natural limi® Hillside is constrained by spaegarding future expansions, and
plans for Aluminium investment in Coega , close to the Automotive industry of the
Eastern Cape, may shift the focus of upstream investment in the future. This trend is
underpinned by the absence of a container termRighiards Bay.

There are four secondary smelters in South Africa. All four extrude aluminium but

rolling takes place only in Pietermaritzburg and in Cape Town. Three of the four

firms are located outside the Province. However, the largest of the feur is th

Aluminium division of Tongadtulett, located in Pietermaritzburg and this firm is

expanding production facilities. Hulett Rolled Aluminium Products has commissioned

a new multipurpose haiill, tripling its rolling capacity. Hulett Aluminium is the

coun ryds major producer of rolled and extrud
located in Pietermaritzburg, with additional capability in Gauteng, and in Cape Town.

Scrap is typically bought by the secondary smelters, and converted into ingot for
castings. Approximately 68,000 Tonnes per annum of scrap is generated in South

Africa, of which approximately 34,000 Tonnes is exported with the remainder

recycled and old to fabricators and converters.

2.4.1.3 Downstream

In contrast to Billiton and Hulett Aluminiumhieh are capitahtensive, driven by
factor conditions and are cost sensitive, downstream aluminium companies are

41



employment growth and development initiative

HSRC

demand driven. Downstream conversion in South Africa, but especially in KZN, has
not kept pace with expansion upstream. The local markatsideced close to
saturation in terms of how much Aluminium per capita can be consumed
domestically, (consumption per capita is 4.5 kg on average per person per annum in
South Africa) but there are large opportunities in exports, both direct and indirect.
KZN has not historically been well represented in downstream conversion, and there
is little activity in the province relative to that in Gauteng and in the Cape.

Recent increases in value added conversion and export have been driven in large part
by thedevaluation of the Rand against the major currencies. This rendered many
South African producers competitive. Major export opportunities may lie in indirect
exportsd the supply of aluminium components to the automotive industry for
example.

Value addedlaminium manufacturing in South Africa has increased by a factor of
some thre@andahalf times over the last 10 years, but from a low base. South Africa
today exports only 20,000 Tonnes of value added products per annum, mostly wheels
(Sout h Aedstrvalue adided expartrisgaluminium alloy wheels, with 80% of
production exported) and building products

Most exports are to the SADC and are in relatively lowadalad products.
Although sustainable exports of primary and secondamyiam ingots and semi
fabricated products have increased substantially, the downstreandealyeoduct
contribution remains small.

Little of this activity has taken place in KZN. This is difficult to undef&t&inde

KZN is ideally positioned, terms of proximity to input material supply as well as to
coastal logistics capability, to take advantage of the export opportunity. Yet value
added conversion in KZN represents less than 15% of the total value added
conversion activity of South Affita

To maximise potential for downstream conversion requires researching and
understanding the markets and customers, training, technology transfer, and capital
upgrades. Much of South Africads conversion
purpose in nater rather than focused on specific products.

Key constraints to improved downstream capability in KZN are the age of the capital

stock and the | evel of skills available. The
and 80038s) an dnnegessaryskills ig poorf Thepedsovgry limited use of

the SETA system because it is so expensive to access for smaller firms, and many

conversion firms are small to medium enterprises.

2.4.1.4 Policy measures

Support to improve access to SETA training fumaibined with support for Capital
Stock upgrade over a five to six year period are seen by Industry as the key areas

9 (T Paterson, AFSA)

10(R Linnell, Billiton)
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which are likely to stimulate export led value added production growth. Although
value added production has historically been located tengathere is sound
economic logic in locating new investment in downstream Aluminium production in
KZN, given proximity to supply of upstream and semi fabricated products combined
with proximity to ports for export.

KZN institutions such as TIK, in regoising the potential for growth in the local
downstream cluster, could consider assigning the Aluminium sector downstream
special status, and developing a focused inward investment (FDI) drive to attract
investors to the Richards Bay and Pietermaritaleag.

This suggests sustainable opportunities for BEE in the value added sector. Possible
linkages could be structured with the existing Billiton value added project at Richards
Bay, which, although currently small, may offer a starting point forgerstralne

added cluster, if supported in a PPP by the Province. The imminent development of

Dube, wherein aluminium will be used, can be structured to leverage a starting point
for aluminium fabrication in the building products markets.

Detailed economiceésibility studies may be required and could be commissioned
thought KZN government agencies to determine the ideal export product focus for
the province, which will ensure that investment in new Capital stock is relevant and
useful.

Discussions involvirthe Sector charters with Billiton and Huletts Aluminium might
include discussion around assistance to support an export focused conversion
initiative, and linkages could be made into the Industrial Offsets program.

2.4.2 Paper and paper products

In KZN, the pape and paper products sector has undergone strong average annual
growth of 4.3% between 1995 and 2001. Nationally, the pulp and paper industry
contributes 14,4% to manufacturing GDP and 2,7% to national GDP. The bulk of
industrial production in South Afrisdocated in KZN.

In 2000, South Africa was ranked the sixteenth largest producer of pulp in the world
and the twentjourth of paper and board production. The value of paper and pulp
produced in SA in 2001 was in excess ofbRibth and paper produeti was
running at 85% of capacity.

The local industry produces a range of pulp paper and board products and supplies
the bulk of local demand. The packaging sector consumes 55% of domestic
production, followed by printing and publishing at 24%, new$gfintand tissue

and disposable products accounting for 7% of domestic production. Local production
accounts for 87% of local consumptioA notable paper and pulp export is that of
dissolving pulp used in the manufacture of viscose fibre.

11PAMSA, 2002

12PAMSA, 2002
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Imports are molt in the specialty papers and board proddoteestic demand is
insufficient for economic local manufacture. Certain types of pulp for which SA lacks
the necessary raw materials are also imported. Large volumes of converted paper and
board products arimdirectly exported through the packaging of export products,
particularly corrugated boxes for export fruit and wine.

The SA pulp and paper industry is supplied exclusively from plantation forests. The
forestry industry has enjoyed an annual 8% annwdh gmocontribution to foreign
trade during the last 10 yé&ars

Table 256 Summary of SA trade in wood, pulp, paper & paper products

R-million Imports 200C 200: % change Exports 200! 200: % change
Wood 1,017 1,09t 8.2 2,26! 2,728 20.(
Pulp 28C 21€ -22.. 3,42 2,61! -23.%
Paper 2,01( 2,22 10.¢ 2,26 3,09¢ 36.¢
Paper product 43C 49C 13.% 617 86( 40.7

[Source: SARS]

The five largest manufacturers of pulp and paper products are SAPPI, Mondi,
Nampak Kimberley Clarke and Unjcelgether producing almost 99% of national
pulp paper and board production. Production is concentrated in 18 pulp, paper and
board mills in SA. SAPPI and Mondi are exclusively responsible for pulp production
undertaken in nine mills. A Saiccor millesotily mill that produces only pulp almost
exclusively for the export market. Sappi and Mondi are both fully integrated, with
involvement in the forestry industry as well as pulp and paper production.

The industry has a strong export capacity with espamgi SAPPI and Mondi
resulting in SAPPI ranked a$ aad Mondi 39 by turnover on the list of the largest

pulp and paper companies in the world. Nampak and Kimberley Clarke produce
tissue, which is converted into consumer and industrial paper pidaiongtak also

make linerboard and fluting which is converted into corrugated boxes and makes
packaging products. Unicell has the capacity to manufacture 80 000 tonnes of
packaging papers a year. In recent years a number of smaller producers, focusing on
theproduction of tissue and test liner have emerged.

The lionbds share of South Africads paper anc
due to a number of factors relating to climate, logistics and resources. The climatic

conditions of the province ameal for growing plantations with its high rainfall

(afforestation is only possible in areas where rainfall exceeds 800mm per annum) and

river accesd for example, eucalyptus grown in Northern KZN can be felled from 7

years onwards as opposed to 11 yeassoler higHying areas. Where bagasse is

utilised, it is also necessary to locate pulp mills in close proximity to sugar mills in

LBPAMSA, 2002

44



KwazuluNatal economic review

order to reduce bagasse logistics costs. Furthermore, the high cost of capital intensity
of the industry makes operatiéose to mill capacities imperative.

The close proximity of ports (Durban for paper & pulp, Richards Bay for chips), road
and rail networks is a further contributing factor, enabling access to markets, both
local and international. The University of Natd|S$teve Biko Technikon provide a
research and skills support base for the industry.

The major production processes in South Africa are listed below. Those marked with
an * are to be found in KZN. Furthermore, recent years have seen the move by
various spport industries to be located to the province. For example the University
of Natal Durban offers extensive research capacity for the industry (see Table 2.6).

Table 26 d SA pulp mill capabilities in KZN

Company Mill Products 2001 C?/F;?C'ty (10c

Mondi Richards Bay Mill’Hardwood and soft wood kraft pulp 576
Piet Retief Mill* Hardwood and softwood NSSC pulp 60
Felixton Mill* Unbleached bagasse pulp 70
Merebank Mill*  Thermomechanical pulp 220
Groundwood pulp 66
SAPR Ngodwana Mill* Hardwood and soft wood kraft pulp 410
Groundwood pulp 100
Tugela Mill* Unbleached softwood pulp 230
Hardwood NSSC pulp 120
Stanger Mill* Bleached bagasse pulp 60
Enstra Mill Bleached hardwood pulp 90
Saiccor Mill* Dissolvingoulp 600

Total 2,602

Sappi is the leading producer of coated fine paper in North America, Europe and
Africa. The company produces a range of uncoated graphic and business paper,
coated and uncoated specialty paper and casting release paper nsadlLifattere

of artificial leather and textured polyurethane applications. Its Southern African
operations include a Corporate head office located in Johannesburg, 3 fine paper
mills, 5 forest products mills 4 fine paper sales offices, 3 SAPPI tradiagantfia

forest products sales office. (SAPPI Annual Report, 2002).

Table 27 6 Mondi: Anglo Forests production (ton)

Pulp 290,400
Graphic papers 509,800
Packaging papers 527,600
Corrugated board 275,000
Lumber 137,000
Wood chips 1,284,300
Mining timber 131,800
4t
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Mondi 6s invol vement in the paper i ndustry i
packaging, pulp and linerboasdrécycling and forests. Mondi controls 563 000 ha,

of which 200 000 managed for conservation, and the remaining 344 000 comprise

33% planted to pine, 58% planted to eucalyptus, and 9% to wattle. It has recently
undertaken an extensive Durban Southern stndu basin environmental

management problems delayed the extension of the Merebank plant.

Direct employment in the industry is currently estimated at approximately 14 800
people in various pulp and paper mills. Approximately 60 000 forestry workers and
transport contractors are employed directly for the growing and supply of raw
materials. The sector has in recent years been adopting a number of measures to
reduce people costs by shedding jobs (nationally and in KZN) largely due to the
imperatives of gl@lisation, and related restructuring and rationalization to improve
competitiveness. People related business costs have been further exacerbated by the
skills levy, and impact of HIV on staff turnover. A national and KZN trend is that of
outsourcing nowore activities such as maintenance, services, transportation, cleaning
and catering. Opportunities for Black Economic Empowerment and SMME
development have largely emerged through outsourcing-adreooperations and

various programmes such as that oiinell grower schemes.

2.4.2.1 Investment trends

The sector is extremely capital intensive with major investment in plant required every

10 years. Recent major investments in the sector underpin its expansion. Mondi

Paper is in the process of upgrading thedekemill in Durban which houses five

paper machines with output reaching over 500 000 per annum. The overhaul of the

mills 80 000 tonne a year uncoated wood free PM2 and the expected increase in

capacity of another 40 000 tonnes a year is intendedde beth local and export

markets. In addition, the plant is to see the installation of the 13 pocket A4 cutter, the

third | argest in the worl d, which will, on
capacity. A key motivation of the project is the fonu®w cost production near

relevant markets.

A planned increase of the Richards Bay mills pulp capacity to a total of 720 000
tonnes a year, with present capacity at 575 000 tonnes, is also on the cards. The
Richards bay investment will represent astmeat of some Ri3illion. In 2002,

Mondi together with empowerment partner IL acquired the lease of 22,000 hectares
previously part of SAFCOL to be used for eucalyptus plantations to supply the
Richards Bay operations. The recent JV between Nampak amgjiblorfirm has

doubled plant capacity.

Further industry growth will be influenced by:

A The availability of fibre to be converted into value added paper products by
increased afforestation, increased yields for research and development and
increased recydj of used paper, availability of bagasse as a fibre source.

A The low specific consumption of paper and paper products in South Africa and
Africa, which will grow as the per capita GDP of the continent, grows. In this
context, initiatives such as NEPAD aréactor aiding growth of the sector.
The demand for particular paper products will be dependent on the related
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growth of the sector in question (for example improvement in demand for
coated fine paper depends on a sustained increase in advertisipgrin the
media)

A South Africa's geographical location creates a window to maximize opportunity
in Asia Europe and South America.

2.4.2.2  Factors constraining growth

Factors constraining growth of the sector includes high transport costs, declining
infrastructure, dwught in the 1990s, the slow granting of water permits, and a

sl owdown in plantings in recent year s.

Reduction Activity under the National Water Act has resulted in a Water Resource
Management Charge and an amditi business cost incurred by the industry. In
terms of the Act, new plantings necessitate a water licence and applying for one has
cost implications. To address this constraining factor, industry has adopted a
partnership approach to working with théonal DWAF on detailing regulations.

In KZN, insecurity arising from communal land tenure is in part ameliorated by the
ability of a local Inkosi to grant use of land to individuals, thereby giving the
individual some security of tenure to plant treescapdhe harvest.

Business costs are negatively impacted by the power outages and poor quality of
supply received by Eskom affecting production output. The high cost of capital
investment, interest rates and depreciation constrain ability to investlanhend
equipment.

2.4.2.3 Possible policy measures for government to
support expansion of the sector

The paper and pulp industry is highly capital intensive. To attract the necessary
investment, risk factors need to be ameliorated with appropriate investment
incentives. A prerequisite is ensuring-terg security of supply of raw material and
related security of tenure.

To increase levels of direct employment in the industry, new investment in forests and
mills is needed. The Department of Public Enterprasesnade land available for
afforestation, with the intention of increasing opportunities for new entrants. This
provides further opportunities for broadening the ownership base of the industry and
promoting black economic empowerment.

Three specific areas intervention are critical in this sector. First, government
support for research focusing on tree breeding to improve yields will further give
impetus to growing the industry. Second, the implementation of policy measures
designed to trade savingsarbon emissions with those countries required to reduce
their carbon emissions in terms of the Kyoto Protocol. Third, an integrated and
partnership based approach by a range of public, private and civic bodies to address
the environmental management proklarising from the Southern Industrial Basin

in Durban
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2.4.3 Petroleum

Petroleum refining accounts for 9.8% of KZ N
growing at an average annual rate of 13.9% during the 1995 to 2001 period. This

growth has largely been dniv®y the increase in petrol consumption associated with

national economic growth and higher volumes of trade.

SAPREF (comprising BP and Shell) and Engen (Petronas) are the refineries located in
Durban and jointly accountnoffiquid fueds2 of Sout h
issue that currently looms large for this industry is an initiative to reduce
environmental pollution in the Durban South Industrial Basin (DSIB), where the

refineries are located. The issue in the DSIB is that there is a mix ofdustrisd

activity interspersed with dense community settlements. Hence the health of the 200

000 people residing in the area is compromised by the emissions from industries

located there. The refineries are located in close proximity to the singledvingy

(SBM), which facilitates the transmission of crude oil from ships through a pipeline to

the refineries. Hence they are not able to relocate.

The initiative to curb pollutiopointin the DSI
Pl ano and venshy bhre intargoverairemtal coordinating committee

comprising national, provincial and metropolitan government under the leadership of

the Department of Environmental Affairs and Tourism (DEAT). The issue is,

naturally, highly emotional. Moreover, itfficdit to solve because the output of the
industries | ocated there accounts for some
reduce pollution will be costly and may compromise the competitiveness of industries

located in the DSIB

One aspect of the initiatithat has a direct impact on the petrol refineries is the
adoption of EU standards for vehicle emissiansluding the phasing out of lead in
petrol and the reduction of sulphur in diésghich the DTI has estimated will cost

the industry R21Billion. The DTI, together with DME and DEAT are currently
engaged in discussions with fuel manufacturers to find ways of meeting these
standards economically.

2.4.4 Automotives and components

The modest average annual growth rate of 3.9% of this sector betweeth 2095 an

is linked to the performance of Toyota Motor Corporation (TMC), the only car

manufacturing plant located in KZN. While motor vehicles and parts currently
account for a mere 3.7% of KZN6s manufactur
current reorientat on of TMCO6s pr odudas it pogitions itselfe x por t ma
within global supply chaidsuggests that it is likely to be a significant driver of GGP

growth in KZN in future.

Until recently, TMC has had little exposure to export markets. In tcanttser

motor vehicle manufacturers in South Africa, Toyota was not able to position itself to
export to other markets, as the majority of its equity was held by South Africans,
effectively preventing the parent company from allocating market shadetteyo
African continent. In 2002, however, the Japaed parent company increased its
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equity in the KZN plant to 75%, making it the majority shareholder. This facilitated a
re-orientation of production to export markets.

The KZN plant has targeted thesstralian (righhand drive) market as the initial
destination of its exports. It currently has an order for 10,000 corollas, but aims to
supply that market with 30,000 vehicles per annum. The European market will be
TMCOs next t ar gedxpamdsies prpdoctive capasity.k et as it

In Appendix A, it is argued that the single most successful policy intervention by the

DTI since 1994 has been the motor industry development programme (MIDP). Its

success is attributed to its ability to position Souti Afaés aut omoti ve i ndus
gl obal supply <chains. TMCds recent export
incentives provided by the MIDP. The credits earned by exporting can be offset

against import duties to enhance the competitiveness ofsvptodeced for both

domestic consumption and export.

The potential for job creation within TMC is limited, given the dapetadive
nature of motor vehicle manufacturing. The total staff complement at the KZN plant
is 7,000. Of note is the fact that 880 jobs were created to facilitate the expansion
of production into export markets. TMC plans to establish a Toyota Academy of
Learning in order to ensure that its staff has wtadd skills.

I n contrast to other | o c aidns imlode ancillampa nuf act ur
production facilities for the manufacture of components. This has an important

i mpact on empl oyment creation as =evidenced
employees are involved in component manufacture. A newd&digler SA was
established in 2001 to manufacture catalytic
in excess of a million catalytic converters a year, most of which are destined for export

markets. In addition, firms that supply components to TMC have invesidd im K

order to be in close proximity to their market. TMC has cooperated with these

suppliers to enhance the skills of their employees and the quality of their products in

order to meet TMCO6s extremely stringent qual

From the perspective ofogvth - and employment creation in particdldhe key

issue with respect to the automotives sector in KZN is the potential for the formation
of an automotives and components cluster. At present, local content accounts for
approximately 50% of the valudha# final product. The intention is to increase local
content to 70% by sourcing components domestically, rather than from Japan. In
addition, TMC is exploring the opportunities for exporting components to Turkey,
Thailand and Brazil.

In terms of provineitlevel government interventions, the priority for this sector is to
support the development of an automotives cluster, as this will enhance the
competitiveness of both the car (OEMS) and components manufacturers. Moreover,
it will generate employment andy lure other OEMs to KZN.

2.4.5 Foodnd beverages

The food and beverages sectors jointly acco
manufacturing capability. The food sector has contracted marginally at an average



employment growth and development initiative

HSRC

annual rate 00.2% between 1995 and 200iilerthe beverages sector has grown at

an average annual rate of 3.6% over the same period. They-established
sectors, located within wadveloped supply chains in respect of both domestic
agriculture and international markets. Despite largénurieases (as high as 20% for
some brands), attributed to exchange rate fluctuations, better than expected results
were recorded for the industry in 2002. Traditionally, the industry experiences slow
and steady growth in established brands. In comtapit, growth is driven by
investment in innovation and the introduction of new products into the market.

The food processing industry is highly competitive. Historically, it has focused on
servicing the domestic market by processing the domesticallygragiicultural

goods. The industry has, however, increasingly extended its product range to include
high quality processed foods targeted at both the volume and niche sectors of the
market. An important characteristic of the industry is that it isetglativployment
intensive.

Demand is determined by population growth and changes in real per capita income.

Growth in the food sector is thus very dependent on disposable income. In terms of
governmentds i mpact on the iaperdroesinr y, sti mul
strengthening the industry, as do provision of water and electricity because higher

disposable income and access to basic services expands the range of products
accessible to consumers.

The food sectors in which KZN has significant agricufitimary product available
include livestock, poultry, dairy produce, sugar, maize and sdrogiscalbfruits.

The sugar industry, with a strong base of coastal sugarcane production in KZN, is an
important contributor to the local food industry. Maizdsio produced in KZN. The

most developed area of tropical fruit production in KZN is bananas. Escourt,
Pietermaritzburg, Hammersdale and Kokstad are the centres for the processing of
meat and dairy products. Processing is carried out as near as tpofisible
production source because of the high cost of transporting unprocessed milk and
animals. In the case of refined sugar cane production, five of the fifteen sugar mills
carry out their own refining, close to where the sugar cane is grown, aret the oth

mills send their raw sugar directly to the Tongaat Hulett refinery in Durban.

Meat processing is the largestsadior in food processing representing nearly 25%

of total national output of the sector. It includes smoking, salting, sausage making,
pickling, soup production, meat extracts, meat pies, canned meats and edible animal
fats. Dominant KZN based brands include the Escourt brand, which processes
mainly pork and a range of meat products, and the Rainbow Chicken Group, which is
a worldclass mducer. Additionally, high quality beef and mutton is produced in the
Midlands, Drakensberg region and East Griqualand.

The dairy products sub sector contributes approximately 7% to total local processed
food output. It includes the manufacture of coretrnsowered and evaporated milk,
cream, butter, cheese;éoeam and baby foods with a milk base. The quality of local
products compares favourably with international standards. KZN is a major dairy
producer with several established brands operatihg iprdvince (for example,

NCD which is based in Pietermaritzburg).
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Major food processing companies operational in KZN include the multinational

Unilever, whose food division in Africa concentratepi@ads and culinary cooking
products. Its South Afrima di vi si on is | ocated in Durban. S
brands in Africa include Rarfiégra,Blue Band, Royco, KnolMjagnum ice cream,

Hellmann's mayonnaised Liptons. The South African Head office of the Unilever

operations is based in Durbdh.operates four factories in KZNa tea factory in

Pietermaritzburg and three companies concentrating on spices, sauces and dressings

located in Phoenix and Prospecton.

The subsectors of the beverage industry operational in KZN include malt and soft

di nk producti on. South Africads major beer
the majority sharehol der of SAG6s | argest so
has a large plant in Durban. In addition, a specialized small brewery at Nottingham

Road inthe Midlands, the Nottingham Road Brewery, produces four products in

limited qualities. National Sorghum Breweries, the main sorghum beer brewer, has a

brewery in Durban.

Other South African breweries service the KZN market through warehousing and
distribdion facilities. The soft drinks industry is dominated by Amalgamated
Beverages Industries (ABI), which accounts for 40% of the national soft drinks
market. It has the production and distribution rights for brands such as Coca Cola,
Fanta and Appletizerh& company has a production unit in Durban.

A major international trend in the food and beverages sector is that of mergers and
consolidation. In keeping with global trends, the South African Division of Unilever
merged with local company Robertsons Fimo2802, the biggest such merger in the
food industry in South Africa. The merger brings together the international expertise
of the Unilever Group with the Innovation and local knowledge of the Robertsons
Group.

Associated with the trend towards mergers contraction of employment in the

food and beverages sector across all occupational categories. While outsourcing of
norcore operations has also been a trend in the industry, this is in traditional sectors
such as distribution, merchandising, offeeice cleaning, catering and some
manufacturing.

There is currently no substantial capital investment taking place in the industry.
Investment is primarily in innovation, marketing and new products (for example,
Liptons Ice Ted a new brand introducéadl the market in 2001).

Growth in the food and beverages sector is largely dependent on the overall growth
prospects of the South African economy. Emerging trends will be that of increased
out of home consumption of food, and an expected faster grovath liieverages

sector than that of the food industry.

2.4.6 Clothing

South Africads <clothing sector is concentra
Western Cape (Cape Town in particular), with some activity in the Free State. The
clothing sector is one of theost labouintensive industries in the world. Hence the

51



employment growth and development initiative

HSRC

contraction or expansion of output has a large impact on employment. The reduction
of tariffs in this sector, coupled with pressure from retailers to reduce prices, has led
to an apparent contractioof employment and output. In KZN, the data
demonstrates that this sector has contracted at an average annual rate of 0.6%
between 1995 and 2001.

This contraction is more apparent than real because the number of people employed
in this sector in KZN haséreased, but formal manufacturers have moved into the
informal sector, deegistered from the bargaining council and become sub
contractors. This was done to reduce costs in order to compete with cheap imported
clothing. It also explains why the stasistltow a dramatic decline the output and
employment of this sector.

Exposure to global competition has meant that specialisation and exporting is central
to the survival of clothing firms. Economies of scale dictate that high volumes must
be produced to deice prices. Many KZN firms have taken up this challenge by
operating as design houses by outsourcing the clothing manufacturing to small
businesses and doing the design and marketing.

Preferential access for clothing to the US market within the franoéwerkAfrica

Growth and Opportunities Act (AGOA), provides an obvious export strategy for
clothing firms. After much trial and error, KBbised clothing firms have found their
niche in the US market, after initially being deterred by the large sipedsfrthand

the fact that the retailers wanted to supply their own designs. By exporting to
mediumsized US retailers that require design services from the clothing
manufacturers, clothing manufacturers based in KZN have successfully penetrated
the US mandt.

The DTl &6s duty credit certificate scheme (DC
A) is an additional support for clothing exporters. It enables exporters to accumulate

duty credits when they export, which can then be utilised to rebate dutpstsn im

It is viewed by the industry as a powerful incentive to export.

Between 1996 and 2000, 39% of investment in this sector was destined for KZN, the
largest proportion of aggregate investment going to any single province. New
investments in knitwearpegity were also disproportionately large in KZN, while
contracting in the Western Cape and the Free State. In aggregate, the spread of
investment across the country in this sector demonstrates that it has been contracting
in the Western Cape while expagdin KZN.

Industry experts are of the view that KZN is a relatively more attractive location
because of its low cost structures and the fact that much of the labour force is not
unionised. Moreover, proximity to the Port of Durban is an obvious advantage
exporters.

There is much controversy about the informalisation, casualisation and sub

contracting that has characterised the clothing industry over the past few years. While

some view this as a oOrace to theaebottomd6 be
worse off, others see it as the emergence of a lower cost, more flexible network of

production.
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Clearly, if KZNbased clothing manufacturers had not gone this route, many jobs
would have been lost. The expansionary trends in the industry arehaostnehigth

to build. Success in exporting to the US is the key to further expansion of the
industry, given that domestic demand is limited by slow national growth.

2.4.7 Textile

The textile sector had undergone a substantial contraction since trade liberalisatio
commenced in 1995. In KZN, it has shrunk at an annual averagedtag8wper

annum during the 1995 to 2001 period. In aggregate, the industry has contracted by
almost 40% between 1995 and 2001. The reduction of tariffs on textile products,
together \ith duty rebates in terms of the DCCS has resulted in substantial import
penetration in this industry.

Interviews with industry experts point to the fact that the trends in KZN are driven
by firm closures and the contraction of the output of firms thairesperational.

Sasol Fibres and Mooi River textiles are two notable examples of textile firms that
have recently closed down.

The textile sector in KZN accounts 683 % of Sout h Africads yarn s
45% of weaving capacity and 24% of falmiiting capacityTextile firms in KZN

play both dominant and secondary roles in the supply chain. Frame Textiles is the

biggest textile company in South Africa and is involved in spinning yarns, weaving

and knitting fabrics, dyeing and printing, and tbduption of household and

industrial textiles. There are other firms that do only spinning, weaving and knitting,

and the finishing of the fabrics.

Textile firms historically located in KZN (Durban, in particular) to be close to ports
as it is easiend cheaper to transport the raw cotton in bales from inland than to
transport finished goods from inland to the ports. These factors are also applicable to
the Western and Eastern Cape, where the balance of textile manufacturers is located.

In a context bimport penetration and the slow growth of domestic demand, the
survival and expansion of this sector in KZN is highly dependent on a successful
export strategy. AGOA is the key for the realisation of such a strategy, as clothing
exported to the US muse lmade from yarns and fabrics produced ifS8haran

African countries. Not only is South Africa one of the approved supplier countries, it
is also the only country in Africa with sufficient capacity to supply fabric at the
required scale and quality.

In terms of the KZN governmentds support for
to penetrate the US market by supplying textile to clothing manufacturers in South

Africa and other African countries whose final products are destined for the US, in

terms of the preferential market access afforded by the AGOA.

2.5 Spatial distribution of economic activity

As is the case in the broader South African economy, in KZN economic activity is
concentrated in three centres: Durban, Pietermaritzburg and Richardss Bay



employment growth and development initiative

HSRC

il lustrated in Figure 2.19, 2.14 million (2:
977,000 (11%) in Lower Tugela, Eshowe (the Richards Bay area); 676,000 (7.4%) in
Camperdown, Ixopo and 622,000 (6.8%) in Pietermaritzburg. The remaining 51% of

the pgulation are scattered across the other 10 statistical regions.

Figure 2190 Population by statistical region, 2001
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As is the case with KZN&s popul ayis on, t he s
hi ghly concentrated in the Durban, Pinet own

GGP. The only other significant areas of economic activity are Pietermaritzburg
(accounting for 9% of GGP), Msinga, Nkandla (accounting for 9% of GGP) and
Lower Tugela/BHsowe (accounting for 8% of GGP) (see Figure 2.20).
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Figure 2200 KZN distribution of GGP: 2001
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Average annual growth rates of GGP per statistical region are depicted in Figure 2.21.
It illustrateghat in the four urban areas where economic activities are concentrated,
only one (Lower Tugela, Eshowe) is growing faster than the KZN average of 4.3%
per annum during the 1995 to 2000 period. Indeed, Durban grew by 3.4% during this
period, with Pietermi#&zburg and Masinga lagging behind at 2.1% and 1.2%
respectively.

Figure 2210 KZN average annual GGP growth by statistical region,
19952000
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The Mapumulu, Ndwedwe statistical region experiarg@ectacular growth rate of

137% per annum over this period, as a consequence efmdlie6dnvestment in a

magnet production plant by Tridelta. The growth rate is spectacular because the
region was previously extremely depressed. Other high grtstthastegions are

Lower Tugela, Eshowe (i.e. the Richards Bay area) with an average growth rate of
16.9% and Umlazi, Umbumbulu with a growth rate of 8.4% per annum.

In the case of Richards Bay, the buoyant growth of the local economy may be
attributedto R28.4billion in gross capital investment between 1995 and 2001. This
investment was mainly to support the development of the aluminium cluster that is
developing in that area with investment flowing to, inter alia, the following sectors:
chemicals (Rdillion), nonferrous metals (R8billion), transport &
communications (R3billion), mining & quarrying (Rb8lion), and paper & paper
products (R1:billion).

In terms of investment during the 1995 to 2001 period, the pattern of concentration
in three urban centres evident in indicators of economic activity is reflected in this key
indicator of growth. Durban attracted a massive 57% of investment flowing into
KZN during this period, followed by Lower Tugela/Eshowe (i.e. Richards Bay) with
10% and Rtermaritzburg and the Msinga, Nkandla statistical regions with 8% each
(see Figure 2.22.).

Figure 222 & KZN distribution of investment by statistical region,
1995 2001

KZN - Distribution of investment by statistical r egion, 1995 - 2001

Durban, Pinetown+
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The spatial distributioof economic activity within KZN, highlights a key challenge
for the provincial government: to encourage the development of economic activity
beyond the metropoles of Durban, Pietermaritzburg and Richards Bay.

2.6 Nodal developments

Spatial development init&s (SDIs) and industrial development zones (IDZs)
constitute the two policy instruments of national government to promote regional
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economic development. Responsibility for the implementation of the SDIs has
recently been transferred from national to pe@ali and local governments. In the
case of IDZs, their designation and creation is the responsibility of provincial and
local government. Consequently, SDIs and IDZs are central policy instruments of the
KZN government for promoting nodal developments.

The following nodal developments are currently being implemented in KZN:

A The Lubombo SDI;

A The Richards Bay SDI;

A The Pietermaritzbulgsunduzi SDI;
A The Dube Trade Port IDZ; and

A The Richards Bay IDZ.

In addition, the DEDT is promoting the following nodakttgyments:

A A number of industrial properties in rural and-ymban areas in KZN, that
are owned and managed by Ithala; and

A The South Coast initiative, aimed at strengthening tourism in the area.

Before providing an overview of these nodal developnikernss,necessary to
contextualise them within the framework of
Spatial policies are, in essence, sajgi@ymeasures that target particular geographical

locations and provide a range of support measures to dedekipial capacity or

build on existing capacity. In the context of industrial policy, spatial development
initiatives (SDIs) and industrial development zones (IDZs) have been the key
instruments to influence the spatial distribution of industrial aciiwgy are a

means of achieving greater geographical equity in the spread of economic activities

and investment. They are also a way of focusing resources on select locations, where
opportunities are identified within this spread.

The DTI initiated the $ypial Development Programme (SDIs) in 1996, with the aim

of developing regions with inherent economic potential that wererasmgced

due to apartheid spatial planning. Ultimately, the aim was to build interest in new
economic activity and areas: thauld be done by identifying opportunities and
eventually generating regional sites/clusters of economic agglomerations and so a
virtuous circle of development would ensue. Private sector investment would be
crowded in by a range of public interventiamduding infrastructure provision,
institutional ddottlenecking, promotional activity, the identification of investment
opportunities, and the facilitation of investment in anchor projects to support further
investment resulting in forward (or even bamkwinkages. Three of the thirteen
SDIs are located in KZN.

In the case of IDZs, their explicit aim is to attract expmmnted investment, both
foreign and domestichTe DTl designed them with the aim c
local and foreign direinvestment while creating employment, encouraging skills and

technology transfer, encouraging the participation of small, medium and micro
enterprises, and increasing foreign exchange
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IDZs (which are being implemented three decatisthey became popular policy

tools in other developing countries) differ from the orthodox EPZ model of export
zones primarily in that the incentives offered are much more limited and they are not
exempt from the labour laws that prevail in the dansesthomy. Like the orthodox

EPZ model, however, they are confined to specific spatially designated fenced
areas, minimise the bureaucratic red tape associated with investment and trade and
allow duty free importation of goods used for export. Aefyurdmd significant,
incentive offered in IDZs is that they are exempt from VAT where inputs are sourced
from the domestic economy. As well as widening the cost of domestically produced
inputs between firms based in IDZs and those located in the d@o@stimy, this
incentive serves to foster backward linkages into the domestic economy. Although the
promotional material for IDZs highlights access to additional incentives such as the
Strategic Investment Programme (SIP), the Small and Medium Enterprise
Development Programme (SMEDP), the Critical Infrastructure Fund and the Skills
Training Programme, these incentives are available to any firm that meets their criteria
and hence do not advantage firms locating in IDZs relative to those based in the
domestieeconomy. Moreover, the exemption from import duties for firms located in
IDZs is also available to exportented firms in the domestic economy through the
DTI 6s 470.03 rebate scheme as well as the
which applies exclusly to the clothing and textiles sector and the Motor Industry
Development Programme (MIDP) which makes provision for duty drawbacks for
firms exporting in the automotive industry. Hence, in strict definitional terms the only
incentive that is particuler IDZs is VAT exemption from domestically sourced
inputs.

Their effect is, however, unequivocal: they significantly reduce disincentives to
produce for export rather than for the domestic market. While this is an important
incentive for expottriented irms, it may not result in new investment (including
FDI), because relative to other econwerue incentives, the only quantifiable
incentive is VA3¥exemption. This, in turn provides a competitive advantage only if
domestic inputs are utilised.

As a polig instrumend in addition to exemptions from VAT and customs duties and
subsidised infrastructudDZs offer a competitive advantage to firms locating there

by virtue of their potential to create agglomeration economies. The creation of a one
stop admiistrative centre to facilitate approval and permitting processes, together
with a dedicated customs office providing inspection and clearance services is likely to
substantially reduce the time and transaction costs associated with production and
trade andhence bolster the competitiveness of firms located in IDZs.

The agglomeration economies that are likely to occur within IDZs as a consequence
of a large number of firms within the same cluster, industry and/or sector being
located there, provides a fentlincentive (albeit unquantifiable) for firms to locate in
IDZs. In particular, it provides a platform from which to access resources from DTI
(for example, the Strategic Investment Programme (SIP), the Small and Medium
Enterprise Development ProgrammdEBP), the Critical Infrastructure Fund and

the Skills Training Programme) designed to bolster export competitiveness.
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The final, but probably most important, advantage offered by IDZs is their proximity
to key transport nodes, as this will enhance coinm®tss by reducing both
transport costs and the ldade required to transport goods to seaports and airports.

Five IDZs (two of which are located in KZN) have, to date, been proposed and are
provisionally moving forward: Coega, East London, DuberdgicBay and the
Johannesburg International Airport (JIA). With the exception of Coega (which is a
greenfield development), an important shared characteristic of all the IDZs is that
they build on existing manufacturing capacity and proximity to transport
infrastructure in their various localities.

The establishment of the five IDZs identified to date has been driven by provincial
governments in concert with local governments in a local economic development
paradigm. In contrast to the SDIs, which wereatiiti and driven by national
government, this is a significant feature of IDZs because the commitment of
provincial and local government is key to their successful implementation. The
viability of all the IDZs depends on the ability of their promoters rteedsa
additional resources such as subsidised public finance for infrastructure and other
incentives to attract investment.

This means that there will be competition among provinces for scarce government
resources. The fact that public finance to the ¢firR5.2illion has already been
allocated to Coed@non the one hand setting a precedent for other IDZs to request
such resources, but diminishing the public resources available to them ondhe other
suggests that a coherent policy framework is dba@tithe national level for the
division of public resources among provinces. Given the difficulties encountered by
government in spending budgetary allocations earmarked for infrastructure
investment, however, IDZs present an opportunity for all tiegeveiinment to
collaboratively channel these resources to areas of high economic potential.

While provincial and local governments can hasten the granting of licences to
commence with the establishment of IDZs, their success in attracting investment and
fostering exporbriented production is dependent on a range of interventions that fall
within the jurisdiction of national governments and-@tated enterprises. These
include the restructuring of Portnet and Spoornet and the allocation of public finance
for infrastructure essential to the success of IDZs.

The three SDIs and two IDZs at various stages of implementation in KZN are the
central mechanisms for promoting economic development by encouraging inward
investment, the expansion of existing indusinig:ishe creation of new industries.
Each of these nodal developments is elaborated upon below.

2.6.1 Lubombo SDI

The Lubombo SDI is a crebsrder development with Mozambique and Swaziland,

to develop the area as a high profilet@aasm destination. This Sis very well

with the original criteria with resources underdeveloped as a result of Apartheid
politics. The idea of a Wetland Park was the outcome of a highly contested process,
debating proposals by Richards Bay Minerals to mine in St. Lucia.elyItiheat
application to mine was rejected, and the Natal Conservation Service was asked to
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develop an alternative d@oarism proposal. This led to the proposal for a World
Heritage Site, the foundation for the current development, which aims to éstablish
Greater St. Lucia Wetland Park (GSLWP).

The Lubombo SDI is centred on 3 phases: laying out basic economic infrastructure,
investment facilitation, and the development of tourism supply chain activities (such
as craft, tours, etc). The SDI has beenswgcessful in garnering financial support

for infrastructure and has mowggckly on implementatiofihe central programmes

have included:

A Road upgrading;
A Tourism d6infrastructured, such as game st
Environmental rehabilitation to restore the wdda

A
A
A The crosdorder malaria control programme;

A The unification of land title to enable development, in a context of 18 forms of
private and public land holdings;

A The establishment of the GSLWP authority, to act as the local authority for the
park;

A The pa&kaging of sites for investor interest; and

A The facilitation of small scale economic activity, primarily centred on craft

The SDI has been successful in most of these activities, and there is clear evidence of
forward movement. T hnew ii&/&imérg stilhreéd$ totbey t o at tr
tested. In fact, even if the SDI is very successful in this regard, the main impact of

these activities will be to raise occupancy of existing facilities in the area, raise earnings

per bed per night, and open up sitethensea. At this point, the existing businesses

do not take advantage of cludtased synergies, so thetecwist developments and
6brandingd should help to consolidate econon

In this light, interventions focussed on assistira) lusinesses to collaborate for

added efficiencies and better access, seems a strategy worth considering. For example,
some hotels are part of tourism routes, but these were initiated from entrepreneurs
based outside Lubombo. Some participants repditigfesolated and having

difficulty shifting forward without assistance: this should be a key area of intervention.

While the intention for the SDI was to develop agricditled activity in tandem

with tourism, most work has been done on tourism geveid. Most significantly,

the SDI developed a very useful analysis of potential agriculture development on the
Makhathini Flats. This could potentially generate more new jobs and earnings than the
GSLWP. However, hotly contested land claims weakenézhlpslipport for the
initiative and it was shelved. A very unfortunate result, since this is top grade arable
land. It is therefore uncertain why organisational and political resources cannot be
applied to unlocking the potential in the Makhathini Flats.

Overall, national government intervention, in this case the Department of

Environmental Affairs and Tourism, along with the DTI, has played a useful, if
limited role in an undeesourced area.
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2.6.2 Richards Bay SDI

Richards Bay was developed from the 1978doasition for the handling of bulk
commodities, extracted in the region. The-dedgr port was built to handle bulk

cargo, and handles more than half of SA total sea faring cargo. The main challenge for
the SDI in Richards Bay was to promote more dmanstproduction in the region.

Most employment is generated through large-tshortconstruction projects and
6sstdeeamd multipliers in services. The
attracted to Richards Bay and mainly need the kind asuppalt that is provided

by an effective local council. Many of the projects had already been identified, since

the local community is relatively sophisticated in terms of needs awareness and
institutional development.

The central SDI projects focused mfrastructure upgrading, local institutional
development and the promotion of small and medium scale downstream processing:

A

A

A

The central infrastructure projects included:

f
f
f
f

The upgrading of the John Ross Highway;
The addition of a container terminahat Port;
The privatisation of the airport; and

A smoothing of power for smaller industry.

The central institutional projects included:

= =_ =4 =4

Police station upgrading;
The establishment of an Investment Centre;
The establishment of an IDZ; and

The mobilisation dinance for SMMEs, with a credit line of
RZI-billion organised through the European Investment Bank (also
partly aimed at water supply projects).

The central investment promotion projects included:

1

The aluminium cluster development, including the pranadtio
both small and large initiatives, in cooperation with Billiton; and

A variety of smaller projects in charcoal, furniture, aquaculture/
hydroponics and recycling.

This SDI has had a positive impact according to all participants interviewed.
However, & full impact is yet to comeit must be recognised that downstream
production multipliers and linkages can take many years.

The levels of national intervention, however, may not have been sufficient and a lack
of policy support may have implementedritptementation of specific projects. The
ability to expand downstream production over the longer term depends more on the
delivery of central infrastructure projects and on other factors, than it dithen on
ground SMME facilitation. So, for example, itlability of Portnet to install a
container facility in RB has been a serious constraint on a town that is essentially
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outward oriented. Moreover, the wharfage charges continue to bias toward bulk
cargo, as it was calculated on an ad valorem basisrdhdisfriminating against

higher value exports. So, it appears that the PM accomplished as much as might be
expected in the absence of Halel policy direction from national government. For
example, some of the demonstrable successes includdithigifaof the airport
privatisation, the credit line for SMMEs, the establishment of the Investment Centre
with highlevel local participation, and movement forward on upgrading the John
Ross Highway.

The critical foreyenerating investments seerbdanoving ahead, and RB attracted

considerable investment in mega projects in the 1990s. Downstream production need

not necessarily take place in RB. Nati onal
central institutional and pricing problems relatétettogistics parastatals, as well as

other infrastructure delivery. Otherwise, RB appears to be sufficiently resourced to

finance its own small Investment Centre, facilitating local institutional and
infrastructure development.

2.6.3 PietermaritzbisundusDI

The Pietermaritzburg Msunduzi SDI aims to develop globally competitive industries
in the footwear, wood products and furniture, aluminium and local tourism sectors in
order to create sustainable wealth and employment. It aims to combine public and
private resources to secure sustainable development, based on the realisation of the
competitive and comparative advantages offered by the area. It further aims to
achieve this through the establishment of clusters, and the promotion of investment
projectsThe SDI has focused on unlocking projects in the sectors outlined below.

The footwear industryis the single largest manufacturing employer in
Pietermaritzburg, employing some 4,800 people. KZN is a major contributor to the
production of footwear in Soutifrica. South African footwear manufacturers are
generally not export orientated due to the difficulty of competing with the low cost,
high volume producers in Asian countries and the high quality producers of Europe.
Due to an inability to export in thagp, the production of components and materials

for the local market only was seen as not viable. A range of components and synthetic
materials for the manufacture of footwear are therefore imported.

The potential exists for South African footwear manwéss to produce for certain

niche markets, viz. men's leather footwear, protective footwear and other uniquely
South African products such as the 61l eather
for South Africa the viability of producing footwear cormptznand materials locally

and exporting it specifically to manufacturers in the rest of Africa could also be
reconsidered.

With the number of large and small footwear industries in the borders of the
Msunduzi Municipality utilising leather either imgantdrought in from other parts

of the country, the opportunity arises for the creation of small niche tanneries
including an 'upper' leather tannery and a business park for small shoemakers on land
at Khan/Old Greytown Roads to supply specific leathedsn& the footwear
industry. The DTI is at present investigating the possible location of a leather tannery
in Pietermaritzburg.
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The wood products and furniture industriegether employ 2,370 people. The
linkages in the cluster are weak, and the maivitlustries viz., sawmilling wood

panel manufacturing, fixtures, fasteners, are poorly developed. There is scope for the
upgrading of products if they are to become globally competitive.

The aluminium industrgomprises 112 companies employing a to8u48 people.

Much of the industry is capital intensive, but there are opportunities for small
businesses, particularly in the-carddracting field. There is a clear absence of
upstream and downstream activity, including painting, anodizing, designatre
information systems. The advantages presented by close proximity to material
suppliers are outweighed by poor technical support and long lead times. Studies have
identified possible viable projects as being tubes and side plates; packaggng; build
construction and factory transport; camping equipment. However, a lack of good
engineering and artisan skills in the province is an inhibiting factor.

The locatourism industrpresently caters for some 1 100 beds, with the opportunity
to encouraget éeast one new hotel, a bush and tented camps. A number of potential
tourism opportunities have been identified including the-Blisbedeni valley eeo
tourism Initiative, the development of Oribi Airport and management concession,
Freedom Square devetmnt, the Msunduzi Waterfront, possible restaurant and
museum at Worlds View, the Gandhi statue trading site, and the possible
development of a long distance bus termlimied to the footwear industry.

2.6.4 Richards Bay IDZ

The Richards Bay IDZ forms par ofh e SDI and builds the
capacity in dominant sectors of the KZN economy includindenanis metals,
industrial chemicals and paper and paper products. The following companies
currently undertake these activities:

Billiton: Hillsideand Bayside aluminium smelters;

Richards Bay Minerals (RBM): producing heavy metals;

TICOR/IHM: producing heavy metals;

RBCT: the worldds | argest bul k coal

Mondi Paper: manufacturer of paper;

> > >y > > >

Bell Equipment: manufacturer of heavy duty articwateqd trucks; and

A IOF: manufacturer of phosphoric acid for fertilisers.

The key industrial focus of this IDZ is to attract investment into activities to
beneficiate the output of established resént®esive industries (in particular, the
aluminium smedts) in Richards Bay. The Industrial Park to be established will house
manufacturing operations that beneficiate intermediate products such as aluminium,
zirconium, titanium, rutile, higjuality pigron, timber, coal, sugar, paperboard,
phosphoric acidnal water. In physical terms, the IDZ will comprise an office
complex, an industrial complex,-gebh complex and bulk services infrastructure.

0OCa
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It is deemed to have a strategic economic advantage because the beneficiation of
aluminium, ferrochrome and tiguality pigron is geared towards the manufacture

of components for the automotive and machinery industries, which have been
identified as growth sectors. Moreover, the proximity of the IDZ to the aluminium
smelters (Bagide and Hillside) allows fasthaluminium to be transferred from the
smelter to the manufacturer, resulting in significant energy cost savings to the IDZ
tenants.

It also coheres with the national imperative of promoting SMMEs and BEE. The SDI
Investment Centre is facilitating thelgisshment of an aluminium cluster comprising
SMMEs and BEE consortia to manufacture household goods from aluminium. As
these products will be supplied to domestic retail outlets, which currently import
them, they are expected to have cost benefits tmoenssdue to stabilised pricing.

In order to forge linkages with agricultural activity taking place in Northern KZN and
the hinterland around Richards Bay, the intention is to establish-provesding
complex within the IDZ for the manufacture of furet and building wood
products.

The success of the Richards Bay IDZ is dependent on:

A The provision of public finance for bulk infrastructure;

A A commitment by the three tiers of government to upgrade the John Ross
Highway linking Richards Bay and the Nhvaay as well as the surrounding
towns of Empangeni, Esikhaweni, Vulindlela, Ngwelezani, and Nseleni; and

A Upgrading the Port of Richards Bay as soon as there is evidence of increased
demand.

2.6.5 Dube TradePort IDZ

The Dube TradePort ( DT é&iical polic¥ instrisnent fore DEDT 6 s

integrating KZN within the global economy and generating multipliers at a scale that
wi || create sufficient employment and
prospects of redressing poverty and unemployment.

ThelDZ will be located at La Mercy, within the Durban Metro area on a site of 3 000
hectares. It is positioned to take advantage of the logistics infrastructure provided by
the Port of Durban, King Shaka International Airport, and the rail and road links to
the inland port at City Deep in Gauteng. The intention is to attract enterprises to the
zone that are positioned within global sugipdyns by creating a value added logistics
platform. Of the five proposed IDZs, the DTP is unique in that it offerstafoca

with close proximity to both a seaport and an airport.

A core aspect of the DTP IDZ is the establishment a CyberPort that will facilitate
virtual buying and selling transactions related to the productive capacity of the
enterprises located in the IDahd beyond (as it will become part of a national
logistics platform). A further innovation is the development ofvaigé organic
farming projects which can utilise the airport to export perishables to high value
markets in the EU and US. This will @eate mp| oy me nt -intensivk ZN®& s
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agricultural sector. This objective will be pursued through the creation of a pilot
organic operation within the IDZ.

Although a defined industrial cluster has not yet been identified to populate the IDZ,
the intentia is to provide an environment in which both high technology projects in
the field of electronics, biotechnology, and advanced manufacturing as well as labour
intensive agricultural activities can enhance their international competitiveness by
locating whin the IDZ.

In terms of the development impact of the DTP, it has been conservatively estimated
that 15,000 direct jobs will be created within the first 10 years of its operation. A
further 45,000 indirect jobs should also be created in this period.

Theimplementation of the DTP IDZ will take the form of a pytlicate initiative
through the creation of a Special Purpose Vehicle (SPV). The SPV will incorporate,
among others, Ithala, representatives from the KZN province and the Durban
Unicity.

2.6.6 | t hiadustriél properties

lthalads Property Division manages over 1
much of which is located in the rural and-ym@n areas of KZN and geared to

servicing businesses whose main market is emerging markets. Detddsation

and utilisation of this factory space is attached as appendix B. There are 70 mini
factory i ndustrial compl exes speci fically
Bhongweni, Donnybrook, Empangeni, Esikhawini, Ezakheni, Gamalakhe, Gezinsila,
Hamnersdale, Hlabisa, Imbali, Ingwavuma, lzingolweni, Kokstad, KwaMasane,
KwaMashu, Ladysmith, Madadeni, Mandeni, Magabheni, Manguzi, Maphumulo,
Mbazwana, Mkhuze, Mondlo, Mpendle, Mpophomeni, Ncotchane, Nkandla,
Nondweni, Nqutu, Nseleni, Osisweni, OzwathimiynBashe, Pietermaritzburg,

Tugela Ferry, Ulundi, Umgababa, Umlazi and Wembezi.

Commercial Properties include shopping centres and office blocks designed for the
businesses looking to access emerging markets. These are detailed in the table below.
This dvision of Ithala is acting as a prime lever for SMME development while
simultaneously functioning as a facilitator of Black Economic Empowerment for
smaller firms. The spread of investment across the portfolio of shopping centres is
consistent with the eapsion of retail activities close to residential nodes hitherto less
than adequately serviced.

2.6.7 The South Coast initiative

The South Coast, visited by more than 2 million domestic and 65,000 foreign tourists
per annum, relies heavily on tourism as a forecafomic activity. Proposed
projects to further strengthen tourism in the area include the proposed Hibberdene
marina, the Umzimkulu Game reserve and the Port Shepstone Marina & Golf Estate.

The proposed Hibberdene marina is a private sector projem tsivIocal
landowners supported by the Ugu District Council and Hibiscus Tourism (the district
tourism office). The project concept includes the proposed development of a marina
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and linked property development requiring an estimatedilRdn5to R2.5illion
investment. It is assumed that the proposed Hibberdene yacht basin and marina
would house 350 yacht berths enabling sailing between Durban and the South Coast.
The concept plan incorporates associated developments including a yacht club, 18
hole gdi course, beach resort, water front villas, a 100 bed hotel operational on a
timeshare basis, shopping and entertainment and tourism facilities. The required
Environmental Impact Assessment, funded by the Ugu District Council, is currently
being undertakehe project initiators have entered into consultation with Spoornet

to move the railway line, which abuts the land. The Department of public works have
been approached to sell vacant land, which abuts the proposed development to the
local landowners. €hproject initiators are further seeking funding for the
conducting of Financial Feasibility of the project. The main market for the project is
considered as international investors.

A joint initiative between local communities and private investorsnsdplar the
establishment of a 30 kilometrefbig game reserve in the Umzimkhulu River valley.
The proposed Umzimkulu Game reserve is supported by the DEDT, the Ugu District
Municipalities and local tribal authorities. The project concept inclugesazket:

hotel, conference facility, lodges, hutted and tented camps access infrastructure and
internal roads. The main market for the project is likely to consist of both foreign and
domestic tourists. The budget for the entire project-isilkRE to R7million. A
prefeasibility study has been completed which includes, mapping the perimeter fence
lines once a workable boundary line has been demarcated, consultation with tribal
leaders and surrounding communities, making recommendations on thepsiting of
facilities and the mapping of proposed accommodation, training and veterinary
facilities.

A R550million concept plan has been developed for the establishment of a marina
and golf estate at the mouth of the Umzimkulu River which would include the
Umzimkulu South Wharf with potential developments including a Budget Hotel,
Shoppertainment Complex, Commercial offices, townhouses, apartments, and a Port
Shepstone Beach front theme park. This project is however constrained by the fact
that the harbour mouil not suitable for a harbour development.

2.7 The role of the ports of Durban and Richards Bay

A key competitive advantage of the KZN province is the logistics platform it offers

by being home to the ports of Durban and Richards Bay. As illustratee 2. 2igur

in volume ter ms, in 2001 Richards Bay handl
which 95% was bulk and 5% brbakk), while the port of Durban handled 20% of

cargoes (of which 24% was bulk, 25% Hryalkkand 51% containers). The Durban

Porthandle 65 % of S o-botnécomdineritraffi@.d0 s s e a
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Figure 2230 Summary of cargo handled at the SA ports: 2001/02
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The vast majority of imports and exports leaving and entering South Africa come
through the ports of Durban and Richards Bay, which in volume terms account for
72% of imports and 75% of exports. Richards Bay handles higher volumes (63% of
exports and 20% of imports) but lower value goods, while Durban handles lower
volumes (12% of exds and 52% of imports) of higher value cargos.

Notwithstanding the fact that the minerals sector (which historically represents the
heart of the South African economy) is primarily located in Gauteng, the low share of

GDP emanating from the KZN provindg surprising in light of the competitive

advantage offered to manufacturers exporting or utilising imported inputs of locating
closer to these ports.

2.7.1 The port of Richards Bay

Prior to the midl970s, the port complex of Richard's Bay was a largelagagma)
home to the exuberant wildlife of the coastal region of Northern KZN. In April of

1976 the port was officially opened after being converted to a 19m deepdman
port. Itis currently the country's largest exporting port, handling more thafrehalf

cargo passing through South African ports.

The Port of Richards Bay has two terminals: apougtiose terminal and a dnylk

terminal. The mulpurpose terminal is situated in the deafer port of Richards

Bay and is the product of the mergihgvo separate terminals, the Bulk Metal and
Combi Terminals.The resultant integration of infrastructure and facilities has
enhanced the terminal 6s
breakbulk, nebulk and containers.

The terminal serves the vibrant hinterlands of -Kula Natal, Mpumalanga,

ability

t o

|l ogi stic

Gauteng and even as far a field as Zimbabwe, with a strong emphasis on the export of

raw and senprocessed materials. It handles the following commoditiesilif®rso
steel, scrapteel, pig iron, aluminium, project carggpanite, pitch coke, forest

products, containers and loose bulk. Annual throughput of cargo is 5.6 million tons.
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The dry bulk terminal is unique in that it handles multiple products over its conveyor

system. Thismeans t hat no conveyor (or ©O6bconveyoro
specific commodity. To avoid contamination, belts, transfer points, rail trucks and

vessel loaders and unloaders require thorough washing after each loading/unloading

of a parcel, befo@mmencing the next product handling.

The National Ports Authority (NPA) has announced its intention to invest
R2.35billion in the Port of Richards Bay. The establishment of an additional coal
terminal is expected to cost R&&lion, while the estabhment of a dry dock is
expected to cost in the region of-iflon. In terms of its mediuterm capital
budget, the NPA has made no commitment to establishing a container terminal in
Richards Bay, despite evidence that it is constraining industiigintenveand is
essential to the success of the IDZ.

2.7.2 The port of Durban

The Port of Durban is the busiest on the African continent and the biggest in terms
of container capacity. It handles 31.4 million tons of cargo, valued in excess of
R5Gbillion eachyear. It has four terminals: a car terminal, a container terminal, the

Maydon wharf mukpurpose terminal and the Durban rqultipose terminal.

The car termifetilities comprise a 366m quay with a depth alongside of 10.9m,
backed by 8.5ha of surfastrage with logistical road and rail access, vehicle
inspection facilities and administrative block with ao$ttiteart cargo tracking
system, CCTV surveillance monitodngll surrounded by floodlit security fencing.

Its dedicated berth (Q/R), islaio accommodate the largest es=pcar carriers,

with an average of one call every two days

The present facilities, with a capacity of 3,500 vehicles (i.e. design capacity of 60,000
vehicles per annum), is inadequate to meet present and future dedplaahs are
underway to create additional capacity for 3,000 vehicles insdotiere@arking

garage within the terminal security perimeter, which will be directly linked to the
guayside by a new bridge.

Imports of new cars from manufacturers all theeworld arrive in Durban, as well
as second hand vehicles destined for neighbouring countries. Exports have grown
over the last few years, as a consequence of the Motor Industry Development Plan.

The Durban Container Tersiihallargest and besfupped container terminal in the
southern hemisphere. The terminal opened in 1977 and has experienced unfaltering
growth from 6 000 containers handled per month in 1979 to the current level of more
than 1.2 million TEUs per year.

Dur bands | oastadasta South Africa rhages #he terminal a pivotal hub
for the whole of the Southern African region of the Indian and South Atlantic Oceans
d serving trade routes linking North and South America with the Middle East, India,
Asia and Australasia. Thertmal also serves as a crucial interface for the distribution

of cargoes between ocean carriers and the markets of South Africa, Botswana,
Zimbabwe, Zambia and Zaire.
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The Maydon Whdriitipurpose Termivaldles a variety of containerized, breakbulk

and bulk cargo. Historically, the Maydon Wharf area has been home to a vast majority
of privately operated terminals. The terminal operated by the Port Operation division
of Portnet focuses on niche markets, specializing in the handling of specific
commodites including: timber, salt, fertilizer and gteeluding scrap steel).

The terminal also handles both import and export containers, handling on average
15,000 TEUs per annum with a potential to handle up to 30,000 TEUs per annum.
Despite the focus oniche markets, the terminal has the resources to handle most
types of breakulk and nedulk commodities.

The Durban Mutirpose Termisahe largest general cargo handling facility in the

Port of Durban and is directly involved in the logisticalling of breakbulk, certain

bulk and containerized cargoes. The terminal operates across twelve berths and is the
combination of two separate terminals, Point and Pier 1, situated on opposite sides of
the port.

Despite its impressive scale, the Port eb&uis well below international standards

in terms of its operational efficiency. This is widely attributed to limitations imposed
by its geographical setting and the fact that Portnet operates most terminals, when the
global trend has been to privatizeyo handling.

2.7.2.1 Restructuring the port of Durban

Two initiatives are currently underway to restructure the Port of Durban. The first,

termed thePort of Durban Developmenti2608,01 ves t he expansion of
capacity through investment and thengneering of the operations of the four

terminal s. The second, which is part of a br
entire ports system, involves the transfer of cargo handling (or port operations) from

Portnet to the private sector through @msions. The intention is to fasck this

process with respect to the Durban Container Terminal.

ThePort of Durban Developmemirg{#% involves an investment of R-iflibn (in

2000 prices) by the National Port Authority ovetryead period. linvolves three
components. First, increasing the capacity of the Durban Container Terminal from
1.3 million to 1.6 million TEUs per annum. Second, the conversion of pier 1 (the
multi-purpose terminal) into a container handling facility, will increasatémer
handling capacity by 325,000 TEUs per annum. Third, the City Terminal
Development, which involves the construction of a newwigepquay walls further

into the bay through the reclamation of 20 hectares of land, in order to relocate the
multi-purpose terminal (currently occupying Pier 1) there.

While this initiative will enhance the physical capacity of the Durban Port, it will not

resolve a deeper probléhe inefficiency of the cargo handling services offered by

Portnet ds p wisidn. AOgesentaatl comtainer teBninals in South Africa

are operated by Portnet (compared to bulk and-bullakerminals, where in excess

of 50% of these terminals are operated by the private sector). Tae Vadbrem

wharfage charges (which hhaeen converted to unit based cargo dues since May
2002) and poortwvar ound ti mes with respect to cargo
ports are a <critical constraint to interna
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exports. Durban was close toe beingyodized by international shipping lines as a
congested port and urgent remedial action had to be taken to prevent this.

These inefficiencies are well documented and have been the subject of much lobbying
to transfer cargo handling to private operatoce siemocratisation in 1994. Indeed,

it has been estimated that the Durban Container Terminal operates at 60% of the
capacity of similar sized ports elsewhere in the world.

The current status of the restructuring project is that consultants have bewdappoin
by the shareholdérthe Department of Public Enterprigeto assess the manner in
which the terminal should be concessioned. At issue is whether the scale of
operations is sufficient to warrant more than one concessionaire. The consultants will
presat their report by the end of February, whereafter Cabinet will be expected to
approve or reject their recommendations.

The complexity of the decisioraking process within government, and the
protracted nature of negotiations with stakeholders (in lpaytaganisd labour)
suggest that a concessionaire is unlikely to be in place before the end of 2003.

The introduction of a private operator will provide a major impetus for the KZN
economy. In addition to bringing operational efficiencies in linenteithational

best practice, it is likely to generate interest irobackt operations. International
evidence suggests that that private operators often act as a catalyst for the
development of manufacturing activities around their terminals.

The KZN provincial government should ensure that it provides the necessary support
and direction to exploit this avenue for economic development to its fullest potential.
Moreover, a worldlass private terminal operator will greatly mitigate the risk of
traffic beng diverted to other ports, in particular Maputo and Ngqura.

2.7.3 Spoornet

The inefficiencies associated with transport logistics in KZN are not confined to its
ports. The wellocumented inefficiencies within Spoornet serve to undermine South
Af r i c a Goeal competiivenesargo owners that use the rail service between
Gauteng and Durban are of the view that these inefficiencies are the consequence of
too few carriages, a lack of tarpaulins and antiquated equipment. This is exacerbated
by the frequertheft of cargo and rails.

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 trafspogs is high, not only in

monetary ter ms, but al so because they affec
reliable international suppliers.

Spoornet 0s i ndecimentediecomomyjde problenathatngeverhment

seems unwilling or unatite address. Initiatives to restructure Spod@vetich is

currently 100% governmeswned under its holding company, Transhdiy

introducing private sector participation were effectively thwarted by opposition from

organised labour and management. Gotnrme nt s on t he part of Spo
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management to improve the efficiency of its General Freight Business have also not
beenhonoured

Consequently, freight is increasingly being shifted from rail to road, at a great cost to

government in terms of m&nance and regulation and at a great cost to the

economy because of the negative externalities generated by road freight from

poll ution, congestion and staucqisueliketys on Sout b
to change unless the crisis deepens. Thi s because the dialogue
restructuring has been confined to government (in its capacity as the shareholder),
Spoornetds senior management and organi sed
any representation of the views of rail users.

Spog net ds i neffi ci e-orienyatiomwildnotlberenkedien unlessu st o mer
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

potato. Fron 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.

2.8 The small, micro and medium enterpises sector

A myriad of complex regulations effectively prevented the entry of firms of this scale
to many industries during the apartheid era. More to the point, the Apartheid
government made most forms of black business ownership illegal. In a bid¢o rev

this legacy, government has dismantled these regulations and provided a range of
financial and nefinancial instruments to promote this sector.

In a context of high and growing levels of unemployment, the SMME sector remains
an important source oblj creation. This is because SMMEs are generally more
labourintensive than larger firms and hence have a higherdhborpgtion capacity.

The evidence suggests that employment growth in the SMME sector is not from the
expansion of existing SMMEs, buainirthe formation of new micro and survivalist
enterprises (Berry et al, 2002). As the majority of SMMEs operate inttheathn
sector, its growth is dependent on domestic demand.

However, a mer e 6% of SMMEs use -national 0
financial support programmes due to distrust of external agencies and incapacity to

raise awareness about their existence and efficiencei{BeP§02). This suggests

that provincial and local government has to play a much more active role in
promotingenterprises of this scale across economic sectors.

To that end, the SMME Chief Directorate of the DEDT actively promotes the
SMME sector in three functional areas: sector Development, business development
services and black economic empowerment. Téeisattddressed in the discussion

of black economic empowerment.
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2.8.1 Sector development

A high proportion of SMMEs in KZN are located in the retail sector. Consequently,
the SMME Directorate has undertaken the following initiatives to encourage SMME
developmet in the manufacturing sector:

A The eThekwini Footwear and Leather Hub based in Umlazi;
A The Richards Bay furniture cluster;

A The Richards Bay aluminium cluster;
A

Arts and Crafts producer development. A project has been established to
develop a craft emporiuto market products for local and international
markets;

A The entertainment (film and music) industry. The DEDT sponsored
programme is undertaken in partnership with the Bat Centre. -iveenty
trainees have benefited from training and capacity suppechiical skills
such as sound and lighting. On successful completion of the training
programme, they are placed in established companies for further skKill
development;

A The automotive components cluster. The partnership initiative includes the
Durban Meto, Department of Trade and Industry, DEDT and the MAC. It
aims to enhance the competitiveness of the regional automotive manufacturing
industry through cordination and facilitation of information sharing and joint
activities. The DAC is underpinned byrfbusiness plans, each developed by
industry representatives in conjunction with the facilitation services of KZN
Benchmarking. Programmes implemented include an HRD Programme,
Supplier Development Activitiésgistics, and Benchmarking; and

A Provision ofsupport for the tourism sector activities undertaken by the MAC
including provision of assistance to emerging entrepreneurs to design products
and systems.

2.8.2 Business development services

The Directorate undertakes a number of activities designed to ifmpsowess
development skills and build the capacity of SMMEs. Some of the innovative
measures implemented by the SMME Directorate in KZN include the following:

A Management of the KZN Business Rehabilitation Trust Fund set up by the
provincial legislature tmldress the concerns of small businesses devastated by
political violence. The Trust Fund operates as a credit guarantee scheme
whereby loans from financial institutions are guaranteed and a business
mentorship programme implemented;

A Consultation with fince institutions;

A Encouraging SMMEs to develop a culture of savings by participation in
community and village banking aided by the establishment of Village Banks;
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A The development of policies that aim to support SMME development. Policy
development is undeken in partnership with the DTl and various
government agencies;

A Providing strategic direction, information and capacity support to the Local
Business Service Centre (LBSCs) Network that comprises sixteen LBSCs
operational throughout KZN. In 2002 a stuehs conducted to determine the
most effective mechanism to provide support to LBSCs to ensure quality
services. The LBSC Network is funded by the Directorate, Ntsika and donor
agencies;

A Support for Tender Advice services offered to SMMEs through the fou
Tender Advice Centres operational in KZN;

A Provision of support for the four Manufacturing Advisory Centres operational
in KZN. The KZN Manufacturing Advisory Centre (MAC), which has four
offices in KZN, plays an important role in all programmes urslettgkthe
DEDT,;

A Coordination of the service providerds fo
Africa. The forum is responsible for the provision of a basket of holistic
support services to encourage SMME development. The forum is able to build
close workingrelationships with government services and undertake joint
programmes. In 2002 a programme was undertaken with the NPI to improve
productivity levels and organizational capacity of SMMEs in KZN;

A Leverage resources from CSIR, SABS & NPI and internatioogd;do

Support business linkages in targeted sectors;

C

A Support training and capacity building of special groups such as women and
youth; and

A Encouraging SMMEs to be export focused and adjust to opportunities and
challenges in the international and glohaloement. This has included the
provision of support to SMMEs attending SITEX, where the KZN SMME
delegation won awards in 2002. In addition, SMMEs have been assisted to
participate in foreign trade missions.

The SMME Directorate has also played eeiglaig role in developing SMME
programmes in KZN, leveraging support from stakeholders and encouraging service
providers to respond to challenges. The Directorate intends to strengthen its delivery
capacity in 2003 by:

A Strengthening the support servicesviged to SMMEs in KZN including
LBSC networks, tender advice centres, and expanding the KZN MAC to areas
such as Richards Bay, Port Shepstone and Pietermaritzburg;

A Extending the levels of expertise in the Directorate in order to undertake
gualified secta@pecific support activities. The 2003 financial year will focus on
improving the human resources capacity of staff, and employing new staff; and

A Additional resources are required to implement programmes directed at youth
enterprise development. The Dioeate intends to undertake innovative



employment growth and development initiative

HSRC

partnerships with tertiary institutions to encourage the development of
entrepreneurship and mentorship programmes.

2.9 Black economic empowerment

Black economic empowerment in KZN is likely to follow national policyeadd,t
particularly because the National strategy relies heavily ofosastat strategies.

The major sectors influenced at this time are the Liquid Fuels and Mining and Mineral
beneficiation sectors, both in the process of finalising and impleragrd&d goals

and targets. Not all sectors will be the subject of charters in the future however.

Major movement on BEE can be expecthdres government disposes of any right,

or grants a licence or enters into a partnership arrangement. In thesarevents,
empowerment performance requirement will be agreed. This places new emphasis on
the mechanism of Public/Private Partnerships (PPP's) and the ability of the PPP to
deliver implementable solutions.

President Mbeki, in his state of the nation addressswdythat the BEE focus of

the future would be on directing empowerment to new, productive investment rather
than rearranging share ownership. Indeed, he noted thdt,e gover nment
greatest stress on black economic empowerment that is assdtiatgrowth,
development and enterprise development and not merely redistribution of existing
wealtho.

The scorecard approach will be adopted, as will an outzasrdsapproach, in the
framework of a broaldased process covering ownership; manageamgidyment

equity; skills development; procurement; corporate social responsibility; investment
and enterprise formation.

No data is available regarding BEE on a provincial basis. Data are not collected at this
level and disaggregation of national dadétam not possible. Many of the major
sectors in KZN are considered global players upstream, specifically, Aluminium,
Automotive components, Pulp and Paper, and as such, exhibit lower propensity for
BEE at the equity level. For these sectors, BEE opj@$uvest largely in
downstream value added manufacturing activities, as well as in representivity at the
decision making levels in the firm. Other sectors are characterised by the presence in
the Province of subsidiaries of national or multinatioms. fin consumeicused

sectors, opportunities for BEE in the first instance are typically found in distribution.

Much current activity is taking place, as can be expected, in the Liquid Fuels and the
Mining and Minerals Beneficiation sectors, suppdnengften stated assertion that

it is where government has leverage that BEE will be implemented at an equity level.
The area where this is most likely to be effective for KZN as a province is in the area
of logistics and transport, since major assets iregard are held by the state, and in

the area of projects such as the Dube Trade Port IDZ, where government may
similarly, through procurement policy, exert pressure. Tourism, as a resource based
sector is similarly open to BEE but often requires shmaestment strategies where
Government invests in infrastructure, marketing, training and SMME support, and
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the Private sector invests in tourism plant, marketing, training and procures from
Black owned SMMEs.

No statistics are available with regard t& Bther than at the equity participation

level. The following represents a snapshot of activity in BEE, sourced from
BusinessMapds BEE database, the BusinessMap
BEE Updates issued by The BusinessMap Foundation. All ofvigreisengll impact

on BEE in KZN.

What is clear from this list is that the pace of BEE is speeding up, and the spread of
BEE throughout the economy is increasing. The possible exception is BEE in the
rural areas where some estimates (C Reddy, Businesshigii®t) suggest that

since the vehicle for BEE in rural areas is largely the SMME ordperative,

support for these entities is extremely limited and the failure rate is between 70% and
80% over a thregear period (Khula).

2.9.1 Nationat

A snapshot offte kind of BEE deals underway at this time in some of the sectors
relevant to KZN indicates where the activity lies. The BusinessMap Foundation,
which tracks and reports on these deals, notes that in the long term empowerment is
likely to increase, driveg the Liquid Fuels and Mining Charters in the first instance.
Empowerment groups have bought 67% of properties sold by the State, which made
a profit of R114million this year.

2.9.2 Liquid fuels

The Liquid Fuel s Empower ment Cpidarter has
transformation. Today, 14% of the oil industry is black owned. This represents 11%

of operating profit. Government wants 25% of the oil industry to be in the hands of

black South Africans by 2014 and oil companies have until 2004 to formulate policy

onwhat empowerment means, how it is to be achieved and whether different types of
empowerment will be recognised. Government will set aside 10% of every new gas
exploration licence for empowerment companies.

Excel Petroleum is an empowerment oil groupighitely to achieve a Rilion

turnover for 2002, giving it an estimated 7% of the commercial and retail market. The

group has more than 130 franchised retail petrol outlets. The Strategic Fuel Fund has

sold a shipload of oil worth between Ri#ilon and R250nillion to empowerment

company BiAfrica 1057. African Legend Investment, an empowerment consortium

led by Mashudu Ramano, has acquired a 25% share in Caltex Oil SA. The deal is

worth more than R8illion in annual sales. Up to 100,000 taxemasnd operators

have become shareholders in Caltex because 8fAhe Nat i on al Taxi Coun
involvement in the empowerment consortium. Finally, empowerment company

14 The information regarding BEE deals in this section is directly quoted by kind perngission th
BusinessMap Foundation © 2002
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Kulani Africa Gaplans to establish franchised natural gas filling stations to provide
taxis and fleet industries with a cheaper fuel alternative.

2.9.3 Automotive industry

As regards the automotive sector, a survey conducted by Franchize Directions found
that a number of blagkvned outlets in the automobile industry would not grow
robustly overhe next few years. Government is trying to grow the number of small
and mediunsized businesses run by HDSAs and some success has been achieved in
this regard. One of the constraints, especially for KZN, is the global nature of the
First tier suppliers tahe OEMs, smaller businesses often begin entry as
subcontractors to main suppliers due to very high quality requirements.

However, the Joint Supplier Council that represents leading car manufacturers

believes that 30% of the local automotive componentganfuring industry will be

black controlled by 2012. Empowerment firm ShikishaDira has formed a joint

venture company, Shikisha Rubbers and Tyres, with US tyre manufacturer Goodyear

worth R25million. The company will supply tyres to rural areas.-dlaekl

investment company African Genesis Construction has acquired a 70% stake in
Goodyear 6s Sout h Af dntetyeeThe diéalsntakes Ibtertyre on ¢ o mp a |
the biggest blagkvned tyre distribution company in South Africa

2.9.4 Services

Empowerment groucommunity Healthcare Holdings and Network Health Care
Holdings (Netcare) have been awarded a-mill@th contract to manage over 200
private beds and five operating theatres at Universitas and Pelonomi hospitals. New
local empowerment passenger airlirier Ihink Airlines has taken to the skies,
offering a daily busineslass service between Johannesburg and Cape Town.
Transnet has sold 51% of its shanegroundhandling airport service company
Apron Services to empowerment consortium Equity Aviatiedell includes an
opportunity for Equity Aviation to acquire a further 34% share if certain performance
criteria are met.

Boitumelong Waste Services has formed a 50/50 joint venture worth R6m with Otto
Industries SA, a subsidiary of Otto Holdings Intiermal, to create Otto Waste
Systems.The deal will create over 100 jobs and give Boitumelong access to Otto
Il ndustriesd resources.

In Tourism, a consortium including Metallon Corporation is buying all Global
Resortds operati ons d shares.albheosglters &< BMB i n | oan
Holdings, which held 48%, Genbel Securities with 26%, listed investment trust Aquila

Growth with 23% and management, which held 3%.

2.9.5 Professional services
A new | aw regulating Sout h Af teitead s accoun
transformation of the industry by broadening the pool of professionals that may be

registered as auditors. The Accountancy Profession Bill will replace the Public
Accountants and Auditing Act. Black trainees are entering into the accounting
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professin in large numbers; today typically 40% of an auditing team is black and 50%
female. However on a chartered accountant (CA) basis only 1,336 of the 17,000 CAs
working in SA are black and only 253 of those are African. From a BEE equity point
of view, PrieWaterhouseCoopers will merge with kagied accounting firm

Mokua & Associates.

Examples of BEE driven social responsibility projects are thmilR@2 Thuthuka

project, which is aiming to uplift the maths and accounting levels of matric students in
288 Eastern Cape schools anddbertwell Consultingroject, where the property
training specialist firm will train 100 black unemployed graduates interested in the
commercial property sector. Property loan stock company Spearhead Property
Holdings and apowerment group Lukhanyo have formed a joint property trading
operation. The venture, which aims to control assets worth R500m, will allow
Lukhanyo to take a majority stake in the company

The Association of Black Securities and Investment Professibegdy gAmember
organisation of the Black Business Council (BBC), is working towards an
empowerment charter in the financial services indOstiyy.asset managers with
substanti al empower ment credentials wild|l
pensbn fund assets are put out to tender.

In the I CT sector, many new BEE deal s ar
empowerment strategy includes investing into a number of empowerment
programmes and launching the Dell SA Foundation, Digicore hasfailgcelfilled

large tenders with the Mpumalanga Health Department and several KZN government
departments. The company is also well placed as the preferred supplier for the R4bn
taxi industry overhaul and Comparex is actively searching for an empowermen
partner.

Mulitconsult SA has signed a joint venture agreement with US multinational Paradyne
Corporation. The deal wi || enhance t he
Multiconsult Technologies in the information and communications sector and ensure

that skills transfer and exposure to the latest telecommunications technologies takes
place.

Leseding Electronics Investment and Spescom Software (UK) have made a deal with
empowerment group Tactical Software Systems that will allow eB document
managemenbfiware to be distributed in SA.

2.9.6 BEE in KZN
While KZN patrticipates in national trends in BEE, there are specific interventions

t hat occur at the provincial l evel . [
environmental affairs MEC Narend Singh has stglithat sugar cane producers get

n

po

tf

a stake in milling operations. South Afric

Sugar, Transvaal Sugar and Tongaat Hulett Sugar, have embarked on empowerment
initiatives that include releasing land to emergihgfélaers.

From the heavy industry perspective, Anglo Coal and BHP Billittwptlergest
shareholders in the Richards Bay Coal Terminal, have agreed to forgo their 6.5
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Mt/year entitlement to make room for Sand Dune Coal Terminal members. In turn,
the &nd Dune Coal Terminal will set aside 500,000 Mt/year of export capacity for
empowerment companies and ensure that they receive no less that 50% of the
Terminal 8ds entitl ement.

Large entities are beginning to crack down on attempts at fronting. Tracsfietdcan

a contract with black empowerment catering company Aséjetajrs, a joint

venture between Arejeng Caterers and Sinclairs Signature Specialities, after Arejeng
directors complained that Sinclair had been using the company as a front to secure the
contract.

In the tourism sector, Wilson's Wharf, Durban's first waterfront development, has
provided the training ground to fasick BEE and is a springboard into the
burgeoning construction industry in the Greater Durban area for 32 emerging
contractos from historically disadvantaged backgrounds.  The-ntlEbri

4,200 square metre Wi lsonds Whart opene
it

Summer holiday season. JnillienfronKtZeNNat®nala b
Department of Environmentahffairs and Tourism for projects that benefit
historically disadvantaged communities during 2002 has further boosted BEE in the
tourism industry. These projects are primarily based in rural KZN.

Advocate Trevor Hyman, a Durbaamsed entrepreneur (and HDSKkd an
international consortium in the acquisition of 51% of the shagesundhandling
airport service compadpron Services. Those that were close to the transaction are

of the view that its successfultymoncl usi on

terms of both establishing the consortium (which includesalasddplayers in this
sector) and navigating the consortium through difficult negotiations.

Ultimately, BEE in KZN will follow national trends. It can be stimulated downstream
through PPP's with upstream firms to support downstream development in value
added manufacturing and services, and by a focused education and training strategy
and delivery on the part of the Province and in partnerships with Industry. The extent
to which provinal institutions support and underpin national strategy will in large
measure determine the value of BEE transactions in the province. Targets set in
charters are national. The challenge for KZN institutions is to ensurbasgdl

firms that are subject toe charters (for example, SAPREF and ENGEN in terms of

the Liquid Fuels Charter) meet their targets.

Bl ack Economic Empower ment is a key el ement

recognized that the full growth potential of the economy is only ptssibh

bringing the majority of South Africads

development. BEE is thus regarded as a necessary stimulus and an indispensable

condition for real economi cdimerisianelendo f f 6 .

integratd approach to BEE initiatives, with BEE addressed in all programmes
undertaken by the DEDT. BEE is nevertheless packaged as a separate programme to
ensure focus on specific priorities that include:

A Promoting affirmative procurement practices;

A Packaging imstment initiatives that provide opportunity for black
entrepreneurs;

7€
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Internal trade policy initiatives that favour black business;
Sectoral strategies for BEE;

Support for emerging contractors;

Community equity participation;

> > > > D>

Providing support for gearirgf finances and assisting mobilizing finances
including community banking;

p>N

Monitoring how public and private institutions comply with national guidelines;
and

A Supporting initiatives aimed at supporting affirmative procurement by
encouraging linkages beswamall and large companies.

Finally, BEE fir ms are the recipients of
commercial and industrial loans, making it the key institution in KZN promoting
economic development. These projects are discussed in dettibrin4sef the

report.

2.10 The informal sector

In South Africa, declining formal sector employment has resulted in an increase in
employment in the informal sector of the econdimg.informal sector is defined as

an aggregate of activities that result flmmneed of labour market participants to
generate their own employment to earn a living because other sectors of the economy
are unable to provide a sufficient number of adequate employment and income
opportunities for a rapidly growing labour force (licODepartment of Labour,

2002).

The informal sector encompasses different types of economic activities (including
trading, manufacturing and the provision of a wide variety of services), in a context of
different employment relations (the -eaiployed, @id and unpaid workers and
disguised wage workers) and activities with different economic potential, such as
survivalist activities and successful small enterprises éDag\#802). The activities

are generally of a small scale and can easily edeap@@eernment requirements

such as business registration, tax and social security obligations and health and safety
rules. Moreover, people involved in this sector do not have any social benefits from
the state to fall back on.

The dynamics of this sect coupled with variations in the activities of workers,
creates a pyramid type of hierarchy, comprising survivalist informal enterprises, such
as street traders, shoe shiners and garbage collectors, at the bottom; informal
enterprises such as hebasedmanufacturers with some growth potential in the
middle; and high growth informal enterprises such as web designer consultants or e
business operators at the top of the pyramid (Devah2002). The formal and
informal parts of the economy are, howdwded and the boundaries between them

are becoming increasingly blurred.
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Due to the diffuse and unregulated nature of the informal sector it is notoriously
difficult to analyse trends in economic activity and employment. The most reliable
source of infamation is official employment statistics. This section therefore uses
data from the October Household Surveys of 1996 and 1998, as well as the Labour
Force Survey of September 2001. It provides a detailed picture of the informal sector

in KZN in terms ofthe locality of informal workers, the sectors in which they are
active, occupational categories, and the gender, race, age, and educational attainment
of participants. The informal sector includes employees, as well as those individuals
who are seémpbyed.

Figure 2.24 summarises the distribution of workers by locality in KZN. The number
of workers from rural and urban areas was gradually converging between 1996 and
2001, making the distribution close to equal in 2001. In 1996 the proportion of
informal sector workers was higher in urban areas (68%) and declined in 2001. In
contrast, the proportion of rural informal workers grew from 32% in 1996 to 47% in
2001. This increase is more apparent tha#d itedflects the fact that employment
statistics steed to include subsistence farmers in the informal sector from 1998.
Before that, they were not included at all in official statistics.

Figure 2.249 Locational distribution of workers in the informal sector,
SA and KZN, 199&001
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In 2001, informal sector workers in KZN were concentrated in trade and domestic
work, accounting for 66% of the total. The services (6.8%), manufacturing (6.8%),
agriculture (6.8%) and construction (6.4%) sectors account for a significant
proportionof informal sector workers, although employment has been declining in

construction and agriculture since 1996 (see Table 2.8).
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Table 28 6 Industrial sector of workers in the informal sector

Sectors 199 199 199 199 200: 2001
National KZN National KZN National KZN

Unspecified 11.3¢ 7.1: 1.3¢ 2.2: 0.7¢ 0.4:
Agriculture 12.1¢ 5. 10.6: 10.6: 12.7: 6.8:
Mining 0.1t 0 0.z 0.2t 0.0¢ 0
Manufacturing 9.3: 11.5¢ 6.2¢ 7.2¢ 6.3: 6.8¢
Utilities 0.2¢ 0 0.2: 0.8¢ 0.0¢ 0
Construabn 9.8: 11.8! 8.5 8.6: 8.1¢ 6.3¢
Trade 31.0: 40.5( 27.5. 28.7: 29.6! 31.5!
Transport 4,18 3.1 4.3: 5.8¢ 3.2¢ 3.7t
Financial 10.5¢ 8.2: 2.1 2.6: 2.5] 2.t
Services 10.1. 12.1 5.3¢ 6.5: 5.2: 6.8t¢
Domestic 1.0¢ 0 32.¢ 26.4: 31.1! 34.8
Total 100.0 100.0( 100.0 100.0 100.0 100.0

Table 2.9 summarises employment in the informal economy by occupational category.
Domestic workers, elementary, craft related, sales and agricultural workers dominate
the sector. The management, professional and teghbhgdhlave actually been
declining within the informal sectors, both nationally and in KZN. KZN has,
however, been experiencing an increase in the number of elementary workers since
1996, while craft workers have been declining.

Table 29 6 Occupational categories of workers in the informal sector

Occupational 199 199i 199i 199 200: 200:
categories National KZN National KZN National KZN
Unspecified 8.5! 7.1: 1.27 1.77 0.7¢ 0.4:
Managers 12.2° 16.9: 4.1¢ 5.2: 2.0: 2.6t
Professionals 6.7t 3.¢ 0.8¢ 1.4¢ 0.6¢ 1.20
Technicians 10.6! 12.3! 2.8. 5.1« 2.9t 4.t
Clerks 2.0¢ 4.1% 1.8¢ 0.6t 1.0 1.5¢
Sales 11.0 13.: 13.6¢ 14.8: 12.0¢ 12.6.
Agriculture 9.0¢ 4.0¢ 3.1 6.4¢ 11.9: 6.8:
Craftsmen 20.9° 23.9¢ 15.0: 17.9: 15.1: 14.2:
Operators 3.4 3.6% 5.1¢ 4.4¢ 3.z 3.5¢
Elementary 15.1¢ 10.5: 19.4. 16.3! 23.0¢ 21.7.
Domestic Workers 0.0( 0.0( 0.0( 0.0¢ 27.1. 30.7:
Army 0.0( 0.0( 32.0 25.6!
Total 100.0 100.0 100.0r 100.0 100.0r 100.0

Figure 2.25 illustrates that although d@minated the informal sector in KZN in
1996, its gender composition has shifted substantially, with females starting to be
dominant, especially in 1998 and 2001. For KZN, female participation was almost
double that of male participation in 2001, acemufdr 64% and 36% respectively.

Figure 2.250 Gender composition of workers in the informal sector,
SA and KZN
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Figure 2.26 illustrates the racial composition of the informal sector in KZN. A clear
racial pattern is evidewtfricans represent the vast majority of workers engaged in
the informal economy, and their participation in this sector has increased over the
years. For other racial groups, a relatively small proportion of workers are engaged in
the informal economy Wwitfor example, just 6% of whites in 2001 compared to 90%

of Africans.

Figure 2.260 Racial composition of the informal sector in KZN,
1996- 2001
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In terms of the age distribution of informal sector workers in KZN, table 2.10
indicates that the highest proportion of informal workers fall in &h442&ge group,

while those in the age groups-4% constitute the second largest. In 2001, for
example, there were only 11% of informal workers aged between 16 and 24 in KZN,
conpared to 60% of those aged between 25 and 44. The high unemployment rate
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among the youth in the country has probably contributed to an increase in the
percentage of youth (B8 age category) in the informal sector. KZN has however,
experienced a decreasethe number of informal workers in this age category,
particularly in 2001.

Table 210 & Age distribution of workers in the informal sector,
SA and KZN

Age groups 199 1991 199i 199 200 200:

National % KZN % National % KZN % National % KZN %
1624 7.0¢ 6.3¢ 11.9¢ 14.¢ 12.¢ 10.6!
2534 24 5 26.6: 28.7¢ 29.0- 26.6. 30.2¢
3544 31.6. 34.8. 31.c 31.4 28.0. 29.7
4554 21.6: 17.6! 18.2¢ 15.9! 19.4. 18.2
5564 15.0! 14.5: 9.7% 8.8¢ 13.3. 11.0¢
Total 100.0 100.0 100.0r 100.0 100.0 100.0

In terms of the level of education reported by workers in the informal sector, figure
2.27 illustrates that in conformity with the national picture, the majority (80%) of
workers in the informal sector in KZN have not attained matrile 12.7% report

having no education at all. This is probably due to the changing nature of formal work
in the economy, which requires higher levels of skill and consequently pushes
unskilled or senskilled workers into the informal sector.

Figure 2.27 0 Educational attainment of workers in informal sector for
2001

Unspecified

Matric

<Matric

Primary

No Education

| National B KZN |

The number of worker in the informal sector with matric and tertiary education for
South Africa as well as for KZN has also been decreasing between 1996 and 200
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(table 2.11). In 2001, the low proportion of informal sector workers with matric (14%)
and tertiary (3%) qualifications might reflect the economic push factors in KZN. It
may also be argued that given the elementary nature of work in the informal sector
higher levels of education may have no discernable impact on workers in the informal
sector.

Table 2116 Educational attainment of workers in the informal sector

199 199 199 199 200: 200:

National KZN National KZN National KZN

% % % % % %

No education 8 7 17 1z 1< 1<
Primary 1€ 1€ 2€ 3C 21 2¢
Matric 2¢ 3€ 3¢ 3t 4t 4z
Matric 2€ 1¢ 1t 1€ 11 14
Tertiary 2( 21 3 5 3 3
Unspecified 0 0 0 0 1 0
Total 10( 10( 10( 10( 10( 10(

The picture that emerges from this anallygtsat the most vulnerable members of

the labour forc® females, Africans and people with low educational attai@ment
dominate the informal sector in KZN. From a policy perspective, the key issue is to
identify ways in which to enhance the productwity earnings of informal sector
workers in order to improve their quality of life and contribution to the economy. In

this regard, the DEDT6s SMME policy framewo

developing the informal sector in KZN.

2.11 Conclusion

The analsis of the KZN economy has highlighted the fact that while it is growing

faster than the national economy, it remains the fourth poorest province in South
Africa. This position is not commensurate with its competitive advantages, including a
high proporo n o f South Africads manufacturing
with the highest volumes of imports and exports in the country.

During the 1995 to 2001 period, the average annual growth rate of 4.3% per annum
was driven by the expansion of a few seatotably financial and business services,
transport and communication, paper and paper productéerrmrms metals and
petroleum. The rapid growth of the former two sectors has entrenched the
dominance of the services sector in the KZN economy.

Within the manufacturing sector, while growth has been driven by the expansion of
nonferrous metals, other chemical products (petroleum) and paper & paper products,
industries that currently account for a relatively small proportion of provincial GGP
have also déen growing. These include beverages, motor vehicles, printing and
publishing, nomlectrical machinery, iron and steel, professional equipment and wood
furniture. Declining sectors include food & food products, retail & wholesale,
clothing, textile andidacated metal products.
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The analysis of factors contributing to the growth and decline of selected sectors,

highlighted the fact that each industry has its own set of competitive factors and

constraints. Industrial polidy in particular, trade liberalimn and supplyide

measures (elaborated upon in appendi s influenced the patterns of growth

and decline in specific industries. While exposure to international competition has

contributed to the decline of some industries (notably, textia} dtrengthened

others by enhancing their gl obal competitiwv
performance has clearly benefited KZN, as evidenced by buoyant growth in transport

and communication (i.e. logistics services).

The imperatives of BEE and SEMlevelopment loom large in KZN. While the
framework within which they will be promoted is set by national government, the
DEDT has an important role in facilitating the entry of such firms into the provincial
economy. The impact of policy measures thatwarently in place to achieve this
must regularly be evaluated.

As regards the informal sector, while it is a significant source of employment in KZN,
its activities are concentrated in thepovductivity, lowwage end of the economy.

The imperativesitherefore to facilitate the movement of its participants up the value
chain in order to increase their income and contribution to the economy.

The performance of particular industries should be more closely linked to the nodal
developments (in the foraf SDIs and IDZs) that are currently being implemented

in KZN. The manufacturing opportunities that are likely to be unlocked in the wake
of the restructuring of the Port of Durban must also be focussed on specific industrial
sectors. As key instrumentgpmovincial industrial policy, these initiatives are likely to
have a significant impact on the regional economy. It is, however, imperative that they
are linked not only to particular industries, but also to the development of industrial
clusters locatealithin global supply chains. Such an approach will significantly reduce
the risk of failure and enhance the multipliers generated by these nodal developments.

Of note is the spatial concentration of economic activity in three metropoles: Durban,
Pietermatzburg and Richards Bay. Indeed, with the exception of the Lubombo SDI

all the nodal developments are located in these metropoles. In tleenoribe

location of standard manufacturing enterprises in large and congested metropoles is
likely to undermim their costompetitiveness. Consideration should therefore be
given to creating alternative sites for production outside the metropoles.
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3 The KZN labour market: employment,
human resource development and HIV/Aids

3.1 Introduction

The most critical chaliges facing South Africa at present are high and growing levels
of unemployment in a context where skill shortages are constraining economic
expansion and the negative economic impact of the HIV/Aids pandemic. In KZN,
both unemployment and the incidentélly//Aids are significantly higher than the
national average.

For this reason, an important focus of this project is an analysis of patterns of labour
absorption in KZN and the related imperative of a human resource development
strategy that is alignedthe demand for labour emerging from industry. Both will be
affected by the incidence of HIV/Aids. Hence a detailed analysis of its impact on
labour markets and the broader provincial economy is provided.

The economic upliftment of the people of KZNhie bverarching objective that will

inform the provinceds industri al strategy.
the enhancement of the quality of i fe
understanding of the extent to which they engage in dm®ngc (through

employment) and the position they occupy within it (by virtue of their skills) shapes

the parameters of what is attainable in terms of economic development strategies, and
facilitates the identification of priorities with respect to satbgs.

of

3.2 Labour absorption

South Africads high and growing unempl oymer
economic challenge currently facing paliagers. The scale of the problem is such

that of a broad labour force of 18.5 million, 7.5 million goéoyed 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 accountedifag in € st r i ct &
definition of unemployment).

This situationunsustainable 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 ppatiless productive
groups, with the exception of oil exporting economies that have so much income that
they support largeelfare states.

3.2.1 The national context
The unemployment problem in South Africa is certainly not a recent phenomenon

although the somunications of the apartheid government might make one believe it
is (Altman, Bhorat and Hodge 1999, Edwards 2000, Kaplinsky 1995, Klasen &

8¢
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Woolard 2000, Meth 2001, RSA 1998). Apartheid government publications put
forward unemployment rates in the regibd% to 2%, thereby primarily focusing
on that amongst Whites.

In fact, net employment has been stagnant or falling since the early 1980s. The

structural characteristics of falling employment were caused by a number of factors

related to Apartheid goweme nt policies ai med at pr oma
Devel opment 6. For exampl e, the supply of I
economy was constrained by a complementary set of adverse education, population

control and labour market measures, whilst at the saméaving the effect of

di mi ni shing household incomes and therefore

In itself, this is probably one of the greatest brakes on current growth and labour
absorption rates. At the same time, markets were consriaiaedosed economy

and legal constraints to black entrepreneurship, amongst others. The direction of
development has further limited labour absorption, by putting the economy on a
firmly capitalising path.

Consequently, a large stock of unemployedepkag built up over many years, and
each year the economy has trouble absorbing nahisrdyock but new entrants as

well. Formal sector employment has been stagnant at best: 900,000 fomeral jobs
lost over the 1990s (Edwards 2000, Meth 2001)y imosgsourcased industries,
construction and the public sector, generally due to a range of technological and
policyinduced changes.

Any job creation that did occur absorbed higher skill labour, leaving those retrenched
with little place to go. Algside stagnant formal employment, is a context of high
population growth and net inflows into the labour market: the labour market expands
on average by about 600,000 net new entrants each year. By 2001, the strict and broad
unemployment rates had risen3t® and 41% respectively. Even by the strict
definition, unemployment continues to rise by about 2% to 3% each year.

3.2.2 Measuring unemployment

Measuring unemployment is a tricky affair. Properly measuring employment and
unemployment across the full popuiati® really a new activity: there have been
many changes in the measurement instruments over the 1990s, as SA has sought to
make improvementsHence, it is preferable to draw broad trends rather than focus

on precise point estimates.

Unemployment can bmeasured in a number of ways. The accepted international

norm focuses on 6strictd (or o6officiald or ¢
still actively |l ooking for work. The O6broad
parts of the labour foe that say they would like to work, but have become

discouraged. In South Africa, the review of both measures is important due to the

15 The best measurements of employment are drawn from the household surveys, notably the October
Household Survey (OHS) that ran between 1994 and 1999, and the Labour Force Survey (LFS), run
twice a year since 2000. In thibmission, we use the September LFS to enable better comparisons to
the previous OHS.
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racial and gender biases: by far, the majori
women Of the 7,698 million wkers who were unemployed in 2001, 3,173 million
are discouraged

The chronic nature of unemployment is demonstrated by the fact that only 41% and

32% of urban men and women respectively that were defined as strictly unemployed

had previously had a jobné&third tooneh al f o f -dtehfei néesdtdr iucntelnyp | oy e ©
had been out of work for more than 3 years. Although some argue that many of these

people may well be working in small piece jobs or in the formal sector, the LFS is

covering any and all economidivdy, including unpaid labour, so should be

capturing this possibility. Labour force participation rates are quite high and more

people are looking for work: this may mean that people are more hopeful or

alternatively more desperate, as the pictuiledsige bleak.

Even by the strict definition, unemployment is expanding each year. While
unemployment is rising for all race groups, the racial incidence is enormous, mostly
falling on African workers. As ®DDlyedprobl em |
and t he 6fl owd (rel ated t o entry and exit
unemployment include: an expanding labour force due to population growth,

increased participation rates (with the end of apaftfieiddom of movement to

urban areas, ireased hopefulness; increased female participation) and no net increase

in the number of job opportunities.

3.2.3 Salient characteristics of the unemployed

In a comprehensive analysis of national unemployment, Altman (2002), highlights the
following characteriss of the unemployed:

A Unempl oy ment rates for 60Africand workers
groups.However unemployment rates have been growing substantially for
every other group, aside from Whites, particularly from the late 1990s. Even so,
35.5%, 03.9 million African workers were unemployed in 2001, compared to
21. 8% of ©6Colouredd and 18. 2% of Asian wo!

A There is a substantially higher rate of discouragement amongst rural African
women than for any other grouaaleing 58% by the broad definition.

A The number of young unemployed is growing much faster than any other
group, thereby boosting the econamge unemployment rate each year
because of the inability of the economy to absorb new labour market entrants.

A In the nonagricultural formal sector, employment has been stagnant, ranging
between 6.4 million and 7.1 million workers.

A Commercial agriculture lost 750,000 jobs between 1994 and 1996, and is now
stagnant, with employment in the region of about 660,000.

A It is estimated that about 1.2 million people work in the public sector.

A While it is difficult to track changes in informal employment, there is evidence
that this sector has been growing in the-1@84 period and currently
employs 2.4 million to 2.7 millisorkers.
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Trends in labour market absorption at the national level explain why employment

creation has become a major preoccupation of-pwiosrs. The phenomenon of

0Ojobless growthdé is driven by a growth traje
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 technivitEmsive sectors fabeen

expanding, while seskilled and unskilled labdntensive sectors have been

contracting.

3.2.4 Labour absorption trends in KZN

KZN has significantly higher levels of unemployment than the national average, in

terms of both the strict and expanded d@&fim of unemployment. Figure 3.1

demonstrates that unemployment in KZN exceeded the national average in 1996 by

4.3% of the strict definition and 2.8% of the expanded definition. In 2001, the gap

between national and KZN levels of unemployment had slagetty, but in terms

of the expanded definition had increased by 2 percentage points. In the context of

national unemployment, KZN accounts for 17.9% of employment in South Africa.

This is disproportionate to toh&hichisovi nceds ¢
21%.

Figure 318 Unemployment rate: SA and KZN3 1996 and 2001

National National

O Strict definition B Expanded definition

The magnitude of the unemployment problem in KZN is such that in 2001, in terms

of the strict definition 986,850 (33.3%4) KZN&6s | abour force were ul
expanded definition provides a far grimmer picture, with unemployment at 1,681,406

(46%) of the labour force. To redress these high and growing levels of unemployment

0 between 1996 and 2001 unemployment greetwgdn 9.3% (strict definition) and

9.6% (expanded definitiaha large number of jobs need to be created.

The sectoral composition of the demand for labour reflects the structural
characteristics of the KZN economy analysed in section 2. Figurdrat2sliiet in

2001 the proportion of the KZN labour force employed in the primary sector was
below the national average. Agricultural employment accounted for 7.8% (compared
to a national average of 10.1%), while the mining sector absorbed a mert@.2% of
labour force (compared to a national average of 4.4%). In contrast, the manufacturing
sector accounted for a substantially higher proportion of the KZN labour force

8¢
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(20.6%) than the national average of 14.7%. A further deviation from national trends
is that a higher proportion of the KZN labour force is employed in the transport
sector (6.3%, compared to 5% at the national level).

Figure 32 8 Employment by industrial sector, 2001
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In terms of growh trends, as illustrated in figure 3.3, the most striking aspect is that
in KZN between 1996 and 2001 employment has been growing in the manufacturing
sector, while it has been declining at a national level. In the financial and domestic
services sectorgmployment growth has also been substantially higher than the
national average over this period.

In contrast, employment in the agriculture and construction sectors has been growing
more slowly in KZN than the national average, while the negative grdieh i
utilities and services sectors has been higher for KZN than the national average.
Employment growth in the trade sector, while robust at 6.2%, has been below the
national average of 6.7%. This pattern of labour demand must be interpreted in a
contextwhere skill shortages are constraining the expansioninfesigive sectors.
Moreover, the expansion of economic activity in capital and technigogiye

sectors has resulted in job losses.

Figure 330 % change in empbyment by industrial sector: 1996 2001
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In terms of the occupational categories of workers, KZN broadly conforms to the
national picture, as illustrated in figure 3.4. KZN has a slightly higher proportion of
managers, professals, technicians, operators and domestic workers and a slightly
lower proportion of agricultural workers, and craftsmen.

Figure 34 6 Employment by occupational category, 2001
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I n 2001, 5&the labbur fsr& Mas male and 47% female. This compares
favourably with the gender composition of workers at a national level, where males
account for 55.9% of the active labour force and females 44.1%. Of significance is the
fact that males have bdesing jobs and females entering employment between 1996
and 2001. In KZN, the growth of the active female labour force (4.7%) exceeded the
national average (4.3%).
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Figure 35 d Gender composition of employed workers in KZN, 2L
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The racial composition of the active labour force is illustrated in figure 3.6. It reflects
composition of

t he

slightly higher proportion of Africans (2.8 a significantly higher proportion of
(10. 3%)
coloured racial groups are unggresented in KZN, relative to the national average,
by 5% and 8.9% respectively.
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Figure 36 d Racial composition of KZN's active labour force, 2001
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I n

the proportion of urban workers grew by 4.3% in KZN, while at the national level

conformity

wi t h

popul ati on, but
KZNds active
trends, t he

nati onal
located in urban areas. However, as illustrated in figure 32enb&d®6 and 2001,

this figure declined by 4%. This suggests that the urban bias in employment is
becoming more entrenched in KZN.

Figure 3.7 6 Location of workers, 1996 and 2001
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The age distribution of workers in KZN differs markedly from national aggregates in

that, as illustrated in figure 3.8, a higher proportion fall in the your84y ét@

group, while a lower qgortion are in the older (3%4) age group. This suggests

that there is a higher |l evel of entry for
is increasing.

Figure 38 0 Age composition of the active labour force, 2001

In terms of the distribution of the active labour force across the formal and informal
sectors, Table 3.1 illustrates that KZN conforms broadly to national trends with
informal employment accounting for 27% of total employn@mnpared to 29% at

the national level. In KZN, however, there are a higher proportion of employees in
the formal sector relative to owners of informal enterprises. Unfortunately, it is not
possible to track trends in informal sector employment betseesEd99 Statistics

SA changed the way they looked at employment activity and included subsistence
agriculture in the informal sector, whereas it was largely ignored before.

Table 310 Disaggregation of the employed by the formalral informal
sectors, 2001
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Sectors SA KZN
Formal sector 71% 73%
Informal sectod employee 18% 15%
Informal sector owner 11% 12%

The analysis of trends in labour absorption in KZN paints a decidedly grim picture of
the nature of the unemployment pesbl confronting the province. This is
underlined by the fact that KZN is home to the highest proportion of &duthi c a 6 s
population and has the highestiriewgblofment. This explains the relatively weak
position of KZN within the South African econgmdespite its competitive
advantage in transport logistics and a range of industrial sectors.

Although the challenge facing the province is formidable, it is also a basis upon which

to harness resources from national government to pursue a regiomdl indus

strategy. In a context where there appears to be an absence of criteria to allocate
economic resources across provinces, nati or
redressing unemployment presents an entry point to lobby for resources to pursue a

provincial industrial strategy that is employment creating.

3.3 Human resource development

The centrality of human resource development in broader economic development
strategies has become imperative in a context of globalisation where skills rather than
theresource base of regions determine their competitiveness (Shankar & Shah, 2001).
Indeed, as alluded to in section 3, the South African economy (including the KZN
economy) has been growing in skitlsnsive sectors. This pattern of development

will not besustainable unless there is a rapid increase in skilled labour, driven by a
pro-active human resource development strategy.

A key challenge for the KZN province is to align its economic development strategies

with its human resource development strategithin the policy framework of

national government. In light of the challenges posed by high and growing levels of

unempl oyment two priorities are apparent: to
force in the longerm and create employment for sgkilled and unskilled workers

0 who constitute the vast majority of the unempléyedhe shortto mediuraterm.

3.3.1 Human capital and unemployment

Employment growth depends on human and physical capital formation; the latter
ideally applied to labour alising investments. In addition to weak physical capital
formation, to explain stagnant or falling employment it is necessary to look to the
causes of weak human capital formation. The historically slow growth in South
Africads s econdsaagaybe attributed te the Apartheidd mineralst o r
economy that restricted international interaction, small business entry, effective
demand and labour market functions such as skilling, spatial and occupational
mobility, affordable cost of job search, andlation of market information. These
conditions were created by the approach to import substitution industrialisation,
international sanctions, legal restrictions on ownership of assets and businesses by the
black population, and controls over the labtarket and access to education.
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One | egacy is the severe gap in skills attai
women that work in the urban formal sector have completed high school. Generally

less than 10% of informal and nom b a n 6 Akiers haeedimisGed high school

(Meth 2001, October Household Survey 1999). Indeed, South Africa is a highly

distorted middle income economy, with a cost structure and domestic market

oriented production sectors that reflect this middame status butskills level that

is more reflective of a less developed country (Kahn and Black 1998, Klasen and

Woolard 2000; Altman 2001).

According to Statistics South Africa (1999), only 11 percent of South Africans of 20
years or older hold some form of post higihool diploma, degree or other
gualification and 12% have no education at all. The racial bias in educational
attainment is evidenced by the fact that while 3.7% of people over 20 hold university
degrees or higher qualifications, this breaks down iB# 6 whites over 20, but

only 1.5% of other race groups.

Of the active labour force of approximately 10 million, 3 million are skilled and highly
skilled, while 7 million are seskilled and unskilled (Department of Labour, 2001).

Of the unemployed 086 percent are young people who have completed at least nine
years of schooling. The Department of Labour (2001) argues that youth
unemployment was aggravated by inadequate provision of technical and vocational
training opportunities.

3.3.2 Educational attadnin

The level of education of the labour force is a means of measuring the quality of a
countryds human capital and is an indicatio
training and acquire useful skills. In South Africa there is an oversupphjeof peop

with a low level of education and a great shortage of skilled workers. This skill profile

is more closely aligned to a-iosome than middimcome developing country, and

is the consequence of the majority of the population being denied adequiie educa

and training during the apartheid era.

Figure 3.9 illustrates that while few people have no education, the vast majority have
not attained matriculation level. Just over a quarter (25.1%) have matric and a mere
15.1% have tertiary qualifications.il®VKZN conforms to the national trend of
educational attainment, it has a larger proportion of matriculants, and a lower
proportion of people with no education, less than matric level education and post
matric qualifications.
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Figure 3.9 @ Distribution of educational level, 2001
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Figure 3.10 illustrates the relationship between educational attainment and
employment in KZN. A high proportion of people with post matric qualifications
(83.2%) are empled. Of those with matric more than half (57.3%) are employed.
Fifty two percent of people with less than matric and 45.7% with no education at all
are unemployed in KZN. There are 16.8% of unemployed people with post matric
gualification in the provinc&he question in this regard is whether the labour market
cannot absorb them because of a lack of demand for their skills, or because
information flows between the demand and supply sides of the market are inadequate.

Figure 3100 Educational level of both employed and unemployed in
KZN

None <Matiic Matric Post Matric

& Employed @ Unemployed

In terms of attainment of a senior certificate (matric), KZN has the second largest
number of candidates (with an average of 18% since 1994) in the countis but ran
fifth in terms of the pass rate. The Western Cape recorded the highest pass rate and
also the highest proportion of candidates who obtained university exemptions, as it is
highlighted in figure 3.12.

Of concern is the fact that of the 96,423 carmsdlidatho sat for the matric

examination certificate in 2000 only 57% passed. This is a significant decline from the
pass rate of 68% attained in 1994. These statistics must, however, be interpreted
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against a background in which the total number of candidéteg the matric
exams increased.

Figure 31108 Senior certificate: provincial pass rate, 1994 and 2000
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The number of university exemptions granted toidated that passed matric has

also dropped by 10% between 1994 and 2000 in KZN. Figure 3.12 illustrates the
number of university exemptions attained in the 9 provinces. For KZN, the number
dropped from 26% in 1994 to 16% in 2000. This conforms to theahatend, as

most provinces experienced a decline in university exemptions.

Figure 3120 Senior certificate: provincial university entrance,
1994 and 2000
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The level of educational attainment (a static indicator) when combined with matric
pass rates and university exemptions (a more dynamic indicator) in KZN suggests that
the poor level of skill within the labdarce is not being redressed at a pacevithat

impact significantly upon low growth and unemployment.

3.3.3 HRD strategy

South Africads HRD strategy is directed spe
such as further education and training and higher education in order to target the

problem of a pucity of highguality skills that are more responsive to societal and

economic needs. Within this framework, tertiary institutions are seen as key drivers in

providing the labour market with high level competencies and expertise necessary for

the growth ad prosperity of a modern economy. They are seen as a developmental

base that is central to HRD Strategy. The restructuring of both the higher and further

education sector was proposed for these reasons.

The proposed changes do not only influence thewum within higher education,

but also alter the institutional landscape of all provinces. Further Education and
Training (FET) institutions in South Africa are seen as drivers of technical and
vocational education and training that is currently neEededkling a high level of

youth unemployment. Nationally, the 152 technical colleges were merged with
colleges of education and/or manpower training sites to form 50 new institutions.

KZN has three technikons, (namely, ML Sulton, Natal and Mangoshitttuhave
recently merged to form the Durban Institute of Technology. A merger is also
proposed between the university of Du&astville and Natal. The university of
Zululand is to focus its mission and become a comprehensive institution offering
technilontype programmes, as well as a limited number of relevant wtiyersity
programmes, with its future growth linked to the Richards Bay region (Department of
Education, 2002).

Significantly, KZN has the highest percentage of FET institutions in $icdh A

18% of the 50 new FETSs, followed by Gauteng and Eastern Cape province, both
with16% (Powell and Hall, 2002). However, in terms of the participation rate, it is
2% for KZN, below the National average of 2.7%. The participation rate provides an
indication of the extent to which the population, at national and provincial level, is
enrolled for education and training in FET colleges. This suggests that KZN has the
institutional capacity to supply the high level skills needed by its economy, but there
are few people utilising it, as evidenced by student enrolment profile.

Of the total number of 138 172 students enrolled for FET in 2000 (figure 3.13), 63%
were enrolled in four provinces: Gauteng (31%), Eastern Cape (11%), Western Cape
(12%) and KZN (14%)It should be noted that these students were enrolled for both
Department of Education (DoE) and ADepartment of Education Programmes.

For Powell and Hall (2002), provision of -Dmk tertiary education is a proxy

indicator of the extent to which FEJolleges are responding to new market
opportunities. Of the total number of students enrolled at FETs (138,172), 12%
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(16,853) were enrolled for ADDE programmes. This pattern of enrolment within
the two programmes varies across provinces. Unlikepaikigrces, in KZN, the
Western Cape and Limpopo in excess of 15% of FET enrolments aréDimEnon
programmes.

Figure 3130 Total FETs enrolled in FET colleges in 2000 by province
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The programmes presented at FET colleges offer some insight into the
responsiveness of colleges to both economic and social needs. The programmes
provided are categorised in six broad vocational fielddugid, Business Studies,
EducaréScial services, Engineering Studies, General Education, and Utility Studies.

Figure 3.14 illustrates the distribution of students across these vocational fields. Of
total national enrolments in these fields, 89% are enrolled in two vocational fields:
Busness studies (48%) and engineering (41%). This trend is similar for KZN, with
Business studies accounting for 37% of total enrolment and Engineering 53%. This
pattern of vocational training suggests that there a closer alignment between the
demand and spjy of skills is emerging.
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Figure 3140 FET enrolment for DoE programmes by vocational fields,
2000
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The major objective of the new FET policy framework is to nikeénBtitutions

such as technical colleges more responsive to the needs of other education and
training institutions, industry and local communities. FETs are also seen to play a role
in the development of expoltd growth in the marginalized SMME gecand the

informal and rural economies (Kraak, 1999). For these reasons, technical colleges
need to align themselves appropriately to respond effectively to new skills needs in
KZN province.

However, a study conducted by Kraak and Hall (1999) on wangfdfETs in

KZN found that a high degree of isolation from the broader education framework
still characterises the large majority of colleges. Motkere@re few links between
technical colleges and senior secondary schools (General Educatioiniagd Tra
Band), an area where innovative linkages are necessary for basic development of high
skill human resources. There is some evidence of partnerships between Higher
Education and Training institutions and FETs, mostly through satellite distance
educatin.

The links between industry and institutions of higher learning in SA have not been
formalised and this shortcoming is seen to limit economic growth potential in the
long term. These linkages should be promoted not only in training for a more skilled
labour force, but also in terms of assisting in the continuous improvement of plant
processes and product innovation. In KZN, although colleges have responded in
terms of course offering, they are not part of any strategic initiatives with employers
to pronote new employment sectors (Kraak, 1999). For example, the colleges appear
to be completely uninvolved in the SDI development.

3.3.4 Drivers /impediments to growth arising from the status quo

Generally, South African institutions have not responded adegudtelyglemand

emanating from industry. KZN6s instituti
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still passive and dependent and have not been able to act independently of the state
(Kraak and Hall, 1999). Although there are some exceptions, fevsditemieen

made internally at developing these institutions in order to break free from the
bureaucratic chains that suppress innovation (Kraak, 1999).

The restructuring that is currently underway in all institutions of higher learning
represents an imgant beginning in establishing a more regulated labour market
environment that seeks to balance market responsiveness with th&deupply
longerterm skill formation. However, the new framework will not succeed on its own
without the combined effortef other crossectoral state planning initiatives.
Critically, institutions of higher learning must align their programmes to the pattern of
labour demand emanating from the generation of economic growth and job
opportunities in key niche growth areas tlie province. Without these
complementary processes, both learners and trainees will continue to be trained by
colleges for jobs that do not exist.

3.3.5 Take up of the national skills development strategy in KZN

Take up of the National Skills Developmenteffya(NSDS) in KZN represents a

key driver of the provinceds future human r
the Minister of Labour with the aim of overcoming, the structural rigidities and

inequalities inherent from the apartheid era and to meetaihehdllenges of social

development and the need to compete in the global economy.

It also hopes to transform the labour force from a low skills base to one that is

committed to high quality life long learning. Furthermore, it seeks to make the labour

maket more responsive and better able to cope with the consequences of poverty and

di sease on the work force; and finally to i
workforce (NSDS, 2001).

The Skills Development Strategy is provided for in the Skidbopraent Act of

1998, through which employers pay a levy. While 1% of payroll Levy is placed on all
firms, only those firms that train will qualify for a grant. The training strategy has a
sectoral focus and is aimed at providing generic skills. ttaatgutsato address the
constraints placed on fitdhe entrants to the labour market by putting in place a
learnership system, which combine learning and work experience for job competence
areas where there is a clear demand

On a sectoral level, tweffitye Sector Education and Training Authorities (SETAS)
were established for linking the NSDS to economic sectors in the country. The NSDS
programmes for both the employed and the unemployed have already been
implemented in the country. The programme for agregl workers is conducted
through the 25 Sector Education and Training Authorities (SETAS) nationally and for
the unemployed through the provincial departments of Labour.

SETAs are expected to perform the following functions:

A Develop sector skills plan;

A Promote the implementation of the skills plan in the sector;
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A Promote and register learnership agreements;

p>N

Collect and disburse skills development levies in the sector;

A Assists and encourage employers to prepare workplace skills plans and pay
mandatory grano employers who prepare such plan; and

A Improve information flow in the sector about employment opportunities in the
labour market

Within the SETAs, training levels can be measured through skills levy payments and
the disbursement of training grantsinmg that develop workplace skills plans. For

the year 2001/2002 the total amount collected from 120,225 firms wakilliét8.2
(Department of labour, 2002). However, a mere 21% of the firms claimed back the
levy, the majority of which are large firfas.analysis of workplace skills plans
submitted to the 25 SETAs at the end of 2001, reveals that there are a minimum of
315,836 workers in structured learning programmes (Department of Labour, 2002).

A baseline study on training within South African coegaconducted by the

Human Science Research Council, found there is a significant training variance across
economic sectors (Kraak, 2000). Table 3.2 provides training rates per SETA. For
KZN, this information sheds some light on what is happening thighinain sectors

in terms training.

Table 320 Training rates per SETA

Economic sector/SETA Training rates %

1 Financial and Accounting Services 56.6
2 Banking 64.2
3 Chemical Industries 31.9
4 Clothing, Textile, Footwear and Leather 41.7
5 Construction 22.3
8 Energy 57.2
9 Food and Beverages 34.1
10 | Forest Industries 249
12 | Information Systems, Electronics an@d@hmunication Technologieg 35.8
13 | Insurance 80.0
15 | Media, Advertising, Publishing, Printing and Packaging 30.5
16 | Mining 39.8
17 | Manufacturing, Engineering 34.4
20 | Primary Agriculture 16.2
22 | Secondary Agriculture 14.8
23 | Services 38.3
25 | Tourism and Hospitality 40.6
26 | Transport 33.7
27 | Wholesale and Retail 57.0

Total 44.9

The SETAs nmeresenting the key economic sectors identified in section 2 were
contacted on numerous occasions with requests for information abouttpediake
skills development in KZN. Unfortunately, none of them disaggregate this
information at a provincial levElen at a national level, this information is scanty
and difficult to access.
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Of relevance to KZN is the fact that the take up of funding for skills development
through SETAs is extremely limited, particularly in the case of SMMEs. This is
because firms diiis scale do not have the capacity to develop workplace skills plans

in order to access the funds, which they are entitled to through their contributions to
the SETAs. This suggests that measures to facilitate access to these funds are a key
policy prioity for the DEDT.

3.3.6 National skills development strategy: programme for the unemployed in
KZN

The Department of labour has undertaken an ongoing restructuring of its
unemploymentraining scheme over the past five years. In theory, the focus has
shiftedfrom supply to demand driven systems of skills development. The provincial
labour offices are now expected to analyse provincial needs in terms of the provincial
economy, the provincial labour market and skill development in order to determine
job opportuities in commercial, quasimmercial and social development projects
(NSDS, 2001).

The KZN provincial department have been taking up training of the unemployed
through the use of the National Skills Fund (NSF). The total amount allotted for
2000 was R¥dillion and was increased to Ribion in 2001/2002. Figure 3.15
illustrates the distribution of these funds over the two years that the NSF has been in
operation.

Figure 3150 NSF allocation to train the unemployed in KZN
2000 and 2001
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Of the total allotted by the NSF during 2001, R2#lidn (99%) was allocated to
service providers by the KZN Provincial Skills Development Forum (PSDF). To date,
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R19million (75.7%) has been utilised/clainbedk by service providers. This is
23.3% lower than the overall spending rate for the year 2000. According to the KZN
provincial department of labour (2002), the current spending rate is expected to
improve as service providers finalise their claimsafoing conducted during the

year.

Figure 3160 Allocation of funds per district municipality, 2001/2002
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Of the total amount allocated between January 2001 and March 2002, 49% was
allocated to Ethavini District Municipality. Uthungulu and Umgungundlovu District
Municipalities were allocated 17% and 11% respectively. The remainder of the district
municipalities were allocated between 2% and 6% each.

As illustrated in figure 3.17, the majority ohees under TUP have a Post School
gualification (37.17%), followed by those with a Junior Certificate qualification, who
account for 35.47% of all trainees. With such a significant number of trainees holding
postmatric qualification, the question ar@gego whether it would not be more
appropriate for the Department to engage with the Sector Education and Training
Authorities (SETAS) to explore whether these learners can participate in learnerships.

10¢



KwazuluNatal economic review

Figure 3170 Qualification of trainees, 2002
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In terms of the age of trainees, the majority of trainees were between 26 and 35 years

of age (31.35%), followed by those aged between 19 and 25 years (27.45%). 36 to 45

years and 46 to 65 made up 21.278018r10 respectively. The participants in the
training programme fall within the 6édyoutho c
of the National Skills Development Strategy. Once more, the learnership option

seems to be a way forward for KZN in thigard.

The NSDS intentions are good and there seems to be progress in its objectives in
KZN. If strong coordination between different stakeholders, employers, service
providers, and government is sustained, the skill level of the labour force can be
develped in tandem with the demands emanating from industry. The effectiveness
of this programme, however, depends on employment growth within the province,
both in the formal and informal sectors.

3.3.7 Strategic interventions

In order to align the supply of &kilvith the demand emanating from growth sectors

as structural change proceeds within the KZN economy, interventions should focus
on forging strong partnerships between institutions of learning and industry. For
schools, this will facilitate a proces®aifning about programmes in institutions of
higher learning and the world of work. For higher education institutions, it will
facilitate curriculum design, to render it more flexible and responsive to employer
needs. It will also help these institutiondgntovate and develop learning and
teaching programmes that produce high quality graduates with the knowledge,
competencies, skills and attitudes that are necessary to economic and social
development. To make these partnerships effective, it is alsbavitzdpacities

within the province are developed for monitoring and interpreting labour market
needs and trends.
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3.4 Impact of HIV/Aids on the KZN economy

The challenges confronting the KZN economy in the realm of employment creation
and skill formatiorare further complicated by the high prevalence of HIV/Aids in
the province. It will impact on both the KZN labour market (by reducing the number
and productivity of both skilled and unskilled workers) and the broader economy. It
will also generate demdodhealth services, which opens an avenue for employment
creation, yet creates further pressure on efficient health service delivery.

Given the anticipated profound impact of HIV/Aids on the South African labour
market, and through it on a range of odwmomic variables, this section analyses

the major findings and data relevant to the impact of HIV/Aids on the KZN
economy. Most of the HIV/Aids projections are based on the assumption that
significant changes or interventions will not occur to sigiyficadirect the
trajectory of the HIV/Aids epidemic. The main factors that render the KZN
economy vulnerable as a consequence of the extremely high prevalence of HIV/Aids
are increased costs borne by the provincial government, businesses, households and
individuals.

It is common cause that the HIV/Aids epidemic in KZN has historically been the
severest and fastest growing compared to other provinces in South Africa. However,
recent findings from the Mandela/HSRC study on HIV/Aids, based on a nationally
representative sample of households, indicate that the prevalence of HIV/Aids in
KZN may be less severe than the Antenatal Clinic surveys indicate.

3.4.1 Scope of the HIV/Aids epidemic in KZN
Findings from the Antenatal Clinic survey data (the most consisteniriAtilance

data tracking trends in terms of HIV and STD infections) indicate that KZN has the
worst HIV/Aids epidemic relative to the rest of the country, as shown in Table 3.3.
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Table 33 d HIV prevalence among pregnant womerattending antenatal
clinics by provinces, 19982001

1998 1999 2000 2001
National 23% 22% 25% 25%
Eastern Cape 16% 18% 20% 22%
Free State 23% 28% 28% 30%
Gauteng 23% 24% 29% 30%
KZN 33% 33% 36% 34%
Mpumalanga 30% 27% 30% 29%
North West 21% 23% 2% 25%
Northern Cape 10% 10% 11% 16%
Limpopo 12% 11% 13% 15%
Western Cape 5% 7% 9% 9%

[Source: Department of Health, 2000, 2001]

In the period 2000 to 2001, HIV prevalence amongst pregnant women declined from
36% to about 33.5% (Department of Healthl200he increase between 1999 and
2000 indicates that it is perhaps too early to ascribe the current decline to a
generalised maturity of the epidemic in the province. Of noteviewhéhat the

KZN epidemic may be overestimated, especially given ddpases in the sampling

of KZN sentinel sites. These are more often located close to main roads and transport
routes with potentially greater exposure to higlhgroups such as truck drivers and

sex workers (Colvin 2002).

In line with this assertiothe Mandela/HSRC study on HIV/Aids indicates that,
compared to other provinces, KZN has the fourth highest HIV prevalence level at
11.7% amongst all persons of two years and older. Whilst this is substantially lower, it
reflects HIV prevalence among a&igon two years and older, and is therefore not
directly comparable to prevalence among pregnant women, generally regarded as a
highrisk group. However, the same study also shows that the provincial HIV
prevalence rate rises to 19.5% amongst women adg&dygars. This is still
unacceptably high, and indicates a relatively mature epidemic among adult women.

Thus, even with more representative data, the impact of HIV/Aids will still be severe
among key suproups in the economically active population4h.KOf course,
further indepth analysis of the Mandela/HSRC study as well asuplkiadies, will

add to the validity and reliability of HIV/Aids findings, both nationally and
provincially. In the absence thereof, the projections that follow remxaantietven

if extrapolated from the antenatal clinic Hata.

HIV antenatal prevalence is projected to peak at 39% in 2005 before declining to 37%
in 2010, as illustrated in Figure 3.18 (ASSA 2000).

16 The Mandela/HSRC study argues that the lower ranking of KZN prevalence rate may be ascribed to
differences in sampling sentinel sites, as well as a relativelpdotioprof informal settlements (5%),
an indicator of high HIV prevalence.
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Figure 3.180 Projected HIV antenatal prevalence rate for KZN and
national 2000 2010 (ASSA2000)
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Figure 3.19 shows t hat t he HI'V epidemic
economically active population, with a concentration in #@ a§e group. HIV

prevalence ratesednigh among adult men and women, with negative implications for

the composition, size and growth of the labour force. Adult men have a patrticularly

high prevalence rate, peaking at 36% in 2005.

Figure 3.199 HIV prevalence rate for adults (2865 years) dult men and
women and the total population in KZN (ASSA2000)
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In terms of projected Aids mortality, by 2010, 1.5 million people in KZN will have
died of Aids, whilst just over 300 000 will have contractedeksitixd illnesses.
Figure 3.20 showsadt given the combination of cumulative Aids deaths, and an
anticipated decline in life expectancy in the period 2000 to 2010, the projected KZN
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population will remain stagnant. This is in line with projected stagnant growth in the
general South Africangaation ascribed to Aids.

Figure 3200 Impact on the KZN population, cumulative Aids deaths
and total Aids sick (1985 2010)
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The most recent mortality data from the Medical Research Council (Dorrington et al,
2001)projects that in 2000, 40% of adult deaths in the age rat®eillde caused
by HIV/Aids. Hence Aids will be the single biggest cause of death in South Africa.

Figure 3.21 illustrates the swift increase inrdlia®d deaths compared with non

Aids daths commencing in 2002 and peaking in 2009. At the same time, the annual
incidence of projected new HIV infections declines steadily from 2000, stabilising at
below 150,000 by 2010.
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Figure 3210 Projected annual Aids and nofAids deaths and new HIV
infections in KZN (2000- 2010) ASSA2000
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As a result of mother to child transmission (MTCT), mortality amongst intants (0O
years) show some increases early in the decade, but remain at 1985 levels for the rest
of the perwd as demonstrated in Figure 3.22. However, the projected child mortality
rate (é#z)ré?rs) increases substantially over the period. This has negative implications
for g school enrolment and completion levels, which have already declined
significantl (BadcockValters 2000).

Figure 3220 Projected infant and child mortality rates in KZN
1985 2010 (ASSA2000)
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Related to increased deaths among adults and young children is the projected decline
in life expectancyt birth in KZN to below the national level, as illustrated in Figure

3.28.

Figure 3.239 Life expectancy at birth in KZN and national 2000 2010
(years) (ASSA 2000
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[Source: ASSA 2000]

Figure 3.24 illustrates that the projected number of orpasseciated with the loss

of parents due to Aidds expected to rise significantly in the period-2000. The
reduction in the economically active population will place an increased burden on the
social welfare system, to both place orphans withlesd#milies as well as finance

the care of such children. The potential also exists for increased child labour as more
orphans enter the labour market in search of more reliable sources of income.
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Figure 3.240 Projected total orphans, total Aids orphas, total nonAids
orphans (1982010) ASSA2000
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[Source: ASSA 2000]

The grim picture emerging from the foregoing analysis of the current and projected
prevalence of HIV/Aids in KZN, begs the question as to what constitutes the driving
forces. Therés a range of soeeronomic and cultural reasons underlying the high
level of susceptibility to HIV infection among the KZN population and the adult
population specifically.

HEARD (cited in KZN Department of Health 2000:10) attributes the high
prevalene of HIV/Aids to the following:

A A history of political violence leading to instability and high levels of
displacement;

p>N

Major transport routes including the trucking industry and the ports of Durban
and Richards Bay;

High levels of male absenteeism framilfas and communities;

Urbanisation and squatter camps associated withrbamalmigration;

High levels of mobility and migrant labour;

High levels of unemployment;

Poverty;

Dominance of cultural traditions that affect poor and inconsistent condom use;

Low social and economic status of girls and women; and

> > > > > > D> D>

The absence of male circumcision, which have been shown to reduce HIV
transmission.
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3.4.2mpact on the KZN Economy

HIV/Aids has a negative impact on the overall economy as a result of the increased
burden of Aidgelated costs. There are many problems and limitations related to
macreeconomic modelling of the impact of HIV/Aids. However, it is generally
assumed to progress through the main channels at individual, household, labour
market, firm, seat@nd government levels as outlined in Figure 3.25.

Figure 3.250 HIV/Aids channels of impact on the macro-economy

Smaller \ \
HIV infection population INDIVIDUAL
\ / <
\ o
AIDS Change in age > LABOUR MARKET > O
structure O
=z
0
\ FIRM/SECTOR -
MORBIDITY
i Y, GOVERNMENT )

Productivity

[Source: Bad&tekers. 2002. HEARD, University of Natal]

There is no comprehensive analysis specific to theenanmnic impact iKZN,

but it is possible to extrapolate national projections. It should, however, be noted that
the impact of HIV/Aids is highly differentiated among households, firms and sectors.
Thus, aggregate data tend to hide extreme scenarios at either end dfuhe spe
Further, all projections and modelling exercises are based on underlying assumptions
within which all results must be interpreted. Hence the analysis set out here should be
regarded as indicators of likely trends. They should be subjected tosongjiiyg

and verification through reliable empirical data.

The impact of HIV/Aids on the national economy has lseemmariseds follows,
based on a maecezonometric simulation study BER (2001:2):

A A decline in the population and the labour force fifetiag the production
potential (GDP) and expenditure;

A Increased direct costs and indirect costs to private business;
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A Increased government expenditure given increased direct and indirect costs and
increased demand for public health care and sociakweéln the care of
Aids orphans;

A Increased cost burden for households given additionadistoetionary
expenditures on health care products and services as well as funeral costs.

The study also suggests that the decline in the population and théotebane
substantially larger than the decline in economic output, employment and income,
when compared to a ##ads scenario by 20IBhese effects are echoed to varying
degrees in other studies on the macomomic impact on HIV/Aids. Given the
higherincidence of HIV/Aids in KZN, the burden of these negative economic
impacts will be disproportionately borne by this province.

HIV/Aids impacts on the economy through morbidity and mortality. The initial HIV
infection is asymptomatic, but Arétated illesses and secondary infectguth as
tuberculosis and pneumonia develop within 6 to 8 years from initial infection in the
absence of antetroviral (ARV) treatment. Once follbwn Aids develop, about 1 to

2 years from the onset of Aiddated illnesseto death, this translates into an
absolute loss as the mortality increases and infected individuals die. Increased deaths
leads to a decline in the size of the population, with projections that by 2015, the
population will be 21% smaller. The proje@ddation in the population growth rate

is at zero percent in 2009, and enters negative gro@soefy 2015 (BER 2001).

3.4.3 Impact on labour markets

Macremodelling results indicate that Aidlsted death and disability will result in a
smaller labour foe compared to a #dds scenario. The national labour force is
projected to decline between 18 to 21% by 2015 (Quattek 2000, BER 2001). This is as
result of the progression of HIV/Aids through the workforce and related impacts on
life expectancy and mditia

Table 3.4 illustrates the progression of HIV/Aids in the labour force and
demonstrates how an initial wave of HIV infection will be followed after some time
by increased Aids morbidity as the infected workforce contracts secondary Aids
related infeans and ilinesses and die. Thus, betw&eye@rs after the initial HIV
infection, the labour force will experience increased levels of morbidity as increased
Aidsrelated illnesses contribute to temporary labour turnover as increased
absenteeism and angral decline in productivity take place. This is followed by
permanent labour losses as infected employees develbpwiull Aids,
approximately-2 years before death ohilalth retirement (Rosehal2001).
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Table 34 6 Progression of HIV/Aids in the labour force

Timeframe Projected effect on the workforce, Effect on company costs

Year 0 Employee becomes infected with HI\| No cost to company.

Year 67 Morbidity begins (secondary infectior] Morbidity-related costs (e.g.
increased absenteeism, sick a absenteeism, individual and workfo
compassionate leave) productivity, management resource

medical care and benefits)

Years 710 Employee leaves workforce by Terminatiordrelated costs including
resigning, retirement or death due to| death benefits from retirement
Aids. benefits, funeral costs, loss of mora

loss of skills and experience, loss o
workplace cohesion.

Years 710 Company hires replacement employq Turnover costs including recruitmer

training, loss iproductivity.

[Source: Rosen, Simon, Thea, Macleod and Vincent.2001. The impact of HIV/Aids on businesses
in Southern Africa]

The composition of the labour force also changes as those in the age-48nge 15
years are most hard hit, resulting in a patexge imbalance. Thus, the labour force
becomes older as those closer to retirement stay longer in the workforce. Moreover,
younger children may enter the labour force due to Aids drpberand financial
pressures.

3.4.4 Projected impact on companies

HIV/Aids increases the cost burden of disease to companies and sectors. The costs
related to HIV/Aids morbidity and mortality, as summarised in Table 3.4 are of a
direct, indirect and systemic nature. Thus, direct costs include contributions to
employment benefitsuch as medical insurance, retirement, death, disability and
funeral benefits. Other direct costs relate to the recruitment and training of new
employees to replace employees lost to Aids, as well as HIV/Aids related prevention
programmes such as peemsalling, education and awareness.

Critically, in order to control increasing labour costs companies may consider capital
substitution, especially in labour intensive sectors such as consumer manufacturing,
thus affecting employment levels. A concomdatdgome of increased costs is a
decline in profit levels (BER 2001).

3.4.5 Projected national impact on main economic sectors

National projections by ING Barings (Quattek 2000) show that HIV/Aids will
differentially affect economic sectors. Table 3.5 demesdtrat the rate of HIV
positive workers per 100 workers is highest in the transport & storage,
accommodation, agriculture, fishing & forestry and manufacturing sectors. These are
all sectors that are important contributors to the growth of the KZN ecotmusy
increasing its overall vulnerability through increased morbidity and labour turnover
costs. Increased vulnerability of these sectors also may impact on their capacity to
generate future employment.
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Table 350 HIV -positive per 100 workers by selected main economic
sectors (Quattek, 2000)

Sector 2000 2005 2010 2015
Finance and insurance 8.9 12.4 125 11.7
Business service 11.9 15.6 15.1 14.3
Communication 12.1 16.5 16.3 15.3
Health 14.9 20.0 19.0 16.6
Retail 16.2 21.3 20.7 19.3
Chemicals 16.6 21.6 20.7 19.3
General government 17.2 24.5 26.0 26.1
Consumer manufacturing 17.3 23.0 229 21.3
Agriculture/forestry/fishing 17.3 23.2 23.2 21.8
Accommodation & catering] 17.9 23.0 22.2 20.8
Transport and storage 18.5 23.5 220 20.2

[Source: Adapted from WEFA as cited in Quattek, 2000: 49]

The prognosis for the public sector is more complex. Thus, whilst HIV prevalence
and Aids death rates are relatively lower in the health sector, the general government
sectors has among thighest rates. This points towards increased future volatility in
labour supply and turnover in critical publicsgdbors, which will impact negatively

on the capacity and efficiency of government to deliver services to general public and
the private szor.

A study of educator demand in KZN (BadeWtMters and HEARD 2001) finds that
HIV/Aids will result in a decline in the supply of teachers and a decline in the
demand for education. This may compromise the capacity of the education system to
ensure aonstant supply of sufficiently skilled labour to the rest of the economy.
Moreover, given that the education budget constitutes the largest proportion of the
provincial budget, the cost of replacement of educators will add a further burden.

3.4.6 Projected ictpzt HIV/Aids on skills levels on a national basis

The projections, by Abt Associates/Metropolitan and ING Barings in Table 3.6 and
Table 3.7 show thatlskill categories are significantly affected and have unacceptably
high HIV /Aids prevalence levadsen at high skill levels (BER 2001, Quattek 2000).
The implication is that all sectors, irrespective of skill levels will experience losses in
labour, increased labour turnover and decline in productivity as workers fall ill and die
of Aidsrelated illneses.

At the same time, the existing projections as well as anecdotal evidence also indicate
that there is an inverse relationship between skill level and HIV/Aids prevalence
levels. Thus, projections show higher prevalence levels forslolesr and parer

paid workers compared to higher skilled and ipstigtmworkers

Table 36: HIV prevalence rate by skill levelSin the labour force: 2000
2015 Abt/Metropolitan

17 Highly skilled include managers and professionals; skilled included technicians and assoc professionals
and artisans; sesamd unskilled include sales and service workers| aletielementary occupations.
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Skill levels 2000 2005 2010 2015
Highly skilled 7.2% 13.3% 167% 18.3%
Skilled 12.1% 20.2% 23.8% 25.4%
Unskilled 14.3% 22.8% 26.3% 27.6%

[Source: Bureau for Economic Research, 2001]

Table 37: Aids prevalence by skills levels: 20@D15 Abt/Metropolitan

Skill levels 2000 2005 2010 2015
Highly skilled 0.3% 1.4% 2.7% 3.5%
Skilled 0.5% 1.9% 3.5% 4.2%
Semiunskilled 0.6% 2.2% 3.9% 4.7%

[Source: Bureau for Economic Research (2001)]

Abt Associates (2000) project that the by 2010 the labour force will decline by 8% for
the highly skilled,0% for the skilled and 11% to 13% for the seexdiunskilled in

the absence of replacement. These are indicators that in the context of the existing
skill shortage, those sectors that are dependent on scarce skills will experience
increased cost vulnerépil

The current structural inability to increase the pool of sufficiently skilled employees
may increase the replacement needs of skill intensive sectors such as transport,
manufacturing, chemicals, government and health. In the absence of anticipatory
succession planning and training, the skills deficit may worsen as the size and quality
of the skill pool decreases faster than the skills replacement capacity. Further, Quattek
(2000) argues that an Aidduced skills deficit may further contribute tdambess to
economic growth.

Whilst all economic sectors are vulnerable to increased Aids costs, those employing
unskilled and serskilled workers may have reduced benefit and replacement costs,
especially given the pool of unemployed. On the other t\anisK sectors, such as
finance and communication, employing high skilled employees may face increased
costs related to benefit and replacement costs.

3.4.7 Impact on national economic indicators

The main macreconomic impact studies conclude that Aidsedilice the size and
growth of the economy. Arndt and Lewis (2000) predict that year on year GDP
growth rates will decline to 1% until 2008, with slight improvements into 2009 and
2010. By 2010 real GDP will be 17% lower tharfadsoscenario.

The BER (200) concludes that the economic impact of HIV/Aids will be negative in
that all major economic indicators will be declining. In comparison wihids no
scenario, real GDP is projected to be 1.5% lower by 2010 and 5.7% lower by 2015.
Thus year on year GDfPowth rates will decline by an average of 0.5% per annum
over the period 2002 to 2015.

ING Barings projects that real annual GDP will decline by 3.1% in 2006 to 2010,
whilst in 2011 to 2015 it is expected to decline by 4.7% (Quattek 2000) By 2015 the
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aveage year on year GDP growth will be 0.3% to 0.4% lower than the comparable
rate under a nAids scenario.

While the size of both the economy and the population will be smaller, per capita
GDP will decline by 8% by 2010 compared to tha&id® scenario. his will reduce

private discretionary expenditure, which will disproportionately be spent on essential
health and food costs (Arndt and Lewis 2000).

In spite of the differing results on HIV prevalence for KZN as noted earlier, the
negative macreconomicmpacts surveyed here will be significant for KZN, because

the province has amongst the highest, if not the highest prevalence of HIV/ Aids
within the national economy.

3.4.8 Impact on employment, unemployment and wages

It is predicted that the demand for labgarticularly unskilled labour, will decline

due to the slowdown in economic growth. Hence employment levels will not increase,
whilst the unemployment rate will not change significantly. Arndt and Lewis (2000)
predict that unemployment among the unskillzdases marginally, but not resulting

in major changes in the overall unemployment rate. This is largely due to the
offsetting effect of an Aidaduced reduction in the unskilled labour force and a
reduction in labour demand due to slower economithgrow

Wage rates, especially at skilled level, will increase as a consequence of skill shortages.
However, this will be offset by increased direct costs related to benefit payments by
the private and public sector and productivity declines. The ovetall eesiacline

in the demand for labour (BER 2001).

3.4.9 Impact on the public sector

Most macreeconomic projections conclude that public sector costs, both direct and
indirect will increase. The main contributory factors relate to increased benefit and
replaement costs of public sector employees (BER 2001). Further, given the limits of
private sector health care provision, there will be an increased demand for public
health care. The decline in the economically active population and the accompanying
increase Aids orphans means that demands on social welfare grants such as old
age pensions and child grants are assumed to increase. Most projections assume that
government will increase its current expenditure away from fixed or capital spending
or shift expediture between various functions (BER 2001). A possible increase in the
budget deficit is projected compared to-Aide scenario (BER 2001).

Health and welfare are concurrent functions of both national and provincial

governments. Thus, increased presatinational level on public spending will be
exacerbated at the provincial level.

3.4.10Implications for the KZN economy
In summary, the HIV/Aids epidemic will have a profound impact on the KZN

economy. From the perspective of peai@kers, the following inidtions are
pertinent:
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A Given the severity of the HIV/Aids epidemic, KZN will experience significant
declines in the size and nature of its population and labour force;

A Economic growth is likely to decline, although by a much smaller margin than
the projeted contraction of the population and the labour force;

A The impact on labour and skill supply will pose problems for vulnerable
sectors. In particular,

A Economic sectors, such as transport, tourism (see accommodation and
catering) and manufacturing theg drivers of the provincial economy are
vulnerable given increased labour turnover and replacement costs;

A In the public sectors, health and education are especially vulnerable in terms of
responding to the increased demand for public healthcare, as thell a
reduced capacity of education to supply labour to the rest of the economic
sectors;

A Private sector costs are likely to increase which will translate in a decline in
labour demand and lower fixed investment;

A Public sector spending is likely to inerepstting pressure on the provincial
budget.

These are aggregate impacts, which may disguise more nuanced dynamics at a
provincial level. Given the highly differentiated impact of HIV/Aids at a provincial
level, an economy wide analysis may not be adamdaielop a provincial strategy

to mitigate the negative economic impacts.

In terms of the identification of the level of risk faced by key economic sectors and
strategic planning on skills replacement needs and requirements, the analysis is
constraing by the lack of empirical data specific to KZN.

The aggregate data point unequivocally to an increased burden of disease, translating
into increased costs at household, firm, sector and government levels. In order to
mitigate these effects at provinigaél, a mulsectoral approach that is inclusive of

all the major stakeholders in the KZN economy is required.

3.5 Conclusion and synthesis

The analysis of unemployment, HRD and the prevalence of HIV/Aids in the KZN

economy highlight the importance @f peoplecentred approach to economic

devel opment . Unl ess KZNO6s economic devel opme
and develop skills, it will not enhance the lives of its people. Moreover, the high

prevalence of HIV/Aids will be costly to the econamierms of both its negative

impact on growth and the resources required to provide care for those that are

afflicted.

Strategies to create employment and enhance skill formation should be guided by the
reality that the potential for mass employment siquaim South Africa through

labour intensive exports is quite limited. In a context of small and slow growing
domestic markets, it is reasonable to assume that employment expansion will depend
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on foreign markets as an important source of demand. Altjmhgyican be
generated through exports, expectations that large unemployment problems can be
directly addressed in this way are unrealistic for middle aivmtbigh economies.

In this context, tradables can create some jobs, but will be more important fo
growth, incomes, foreign exchange, productivity and technological learning. This
feeds fiscal and intheusehold transfers that support greater employment generation
and a wider distribution of income.

Reliance on a labour intensive exports strétedych appears to be the direction

taken by national governments unrealistic in a middlecome economy as it
depends on low wage competition. To maintain this dmsmaantmployment
generating strategy for any length of time, it would be necessanirtuously

reduce the cost of living (through, for example, price controls on wage goods and the
generous provision of a social wage as a proportion of incomes) or reduce real wages
(either through exchange rate devaluations or some sort of wadp Gih&avise,

it is unlikely that these goods would be competitive in international markets.

Workers in a middimcome country must earn wages that reflect the cost of living.
Otherwise, the human resource is undermined. In a country with a smait domest
market, this requires that the production structure and the export profile reflect this
cost structure. High productivity industries generally pay workers with the same
educational attainment more than lower productivity sectors. A greater reliance on
higher valu@dded exports should raise national income and reduce business cycle
volatility, with important knoadn effects for domestic firms generally. A letayer

strategy can focus on expanding the number of investments that fall within this
categoay. However, with high productivity and strong local linkages, these sectors are
unlikely to generate substantial net new employment in the medium term.

The most likely avenue for creating more employment is by increasing effective
domestic demand for moemploymenrtbsorbing, low labour productivity non
traded goods -tamald sdd vii T eadabled iNosogboddando m n o n
services can practically be traded, but some are more oriented toward the local
market, such as construction, or s@dalices. Some products, such as maize and

wheat, are traded, but here we refer to its domestic distribution.

In the context of a relatively small productive base, and a larged umnder
productive sector, the balance between high productivity, igenerating sides of

the economy and sustainable transfers to socially useful lower productivity activities is
quite critical, particularly if sustained for a lengthy period of say 10 to 15 years. Over
this period, it is expected that the higher valugseauld expand, and that net new

entry to the labour force would diminish due to falling birth rates and HIV/Aids.
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4 The role of provincial government in
economic development

4.1 Introduction

Having analysed the KZN economy and its labour market, diiig garns to an

analysis of the role provincial gover nment
development process. Economic development involves a range of actors, with
government, the private sector and organised labour generally occupying a pivotal

position in the process. The three tiers of governdngattonal, provincial and local

0 have distinct roles and policy instruments for promoting economic development.

This section sets the parameters within which the KZN government can intervene in
the povincial economy to realise a set of defined objectives. To that end, a brief
survey of international experience with respect to regional development (as distinct
from local economic development which is the domain of local government) is
provided to elit the key issues confronting practitioners tasked with fostering
economic development at a provincial level.

In order to demarcate the role of provincial government in relation to national and
local government, an overview of the roles and respoesibiithe three tiers of
government is presented. Finally, the instruments available to the KZN province, in
the form of the existing institutional framework to drive regional development are
surveyed.

4.2 International experience

Historically, the glob&rend has been for regional development paiicyhe form

of measures to shift economic activity away from metropoles and towards depressed
areasd to be driven by central governments. Over the past two to three decades,
however, there has been atstufthe decentralisation of decisiaking with

respect to local and regional development, underpinned by the devolution of power to
provincial and local governments and fiscal decentralisation.

This has given rise to a new paradigm for economic theestags evidenced by the
centrality of local economic development and regional development as instruments of
development policy. In South Africa, this trend emerged relatively late, after the
democratic election of 1994, and hence is in its infancye rielagiobal trends and
experience.

The removal of transational boundaries to the movement of capital, goods and

labourd i.e. globalisatiod has reinforced the central role of second and third tier

government in promoting economic development. Thisisdbuse O[] A] s wor |l d ma
integration proceeds, all cities and regions must specialise and trade to maintain

empl oyment and growthodé (Mar kusen, 1995:12) .
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Consequently, a development model in which provincial and local governments wield
greater discretion ewvinfrastructure provision and economic development incentives

is currently in vogue the world over. Moreover, the marginalisation of geographical
factors in mainstream economic analysis has been redressed by a recent body of
research. This was made pdssby an improved understanding of factors that
influence the spatial concentration of economic activity. In essence, it is posited that if
average production costs decline as the scale of production increases, either at the
firm, industry or regional iy then it will be beneficial to concentrate production in
particular locations (Lall g12001).

The manner in which provincial governments can reduce production costs through
fostering agglomeration economies and other measures to reduce thdodogt of
business (such as the provision of efficient infrastructure and the elimination of
bureaucratic retpe) in order to attract economic activity to their jurisdictions had
become a preoccupation of scholars and practitioners in the sphere of regional
development. Hence Begg (2002) argues that regional policy has focused at times on
inward investment, but has also had phases where small'filnssesinghave been

in vogue. In addition, attempts to promote scibased industry or to develop
retaiing, financial services or tourism have also featured prominently.

Shankar and Shah (2001) in an empirical analysis of 8 industrial and 17 developing
countries find that countries experiencing divergence in regional per capita incomes
have adopted intemviionist policies to foster regional development. In contrast,
countries experiencing convergence have had adffamggproach to regional
development. Instead, they have focussed on the removal of barriers to factor
mobility and ensuring minimum standanél basic services across the nation. This
finding is not surprising, as the uneven performance of regional and local
governments empowered to drive development is likely to result in an uneven spatial
allocation of economic activity.

4.2.1 Agglomeration etieso

Agglomeration economies, occupy a central role in the literature on regional
development. This is because decentralised policy may be more efficient in
determining industrial location, as it is difficult for central government to gauge scale
and agglmeration economies and diseconomies in specific regions (Markusen, 1995).

Market access, localisation economies and urbanisation economies are the key factors
underpinning agglomeration economies. Access to marikelsding to inter

industry buyers amglippliers is a weldocumented determinant of location as it
reduces the cost of accessing inputs and transporting outputs. Localisation economies
give rise to intrandustry benefits where firms locate in close proximity to firms in the
same industnBsuch benefits include access to specialiseehkmo.e. knowledge
diffusion), the presence of bugapplier networks and opportunities for efficient
subcontracting. Employees with indusipgcific skills will be attracted to such
clusters giving firsnaccess to a large specialised labour pool.

In contrast, urbanisation economies accrue from being located in close proximity to

firms in otherindustries. These intieidustry benefits include easier access to
complementary services (for example, putgishdvertising and banking), availability
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of a large labour pool with multiple specialisatiorimchkestry information transfers,
and the availability of less costly general infrastructure such as telecommunications
and transport hubs.

Based on theseechanisms for enhancing competitiveness, the international literature
identifies the creation of industrial clusters as a primary instrument of regional
industrial policy. In this context, the role of provincial governments in unlocking
economic potentias to identify industries that can be organised into clusters and
facilitate their creation. The agglomeration economies that clusters generate become a
costreducing (and hence competitivemedmncing) factor external to the firm,

which is attainablarbugh spatial location.

In relation to agglomeration economies, theoretical and empirical work on economic
geography (Hendersoet al 2001) suggests that the net benefits of industry
concentration and location in dense urban areas are dispropgrtentatedd to
technology intensive and innovative sectors. This is because the benefits of knowledge
sharing and access to producer services are considerably higher in these sectors than
in lowrend manufacturing that employs standardised production Fotéssee

these innovative sectors can afford the high wages and rents in dense urban locations
and industry clusters. In contrast,-éow industry producing standardised products

can be expected to move to smaller urban centres with lower costs.

Paradoically, in developing countries there is a considerable range of standardised
industrial activity in large cities. This is certainly the case in South Africa and in the
KZN province, as evidenced by the concentration of manufacturing activity in the
city d Durban. For Lalet al2001) this is due to the lack of irtggional transport
infrastructure linking small centres to large urban areas. In the South African context
it is probably also due to historical patterns of spatial development.

From a polig perspective, endeavours to create agglomeration economies through
intrarindustry and intendustry clusters are a key challenge for KZN. The access and
proximity to transhipment hubs offered by locating in the KZN province is a
competitive advantagegpan which to build. Moreover, the success of nodal
developments (in the form of SDIs and IDZs) is dependent on the identification and
promotion of clusters that harness agglomeration economies to enhance the
competitiveness of the industry and locatehiinaglobal supply chains.

4.2.2 Investment promotion

The decentralisation of the role of the state in economic development to second and
third tier government has been accompanied by increasingly higher levels of
competition among provinces and localitiesnf@stment. Hence the promotion of
inward investment has become a key policy objective of provincial governments the
world over. It is widely acknowledged that attracting an investor may trigger virtuous
circle effects by inducing further investment in @mmgntary activity. This is why
investment promotion is a central instrument of regional policy.

From the perspective of the investor, a more attractive location is one that facilitates

productivity gains, with the source of these incremental gainsigeiygexternal to
the firm or agency making the investment. Many facets of the business environment
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external to the firm will bear on investment decisions. These include the availability
and quality of commercial or industrial property, the charagterighe local labour

market, social factors (including crime and personal security), transport and
accessibility, regulatory and planning considerations, and the quality of local services.
Hence, a strategy to induce a greater level of investmenirshasiséss regional
strengths and weaknesses and identify the most pressing priorities for improvement,
relating these to the needs and expectations of different categories of investors.

From a policy perspective, the determinants of the attractiveaekxation may
conceptually be divided into four areas: public capital, factor markets, social factors
and governance factors (Aschauer, 1989; Lawless & Gore, 1998; Gordon & McCann,
2000). While some are amenable to policy action, many lie beyond thatémme
control of provincial policy makers, though it is sometimes possible to influence
them.

The role of publicly funded infrastructure in improving the productivity of firms has
been extensively studied. The implication of much of this research isblibat p
capital is often under supplied and thus that many areas would obtain sizeable
increases in investment by devoting resources to enhancing infrastructure (Aschauer,
1989, Mikelbank & Jackson, 2000).

Of note is the fact that airport access is begpmareasingly important for many

forms of activity, especially where the potential investor employs a high proportion of
professional staff, and inadequate access to frequent air services may be a major
deterrent. Indeed, it has been found that urbarttgi®worrelated with per capita air

traffic, suggesting that there may be an advantage in having adequate access to hub
airports (Goetz, 1992). In addition, more specialised forms of infrastructure, notably
advanced telecommunications, are especialigntete higktech industries or to
advanced services, and can vary greatly in quality between locations.

The nature and development of markets for factors of production (labour, capital,
land and premises) will affect the attractiveness of an aressenwiays. Aspects of

the labour market that prospective investors tend to focus on include the availability
of crucial skills, the character of the workforce and prevailing wage rates. However,
these are attributes of the local workforce that may beotamsi susceptible to
changing economic circumstances. Hence Begg (2002) argues that flows into the
labour market, the provision of training and the adaptability of the institutional
structure to shifting skill demands will also matter.

Key determinantsf flows into the labour market are the demographic-upa&é

the area and the scope for reinforcing the indigenous labour force either by drawing in
commuters or by inward migration. Commuting relies on an efficient transport system
and the presence dadjacent labour supply, while the opportunities for migrants will

be affected by housing availability and social conditions, hence housing market
decisions affect the supply of skills. Many of these dynamic elements of the labour
market are amenable to pplactions.

Property rents or purchase costs, site availability and the quality of premises are
important considerations for potential investors. Here too, however, the dynamics are
important; if developers regard an area as promising, it is more likeky the sort
of renewal in the supply of property that will meet emerging investor demands.
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Access to capital markets differs between classes of investors while the impact on
prospective investors of variations in the character of national -oatisudl

financial intermediaries will depend on how easy it is to tap alternative sources of
funding. Small firms typically face much more limited options, making them more
dependent on local conditions than larger firms. The availability and terms of loans
ard startup capital vary between localities, not just because of differing institutions
but also because of the disposition of practitioners. Begg (2002) argues, for example,
that venture capitalists often follow property developers by excluding esgiseotlas
investment from consideration.

In addition to public capital (to finance infrastructure) and factor markets, social
factors play an important role in attracting investment. While the links between social
cohesion and competitiveness are widelgvedlito be crucial, they are poorly
understood. The evidence suggests, however, that social cohesion in the sense of the
'togetherness' of a community helps to foster innovation and institutions that
underpin competitiveness (Keeble & Wilkinson, 1999,06d&dMcCann, 2000).

Clearly, crime (or the threat of it) is viewed as a deterrent to investment, in so far as it
increases the costs of security and insurance, and has an adverse impact on staff.

Cultural attributes are increasingly being seen as imnfamdats' that contribute to

the ability of an area to pull in tourists anetrijayers, and to the broader appeal of

the locality for residents and/or employees. This is evidenced by the galvanizing
effect on the local economy of the development aérforming arts centre in
Newark (Strom, 1999) and the ability of the new Guggenheim museum Bilbao to
induce complementary investment (Plaza, 1999). At the same time, 'cultural industries'
themselves are a growing proportion of economic activity agdtiubirawo US

citiesd Memphis and Hollywood where a coming together of creative and other
forces led to an upsurge in innovation. (Hall, 2000).

The final factor that influences a regionds
Clearly, it is arr@a over which provincial and local petekers have considerable
influence. Regulatory factors impinge on the investor in several different ways.
Planning decisions, for example, set explicit limits on what an investor is allowed to
produce or the prosses that can be used. Noise restrictions, curbs on working hours

or controls on emissions are good examples. Such controls would be expected to add
to operating costs because of the need to adopt more costly technologies or the loss
of flexibility in opeations. More subtly, regulatory signals, such as the stance of land
use planning offices regarding possible uses of sites, can be expected to percolate into
perceptions of how suitable an area is for different sorts of investment projects.
Similarly, dedimns that discriminate for or against particular transport modes will
alter the balance of feasible projects.

How rapidly the planning system functions, the responsiveness of government

agencies in dealing with prospective investors and the fiscainaméngean area

are just some of the relevant aspects of governance. Incoherence in governance,
particularly between different tiers of government, will clearly deter potential investors

and frustrate a regionds economic devel opmen

Recent litetare has focused on the role of different agencies in promoting inward
investment. The capacity to assemble a package of support measures (which goes
beyond site assembly and direct subsidies to include such ‘extras’ as the
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reconfiguration of training orediation between the inward investor and potential
subcontractors) is seen as important. The speed and ease with which planning
authorization for major sites is granted is central and may have tip the balance on
certain higtprofile location decisions.

In sum, the review of international literature has identified measures to foster
industrial clusters in order to enhance competitiveness through agglomeration
economies, and measures to promote inward investment as the cornerstones of
regional development l@my. The scope for regional governments to translate these
policy imperatives into policy instruments will, however, be delineated by the
resources and powers allocated to them within the intergovernmental system.

4.3 Regional development: the powersfgrovincial
government in South Africa

South Africa has three spheres of government with significant decentralisation of
powers, functions and budgeting between them. In thel9$3ktperiod, the
devolution of power from national to provincial governmasitbeen significant, as
evidenced by larger proportions of the national budget being allocated to second tier
government. As regards economic development, central government sets the
parameters within which provincial and local strategies are framed.

In terms of the Constitution, national and provincial governments are concurrently
responsible for functions like school education, health, welfare and housing. National

governmentdés role is primarily to deter mi

shape ame policy and have a considerable role in implementation. Exclusive
functions for provinces include provincial roads and traffic, abattoirs, provincial
planning and provincial sport.

Most local government functions involve services witkcheeres Ke electricity,

water and sanitation, but they also provide public goods such as municipal and
household infrastructure, streets, streetlights, and refuse collection. Related to the re
demarcation of municipal boundaries, processes are underway tondacfutel
assignment of powers between district and local municipalities.

South Africads i nt egbgsedona reveslating modél,i s ¢c al
with provinces largely dependent on transfers from the national government, while
municipalitieare only partially dependent on such transfers. The crux of the financial
arrangements for provinces is that revenue raising is, by and large, reserved for
national government. Their main source of revenue is from an equitable share of
national revenuend other conditional grants from national government.

The most important source of revenue is the equitable share to which they are entitled
under the Constitution to fulfil their executive obligations. The equitable share is an
unconditional allocatioim provinces. It is consistent with the notion of relatively
autonomous provinces with the constitutional responsibility to govern in certain areas.

Expenditure patterns among the three tiers of government reflect the fact that in the

realm of basic sern c e s , nati onal government 0s r ol
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provincial and local governments play a central role in the provision of social and
basic services. For example, in 2001 national government retained 40.5% of the
R208billion it had raisedillocating 56.4% to provincial government and 3.1% to
local government (Budget Review, 2001).

Provincial governments have the largest spending budgets. They are responsible for
the implementation of major social services, including school educatibn, healt
(including academic and regional hospitals, as well as primary health care), social
grants and welfare services, housing and provincial roads. Since these functions have
limited or no cost recovery potential, provinces are largely dependent on transfers
from nationally raised revenue. Indeed, in 2001/02, of the Rili&indprovincial

budget, only R38illion (3.2%) was own revenue, while the balance was a transfer
from national government.

Local government has more fiscal capacity than the psoviAlthough there are

large variances among municipalities, they raise on aggregate about 90 percent of own
revenue. Municipalities can raise property tax and turnover/payroll regional levies on
businesses, as well as user charges (and a surchaegaoeisitin of electricity and

water. However, although budgeting on the expectation of collecting all their revenue,
many municipalities do not collect a significant portion of revenue due. This results
in deficits at the end of the financial year.

Refirement of the intergovernmental fiscal system to improve national and provincial
support to local government is currently being considered. There is a also a concerted
attempt to enhance cresshere linkages in local planning and budgeting, through the
Integrated Sustainable Rural Development Support Programme and the Urban
Renewal Strategy.

In line with the Constitution, many national and provincial departments are deciding
which of their functions are best performed in the local sphere, and should be
devolved to local government. Functions under review include housing delivery,
primary health care and the district health system, water and municipal policing.
Decentralisation of management is also being considered, for functions like education
(to region), health (to districts and hospitals) and justice (cost centres at local court
level.

In terms of promoting regional economic development, provincial governments have
concurrent legislative and executive power with national government over matters
suchas agriculture, public transport, tourism, urban and rural development and trade
and industrial promotion. In practice, their knowledge of the provincial economy
places them in a strong position to provide strategic direction to its development in
cooper#&on with national and local government.

I'n the case of industrial policy, nati onal
(within the framework of the regulations of the World Trade Organisation) and design

and administer suppdyde measures medhat the DTI effectively determines the

parameters within which growth and development takes place. The translation of
nationallevel industrial policy into concrete developments on the ground is, however,

driven by provincial and local governments (edpetose of the scale of Durban

and Richards Bay).
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The relatively recent devolution of power in South Africa away from the centre and
towards the second and third tiers of government has meant that the institutional
framework for cooperation betweer timree tiers is not well developed and the
relevant role of each tier is not well understood.

This is illustrated in the case of the implementation of spatial development initiatives
(SDIs), which together with industrial development zones (IDZs), ea@nlth
measures implemented by national government to influence the spatial distribution of
economic activities. In an evaluation of SDIs, Alehaf2001:2) find that although

they were meantto fastr ack pr ocesses, 0 s ogifeel thab ¢ a | and p
they may have inadvertently sl owed processe:
nati onal DTI 8ds role in regi oncertredthevel opment

strong national policies and programmes that can be utilised by regionahstitut

In sum, within the intergovernmental system, the scope for provincial government to

drive economic development by providing strategic direction to the provincial
economy i s considerabl e. The DEDTOd s contr
development lies ihe fact that it is sufficiently far removed from the centre to focus

on the specific needs of the KZN province, but has a macro view of the provincial

economy and its potential synergies across space as it is not narrowly focussed on a

particular localit{as is the case with local government). Once the strategic direction

has been determined, it is necessary to cooperate with first and second tier
government in order to maximise the range of policy instruments available to meet

welldefined objectives. Tlstitutional framework within which this cooperation is

forged currently constitutes a critical cha
strategy.

4.4 Institutions promoting economic development in KZN

A number of key institutioris including the DBT, Ithala, Trade and Investment

KZN (TIK) and Tourism KwaZultNatal (TKZN) & are tasked with promoting
economic development in the KZN province. Their powers and functions, as well as
the mechanisms at their disposal to execute their mandates, gotiutessgnt the
instruments available to the province for achieving its economic development
objectives.

4.4.1 The department of Economic Development and Tourism (DEDT)
The Department of Economic Development and Tourism, KZN is the provincial
government departmieresponsible for economic and tourism polibg. strategy
framework guiding the DEDT is that of the 1996 Provincial Growth and
Development Strategy (PGDS), which is centred around seven core programmes
elaborated upon below.

Programme one: building the winning province

The core objective of this programme is to open up KZN to the economic
opportunities presented by trade and tourism by addressing four elements, namely:
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A Improving the commercial, financial and service sectors of KZN through the
integratd development of the ports and transport infrastructure, the
facilitation of exports and development of the SMME sector;

A The promotion of KZN as a gateway province;
A The use of tourism as a lever for job and wealth creation; and

A The delivery of services dadilities as an economic activity.
Programme two: enabling local economic development

Provides a framework for the formulation of sustainable local strategies and linkage of
service delivery to local economic activities.

Programme three: fuelling the powerhouse
Addresses the need for industrial expansion through the promotion of:

A Lead industries (including food and beverages, pulp, paper and wood, plastics
and non ferrous metals) and labour intensive industries (textile and clothing,
automotive and comsttion) and industrial restructuring;

Support for agricultural production and processing;
Encouraging export promotion;

A
A
A The development of a housing market; and

A Augmentation of bulk infrastructure networks.

Programme four: addressing the needs of the poor

Focuses on strategies designed to address sustainable alleviation of poverty and
provide shorterm poverty relief including support for the small farming and non
farming sector, as well as health and welfare support.

Programme five: the development and utilization of human resources

Addresses the development of a human resources strategy for KZN and support for
labour market reform.

Programme six: the formulation of an appropriate spatial framework,

Identifies particular development corridors inatputhose of the north south coastal
corridor, and secondary metropoles, particularly along the N3 and smaller nodes.

Programme seven: the development of institutional and implementation
capacity

Addresses the development of institutional capacity viithpheres of government
and the building of partnerships with stakeholders to give effect to the PGDS.
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During 2001 to 2002, the provincial government undertook a process of review of the
PGDS. The outcome of the review process is detailed KZMdGDSResearch,
Analysis and Concept Dopuodkeraied by Price Waterhouse in 2002. The document
details shifts in economic and intergovernmental relations post the 1996 PGDS, and
develops a concept, institutional framework and implementation process for giving
effect to a revised PGDS. Critical issues flagged for attention in the formulation of a
revised PGDS include that of increaseebrdmation and improvement of
Intergovernmental Relations at national, provincial, district and local council level in
order b transform budgets and priorities to focus on the historically marginalised
sectors of society.

The impact of changes in the global economy on KZN includes a continued tendency

towards capital intensification, shedding of jobs, decline of key ecooturs¢ ae

increased role for Information and Communication Technology and the growth of a

ONew Economydé. The revised PGDS should be u
packaging of key projects and marketing KZN as a leading social, industrial, human

and economic development hub in Sub Saharan Africa by balancing investment in

urban and rural areas.

Finally, the report suggests that a key flaw of the 1996 PGDS is the weak institutional
framework for managing and monitoring implementation. It suggestistia ho
implementation strategy around Cabinet Clusters in Governance And Administration,
Economics, and Social and State Enterprises.

4.4.1.1 Therole ofthe DEDT

The role of the DEDT with respect to economic policy and interaction with public
institutions has wergone a transition. The work programme of the DEDT during
the period 1994 1999 was not primarily concerned with economic policy and
strategy formulation or analysis of developments in key economic sectors. In this
period, the central thrust of actestiof the DEDT related to:

A The SMME Directorate and support for the SMME sector in KZN;
A The dispersal of RDP funds; and
A The provision of unconditional grant funding to public entities.

The organisational and human resources capacity of the DEDT wdstgeare
fulfilling the above functions. Limited material and human resources were deployed to
developing an economic strategy capacity within the department. The Ministry was
responsible for making economic policy statements and for linking economic
developmet with government delivery programmes. A period of consolidation and
restructuring of the DEDT has since been undertaken.

The focus of the restructured DEDT is encaps

To ensure that by the year 2020 KZN will ge gldbeilincompetitive economy that

will house dynamic industrial and service sectors, with a world class tourist destination
characterised by excellent services standards. There will be a high level of employment,
raising the quality of life, and caniceeowironment supporting empowerment and

creating prosperiiyl.for
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The primary objectives of the DEDT are to promote industrial development and
stimulate the international competitiveness of the KZN economy. The core business
of the DEDT relates tds desire to:

A
A

> > > >

> >

>

A
A

Be a onestop economic information shop;

Contribute to the formulation of economic policy development and articulate
the economic development strategy for KZN;

Facilitate local economic development and the regeneration of small towns;
Promoting rural economic development;
Develop tourism as a key sector of the economy;

Facilitate the increase in trade between the province and other economic
regions;

Promote fixed investment into the province;

Promote economic development through thenplaning of publiprivate
partnerships;

Promote and facilitate economic empowerment programmes;
Promote SMME development;

Promote technological innovation and increasing competitiveness in key
sectors of the economy;

Champion initiatives, which impeothe province's logistics capabilities and
enhance key supply chains;

Provide integrated economic project support for key identified anchor
investment projects;

Developing and supporting an investment framework for KZN;
Undertaking development planning;

Effectively manage parastatals as instruments of delivery and economic co
ordination;

Provide an effective and efficient consumer protection service; and

Ensure effective and prudent business regulation in the province.

The DEDT has identified focuseas to stimulate international competitiveness
which include:

A

131

Encouraging development in identified economic sectors including clothing &
textiles, agrprocessing, metal & aluminium, automotive components, ICT
embedded systems, chemicals and biotechrmidgninerals.

SMME development programmes that include Business Development Services
and targeted sectoral initiatives.

Supporting the development of agribusiness in identified niche commodities
including honey, organic products, cut flowers, essdstiahedicinal plants
and aquaculture.
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A Supporting rural communibased projects.

A Supporting Local Economic Development and the regeneration ebsmall
economies through an operational Local Economic Development Initiative

A Implementing an integrated a8t Economic Empowerment (BEE)
programme which addresses government procurement and internal trade
policy, identifies investment opportunities, develops sectoral strategies for
BEE, provides support for emerging contractors, facilitates community equity
paticipation, provides finance and community banking through the
establishment of a Provincial BEE Fund.

A Support for the provision of Trade & Investment Services.

A Unlocking strategic investment projects including the implementation of the
Dube Trade Port ouding logistics gateway, cyber zone, IDZ, airport, and
related residential and commercial value added activities.

A Support for Tourism Development and Promotion.

A Effective consumer protection and prudent business regulation.

A Supporting business financing

It furthermore is responsible for setting parameters for the operation and allocation of

funding to public entities. Public entities with a direct reporting relationship to the
DEDT include Ithala, TIK and TKZN.

4.4.1.2 Organisational capability

The DEDTedaf RI®antlign for the 2003/4 financial year is allocated as
follows:

A R96million to public entities;

R29million administration;

R16million Local Economic Development and rural projects;

R3Emillion to SMMEs;

R3.7million to economic policy; and

> > > > >

R137-million to special projects, of which Rdifion is allocated to the Dube
TradePort SPV. (In addition, the Treasury is holdingni&gh for the Dube
airport).

4.4.1.3 Challenges facing the DEDT

The restructuring process initiated by the DEDT has resulteddevelopment of a

more effective institution, with a clearly defined focus and improved capacity.
However, areas that remain unresolved relate to the absence edefineal
economic policy for KZN and the relationship between the DEDT and the
parasitals.
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The need to develop a comprehensive and articulate economic development strategy
for the province is becoming more urgent. Such a document would build on the
PGDS by identifying specific levers for growth, investment targets, developing
sectoral saitegies for encouraging exports, implementation parameters, lead agencies,
performance measures, targets and time frames.

The KZN Cabinet operates an economic cluster, incorporating ministries impacting
on economic development including the Premier, BBFiGulture and environment,
Transport, Finance, Public Works and Housing. The DEDT could play a lead support
role to this cluster through the necessary technical and policy support to the Cabinet
Economic Cluster. This would include interaction withgéeces required to give

effect to particular project requirements, for example, to facilitate interaction with the
Department of Transport in regard to the road infrastructure requirements of the
Dube TradePort.

The Department of Finance is buildingrdarimation base and undertaking an audit

of planned infrastructure spending in order to develop management competence to
prioritize strategic infrastructure spending in line with the economic and development
imperatives of KZN. The Department is, howesenstrained by the fact that there

is no economic strategy in place to utilize as a yardstick to guiderdakisign

In the post 1994 period it was assumed that it was the responsibility of national
government, most particularly the Department of Taadelndustry, to develop
economic and industrial strategy. As the functions and powers of different spheres of
government have developed, it is becoming increasingly evident that concurrent
powers exist between national and provincial government in teega@homic

policy formulation.

Thus the priority for the DED® in collaboration with the DHis to undertake an

audit of economic development andoperatively define national and provincial
competencies and roles and the respective powers of sgeoaies and bodies.

This role definition will need to be translated into a delineation of responsibilities in
concrete programmes and activities such as those of the implementation of the IDZs.
For example, the DEDT could play a particular role in texfpmiddressing policy to
alleviate the developmental blockages and location specific problems facing the
southern industrial basin of Durban.

The DEDT has increasingly engaged in a process of refining and detailing its
responsibilities in respect of eaqowm policy development and the facilitation of
economic strategies for KZN. The current strategic plan of the DEDT notes that the
Department needs to strengthen its policy mandate, partnership building and
leadership role in regard to economic stratagfopenent for KZN. The DEDT

does not intend to play an-thre-ground project implementation role, but will rather
focus its resources on defining project feasibilities/ businesses cases of projects,
building partnerships with stakeholders in order toogepebject implementation

and strategies and increasing its ability to gather and disseminate economic
information. Thus the DEDT intends to shift its role from that of a disperser of
funds to play a greater role in economic strategy development andiceconom
information management.

A proposed role for the DEDT would thus relate to:
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A Economic policy formulation and interaction with public entities in terms of
implementation.

A Acting as the first stop for economic information management resources in
KZN with the necessary research and economic information management
capacity.

A Developing a broad set of parameters to encourage investment into identified
strategic priority projects critical to giving effect to the Economic Strategy of
KZN. The role of the DEDT inthis regard would be to consider project
feasibility, and play a facilitation role in regard to strengthening logistics
competencies and the ability of public entities and stakeholders to implement
projects.

4.4.1.4 The role of public entities

The DEDT fship witle publit entities has improved as a result of a process
initiated by the former to clarify the roles of provincial institutiorésvigisthe
department. Monthly meetings are held between the CEOs of the DEDT mandated
parastatals and the Head afp@rtment. However, duplication between institutions
persists and they are sometimes unaware of their core competencies and the specific
role they should bring to particular programmes. To overcome this the DEDT will be
encouraging closer relationshipg/ben TIK, TKZN and Ithala.

Clear lines of authority between the DEDT and the public entities need to be
developed to ensure that policy parameters emanating from national and provincial
government can be communicated and implemented. In this regardthenD&

be acknowledged as the primary economic policy generator for KZN, with public
entities responsible for implementation of programmes and strategic initiatives that
give effect to policy imperatives. At the same time, open avenues of communication
must be secured between the public entities and the DEDT to ensure that economic
trends and issues arising from the research and programme operations of the public
entities are able to impact on the policy priorities of the DEDT. A proactive
relationship wit public entities must thus be pursued. Interaction must take place in a
formal institutional manner with clearly defined line function authority, regular
meetings and full reporting.

The DEDT needs to strengthen its ability to monitor and evaluate #wt aghghe
performance of public entities. To that end, the DEDT must develop the necessary
capacity to assess the proposals and business plans of public entities against its
economic policy imperatives, in order to develop proactive monitoring antbevaluat
procedures in partnership with the public entities. Public entities must, in turn, be
fully accountable to the DEDT for any monies disbursed to them in terms of detailed
performance targets, which should be open to public scrutiny through thegoublicati

of annual reports that include audited financial statements.

In regard to attracting investment into KZN, the DEDT has requested that the TIK
develop an investment protocol, which would provide guidelines for investment
promotion in KZN. In particulait should develop guidelines as to institutioral co
operation and partnerships and define the responsibilities of the respective spheres of
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government, address the necessary leverage required and chains of support available
to give effect to potential imstments.

Ithala has potentially a very valuable role to play in support of the implementation of
key projects, particularly in so far as technical support and financing is concerned. The
potential role of Ithala as a strategic investor needs to be cetpittirer where

Ithala has the capacity to provide leverage and equity in particular priority projects,
programmes and strategic investments.

By adopting an approach which identifies and delineates the particular competencies
of public entities and the IDH, yet at the same time encouragespesative
interaction between the respective bodies, there is an opportunity to institutionally
strengthen linkages between economic strategy and resources by utilizing the financial
and property management acumerititdla, the technical capacity of TIK, and
government leverage.

In order to play these roles both the DEDT and the public entities need to be
equipped with the necessary human resources and financial capacity to perform their
respective mandates. The DEDnN particular, needs to strengthen its capacity to
develop policy and economic strategy for KZN, communicate with public entities
regarding the implementation of policy and monitor and evaluate the outcome of
programme delivery. In this respect cordider should be given to strengthening

the DEDT's Business Plan to incorporate the need for more highly skilled staff,
greater economic management skills, focused policy and monitoring role and a larger
budget.

4.4.2 lthala Development Finance Corporation

The pwers and responsibilities of the Ithala Development Finance Corporation
(commonly known as "lthala") are determined by Section 3 of the KZN Ithala
Devel opment Finance Corporation Act, No.

A To mobilise financial resouscnd to provide financial and supportive services
to the people of KZN;

A To plan, execute, finance and monitor the implementation of development
projects and programmes in the Province;

A To promote, assist and encourage the development of the Provinaa's hum
resources and its social, economic, financial and physical infrastructure;

A To promote, encourage and facilitate private sector investment in the Province
and the participation of private sector and community organisations in
development projects and grammes, and in contributing to economic
growth and development; and

A To act as the Government's agent for performing any developlatsu
tasks and responsibilities that the Government considers may be more
efficiently or effectively performed by a ocaife entity.

In line with the mandate defined by the KZN Cabinet, the core business of Ithala
relates to:
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A Promoting and encouraging private sector participation in economic growth
and employment creation;

A Promoting entrepreneurship by acting as a DewetdpFinance Institution
operating within the context of the Banking Council Code and providing a
range of business and personal financial products. Sectors targeted for business
products include Agriculture, Industry, Commerce and Tourism; and

A Acting as aproperty portfolio holder and developer, providing industrial,
service and SMME sectors with rental premises such as factories, shopping
centres and office complexes

The strategic direction of the organisation is incorporated ¥Visitg, which
emphaises three areas: sée@nomic development (particularly with respect to
fulfilling its mandate in regard to the development dividend), financial sustainability of
the organisation and the building of partnerships.

The mission of Ithala is to be:

0 ainarftially sustainable organisation, representative of and identifying with the
community we serve, promoting economic groovibraicddsveimpment by:

A Identifying and implementing development opportunities;

Providing a range of productsasdhsdmrieet the needs of our clients; and

v O

A Complementing Government and private sector initiatives

We will achieve this by growing our organisation and actively seeking out partnerships in
socieconomic devel opment 0.

The legal and regulatory framewgokerning Ithala includes the Corporations Act

No 2 of 1999, and the Public Finance Management Act SA Banks Act (Ithala Ltd).
The institution attempts to abide by the King Code of Corporate Governance SA and
the Banking Code of Conduct. Despite the fattlthala does not have a banking
licence, it nevertheless complies with the provisions of the act. The Technical Service
Department is 1SO 9001 compliant. A fildgged Internal Audit Unit is in
operation and external audits are conducted annualigsfithon has furthermore
established a Fraud TQif Service

4.4.2.1 Institutional framework

I'thal ads Board of Directors, comprising on
Executive Directors, are appointed to hold office for a maximum of three years by the

MEC for Economic Development and Tourism in consultation with the Premier in

Cabinet. Board Committees include the Credit Committee, Assets and Liability, Audit,

and Human Resources.

Ithala comprises a number of corporate entities including:

A Ithala Development Famce Corporation Ltd (Group);
A lthala Ltd (Full Subsidiary);
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A Other subsidiaries (SPVs and JVs) such as:

7 Dube Trade Port Ltd
1 Albert Luthuli Hospital (Cowslip); and

A Other property joint venture companies.

4.4.2.2 Programmes

Strategic focus areas for the new finayeaalinclude the following:

A Improving the efficiency of IT Systems;
A Addressing neperforming & norfproductive assets (PIPs);

A Accessing donor funds in order to give effect to the Black Economic
Empowerment Fund;

A Proactive involvement in Strategic Rtejsuch as the Dube Trade Port and
Albert Luthuli Hospital;

A Effective arrears managemedignt service excellenaggularisation of
deposittaking;

A Developing the capacity of staff;

A Maximise noiinterest incomd new products (bank assurance);

A Addressing Black Economic Empowerment; and

A Review lending and pricing policies.
The organisationds activities are undertaken

TheBusiness Loans departmentesponsible for Ithala's small, medium, and micro
enterprise (SMME) development programme and its-bagginess development
programme, providing loan packages to cover building finance, plant and equipment
finance, working capital, land and fixed improvements finance, and empowerment
equity capital. Ithala furthactively seeks business partnerships, which will benefit
clients. Ithala business partnership with the World Bank, through its wholly owned
subsidiary, African Project Development Facility (APDF), is designed to bring direct
benefits to small and mediumtezprises active in KZN. APDF specialises in the
provision of business advice, management technique interventions and skills
development. APDF will contribute 50% of the cost of its business support.

The Properties departmernpromotes private sector @stment in industrial,
commercial and tourism development. Ithala acts as a property portfolio holder and
this division is responsible for the management of various Ithala owned industrial
estates and parks in KZN. It promotes inward investment to theese thoough a

range of financial packages including building finance, working capital, equipment,
furniture and vehicle finance, plant and equipment finance and empowerment equity
capital, offered via the Business Loans Department. Ithala also devettps one
shopping centres in primarily rural areas. Ithala provides tourism investment support
and tourism development services, specifically in the field of tourism development
funding, focussing on etmurism facilities, game lodges, tpatker operatienand
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guesthouse ventures. Ithala supports joint ventures in commercially oriented tourism
development and facilitates communétyed tourism projects.

Ithala Limitedis a ringenced wholly owned subsidiary of Ithala, and provides home
loan and home iprovement loan financial packages and related information services
primarily aimed at the lamcome end of the housing market.

In addition, Ithala provides a savings service including savings accounts, fixed
deposits, target and club save products pdulteugh a branch network to
particularly rural communities and firsie savers not generally catered for by
commercial financial institutions.

The five main categories of operation include savings products and services,
homeowner financial packagassiness loans, property portfolio, strategic projects
(DTP, IDZs) and bank assurance.

The Black Economic Empowerment Fund (BEEF) was established as a partnership
between Ithala and DEDT. The purpose of the Black Economic Empowerment Fund
(BEEF) is to:

A Accelerate authentic BEE;
A Promote entrepreneurship;

A Improve access to capital by, inter alia, relaxing security requirements for
qualifying loan applications;

A Improve business management skills by providing technical assistance to
successful applicants; and

A Reduce and manage hiigk levels.

Ithala is responsible for the operational management within an agreed set of
guidelines, with quarterly reports provided to the DEDT. The DEDT is responsible
for policy frameworks and funding. Economic sectors t@iigetede those that will
maximise benefits for BEE. Currently the focus of the fund is on tourism projects. It
is intended to further extend institutional arrangements for the fund to involve
partnerships between multiple partners. This may take thef fargection 21 not
for-gain company.

The fund provides assistance in the form of loan finance, technical assistance and
guarantees. Qualifying criteria for accessing the fund include:

A Basic: Persons from previously disadvantaged communities with specific
emphasis on PPGs in which the enterprise should be owned/managed or
sufficiently influenced by individuals from previously disadvantaged
communities, especially PPGs; and

A Business: Financially viable, with security requirements constraints, and
requiringtechnical assistance. Applications between R250,000 amdlig2.5
are considered.
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The fund is at present sourced from the DEDT, withrRilllon received to date.
Further funding is being sought from donor agencies and relevant institutions. The
targeffor funding drives is set at R28lion to R5@million.

4.4.2.30rganisational capability

Ithala employs approximately 1000 employees and has in place effective mechanisms
for staff development and performance management of all activities. The impact of
Ithala programmes is evidenced by the following results:

Table 410 Ithala savings

Amount Number HDI %
R852million 471,650 95

[Source: Ithala]
Table 42 d Business loans

Sector Amount (Rm) Number Arrears%  HDI %
Agriculture 21¢ 1,45( 1z 8¢
Commerce 351 1,65: 14.t 6¢
M &L 23 40: 7 2¢
M&S 12( 1,25( 3C 82
Total 57: 3,10:
[Source: Ithala]
Table 43 d Home loans

Amount (Rm) Number Arrears%  HDI %

Bonds 801 14,66 11 6t
Progress 2 221 ot
Home improvements 61 5,19. 1 9¢
Total 86¢ 20,08

[Source: Ithala]

Ithala plays a fundamentally important economic developmental role in KZN. The
financial and property services offered to investors targeting emergirgy hraaeket
supported the development of numerous initiatives throughout KZN. The provision
of an extensive range of services to clients within a market historically ignored by the
banking sector has assisted the development of a culture of savings irsedarginali
and poor communities.

Their remains, however, potential for further maximizing the financial, technical and
developmental role of Ithala in KZN. The DEDT should engage with Ithala around
extending its developmental role to further support the ecopoliicimperatives

of KZN. The potential role of Ithala as a strategic project implementer and investor
needs to be explored further. Ithala has the capacity to provide leverage and equity in
particular priority projects, programmes and strategic invissthezaby acting as a
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catalyst to support an economic strategy of KZN. Such a role is beginning to emerge
with the role being played in respect of the Dube TradePort and could be extended to
other areas of attention. This may require that the DEDT pritnddeecessary
finances and resources to capacitate Ithala to fulfil this additional responsibility.

4.4.3 Trade and Investment Kviketalu

Trade and Investment KZN (TIK) is the provincial trade and investment promotion
agency, established and funded by thBTDHEollowing the merger of the KZN
Economic Council and the KZN Marketing Initiative, and the subsequent
amendment of the articles of association of the Economic Council, in 2001.

The mandate of the organization is to promote, support and facilit&e trad
investment and economic development in KZN. Its vision is to:

Omake the province of KZN the premier i nvestn
trade. Within an agreed policy framework for trade and investment identify and package

investment andrexpale opportunities in Kwéataly provide a professional and

comprehensive service to potential and current exporters; ensure success to investment and

export trade opportunities and sustained after care; brand and market provincial

investment dpities and link opportunities to the development needs through the
facilitation of strategic partnershipsé.

TIK operates within the policy parameters set by the DEDT. Its primary
responsibility is to act as an implementing agent responsible for emptadeyand

investment into KZN. The primary target is Foreign Direct Investment, followed by

domestic investment. The TIK is required to provide the DEDT with performance
measur es against whi ¢ h inttdines ofoengpwagingz at i ond s
invesment, creating jobs and facilitating traday be measured.

The TIK further aims to support the development of a broad economic strategy for
KZN, particularly by giving consideration to government procurement policies and
encouraging procurement and iserdelivery to be sourced from companies located
in KZN.

4.4.3.1 |Institutional framework

TIK is an association incorporated under section 21 of the Companies Act of 1973. It
is accountable to the MEC for EDT and the DEDT. The Accounting Authority is the
Board comrising norexecutive directors, which meets on a quarterly basis. Board
members include representatives from the private sector, parastatals, provincial and
local government and trade unions. Board Committees include an Executive
Committee, Human Resoescand Audit Committees.

4.4.3.2 Programmes

The six main programmes of the TIK are outlined in the strategic plan, which is
currently under review. The programmes include:

A Expansion of local fixed investment and export trade. Programme activities
include interamn with local business, assisting exporters with export
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marketing incentives, lobbying for local incentives, promoting skills
development, the establishment of beneficiation projects, and the hosting of an
exporters database. Sectors identified fortpraitention include the textile
industry, agriculture, tourism, automotive industry and components, arts and
crafts, aluminium, and ICT.

Increase foreign direct investment and international trade. Programme activities
are directed at undertaking trade iawestment promotion missions, hosting
business delegations, participation in trade and investment delegations,
monitoring investment trends, gathering and disseminating information
pertaining to trade and investment opportunities in KZN, providingtproje
support and aftercare services to investssgsting existing and new investors
with applications for investment incentives, linking investors with appropriate
service providers including the securing of project and operational financing
and assistgnforeign investors with applications for work permits.

Integration of public / private sector input. Programme activities include
encouraging public private partnerships, developing and strengthening
relationships with local companies and strengtheniag pthvinces
international economic linkages.

Promotion of Black Economic Empowerment (BEE) and the establishment of
appropriate institutional arrangements. Programme activities relate to the
facilitation of joint ventures, facilitating business linkagesebesmall and big
business, the development of appropriate equity arrangements, encouraging
beneficiation, the identification and packaging of investment opportunities and
monitoring progress achieved by black owned businesses through the BEE
database.EE is a dominant theme in all the sectoral activities undertaken by
the TIK.

The creation of an investor friendly climate. Programme activities are
concentrated on developing effective relations with strategic partners,
influencing empowerment and invesim policy. A memorandum of
understanding has been secured with TISA, which addresses areas of co
operation including those of staff development, project management systems
with respect to the EMIA scheme, andoperation around investment
promotion actiiies. Interaction with the Durban and Pietermaritzburg
Chambers of Commerce is undertaken as is with the Durban Investment
Promotion Agency (DIPA), Richards Bay and Midlands investment Initiatives.
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Specific services offered within the various prograofesTIK include:

A Provide assistance to emerging international traders;
A Assist with international trade enquiries; and

A Assist investors.

4.4.3.3 Organisational capability

The TIK has undertaken a phased appointment of staff, with an initial appointment

of 18 members (14 operational and 4 support staff). It is intends to build its staff

complement to include a full staff capacity of 29. The organisation has an annual
budget of RI#nillion, with phased increases over a-eaeperiod.

Customer orientation, érperformance measurement systems are currently under
review. A Staff skill audit is being undertaken to address skill gaps in terms of fulfilling
the operational activities of the organization.

The TIK has the capacity to play a fundamentally import@ninrgoromoting
investment and exports in KZN. As a fledgling institution, its organizational,
programme implementation and human resources capacity are in the process of
development. The role of the TIK would be further strengthened by the development
of an economic policy for KZN in order to provide the framework within which a
focused trade and investment framework and implementation policy for KZN could
be developed.

4.4.4 Tourism KZN

Tourism KZN is the official agency through which tourism in KZN is proinote
developed and marketed. The institution receives its mandate from the KZN Tourism
Act passed in 1996 by the KZN legislature.

The primary purpose of the act is to:

OProvide for the establishment of bodies to
KwaZuHNatal within the framework of national and provincial tourism policy and

Legislation, and to provide for matters inci@ental thereto

The KwaZuluNatal Tourism Third Amendment Bill of 2002 governs the relationship
between different spheres of goverrinag provincial institutions responsible for
tourism promotion, marketing and development. The recently revised KZN Tourism
Act governs the TKZN, sets out legislative parameters, determines powers and details
the form that the representative structuresu@ing the reconstituted board) are to

take.

With the appointment of the first Board of Tourism KZN in-&889, a thregear

strategic plan of actiompurism Strategy 20@3 launched. In order to realize the

vision of the organizatiod which is ér KZN to be recognized nationally and
internationally as Af rTowisnbSdratqyy 2668tifieelr t our i s m
five core strategic elemeritsa strategic marketing framework; an international
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marketing strategy; a domestic tourism gyratee implementation of a tourism

product development strategy and a corporate governance strategy. Consistent
throughout the i mplementation of Thehese progr
Kingdom of the dulu.

4441 Institutional framework

The TKZN has aidect accounting role to the MEC for Economic Development and
Tourism (EDT) and the provincial DEDT. The board appointed in terms of the
KZN Third Amendment Bill in 2002 by the MEC Economic Development and
Tourism, governs the TKZN. Board Committees diechuDevelopment, Marketing,
Audit and Corporate Services Committees.

Additional stakeholder liaison committees include:

A Research and Information Advisory Services Committee;

A Investment Advisory Forum;

A CEO and Municipal Managers Forum; and

A Charters and\Aation Steering Committee.

Cooperation with SA Touri sm, South Africads
improved since 2001. Regular meetings and workshops are held with the DEDT

KZN and ccoperative structures have been established with other iptcaic

national departments and public entities includgtigct councils and the Durban
unicity

In addition TKZN coeoperates actively in the following nationabrdmating
structures:

Ministers and MECs Tourism Meeting (Tourism MINMEC);

MINMEC Interprovincial Steering Committee (MIPTECH);
Development Working Group of MIPTECH,;

Research Working Group of MIPTECH,;

SA Tourism and Provincial CEOs Meeting; and

L > > > >

A Tourism Transformation Forum.

TKZN launched a voluntary registration system for the KZN tourgumstry in July

2001, with over 1800 establishments having registered. Registered establishments
benefit from recognition as a registered KZN tourism establishment and access
services such as the TKZN database and partnership programme. Regulations to
méeke registration mandatory have been drafted and are currently with the MEC for
Economic Development and Tourism and the Parliamentary Portfolio Committee.

4.44.2 Programmes

Domestic tourism marketing strategy

14:
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The TKZN domestic tourism marketing strategy is desigm provide a generic

marketing platform to market KZN as a domestic tourist destination under the
0Kingdom of the Zulud6 brand. Around vi ti es
promotional campaigns, advertising in various print and electronic media, and
participation in domestic trade shows and exhibitions. This includes a cooperative
drive with local travel and tourism operators to sell KZN destined holiday packages to
boost occupancy during low seasons. Key cultural, sporting events and news events
aregiven exposure, in order to attract tourists and include previously excluded areas
into the tourism mainstream.

International tourism marketing strategy

The maj or focus of TKZNOGSs i nopenativeat i onal
marketing ventures wittmajor outbound tour operators in key source markets
including Germany and the United Kingdom. This includes the hosting of trade
workshops and trips for media and South African inbound operators to expose them

to KZN-based product owners and operators, paudicipation in numerous
international shows and exhibitions.

TKZN has adopted a charter flight policy for tourism in the province. The need to
secure charters to Durban arose partially out of aviation policies that favour the hub
and spoke practices ®duth African Airways, which encourages international airlines

to fly to Johannesburg and have their passengers transported domestically by SAA.
Research indicates that this policy has impacted negatively on arrivals to the region.

Strategic product development

In order to ensure the effective transformation of the tourism industry within KZN,
the Department of Economic Development and Tourism identified areas for specific
attention by all provincial departments including community based tourism
developmetand Black empowerment in the tourism industry.

TKZN provides assistance to small business in the following areas:
A Training and accreditation of small and emerging businesses, such as tour
guides;

A Marketing Assistance programme for marketing materiptenmte their
businesses;

A Assistance with participation at domestic and international trade and consumer
shows; and

A The procurement policies of TKZN.

TKZN has managed Poverty Relief Projects with more thamili8@ accessed

from the National Departmenf Environmental Affairs and Tourism for projects

that benefit historically disadvantaged communities during 2002. A dedicated

Community based tourism unit is responsible for the promotion of community based
tourism product.

The product development stigateaims to:

14+
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A Broaden ownership in the industry, particularly amongst the previously
disenfranchised sectors;

A Compliment and improve the existing tourism product mix by identifying key
tourism development projects and sites for private sector investment;

A Give support to the strategic marketing framework and brands;

A Facilitate new investment/funding in areas of low economic activity and
provide a strategy for tourism in rural areas; and

A Establishes a spatial framework for future product development;

A Identifieskey nodes and sites for public sector funding including that of
infrastructure requirements;

A Provides a funding and investment strategy; and

A Identifies core institutional, functional, and legal and policy issues.
The strategy highlights 12 projects as doe priority attention:

Zulu Heritage & cultural trail;

King Shaka Tourism Route within the Limber District Council area;
Emakhosini Heritage Park: Valley of the Kings;

Isibaya: Royal Zulu House at Nongoma;

Richards Bay Cruise Ship Passenger Terminal,

Coastal Resort Development: Tongati River Mouth;

Durban beachfront: strategic tourism development plan;
Repositioning of the Valley of the 1000 Hills;

v > >y > D> >y D> D> D>

Development of the Mnweni Valley Development within the Ukhahlamba
Drakensberg Park;

p>N

uKhahlamb@rakenshbey Park: access roads and signage;

p>N

Development of Oribi Gorge and Mzimkulu Nature Reserve on the South
Coast; and

A Marina Resorts Development on the KZN coast.

4.4.4.3 Information services

TKZN maintains a tourism information management system and research
programre. This includes a website, Fax on Demand service, Tourism Asset
Database, undertaking of market research and monthly survey, the dissemination of
research brochures an information resource centre, and various tourism information
offices established at &ions such Durban international airport and V & A
Waterfront.

The imaganarketing component of the TKZN strategy comprises Corporate
Communications (strategies undertaken to promote Tourism Strategy 2000 and
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TKZN), and Image Positioning strategy to reveegative perceptions in relation to
crime, disease and grime in KZN.

Service levels and performance measurement systems

TKZN sets macro goals that relate to improving the performance of the tourism
industry in KZN and micro goals for measuring the padioce of TKZN.
Quarterly reports are provided to the DEDT in respect of monitoring performance in
reaching the macro and micro goals set.

Micro goals monitor

A Consumer response to services offered, including brand recognition;
A Use of web site;maail,telephonic, mail enquiries and vialgnquiries;

A Brochure distribution; and
A

Trade response to services offered including recognition of slogan, awareness
of campaigns, perceptions of performance, role recognition and registration
rate.

It is estimated #t Tourism KZN will reach the following economic targets with the
following budgets*:

Table 44 6 TKZN economic targets

2001/2002 (Rm 2002/2003 (Rm
Budget 27 3t
Direct expenditure 16¢ 18:
Impact on GGP 23¢ 25¢
Total 'impa_ct)n employment: 262" 2 75¢
sustained jobs ' '
The Tourism KZN budget influences 25% of

tourists whose decision to visit was influenced by marketing media. These tourists are
expected to spend at least Rib@iBon in tke province in 2002 and R4@Rlion in

2003. Research has revealed that the economic multiplier for tourism in KZN is in the
order of 1.42, which implies that the total impact of this spend will be in the order of
R239mn in 2001 and R258mn in 2002. Thdogmpnt multiplier for tourism is
estimated to be 15.6 jobs for every R1mn of direct tourism expenditure in 2001 and
14.6 jobs in 2002.

4.4.4.4 Organisational capability

KZN

TKZNG6s human resource development programme

A Education, training and capg building on community based tourism
projects;

A Bursary scheme for students studying travel and tourism;
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A Teacher training support programme in partnership with the University of
Zululand;

A Student internship programmes; and
A Tour guiding assistance progmnzes.

TKZN has undergone some limited internal restructuring during the course of 2002.
It has streamlined various divisions to ensure that they remain focused around their
core areas of competence and restructured the management team. It employs
approximgely 45 staff members. Currently staff and operational costs constitute less
that 25% of the provincial grant and around only 10% to 14% of annual turnover.

TKZN has developed into an efficient organization. However, it appears that the
organization needs give greater attention to marketing the diversity of its tourism
product and increasing advertising both nationally and internationally.

4.4.5 Dube TradePort Special Purpose Vehicle

Initiatives to establish the Dube TradePort were outlined in section Ziah spe
purpose vehicle (SPV), which falls under Ithala, has been established to manage its
implementation.The project was initially driven by the provincial Ministry of
Economic Development and Tourism, and is currently managed by an interim Board
comprisiig the DEDT and Ithala. It is intended to expand this to include the unicity
and the provincial Department of Transport staffed through secondments.

4.45.1 Development and implementation milestones

A Passenger Airport Feasibility Analysis for the project watetenirip January

2001, together with a logistics concept and master plan. The national cabinet has
granted in principle government approval of the project concept. Current initiatives
are focused on the finalisation of the detailed business plan / etifaiance
packages and project commercialization.

The implementation phase of the project, including detailed design and construction,
is set for 2003 to 2005. The IDZ / Cyberport operations are mooted for 2004 to
2005. It is intended to commence comrakseiion of land on the Southern
Industrial Basin in December 2005, with the passenger terminal operations of the
Trade port operational by 2006.

4452 Cost

The proposed deadline for completion of the initiative is 2006. The total start up
phase budget for theitiative amounted to R1.280llion at September 2001 prices
excluding escalation (this includes R8i@n for the airport and runway facility and
R270million for the IDZ and cyberport).

The successful implementation of the project requires futdrgioa to securing
stakeholder acceptance of the project including that of ACSA, and ensuring that
attention is paid to developing the economic imperatives to give effect to increased
logistics requirements in KZN.
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4.5 Conclusion

The successful implentation of a provincial industrial strategy that prioritises
employment creation and skill formation, while being cognisant of the deleterious
economic impact of HIV/Aids, is dependent on the efficacy of the instruments
utilised in its implementation. Tlange of instruments at the disposal of provincial
government is spread over many institutions, including national and local government.

In addition to the provincigvel institutions identified above, the resources and

programmes of the DTI, IDC, DBSAdNational Treasury will play an important

role in promoting industrial expansion in KZN. Hence a key challenge is to mobilise

the resources of these institutions in suppo

The overarching priority for DEDT is to develop titkrl policy framework for the
provincebds economic devel opment t hat pri or.
areas. This will focus the resources and programmes of the public entities that are

mandated by DEDT on defined outcomes. The absence aofemrobing policy

framework is clearly inimical to sustainable economic development.
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5 Future economic prospects for KZN:
challenges and opportunities

5.1 Introduction

KZN is the most populous province in South Africa, with the highest level of

unemployment anda severe incidence of HIV/Aids. Moreover, it has a

di sproportionately high share of South Afric
t he mo st i mportant |l ogi stics pl atform for
economic fortunes will therefore cledrdywe a significant impact on the broader

South African economy.

While KZN has a number of weaknesses, it al
strengths are related to its geographic position, resource endowments and logistics
infrastructure. The struce of the economy, which differs from the broader South

African economy in that the mining sector is much less dominant, may be interpreted

as a source of strength in the context of the decline of the mining sector and its

uncertain future within the gldleconomy.

Key weaknesses of the KZN economy are related to its high levels of unemployment

and high incidence of HIV/Aids. The evidence also suggests that skill formation is

not taking place at the desired gace and th
responsive to the skill demands emanating from industry. In terms of the structure of

the KZN economy, the higher share of manufacturing enterprises has meant that the

province has been more vulnerable to the negative impact of trade liberalisation as

South Africa becomes integrated with the global economy. For this reason, the

clothing, textile and industrial chemical industries have been experiencing decline and

face an uncertain future.

5.2 Opportunities

Opportunities for economic growth and develpmabound within the KZN

economy. The structural shifts within the economy that have emerged over the 1995

to 2001 period suggest that the provincial economy is undergoing the structural

adjustments necessaryspecialisén its areas of strength (foraexple, aluminium,

paper and pulp, transport and communication) in order to become a global player.

While the decline of certain industries (for example, textile) will have a negative

i mpact on KZNG& s gr owt h prospect s, it i s 3
competition.

The buoyant growth of a number of industries in the secondary and tertiary sectors in
a context of trade liberalisation, suggests that they have made the necessary
adjustments to their cost structures to become players in the global arena.
Opportunities for expansion and the development of backward and forward linkages
in the business and financial services, transport and communication, paper and paper
products, no#ierrous metals and petroleum sectors should therefore be actively
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sought. In his regard, the potential to develop clusters should be more actively
pursued.

As regards smaller industries that have demonstrated expansion, their potential for
further expansion and potential for cluster development as well as their current
position wihin global supply chains should be investigated. Within this grouping, the
motor vehicle and parts and wood furniture industries have been the preoccupation
of policymakers and researchers in KZN. Recent developments with respect to
Toyota (including owrghip changes and plaewel restructuring to gear up for
production for the global market) bode well for the future expansion of this industry.

It also has potential for cluster development, particularly in the supply of components
which are currently img imported from Japan.

Other industries that show signs of occupying a more dominant position within the
KZN economyincludeprinting & publishing, beverages, satectrical machinery
andiron & steel. The printing and publishing industry, for examjugs éackward
linkages with the dominant paper and paper products industry which is currently
experiencing buoyant growth. This suggests that there may be opportunities for
enhancing the competitiveness of both industries through clustering.

Initiatives ar r ent ly wunderway to restructure South
decision to fadtack the process of concessioning the Durban Container Terminal

presents an important opportunity for the KZN economy. The removal of the

obstacles presented by a peoriyhaged and inefficient container terminal will not

only reinforce Durbanos position as Sout heil
(hence removing the threat of competition from Maputo and Ngqura), it will also

provide a catalyst for the developmentéd soepkor t 6 oper ati ons, whi
provide a substanti al boost to KZN&6s manuf ac

The expansion of the Durban Port through the enhancement of its container handling
capacity and the creation of an additional -purpiose terminal willlss have
positive spiroffs for the KZN economy as higher volumes of cargo moves through
the port. While these two restructuring initiatives will be driven by the Department of
Public Enterprises and the National Port Authority, once they are in pkderthe

to which their benefits are fully exploited is dependent on the KZN government and
the Ethekwini Metropolitan Council. In this regard, the identification of industries
that could develop or expand existing operations and the facilitation of such
erdeavours will be key to unlocking these opportunities.

In terms of initiatives that are under the direct control of provincial government, the
three spatial development initiatives (Lubombo, Richards Bay and Pietermaritzburg
Msunduzi) and two industriagwilopment zones (Richards Bay and Dube Trade
Port) present an opportunity to greatly enhance the growth rate of the provincial
economy, while at the same time enhancing its ability to integrate within the global
economy. There is, however, a range ofengaek associated with the successful
implementation of these initiatives.

In a context where the skill of the labour force is becoming a more important
determinant of competitiveness than resource endowments, KZN has significant
institutional capacity wevelop a skilled labour force. Indeed, KZN has the highest
proportion of further and higher education and training institutions in the country. If
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they are able to be responsive to the demand for skills from industry, rapid skill
formation is attainable.

5.3 Challenges

The challenges confronting the KZN government in its efforts to promote economic
development emanate from both structural weaknesses within the economy, and the
national institutional framework within which instruments of industrial gaolide
accessed and implemented.

As regards structural weaknesses within the economy, the most critical challenge is the
high and growing level of unemployment in the province. In terms of the expanded
definition of unemployment (which includes discounagdcers) 46% of the labour

force is unemployed. This amounts to in excess of 1.6 million unemployed people for
whom jobs must be created. In fact, entrants to the labour market (net of those who
exit) averaged 155 000 per annum during the 1996 to 264l ipeerms of the
expanded definition of unemployment.

This means that merely to maintain the status quo of a 45% unemployment rate,

150,000 jobs have to be created each year. To make any inroads into the
unemployment rate, far more than 150,000 jobss i be created. KZN
unemployment problem is exacerbated by the structural shifts that are emerging

within the economy. As is the case in the national economy, as a consequence of trade
liberalisation labotintensive industries (for example, clothing fantivear) are

declining, while capital, technology and skills intensive industries and sectors are

expanding. In such a context, unemployment among thskdkdi and unskilled
mushrooms, while the economyofsagemsbi |l ity to gr

Hence alongside employment creation, a human resource strategytrieksfagill

developmend in a manner that is responsive to the demand for labour emanating

from growing industriei s essenti al . It appear s, howe v«
edication institutions remain unresponsive to the skills required by its economy.

Moreover, the decline in the matric pass rate and number of university exemptions

suggests that the primary and secondary education system is not performing well. As

South Afi@ds i ntegration into the gl obal econom
provinces will become much more important than their resource base as a driver of

growth. Hence the KZN government must reform its education institutions as a

matter of urgency.

As re@rds employment creation, Appendix A has argued that at this juncture of

South Africads de v dnteospanexpoits do moaprovidetan r vy , |l abo
avenue for job creation. In a context where the majority of the unemployed-are semi

skilled and undled, the expansion of economic activity in thetraolables sector

represents and avenue for job creation. Moreover, these sectors can be stimulated

through government expenditure. In the construction sector, for example, the
development of infrastrucauwill create a demand for unskilled and-siahed

labour. In the context of KZN, phase 2 will provide a more comprehensive approach

to tackling unemployment.
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A further formidable challenge confronting KZN is the high prevalence of
HIV/Aids. From the pespective of labour markets, while it will reduce
unemployment it will also negatively impact on productivity as workers become
symptomatic and will add to skill shortages when skilled workers afflicted by
HIV/Aids exit the labour force. While the treattnehaffected people remains the
responsibility of the KZN Department of Health, the DEDT must be cognisant of its
negative economic impact and develop a strategic framework for mitigating such
impacts.

The high prevalence of HIV/Aids in KZN will, howeveantinue to create a
growing demand for health services. Hence the sector must be capacitated, in terms
of capital and skills, to grow in tandem with the demand for these services. This will
not only provide a humane way of dealing with the victims diI¥AIDS

epidemic, it will also create employment and generate multipliers.

The role of the informal sector within the KZN economy must be addressed if
incomes and productivity within this sector are to be enhanced. Related to this is the
challenge of féitating entry of small, micro and medium enterprises into a range of
sectors in the KZN economy. This is, in turn, related to black economic
empowerment through both the creation of new economic opportunities and the
transfer of ownership stakes in @xjsénterprises to empowerment companies.

While nodal developments have the potential to act as a catalyst for economic
expansion, they may not yield the anticipated benefits if they are poorly conceived or
inadequately implemented. In this regard, thenhloo initiative appears to be on the
wane as the expected investment has not been forthcoming. Hence it is imperative
that the KZN government facilitates the inflow of such investment.

As regards the Dube Trade Port, while it holds enormous potengiasit@ning

KZN within global supply chains the precise nature of the industries that will render it
a success remains vague. If the KZN government is to secure national support for
this initiative, the economic logic that will guarantee its succeds heesiselt out

much more clearly. The identification of industrial clusters that could find a place
within global supply chains is essential both for securing national support and
ensuring that investment flows into the IDZ.

Of relevance to the two promuk IDZs is that there is a strong possibility that
existing domestic and international firms will relocate to IDZs to enhance their export
competitiveness. The net effect is therefore likely to be diversion of existing economic
activity to IDZs: mostly, thbesttase scenario in a lgnowth economy is probably

one where firms relocate and expand their business into export markets.

This will unleash a range of economic, social and political dy&andksling
competition among provincdwith potentialf undesirable outcomes. Clearly, there

is a limit to the quantum of exporiented firms that will locate in IDZs and the

timing of their implementation, together with the locational advantages they offer in
terms of access to inputs and transport nogésbe a critical determinant of their

spatial location. Hence there is some urgency to secure the designation and operators
licences for the Richards Bay IDZ and Dube Trade Port.
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In terms of institutional capacity to promote economic developmenty iksueeis

that there is currently no overarching economic development policy to focus the
activities of the various public entities that get their mandates from DEDT. It is
clearly imperative that this vacuum in strategic orientation is remedied ersod matt
urgency.

The lack of cooperation between provincial and national government (in particular,
the DTI) currently acts as a constraint
is essential that the DEDT and its agencies facilitate thetakéhe incentives

offered by DTI (for investment, competitiveness, innovation and SMMES) by firms
located at the provincial level. This is not only key to the expansion of existing
enterprises, but to the promotion of greenfield investments. To acconigligiet
challenge is to build a functional relationship with DTI.

5.4 Conclusion

The KZN province, on the basis of its resource endowments and productive capacity,
as well as the emerging structural changes within the provincial economy, has the
potentid to achieve much higher growth rates in the future. With effective
government interventions, a number of latent opportunities can be unlocked. The
critical challenges are employment creation, a more effective skills formation strategy
and finding ways tmitigate the negative impact of HIV/Aids. A further challenge is

to align national, provincial and local institutions and policy instruments to realise
sustainable economic development in KZN.
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6 Appendix A: The natioral context: the
impact of industrial policy

Provincial development strategies are located within the framework of national
Industrial policy, over which provind&lel institutions such as the DEDT have little
influence. Indeed, as highlighted in se&idhe role of provincial government is to
implement these policies by utilising the instruments created by national government
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(for example, preferential market access and investment and incentives). Provincial
level institutions are best placed toa@bexrause of their superior understanding of
the dynamics of the provincial economy.

To effectively steer the regional development trajectory, provincial government must
be cognisant of the complexities of industrial policy and the rationale undetpinning i
From a strategic perspective, it is essential that the institutional interface between
national and provincial government enables the latter to effectively utilise its
instruments to promote targeted industries within the regional economy.

This sectiorsets the context within which the KZN economy has performed in the

postl1 994 peri od. To that end, an overview of .
trajectory is provided. In addition, the shift in industrial policy in th&9®gksperiod

is surveyednd its impact on the economy analysed.

6.1 Industrial development in historical perspective

South Africads i ndustrial devel o-pment traj
substitution industrialisation. Due to the small size of the local market (a small

economy amh poor distribution of income) it is believed that import substitution

opportunities were largely exhausted by the late 1970s. This fact substantially
contributed to poor productivity, high levels of industrial concentration and slow

growth throughout theconomy.

There is widespread consensus that since the 1980s, failure to shiftdoiexieott
industrialisation policies has constrained the development of the manufacturing
sector. This is because lack of exposure to international competition as tmimic

enhanced efficiency and innovation. The cri
i ndustrial devel opment trajectory is, howeve
As a Ominerals economyao, South eafby i cads i ndi
al | the attendant complications associated

1994a, Davis 1995, Ostensson 2000). In general, minerals economies tend to grow
and to experience structural shifts more slowly thaminenals exporters. Theyoals

tend to have a more capitabnsive structure of production. 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 developmehit has the impact of mopping up the labour surplus
(Syrquin and Chenery 1989,). The pattern of development experienced by labour
surplus developing economies usually follows along a familiar path, where under
productive labour moves off the farms, artd Ilabour 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 ircapptaintensive 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 mtegzanomy that is
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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 stristural shi

In contrast, the minerals economies tend toeflegpfrom the resource base into

heavy and chemicals industries (HCI) developmerasbing 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 intensive agricultural and manufactured exports ureompetiti

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 ofricome inequality and unemployment result, since the HCI sector is capital
intensive. Moreover, domestic demand may not expand as much as in other
economies.

In accordance with the experience of other minerals economies, South Africa
bypassed the phased#velopment where large numbers of workers are absorbed
into low cost, low skill labour intensive tradables. The ideal period for this phase
arises where there is a labour surplus in a context of low egddenuost
structures. In other words, the comtef a less developed country where labour is
cheap, but so is the cost of living. The low cost structures are often maintained by an
agriculture sector that supports large numbers ofemgdoyed workers.

The low growth and high levels of unemployriet characterise the South African
economy today are a consequence of the development trajectory that is peculiar to
minerals economies. The attendant price distortions were amplified by the political
agenda of the Apartheid regime. These two factbibitéd role of the
manufacturing sector as an engine of growth.

6.1.1 Early attempts at trade liberalisation

In the context of a stagnant and uncompetitive manufacturing sector, the movement
towards more open global trade began in the late 1980s. A keyofesttainmg
international competitiveness was theeapibrt bias that the protectionist tariff
regime had created. Aaxport bias is a disincentive to export, relative to producing
for the domestic market, created by tariffs and other measurestdwtdumestic
industries. This raises the profitability of selling into the domestic market, relative to
exporting, because the price is higher. Domestic industry therefore has no incentive
to export and hence no means of becoming internationally tiompeti

The most fareaching measure to redress-eqgort bias was the General Export
Incentive Scheme (GEIS), which was introduced in 1990. It was meant to help offset
the competitive disadvantage experienced by South African firms as a result of
inflation, exchange rate fluctuations and the price of local inputs. The amount of cash
assistance offered by GEIS was varied by an inflation and exchange rate adjustment
factor.
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Even the most generous combination of incentives (the GEIS and duty rebates),
howeer, did not equalise the price received in domestic and in export markets, so
that an antexport bias persisted. GEIS and the duty rebates both had the effect of
raising the profitability of exports by reducing associated costs. However, the high
rates ofeffective protection meant that there was still a price advantage in the local
market, linked to import parity pricing. Since the GEIS incentive contravened World
Trade Organisation (WTO) rules governing export subsidies, it was phased out by the
end of B97.

In combination with punitive welfare costs incurred by South African consiimmers

the form of much higher prices relative to imposasd high and growing levels of

unempl oyment , the structure of South Africeé
unsustainable when the democratic government took power in 1994.

6.1.2 Small firms and limited spread effects

Legal exclusion from vertical mobility severely limited the expansion of
entrepreneurial or artisanal skills among the black population. Smallfeiothing
regardless of race, have stagnated over the period studied. In the South African
context, black firms have experienced even greater difficulty as a result of exclusionary
legislation, insufficient availability of credit, market access and higheosigp

(Nattrass and Nattrass 1988; Rogerson & da Silva 1986). Such shortages have had an
impact on the supply of small businesses and on the organisation of production.

African traders had experienced discriminatory legislation since as earlR@s. the 19

Yet, the restrictions intensified from the-&880s with the evolution of the Separate

Devel opment ideol ogy. Fundamentally, 0. .. Af
| ocations. .. (were). .. regarded as Ot empor
(Southall 1980). The restraints became particularly severe in 1963 when a circular was

issued to local authorities by the Department of Bantu Administration and

Development.

The implications of these controls are threefold: first, the restrictions on black
business raised the cost of inputs and hindered their access to markets. Inputs for
black businesses had to be bought from the White centres; transport costs raised the
price of these goods. Moreover, the majority of township dwellers worked and spent
a lage part of their day in White areas. Yet, the Group Areas Act stipulated that
Africans could operate businesses in black residential areas only (Nattrass & Nattrass
1988).

Second, access to credit constituted a major barrier to the development of African
businesses. There had never been many sources of capital available to small business.
The lack of freehold rights in urban areas precluded the possibility of using real estate
as collateral against loans (Southall 1980).

Finally, an artisanal class watsdeveloped during the period of industrialisation, as
Whites were moving out of industry into higher paying jobs. This partly contributed
to a concentration of production in large plants with relatively little subcontracting:
small firms would have nogkeloped the skills to supply the market. Moreover, the
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supply of skilled staff would have limited the ability of producers to expand
horizontally.

6.2 Industrial policy in the post-1994 period

The democratically elected government faced a formidable ciraltexngesing the

stagnation of the manufacturing sector. The range of policy instruments at its disposal

were more | imited than during the apartheid
reentrance into the global economy after nearly two decadedatibnisdn

particular, accession to the World Trade Organisation occurred at a time when a

number of measures (including export subsidies such as GEIS) were prohibited and
developing countries were required to reduce their tariffs irreversibly.

In this cantext, the key challenge was to dismantle the protectionist tariff regime that
had kept South Africa isolated from the global economy without bringing about
deindustrialisation. In 1994, the key objectives with respect to the manufacturing
sector were topen up the economy, improve international competitiveness, improve
access to economic opportunities and foster greater geographical equity.

To that end, the AN@d government implemented a range of measures that marked

a radical departure from previowtustrial policy. Faeaching trade liberalisation (in

the context of broader macroeconomic reform and liberalisation) was associated with
South Africads dietegraton @tb ithe albbialoeconomyn dn  r e
addition, supptgide interventiond targeted at specific industries, spatial locations
and exporting sectodsreplaced demarside interventions as the key instruments of
industrial policy. They were utilised to meet the central challenge: to reverse the
psychology of protectionism and igofathat permeated the manufacturing sector.

6.2.1 Trade liberalisation

The structure of international trade and its influence on industrial structure has been
guite dramatic over the 1990s, with many unexpected effects. The key changes in the
trading environent were related to the system of protection, export promotion, and
trade arrangements with key partners.

South Africads offer of tariff bindings to t
with the highly protectionist nature of previous trade redimesalient elements of

the offer were:

A A 5-year tariff reduction and rationalisation programme;

A The reduction of tariff categories from more than 100 to 6;

A Tariff category rates to range between 0% and 30%, with no discretionary
changes permitted,;

A Average import duties to be reduced from 34% to 17% for consumption
goods, 8% to 4% for intermediate goods, and 11% to 5% for capital goods;

A A onethird reduction of the simple average tariff for industrial tariffs; and
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A An 8year extended time frame permiftealothing, textile and automotive
sectors.

After an initially rapid pace of tariff liberalisation between 1990 and 1996, with a
reduction in the number of tariff lines from 12,500 to 8,250, a fall in the maximum
tariff rate from 1,389% to 61%, and duion in the number of different tariff

bands from 200 to 49, progress slowed considerably, with only marginal further
reductions between 1996 and 1999. The number of tariff bands numbers still numbers
more than 40, in comparison with the WTO commitroéri, and the system
remains complex with over 7000 lines.

As a central instrument of industrial policy, trade liberalisation, by dismantling a range
of protectionist tariffs, has induced aré&aching structural change in the economy.

In the context oindustrial policy it is necessary, however, to highlight that while trade
liberalisation has been significant-exgiort bias persists. The persistence of anti
export bias after trade liberalisation is explained by a context in which a fall in tariffs
did not compensate for reduced export incentives.

On the one hand, the most generous export incentive, GEIS, was dismantled due to

its incompatibility with WTO export subsidy rules (Altman, 1995). On the other,

while official tariffs have fallen, the acarabunts paid at customs are about the

same. Indeed, Fedderke and Vaze (2000) after calculating average effective protection

rates for the 19883 and 19998 period respectively, conclude that half of South
Africads GDP i s pr odvepraattiorrosbetweercthedwos wher e e f
periods, while only 15 percent comes from sectors where protection has fallen. The

clothing sector is one important example of a trade sensitive industry, where the tariff

paid at customs rose from 20% to 24% betwedna22000, despite the dramatic

fall in official rates (Altman 1995, van Seventer 2002).

6.2.2 Securing market access

During the immediate pe$994 period, the centrepiece of trade policy was securing

mar ket access to the ecogmrners &ccesdiontBout h Af ri
the WTO, which necessitated an offer of tariff bindings, wascanpliton for

South Africa to benefit from the MFN tariff bindings of other WTO Member States.

In addition, the government actively pursued Free Trade Areas \(fhAg)e

European Union (EU) and the Southern African Development Community (SADC).

The EUSA FTA, has not yet entered into force because it has not yet been ratified by
a sufficient number of EU Member States. In contrast, the SADC FTA has been
ratified by all Member States and entered into force in 2000.

An additional source of preferential market access is through the Africa Growth And
Opportunities Act (AGOA). The Act extends the Generalised System of Preferences
(whi ch, i n t er ms, allovis ddvdioped WolinDiéssto pravidee s
preferential access to developing countries for specific goods) for qualifying African
countries to September 2008. It extends the existing list of 4,650 products by 1,837.
Thirty-four subSaharan African countriessluding South Africa, qualify for AGOA.
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6.2.3 The impact of trade liberalisation

The reduction of tariffs and preferential market access has had a profound impact on
the structure and development of industry. On a positive note, €asfR002)
demonstratethat despite significant import penetration in previously protected
sectors, there has been no evidence-ibiddstrialisation as a consequence of trade
liberalisation.

At the aggregate level, exports have grown by 5.5% per annum during the 1991 to
2000period. A disaggregation of this data reveals that exports emanating from the
primary sector (agriculture and minerals) declined. B per annum, while
manufacturing and services exports increased by 11.2% and 9.9% per annum
respectively. This represemt significant structural change in the composition of
exports, reflecting more closely trends in other nifddime developing countries.

A disaggregation of manufactured exports reveals that most sectors have experienced

an increase in exports. Thehkigt weighted average annual growth in exports

occurred in furniture (28.9%), television and communications equipment (27.6%),

transport equipment (23%) and plastic products (22%). In contrast, exports

emanating from the mining sector declined over ttiisl @¢ an annual rate &£ 7%

for gold mining,-1.9% for other mining and0.9% for coal mining. This
demonstrates a marked departure from South A
has historically been dominated by minerals.

Of note is the rapigrowth of exports in the automotive industry, which averaged
20% during the 1991 to 2000 period. This occurred in the context of targeted policy
interventions within the framework of the motor industry development programme
(MIDP), and therefore cannot a#ributed to trade liberalisation alone. The impact

of the MIDP is analysed in detail later in this chapter.

6.2.4 The African market is driving export growth

Although South Africa does not enjoy preferential access to SADC (because of the
asymmetrical naturé the FTA), it is the growth of manufactured exports to these
countries that has underpinned the structural changes within the manufacturing
sector. Exports to Africa have grown by 480% over the 1992 to 2001 period.
Moreover, approximately 80% to 90% ohufactured exports are destined for
SADC markets. If SACU markets are included, Africa becomes the second largest
export market after the EU.

While South Africa imports manufactured exports from the EU and exports primary

commodities to that market, theaeixreverse is true of the African market. For

exampl e, al most 70% of South Africads trade
equipment (16%), base metals and metal articles (10%), chemicals (12%), transport

vehicles and equipment (9%), prepared fo0eés)(plastics (7%) and pulp and paper

(5%) . I n contrast, half of South Africads e:
mineral products (19%), base metals (11%), precious aqdes@us stones and

metals (15%) and vegetable products (5%). Herst@rthkis to higher value growth

in South Africa is clearly driven by exports to the African market.
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6.2.5 Trade liberalisation and unemployment

Sout h Africads high and rising unempl oy men
globalisation and the increasing openogtshe South African economy, leading to

shifts in the skills composition in the demand for labour. 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 conteha gevere skills shortage (Bell and Cattaneo 1997,

Bhorat and Hodge 1999, HSRC 1999).

Table 6.1 summarises trends in employment during the1991 to 2000 period. The data
starkly illustrates the O0jobless growtho¢ t|
ecoromy in the pos1994 period. In a context of buoyant export gréveteraging

5.5% per annum in aggregate and 11.2% per annum in the manufacturththeector

absence of employment growth appears to be a perverse outcome.

Table 6.10 Trends in employmen, 19918 2000 (%)

Sector 19911995 19962000 19912000
Primary -2.5 -5.2 -3.5
Manufacturing -1.2 -3.0 -1.5
Services 0.3 -0.7 0.1
Total -0.5 -1.9 -0.9

[Source: TIPS standardised industrial database (2002)]

An analysis of the factors driving the graftexports and the concomitant demand

for labour reveals, however, that it is consistent with declining employment. Trade
liberalisation has two distinct impacts that affect employment levels: structural
changes at the level of the firm to enhance itimrabcompetitiveness, and import
penetration into previously protected sectors.

Edwards (2001), in an analysis of structural change, trade liberalisation and
employment, finds that since 1884nd particularly between 1993 and §%8@ére

has been arincrease in the capital intensity of exports as a consequence of
technological change. It has therefore resulted in rising skills intensity in
manufacturing and services.

Indeed, unskilled labeimtensive exports declined from 8.9% to 6.8% of total
expots between 1992 and 1999, while human dagetagive exports increased from
49.5% to 58.5% during the same period (Lewis 2002). Moreover, an analysis of factor
intensity in exports finds that South Africa has a remarkably low, and declining, share
of exports that use unskilled labour, and a relatively high share of exports using more
skilled labour (Lewis, 2001). This explains why the manufacturing sector has not
created jobs despite the rapid growth in exports.

The DTI (2002) acknowledges that theeedsrrelation between industries that have
become increasingly exporiented and high rates of investment in capital
equipment and capital and skiltensive technology. This is seen as a necessary
structural change to gear up for international cdaropetnd partly accounts for the

26% increase in labour productivity that has occurred since 1994. Moreover, many of
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the sectors that have rapidly increased their output are less labour intensive than the
manufacturing sector in aggregate.

In sum, tradebier al i sati on has altered the structur
evidenced by a contraction of exports emanating from the primary sector and buoyant

growth of exports emanating from the manufacturing and services sector. This has, in

turn, altered theature of the demand for labour and exacerbated high levels of
unemployment.

6.3 Supply-side policies

Trade liberalisation was implemented in tandem with a range e§isigopdlicies to
promote the international competitiveness of the manufacturingasectorcourage

its expansion through investment. The shift from demand to-sig#plyolicies as

the main instrument of industrial policy represented a decisive break with the policies
pursued during the Apartheid era.

The following supplgide measures rm@eursued in the pe$®94 period:

A The Motor Industry Development Programme (MIDP);

A The Duty Credit Certificate Scheme (DCCS) for the clothing and textiles
sector;

A A range of measures to promote exports across all sectors (including duty
drawbacks fonputs utilised in the manufacture of exports, export marketing
assistance, a number of schemes to promote technological advance and
competitiveness and the development of export councils);

A Investment promotion;

p>N

Black economic empowerment;

A The developmemtf the small, micro and medium enterprise (SMME) sector;
The restructuring of stabevned enterprises in the transport, energy and
telecommunications sectors; and

A Spatial policies to redress geographical inequities, in particular, spatial
development indtives and industrial development zones.

6.3.1 The Motor Industry Development Programme

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 protectias. It
initiated in recognition of the problems besetting the domestic automotive industry in
a context of trade liberalization: its tight structure and low volume production

that resulted from the various local content programmes that had protecteeiit for ov
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
Africaneconomy (Black, 1998).
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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 ghopatiton

through tariff reductions. Import Rebate Credit Certificates (IRCCs) are issued to
exporters of qualifying builp vehicles and automotive components based on the
value of the exports less the foreign content of those particular exporende, ess

the programme rewards firms that export by enabling them to reduce their input costs
through duty drawbacks on imported components.

As alluded to earlier, exports emanating from the automotiveasectared 20%

during the 1991 to 2000 period. Thisyant export performance from a sector that

risked collapse as a consequence of exposure to international competition is a clear

indication of the success of the policy. Its success may be attributed to the fact that

government was able to position tbemestic automotive industry within

international supplghains in cooperation with muriational corporations. This has

hi ghlighted the i mperative of positioning S
global supply chains as a key to its expansiontamational competitiveness.

6.3.2 Clothing and Textiles: The Duty Credit Certificate Scheme

In the clothing and textile sector, the DTI utilised a similar policy instrument in the
form of the Duty Credit Certificate Scheme (DCCsya# introduced on 1 Abr

1993 to replace two schemes that had been the pillars of state support to this industry:
GEIS and the structural adjustment programme (SAP). As alluded to earlier, these
schemes were dismantled because they were not compatible with WTO regulations.

TheDCCs is a system of earning duty credits based on exports of textile and clothing
products. It provides a duty rebate to the value of 30% of the value of exports for
clothing, 20% for household textiles and 10% for fabric and other textiles.

In aggregatehe clothing and textile sector has improved its export performance as
evidenced by an annual average growth rate of exports of 5% for textiles and 7% for
clothing, during the 1991 to 2000 period. Whether the DCCs contributed towards this
outcome, or whedr other factors such as declining tariffs and better market access
to the EU and US markets, remains a moot point in the absence of definitive
evidence. It is, however, reasonable to surmise that it is a combination of these
factors. Despite its improvedport performance, this sector has, however, grown
very slowly since 1994 and has been shedding jobs.

One reason for limited programme impact may be due to the policy approach. Unlike
the motor industry programme, clothing industry policy has not attetopte
strategically position the sector within global supply chains. This may be partly due to
the more dispersed character of the clothing industry.

6.3.3 Export promotion
A further supphside intervention introduced by the DTI in the {1884 period was
econany-wide export promotion. This measure targets all eoqpamted firms in

the manufacturing sector. It utilises a range of policy instruments that are outlined
below.
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The 470.03 rebate scheme is a duty drawback that allows firms in any sector to import
inputs for production of exports diftge. It is a continuation of the {894 duty
drawback scheme alluded to earlier, but is more generous in that it allows exporters to
a rebate equivalent to 100% of redress cost
antiexport bias by lowering input costs.

The Export, Marketing and Investment Assistance (EMIA) scheme partially
compensates exporters for costs incurred in respect of activities aimed at developing
export markets for South African products amdices and to recruit new foreign

direct investment into South Africa. It provides exporters with financial assistance to
showcase their products and services internationally and assists in their matchmaking
process to secure exports and foreign diresstments. It also assists in offsetting
the exportersd marketing costs.

Emulating the New Zealand model, the DTI promotes the formation of industry
based export councils. In partnership with the DTI, many expotated firms in

various industrial secsohave already organised themselves into 20 sector Export
Councils whose main objective is to tackle the global market place as a collective
force. Executives appointed by the exporting firms serve on these Export Councils.

In addition, the DTl has develed a range of schemes to promote the
competitiveness of the manufacturing sector. These includenfietitiveness fund
(which providesompanies access to knowledge about new technologies, production
processes and markets to improve their competigyetiessctor partnership fund
(which provides financial assistance to partnerships of five or more
firms/organizations in the manufacturing, qgozessing or ITC industries to define

and implement collaborative projects related to production andimgatkat will
enhance their productivity and international competitivenesappbg programme

for industrial innovation (whiggromote manufacturing of technologically innovative
products or processes in South Africa that are globally competitivehean
technology for human resources for industry programme {svhitincentive where
industry and government contribute financially to the research efforts of academic
partners, specifically in the area of training of students).

Collectively, these ep promotion measures have played an important role in
permeating the psychology of protectionism that characterised the manufacturing
sector in 1994. They have also served as a platform for government to forge
cooperation with the private sector in isspit of an internationally competitive
manufacturing sector.

6.3.4 Investment promotion

Low level of aggregate savings in South Africa poses a critical constraint to growth.
In such a context, the ability to attract foreign direct investment (FDI) camtacceler
growth by expanding potential investment beyond the limits set by domestic savings.

To that end, the DTI has developed a range of incentives to attract FDI and channel
domestic investment into exportented manufacturing sectors. Such incentives
may be categorised as sugtle instruments of industrial policy. At present, they
include:
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A The Critical Infrastructure Programme provides subsidised support for
economic infrastructure required for specific committed productive
investment;

A The Foreign In@stment Grant aims to encourage foreign entrepreneurs to
invest in new manufacturing concerns in South Africa by compensating the
foreign entrepreneur for the qualifying costs of moving new machinery and
equipment from abroad to South Africa;

A The Skills Saport Program (SSP) is a cash grant for skills development with
the objective of encouraging greater investment in training and creating
opportunities for the introduction of new advanced skills. It is available for
new projects or the expansion of exigtirojects;

A The Strategic Industrial Projects (SIP) scheme was introduced in 2001. It is an
incentive programme designed to encourage investments into South Africa
from both local and foreign investors. It provides industrial investment
allowances, in tHerm of tax relief, to qualifying industrial projects;

A Direct financial contributions to the investor for travelling to South Africa to
visit potential investment sites and companies; and

A The Small and Medium Enterprise Development Programme (SMEDP) offers
a cash grant to cover initial capital expenditure in the start up or expansion of a
company, over 2 to 3 years.

The incentives offered by the SA government are unlikely to shift the structure of
production, nor attract foreign investment. Instead, teeleaigned to shift the Fsk

return ratio in investment decisions. For large firms, the incentive raises the return to
investment, overcoming risk differentials in investing in SA as opposed to other
middleincome economies. SA government has chosen noffeto extremely
attractive incentives, as they were not seen to be sufficiently efficacious nor
promoting of the desired forms of investment. Instead, the incentives are de

For small and medium sized firms, the incentives help bridge initial cash flow

prool ems that often contribute to business f a
life. The SMEDP now also includes expansions, where many sustainable jobs are

created. Finally, there is intention to move beyond manufacturing, to tourism, high

value ageulture, cultural industries, ICT and recycling. Tourism is the first to be

introduced. This is an important step for the DTI, in its move toward recognising the

importance of services and labour intensive investment in the SA economy.

6.3.5 Black economicveenpmnt

In a bid to reverse the legacy of Apartheid, government has committed itself to
pursuing black economic empower ment ( BEE) .
imbalances of the past by seeking to substantially and equitably transfer and confer
theower s hi p, management and control of Sout h
resources to the majority of its citizensd (

The policy instruments created by government to realise this objective include its

procurement policies, the restuing of stat@wned enterprises and a range of
empowerment funds administered by the IDC. There is widespread consensus that
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government has made little progress in fostering BEE. This is evidenced by the fact
that while the market capitalisation of btackrolled firms rose from 3% in 1997 to
6.8% in 1998, it declined spectacularly to less than 1.5% by 2002.

l ndeed, government has admitted that, ot he s
that was hoped for has notaprocesstedevelop i sedd ( DT
a strategy to more effectively implement BEE is currently underway. Indeed, at a
Cabinet Lekgotla held in August 2002, Cabin
bring black South Africans into the economic mainstream. The teostabt the

BEE strategy is the setting of clear targets for government and the identification of

key instruments that will be used to promote

6.3.6 Small micro and medium enterprises

Rel ated to BEE is gover nnkesedod Amyiadlofi cy of pr ¢
complex regulations effectively prevented the entry of firms of this scale to many

industries during the apartheid era. More to the point, the Apartheid government

made most forms of black business ownership illegal. In a bid $e thigelegacy,

government has dismantled these regulations and provided a range of financial and
nortfinancial instruments to promote this sector.

Indeed, the SMME sector is viewed as a panacea. It is expected to fulfil a number of

roles, ranging from perty alleviation and employment creation to international
competitiveness. Despite the creation of an array policy instruments and institutions

to promote SMMEs, the DTI (2002:18) has ack
small business remains lowrttgrnational standards, and we have failed to develop a

vibrant critical mass of small entrepreneurs that are effectively integrated into the

mai nstream operations of all sectors. ¢

The National Small Business Act, promulgated in 1996, legalised islensmstdlalf

new institutions to promote the SMME sector, in particular Khula (to provide
wholesale finance), and Ntsika Enterprise Promotion Agency (NEPA), to provide
nortfinancial support. In addition, the DTI and Industrial Development Corporation
(IDC) have a range of specific programmes to encourage the competitiveness of
SMMEs.

These policies have, however, largely failed as evidenced by the small humber of

SMMEs that use them. Beeatya(2002:34) estimate that a mere 6% of SMMEs use

support programme and argue that this is o0due to dis
SMMEs and incapacity to raise awareness ab
Moreover, the poor coordination of service providers results in a replication of

services and clusteringrdtitutions in urban areas (Ntsika, 1999).

In the context of high and growing levels of unemployment, the SMME sector
remains an important source of job creation. This is because SMMEs are generally
more labouintensive than larger firms and hence hakigher labotmbsorption
capacity. The evidence suggests that employment growth in the SMME sector is not
from the expansion of existing SMMEs, but from the formation of hew micro and
survivalist enterprises (Berry et al, 2002). This suggests thatdhment created is
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of the lowwage, lowproductivity variety, which is inimical to redressing poverty and
inequality.

As the majority of SMMEs operate in the-traded sector, its growth is dependent

on domestic demand. It is therefore unlikely thaSMME sector will act as a
catalyst to growth. Instead, its growth or decline will reflect what is happening in the
broader economy. This is partly wdhafter six years of SMME promotién
government has failed to transform the SMME economy into a gibahbusiness
sector.

6.3.7 Restructuring of-stabed enterprises

The inefficiencies and high costs associated witowtatd enterprises that provide
infrastructure in the areas of transport, energy and telecommunications has been
identified as an impeddmt to the competitiveness of the manufacturing sector.
Hence, in 1999 the Department of Public Enterprises developed a policy framework
to fasttrack the restructuring of Telkom, Transnet (in particular Spoornet and
Portnet) and Eskom. This constitutssijgplyside measure.

While Eskom is widely regarded as an efficient energy utility and the low cost of
electricity a competitive advantage to the manufacturing sector, Transnet is notorious
for its inefficiencies and high cost structures. The persistgeston at the port of
Durban, which houses the largest container terminal in South Africa is well
documented. This is exacerbated by a pricing structureatiatawreamd hence

acts as a disincentive to the export ofMolme, high value goods.eTinability of
Spoornet to transport goods between Gauteng and the port of Durban in less than six
days has long been a complaint of manufacturers. Consequently, many products are
transported by road (as they arrive at their destination within ten thaunighacost

to the South African tepayer, because of the externalities generated by heavy
vehicles.

In the case of Telkom, it must be acknowledged that telecommunications has
improved since 30% of the enterprise was sold to a strategic equity partner.
Telecommunications services, as the backbone of a knomtkuigjee economy,
however, remain well below international best practice. Indeed, a recent study by DTI
(2002) into the use of ICT in several industrial sectors, found that the lack of effective
and affordable telecommunications services ranked as the most important
impediment to ICT diffusion and a major competitive disadvantage in the global
economy.

Government s intention of accelerating
however, fafld to materialise. Conflicting political agendas within government,
coupled with opposition from COSATU and the enterprises themselves, has
effectively put a brake on their restructuring. Indeed, government has signalled its
intention to slow down the restturing process until after the 2004 election.

While there are a number of political difficulties surrounding the restructuring of

SOEs - including the fact that in an economy with extremely high levels of
unemployment it will result in more job los3dkis supphside intervention is
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probably t he singl e mo s t i mportant means
competitiveness, attracting FDI and realising the objectives of BEE.

6.3.8 Spatial development initiatives

Spatial policies are, in essence, sajpi@yneasas that target particular geographical
locations and provide a range of support measures to develop industrial capacity or
build on existing capacity. In the context of industrial policy, spatial development
initiatives (SDIs) and industrial developmemteg (IDZs) have been the key
instruments to influence the spatial distribution of industrial activity. They are a
means of achieving greater geographical equity in the spread of economic activities
and investment. They are also a way of focusing respussdsct locations, where
opportunities are identified within this spread. These initiatives are discussed in detail
in section 4, in relation to the 3 SDIs and 2 IDZs currently being implemented in
KZN.

6.4 The impact of industrial policy

The objective oindustrial policy in the pe$994 erd utilising trade liberalisation

and supphgide measures as instrumehtwas to restructure the manufacturing
sector in order to render it competitive in the international arena. This was expected
to drive higher tas of growth and create sufficient employment to reverse the high
levels of unemployment prevailing in 1994.

By 2000, only some of these objectives had been met. That industrial policy was
successful in enhancing the international competitiveness ahtifaaturing sector

is unequivocal as evidenced by a marked increase in exports, despite persistent anti
export bias. The contribution of the manufacturing sector to growth and employment
creation has, however, been disappointing. This outcome cabuttedtwithe fact

that international competitiveness requires indasglytechnological change that is
biased towards skills and caitiEnsive manufacturing processes.

Between 1997 and 2001 the average output of the manufacturing sector grew by a
mere 1.8% per annum (DTI, 2002), well below econiarygrowth rates. This

growth appears to be related to the expansion of manufactured exports, which grew
from 39% to 51% of total exports (in the context of an aggregate growth in exports of
5.5% per arum) between 1994 and 2000. The fact that exports have grown in skills
intensive sectors accounts for the failure to create employment. It also constrains the
continued growth of these sectors in a context of skills shortages.

Weak capital formation has tduted to slow economic and employment growth.
Gross capital formation as a percentage of GDP had started to rise from about 15%
to 17% in 1998, but then fell back to original levels thereafter. This rate of investment
is only enough to keep up with degpation, and will not support GDP growth higher

than current rates in the region of about 2.5% per annum. At these rates, and average
capacity utilisation at about 80.5%, there may be little incentive for firms to invest.
Unsurprisingly, it is the more pext-oriented firms that have added capacity,
seemingly to take advantage of the Rand depreciation and new trade arrangements.
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A positive impact is that industrial policy has led to a more competitive environment.
This refers not only to import competitidnut also enhanced opportunities for
business entry generally with, for example, the demise of single channel marketing in
agriculture, the deregulation of bread (and the entry of small bakeries and millers), and
greater opportunities in retail and wladesade and finance. This new environment

has, in some cases, resulted in greater ease of entry, improved flows of information,
and greater expectations of knowledge intensity in production and trade.

The unintended consequence from an employment giarspgas the important

hand of industrial policy in shifting the structure of the economy to one that is even
more capital and skills absorbing. On the one hand, manufacturing industries have
shifted toward more capital and skil;ng technologies. Ohet other, many of the
resourcéased industries, particularly mining and agriculture, that had been the main
employers of low and seskilled labour, shed substantial numbers of jobs. While
the production profile now better represents one associatea mitldlencome
economy, these shifts have exacerbated structural unemployment.

6.5 Industrial policy post-2000

The failure of industrial policy and broader macomomic reform to yield sufficient

economic growth or investment to enable government tdtsnaihs of alleviating

poverty, redistributing wealth or eradicating structural unemployment, led policy

makers back to the drawing board. A critical review of the policies that had been
implemented between 1994 and 2000 prompted government to augnefirieand

the instruments of industrial policy. The new policy approach is articulated in

g ov er n me-arghibgsmicaevceornomi ¢ ref orm strategy and
manufacturing strategy.

President Mbeki unveiled the microeconomic reform strategyyi2Gas! It is a
response to the fact that the emphasis on macroeconomic reform (including trade
liberalisation) between 1994 and 2000 has not yielded sufficient economic growth to
enable government to meet its aims of alleviating poverty, redistribalingame
eradicating structural unemployment. Hence government has recognised that the
longterm development of the South African economy is contingent on a more
thoroughgoing reform programme to tackle its structural deficiencies. Government
proposes to @ this through a systemic approach to eliminating constraints in the
economy and improving efficiency.

Such constraints include appropriate and efficient economic and social infrastructure,
access to finance for productive activities, investment in lremgérdevelopment,
innovation and the takep of new technologies, as well as investment in human
capital and an adaptive, flexible workforce.

I n the manufacturing sector, DTIds integrate
gover nment O8ash. Ipiopremiseg onathe piewothat reliance on traditional

bases for competitivenedsin particular, abundant natural resources and cheap

unskilled laboud will not create a modern, outward looking economy that is essential

for growth.
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Instead, compeiveness should be built on increased knowledge intensity and value
addition.New sources of competitiveness are located in the development of the ICT
sector, the impact of technological change on production processes and the
importance of time and effioy to production costs. The emergence of integrated
supply or value chaiéi$n many cases tranational and influenced by the operations

of multinational corporationss seen as a hallmark of modern production processes.

In such a global context, gov n me n t believes that 0t he <chal
economies such as South Africa which have a resdanted legacy is to ensure

the opportunities within the domestic economy are developed and integrated
advantageously into both domestic and-tratiial value chains, in order to meet

nationalsocie conomi c objectivesdé (DTI, 2002).

To that end, five sectors of the economy have been targeted because government
believes they have considerable potential for increased outputs, exports, and
employment créian. These sectors are export sectors, agriculture, tourism, ICTs, and
cultural industries. Export sectors targeted by government include clothing and
textiles; auto, auto components and transportpeagessing; mining, metals and
minerals beneficiatip chemicals and biotechnology; crafts; and information and
communication technology. In the context of a low growth economy it is not
surprising that exports have been targeted as a growth sector, given that the growth in
global exports has been signitigehigher than the growth of global GDP during the
1990s.

Government has signalled its intention to play a proactive role in developing value
chains by mobilising infrastructure development and directing investment (both
public and private) to theseidtes. The measures for the DTI to achieve this
comprise the championing of competitiveness within government (suggesting that
there is currently no unity of purpose), customised support measures (i.e. targeting
specific sectors or value chains), andddrased support measures that address
generic areas that affect competitiveness, for example, market access.

Whether the broadening and reconfiguration of industrial policy set out in
government &8s microeconomic r ef plishthestr ategy a
objectives of higher growth in the manufacturing sector and lower levels of
unemployment in the broader economy is uncertain. There is still an uneasy and

unspecified relationship between the objective of creating a modern, outwardly

focussed eecmmy with the imperative of reducing unemployment among the

unskilled and sergkilled.

The IMS relies on a rapid increase in the skills base, in order to meet the demands of a
knowledgéntensive development trajectory. This begs the question as ttheshere
unskilled and serskilled workers that currently comprise the vast majority of the
unemployed will be absorbed. Moreover, how will the pool of skilled labour be
exponentially expanded? While the DTI (2002) identifies this as a central challenge of
the IMS, an exposition of how this will be tackled at a policy level is conspicuously
absent.
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6.6 Conclusion

The central issue in relation to industrial policy is redressing an unemployment level
that is economically, politically and socially unsustainaleleexpansion of
manufactured exports has created a sense that the economy is finally moving onto the
right track and that it will start generating more employment. National policy is
premised on the idea that employment growth will depend on expansyobailto
markets. This makes intuitive sense, except that the development path that generates
substantial numbers of jobs through labour intensive exports is more associated with
low income, nominerals exporting economies.

Minerals economies tend to haliferent development trajectories from other
economies. As alluded to earlier, like many other minerals exporting economies,
South Africa leafyogged this stage of development, investing at an early stage in
heavy industry. This has generated path dapmnih the economy, due to both
resource curse and Apartheid legacy, resulting in many structural biases to capital
intensity, alongside a low proportion of skilled workers.

Given international experience of minerals exporting economies, it appealisythat

to promote employment, especially in the medium term, may be somewhat distinct
from that to promote other economic objectives such as technological learning,
foreign exchange and government revenues. They aampatindjectives, but
ratherconplementanges: it will not be possible to promote the employment absorbing
nontraded goods and services sectors, and further underpin welfare schemes for the
long term unemployed, unless there is an expansion in the higher value traded sectors
as thestatter sectors support less productive members of the population.
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7Appendi x B: | t hal ads property portfolio

Name Locality and market Description Management Tenant mix Size
Eminent Ralil Tanner Road, Empangeni Rail with linked| Comprising land and fragmented | Ithala Development | Bank, bottle store, supermarket, pharmac] 9,187rafor 60 individual
Centre taxi rank and an adjatéus rank. buildings, including kiosks, factory | Finance Corporation | fastfood outlets, hairdresser, phone shopy shops.

shops, an anchor tenant, managed
vendor stalls and retail outlets. It
includes a taxi rank office. Acquire
by Ithala in August 1997 and
upgraded in 1999.

Limited.

funeral parlour and other specialty stores.

Eshowe Centre

Situated in Osborne Road, Eshowe, on th
Northern Coastal belt in area central to th
surrounding districts of Inkanyezi, Ongoys
Mtunzini, Nkandla and Ntumeni.

Estcourt Centre

Near Estcourt's main trading area, serving
mainly bus and taxi commuters.

Eston Shopping
Centre

Situated at thecrossroads to Eston ar|
Mpumalanga/ Hammarsdale, the m
arterial route from Pietermaritzburg

Kingsburgh and the South Coast and
sugar cane/game farm country on

Sakabula Tourist circuit. The centre's prir|
market area is the Beaumont/EstordM
lllovo region.

Comprises 10 shops in a Natal
Verandah strip formation.

Ithala.

Liquor store (wholesale and retail) and otk
businesses.

2,250n2 trading area to 10
shops ranging from @B -
800m2.

Harding
Shopping Centre

Situated in the centre oktlown and serves
communities as far afield as the Eastern
Cape.
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Name Locality and market Description Management Tenant mix Size
Isithebe Corner of Blue and Yellow Streets in the | Double storey face brick building. | Ithala IT and office equipment rental companies| Ground floor includes 12
Commercial heart of Isithebe Industrial Estate on and national and individual service provid( retail commercial units
Centre KwaZuluNatal's north coast who provide support services to the from 25n2 - 100m. First
industries in the Isithebe Industrial Estate| floor has 32 offies from
15m2 - 25n?.
Jozini Shopping | On Main Road, Jozini, a small town in No| The centre comprises facebrick A supermarket, clothing and skbeps, a 2,200n2 centre with 16
Centre Eastern KwaZukNatal, on the main route { buildings opened for trading in branch of Ithala, a bakery and confectiong shops, ranging from 8-
Mozambique August 1995. hardware and motor spares, and specialty 78an2including a 6782
outlets. office complex.
KwaMashu On Site P, Malandela Road, Kvaahl, It comprises a or&top shopping Ithala Major national retail chain store groups an Approximately 9,500m
Shopping Centrg 10km north of Durban. centre opened for trading in1980, private owners, includes ffmtd, clothing, | with 34 shops from 1Gm
upgraded and extended in 1994. furniture, a supermarket, bettitore, banks,| 4,000
specialty outlets, a post office and doctorg
consulting rooms.
Madadeni In the CBD of Madadeni, a suburban Includes an open and enclosed-mg Ithala Supemarket, branch of Ithala, post office, | Total lettable area of
Shopping township on the outskirts of Newcastle, | type design with a bus/taxi rank, a clothing and bottle store, butchery and 9,381mdivided into 56
KwaZuluNatal. It seves an urban catchme| formal promotional area with publig various small shops and offices shops from 13#&+
population of more than 2000. address and-téch security system. 2,500
Operating since 1980 and upgrade
1995.
Makhathini Situated on Main Road, Jozini, in North | L-shaped single strip face brick Supermarket, clothing shops, doctor's 4,256 centre with 19

Shopping Centre

Eastern KwaZuhiNatal on the main road tg
Mozambique

buildings an on site petrol filling
station and convenience store.

Opened for trading in June 2000,

surgery, franchised fast foadlet and
national furniture retailers.

shops, from 24#to
1,139R
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Name Locality and market Description Management Tenant mix Size
Manguzi In the middle of Manguzi in KwaNgwanas| The centre comprises a facebriek { Ithala A supermarket, pharmacy, doctor's rooms The centre offers a 7,975
Shopping along the main road to Kosi Bay, near the| shaped pen shopping mall with furniture and clothing shops, a liquor stor¢ m2 trading area to 29 shof

Mozambique border.

customer parking bays in the midd
Behind the centre are seven houseg
for management and staff of the

tenants' shops, rentable from Ithalg
taxi rank and Taxi Association offic|

bank and a takeaway.

and two warehouses. The
shops range in size from }
m2-2 800 A

Nongoma Plaza

Situated in Main Street, Nongoma, one of|
busiestowns in rural KwaZulilatal.

Nongoma Plaza Limited, a subsidig
of Ithala, built in three wings, owns
onestop shopping centre. Opened
for trading in November 1992.

Ithala manages the
centre in terms of a
Management
Agreement with
Nongoma Plaza
Limited.

Major national retail chain store groups an
private owners and includes food, clothing
furniture, supermarket, bottle store, butch
banks and specialty outlets, a post office
a garageffilling station.

Ondini Plaza

Princess Magogo Roaduhdi, operating as
the centre of business activities in the tow

Facebrick property comprises an
open maiktyle shopping complex,
providing a onstop shopping centrg
which The property belongs to Itha
Adjacent is a taxi rank and informa
market stdd. Operational since
November 1988.

Ithala

Major national retail chain store groups an
private owners and includes food, a numb
of clothing, furniture, supermarket, bottle
store, post office, mictenders, hairdresser|
banks and speciality outlets.

14,903 ritrading area to
51 shops, ranging in size
from 50n% 6 2,200rA

Power Centre

On the site of the old power station off Ot
Volek Road, New Germany, The centre's
primary market area includes the total

Pinetown/New Germany functional region

Thecentre is a valdgpe centre,

offering customers a factory shop
experience. The centre provides 24
hour security, 348 parking bays,
promotional activities, and cleaning

and centre management team.

Factory outlets comprising air conditioning
fabrics, othing, printing works, plastic
furniture and packaging, as well as retail
outlets comprising restaurant and pub, lig
store, book store, talegvay, coffee shop,

petsd parlour .

5,900rAin lettable space,
with shop sizes ranging
from 49n% - 310n3.
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Sundimbili Plazal

On the farm Amanda, Inkanyezi District,
adjacent to the Sundumbili Township, nes
the industrial town of Isithebe, on the borg
of Mandini, KwaZultNatal North Coast.

A supermarket and the Post Office
anchor the facebrick-shaped open
mallshopping centre. It provides a
onestop local shopping centre,
informal market stalls and taxi rank
areas. Sundumbili Plaza Limited, a
subsidiary company of Ithala, owng
Opened for business in October
1991.

Ithala manages the
centre in terms of a
Mangement
Agreement with
Sundumbili Plaza
Limited.

Comprises some of the major national ret
chain store groups and private owners an
includes food, clothing, furniture,
supermarket, pharmacy, doctors' surgery,
speciality outlets and a post office

13,809rxtrading area to 4
shops ranging in size fron
50n? 6 5,000ra

Tugela Ferry Situated in Main Street, Tugela Ferry, It comprises an open msatyle Ithala The tenant mix comprises a number of m{ 4,333raAtrading area to 23
Shopping Centrg between Greytown and Dundee. The shopping complex, providing a one national etail chain store groups and priva, shops, ranging in size fror
complex is the CBD of the village and als( stop shopping centre, incorporated owners and includes fésbd, clothing, 10n? 4 1,200
the final destination of local taxi routes. | provision for micro (small) traders furniture, supermarket, doctors' consulting
informal traders and taxis. Opened rooms as well as a branch of Ithala.
for business in 1997
Umlazi Shopping Forms the core of the Umlazi CBD, togeth] Two-level enclosed mall, which Ithala Supermarket, furniture store, shoe and 10,850rawith 38 shops
Centre with the Government offices of Amawele, | incorporategnformal traders' stalls clothing stores, pharmacy, takey, liquor | ranging from 27
the Durban Metro Library and electricity a| and a standlone Post Office. store, butchery and financial institugjgdhe | 2,571rA
water offices. It is approximately 12 km fr¢ A number of outside line shops Post Office and a TAB.
the DIA & 25 km from the Durban CBD. | operate beyond normal trading hol
Uml azi §Situated at t he i ntl DoublestoreyUshaped facebrick | Ithala Includes a bakery, superette butchery, thg 1,200rdwith 10 shops,

main road and Mangosuthu Highway,

adjacent to a BP Service Station.

office-park serice centre, with an

ATM facility

medical services of general practitioners,

dentist and medical specialists.

ranging from 78
200m.
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