
Foreword

This is an exciting moment in the history of the Provincial Government of
the Western Cape, as it marks the first time that a substantive body of
research on important sectors and themes has been simultaneously under-
taken in order to form the foundation of a Micro-economic Development
Strategy for the Province.

Up until this moment, we have relied on a combination of diverse in-
house and outsourced expertise, experience and intuition on these matters
as a foundation for policy-making. What the Micro-economic Development
Strategy will offer in future is an intellectually sound and comprehensive
evidence-based and analysis-based platform for the formulation of effica-
cious policy and strategy formulation.

This document is not simply a snapshot of the economy at this mo-
ment. It is the first instalment in a permanent long-term process in which
the sector evaluations, data, and analyses will be constantly updated and
expanded in perpetuity. Therefore, from now on we are guaranteed to have
a sound basis for making decisions on which programmes and interventions
to undertake to influence the development of sectors and important themes
in the Western Cape economy. In that respect the mere development of
a Micro-economic Development Strategy is a critical initiative in achiev-
ing targeted service delivery and the effective use of public finance. Use
this instalment of the Micro-economic Development Strategy and its an-
nual successor volumes to good effect in order to plan and foresee business
opportunities.



Preface

While the Micro-economic Development Strategy can provide a sound basis
for informing effective, efficient and targeted allocation on both financial
and human resources to maximise the performance of our economy in the
most cost effective way, simply having a plan does not in itself guarantee
success.

Even if it has all the necessary financial and human resources, govern-
ment on its own could not achieve the growing shared sustainable labour
absorbing economy that we all desire. The full involvement of all social
partners in both the formulation and execution of our interventions is a
sine qua non for success.

I urge all our social partners to contribute towards our long-term re-
search agenda and to submit their views on what proposed interventions
should be prioritised and financed. In that way, I believe that meaningful
partnerships, the core element for success in growing and sharing this econ-
omy, will be secured. John Maynard Keynes, the most influential British
economist of the 21st century said in his seminal work Laissez Faire, 1926,
that: ”The important thing for government is not to do things which indi-
viduals are doing already, and to do them a little better or a little worse;
but to do those things which at present are not done at all.”

Government is ready to travel new paths to achieve a prosperous Home
for All.

Brendon Roberts
Head of Department: Economic Development



Acknowledgments

The Micro-economic Development Strategy Synthesis Report: Version 1:
July 2005 is the outcome of a process. This Report could not have been
prepared without the contributions of many individuals. The following
individuals are acknowledged for their respective contributions towards the
initiation, design, evolvement and preparation of this document; research
and analysis towards the preparation of the various sector papers; and the
management of the research process:

Conceptualisation, Design and Overall Management

Brendon Roberts (Head of Department: Department of Economic Devel-
opment), David Kaplan (Prof) (University of Cape Town), and Wilfred
Wentzel (Centre for Integrated Rural Development) for the overall concep-
tualisation and design of the Micro-economic Development Strategy Pro-
cess.

David Kaplan (Prof) (Chief Economist to the Department of Economic
Development) for the overall management and quality control of the pro-
cess.

Junette Davids (Department of Economic Development) for the overall
coordination and administration of the process.

vii



viii

1st phase of MEDS process: Management of re-

search and writing of MEDS Preliminary Synthesis

Report 1: January 2005

The management of the research conducted during the 1st phase of the
MEDS process and the writing of the MEDS Preliminary Synthesis Re-
port 1: January 2005 was contributed by David Kaplan (Prof) (University
of Cape Town), Wolfgang Thomas (Prof) (University of Stellenbosch), Is-
mail Adams (Prof) (University of the Western Cape), and Nick Segal (Dr)
(Independent consultant).

2nd phase of the MEDS process: Management of

research and writing of MEDS Synthesis Report:
Version 1: July 2005

The management of the research conducted during the 2nd phase of the
MEDS process and the writing of the MEDS Synthesis Report: Version 1:
July 2005 was contributed by Professor David Kaplan (Chief Economist to
the Department of Economic Development), Professor Jo Lorentzen (Hu-
man Sciences Resources Council), Professor Mike Morris (University of
KwaZulu-Natal), and Dr Malcolm Keswell (University of Cape Town).

MEDS Developmental Training Programme

The design of the MEDS Developmental Training Programme to train,
coach, mentor and practically expose trainees from historically disadvan-
taged backgrounds to the rigours of regional/provincial policy and strategy
formulation was contributed by Wilfred Wentzel (Centre for Integrated
Rural Development). Wilfred Wentzel also trained, coached and mentored
selected trainees during the first phase of the MEDS process. Paul Lundall,
William Ellis, Sibongile Mgwali, Thulasizwe Mkhabela and Gloria Shabal-
ala contributed in their capacity as research trainees.



ix

Sector/theme research studies conducted

Research studies on selected sectors and themes commissioned for the MEDS
process were contributed by Anthony Smith (Dr) (Access Market Interna-
tional), Barry Standish (Prof) (University of Cape Town), Chris Malikane
(The EDGE Institute), Didier Bertrand (CSID Research Unit, University
of Witwatersrand), Douglas Comrie (Benchmarking & Manufacturing An-
alysts), Eckart Kassier (Prof) (University of Stellenbosch), Eileen Coote
(Access Market International), Eric Wood (Dr) (University of Cape Town),
Erika Elk (Cape Craft and Design Institute), Fabian Arends (HSRC) Glenda
Kruss (HSRC), Ian Steuart (CSID Research Unit, University of Witwater-
srand), Jeanne Esselaar (Benchmarking & Manufacturing Analysts), John
Orford (University of Cape Town), Justin Barnes (Dr) (Benchmarking &
Manufacturing Analysts), Ken Briggs (Futurelead Innovative Management
Solutions), Kobus Coetzee (Access Market International), Krista Tuomi
(University of Cape Town), Liandi Blom (Access Market International),
Lyndal Keeton (The EDGE Institute), Mark Beare (Mark Beare Consul-
tant Strategist), Mark Neville (Radian), Martin Nicol (Organisation De-
velopment Africa), Michael Cherry (Prof) (University of Stellenbosch),
Michelle De Bruyn (Kaiser Associates), Mike Morris (Prof) (University
of KwaZulu-Natal), Mike Van Graan (Article 27), Milton Taka (CSID Re-
search Unit, University of Witwatersrand), Mohammad Karaan (Univer-
sity of Stellenbosch), Nick Vink (Prof) (University of Stellenbosch), Norma
Tregurtha (University of Stellenbosch), Paul Lundall (Independent Re-
searcher), Paulina Kowalik (Access Market International), Raven Naidoo
(Dr) (Radian), Robert Mulder (Access Market International), Ryan Din-
gley (Radian), Sanri Rossouw (University of Stellenbosch), Shirley Wal-
ters (University of the Western Cape), Simon McGrath (Dr) (HSRC), Si-
mon Roberts (Prof) (CSID Research Unit, University of Witwatersrand),
Stephen Gelb (The EDGE Institute), and Thandi Phele (CSID Research
Unit, University of Witwatersrand).

Other contributions

During the MEDS process, invaluable advice and information in the form
of research report analysis, critique and participation in research meetings



x

was contributed by the following individuals: Adrian Sayers (Provincial
Development Council), Albert van Zyl (Provincial Treasury), Brent Wal-
ters (Department of Economic Development), Carin Voges (WESGRO),
Carol Wright (City of Cape Town), Dawie Kruger (Department of Envi-
ronmental Affairs and Development Planning), Desi Angelis (Department
of Economic Development), Dirk Troskie (Dr) (Department of Agriculture),
Dudley Adolph (Department of Economic Development), Fayruz Dharsey
(Department of Economic Development), Gary Schwabe (SAOGA), Gra-
ham Falken (Arts and Media Access Centre), Herman Jonker (Indepen-
dent Consultant), Ismail Dockrat (WESGRO), Izak Van der Merwe (Prof)
(University of Stellenbosch), Jacqui Gooch (Department of Transport and
Public Works), Jo-Ann Johnston (Department of Economic Development),
John Naude (Futurelead Innovative Management Solutions), John Peters
(Department of Economic Development), John van de Rheede (Depart-
ment of Economic Development), Joos Roelofse (Department of Environ-
mental Affairs and Development Planning), Karen Thorne (Cape Craft and
Design Institute), Khalid Khan (Department of Economic Development),
Luke Mills (Calling the Cape), Mark Gordon (Department of Environmen-
tal Affairs and Development Planning), Marthinus Van Wyk (Department
of Economic Development), Mziwonke Mpofana (Department of Economic
Development), Nawaz Mahomed (Dr) (Department of Science and Tech-
nology), Nigel, Gwynne-Evans (Department of Economic Development),
Noki Dube (Cape Town Routes Unlimited), Paul Whelan (Provincial Trea-
sury), Penny Vinjevold (Department of Education), Pierre Wiese (Provin-
cial Treasury), Piet van Rooyen (Dr) (Department of Agriculture), Rae
Wolpe (City of Cape Town), Selvin November (Arts and Media Access
Centre), Shirley Robinson (Provincial Treasury), Shuray Bux (Department
of Economic Development), Simon Nicks (CNdV Africa), Thiagaraj Pillay
(Provincial Treasury), Wendy Arendse (Department of Cultural Affairs and
Sports), Zayd Minty (District 6 Museum), Zeenet Ismail (Department of
Social Development and Poverty Alleviation).

The following artists: Lungile Tkawu (The road to employment), Ray-
mond Lawrence (Fishermen from Arniston Habour), Sipho Hlati (Feeding
scheme at schools in the Gugulethu community) and Lindele Magunya (Sell-
ing chicken in Langa), are acknowledged for the paintings contributed to
the Department (see cover).



List of Abbreviations

Abbreviation Meaning
AGOA African Growth and Opportunity Act
AMTS Advanced Manufacturing Technology Strategy
ATM Automated Teller Machine
B&Bs Bed and Breakfast facilities
BCEA Basic Conditions of Employment Act
BEE Black Economic Empowerment
BPO Business process outsourcing
BRIC Biotechnology Regional Innovation Centre
CBO Community Based Organisation
CBT Cape Biotech Trust
CCDI Cape Craft and Design Institute
CFC Cape Film Commission
CIC Creative Industries Chamber
CIGS Cultural Industries Growth Strategy
CITI Cape Information Technology Initiative
CMT Cut, Make and Trim
COGSI Cape Oil and Gas Supply Initiative
COPC Community Outreach Partnerships Centre
CSID Corporate Strategy and Industrial Development
CSIR Council for Scientific and Industrial Research
CtC Calling the Cape
DAC Department of Arts and Culture (national)
DBSA Development Bank of Southern Africa
DCCS Duty Credit Certificate Scheme

Continued on next page

xi



xii

Table 1 – continued from previous page

Abbreviation Meaning
DEADP Department of Environmental Affairs & Development Plan-

ning (provincial)
DEAT Department of Environmental Affairs and Tourism (na-

tional)
DED Department of Economic Development (provincial)
DME National Department of Minerals and Energy (national)
DoL Department of Labour (national)
DOPA Direct, Objective, Practical, Adequate
DST Department of Science and Technology (national)
DTI Department of Trade and Industry (national)
EDUS Economic Development Units
EIF Electronic Industries Federation
EMIA Export Marketing and Investment Assistance Scheme
FDIs Foreign Direct Investments
FEDHASA Federated Hospitality Association South Africa
FET Further Education Training
FIRE Finance, insurance, real estate
FRU Film Resource Unit
FSC Financial Services Sector
GATS General Agreement on Trade and Services
GDP Gross Domestic Product
GEM Global Entrepreneurship Model
GRP Gross Regional Product
HE Higher Education
HEIs Higher Education Institutions
HRD Human Resources Development
HSRC Human Science Research Council
ICASA Independent Communications Authority of South Africa
ICS Investment Climate Surveys
ICT Information Communication Technology
IDC Industrial Development Council
IDPs Integrated Development Plans
IDZ Industrial Development Zone

Continued on next page



xiii

Table 1 – continued from previous page

Abbreviation Meaning
ILO International Labour Organisation
IMS Integrated Manufacturing Strategy
IPP Independent Power Producers
ISETT Information Systems, Electronics and Telecommunication

Technologies
ISRDS Integrated Sustainable Rural Development Strategy
ITDF Integrated Tourism Development Framework
ITESP Integrated Tourism Entrepreneurship Programme
KAM Knowledge Assessment Matrix
KKNK Klein Karoo Nasionale Kunstefees
KPA Key Performance Area
KPI Key Performance Indicator
LED Local Economic Development
LTAs Local Tourism Authorities
MAPP Media, Advertising, Packaging, Print and Publishing
MCM Marine Coastal Management
MEDS Micro-economic Development Strategy
MFA Multi-fibre Agreement
MNC Multinational Companies
MSA Moving South Africa
NACI National Advisory Council on Innovation
NAFCOC National Federated Chamber of Commerce
NBS National Biotechnology Strategy
NDOT Department of Transport (national)
NEPAD New Partnership for Africa’s Development
NFVF National Film and Video Foundation
NGOs Non-governmental Organisations
NMD New Materials Development
NPA National Ports Authority
NQF National Qualifications Framework
NRDS National R&D Strategy
NSI National System of Innovation
OECD Organisation for Economic Cooperation and Development

Continued on next page



xiv

Table 1 – continued from previous page

Abbreviation Meaning
OEM Own Equipment Manufacturer
PAMTS Provincial Advanced Manufacturing Technology Strategy
PDC Provincial Development Council
PDIs Previously Disadvantaged Individuals
PERO Provincial Economic Review and Outlook
PGDS Provincial Growth and Development Summit
PGWC Provincial Government Western Cape
PPPs Public Private Partnerships
PSDF Provincial Spatial Development Framework
RDP Reconstruction and Development Programme
RED Door Real Enterprise Development Initiative
SABC South African Broadcasting Authority
SACCCOM South African Call Centre Community
SADC Southern African Development Countries
SAITIS South African Information Technology Industry Strategy
SAPP South African Power Pool
SAQA South African Qualifications Authority
SARCC South African Rail Commuter Corporation
SARS South African Revenue Service
SBDC Small Business Development Corporation
SC Scientific Committee
SCFS Social Capital Formation Strategy
SEDA Small Enterprise Development Agency
SETA Sector Education and Training Authority
SIC Standard Industrial Classification
SIP Strategic Infrastructure Plan
SIS Sectoral Information System
SME Small- and Medium-sized enterprises
SMME Small, Micro and Medium Enterprises
SPII Support Programme for Industrial Innovation
SWH Solar Water Heating
TBCSA Tourism Business Council South Africa
TDF Tourism Development Forum

Continued on next page



xv

Table 1 – continued from previous page

Abbreviation Meaning
THRIP Technology and Human Resources for Industry Programme
TISA Trade and Investment South Africa
UCT University of Cape Town
UNCTAD United Nations Conference on Trade and Development
UNDP United Nations Development Programme
UNESCO UN Education, Scientific and Cultural Organisation
UOG Upstream Oil and Gas
UWC University of the Western Cape
WBI World Bank Institute
WECBOF Western Cape Business Opportunity Forum
WTO World Trade Organisation



Contents

I Background 1

II Main Report 11

1 Western Cape Economy 13
1.1 Structure . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13
1.2 Sectoral characteristics . . . . . . . . . . . . . . . . . . . . . 14
1.3 Size of enterprise . . . . . . . . . . . . . . . . . . . . . . . . 15
1.4 Socio-economic Factors . . . . . . . . . . . . . . . . . . . . . 15
1.5 Economic growth . . . . . . . . . . . . . . . . . . . . . . . . 16
1.6 Employment . . . . . . . . . . . . . . . . . . . . . . . . . . 17
1.7 Future Growth and Employment . . . . . . . . . . . . . . . 18
1.8 Growth Prospects . . . . . . . . . . . . . . . . . . . . . . . 20
1.9 Constraining Factors . . . . . . . . . . . . . . . . . . . . . . 20
1.10 Global Factors . . . . . . . . . . . . . . . . . . . . . . . . . 22
1.11 International Impact on Local Economy . . . . . . . . . . . 23

1.11.1 The global dispersion of production - opportunities
and constraints . . . . . . . . . . . . . . . . . . . . . 23

1.11.2 The global shift to knowledge intensive activities . . 25
1.11.3 Globalisation and Tourism . . . . . . . . . . . . . . . 28
1.11.4 Poverty, Inequality and Strategies for Global Partic-

ipation . . . . . . . . . . . . . . . . . . . . . . . . . . 29

2 Role of Provincial Government 31
2.1 Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . . 31
2.2 Regional development in the global economy . . . . . . . . 33

xvii



xviii CONTENTS

2.3 The many faces of regional development . . . . . . . . . . . 34
2.4 knowledge and Information Economy . . . . . . . . . . . . . 36

2.4.1 The Basic Scorecard of the World Bank Institute’s
Knowledge Assessment Matrix . . . . . . . . . . . . 36

2.4.2 UNCTAD’s ICT Diffusion Index . . . . . . . . . . . 41
2.4.3 The global competition for talent . . . . . . . . . . . 44

2.5 Regional Intelligence . . . . . . . . . . . . . . . . . . . . . . 50
2.6 The way forward . . . . . . . . . . . . . . . . . . . . . . . . 53

3 Policy Environment 57
3.1 The National Policy Context . . . . . . . . . . . . . . . . . 58
3.2 The Provincial Policy Context . . . . . . . . . . . . . . . . . 62

3.2.1 Policy Linkages . . . . . . . . . . . . . . . . . . . . . 63
3.2.2 Measuring and Evaluating Linkages . . . . . . . . . 76

4 Evaluation of the MEDS Research 81
4.1 The Research Process . . . . . . . . . . . . . . . . . . . . . 81
4.2 Agriculture . . . . . . . . . . . . . . . . . . . . . . . . . . . 82

4.2.1 Proposed Policy Interventions . . . . . . . . . . . . . 83
4.2.2 Institutional Development and Support . . . . . . . 85

4.3 Fishing and Aquaculture . . . . . . . . . . . . . . . . . . . . 85
4.3.1 Planning and implementing a business-development-

support programme for small commercial fishing en-
terprises . . . . . . . . . . . . . . . . . . . . . . . . . 86

4.3.2 Strengthening mari- and aquaculture projects . . . . 87
4.3.3 Upgrading small fishing harbours . . . . . . . . . . . 87
4.3.4 Improving the (urban) infrastructure of fishing villages 88
4.3.5 Institutional development and support . . . . . . . . 88

4.4 Clothing and Textiles . . . . . . . . . . . . . . . . . . . . . 88
4.4.1 Sector cluster support . . . . . . . . . . . . . . . . . 89
4.4.2 Repositioning the industry . . . . . . . . . . . . . . 89
4.4.3 National-Government action . . . . . . . . . . . . . . 90
4.4.4 Other Proposed interventions . . . . . . . . . . . . . 91

4.5 Metals and Engineering . . . . . . . . . . . . . . . . . . . . 92
4.6 Oil and Gas . . . . . . . . . . . . . . . . . . . . . . . . . . . 94
4.7 Electronics . . . . . . . . . . . . . . . . . . . . . . . . . . . 96
4.8 Biotechnology . . . . . . . . . . . . . . . . . . . . . . . . . . 97



CONTENTS xix

4.9 Crafts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 99
4.10 Cultural Industries . . . . . . . . . . . . . . . . . . . . . . . 101
4.11 Film . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 103
4.12 Financial Services . . . . . . . . . . . . . . . . . . . . . . . . 105
4.13 Call Centres and BPO . . . . . . . . . . . . . . . . . . . . . 107
4.14 Information and Communication Technologies . . . . . . . . 109

4.14.1 A metropolitan broadband network . . . . . . . . . . 109
4.14.2 Incubators for BEE firms . . . . . . . . . . . . . . . 110
4.14.3 A Western Cape satellite for communication and mon-

itoring . . . . . . . . . . . . . . . . . . . . . . . . . . 110
4.15 Tourism . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 111

4.15.1 Institutional cooperation . . . . . . . . . . . . . . . . 113
4.15.2 Expanding transformation in the tourism industry . 114
4.15.3 Improving the transport infrastructure . . . . . . . . 114
4.15.4 Expanding education and training . . . . . . . . . . 115
4.15.5 Support for local authorities . . . . . . . . . . . . . . 115
4.15.6 Strengthening awareness and commitment on specific

issues . . . . . . . . . . . . . . . . . . . . . . . . . . 115
4.15.7 Marketing Western Cape Tourism . . . . . . . . . . 116

4.16 Energy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 117
4.17 Transport . . . . . . . . . . . . . . . . . . . . . . . . . . . . 118
4.18 Small, Medium and Micro Enterprises . . . . . . . . . . . . 120

4.18.1 Sector support via provincial programmes . . . . . . 123
4.18.2 PGWC as programme innovator . . . . . . . . . . . 123
4.18.3 Information and advice . . . . . . . . . . . . . . . . 123
4.18.4 Entrepreneurship and other SMME-focused educa-

tion and training . . . . . . . . . . . . . . . . . . . . 124
4.18.5 BEE in the SMME sector . . . . . . . . . . . . . . . 125
4.18.6 Poverty, job creation and the informal sector in small

business . . . . . . . . . . . . . . . . . . . . . . . . . 125
4.18.7 Private-sector involvement . . . . . . . . . . . . . . . 125

4.19 Human Resources Development . . . . . . . . . . . . . . . . 126
4.19.1 Proposed Policies . . . . . . . . . . . . . . . . . . . . 127
4.19.2 Learning indicators . . . . . . . . . . . . . . . . . . . 129
4.19.3 Employment and Unemployment - Implications for

an Integrated Human Resources Strategy . . . . . . 131



xx CONTENTS

5 Prioritisation and Selection 133
5.1 Why Prioritise? . . . . . . . . . . . . . . . . . . . . . . . . . 134
5.2 Misallocation of Resources? . . . . . . . . . . . . . . . . . . 135
5.3 What is Entailed in Prioritisation? . . . . . . . . . . . . . . 137
5.4 How Do We Prioritise? . . . . . . . . . . . . . . . . . . . . . 138

5.4.1 Relatively unstructured “expert opinion” based on
available evidence . . . . . . . . . . . . . . . . . . . 139

5.4.2 Relative assessment against two main criteria . . . . 140
5.4.3 Hierarchical filtering applying levels of screening . . 140
5.4.4 Qualitative matrix . . . . . . . . . . . . . . . . . . . 141
5.4.5 Matrix Utilising a Weighted ranking based on quan-

titative assessment . . . . . . . . . . . . . . . . . . . 142
5.4.6 Additional Observations . . . . . . . . . . . . . . . . 142

5.5 What Should be Prioritised? . . . . . . . . . . . . . . . . . 143
5.6 Summary . . . . . . . . . . . . . . . . . . . . . . . . . . . . 145

6 Monitoring and Evaluation 147
6.1 Monitoring vs. Evaluation . . . . . . . . . . . . . . . . . . . 148
6.2 A Menu of Possible Activities . . . . . . . . . . . . . . . . . 149

6.2.1 Pre-Project . . . . . . . . . . . . . . . . . . . . . . . 149
6.2.2 Implementation . . . . . . . . . . . . . . . . . . . . . 150
6.2.3 Impact Evaluation Using Existing Data . . . . . . . 150
6.2.4 Collecting New Data . . . . . . . . . . . . . . . . . . 154
6.2.5 Reporting to government/dissemination . . . . . . . 155

6.3 An Example: Call Centres and BPOs . . . . . . . . . . . . 155
6.3.1 The Nuts and Bolts of the Proposed Intervention . . 155
6.3.2 Monitoring Activities . . . . . . . . . . . . . . . . . 157
6.3.3 Doing an Impact Evaluation . . . . . . . . . . . . . 157
6.3.4 Policy Experimentation and Randomised Evaluations 159
6.3.5 What other questions might a well-planned evalua-

tion answer? . . . . . . . . . . . . . . . . . . . . . . 161
6.4 Funding . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 162
6.5 Building Monitoring and Evaluation Capacity in the Western

Cape . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 162
6.6 Summary . . . . . . . . . . . . . . . . . . . . . . . . . . . . 163

7 The Way Forward 165



CONTENTS xxi

III Executive Summaries of Reports (Volume A) 167

A Agriculture 169

B Fishing and Aquaculture 173
B.1 Current state of the sector . . . . . . . . . . . . . . . . . . . 174
B.2 Review of current issues/policies . . . . . . . . . . . . . . . 175
B.3 Suggested policy initiatives . . . . . . . . . . . . . . . . . . 176

C Clothing and Textiles 179
C.1 The global context . . . . . . . . . . . . . . . . . . . . . . . 179
C.2 African market integration . . . . . . . . . . . . . . . . . . . 180
C.3 The Western Cape sector . . . . . . . . . . . . . . . . . . . 181
C.4 The road ahead . . . . . . . . . . . . . . . . . . . . . . . . . 182
C.5 Sectoral policy and strategy levers . . . . . . . . . . . . . . 183

C.5.1 Indirect policy influence on National Government . . 184
C.5.2 Direct policy and strategy levers . . . . . . . . . . . 185

D Metals and Engineering 187
D.1 Current state of the sector . . . . . . . . . . . . . . . . . . . 187
D.2 Future growth prospects . . . . . . . . . . . . . . . . . . . . 189
D.3 Current policies . . . . . . . . . . . . . . . . . . . . . . . . . 190
D.4 Key policy initiatives . . . . . . . . . . . . . . . . . . . . . . 191

D.4.1 Saldanha steel beneficiation cluster . . . . . . . . . . 191
D.4.2 Ship-building . . . . . . . . . . . . . . . . . . . . . . 192
D.4.3 Expansion of the ship-repair infrastructure . . . . . 193

E Oil and Gas 195
E.1 What is COGSI? . . . . . . . . . . . . . . . . . . . . . . . . 195
E.2 Is there an opportunity in the UOG sector? . . . . . . . . . 196
E.3 Potential for Provincial Leadership . . . . . . . . . . . . . . 197
E.4 Main recommendations . . . . . . . . . . . . . . . . . . . . 199

F Electronics 203
F.1 State of the Sector . . . . . . . . . . . . . . . . . . . . . . . 203
F.2 Challenges . . . . . . . . . . . . . . . . . . . . . . . . . . . . 205
F.3 Proposed future steps . . . . . . . . . . . . . . . . . . . . . 207



xxii CONTENTS

G Biotechnology 211
G.1 State Of The Biotechnology Sector In The Western Cape

And Future Projections . . . . . . . . . . . . . . . . . . . . 211
G.2 Challenges and Opportunities . . . . . . . . . . . . . . . . . 213

G.2.1 Lack of Clear Provincial Objectives and Measure-
ment Criteria . . . . . . . . . . . . . . . . . . . . . . 213

G.2.2 Unfocussed Research . . . . . . . . . . . . . . . . . . 214
G.2.3 Low Level of Collaboration . . . . . . . . . . . . . . 214
G.2.4 Lack of Business Science Cross-Over Skills . . . . . . 215
G.2.5 Low Levels of Remuneration in the Industry . . . . . 215
G.2.6 Intellectual Capital . . . . . . . . . . . . . . . . . . . 216

G.3 Policies Advanced . . . . . . . . . . . . . . . . . . . . . . . 216

H Crafts 221
H.1 Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . . 221
H.2 State of the sector and future projections . . . . . . . . . . 221

H.2.1 Number of producing enterprises . . . . . . . . . . . 222
H.2.2 Employment/ people engaged . . . . . . . . . . . . . 222
H.2.3 Retail enterprises . . . . . . . . . . . . . . . . . . . . 222
H.2.4 Retail turnover . . . . . . . . . . . . . . . . . . . . . 222

H.3 Threats and opportunities . . . . . . . . . . . . . . . . . . . 223
H.3.1 Opportunities . . . . . . . . . . . . . . . . . . . . . . 223
H.3.2 Threats . . . . . . . . . . . . . . . . . . . . . . . . . 224

H.4 Policies proposed . . . . . . . . . . . . . . . . . . . . . . . . 225
H.4.1 Extension of role of CCDI (Western Cape’s DED and

CCDI to lead) . . . . . . . . . . . . . . . . . . . . . 226
H.4.2 Provincial framework on funding and investment into

the crafts sector (DED to facilitate) . . . . . . . . . 228
H.4.3 Integrated support programme from market informa-

tion to order fulfilment (CCDI to lead) . . . . . . . . 228
H.4.4 Intermediary/entrepreneur-crafter matchmaking (CCDI

to lead, potentially with CapeMAC) . . . . . . . . . 229
H.4.5 Deepening of design integration into the crafts sector

(CCDI) . . . . . . . . . . . . . . . . . . . . . . . . . 230



CONTENTS xxiii

H.4.6 Extension of advanced business skills development
programme (CCDI or cross-sector initiative through
DED) . . . . . . . . . . . . . . . . . . . . . . . . . . 231

I Cultural Industries 233
I.1 Definition of the Creative Industries . . . . . . . . . . . . . 233
I.2 International trends . . . . . . . . . . . . . . . . . . . . . . 234
I.3 National perspectives on the creative industries . . . . . . . 234
I.4 Trends in the Western Cape economy . . . . . . . . . . . . 235
I.5 Profile of the creative industries in the Western Cape . . . . 236
I.6 Economic impact of the sector . . . . . . . . . . . . . . . . 237
I.7 General economic arguments in support of the creative in-

dustry sector . . . . . . . . . . . . . . . . . . . . . . . . . . 238
I.8 Key Challenges . . . . . . . . . . . . . . . . . . . . . . . . . 239
I.9 Proposed Strategies . . . . . . . . . . . . . . . . . . . . . . 239

J Film 243
J.1 The Local Film Environment . . . . . . . . . . . . . . . . . 243
J.2 Industry Snapshot . . . . . . . . . . . . . . . . . . . . . . . 244
J.3 Industry Participants . . . . . . . . . . . . . . . . . . . . . . 244
J.4 Current Government Initiatives . . . . . . . . . . . . . . . . 245
J.5 Problem Areas and Suggested Interventions . . . . . . . . . 245
J.6 Conclusion . . . . . . . . . . . . . . . . . . . . . . . . . . . 249

IV Executive Summaries of Reports (Volume B) 251

K Financial Services 253
K.1 State of the sector in the Western Cape . . . . . . . . . . . 253

K.1.1 Economic activity . . . . . . . . . . . . . . . . . . . 253
K.1.2 Employment . . . . . . . . . . . . . . . . . . . . . . 254
K.1.3 Head office location . . . . . . . . . . . . . . . . . . 254
K.1.4 Labour force composition . . . . . . . . . . . . . . . 254
K.1.5 Access to financial services . . . . . . . . . . . . . . 255
K.1.6 Banking . . . . . . . . . . . . . . . . . . . . . . . . . 255
K.1.7 Life insurance . . . . . . . . . . . . . . . . . . . . . . 255
K.1.8 Short-term (general) insurance . . . . . . . . . . . . 256



xxiv CONTENTS

K.1.9 Securities trading and asset management . . . . . . 256
K.2 Issues and trends in financial services . . . . . . . . . . . . . 256

K.2.1 International . . . . . . . . . . . . . . . . . . . . . . 256
K.2.2 National . . . . . . . . . . . . . . . . . . . . . . . . . 258

K.3 Policy options for the Western Cape . . . . . . . . . . . . . 259

L Call Centres and BPO 263
L.1 Background . . . . . . . . . . . . . . . . . . . . . . . . . . . 263
L.2 Current status of the industry . . . . . . . . . . . . . . . . . 264
L.3 Opportunities . . . . . . . . . . . . . . . . . . . . . . . . . . 265
L.4 Drivers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 267
L.5 Recommendations . . . . . . . . . . . . . . . . . . . . . . . 268
L.6 Conclusion . . . . . . . . . . . . . . . . . . . . . . . . . . . 272

M ICT 275
M.1 Significance of the sector . . . . . . . . . . . . . . . . . . . . 275
M.2 Segments in the ICT sector . . . . . . . . . . . . . . . . . . 276
M.3 Policy levers . . . . . . . . . . . . . . . . . . . . . . . . . . . 277

N Tourism 279
N.1 Key interventions . . . . . . . . . . . . . . . . . . . . . . . . 280
N.2 Other interventions . . . . . . . . . . . . . . . . . . . . . . . 281

N.2.1 Showcasing Western Cape products . . . . . . . . . 282
N.2.2 Transformation . . . . . . . . . . . . . . . . . . . . . 282
N.2.3 Administered prices . . . . . . . . . . . . . . . . . . 282
N.2.4 Transport constraints . . . . . . . . . . . . . . . . . 282
N.2.5 Research into seasonality . . . . . . . . . . . . . . . 283
N.2.6 Liaison with national departments . . . . . . . . . . 283

O Energy 285
O.1 State of the Sector . . . . . . . . . . . . . . . . . . . . . . . 285
O.2 Challenges and Barriers . . . . . . . . . . . . . . . . . . . . 286
O.3 Policy analysis . . . . . . . . . . . . . . . . . . . . . . . . . 288
O.4 Future steps and support . . . . . . . . . . . . . . . . . . . 289



CONTENTS xxv

P Transport 291
P.1 Introduction . . . . . . . . . . . . . . . . . . . . . . . . . . . 291
P.2 Context . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 292

P.2.1 Economic trends . . . . . . . . . . . . . . . . . . . . 292
P.2.2 Policy Framework . . . . . . . . . . . . . . . . . . . 292
P.2.3 National Transport . . . . . . . . . . . . . . . . . . . 293
P.2.4 Provincial Transport Context . . . . . . . . . . . . . 294

P.3 Key Transport Issues Identified . . . . . . . . . . . . . . . . 295
P.3.1 Summary of key transport issues identified . . . . . 295

P.4 Strategic Priority Issues . . . . . . . . . . . . . . . . . . . . 297
P.4.1 Strategic priority set A: Safety and reliability of pas-

senger commuter services . . . . . . . . . . . . . . . 297
P.4.2 Strategic priority set B: Infrastructure backlogs &

bottlenecks . . . . . . . . . . . . . . . . . . . . . . . 298
P.4.3 Strategic priority set C: Transport logistics and per-

formance . . . . . . . . . . . . . . . . . . . . . . . . 298
P.4.4 Strategic priority set D: Regulatory dispensation e.g.:

licencing, permits and traffic compliance . . . . . . . 298
P.4.5 Strategic priority set E: Inter governmental and agency

coordination and communication . . . . . . . . . . . 299
P.4.6 Strategic priority set F: Economic empowerment (BEE),

skills development and job creation . . . . . . . . . . 299
P.5 Policies and Mechanisms . . . . . . . . . . . . . . . . . . . . 299
P.6 Conclusion . . . . . . . . . . . . . . . . . . . . . . . . . . . 301

Q SMMEs 303
Q.1 Owner-managed enterprise sector . . . . . . . . . . . . . . . 303
Q.2 Supporting small business . . . . . . . . . . . . . . . . . . . 306
Q.3 The “RED Door” strategy . . . . . . . . . . . . . . . . . . . 308
Q.4 Other programmes . . . . . . . . . . . . . . . . . . . . . . . 310

R HRD Challenges 313
R.1 Public schooling as the underpinning infrastructure for skills 314
R.2 Promoting intermediate skilling . . . . . . . . . . . . . . . . 315
R.3 Higher education and a Western Cape regional innovation

system . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 316
R.4 Possible interventions . . . . . . . . . . . . . . . . . . . . . 317



xxvi CONTENTS

S HRD Challenges 319



List of Tables

1.1 Summary of Western Cape’s Economic Outlook 2004/5 –
2007/8 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19

2.1 South Africa in the global knowledge economy: The World
Bank’s Scorecard . . . . . . . . . . . . . . . . . . . . . . . . 38

2.2 The Western Cape in the global knowledge economy . . . . 40
2.3 South Africa in the global information economy:Country rank-

ings in UNCTAD’s ICT diffusion index . . . . . . . . . . . . 43
2.4 The Western Cape in the global information economy . . . 45
2.5 South Africa and the worldwide competition for talent: Host

regions of US study abroad students . . . . . . . . . . . . . 49
2.6 The Western Cape and the global pool of talent: residents

from high-income (skill) countries (2001) . . . . . . . . . . . 49

F.1 Electronics companies in the Western Cape . . . . . . . . . 204

xxvii



Part I

Background

1



Introduction to the MEDS

The PGWC has undertaken a comprehensive programme to stimulate eco-
nomic development and transformation in the Western Cape. To this end, a
number of strategies are currently being developed - the Provincial Spatial
Development Framework (PSDF), the Strategic Infrastructure Plan (SIP),
the Social Capital Formation Strategy (SCFS), the Human Resources De-
velopment Strategy (HRD) and the Agriculture Strategy.

Also to be included in this set of complementary and interactive strate-
gies is a range of sector studies and sector-support policies, currently de-
scribed as the Micro-economic Development Strategy (MEDS).

The MEDS programme of research commenced in the first half of 2004
with eight studies (six sectors and two cross-cutting activities).

In 2005, a further ten studies were added (eight sectors and two cross-
cutting activities). The following eighteen studies have accordingly been
completed:

A Primary sectors

(1) Agriculture

(2) Fishing and Aquaculture

B Secondary sectors

(1) Clothing and Textiles

(2) Metals and Engineering

(3) Electronics

(4) Biotechnology

(5) Film

3
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(6) Craft

(7) Oil and Gas

(8) Cultural Industries, Arts, Culture and Creative Arts

C Tertiary sectors

(1) Tourism

(2) Call Centres/BPO

(3) Financial Services

(4) ICT

D Cross-Cutting Activities

(1) Small Business Development (SMMEs)

(2) Human Resource Development (HRD)

(3) Energy

(4) Transport

In January 2005, a Preliminary Synthesis Report incorporating the first
eight studies was produced. The Micro-economic Development Strategy
Synthesis Report: Version 1: July 2005 incorporates all of the studies un-
dertaken in the MEDS.

Research was undertaken by a number of commissioned researchers.
During the course of their research, the researchers interacted with and
made presentations to the PGWC counterparts. The process was man-
aged and overseen by an Oversight Committee (OC) (previously termed
Scientific Committee (SC)), and assisted by the staff of the Department of
Economic Development.

This report incorporates all the studies undertaken in the MEDS and
was prepared by the Oversight Committee members for the second phase
of the MEDS. The report situates the research reports within a broader
context and is divided into Parts I, II, III and IV as follows:

Part 1 provides a background to the Micro-economic Development Strat-
egy.

Part II is the main body of the report. Here we provide a synthesis
of the main findings. Chapter 1 examines the Western Cape economy and
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its place within the global economy. Chapter 2 seeks to define an appro-
priate role for the provincial government in enhancing economic growth
and equity. Chapter 3 outlines the evolving national and provincial policy
contexts within which the MEDS must be located. Chapter 4 provides an
assessment by the Oversight Committee of the research with the focus on
policy proposals. Chapter 5 provides a mechanism for the selection of pol-
icy priorities and proposes priorities for the Province. Chapter 6 outlines
a framework for monitoring and evaluation as an important component of
the MEDS. Finally, Chapter 7 concludes and anticipates the next phase of
the MEDS.

Parts III and IV provide the reader with the Executive Summaries of
the research papers. The complete sector research papers are contained in
separate documents entitled MEDS Research Papers 2005: Volume A and
Volume B. The research papers contained in volume A are summarised in
Part III of this report, whereas those of volume B are summarised in Part
IV.

A number of sectors and activities are still to be researched, and pro-
posals have been made in this regard. Moreover, there are significant data
limitations and constraints that will need to be addressed. Thus, this phase
of the MEDS should be regarded as a first step in a much longer process.
This Report is a first attempt at developing a comprehensive and definitive
perspective on desirable provincial policy in the micro-economic domain.
It will certainly be revisited and revised as the process unfolds further. It is
nevertheless expected that this Report and the supporting documents will
start to stimulate and guide open discussion about the most appropriate
role of the PGWC in this sphere, particularly in interaction with the other
central players – National Government, local authorities, private sector and
worker organisations.

Finally, the MEDS research programme also allowed for a Policy and
Strategy Formulation Training Development Programme. This is explained
in the progress report that follows.

David Kaplan
Project Coordinator



Report on the Training
Development Programme for
Policy and Strategy
Formulation

The policy and strategy formulation resource pool of skilled, capable and
experienced economic development researchers remains extremely anaemic
and far too unrepresentative after a decade of South Africa’s fledgling
democracy. It is imperative that this fragile and racially skewed resource
base be deepened and broadened to enhance significantly the critical mass
of knowledge workers and developmental management strategists in this
field.

The challenge of redressing the skills and capability weakness looms
large as a priority matter in the context of President Mbeki’s policy dec-
larations that the South African state formation and instruments must be
attuned to developmental and interventionist roles and functions in order
to confront head-on the challenges of poverty reduction; inequitable re-
source allocation; socio-economic marginalisation; skills development; and
equitable economic growth.

The Department of Economic Development responded to this challenge
by hosting a policy and strategy formulation training programme. It seized
the unique opportunity provided by the MEDS research programme to es-
tablish and implement a programme to train, coach, mentor and practically
expose trainees from historically disadvantaged backgrounds to the rigours
of regional/provincial policy and strategy formulation.
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The purpose of the training component of the MEDS was the modestly
ambitious one of providing trainees selected with first hand experience of
the diverse dimensions of policy and strategy formulation.

The scope of the training programme was framed by the following core
activities:

• Working with experienced researchers to gain familiarity with data
sources, analytical instruments, diagnostic methodologies, reference
materials and comparative literature.

• Consulting and studying comparative reference materials and partic-
ipating in discussion seminars.

• Attending and participating in meetings and workshops of carefully
targeted specialist committees of the Provincial Growth and Develop-
ment Strategy formulation process managed by the Provincial Devel-
opment Council (PDC). This affords an opportunity for trainees to
gain practical experience in provincial level multi-stakeholder strategy
formulating processes.

• Completing a short policy or strategy paper.

Five trainees - four males and one female - were selected for the first round of
training. A reading programme that focused on global, national, regional,
sectoral and firm level policies and strategies provided the core literature.

The learning and sharing platform was established through reflective prac-
tical participation in:

• the PGDS’s economic, human resources development and jobs spe-
cialist committees;

• seminar discussions;

• research consultations; and

• canvassing stakeholder opinions of and inputs on policy and strategy
interventions in specific research fields.
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The dimensions of training covered by the programme included:

• analytical and methodological literature scoping;

• process mapping and diagnostics; and

• selecting and defining delimiting research fields.

The programme established a facilitative and enabling learning, sharing and
dialoguing platform within a very short period of time. Upon completion
of the first mentorship programme, two of the five research trainees were
identified as suitable to be mentored by the Oversight Committee members
appointed during the 2nd round of the MEDS. This mentorship further ex-
posed the trainees to first hand experience of the diverse dimensions of the
rigours of regional/provincial policy and strategy formulation. Paul Lun-
dall, one of the selected trainees, made use of his considerable experience
in HRD and contributed a short paper on HRD challenges in the Province
to this report (see Appendix S).

The MEDS Developmental Training Programme attracted interest from
a broad group of external stakeholders. For example, the civil society con-
stituency of the PDC-managed growth and development strategy formu-
lation process adopted resolutions to deploy at least three of the trainees
as sector/thematic experts as well as to implement a similar policy and
strategy training programme during 2005.



Part II

Main Report
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Chapter 1

The Western Cape
Economy: Performance and
Prospects

Chapter 1 is a broad survey of the major structural features of the West-
ern Cape economy1 and the prospects for further development. Its sectoral
strengths, as well as its challenges, are laid out, serving as the foundation for
the more detailed industrial policy analysis that follows. The international
dynamics governing globalisation in this current era, including opportuni-
ties and threats, are briefly explained, and the region’s insertion into the
global economy is particularly highlighted.

1.1 Structure

With a population of 4.6 million or 10% of the national populace, an area
of about 10% (120 000 km) of South Africa, and a GDP share of 14%, the
Western Cape falls into the middle range of the nine Provinces. Based on
the Western Cape’s estimated per capita Gross Regional Product (GRP)
of about R40,800 in 2004, and a country-wide per capita GDP of approx-
imately R28,800, the Western Cape (together with Gauteng) is at the top
of the provincial development range.

1In this Chapter, much of the data is drawn from the PERO (2005).

13



14 CHAPTER 1. WESTERN CAPE ECONOMY

The Province’s population increase is well above the national average
(about 2.4% compared to the national average of 1.4%), signalling lower
HIV/Aids mortality and a significant net population in-migration. Urban-
isation is high at close to 90%, and the Western Cape rural areas do not
have peasant agricultural settlements but well-established small towns.

The Western Cape is blessed with a solid, diversified resource base,
even though it has no minerals of significance and its water supply is under
some threat. These resources relate to the topography, coastline, rivers and
diversified vegetation of the region, its extraordinary natural attractions
(ranging from Table Mountain and the Garden Route to the Cederberg and
the Winelands area) and its moderate climate. It also includes its strategic
location along east-west and north-south sea routes, with two world-class
harbours (Cape Town and Saldanha).

The Western Cape’s infrastructure is relatively well-developed, com-
pared to most of the other Provinces, but as outlined later, the infrastruc-
ture is much less impressive when compared on a global scale. In addition,
deterioration and development gaps are becoming a serious concern for
some sectors and places. Local education levels are on average much bet-
ter than the national average; this is reflected in the significantly higher
literacy levels and grade 12 pass rates.

1.2 Sectoral characteristics

Probably the most important characteristic of the Western Cape’s economy
and its economic development is the broad base and diversity of its more
promising sub-sectors, industries or ‘niches’. The four core sectors of the
Western Cape’s economy (agriculture, manufacturing, trade, and financial
and business services) are each well diversified, thereby reducing the risk
of over-dependence on any single industry. In addition, the region has
a well-developed and diversified tourism sector, and relatively strong and
dynamic construction, fishing, professional services, higher education and
transport sectors. While it lacks a significant mining sector, Saldanha has
become a major export harbour for minerals and a downstream iron and
steel industry.

The broad services sector accounts for more than two-thirds of the re-
gional economy. Within this sector, business services are particularly im-
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portant, comprising 27% of the regional economy - considerably higher than
the 19% nationally. Manufacturing makes up 20% of the regional economy
- similar to the national figure. Within manufacturing, the major activities
are agro-processing, metals and engineering, oil and petro-chemicals, and
clothing and textiles. Agriculture (5.6%) and construction (3.4%) are also
somewhat larger than the national average. Mining and quarrying (0.3%)
is much lower than the national average (7.8%).

1.3 Size of enterprise

The absence of large mines and capital-intensive mineral processing as
well as heavy industry complexes accentuates the dominance of small and
medium-sized enterprises (SMEs) in the Western Cape’s economy. As ex-
plained later, this dominance of SMEs in the regional economy also influ-
ences the role that falls upon the PGWC in the stimulation and orientation
of economic growth and transformation in the region.

1.4 Socio-economic Factors

The following factors have an important impact on the regional economy:

• the particular location of the Western Cape within South Africa’s
spatial development framework (1 500 km away from the country’s
economic and metropolitan hub);

• its broad regional economic base; and

• the attractive living and working environment of the Western Cape.

Parallels to this locational impact on the structure of the regional econ-
omy can be found in countries like Canada (Vancouver as the far-western
regional centre), Brazil (Rio de Janeiro as opposed to the capital Brasilia
and the industrial centre Sao Paulo) and Turkey (Istanbul as opposed to
the capital Ankara).

As far as socio-economic development indicators are concerned (e.g. the
number of doctors, nurses and hospital beds per 10 000 of the population,
access to water, electricity and communication services, etc.) the Western
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Cape ranks either highest or second-highest after Gauteng. This also ap-
plies to skill levels of the labour force and, in the inverse, to unemployment
levels. Yet, ‘relatively better off’ does not imply that development issues
related to these indicators are not serious in the Western Cape, or that
they do not demand attention from both the public and the private sector.

The relatively well off position of the Western Cape among South Africa’s
nine Provinces can be linked to particular historical factors, which shaped
the specific socio-demographic structure of the Western Cape. These forces,
again, influence current trends with respect to net in-migration to the West-
ern Cape from the Eastern Cape, and they also explain why the Western
Cape receives a declining share of provincial transfers, most of which are
directly linked to development needs.

1.5 Economic growth

For the period 1999-2003, economic growth in the Western Cape (3.9% per
annum) considerably exceeded that of the national economy (3.1% per an-
num). This is largely due to the services sector – both because fast-growing
services are over-represented in the region and because services grew faster
in the region than they did nationally. This faster growth was particularly
evident in internal trade and catering (reflecting tourism) and especially in
financial and business services. By contrast, the manufacturing industry
in the Western Cape grew at only half the rate of the national, 1.4% as
compared to 2.8%. A number of manufacturing sectors of importance to
the region saw overall declines – food and beverages; non-metallic minerals,
clothing and textiles, and wood, paper and publishing.

In line with its higher rates of economic growth, fixed investment spend-
ing in the region also grew more rapidly than nationally – 4.2% as compared
to 2.2%. However, much of this difference occurred in 1999 when, following
the Asian crisis, investment dipped far less in the Western Cape than in
the rest of the country.2 In terms of sectoral contribution, financial and
business services played a major role in this increase – probably close to
one-third of overall growth in investment spending being contributed by

2It is not clear why fixed investment in the Western Cape remained stable while
it declined considerably at a national level. It is probably, in part, a consequence of
investment in the service industries being less cyclical.
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this sector.3 Transport and communication, government and internal trade
and catering also contributed to the growth in fixed investment spending.
The only manufacturing sectors that made any significant positive contri-
bution were petroleum products, and chemicals and transport equipment.

1.6 Employment

For a number of sectors, there is something of a disjuncture between growth
in fixed capital formation and employment creation. This is particularly
evident in petro-chemicals, transport and communications, and, most im-
portantly, financial services. In these sectors, significant increases in capital
investment were not accompanied by any net employment growth.

Employment declined in almost all sectors – the major exceptions be-
ing automotive, retail and wholesale trade, and business and community
services. Employment decline was particularly sharp in manufacturing at
3.2% per annum. Outside of the Western Cape, employment decline in
manufacturing measured 0.8%. Employment in financial services grew by
1.1% per annum while output growth was 6.1% and investment growth 5%.
Internal trade and catering, business services, and in manufacturing only
transport equipment, contributed positively to both capital investment and
employment.

The net result was that despite a healthy growth in investment spending
of 4.2% per annum, aggregate employment in the Western Cape declined –
by 0.4% per annum. In employment creation, the Western Cape performed
poorly by comparison with national.

Rising fixed investment accompanied by falling employment is a clear
indication of capital deepening and labour substitution. This is a national
phenomenon. However, with fixed investment rising significantly faster and
employment declining significantly faster than for the country as a whole,
the Western Cape has been particularly prone to capital deepening and
labour displacement.

In line with the strong tendency to capital deepening, employment cre-

3The PERO calculation of “..close to 40%..”(PERO, 2005: 76) included transfer costs.
The MEDS researcher for financial and business services, after a considerable sifting of
the data, concluded that the figure was accordingly considerably lower i.e. close to one-
third. It is clear that the data for this very important sector are seriously deficient.
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ation in the Western Cape is significantly skill-biased. In all sectors, even
in the unskilled areas, the share of unskilled workers has tended to de-
cline. Whereas unemployment has risen significantly for all other education
levels, unemployment amongst those with tertiary education has declined
since 1995 (Education Department, Western Cape 2004: Table 4).4 Be-
tween 2000 and 2003, two-thirds of the jobs created accrued to those with
a matric certificate or higher.

The challenge for the Western Cape therefore is not solely to raise the
rate of growth but also to foster growth that takes a more labour demanding
path, and more especially to increase the demand of unskilled and semi-
skilled labour.

However, this is a very difficult challenge. Our researchers were able
to identify only a few productive sectors that hold promise for the direct
creation of significant new unskilled and semi-skilled employment oppor-
tunities. Limitations in employment opportunities raise the importance of
SME and entrepreneurial development. Training and education to equip
more people with the skills that can command employment as well as in-
terventions in other policy domains such as public works programmes is
needed.

1.7 Future Growth and Employment Prospects

In line with expectations that the national growth rate is likely to be con-
siderably higher over the next few years – at time of writing the consen-
sus forecast for 2005 and 2006 is around 4% per annum5 – growth in the
Western Cape is forecast to shift higher. The outlook for the rapidly grow-
ing sectors that is financial and business services, transport and commu-
nications, property and retail, and wholesale trade and catering is very
favourable. Growth in these service industries is projected to equal or ex-
ceed the national performance. The strong representation of these sectors

4Other data suggest that while unemployment levels are considerably lower amongst
those with tertiary education, in the period 2000-2003, the unemployment rate for those
with tertiary education increased – from 4.3% to 7.3%. PERO (2005):162.

5National Treasury is forecasting a growth rate in excess of 4%. “Government forecast
is for the economy to grow by an average of 4.2 % over the next few years.” PERO
(2005):1
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in the Western Cape is likely to result in the region exceeding the national
growth rate.

The manufacturing sector is likely to be favourably affected by strong
domestic demand. This will be of particular importance to the clothing and
textiles industries. But, many sectors are currently experiencing both rising
import penetration and declining exports on the back of an appreciating
Rand. Accordingly, much will depend on the future strength of the Rand.
The outlook for manufacturing is more uncertain and less expansive.

In the short-medium term therefore, the outlook is for a similar pattern
of output growth - strong growth in the broad services sector and very
slow growth in manufacturing with some sectors actually contracting. The
trend for the Western Cape to become a service-based economy is likely to
accelerate.

Table 1.1: Summary of Western Cape’s Economic Outlook 2004/5 – 2007/8

2004/5est 2005/6F 2006/7F 2007/8F Av.
GDPR (R-Billion) 203,0 222,5 244,4 263,4
Real GDPR growth (%) 4,1 4,3 4,0 3,9 4,1
Primary sector 1,7 2,5 2,2 1,7 2,1
Secondary sector 3,8 4,5 3,7 3,2 3,8
Tertiary sector 4,4 4,8 4,5 4,5 4,6

Source: BER in PERO 2005:90. “Av.” refers to the average over 2005/6 -
2007/8.

The impact on employment is uncertain. Any substantive employment
gains will depend heavily on the rapidly expanding sectors. If these sectors
continue to resort to capital deepening, overall employment gains will be
very limited and will be below the anticipated growth rate. Thus, even
at the projected significantly higher growth rate, the prospects for any
significant reduction in the unemployment rate do not look promising.
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1.8 Further growth and employment opportuni-

ties

However, there are a number of significant opportunities for output and
employment growth in the Western Cape. If it is able to capitalise on the
opportunities presented, the Province may significantly exceed projections.
There are also a number of other sectors that have prospects of more limited
expansion in output and employment. These are identified and discussed in
Chapter 5. In addition, there are a number of areas and activities in which
provincial policies can have a more indirect but broader systemic impact
on output growth and employment. Finally, there are sectors where output
and employment are under considerable threat and policy may help to
retain capacity.

1.9 Some factors constraining the Western Cape’s

economic performance

Notwithstanding the comparative strengths and ‘above national average’
performance of the Western Cape over the past two decades, important
problems, limiting factors and potential threats cloud its socio-economic
performance and future development path. A number of these are listed
below to illustrate the range and seriousness of some of them.

• Complacency about past achievements and ‘satisfactory life-styles’
among the middle and higher socio-economic strata of society is a
factor (sometimes) limiting initiatives and the tenacity to tackle the
more fundamental issues.

• Short-to-medium-term implications of the strong Rand, which di-
rectly impact on a wide range of Western Cape exports and dampen
the opening up of new export niches (e.g. yacht building and film
production).

• Stark, and increasing, income and wealth inequality in the region,
which potentially threatens the social cohesion of society.
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• Relatively slow (visible) progress with black economic empowerment,
especially with respect to the steadily rising share of the Western
Cape’s African population.

• Sizeable net in-migration, with about two-thirds of the 50 000 net in-
migrants per year coming from poor, rural communities in the Eastern
Cape, and with the (currently still low) level of foreign African in-
migration also accelerating.

• Steady annual out-migration of relatively well-skilled (young) peo-
ple to the northern hub as well as other centres of the country and
overseas.

• A large and highly visible number of poor, unemployed and often des-
titute people, predominantly in or near the urban areas (in particular
metropolitan Cape Town).

• Steadily increasing competition from other regions and centres of
South Africa in areas where the Western Cape in the past had either
a comparative advantage or was the first with projects or sectors (e.g.
competition for the V & A Waterfront, for the hosting of world-class
conferences, for export grapes, designer furniture, etc.).

• The challenge of quota removals and other global trade liberalisation
measures on hitherto relatively protected local industries (such as
clothing).

• An understandable reluctance at national and inter-provincial lev-
els to support or subsidise Western Cape developments, seeing that
the region is comparatively so much better off than other develop-
ing regions (e.g. in the allocation of capital funds for infrastructure
development or mega-projects).

These limiting factors have a major influence on shaping the future
growth and unfolding of the Western Cape’s sector structure. Some of the
factors and forces can be addressed directly (e.g. bottlenecks developed in
certain infrastructure segments) while others suggest a lower future pres-
ence of some sectors (e.g. clothing). A thorough understanding of these
problems and underlying forces is critical for the shaping of effective sector
strategies.
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1.10 The Western Cape in the global economy

One of the most significant spatial dimensions of global growth is that
coastal economies have tended to grow significantly faster than hinterland
economies. This is true globally, for fast-growing Asia, and also for Africa.
Coastal regions have grown far more rapidly in Africa than the hinterland,
albeit at significantly slower rates than for coastal regions elsewhere (Collier
and O’Connell 2005).

The principal factor underlying the enhanced economic performance of
coastal regions is that their location allows for easier engagement in the
global economy, particularly if, as in the case of the Western Cape, it
sits astride established trading routes. Global trade and commerce have
consistently expanded at much more rapid rates than growth in global
GDP. Similarly, the growth in South Africa’s exports significantly exceeds
its growth in GDP.

For the Western Cape, the rise in exports has exceeded the growth rate
of the regional economy by a significant margin. The growth in Western
Cape exports in the period 1996-2003 has been estimated as being between
8% and 11.4% per annum (PERO, 2005:84).6 This compares to a provincial
growth rate of 3.9% over the same period.

Much of this export growth comes from the Western Cape’s top 3 export
categories – fruit, alcoholic beverages (wine) and iron and steel – the first
two are based on local inputs, while iron and steel is based on the benefi-
ciation of inputs from outside of the Province . These 3 categories account
for a little under half of all Western Cape exports. However, export growth
is very widespread – notably in boats and ships, furniture, chemicals, wood
products, automotive components, tobacco and paper (PERO, 2005:85).

While the Rand’s appreciation considerably slowed export growth in
2003, growth is likely to resume, more particularly if, as is forecast, the
value of the Rand declines. Clearly, the performance of the global economy
will have a critical impact on the prospects for the Western Cape.

6The discrepancies arise from the use of different deflators necessary to exclude the
impact of currency and price movements from the underlying flows.
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1.11 International dimensions impacting on West-

ern Cape Industry

We have isolated a number of key dimensions impacting on the Western
Cape economy:

• The global dispersion of production and the opportunities this offers
to regions (such as the Western Cape) within developing countries.

• The global importance of knowledge intensive processes as high rent
yielding activities – implications for fostering specific knowledge activ-
ities/sectors, and attracting skilled high income earning and spending
personnel into the Province.

• The segmented nature of global tourism and the advantages the West-
ern Cape has in facilitating the synergies between natural and cultural
resources.

• The impact of globalisation on poverty and inequality.

1.11.1 The global dispersion of production - opportunities
and constraints

From the perspective of developing countries this new era of globalisation
– roughly the last three decades of the 20th century - is characterised by
two processes. Firstly, a rapid expansion of global trade in manufacturing
and services fuelled by the systematic reduction in international barriers
to trading, and secondly, a major shift in the global dispersion of indus-
trial production towards locally owned and/or managed firms in developing
countries, especially in respect of products with high labour intensive com-
ponents. Manufactured exports grew rapidly from developing countries,
accounting for more than 70% of all their merchandise exports by 2000, as
compared to 20% in the 1970s and 1980s (UNCTAD, 2002:51). Even in
sub-Saharan Africa, exports of manufactured products exceed agricultural
exports. Throughout the developing world there has been a pervasive shift
away from resource-based manufactured products to low-tech manufactured
products.
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Firms in these (often, but not exclusively, middle income) developing
countries are not simply engaging in trading of final product commodities
as independent producers, but are locked into global value chains often
producing components (semi-manufactured goods) for links further up the
supply chain. In these global value chains the buyers or intermediate agents
exercise enormous power over the characteristics of the sourcing arrange-
ment: what is produced, how it is manufactured, where it is sourced from,
and how much it is sold for. Competing on the basis of price is important,
but so are a host of other factors such as quality, time to market, etc. Hence
sourcing buyers constantly compare the operational efficiency of different
competitor suppliers. This imposes the need for producers to continuously
upgrade their operating performance in line with world class manufacturing
techniques and radically ratchet up their competitiveness.

A new layer of dynamic Asian economies (principally China and India)
has emerged, impacting on the manufacturing sectors of other developing
economies, especially Africa. These Asian economies have a cheap labour
advantage but are also highly competent in production performance; hence
their export drives are carving out a huge global terrain especially in lower-
end manufactured goods (e.g. clothing). A major reason has been their
ability to not only meet the production standards dictated by the global
value chain drivers, but also to continuously cut prices for low technology
products, hence cutting other developing country producers’ global market
share. This has been reflected in a general global fall in prices of low tech
manufactured products since the 1990s (Kaplinsky 2005). Hence, for de-
veloping country firms, competing globally simply on the basis of price is
a very risky business indeed. Local manufacturers that wish to maintain
some degree of domestic and export shares are having to radically up-
grade their production capabilities, resulting in a concerted drive towards
internalising manufacturing excellence principles and achieving world class
manufacturing standards.

This global dispersion of production offers new export opportunities
to manufacturers in the Western Cape, but only if they can meet the ex-
act technical requirements, operational parameters, and pricing structures
specified by their global value chains. However, those firms who supply
the domestic market have no room for complacency, for the other side of
export opportunities is the threat of cheaper imports into the country wip-
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ing out domestic market share. This is most evident in the clothing and
textile sectors, traditionally more oriented towards the domestic market,
which are large employers of semi-skilled workers. The domestic upsurge
in the economy may well provide numerous opportunities for stabilising
employment but there is no room for local manufacturing to hide from
international competition. The demands to strive for manufacturing ex-
cellence and upgrade to world class manufacturing standards applies in all
markets. Strategies to rapidly upgrade the operational performance of the
firms to compete internationally is noted as an urgent provincial policy
lever.

1.11.2 The global shift to knowledge intensive activities

Within global value chains knowledge intensive functions and activities are
increasingly important – ‘branding’, ‘marketing’, ‘design’, ‘research and
product development’, ‘logistics’, ‘organising sourcing’, ‘managerial skills’,
‘financial services’. The further up the value chain or more knowledge
intensive (hence complex) the activities, or meeting specialist standards,
or producing branded country of origin products, the greater the financial
gains and wage income returns. Within value chains where the manufactur-
ing process is relatively labour intensive and low technology products are
being produced (e.g. clothing and footwear) the highest income and rent
yields revert to those who own and control brand names, design, marketing
or who control the organisational outsourcing and logistics functions.

Value chain transactions require sourcing arrangements involving obli-
gational relationships.. There is a major organisational/logistics function
between the various chain links, ensuring adequate sourcing, meeting tech-
nical parameters and achieving chain competitiveness. Those firms who
organise relationships (a knowledge intensive function) are hence in an ex-
tremely good position to appropriate high rents and income.

This has impacted on the geographical location of these functions.
There has also been a simultaneous re-concentration of these knowledge
intensive functions in the industrialised countries or in newly emerging
middle income countries or even regions within countries. Furthermore,
middle income developing countries who have acquired highly developed
process manufacturing competence (a form of knowledge intensive skills)
are able to meet the technical demands of world class manufacturing and
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therefore do not only compete on price and low wages. Moreover, there are
other benefits to having control over and access to such knowledge inten-
sive intangible functions and activities. For knowledge intensive intangibles
create their own specific barriers to entry, thus reproducing the tendency
to concentrate them in higher income countries and regions.

Industrial development is increasingly more dependent on the transmis-
sion and acquisition of appropriate knowledge. Information communication
technology (ICT) is transforming business – enabling customers to access
information about new products and suppliers, revolutionising distribution
and supply chain management, and enabling a much tighter integration in
the management of inputs and design to marketing and sales. Continuous
innovation in design, manufacturing processes, and marketing has become
the driving force of successful economies – and innovation requires accel-
erating knowledge intensity. Increasingly economists argue that countries
specialising in technologically rich (i.e. based in knowledge-intensive) in-
dustries or labour intensive industries based on making available advanced
levels of information technology (e.g. call centres) will experience faster
growth than those that do not. This is particularly important for devel-
oping countries and regions unable to compete using cheap labour. Inter-
national competitiveness is therefore increasingly based on the capacity to
master information technology, to exploit all of the knowledge resources
available, and to innovate.

Furthermore, in many instances where geographical regions or cities
have managed to create a hub of knowledge creativity this has resulted
in attracting high income skilled personnel, with potential spin offs for
economic growth and economic spillovers into rising demand for a myriad
of labour intensive services. In a major study of contemporary successful
knowledge valuing cities, Kotkin and DeVol (2001:97) observe, “there are
several basic premises that are critical for urban success in the digital age.
Perhaps the most important regards lifestyle concerns. In the digital econ-
omy, where people want to live becomes the paramount concern. Thus,
reducing crime, creating new arts districts, refurbishing historic structures,
encouraging new restaurants and clubs have become primary economic de-
velopment tools.” Citing recent studies, they go on to conclude “that in-
vestments in skill development are far more effective than traditional eco-
nomic development incentives. If lifestyle factors lure new workers, training



1.11. INTERNATIONAL IMPACT ON LOCAL ECONOMY 27

initiatives can go far in keeping employers in a particular geographic area.”
The Western Cape has major advantages, insofar as it already exhibits a

concentration of many of these knowledge intensive characteristics, innova-
tion activities and services. A significant number of highly skilled personnel
have chosen to live there, and learning and innovation has become coupled
with life style choices. These processes should be encouraged and fostered
as much as possible. The industrial policy implications for the Western
Cape government are:

• encouraging knowledge intensive functions within value chains, such
as design, both in general and with respect to particular sectors;

• assisting management in industrial sectors, to acquire the operational
knowledge to attain world class manufacturing excellence in the pro-
duction process through fostering clusters focused on continuous im-
provement and knowledge acquisition;

• facilitating the generic business management upgrading for SMMEs;

• encouraging stable representative sector stakeholder forums to ensure
rapid communication between industry and provincial/local govern-
ment;

• facilitating the widespread diffusion of ICT to allow enterprises and
skilled self employed individuals achieve the knowledge based produc-
tivities these can yield;

• supporting the expansion of the general ‘call centre’ business process
outsourcing (BPO) industry in the Western Cape, as well as niche
oriented high quality services focused in specific knowledge intensive
areas (e.g. financial services), thus providing employment opportuni-
ties for large numbers of recently matriculated youth; and

• investigating how in some areas organisational/logistic functions have
the potential to attract other activities that are labour absorbing, as
in the servicing of oil/gas activities in Africa.
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1.11.3 Globalisation and Tourism

Globalisation has also produced a massive movement of people across na-
tional boundaries. Leaving aside work migrants, its most far-reaching ex-
pression is to be found in the rapid growth of global tourism. Between
1990 and 2001, global tourists doubled from 325m to 688m, and the value
of earnings from tourism rose from US$256bn to US$426bn (Kaplinsky
2005). International and domestic tourism combined is estimated to gener-
ate up to 10% of the world’s GDP and international tourism is the world’s
largest export earner. Globally, international tourism outstripped exports
of petroleum products, motor vehicles, telecommunications equipment, tex-
tiles or any other product or service. Travel and tourism are also important
job creators, employing an estimated 100m people globally. Globally, em-
ployment in tourism is growing 11

2 times faster than any other industrial
sector - mostly in SME sized, family-owned enterprises. (WTO, 2003).

Globalisation has focused attention on competitiveness, as destination
countries fight for market share, while tourists have become more sophisti-
cated in their destination choice and expectations of a more complex ‘tourist
product.’ The structure and operation of the global industry consists of tour
operators, travel agents and transport services selling integrated “packages”
to tourists, containing complex linkages to various tourist activities. The
more diversified a destination’s portfolio of tourism products, services and
experiences, the greater its ability to attract different tourist segments.
This portfolio includes the natural resources, heritage and culture avail-
able, and created resources such as infrastructure, and special events. In
surveying the literature, Dwyer and Kim (2003:381) point out that, “the
heritage and culture of a destination, its history, institutions, customs, ar-
chitectural features, cuisine, traditions, artwork, music, handicrafts, dance,
etc., provide a basic and powerful attracting force for the prospective visi-
tor.”

Two recent tourism studies of Africa show this. “Clearly tourists to
Africa are not solely interested in sun, sea and beach holidays, but are
travelling to experience Africa’s culture, wildlife and diversity.” (Naude and
Saayman, 2004:18). Whilst a recent KZN Tourism (2004) survey revealed
that, apart from the usual visits to bars, restaurants and beaches, 81% of
air borne tourists visited a shopping mall, 60% a craft market, 59% a game
reserve, 54% a nature reserve/park, 36% an art gallery or cultural museum,
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and 33% a wine farm.
The availability of Internet and IT tools play an increasingly important

role, both for the visitor and tourist business. Availability of Internet ac-
cess in Africa plays an increasingly important role for international tourists’
destination choice (Naude and Saayman, 2004). Furthermore, in respect of
tourist enterprises, “the new IT tools enable smaller players, to compete
on an equal footing with larger players thereby increasing their competi-
tiveness.” (Dwyer and Kim, 2003:397).

Finally a major development governing destination competitiveness and
sustainability is establishing broad community participation, effective co-
ordination and support between all stakeholders. These tourism forums
enable the many parts of the industry to work together, compete more
effectively, and design and implement public consultation so as to ensure
that stakeholders are involved in making tourism-related decisions. (Dwyer
and Kim, 2003).

It is for this reason that our strategy proposals for the Western Cape
emphasise the importance of leveraging the tourism sector’s ability to cre-
ate a holistic tourist ‘experience’. The region has a unique ability in this
respect, if it facilitates the synergies between the tourist market and the
complementary craft, film, heritage, cultural and creative sectors in the
Province. The Department of Economic Development can play a signifi-
cant role in encouraging and facilitating this linkage.

1.11.4 Poverty, Inequality and Strategies for Global Partic-
ipation

Having outlined the growing importance of the global economy for the
development of the Western Cape, it is important to stress that deeper
engagement in the global economy is not without its costs and pitfalls.

Deeper engagement in the global economy does not necessarily increase
employment opportunities or reduce poverty and inequality. Simply par-
ticipating in price based global markets - and hence continually faced with
having to reduce prices through lowering wages - or participating in the
wrong markets and being forced out by more competitive countries can
result in a deepening of poverty. The clothing sector’s recent experience is
indicative. What is critical is how countries and regions participate in the
global economy. The policy issue is therefore not whether to participate
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in globalisation but rather how to do so in a way which produces sustain-
able income growth and spreads the gains throughout income groups. The
policy challenge is devising appropriate strategy levers so that firms and
sectors do not rely on low wages as the basis for a competitive position,
but rather seek to leverage the region’s capacities in dynamic knowledge
intensive activities. This will be critical to safeguarding and enhancing
employment.



Chapter 2

The Role of Provincial
Government in Facilitating
Economic Development

Having outlined the major features of the Western Cape economy and its
growth prospects, this section assesses the capacities of the Western Cape
to engage effectively in the global knowledge economy. It then draws from
international and national experience to propose an appropriate role for the
PGWC in enhancing economic development, paying particular attention to
the relationship of the PGWC with the private sector.

2.1 Introduction

What is the point of wondering about the role of regional authorities in
economic development given that we live in a globalised world in which:

• international trade and investment account for an increasing share of
world output;

• multinational firms are constantly on the look-out to substitute ex-
isting plants with new, cheaper facilities in other countries;

• ‘new kids on the block’ like China or India make rapid inroads into
markets for established products and services, while high-income coun-

31
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tries either fight robust rearguard battles or aggressively invest in new,
extremely complex and highly uncertain technologies;

• league tables on everything from technology achievement to human
happiness suggest that countries are the appropriate agents of inter-
national competitiveness and, hence, economic development; and

• There seems to be a premium on size, scale, and global reach.

In other words, are regions not mere ‘takers’ as opposed to ‘shakers’
of economic development, and are they not guilty of punching above their
weight class when they muscle into the global territory? The short answer
to this question is, no. There is no reason for provincial authorities to
accept the current position of their respective regional economies as given,
immutable, and somehow only dependent on higher-order influences, be
they of national or international origin. That said, these external influences
are indeed important, and although some regions can shape their future,
not all will be able to do so. Just as at the country level, the availability
of resources, geographic factors, climatic conditions, and a host of other
conditions differentiate between more and less fortunately endowed regions.
History has dealt some regions a bad hand of cards, and it is clearly not
always possible to alleviate this through regional interventions.

Chapter 1 has illustrated that the Western Cape, while facing numerous
complicated development challenges, is fortunate in having a diversified
economy with considerable potential. However, before we get to the specific
circumstances under which the PGWC operates, it is worth elaborating a
longer answer to the question posed above.

The tension between globalisation and the continued importance of re-
gional economies is not just an academic invention but has real content.
The PGWC can make a difference in terms of how this tension plays out.
Chapter 1 has shown how, and why, globalisation is a powerful force to
reckon with. This Chapter will show why there is no reason for despair,
provided one avoids the pitfalls of how not to engage with the global econ-
omy.
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2.2 Regional development in the global economy

In a fully globalised economy, resources flow freely between firms. A par-
ticular location offers only factors of production that could ultimately be
substituted in a number of other places. Thus, when it becomes too expen-
sive to manufacture microwave ovens in Korea or Taiwan, production moves
to the Pearl River Delta in China. This is an example for competition in
relatively low-wage, low-skill, and low-sunk-cost manufacturing processes
and select consumer services.

By contrast, in a fully territorialised economy, economic activities strong-
ly depend on resources which are unmistakably local and not easily available
elsewhere. This may be effect or cause – if a place controls key resources,
producers may have no choice but to go there and stay put. Alternatively
– and this is the case for clusters – producers get together because they
benefit from proximity to one another, and at some point relation-specific
efficiencies add yet more benefits for staying in the cluster. An exam-
ple would be the concentration of automobile design houses in North-West
Italy, where Chinese vehicle manufacturers with global aspirations contract
Pininfarina to draft the look of their urban run-abouts. In sum, in terri-
torialised economies competition is about high-quality goods, specialised
services, and innovation-intensive activities (Storper 1997, Chap.7).

Of course, the real world is a mixture of these two abstractions. It
is beneficial for the Western Cape to orient its ambition toward the pro-
duction of goods and services for which locally realised interdependencies
– within the Cape as a place to live, work, and play – raise the incen-
tives for expanding local economic activities instead of relocating them to
other parts of the globe. What the Western Cape wants to become is a
‘sticky’ place – an above-average growth centre with the ability to attract
and retain mobile capital and labour (cf. Markusen 1996). Referring to the
two alternatives alluded to above, the Western Cape is neither the Pearl
River Delta in China with its mass-producing factories churning out con-
sumer goods nor North-West Italy where design and execution competence
characterise knowledge-intensive firms such as Pininfarina. Instead, the
Province hosts a mixture of economic activities that range from traditional
manufacturing to knowledge-intensive service activities. On balance the
Province has over time become more competitive in activities where intel-
lectual capital – as opposed to cheap labour – drives the agenda of firms
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and sectors. Hence, seen in this perspective, the often raised spectre of
China as a competitive threat is much less worrying, if the Province man-
ages to maintain a knowledge-intensive growth trajectory. Put differently,
it is not the production of tangibles the world outsources to China but the
intangibles China sources from knowledge-intensive regions in the world,
that provide an inspiration to the MEDS.

2.3 The many faces of regional development

Regional economies with strong location-specific advantages differ in terms
of what accounts for the core of their economic dynamism. Some host
industrial districts, made famous by the dynamic and prosperous and typ-
ically small manufacturers of traditional products, from footwear and silk
ties to ceramics and machinery in various parts of Italy, that rely on cooper-
ation and competition among functionally specialised firms operating in the
same value chain in relatively close proximity to one another. Others host
broader innovative clusters such as Silicon Valley with its network-based
industrial system. And sometimes it is entire regions where cooperative
relationships between members of the system facilitate collective learning
(see Moulaert and Sekia 2003 for a brief overview).

Regional economic systems also differ in terms of how they are con-
stituted, governed, and how they operate. Historically, successful regional
growth poles often came about through the strategic intervention by a re-
gional or national authority. The Research Triangle in North Carolina,
Sophia Antipolis in France, or the Hsinchu Science Park in Taiwan are per-
tinent examples. Some then evolve to systems where networks of firms,
finance providers, education institutions, and public authorities operate at
multiple levels to reach agreements on issues that more or less affect all
participants. Others become much more market-driven systems with little
external coordination. There is some, though as yet inconclusive evidence
from Europe that coordinated regional systems are more successful at di-
versifying their economic base away from over-reliance on a single or just
a few activities, thus making themselves less vulnerable to the vagaries of
uncertain technological trajectories compared to the limited adaptive ca-
pacities developed by more market-driven systems (Simmie et. al 2004).

In developing and latecomer countries especially, leaving the fortunes
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of regional economies entirely to the market is rarely an option. Market
failures are rampant in innovative activities and other areas such as human
resources development, and either the National Government or a regional
authority will have to intervene to help entrepreneurs carry the risk of un-
certainty originating in incomplete information, and to help, occasionally
against their will, both firms and the education and science sectors achieve
the level of coordination required to advance mutually beneficial interests
(Caniëls and Romijn 2004, Juma and Yee-Cheong 2005). This is also im-
portant to ensure that the fruits of technological advances actually benefit
these countries and regions instead of being usurped elsewhere.

This leads to the question that lies at the heart of the process that
gave rise to the MEDS, namely through what mechanisms a provincial
government such as that in the Western Cape can influence the growth
trajectory of the regional economy. Although international experience ob-
viously differs widely in this regard, the sequencing often involves initially
the identification of the region’s growth assets and how they might be har-
nessed, followed by the encouragement and coordination of collaborative
processes in order to plan and implement change, and the instilment of a
regional mindset favourable to the adaptation without which the change
cannot happen, especially when new information or circumstances require
that agreed strategies are revisited and modified (Gertler and Wolfe 2004).

So far, the MEDS has mostly been about the first phase. Building on a
vision articulated by the PGWC in conjunction with numerous stakehold-
ers, it gathered information about core economic activities in the Western
Cape and assessed them in respect of their potential contribution to the
aims and objectives of this strategy. Making the analysis public allows
all stakeholders to familiarise themselves with what goes in those sectors
that currently account for the bulk of output and employment, and which
strategies key actors in these sectors pursue. This is the first step toward re-
ducing uncertainty about the collective performance of actors in the region
which in itself enhances its innovative potential and is especially helpful
when economic change is rapid or mainly takes place in complex activities
associated with the knowledge economy (Sabel 1994).

What may happen of course is that entrepreneurs under-invest in learn-
ing (cf. Rodrik 2004). In this case a regional authority cannot simply
provide the information (or organise for a more suitable body to do so,
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as the case may be) it thinks firms and other regional players should be
interested in. It must in addition trigger the learning process. Likewise,
regions may dispose of a rich knowledge infrastructure but fail to harness
its individual elements toward achieving regional development goals. For
example, in South Africa in general, higher education-industry relation-
ships are woefully under-developed (Kruss 2005). Our research on human
resource development and on biotechnology illustrates that the Western
Cape is unfortunately no exception. Finally, experience from regions in the
EU and North America documents that visions for regional development
– especially insofar as they entail ambitious departures from business-as-
usual – do not fly unless they are shared and supported by economic actors
and other relevant stakeholders (Gertler and Wolfe 2004).

2.4 The Western Cape in the knowledge and in-

formation economy

Before mechanisms for regional economic development can be discussed,
this is the time for some stocktaking. How does the Western Cape Province
fare in the knowledge and information economy? Almost as well as Gauteng
and much better than the national average, is an often heard answer. But
the comparison to Gauteng, let alone the other seven Provinces, is not
relevant for a Province that strives to become a region with a strong slant
toward knowledge-intensive activities. Instead, the relevant comparison
must be with knowledge-intensive activities in other parts of the world.
And in this regard, the data suggest that there is reason for concern.

In what follows, we illustrate the Western Cape’s performance in the
knowledge economy, in information communication technology (ICT) dif-
fusion, and in the global pool for talent relative to the rest of the world. To
this end, we use available country comparisons compiled by international
organisations and then draw this down to the provincial level.

2.4.1 The Basic Scorecard of the World Bank Institute’s
Knowledge Assessment Matrix

The World Bank Institute (WBI) has produced a Knowledge Assessment
Matrix (KAM) that reflects major tenets of the knowledge economy, with
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data on 128 countries. It comprises 80 variables clustered under seven
functional headings, namely:

(1) economic performance (e.g. growth, per capita income, human devel-
opment and poverty indices, unemployment, country risk rating);

(2) economic incentive and institutional regime (e.g. investment, govern-
ment finances, trade regime, intellectual property protection, stability
of financial sector);

(3) governance (regulatory quality rule of law, press freedom, control of
corruption, political stability);

(4) innovation system (e.g. FDI inflows, royalty and license fee payments
and receipts, tertiary science and engineering enrolment ratio, R&D ex-
penditure, research collaboration between companies and universities,
availability of venture capital);

(5) education and training (e.g. literacy, Internet access in schools, share
of professional and technical workers, 8th grade achievements in maths
and science);

(6) information infrastructure (e.g. phones, computers, TV sets, radios,
e-government); and

(7) gender equity (e.g. Gender Development Index, female literacy rate,
female tertiary enrolment rate).

From this large dataset WBI has then derived a simpler, basic scorecard.
It is based on 12 variables relating to four pillars of the knowledge economy
– points 2, 4, 5, and 6 above – and two performance variables (point 1
above). The dataset makes it possible to compare country scores cross-
sectionally and over time (see Table 2.1). A country’s performance can
get worse because its nominal score deteriorated. An example would be
South Africa’s Human Development Index which declined from a value
of 0.72 in 1995 to 0.67 in 2003. Table 2.1 shows that, by comparison
with 1995, South Africa improved its performance in the nominal values of
five indicators (trade and regulatory regimes, literacy, and telephone and
computer coverage) and worsened in seven.
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Table 2.1: South Africa in the global knowledge economy: The World
Bank’s Scorecard

Variable 1995 Most recent
actual norm. actual norm.

Performance indicators
GDP growth (avg. 1994-8; 1999-2003, %) 2.80 2.52 2.70 3.46
Human Development Index 0.72 4.55 0.67 2.70

Economic incentive and institutional regime
(index)

3.74 4.55

Tariff & nontariff barriers 2.00 0.00 4.00 1.75
Regulatory quality 0.18 5.12 0.60 6.38
Rule of law 0.34 6.11 0.19 5.51

Innovation system (index) 5.89 5.28
Researchers in R&D/million 254.00 3.72 193.33 2.44
Scient. and techn. journal articles/mil. pop. 54.19 6.61 47.93 6.30
Patent applic. granted by USTPO/mil. pop. 3.25 7.34 2.89 7.09

Education and human resources (index) 5.57 4.47
Adult literacy rate (% age 15 and above) 83.30 4.21 85.98 3.86
Secondary enrolment 95.40 7.73 86.42 6.09
Tertiary enrolment 17.51 4.77 14.63 3.46

Information infrastructure (index) 6.48 5.26
Telephones per 1000 people 110.00 5.08 470.20 5.63
Computers per 1000 people 27.86 6.25 72.60 5.17
Internet users per 10,000 people 118.00 8.13 682.01 5.00

Knowledge index (average of 3-5) 5.98 5.00
Knowledge economy index (average of 2-5) 5.42 4.89

Notes: The scorecard is derived from the WBI’s Knowledge Assessment Matrix
(KAM). It normalises a country’s score in 12 variables based on the four pillars
of the knowledge economy, plus two performance indicators. The innovation vari-
ables are weighted by population. Due to economies of scale, populous countries
tend to produce more knowledge. Hence, weighting under-reports the significance
of countries such as India or China in the global knowledge economy. The highest
(best) possible normalised value is 10. The reference group for the normalised val-
ues is the rest of the world. When a variable improves over time but its normalised
value does not, the country’s progress is slower relative to the rest of the world.
For an explanation of the variables, see source.
Source: info.worldbank.org/etools/kam2005
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Since the country no longer lives in splendid isolation, it makes sense to
compare the normalised values. Normalisation is a simple statistical proce-
dure that in this case sets each country’s performance equal in a base year
(1995=100) so that progress across a group relative to that base year be-
comes evident. For example, if South Africa’s nominal growth performance
worsens from a growth rate of 2.8% in 1994-8 to 2.7% in 1999-2003 but
the rest of the world registers a sharper decline, South Africa’s normalised
score would improve not because it does especially well but because it does
better than the rest of the world. This notwithstanding, the most strik-
ing insight the normalised values provide is that the country did relatively
worse than the rest of the world in nine indicators, and better only in three
(growth, trade and regulatory regimes).

This raises the question of whether the Western Cape is doing bet-
ter than the national average. Presumably, one of the country’s premier
metropolitan regions must do better than lesser urban congregations, let
alone rural hinterlands. But the question is by how much, and if the differ-
ence suggests that the Province travels on a knowledge economy trajectory
closer to that of similar city regions in the world or closer to its own back-
yard. Since the WBI analyses countries, this report can only attempt an
approximation of the Western Cape’s knowledge economy profile (see Ta-
ble 2.2). Table 2.2 replicates the scorecard populating it with actual values
where possible. It shows that the Western Cape almost certainly does bet-
ter than the national average. Information about the innovation system
is not readily disaggregated to the provincial level. But with one major
university, select other tertiary education institutions and a range of sci-
ence councils present in the Province, it is a reasonable conjecture that the
Province performs better than the country as a whole. The only area where
the Province scores below average is in secondary school enrolment.

In sum, the Western Cape can take little solace from the fact that
it is, together with Gauteng, the most highly educated Province (Census
2001, Figures 17, 18) and that it outperforms the country as long as the
country over time performs worse relative to the rest of the world. The
critical question is if the Western Cape manages to counter this trend. It
is a question whose answer would depend on making the missing data in
Table 2.2 available and calculating the normalised values. This would be
a valuable exercise not just once-off, but on a more continuous basis in
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Table 2.2: The Western Cape in the global knowledge economy

Variable Western Cape South Africa

Performance indicators
Growth (GDP(R), annual avg. 1999-2003, %) 3.9 3.1
Human Development Index 2003 0.77 0.67

Economic incentive and institutional regime
Tariff & nontariff barriers uniform uniform
Regulatory quality uniform uniform
Rule of law uniform uniform
Innovation system
Researchers in R&D/million LAA 193.33
Scient. and techn. journal articles/mil. pop. LAA 47.93
Patent applic. granted by USTPO/mil. pop. LAA 2.89

Education and human resources
Adult literacy rate (% age 15 and above) 94.6 86.9
Secondary enrolment, % of total pop./15+ 7.3/10.2 9.2/13.7
Tertiary enrolment, % of total pop. 1.8 1.7

Information infrastructure (index)
Households with fixed-line and/or mobile
phone, 2001, %

63 42

Households with computers, 2001, % 18.2 8.6
Internet users per 10,000 people LAA 682.01

Note: LAA = Likely above average
Source: Census 2001, DST (2004), UNDP (2003), WCPT (2005), World Bank
(online).
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order to monitor progress of the MEDS against its goals in respect of its
capacities to partake effectively in the global knowledge economy.

2.4.2 UNCTAD’s ICT Diffusion Index

Information and communication technologies are enabling technologies with
a wide range of applications across all economic activities. Therein lies their
importance for developed and developing countries alike. In developing
countries, the central issues concerning ICTs are an understanding of what
they are about and to what use they can be put; what sort of infrastructure
is available, and at what price (and, thus, to whom) to make them work; and
if the people have the requisite skills to master their operation. Depending
on how these issues are being addressed, the existing digital divide between
the developed and the developing world, and between the information-
rich and the information-poor within developing countries may get better
or worse. To be sure, should it get worse, the likely result is not just
benefits foregone but further marginalisation in a global economy in which
technological change in some areas appears to be accelerating.

In a benchmarking exercise of ICT diffusion around the world prepared
by UNCTAD, Sub-Saharan Africa dominates the very bottom of the rank-
ings. Not surprisingly, there is a strong relationship between levels of in-
come and telecommunications development. Worse, while many develop-
ing countries have improved their performance over time, Africa has on
the whole worsened. Levels of inequality in access to ICTs dwarf those
in income inequality, and are particularly pronounced with respect to the
availability of Internet hosts and the diffusion of PCs (UNCTAD 2005).

UNCTAD’s benchmarking exercise is a composite index based on:

• connectivity
• access
• policy

Connectivity describes how wired a country is. It refers to physical infras-
tructure, namely the hardware one needs to participate in ICT activities.
It includes:

• number of PCs per capita
• number of telephone mainlines per capita
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• number of mobile subscribers per capita

Access is about the soft issues. Infrastructure by itself is no good if people
cannot use it. Access hence refers to:

• number of Internet users (hence, an ex-post measure of realised In-
ternet access).

• literacy (most content is text-driven).
• cost of local call (telephone charge plus ISP charge).
• GDP per capita (Internet usage is highly income elastic).

Policy refers to the:

• presence of Internet exchanges (to facilitate traffic exchange between
ISPs and to ensure that valuable bandwith on international lines not
be wasted by exporting within-country traffic).

• competition in the local loop.
• competition in the ISP market.

The averages scores in these three fields are combined into the diffu-
sion index. Table 2.3 shows how the world’s regions have been doing over
the last ten years. The information in the table shows the average score
for a country grouping, its top performer, plus a country with a notice-
able increase in its score value over time. Again crudely put, countries
such as Mexico, Mongolia, China, Egypt, and Botswana score lower than
South Africa. But more significantly, they have made great strides toward
bridging the digital divide, while South Africa has not. Brazil overtook
South Africa. What these comparisons show is that it is indeed possible
to escape from marginalisation and increasingly participate in the global
knowledge economy. They also reiterate the insight from KAM, namely
that South Africa is doing worse over time if one compares its performance
to a reference group of both lower and middle-income peers. This is not
good news.

Table 2.4 attempts to verify if the Western Cape’s performance is any
better. Not all the information used by UNCTAD for the country compar-
ison was available at a more disaggregated level. But for all indicators it
was possible to find close substitutes. In sum, the Western Cape is much
more wired than the country as a whole. It also scores better on the access
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Table 2.3: South Africa in the global information economy:Country rank-
ings in UNCTAD’s ICT diffusion index

Rankings 1995 1999 2000 2001 2002

OECD 27 23 24 22 23
US 2 1 1 1 1
Mexico 116 76 79 71 73

EE&CIS 78 80 84 86 82
Slovenia 27 25 26 27 23
Mongolia 159 113 97 87 89

LAC 81 80 77 78 80
Barbados 52 36 39 41 34
Brazil 78 66 62 62 57

East Asia 75 94 95 87 88
Singapore 15 12 10 12 9
China 147 135 134 134 118

Arab states 89 86 90 87 88
UAE 33 27 23 26 20
Egypt 154 115 117 117 112

South Asia 112 107 120 120 107
Maldives 86 52 55 56 50

SSA 117 132 131 126 130
Mauritius 39 51 53 51 52
Botswana 97 84 82 82 80
South Africa 65 59 65 61 66

Note: The index of ICT diffusion is a composite measure of the average achieve-
ments of a country in three dimensions, namely connectivity, access, and policy.
For more information, see text and source.
Source: UNCTAD (2005)
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measure, with a 60% higher Internet usage than in Gauteng. At first sight,
the differences between the variables appear significant except, of course,
where provincial conditions do not differ from the national situation, no-
tably in the lack of competition in both the fixed-line and ISP market and
the resulting exorbitant call charges. This is important to note - while
it does not diminish provincial achievements in realising a higher literacy
rate, it does suggest that there are limits to ICT diffusion that hamper the
Province but that the Province, at least in a direct sense, can do very little
about it.

2.4.3 The global competition for talent

A knowledge-intensive Province needs highly-skilled people. A Province
that wants to become knowledge-intensive needs people with high skills to
come and settle. This suggests that the MEDS should consider both stocks
and flows of people in the Province. How many highly-skilled people do
we have and how many more are we likely to get, is a key question. Iden-
tifying who are highly skilled is fraught with difficulties. An often used
method is the categorisation of occupations developed by the International
Labour Organisation (ILO n.d.) which makes it possible to separate out
“creative” professions from all others. The ILO assigns all occupations
into ten major groups. The first consists of legislators, senior officials, and
managers. Of relevance in the South African context, it also includes tra-
ditional chiefs and heads of villages. The second involves professionals such
as people with science or engineering training, architects, academics, teach-
ers, lawyers, and religious professionals. The third comprises technicians
and associate professionals. The major difference between Groups 2 and 3
lies in the length and depth of their training. Experts differ as to whether
Group 3 should be included in the creative professions. In the interest of
completeness, we use both methods.

Figure 2.1 is about stocks. It shows that the Western Cape has merely
an average share of the country’s creative workforce. Provided Census data
are reliable, in this respect the Western Cape is not that different from
the blue-collar Province KZN. This implies that the knowledge-intensive
Province is an aspiration more than a reality. Changes over time underline
that at least between the most recent censuses, the Western Cape’s cre-
ative professions actually lost in size. Cape Town registered below-average
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Table 2.4: The Western Cape in the global information economy

Western
Cape

South
Africa

Connectivity 0.1277
Internet hosts per capita Provincial = national
PCs per capita (Households with computer, %) 18.2 8.6
Fixed lines per capita (Households with telephone %) 50.5 24.4
Mobile subscribers per capita (Households with mobile
phone, %)

41.4 32.3

Access 0.4798
Internet users (% who accessed Internet last 4 weeks) 11.7 8.9
Literacy 94.6 86.9
Cost of a local call Provincial = national
GDP per capita ($ 1995 ppp) 13,790 9,133

Policy 0.3333
Presence of Internet exchanges Provincial = national
Competition in local loop/domestic long distance
Competition in ISP market

Diffusion (avg. of 1-3) 0.3038

Note: Composite index calculations for South Africa from UNCTAD (2005). Not
all information available nationally can be disaggregated to provincial level. Hence,
[] indicate variables used by UNCTAD to calculate ICT Diffusion Index, and ()
indicate close substitutes used here. The statistic for the Internet access refers
to the people in Cape Town’s metropolitan area, and to the weighted average of
the country’s nine principal metropolitan regions (eThekwini, Joburg, Ekurhuleni,
Tshwane Nelson Mandela, Buffalo City, Mangaung and Msunduzi), respectively.
Source: SA City Network, UNCTAD (2005), UNDP (2003)
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Note: Group 1 = legislators, senior officials, and managers. Group 2 = Professionals. Group 3
= Technicians and associate professionals. Categorisation of ”creative” differs from country to
country, e.g. ILO does include Group 3, US excludes it.
Source: Census 2001

increases in Groups 1 and 3 and actually lost professionals to a higher de-
gree than the metropolitan average in the country (see Figure 2.2). Since
what is being compared here is the stock in 2001 at the end of a period
(1996-2001), it is possible only to conclude that the Western Cape trailed
the other aspiring smart Province in terms of the share of the workforce
that had a creative occupation then. It would clearly be desirable to have
more updated information, and also to disaggregate the categories so as
to differentiate more meaningfully between which occupation is or is not
creative.

Overall, the Western Cape is unambiguously the country’s most attrac-
tive Province. Figure 2.3 shows that, for every person leaving, there are
four others coming in. But in light of the evidence presented here, the char-
acter of the in-migration dilutes the knowledge intensity of the occupational
profile of the Province’s workforce.

So far this discussion has been confined to domestic talent, or at least
it neglected its sources. But of course the global pool of talent is deeper
than any domestic pool, and in the face of worldwide skill shortages it is
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Note: Group 1 = legislators, senior officials, and managers. Group 2 = Professionals. Group 3
= Technicians and associate professionals. Categorisation of ”creative” differs from country to
country, e.g. ILO does include Group 3, US excludes it.
Source: SA City Network

important to understand what linkages exist between a host country and
internationally mobile professionals. There are no direct indicators on this
but it is possible to approach the question indirectly. Table 2.5 shows
the geographic distribution of students from the world’s most important
knowledge economy in their studies abroad. What emerges is that Europe,
Canada, and the Middle East are losing in importance, while Oceania and
all developing regions, including Africa, are gaining.

Numbers of US exchange students to South Africa – among the top-
twenty destinations – are on the rise which is not reflected here because
overall numbers of students deciding to pursue studies abroad are up. The
Western Cape attracts probably at least a quarter of the total. A smart
region needs students, including from outside the country, and it would be
helpful to track these trends regularly for all major source countries, and
to analyse which provincial knowledge assets are the biggest drawcard for
international students (and scholars).

Finally, it is instructive to compare where foreigners across South Africa
come from. Table 2.6 differentiates foreigners born in high-income countries
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Note: Migration ratios measure the share of people leaving or settling in a Province of the total
in and out movement. Hence, by definition they sum to 100.
Source: SA City Network

from those born in low- or middle-income countries.
Income is taken here to be a very rough proxy of skills, i.e. residents

from OECD countries are presumed to be more highly skilled on average
than residents from developing countries. This is a somewhat crass but not
entirely unreasonable simplification and employed here mostly to illustrate
two points. Firstly, the Western Cape’s share of people born outside South
Africa is twice as high as the national average. Furthermore, the ratio
of high- to low- and middle-income home countries is highest by a big
margin. Secondly, in international comparison the country as a whole has
an extremely low share of (legal) residents from outside the country. So
does the Western Cape when looked at as an international metropolitan
region or more specifically as a medium-sized knowledge hub. Its stock
of residents is nowhere near as cosmopolitan as that of other primary or
secondary world city regions. In fact, it is not clear that the current stock
of locally available talent is sufficient to sustain the effective insertion into
the knowledge economy.

When accepting global indicators for the knowledge and information
economy as meaningful benchmarks, South Africa does not look all that
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Table 2.5: South Africa and the worldwide competition for talent: Host
regions of US study abroad students

Host region 1985/85 1995/96 2001/02 2002/03
Europe 79.6 64.8 62.6 62.9
Latin America 7.0 15.4 14.5 15.3
Oceania 0.9 4.4 6.8 7.3
Asia 5.4 6.4 6.8 5.6
Multiple regions 1.0 4.0 4.9 5.1
Africa 1.1 2.3 2.9 2.8
South Africa .. .. 0.9 0.9
North America 0.9 0.7 0.8 0.7
Middle East 4.0 2.1 0.8 0.4

Source: IIE (2005)

Table 2.6: The Western Cape and the global pool of talent: residents from
high-income (skill) countries (2001)

EC FS GP KZN LI MP NC NW WC RSA

High-income countries
Europe 0.185 0.115 1.283 0.395 0.040 0.153 0.100 0.108 1.124 0.509
North America 0.007 0.005 0.047 0.014 0.005 0.006 0.005 0.005 0.053 0.020
Oceania 0.003 0.002 0.023 0.008 0.001 0.002 0.003 0.002 0.025 0.010
Total 0.195 0.122 1.353 0.417 0.046 0.161 0.108 0.115 1.202 0.589

Low and middle-income countries
Africa 0.294 1.629 3.701 0.536 1.415 2.449 1.354 2.211 1.003 1.628
Asia 0.039 0.046 0.231 0.056 0.048 0.028 0.020 0.053 0.132 0.091
Latin America 0.012 0.012 0.067 0.017 0.004 0.009 0.015 0.011 0.025 0.028
Total 0.345 1.687 3.999 0.609 1.467 2.486 1.389 2.275 1.160 1.747

Memo
Non-nationals 0.540 1.809 5.352 1.026 1.513 2.647 1.497 2.390 2.362 2.336
Ratio (1):(2) 0.565 0.072 0.338 0.685 0.031 0.065 0.078 0.050 1.036 0.337

Source: Census 2001, Table 2.10: Country of birth by Province
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good. The provincial data at our disposal are not sufficient or readily
available to be able to conclude that the Western Cape is doing signifi-
cantly better. But a solid, regular assessment is paramount to monitor
progress against objectives and to analyse what the causes might be when
developments are not as hoped or run into unforeseen problems. In short,
the Province needs more and better information.

2.5 Regional intelligence for a reflexive Province

Section 2.4 showed that information needed to position the Western Cape
vis-à-vis the rest of the world is incomplete even though we only looked
at composite indices for the knowledge economy, ICT diffusion, and some
trends in highly-skilled human capital. Of course, information about the
global economy relevant to the Western Cape is both richer and more com-
plex than that and, in addition, can be retrieved, packaged, and dissemi-
nated in many different ways. The key insight is that the Western Cape
should collect information about what goes on in the world, as comparative
analysis is a strategic activity in the context of regional development. The
collective potential of the Province can only be harnessed if both the point
of departure and the goals inspiring growth and job creation targets are
clear. And the information required here clearly goes beyond what firms
collect as business intelligence, namely data about the products, processes,
markets, and technologies that define their business and that define useful
pointers for their management processes.

Much broader information is needed. In the context of a provincial
economy whose backbone are SMEs with limited resources for extensive
business intelligence gathering, regional intelligence is effectively a public
good that showcases everything from new ideas to innovative practices and
thus provides individual firms and emerging regional networks with an op-
portunity to look at collective efficiencies and joint action (Schmitz 1999).
Hence, regional intelligence is not merely the sum of business intelligence
established by the firms in the Province, but an informational nexus that
allows those with access to it to view themselves as part of a larger regional
whole, and to develop competitive strategies accordingly.

Regional intelligence is obviously not one-size-fits-all but closely related
to the profile of economic activities it is meant to support. But although
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it differs in terms of content, coverage, accessibility, and so on, it tends to
incorporate a basic portfolio of informationalmodules that identify, analyse,
and disseminate information intended to be of use to specific target groups
(Komninos 2004). More specifically, it incorporates information relevant to
understanding the following questions:

• What’s new? This concerns the dissemination of R&D outcomes,
novel applications, patents, and so on, primarily from within the region.
It directly addresses the need to foster science-industry interaction by im-
proving the information flow between the two sectors.

• Who’s playing how? This is about competitors – be they individual
firms, entire sectors, or even regions – and how they perform relative to
one’s own performance. Regional benchmarking is of relatively recent vin-
tage but has led to interesting insights in the US and in Europe. It monitors
over time and across regions inputs (what resources do we have?), outputs
(what innovative activities do they give rise to?), and impact (what differ-
ence does it make?).

• What’s happening? This is a broader market and technology observa-
tion that relays trends and presents innovative activities and products. It is
done by specialists who sift information sources, enter relevant information
into a database and evaluate it regularly, and alert interested target groups
about newsworthy developments.

• When’s the future? This reflects the maturing of the MEDS – as eco-
nomic development changes the Province, expectations about what may
happen in individual sectors or across economic activities will also change.
The strategy needs to be updated, and regional foresight exercises must per-
haps validate the initial strategic thrust of the MEDS. Validation requires
wide participation of stakeholders to address the following minimum set of
queries: (1) Where are we heading? (2) What’s good and bad about this,
and for whom? (3) How does this influence our strategic decision-making?

Elements of building blocks for such a regional intelligence system al-
ready exist. The Department of Economic Development has done com-
mendable work in its attempt to better understand the dynamics of a wide
range of sectors in the Province. It has covered activities that are already
important and those that are of marginal significance but with potential
for the future. It has engaged over many years with sector associations or –
where they did not exist – helped set them up so that sector support could
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be designed in conjunction with industry. Through these interactions it
has also in a number of instances come up with growth targets that the
Department in conjunction with private sector stakeholders felt are realistic
in an appropriate supportive environment.

The approach can be improved upon and made more systematic. In
particular, an internally networked region relies on seeking interdependen-
cies across sectors, between industry and the education and science sectors,
and so on. A biotechnology start-up can only benefit from learning about
what goes on in the medical equipment sector. Wine growers, in turn, will
want to keep up with biotechnological developments not only because they
might make use of some of them. Importantly, as a user industry they
have an interest not just in exploiting commercialised ideas but also in sug-
gesting what researchers should look for in the first place. We know that
innovation is increasingly also user-driven and thus does not just depend
on what producers decide to put into the pipeline.

In sum, there is a considerable body of knowledge and emerging in-
stitutional capacity upon which to build. For sectors as diverse as boat
building, flori-culture, and furniture, an inventory of key role-players, past
initiatives, and current challenges exist. We know in considerable detail
about the make-up of sectors in terms of both narrow economic and broader
social issues. We also know where National Government intervention exists
and what its limits have been to date as perceived by the firms. To be sure,
a fully fledged regional intelligence system will need much more work but
at the same time it is clear that such an initiative would build on much
prior thinking, experience, and – importantly – goodwill.

This is not the place to design such a system. Suffice it to say that it
must be sophisticated and regularly updated, yet easy to use and accessible
to everybody who potentially benefits from it. For example, for as long as
dial-up remains the primary means of connecting to the Internet, it is not
advisable to overload web-based applications with content so as to avoid
slow operation. By contrast, if the establishment of a broadband network
discussed by the City of Cape Town became a reality and if it were rolled
out throughout large parts of the Province, access would be much less of a
constraint, and more importantly a matter of choice rather than privilege.



2.6. THE WAY FORWARD 53

2.6 The way forward

Nobody said it would be easy. Failures and shortcomings are bound to
happen. There is no sure-fire recipe for regional economic development.
The most important thing is not to avoid mistakes altogether – an impos-
sible undertaking – but to acknowledge them, analyse why they happened,
and learn from them. Indeed, avoiding the risk of making mistakes at all
costs implies foregoing the potential benefits of policy experimentation. Yet
when solutions to problems appear intractable – and, to be sure, solving
the unemployment problem in the Western Cape is a challenge of enormous
proportions for which neither historical experience nor economic theory or
current international practice suggest an obvious or easy solution – we need
the courage for experiments, along with the hope that mistakes made along
the way will eventually be vindicated by successes (see Box 2.1). Since the
MEDS is an iterative process, as time goes by, all stakeholders have the
opportunity to improve how they impact the Provincial roadmap and, by
implication, how the MEDS affects their activities in turn.

Acknowledging that mistakes will be made does not preclude trying
to minimise their incidence. One way to do that is to do a few things
well rather than running the risk of doing many things not so well. Like
provinces in South Africa in general, the Western Cape has never really
had to take its regional fate into its own hands. Therefore, policymak-
ers cannot make use of institutional memory that somehow suggests what
is good and bad practice. Likewise, the private sector traditionally knew
National Government as a source of protectionism with a very unbalanced
industrial policy, and not as a champion of intelligent openness vis-à-vis the
rest of the world with everything that it implies. In addition, networking
and other forms of cooperative relationships aimed at harnessing interna-
tional competitiveness – as opposed to more familiar patterns of collusion
and rent-seeking behaviour – between firms, sectoral associations, business
service providers, education institutions, and various levels of government
are relatively new concepts in South Africa.

Hence, the MEDS is an ambitious departure from what the PGWC has
traditionally done. For the first time, there is an outline of a plan, plus the
resources to turn it gradually into reality. Gradually, because the MEDS is
going to be a long haul. The socio-economic problems of the Western Cape
will obviously not be solved overnight. This means that the MEDS needs
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Box 2.1 – The ILO’s take on youth unemployment

South Africa is not alone in having too many young people without a job. But according
to projections by the International Labor organisation (ILO), the number of young people
looking for work will increase 28% by 2015 in sub-Saharan Africa, more than in any other
region of the world. Not offering them jobs is not just a waste of productive talent. It is
also a strain on the public purse and endangers the social stability of societies. Without
jobs, the widespread from poverty will remain a pipe dream. For many young people
in developing countries there is no transition from school to work, as many drop out of
school early or never attend and they do not have jobs. According to a survey in urban
areas of Zambia, 70% of young men and 83%of young women in the 15-19 age group
indicated they were “doing nothing”. The majority of young women in this age group
said that they were “relying on the goodwill of their parents or friends” as their source
of livelihood.
A notorious barrier for young people seeking to get a decent job is their lack of work
experience. Many are caught in a conundrum: they can’t find jobs because they lack work
experience and they can’t gain work experience because they’ve never had a job. Said
one young woman graduate from Ethiopia, “I think I didn’t get the kind of work I want
because I don’t have the experience required by employers. . . I asked in one organisation
if I could be an intern. They told me to first finish my undergraduate programme. So
I did that and asked them again if I can be an intern. But they sent me a reply that I
have to be enrolled in a second degree programme”. According to a recent survey, 22%
of jobseekers in Indonesia and 38% of young male jobseekers in Vietnam felt that “no
work experience” was the main obstacle in finding a decent job.
Is the situation hopeless? It may seem so on the surface, but an ILO report on youth
employment prepared for the International Labour Conference cites a number of regional
and national initiatives that are creating pathways to decent work for youth. A coher-
ent integrated policy approach – incorporating provisions for the creation of quality jobs
for youth – is required in order to meet the youth employment challenge. This calls
for interventions at the macro- and micro-level, focusing on labour demand and supply,
and addressing both the quantity and quality of employment. For example, the Youth
Employment Law of 1997 in Uruguay, promotes internships or apprenticeships in an
enterprise for a maximum of one year, so that young people can overcome the work expe-
rience requirement. The same law also foresees grants to increase employment generation
opportunities for low-income youth.
The Province may want to study the Uruguayan experience. And it may want to com-
plement the nationally driven learnership programmes with a provincial initiative in
subsidised work experience projects, especially for the many small firms in the Western
Cape that do not qualify for measures under the National Skills Development Strategy.

Source: Youth: Pathways to decent work, report VI, International Labour Conference,
93rd Session, Geneva 2005.
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the motivation and the institutional stability that can guide it through this
and future administrations. The more the MEDS is recognised as a forum
for discussion, vehicle for action, and platform for change by the people in
the Western Cape, the better it will weather the inevitable vagaries of day-
to-day politics. In other words, the more people engage with the MEDS,
the likelier its long-term success. With time, the collective competence of
the region will hopefully grow, and with that the remit of the MEDS can
expand as well. But especially in the beginning it is important not to take
on too much.

Collective endeavours such as the MEDS pre-suppose that stakeholders
take each other seriously and have a measure of trust in each other’s ac-
tions. At the present time, many stakeholders do not even know each other.
This has got to change. The real change in terms of inter-firm cooperation,
business-science networks, and government-sponsored innovative activities
is going to materialise the slow and the hard way. Certainly in the begin-
ning, this is going to require a lot of explaining, motivating, and coaxing on
the part of the PGWC, and an appropriate institutional and organisational
framework will need to be devised to make this possible.

To be sure, the onus is equally on business. Leaders from the business
community in the Western Cape must engage with the complicated socio-
economic challenges facing the Province, regardless of whether their indi-
vidual company is directly affected by poverty, unemployment, and other
forms of economic exclusion in the short term. For in the long term, we
are all affected. Rising to the challenge is about securing our joint future.
And to this end, business leaders must seek the dialogue with government.
They might also agree to host government personnel on secondment to
deepen the understanding of business dynamics among civil servants. The
ties these initiatives create will contribute toward a more dynamic rela-
tionship between the private and the public sector and, as in some Asian
economies, help create effective partnerships that sponsor growth projects
and see them through.

It is necessary, of course, that the various parts of government get their
act together, both horizontally and vertically. At the level of the PGWC,
the MEDS and the other provincial initiatives it relates to (see Chapter
3) must not become departmental turfs where jealousy rules supreme and
where Not-Invented-Here syndrome prevents the necessary integration of
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what ultimately is one endeavour to turn this Province into a better place
to live for all.

Given the importance of the Cape Town metropolitan area in the West-
ern Cape, it is also paramount that Province and City Government inte-
grate their plans. Failing to do so would not only result in inefficiencies,
but what is worse, some initiatives simply would not happen at all. It is
for this reason that we advocate the institution of a government forum on
industrial policy, under the auspices of the Province, that involves local
and National Government (see Chapter 3).



Chapter 3

The Policy Environment for
Sector Support: The MEDS,
and National and Provincial
Strategies

A range of national policies are designed to enhance our micro-economic
performance. Of particular concern to the MEDS are the industrial policies
developed and implemented by the Department of Trade and Industry (the
dti). The first section of this Chapter outlines, in broad brush strokes, the
national policy context and assesses the implications for the MEDS.

The MEDS is one of a suite of provincial strategies, all of which are
designed to improve the social and economic welfare of all of the inhabitants
of the Province in accordance with the goals of iKapa eliHlumayo, A Home
for All. The second section of this Chapter assesses the implications of
and linkages between these provincial strategies and the MEDS. Particular
attention is paid to how the impacts of these strategies on the provincial
economy might be best assessed.

57
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Box 3.1 – Early Industrial Policy in South Africa

“Dingiswayo arrived at a time when his nation was in pitch darkness, when men sat at
home without doing any work and were therefore unable to acquire any cattle. He came
and changed all that. He brought together all those who knew how to tan skins and
make blankets from skins and hides, and he built for them a workplace where these skins
were sold, and that place soon turned into something like a superstore, where blankets
were sold. He did the same for the carvers of wood and horns, and he encouraged them
in their trades by giving prizes to those whose work was superior to the rest; and that
way the nation was greatly inspired to engage in trade, and not only to produce goods,
but also to work neatly, with an eye to beauty. Dingiswayo even opened up a trade route
to Delagoa Bay, where trade flourished. The women strove to mould beautiful pots, ones
of which they were proud, because they were eager to win prizes.”

Source: Thomas Mofolo, Chaka. (translated by Daniel. P. Kunene). With thanks to
Alan Hirsch.

3.1 The National Policy Context

Historically, South Africa has had a centralist approach to economic de-
velopment strategising, with provincial government and local authorities
having no explicit developmental role. Accordingly, the role of National
Government has been critical, with the private sector the only other major
partner in the process. Several developments over the past few years have,
however, led to a wider range of players now having considerable influence.
To explain this evolution, the areas of involvement of National Government
in the process of micro-economic reform must be understood.

During the first five years of the new democratic government, eco-
nomic policies strongly focused on macro-economic reforms, including the
strengthening of fiscal discipline and the liberalising of markets. These steps
were relatively effective with South Africa achieving a far more stable and
predictable macro-economic environment with a moderate but sustained
growth rate.

However, by the year 2000 it was clear that macro-economic reform
alone was insufficient to mobilise investment and spur economic growth and
employment commensurate with national policy objectives. In February
2002, President Mbeki proposed a new direction to national policy – an
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integrated action plan that was focused on overcoming the micro-economic
constraints to growth. This plan aimed to increase rates of growth and
employment creation, reduce income inequality, and promote a more even
geographical spread of economic activity.

To succeed in such an integrated way, attention had to be given more
or less simultaneously, to the following three different dimensions of devel-
opment support:

• Certain sectors were identified as growth sectors, to be targeted with
special co-ordinated efforts on the side of government, complemented
by other players (like national parastatals, provincial authorities and
local bodies).

• Concerted attention was to be given to cross-cutting areas of con-
cern, including technology development and transfer, infrastructure
development, better access to business finance and human resources
development.

• Increased efforts were to go into key input sectors, in particular trans-
port facilities, telecommunications and energy supplies, which – if
lagging – could endanger all attempts to accelerate development.

As far as the growth sectors were concerned, National Government initially
identified five growth ‘sectors’ – exports, tourism, agriculture, ICT and
cultural industries. These ‘sectors’ were selected because of their potential
for increased output, exports and employment.

These sectors were subsequently further defined in the dti’s ‘Integrated
Manufacturing Strategy’(IMS). The IMS identified eight priority sectors for
specific encouragement and support, namely:

• automotive and transport;
• clothing and textiles;
• agro-processing;
• metals and minerals;
• tourism;
• crafts;
• chemicals and biotechnology ; and
• knowledge-intensive services.
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The following priority sectors have since been added:

• aerospace;
• Call Centres and back-office operations.

The IMS established a framework for industrial and sectoral policy. The
IMS emphasised that the traditional bases of South Africa’s competitive-
ness including access to cheap raw materials and energy, and protected
markets were rapidly diminishing in significance. It laid stress on the grow-
ing importance of knowledge-intensive activities in securing a competitive
position in increasingly globalised market places and at industrial and sec-
tor policies that are directed at the entire value chain. However, while the
IMS provided a general framework, the detailed strategy for each of the
priority sectors was still to be formulated.

A few sectors have elements of a strategy – autos and auto components
are the most advanced in this regard. Tourism and the wine industry are
two other examples. Government policy in these three areas is generally
assessed as having had a fair measure of success. By contrast policy for
clothing and textiles has been much less successful.

There are strong indications that National Government is likely to ac-
celerate the application of industrial policy in the near future. Research
and consultancy reports have been commissioned by the dti to develop the
sector programmes (the so-called customised sector programmes). At this
stage, however, comprehensive national strategies relating to the develop-
ment of any of the priority sectors are still being developed.

While these efforts to explore growth sectors or niches and to draw
up national growth and development strategies for the sectors are taking
shape, and new sector-focused incentives are developed and introduced by
National Government departments and national parastatals, there has so
far been little clarity as to the role of the regional and local levels. National
strategies cannot be uniformly applied at local level due to:

• regional differences;
• the lack of local implementation capacities; and
• local or regional strategies.

Coordination of industrial policy across the different levels of govern-
ment is critical to success. The OC was struck by the limited engagement
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of the Province in the development of national policies and also the limited
interaction between the Province and local government. This is an issue
that needs to be addressed (see below).

Provincial strategies for the development of particular sectors need to
be contextualised within national programmes. Provincial authorities have
to ensure that national policies are:

• appropriately adapted;
• generally known to local players; and
• effectively implemented at local level.

Against this background, the following conclusions can be drawn about the
national policy context and the Western Cape’s sector-support efforts:

• Micro-economic reform is high on the priority list of both the national
and provincial agendas (Western Cape) of policy challenges.

• There is understanding at national level that sector strategies have
to be adapted to regional circumstances. But the capacity of provin-
cial as well as local authorities to formulate and implement micro-
economic policies varies considerably. International experience sug-
gests that strong and well-capacitated regions make for more effective
policies and better development performance (see Chapter 2). This
need not imply a diminution of the powers of National Government,
but entails a re-defining of the process of cooperation and partnership
building.

• In the absence of clear and comprehensive sectoral strategies devised
and implemented at the national level, Provinces will need to develop
appropriate policy initiatives. Such efforts will necessarily include en-
gaging National Government (in particular the dti) in order to ensure
that regional interests are adequately taken account of in the formula-
tion of national sector policies, and that national and regional efforts
complement each other.

• In order to avoid duplication and to ensure common purpose, there
is a definite need to develop some sort of forum or discussion in gov-
ernment – national, provincial and local - around industrial policy.



62 CHAPTER 3. POLICY ENVIRONMENT

Such a forum would be a consultative rather than a decision-making
body. Given its positioning between national and local government,
the provincial government is in a good position to facilitate such a
development.

• In as far as the greatest weakness of existing national sector strategies
has thus far been the ineffectiveness of delivery and implementation
processes, Provinces have to play a more substantive supportive role.
In particular, Provinces have to more actively publicise investment
incentives and other support offered to business by National Gov-
ernment in the respective sectors, and help firms to take up these
incentives.

• National Government’s other development strategy thrusts (includ-
ing education and training, job creation, infrastructure support, rural
development, black economic empowerment and poverty alleviation)
are also of direct relevance to sector-support efforts at regional and
provincial levels. These strategies, and resources channelled along
their lines, can help local and regional efforts, but they also set con-
ditions for local plans and support policies.

3.2 The Provincial Policy Context

The PGWC is currently in the process of developing a suite of strategies in
addition to the MEDS. These are:

• The Agricultural Strategy
• The Social Capital Formation Strategy (SCFS)
• The Human Capital Development Strategy (HCDS)
• The Strategic Infrastructure Plan (SIP)
• The Provincial Spatial Development Framework (PSDF)

Economic development is a very broad process. In its most fundamental
sense, economic policy aims at ensuring that the economic potentials of the
citizenry are realised to the greatest extent possible. Since, the citizenry
are located in a broader social and spatial environment, policies concerned
with this environment will impact on economic development. All of these
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strategies address issues of critical importance to economic development
and hence to the success of the MEDS. Similarly, successful economic de-
velopment will exert a strong positive impact on the social and spatial
environment in which the citizenry are located. The MEDS therefore, in
turn, links to and will have determinate effects upon the success of these
strategies.

The linkages between the MEDS and the other strategies are many and
multiple. This Chapter attempts to delineate only the key linkages; to
show, in broad terms, the contribution that each of these strategies could
potentially make to the MEDS and that the MEDS could, in turn, make
to each of the strategies.

Building on this discussion, the second section of this Chapter explores
how the contributions of each of the strategies to the MEDS and to eco-
nomic development might be evaluated. To this end, a few possible Key
Performance Indicators (KPIs) are derived for each of the strategies in turn.

3.2.1 Linkages between the MEDS and other Provincial Strate-
gies

The Agriculture Strategy

The MEDS report on agriculture provides a base line study of trends and
data for the sector as a whole as well as a number of key sub-sectors and
products. In addition, it provides a succinct summation of the problems
that confront the industry, bottlenecks, competition on global markets,
transformation issues, and future prospects. The MEDS report also pro-
vides a long list of potential policies to address the identified obstacles and
challenges. These policies will require further examination and considera-
tion by the Department of Agriculture. This is outlined in the researchers
report and in the report of the Oversight Committee.

The MEDS report on agriculture thus complements the strategy de-
veloped by the Western Cape Department of Agriculture (Western Cape
Department of Agriculture, 2004). In terms of the broad design of the
overall strategy for agriculture and its linkage with the MEDS, it may be
useful to stress a few key elements.

Agriculture in the Western Cape is characterised by a very considerable
diversity of crops and livestock production. At the same time, many rural
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areas of the Province are dependent on and suited to only a single or a
very narrow range of agricultural activities. Thus, even if the returns to
many agricultural activities decline, these activities are likely to persist
and continue to be the economic mainstay of the particular rural area.
The corollary of this is that support for agriculture should continue to be
broad-based i.e. encompassing support for all of the principal activities.

However, different agricultural activities are characterised by vastly dif-
ferent opportunities. This differential in opportunities has been consid-
erably exacerbated by the increasing internationalisation of agricultural
trade. While, in the main, agricultural trade is growing much less rapidly
than trade in manufactures and services, there are a number of agricultural
commodities where growth in global trade has been very significant. This
differential in opportunities will therefore be enhanced if further rounds of
multilateral trade agreements considerably liberalise agricultural trade. As
the MEDS researchers identified, “. . . the Western Cape has an excep-
tional set of niche and potentially high value products that are well suited
to the consumption preferences of the wealthy across the world.” These
products include rooibos tea, buchu and other fynbos products. In order to
fully exploit this potential, policy and resources will need to be deployed.
In broad terms, the returns to the investment of both private and public
resources are likely to be far higher with regard to these activities. In brief,
these activities will merit special and enhanced support.

Thus, policy to support agriculture in the Province will necessarily be
simultaneously broad-based providing support to all activities and simulta-
neously giving special attention and concentrating resources in those activi-
ties that have been identified as having particular potential, more especially
in global markets.

An important feature of the global market for agricultural products and
more especially for niche products is the high returns to customer focus and
quality. Over a wide range of products, such as tea, coffee and fruit, com-
modity prices have been on a broad downward trend and have been more
volatile whereas ‘higher-end’ quality products have enjoyed both higher
and less volatile prices. Ensuring quality and, just as significantly, consis-
tency of quality require that, in addition to the investments in agricultural
production, there be complementary investments in a range of activities
designed to ensure that a consistently high quality product is delivered to
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the consumer.
Thus, in order to be effective, agricultural policies will need a range of

complementary policies in other domains – particularly in transport and
logistics.

The output and employment gains from expanding agricultural output
are very significantly extended if this can be accompanied by enhanced
backward and especially forward linkages. A number of agricultural prod-
ucts provide significant possibilities for further processing and the produc-
tion of downstream products – medicinal products from fynbos for example.
However, mere access to the raw material is unlikely to be sufficient to en-
sure further processing and the production of downstream products, more
particularly where there are global restrictions and tariffs on trading these
products in global markets.

Providing the right framework and incentives and securing market ac-
cess so as to encourage further processing and downstream activities is
clearly an area for trade and industrial policies that serve to complement
agricultural policies. The Departments of Agriculture and Economic De-
velopment will need to coordinate their activities particularly in regard to
the further development of agricultural commodities that have considerable
potential in global markets.

Finally, successful agricultural development in any particular area will
spur other activities through providing enhanced market demand and in-
comes. At the same time, successful agricultural development itself de-
pends, in important part, on the co-existence of other economic activities.
The volatility of farming and the long gap between expenditure and re-
turn make sources of off-farm income integral to the success of the farming
activity itself. Globally, there is a pronounced trend to agriculturalists be-
ing increasingly reliant on sources of off-farm income. This is true even of
larger well-established farmers – but is particularly the case for the smaller
less capitalised farmers. Thus, agricultural policy will need to be comple-
mentary to and complemented by policies to secure broader development
in the area – more particularly in the context where the PGWC seeks to
encourage new emergent farmers. In brief, agricultural policies to support
agricultural activities should be conceived of as an integral part of broader
policies for the designated region or area. Of particular importance in
the Western Cape will be policies designed to enhance the development of
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tourism in the area.

The Social Capital Formation Strategy (SCFS)

There is increasing recognition in the literature of the importance of social
capital in aiding the processes of economic advance. Apart from gener-
ally limiting conflict and social instability, there are a number of ways in
which the development of social capital can enhance economic performance
– enabling collective action; promoting trust so as to reduce the costs of
economic transaction and the degree of risk; and facilitating networks that
share knowledge and information.

Many measures that proxy for social capital have been proposed – they
range from participation in the political processes to the extent of voluntary
groups and organisations. In the economic sphere the most widely utilised
indices relates to criminal activity. Crime impacts adversely on both current
operations and businesses investment and can be considered as an inverse
proxy for social capital.

The adverse effects of crime on business operations and investment arise
as a consequence of three factors – the direct loss through criminal activity;
expenditures undertaken in order to prevent crime; and extra-legal expen-
ditures undertaken to secure a service or to secure protection (corruption).

These are all measurable magnitudes. Moreover, crime is frequently
cited by businesses, particularly in developing countries, as a major factor
adversely affecting operations and investment. Thus, crime is a very useful
inverse proxy for social capital both because, unlike many other proxies for
the impact of social capital in the economic sphere, it is measurable and
in that, from the perspective of business and the economy, it is itself the
major mechanism through which social capital (or the lack of it) has an
impact.

In South Africa, a recent survey showed that 30% of firms cite crime as
a major or severe obstacle to doing business - lower than in Latin America,
but higher than in most other middle-income comparator countries. (Data
are drawn here from a yet unpublished survey of the investment climate
conducted by the World Bank for the Department of Trade and Industry)1.

1The sample was 800 firms – 600 in manufacturing and 100 in each of trade and
construction - drawn from the metropoles of Cape Town, Durban, Johannesburg and
Cape Town.
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Crime and security considerations are one of the four major constraints on
business. At the median, for South African firms, the costs associated with
crime and security is 1.1% of sales (3% of value added; 5% of labour costs)
and at the 75% percentile 3% of sales. While lower than Latin American
countries, it is higher than other developing countries. In Cape Town, 29%
of firms cite crime and security as a major or severe obstacle to doing
business. Losses associated with crime and security tend to be higher than
for the other major metropoles, with particularly heavy losses amongst the
75% quartile amongst SMEs (5% of sales) and large firms (4% of sales).
More broadly considered, crime rates in the Western Cape are extremely
high. The murder rate is the worst of all of the Provinces; residential
burglaries are almost twice the national average and reported child abuse
is more than twice the national average.2

The most critical input that the Social Capital Formation Strategy in
the Western Cape can make to economic development would be to reduce
the costs that crime and security impose on business. This is measurable
and a clear baseline that allows for comparison between Cape Town and
other metropolitan areas, and comparisons outside of South Africa. From
an economic perspective, changes in the costs of crime and security would be
an important indication of the contribution of the Social Capital Formation
Strategy to economic development.

In terms of the contribution of the economy to social capital formation,
a well-functioning and growing economy is clearly a significant positive spur
providing growing opportunities and enhancing ‘the stake’ that people feel
in the system. The more widespread and inclusive the economic opportu-
nities, the greater the positive impacts on social capital.

However, policies designed to enhance economic activity can have a fur-
ther direct impact on social capital formation. The industrial policy liter-
ature draws attention to the significance of sector-wide organisations as an
important factor in securing policy coherence and success. Such sector-wide
bodies play a significant role – in securing policy ‘buy-in’ from business and
in the design and implementation of policies. This is reflected in a number
of the MEDS reports. Where such regionally representative organisations
exist and have competency and legitimacy, government policy will often
look to such associations to take initiatives that it would then facilitate

2Data cited in Provincial Treasury, 2005:256)
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and (generally partially) fund. Where such organisation is incomplete or
lacking representivity, government may seek to facilitate and enhance its
development. Thus, economic policy and the MEDS in particular, has a
further direct role to play in facilitating the development of social capital
in the business sphere.

The Human Capital Development Strategy

Human resources make a major and increasing contribution to economic
development. Studies at the firm, regional and country levels locate the
existence of a competitive position in the skills and aptitudes of the work-
force. Growth theory has identified innovation as the key long-term driver
of growth with human resource development, notably high level order skills,
as a key underlying factor in innovation.

As the MEDS report on human resource development stresses, there
is accumulating evidence that higher education institutions play a critical
role in the development of regional systems of innovation. Amongst the
policies that the report advances are a number of proposals to strengthen
the institutional arrangements and networks as between tertiary education
and business in the area of innovation.

In South Africa technological change rather than additions to labour or
capital has become the main driver of economic growth. In respect of the
South African manufacturing industry, the evidence suggests that what is
critical to productivity growth is not the magnitude of human capital i.e.
total education output per se, but rather the quality of human capital.
What proxies for quality is mathematics and science output. 3

Employment is increasingly skill intensive – and this is true across the
different sectors. “While the data sources tend to be contradictory, it ap-
pears that employment growth in the Western Cape occurred in the fast-
growing and more skill-intensive service industries and niche manufacturing
sectors. The Western Cape shares the national trend of skill-biased employ-

3“. . . only very specific types of investment in human capital contribute positively to
productivity growth. The proportion of grade 12 students taking mathematics, and the
proportion of degrees in the natural, engineering and mathematical sciences (NES) are
the only two human capital variables that provide positive and significant contribution to
productivity growth in South African manufacturing industry over the 1970-1997 period.”
(Fedderke, 2005:32)
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ment creation. Even in the unskilled areas, the share of unskilled workers
has tended to decline” (Western Cape Provincial Treasury, 2005:80).

In a recent World Bank survey, shortage of skills was identified by firms
as the single most significant constraint on business operations and invest-
ment.

Finally, as the Human Capital Development Strategy notes, unemploy-
ment rates in the Western Cape are far lower for those with tertiary ed-
ucation by comparison with other education levels - 6% in 2002, whereas
the unemployment rate ranges from 19-30% for all other education levels.
Moreover, by contrast with all the other education levels, unemployment
amongst those with tertiary education has declined since 1995 ( Education
Department, Western Cape 2004:Table 4).4 Between 2000 and 2003, two-
thirds of the jobs created accrued to those with a grade 12 certificate or
higher (Treasury Department, Western Cape (2005):160)

For all of these reasons, skill provision is central to further economic de-
velopment. Of particular importance are mathematical and scientific skills.
The Human Capital Development Strategy recognises this “ (the strategy)
must of necessity focus much of its delivery strategy on widening the base
of learners who take math, science and technology (MST) throughout their
school careers, and simultaneously to improve dramatically the performance
and achievements of learners in these subject areas.”

In addition to high level and particular subject skills, the quality of
education for the overall populace is critical. There is considerable debate
as to the extent of the skill shortages for high level skills and concomitantly
as to whether the provision of high-level skills should be prioritised. The
view of the HSRC responsible for the MEDS report on Human Resource
Development is that that the Western Cape, and South Africa en toto,
should adopt a multi-faceted approach directed at the full spectrum of
skill levels.5 The Human Capital Development Strategy accords with this
approach laying stress on general education. “The primary emphasis of the

4Other data suggest that while unemployment levels are considerably lower amongst
those with tertiary education, in the period 2000-2003, the unemployment rate for those
with tertiary education increased – from 4.3% to 7.3%.(The Treasury Department, West-
ern Cape (2005):163).

5While favouring a broad approach, the HSRC report for the MEDS lays particular
stress on the development of intermediate skills - skills that require post-matric training
but are not as extensive as tertiary-level qualifications
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vision is on high quality general education and training as the foundation
of human resource development.”

The MEDS report on Human Resource Development accords with the
thrust of the Human Capital Development Strategy in identifying the ur-
gent need to improve the completion and retention rates in the public
schools, particularly on the part of the historically disadvantaged groups;
enhancing the general levels of education and particularly ensuring better
performance in mathematics and related subjects (and language).

Education also has a critical role to play in fostering entrepreneurship.
In South Africa, lack of appropriate education is a major factor retarding
the development of entrepreneurship (UCT, Graduate School of Business,
2004). The MEDS research report on SMMEs was explicit in the need for
further enhancing efforts in respect of entrepreneurship and SMME-focused
education and training.6 The Human Capital Development Strategy recog-
nises “..The need to encourage individuals to establish small businesses and
raise the rate of participation in the SMME sector. The Province’s HRD
strategy is critical in this regard, aiming to foster entrepreneurial talents
and equip individuals to identify opportunities” (Department of Education,
Western Cape, 2004).

Close monitoring of developments in the different sectors and assessment
of likely future employment trajectories are important sources for indicating
future person power needs allowing for provision to be made for education
and training. The MEDS researcher projects have identified a number of
areas where there is a need for skills and where education and training is
likely to fall significantly short of future demand. This will need to be a
continuing and ongoing process. This linkage is explicitly recognised in the
Human Capital Development Strategy. 7

6“Facilities offering SMME-related and entrepreneurship-focused training have ex-
panded in the Western Cape, but there is still a vast need for more programmes: Pro-
grammes for more focused trainee groups and better designed and internship-linked pro-
grammes, both at school, in the field of FET and at higher education levels. Besides,
there is the urgent need to develop sector-focused or “tailored” entrepreneurship training
programme.” (MEDS Report, Oversight Committee Synopsis of the SMME Report).

7“The Department (of Economic Development and Tourism) can assist the HCDS
greatly through providing accurate and up to date data on emerging trends and opportu-
nities for economic growth, especially with the Micro economic Development Strategy. . . ”
(Department of Education, 2004).
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The Strategic Infrastructure Plan (SIP)

The broad goal of the SIP is to “. . . provide the planning framework within
which the physical infrastructure that supports growth, labour market par-
ticipation and general well-being in the Western Cape, is to be provided in
the Province.” To this end five objectives are identified:

• To improve the coordination and targeting of public sector infrastruc-
ture investment.

• To ensure that areas of economic and social potential, which are be-
ing hampered by the lack of effective and efficient infrastructure, are
noted and realistically located within a specific plan with timeframes
and budgets to realise their true potential.

• To reach consensus on the policy framework, principles and prior-
ities which underpin government and other public spending in the
Province.

• To develop a Total Asset Management Strategy in order to better
manage the property portfolio of the PGWC.

• To leverage private sector investment.

Of particular concern to economic development and for the MEDS is the
economic infrastructure. This comprises the following:

• Energy and electricity.

• Information and communication technology.

• Transport, which includes public transport, non-motorised transport,
freight transport and logistics, airports, ports and roads.

• Land and property.

The design of a rational planning framework needs to incorporate and link
with several features of the economy and the business landscape. What
follows is a brief outline.

Efficient firms and well-designed and implemented industrial policies
can both be undone if the requisite infrastructure is not in place. Indeed, we
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have evidence to the effect that while many local producers are ex-factory
highly competitive, they face higher transaction and particularly logistic
and transport costs. Vehicles and auto components are examples. The
effective planning and provision of infrastructure is a key factor in securing
the competitiveness of local businesses and of the mode of insertion of the
region as a whole into the global market space.

While there is no specific data available for the Western Cape, there
are clear indications that nationally, inefficiencies with regard to infras-
tructure are a major constraint on growth. While some areas are efficient
and effective – notably electricity – other areas are evidently very weak.
This particularly applies to transport and logistics. South Africa spends
14.7% of GDP currently on logistics and transport. “We spend more on
transport than generally expected and much more than we should” (CSIR,
2004: iii). The Minister of Transport, Jeff Radebe, recently stated that
“. . . it was necessary to restructure the transport system generally to make
sure that logistics, or the lack of it, did not act as a restraint on economic
growth, employment and sustainable development” (The Star, Business
Report 13/07/2004:5).

After a lengthy period where capital expenditures were very low, Na-
tional Government has recently announced a major programme of infras-
tructural spending. This new capital expenditure will allow an opportunity
for South Africa to address systemic inefficiencies. One necessary factor will
be to ensure that the investment is planned and is able to identify what is
optimal.

However, it is important to recognise that the effective provision and op-
eration of infrastructure is not solely a matter for government. Businesses
too have to learn to make effective use of infrastructure and to make this a
critical part of their planning and operations. In particular, firms need to
manage their supply chains, including critically the logistics and transport
connections. Integrated chain management is becoming critical to ensuring
competitiveness. While research is not extensive, the overall picture that
emerges at a national level is that the supply chain management of most
South African companies is not very advanced (CSIR, 2005:31). There is
considerable scope for improvement with the possibility of reducing logistics
costs, even within the present configuration, by 15-20%. There are local
examples of the re-engineering of supply chain achieving reductions in de-
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livery costs of 26% and a reduction of average delivery times by 60% (CSIR,
2005:32). More effective supply chain management will both enhance firm
and sector level efficiencies and ensure more effective usage of infrastruc-
ture on the part of businesses, thus, complementing public infrastructure
provision.

Finally, the careful examination of the likely future trajectories of var-
ious sectors has an important role to play in identifying likely future in-
frastructural needs. Micro-economic sector studies are thus an important
element in the planning of strategic infrastructure. A number of the MEDS
studies have identified particular infrastructural needs and these have been
‘picked up’ in the strategic infrastructure plan. They include infrastructure
in the following areas:

• Tourism
• The Port of Cape Town
• Ship Building
• Metals and Engineering
• Oil and Gas
• Fishing and Aquaculture
• ICT

The Provincial Spatial Development Framework (PSDF)

Spatial development can contribute positively to economic development in
a wide variety of ways.

One of the major factors that limit employment growth in the Western
Cape is the high cost of labour. In turn, one of the major factors underlying
the high cost of labour is the costs of sustaining livelihoods. Of particular
importance is the high costs and time taken by people to get to work. The
costs of getting to work for many workers in Cape Town are a significant
share of their wage. While definitive comparable data is lacking, it is evi-
dent that both the direct costs and the indirect costs entailed in the very
lengthy travelling times are far higher in absolute terms and as a share of
the wage in Cape Town than for comparable urban locations. There are
two sources of these higher costs – inadequacies in public transport provi-
sion and inefficiencies in transport operations and, more significantly, the
distances between residence and place of work.
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A cornerstone of apartheid policy was to deliberately separate work
and residence for black persons. One of the major contributions that the
Spatial Development Framework can make to furthering economic devel-
opment is to ensure that this legacy is overcome and that future spatial
planning is inter alia designed to ensure that residential development and
work opportunities are spatially contingent. This is an explicit objective
of the PSDF. Thus, for example, one key proposal is that 50% of the five
major urban activities; public transport, residence, recreation, shopping
and employment should be accessible within walking distance (1000m) of
residential dwellings.

Not only did apartheid locate the residences of black persons far from
their places of work, it also located the residences of black persons far from
the urban centers and other areas of commerce and trade. This separa-
tion of people from the market has further deleterious economic impacts.
People located in areas where spending power and immediately accessible
demand is very limited and who have to incur considerable expense and
difficulty of getting to flourishing markets, are far less likely to engage in
entrepreneurial informal activities. One of the major features of South
Africa is the low levels of entrepreneurship by comparison with other coun-
tries. While entrepreneurship levels in the Western Cape tend to be higher
than the national average, they are still low by comparison with many other
developing regions.8 A number of the PSDF proposals are designed to link
large concentrations of poor people with areas of opportunity.

Perhaps the most important direct contribution that the PSDF can
make to economic development is to assist in reducing the costs and time
taken to get to work on the part of those in employment and of facilitating
the degree of entrepreneurial activity of those who are engaged or (poten-
tially) could be engaged in start-up informal and formal entrepreneurial
activity.9

8Entrepreneurial activity is defined as the percentage of the economically active pop-
ulation that takes part in entrepreneurial activity. The Western Cape percentage was 9.
Gauteng was the most entrepreneurial Province with 10 and the national average is a
little over 6. (UCT Graduate School of Business, 2003).

9Other proposals of the PSDF will also have a positive impact e.g. the proposal that
the complete range of socio-economic groupings within an urban settlement should be
located within a 1km radius according to a Socio-Economic Gradient will also advance
potential market access and should therefore further encourage entrepreneurial activities
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Critical to any process of planned spatial development is to categorise
land according to different permissible usages. From a business perspective,
it is critical that sufficient suitable land is made available for business de-
velopment and that the process of allocating land for business development
be cost-effective and, even more importantly, speedy. Similarly, building
and development restrictions and requirements should also be transparent,
clearly identified with the achievement of particular objectives. The costs
of such restrictions and requirements, both up-front and of implementation,
should be affordable and carefully monitored. The PSDF has made a num-
ber of recommendations e.g. for codes and standards of energy efficiency
for the usage of renewable resources in all new buildings including com-
mercial and industrial buildings. These are legitimately designed to meet
objectives of resource sustainability and climate change, but their costs and
affordability will need to be carefully monitored.

The PSDF makes a variety of proposals to further enhance the develop-
ment of the main transport corridors as well as secondary feeder corridors.
It further proposes concentrating attention on the development of areas
which have high economic potential.

The MEDS research projects have identified a number of locations which
have a high level of development potential. They include:

• Saldanha Bay – oil and gas provision and downstream metals pro-
cessing.

• Mossel Bay – petro-chemicals.

• Overberg and Eden – agriculture and food processing.

• Agro-processing – George/Mossel Bay/Knysna.

• Boat building – Cape Town.

• ICT, Call Centres and Business Process Outsourcing – Cape Town.

• Tourism – Province-wide with the PSDF identifying development of
a number of scenic routes.

and the proposals to significantly increase residential densities in urban settlements.
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3.2.2 Measuring and Evaluating the Linkages as Between
the MEDS and Other Provincial Strategies

Having identified the contributions that each of the strategies could poten-
tially make to economic development and the MEDS, this section proposes
how such contributions might actually be measured and assessed. What
are the measures that we might use in order to assess the contributions of
each of the strategies to economic development and the MEDS?

It is important to stress that each of the strategies is designed to
achieve a wide range of objectives in the social, political and environmental
‘spheres’. Thus, each strategy will have a number of indices of performance.
What is outlined here bears only on the contributions in the broad economic
sphere. To this end a few possible Key Performance Indicators (KPIs) in
relation to economic development are derived for each of the strate-
gies in turn. The KPIs appropriate to the MEDS and the monitoring and
evaluation in regard to the MEDS itself, is the subject of Chapter 6.

Before commencing it is important to stress that our approach to KPIs
is that they should be:

• Parsimonious - A large number results in confusion and too broad a
focus.

• Measurable - Generally requires measurements that can be quantified
and are inherently more likely to be objective.

• Comparative - The key is to be able to compare over time (is the
situation improving?) and between countries/regions (is the situation
in the Western Cape improving relative to other Provinces in South
Africa/ other regions?).

• Comprehensible - Indicators are a guide to action and as such they
need to be easy to understand and to relate directly to the activities
involved.

The Agriculture Strategy

Agriculture is an economic activity. As with the MEDS, the Agriculture
Strategy will necessarily employ a number of economic performance mea-
sures reflecting the output and equity goals of the Province.
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From an industrial perspective, the forward linkages of agricultural pro-
duction are particularly critical. Downstream processing creates significant
employment and earning possibilities. This is particularly critical in respect
of export products.10 One way of assessing this would be to measure local
or domestic activity as a share of the final consumer price. An increase in
the domestic share of the price paid by the final consumer would indicate a
higher proportion of the returns being received by locally based activities.

It was argued earlier that support for agricultural activities should be
conceived of as an integral part of the broader policies for the designated
region or area. Agricultural activities should spur other business activities
in the area. What is needed are measures that highlight the contribution
of enhanced agricultural activities on broader business development in the
designated area. One way of assessing this is to derive an agricultural
multiplier for each designated area. The multiplier would be a ratio of
any increase or decrease in agricultural output and employment and any
increase or decrease in output and employment for the area. Other things
being equal, a higher ratio would indicate a greater impact of agriculture
on the economic development of the area.

The Social Capital Formation Strategy

It was earlier argued that crime is a major factor cited by business as a
critical constraint. The number and percentage of firms identifying crime
as a key constraint can be assessed. In addition, the overall impact of
crime on business and its different component parts (business losses through
crime; business expenditures on crime prevention and extra-legal business
payments to secure protection or services) are all measurable magnitudes.
Finally, comparative data for other countries and regions exist.11

Two measures would therefore be useful as an index of social capital
development on the economy: the number of firms citing crime as a key
constraint to investment and doing business and the costs associated with
crime and security as a share of firm turnover.

10Fruit, wine, fish and iron and steel – all raw materials – make up 54% of the exports
of the Western Cape. All have considerable downstream activity potential.

11This is possible through the Investment Climate Surveys (ICS) that the World Bank
conducts in a wide range of countries. An ICS for South Africa has recently been com-
pleted.
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The Human Capital Development Strategy

As outlined above, human capital formation impacts upon economic devel-
opment through a number of different ‘channels’. It is possible to identify
KPIs that relate to each of these channels.

A good proxy for the general impact on businesses could be the educa-
tion of the labour force – an increase in the number of years of schooling
and training would be expected to impact positively on productivity.12Of
particular importance would be education and training of the labour force
in particular subjects – notably maths and sciences.

The supply of skills is readily available – a particular focus would be on
mathematical and science graduates at all levels of the system.

Skill shortages can be measured across the spectrum of skills. Vacancy
rates and the amount of time taken by firms to fill vacancies are good
proxies.

The absolute and relative amount of innovation activity conducted in
the Province will provide a good indication of the contribution made to
economic development and the linkages between business and the tertiary
educational institutions. The number of persons engaged in R&D as a
share of the working population is a further index.13 Further indices of our
capacity to engage effectively in the knowledge economy are developed in
Chapter 2.

With regard to entrepreneurship, the education and training of those
engaged in entrepreneurship, especially start-up firms could be gauged.

The Strategic Infrastructure Plan (SIP)

The SIP is a planning framework rather than a broad strategy.14 As such,
the relevant KPIs for the SIP relate to the effectiveness of the planning

12The number of years of education of the labour force can be compared across different
countries. The recent World Bank Investment Climate Survey shows that the South
African labour force performs well as against other comparable countries.

13This data is readily and regularly available through the Department of Science and
Technology. R&D and Innovation Surveys protocols ensure that the data derived is
internationally comparable.

14The goal of the SIP is to “. . . provide the planning framework within which the
physical infrastructure that supports growth, labour market participation and general
well being in the Western Cape, is to be provided in the Province.”
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framework in correctly assessing infrastructure needs and implementation
rather than the contribution of infrastructure to economic development.

The MEDS process has identified a number of key infrastructural needs.
From the MEDS perspective, the effective provision of this infrastructure
needs to be monitored and evaluated.

The Provincial Spatial Development Framework (PSDF)

As earlier outlined, the PSDF has a significant role in reducing the time
and expense incurred by workers getting to work. The first KPI could be
a measure of this magnitude – namely the time and costs of workers in
commuting to work.

The PSDF also has an important role in securing access particularly
of poor people to areas of market. In so far as the PSDF is successful in
this regard, this should be reflected in higher levels of entrepreneurship and
engagement in the economy. A second KPI could measure this magnitude
– namely levels of entrepreneurship and economic engagement, particularly
on the part of poorer communities. Over time, increasing economic partici-
pation rates in a particular area would be a strong indicator of a successful
PSDF.

Both measures could be done for particular areas or for the Province as
a whole.

A further KPI would be a measurement of the time and expense in ac-
quiring planning permission to establish a business. Monitoring and eval-
uation would assess this and see how it varies within the Province and
as between the Province and elsewhere in the country and by comparison
with other countries. Reductions would be one indicator that the PSDF is
having the desired economic impact.
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Chapter 4

Evaluation of the MEDS
Research

This Chapter begins by outlining the research process. One important
role of each member of the OC was to engage with the researchers and
their government counterparts and to make their own assessments of their
researcher’s work, particularly as regards to the policy proposals advanced.
The OC summary assessments of all of the research reports are provided
here.

4.1 The Research Process

The MEDS process engaged a number of researchers who possessed skills
and knowledge of their particular sectors. Within a very limited time frame,
the researchers were asked to review the state of their sector or cross-cutting
theme, examine current policies and make proposals for future policy. With
regard to the latter, researchers were encouraged to think broadly and to
outline policies that could be implemented by the PGWC, and how the
PGWC might engage with national policy. The researchers were partic-
ularly asked to ‘think out of the box’, and to propose new policy direc-
tions where appropriate. Researchers were asked to address the question of
whether there is evidence to suggest that there is substantial growth and
employment potential in the sector and if so, how the Western Cape could
exploit this potential.

81
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Researchers were also asked to prioritise different proposals made and,
where possible, to provide more specifics, including broad costing. They
were, however, not expected to detail design or implementation of policies.
As a result, while there is considerable variation in the detail provided,
the proposals made by the researchers are usually cast in fairly general
terms. Detailed policy design, including costing and implementation plans,
will require considerable additional work to be undertaken by and in close
interaction between the relevant departments.

During the research phase, the teams were encouraged to interact with
industry stakeholders, relevant provincial government officials, and mem-
bers of the scientific community. Notwithstanding these interactions, the
proposals cannot be viewed as ‘consensus statements’, but rather as sug-
gestions needing further refinement.

In its evaluation of the sector and theme reports, the Oversight Commit-
tee (termed the Scientific Committee during the first phase of the MEDS)
respectively interrogated the analytical quality of the conclusions and rec-
ommendations of the different sector reports. More specifically, the follow-
ing questions were addressed:

• Are the conclusions and recommendations of each report borne out
by the analysis?

• Taking this into account, do the reports justify that the sectors they
cover be prioritised?

On this basis, the Oversight Committee formed an assessment of the quality
of the submitted research and then reconciled it to translate the research
findings into select sector policy support in the larger context of the MEDS.
For both of these reasons, the Oversight Committee occasionally differed
with the findings by the research teams. Chapter 5 introduces our prioriti-
sation.

4.2 Agriculture

Western Cape agriculture has been well researched over the past decades,
with Elsenburg College (closely linked to the University of Stellenbosch)
as the central player. The sector report, prepared by the research team
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covers the full spectrum of the industry, its macro-data and trends as well
as its many sub-sectors and product niches. This also includes problems
confronting the industry, bottlenecks, global competition challenges, trans-
formation issues and future prospects.

Probably because of their intimate research involvement in all the di-
mensions of the industry, the team did not put forward a limited number
of (prioritised) proposals for additional intervention by the PGWC. It did,
however, present (in its second and third reports) a list of possible actions
to address a wide range of development obstacles and challenges. Exist-
ing close interaction between professionals in the Provincial Department
of Agriculture and the research team members should make such a sifting
quite feasible.

Western Cape agriculture is a generally successful sector. It is also a
pillar of the provincial economy. Well diversified across a wide range of
product categories, some of them highly niched, agriculture has up until
2002 benefited from the weakening of the Rand and a variety of institutional
and other factors which have been profitably exploited by domestic and
foreign investors. Growth in exports has been an especially prominent
element in the success story, as has the association with tourism.

At the same time, the sector faces huge challenges of land reform and
transformation more generally, as well as rising competition for access to
water, for which the long-term solutions will be costly. Internationally,
the challenge is about competitiveness in markets where there is increased
and increasing pressure from alternative suppliers, most of them from the
southern hemisphere. This competition has been aggravated by the dra-
matic strengthening of the Rand, which has eroded many of the pre-2003
windfalls of the weak Rand. There is at the same time the possibility of
liberalisation in the international trading regime for processed agricultural
products, in which case the Western Cape stands to gain from its highly
competitive capability in such products as canned fruit.

4.2.1 Proposed Policy Interventions

The researchers have given little guidance as to more detailed policy inter-
ventions that, going beyond what is already being done by the PGWC and
other players both public and private, could fruitfully be incorporated in
the MEDS. However, there are a number of broad areas where the PGWC
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could advance the Province’s economic interests in this sector, and draw-
ing liberally on the work of the researchers, the following specific types of
initiatives are forwarded by the Scientific Committee:

• With respect to the international trading regime, the prospect of lib-
eralisation extending to various categories of agricultural products,
including some in which the Western Cape has a dominant posi-
tion, is potentially of far-reaching significance. There is a role for
the PGWC in supporting National Government in the ensuing trade
negotiations, both bi- and especially multi-lateral, and the PGWC is
urged to position itself to be able to participate effectively.

• The PGWC could, in two ways, contribute to the accelerated imple-
mentation of the national land-reform programmes. Firstly, (while
the numbers are small) there are successful projects that have been
executed in the Province. The PGWC could have these case studies
written up and disseminated in order to encourage others to follow
suit. Secondly, it has become clear that transfer of land is but a small
part of the challenge for achievement of meaningful redistribution and
the creation of fresh productive capacity. Substantial support and ad-
visory services as well as access to working capital, are essential if this
challenge is to be successfully overcome. There could well be a role
for the PGWC in meeting these needs.

• The importance of the agricultural sector to the balanced, spatial
development of the Western Cape economy is noted. The state of
the sector crucially impacts on the viability of small towns and rural
settlements, as do other developments in the agro- and eco-tourism
fields. Here again the PGWC may have to play a more proactive
role in enhancing the viability of the small towns and in promoting
linkages with local agriculture - given the wide-spread lack of capacity
at local-government level.

• In rooibos tea, buchu and other fynbos products the Western Cape
has an exceptional set of niche and potentially high-value products
that are well-suited to the consumption preferences of the wealthy
right across the world. The challenge is how to grow production while
controlling quality and also managing the supply chain so as to give
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attractive returns to the producers. Given that some of the producers
are from poor communities in remote and disadvantaged locations,
and that knowledge about the science and technology of the crops is
still limited, this is indeed a huge challenge. However, the benefits in
terms of community development, employment, output and exports
are potentially sizeable, and for all the complexity the challenge is
prima facie worthwhile. The PGWC should proactively support such
a move, leaving the implementation to an evolving Public-Private
Partnership (PPP) constellation.

• On a different level, there may be grounds for deepening and broaden-
ing the growth and developmental capacity of already well-established
sub-sectors. A number of candidates spring to mind, such as the wine
industry and associated educational, research and tourist activities.
The opportunity for development is to build in the Western Cape a
cluster of world-class and internationally recognised activities, which
underpin continuing innovation (in terms of product, process and
policy) in the chosen sub-sector. Once again, the PGWC should sup-
port and, where possible, facilitate such an initiative, with the actual
involvement of different stakeholders channelled through a Public-
Private Partnership (PPP).

4.2.2 Institutional Development and Support

Over the last century the institutional capacity to service the agriculture
sector (in research, training, extension and the like) grew impressively, both
nationally and in the Western Cape. With the need for wide-spread trans-
formation, these institutions must themselves transform in order to ensure
that they are credible and effective in serving the needs of new categories
of clients. The PGWC also has a role in facilitating these processes.

4.3 Fishing and Aquaculture

South Africa’s fishing industry is controlled by National Government’s De-
partment of Environmental Affairs and Tourism (DEAT), with the Chief-
Directorate for Marine and Coastal Management (MCM) headquartered in
Cape Town. As approximately 90% of the South African fishing industry’s
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value added originates in the Western Cape, the PGWC’s concerns are
almost identical with those of the industry.

The basic facts and trends of the industry are comprehensively covered
in the sector report prepared by the research team, with supplementary
reports covering key policy issues and a listing of areas needing attention
by the relevant stakeholders.

South Africa has a well-established fishing industry, which compares
well with the best in the world. The Western Cape accounts for 73% of
South African fish exports, and in 2003 fish was the third-highest West-
ern Cape export category, after fruit and wine, accounting for some 10%
of products exported from the Province. The major challenge facing the
industry is to ensure the sustainable use of marine resources in the face
of increased demand at both regional level and internationally. Generally,
both provincial and national governments are doing well in this regard,
given the industry’s established base of scientific research and monitoring
capacities.

Despite these achievements at the macro-level, the PGWC needs to ad-
dress prevailing inequalities in livelihoods manifesting fishing SMMEs and
in the fishing villages. Although significant progress has been made during
the past decade in the transformation of the fishing industry (primarily the
result of a change in number and size of fishing rights allocated), there is
room for improvements in (i.a.) employment, earnings, skills distribution
and livelihoods - especially among the previously disadvantaged communi-
ties.

The researchers advanced a number of strategies and policy levers for
the constraints raised with respect to fishing and aquaculture. Out of these,
four major interventions deserve particular attention by the PGWC. These
are discussed at greater length below.

4.3.1 Planning and implementing a business-development-
support programme for small commercial fishing en-
terprises

Although elements of such a programme are currently in operation, it needs
more refinement and needs to target fishing villages. The programme would
aim to empower small operators in the fishing industry through extending
business-development-support services that will enhance their commercial
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viability and business orientation and, thus, contribute to economic growth,
poverty alleviation and job creation. The programme should also specifi-
cally address the needs of ‘women in fishing’, a dimension hitherto largely
neglected. Ideally, the programme should be widely marketed and devel-
oped into a fishing-extension service offered in collaboration with large fish-
ing companies.

Such a multi-dimensional business-support programme should also ad-
dress the scope for greater value-adding processing at the level of small
fishing villages. Other dimensions, for example, village tourism, should
also be added, in order to counter seasonality factors in the fishing indus-
try. In fact, the PGWC should assist local authorities where the latter lack
the capacity and funds for proactive support.

4.3.2 Strengthening mari- and aquaculture projects

Many of the opportunities in these spheres do not get off the ground due to
substantial capital requirements and the lack of sufficient local capacities
to implement projects. Support from the PGWC to identify most suitable
sites and help with the mobilisation of skills, capital and management could
help to activate villages and fishing communities in otherwise remote areas.

These efforts might be further strengthened through an expansion of
aquaculture research capacities in the Western Cape. Ideally, PGWC co-
financing could facilitate this process.

4.3.3 Upgrading small fishing harbours

A number of smaller fishing harbours along the Western Cape coast, which
fulfil an important role for local fishing communities, are urgently in need of
upgrading. Efforts by the MCM during 2003/04 and earlier have so far not
progressed much. Since these projects require close co-operation between
the MCM, local authorities and the private sector facilitatory support by
the PGWC could be invaluable.
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4.3.4 Improving the (urban) infrastructure of fishing vil-
lages

The fishing villages all belong to some larger, integrated municipality for
whom the small villages and their particular infrastructure needs are of-
ten a burden with little political muscle to mobilise the necessary capital.
Support from the PGWC through some special funding packages, possibly
negotiated with the DBSA, DEAT or other capital funders, could break the
logjam.

4.3.5 Institutional development and support

It can be argued that sustained efforts to address the issues mentioned
above need some institutional strengthening at regional level. In the past,
the ‘Fisheries Development Corporation’ served as a base for many efforts
along these lines, but the corporation has been dissolved without a replace-
ment.
It is suggested that the PGWC takes the lead in exploring institutional
(PPP) options for an effective vehicle to address these development needs
of local fishing communities. Naturally, these efforts should include aspects
like the promotion of local ship-repair facilities, Seta-funded learnerships,
and other efforts to broaden the economic base of these villages.

4.4 Clothing and Textiles

The Western Cape clothing and textiles sector has been intensively re-
searched during the past decade, with the research results widely discussed
among leading producers, sector associations and government officials at
national, provincial and local levels. During these years, the interna-
tional scene has changed fundamentally, as have South Africa’s industry
responses.

Compared to the other provinces, the Western Cape’s clothing and tex-
tiles sector has a solid foundation, with declines in employment significantly
lower than the country as a whole (including other key provinces like Gaut-
eng and KwaZulu/Natal).

The research team has presented a comprehensive report about past
development trends of the Western Cape industry, viewed in a national
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and an international context. This includes a SWOT analysis and detailed
proposals for a range of potential interventions by the PGWC.

Against this background, the following sub-section outlines comments
and makes proposals to address the challenges that lie ahead.

4.4.1 Sector cluster support

In the context of a significant increase in trade liberalisation, a major thrust
of policy must be to encourage and facilitate existing producers to become
more efficient. This is the best way of preserving as many of the existing
jobs as possible. Such a strategy has to enhance inter-firm and intra-firm
efficiencies, extending into more efficient management of the entire pipeline.
The researchers have recommended the “.....building of learning networks
and clusters that can assist enterprises upgrade so as to meet the require-
ments set by demanding global and domestic value chains”. Institutional
mechanisms are already in place for the development of a viable cluster
programme; in fact, such a programme is about to commence. However,
absolutely critical will be the incorporation of smaller firms, and particu-
larly CMT operators, into this programme.

The first recommendation is that the PGWC should support a sector-
cluster programme that seeks to enhance inter- and intra-firm efficiencies
and provides incentives for smaller firms, including CMTs, to engage. This
support should be given for a limited period (perhaps three years), with
the programme assessed and evaluated against efficiency and productivity
measures for the industry as a whole and for the participating firms.

4.4.2 Repositioning the industry

A second thrust should rest on the recognition that the Western Cape’s
clothing industry needs to go beyond productivity improvements if it is
to survive in the longer term. The purpose of the proposed policy is to
facilitate the emergence of something new and innovative, i.e. to reposition
the industry. A variety of ideas have been put forward as to what this
repositioning should comprise, including shifts in design and marketing,
and (as another possibility) acting as a broker for production undertaken
in low-cost SADC countries. These thoughts are neither entirely new nor
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are they without parallels international. The crux will be a systematic
concerted initiative on a PPP basis.

A weakness for steps in that direction is the paucity of high-level,
internationally-orientated courses available locally to the industry on de-
sign, marketing, technology and management. While the larger firms can
access such courses wherever they are offered, this does not apply to the
large number of SMEs in the sector. It is certain that long-term survival and
prosperity of the sector will depend on the calibre of its leadership. There
is a critical need, at the level of each enterprise, to deepen and broaden the
understanding of world markets and trends, and to sharpen appreciation
of what makes for a successful firm in these competitive and fast-changing
circumstances.

Against this background, the PGWC should facilitate and partially fund
the provision, via a competitive process, of postgraduate courses and re-
search programmes by one or a consortium of local higher-education insti-
tutions. This should be done in partnership with industry and, possibly,
partners at leading institutions off-shore. A successful project might lead
to the establishment of a fully-fledged academic ‘centre’ on clothing and
textiles, thereby replacing past efforts that had a limited impact.

The second recommendation is that the PGWC supports a centre for
the clothing industry, undertaking training and research, and focusing on
marketing, merchandising and design. This centre should be located at a lo-
cal tertiary-education institution, with financial support limited (initially)
to about three years.

4.4.3 National-Government action

The following initiatives, which should originate at National Government
level, have the potential to significantly impact on the industry and to have
a particular resonance for the industry in the Western Cape:

• Better access to material: Clothing exporters are still constrained by
limited access to requisite textile fabrics. One step to counter this
would be a reduction in duties on fabrics, particularly where local
production is limited. The second is to gain one-stage conversion en-
try into the US market through trade negotiations. This would be
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particularly beneficial to the Western Cape with its heavy prepon-
derance of clothing manufacture.

• Modification of the Duty Credit Certificate Scheme (DCCS): These
‘credits’ are earned by exporters and can be offset against impor-
tation. Currently, much of the DCCSs are sold to importers at a
discount. This encourages imports and works against local produc-
ers. Given the strong orientation of the industry in the Western Cape,
particularly clothing to the local market, measures to ensure that less
is sold to importers would be particularly advantageous to the local
industry.

• Stricter enforcement of trade tariffs and duties: This should limit
import penetration, and, by implication, stimulate local production.

4.4.4 Other Proposed interventions

The researchers suggested an ‘information hub’ as a way to focus market-
trend data and other useful information. Although it is doubtful that such
a hub would be seen as valuable by market specialists, some of its roles
could perhaps be pursued by the training and research centre suggested
earlier.

Reference has also been made to a regional clearing house for DCCSs in
order to discourage imports that can hurt local producers. This will need
further exploration to determine its viability.

Other suggestions refer to more focused assistance in the spheres of
export marketing and (foreign) investment promotion, both areas where
WESGRO has responsibility for action and policy innovation.

The global context for clothing and textiles will see significant changes
in the very near future. Of critical importance is the ending of international
quotas in 2005. This will sharpen competition in export markets for South
African producers, bearing in mind that a high share of South African
clothing is exported into areas that have hitherto been quota-constrained.
It will also, and this is of particular concern to the Western Cape’s clothing
producers who tend to rely more heavily on the local market, sharpen
competition in the domestic market. In this regard, apart from the growth
of ‘legitimate’ trade, we can expect increased importation of over-runs,
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seconds and the like, more particularly from the big and growing exporters
such as China and India.

The precise impact and the speed of this impact will be difficult to
determine. However, it will be profound and it is likely to render, at present
wage and productivity levels, many local producers non-competitive.

4.5 Metals and Engineering

The research team presented a very comprehensive report covering national
trends in the metals and engineering sectors, and detailed discussions of
the particular segments where the Western Cape has a significant presence.
The latter includes the basic metals and structural steel industry, centring
around Saldanha Steel; the (potential) downstream processing of steel and
engineering; the foundries; and as a distinctly separate sub-sector, ship
repair, yacht building and, to a lesser extent, ship-building.

While the metals and engineering sectors have not been part of the
Western Cape’s historical manufacturing base (these industries have in the
past been linked to mining and the northern steel industry); the West-
ern Cape’s proximity to the coast; a relatively good skills base; and the
importance of Saldanha as ore-export harbour have created a new com-
petitive niche for these industries in the Western Cape. Yet, its success
will to a large degree depend on the effectiveness of coordinated support in
a whole range of areas, including technology transfer, skills development,
investment incentives, etc.

Detailed proposals for the different sub-sectors are contained in the
main report and will not be presented here. This section only refers to
the more important proposals, centring around the steel industry, boat and
yacht building, the tooling industry and ship repairs.

The central issue in the downstream metal-processing sector linked to
Saldanha Steel is the domestic pricing of steel. For some time the price level
has been prohibitive for virtually any local (Western Cape) processing, with
pressure mounting on government to adjust the present system. While there
are signs that this pressure has been fruitful, there is still need and scope
for the PGWC to closely monitor these negotiations.

Once a more realistic local steel price has been achieved, the goal of a
Saldanha Steel Beneficiation Cluster can start to become a reality. In this
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process there is, once again, scope and need for proactive involvement by
the relevant provincial government departments. Much of this will have to
be the reinforcement or strengthening of efforts by other bodies, like local
authorities in Saldanha/Vredendal and other places in the Western Cape,
education and training bodies, BEE-support agencies and small-business-
support programmes. Similarly, there will be a need to liaise closely with
national bodies relevant for support in this field.

In the tooling industry and in foundries, the Western Cape has a long
history of successful small to medium-sized enterprises, well-adapted to
demand niches and top-quality output. The PGWC could encourage the
development of local clusters (tool-delivery networks), with shared services,
local research, hand development facilities and appropriate training at ter-
tiary institutions. This type of initiative could be an important driver for
economic growth in the Province. What is more, the proposed partner-
ship between the Western Cape region and the Piemonte region in Italy
could provide an ideal opportunity for the development of a tool-delivery
network in the Province. It is recommended that a Western Cape tooling
initiative (in cooperation and in alignment with the National Tooling Ini-
tiative) is launched, to further strengthen the repositioning of the South
African tooling industry.

The yacht-building industry of the Western Cape is generally viewed
as a great success, linked to effective cooperation between the cluster firms
and fortuitous circumstances (the weakening Rand in particular). After
the strengthening of the Rand the prospects are a lot less rosy. However,
some of the marketshare could be kept with concerted steps to improve
productivity, use latest technology, further strengthen the design side and
conduct international marketing. Here again, the role of the PGWC should
be modest, though well-planned and focused on critical cost factors (for
example, international exhibitions).

The research team proposes that a dedicated research and develop-
ment centre for this industry should be established in the Western Cape,
with financial backing from the PGWC. Issues to be tackled relate to (i.a.)
the competitive pressure of light-weight materials such as magnesium, alu-
minium and plastics and, on the other hand, the creation of more em-
ployment opportunities for lower-skilled labour in this industry. Such an
initiative should link up closely with the Cape Initiative on Materials and
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Manufacturing. Similarly, the Western Cape-based industry has to become
more closely linked to national initiatives in this sector, like the Metals Sec-
tor Summit, the National Tooling Initiative of the CSIR and the Advanced
Metals Initiative.

4.6 Oil and Gas

The upstream oil and gas (UOG) value chain has three distinct facets;
namely, production, sourcing and marketing. The Cape Oil and Gas Sup-
ply Initiative (COGSI), which was launched to promote a coordinated and
competitive supply hub/cluster located in the Western Cape, is currently
the only identifiable institution in the Province constituted formally to
promote an UOG cluster. The basic intention was to create a forum that
would pull together both public and private sector stakeholders in order to
facilitate the alignment of the production, sourcing and marketing activi-
ties. COGSI specifically sees its role as promoting: the supply of services;
the repairs and maintenance of offshore installations and vessels; and the
fabrication of pre-assembled units.

The purpose behind the MEDS’ oil and gas sector report was to pro-
vide an independent assessment of these goals, drawing on what is broadly
known about trends in the sector in the region (broadly defined to include
foreign West Coast operations), as well as global trends in the UOG value
chain. In proceeding, the researcher was tasked with answering two basic
questions: a) Are there substantial opportunities in terms of growth and
job creation in this sector?, and b) Is the PGWC well positioned to exploit
any opportunities that might be revealed?

In answering the first question, the researcher argued that UOG op-
portunities are substantial, but that long term success is contingent on the
achievement of an 8% new build fabrication market share over the next five
years.

According to the commissioned research, the key challenges facing COGSI
that are necessary for unlocking the potential of the sector to generate
growth and employment are:

• The need for an optimally located fabrication hub supported by a
dedicated SA Oil and Gas Alliance.
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• The need to foster competitiveness within the hub, in terms of the
production (specifically, the steel and engineering sectors) and the
sourcing (i.e. transporting fabricated components from the inland to
the coast and then on to the west African market).

• The need for better alignment of the regional value chain with trends
in the West African UOG market in order to realise any competitive
advantage.

In answering the second question, the report suggests that South Africa
and more specifically the Western Cape, does not immediately offer any
advantages. Import parity pricing, uncompetitive domestic logistical net-
works, and severe labour shortages all undermine the competitiveness of
both the steel and engineering sectors. This implies that the Western Cape
might have no immediate advantage from a production or sourcing per-
spective with regard to the West African UOG services sector.

However, through COGSI, the Western Cape has a tactical first mover
advantage in spearheading the alignment of the UOG service supply value
chain in relation to the West Africa market. How well it is positioned, the
researcher argues, is debatable, since COGSI is currently a Western Cape
based cluster initiative while much of the production capacity is located
elsewhere in South Africa and the market it is trying to penetrate is located
in West Africa.

The researcher therefore concludes that it is only in respect of the align-
ment needs that COGSI can play a meaningful role and that COGSI has
little scope to organise production or sourcing. Thus, the main recommen-
dations coming out of the commissioned report all have to do with this
alignment goal. Specifically:

(1) COGSI needs to develop a powerful nationally identifiable brand.

(2) COGSI should perform a benchmarking investigation, particularly of
South Africa’s steel and engineering sectors.

(3) COGSI should organise a regional conference, including stakeholders
from the West African market.

Our assessment of this research is that many of the observations con-
cerning alignment are more or less useful, but that there is little basis in
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downplaying the potential in the production and sourcing stages of the
UOG. Our suspicion is that there might be substantial potential in this
sector, but the report does not give us much to go on in terms of assess-
ing these suspicions. It would have been useful to know more about the
constraints identified – import parity pricing, uncompetitive domestic lo-
gistical networks, and severe labour shortages. Knowing the true extent
of these problems is the first step in addressing whether they are likely to
be binding in terms of capturing a larger segment of global and regional
market share of the UOG sector.

4.7 Electronics

Electronics firms in the Western Cape contribute about a quarter of total
sector output in the country. More than 70 firms are active in the sector
of which the large majority are small and medium-sized enterprises that
manufacture components. A few larger players engage in systems design
and engineering. The production portfolio is rather broad and ranges from
defence via telecommunications to security management.

Due to a combination of excellent engineering skills and rather high
labour costs, the industry focuses on niche applications. South Africa’s
first satellite, produced at the University of Stellenbosch, is a high-profile
example. By implication, the industry is not competitive in mass-produced
parts or components. The researchers report that the evident talent for
design does not always go hand in hand with the ability to bring products
to market.

Further weaknesses include the distance to major markets, a lack of
effective coordination within the sector, and little or no support in terms
of marketing or promotion, especially abroad.

The researchers argue that while the electronics sector is unlikely to
create many jobs, it has a ‘huge potential for growth’. Yet the analysis
of their report does not support this contention. A number of successful
niche players does in and of itself not translate into huge growth potential.
Indeed, in view of the limited domestic market, it is clear that growth
would have to be export-driven. This, in turn, would appear a realistic
option only insofar as electronics manufacturers in the Western Cape get
integrated into global electronics value chains. To date, there is no evidence
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that this is in the offing on the scale required to have ‘huge’ effects.
The researchers recommend inter alia that foreign multinationals be

attracted to the Western Cape by means of an IDZ. They also suggest
maintaining the skills base and R&D capacity. They further propose that
intellectual property be more effectively protected in order to ensure that
innovative companies can reap the rewards of their investments.

The case for maintaining the skills base and R&D capacity are con-
vincing. But while there is nothing wrong with promoting inward direct
investment, the proposal to set up an IDZ is not. At the very least, it
would require a lot more analysis in order to justify such an ambitious
initiative for a sector that is performing relatively well but whose growth
prospects are not evidently above average, and that is unlikely to make a
sizeable contribution to job creation. Finally, the proper implementation
of intellectual property rights protection is a national responsibility.

What the PGWC should focus on in this sector is the lack of coordi-
nation and representation within the sector. Both the sector itself and the
provincial economy at large can only benefit from strengthening interfirm
cooperation among electronics firms.

4.8 Biotechnology

Biotechnology is one of the key technologies promoted by the South African
government. The Western Cape hosts one of three regional innovation cen-
tres (BRIC) plus the Bioinformatics Network at UWC. The researchers
report that there is a sizeable number of research groups in the Province.
However, there are less than 20 firms with core activities in biotechnol-
ogy. This suggests that incubation of start-ups and commercialisation of
technologies are not a strong feature of biotechnology in the region. In
addition, the activities of firms range from research into plant properties to
life sciences which is why the activities of the sector in the Western Cape
are highly diverse. This, in turn, may make for a low degree of potential
or actual spill-overs.

The researchers report that although the tertiary education sector turns
out qualified graduates, they often opt for employment elsewhere in view of
the relatively poor remuneration in the sector. What graduates and current
personnel appear to lack are commercial skills. This hinders bringing ideas
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out of the lab and to the market.
Despite (or perhaps because of) the small size of biotechnology activ-

ities, the researchers suggest a range of ambitious support measures the
PGWC should undertake. They involve:

• the identification of economic sectors or social priorities in the West-
ern Cape that would benefit from a vibrant biotechnology;

• the raising of funds to support a focus on provincial needs;

• the steering of research outputs toward these needs; and

• the development of measures of strategic performance of biotechnol-
ogy.

Failing that, the researchers fear that biotechnology in the Province
“could become to[o] nationally focused”.

Although the recommendations are relatively coherent, they largely
abstract from the considerable investment the National Government has
been making in biotechnology and from which the Western Cape benefits
substantially, the very small current and uncertain future contribution of
biotechnological activities based in the Cape to provincial growth and de-
velopment objectives, the opportunity costs associated with investing in
this as opposed to other sectors, and the limited capacity of the PGWC to
steer, supervise, and control research agendas and outputs.

On the basis of the analytical report it would appear that biotechnology
is in the aggregate not going to make much of an impact. Too few firms,
too thinly spread, under-capitalised, and with trouble recruiting top-notch
people hardly amounts to a comparative advantage, regardless of whether
one looks at it statically or dynamically. Hence it is questionable that there
is any justification for a sectoral industrial policy given that we live in a
world with limited resources where bang-for-the-buck must be a yardstick
against which to evaluate support programmes.

The biotechnology sector has a problem that is crucial to resolve for
any knowledge-intensive sector, namely the low level of business-science
interaction. But this is clearly not a problem specific to this sector. As
confirmed by the MEDS study on HRD, what is needed in the Province is
a comprehensive promotion of contacts and working relationships between
the higher-education sector on the one hand and firms on the other.
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4.9 Crafts

The craft sector in the Western Cape is not a huge sector, but it is a
labour intensive sector, is very SMME based, has a high concentration of
national enterprises in the Western Cape and contributes significantly to the
region’s revenue generation. The total number of enterprises is estimated at
2010 (with 1662 producers and 348 retail outlets) employing 7,165 people.
Seen from a national perspective 27% of all producers in the country are
estimated to be located in the region, whilst an overwhelming proportion
of retailers (60%) are found in the Western Cape. Furthermore, it has very
significant linkages to the tourism sector and acts as an important drawcard
for tourists.

It exhibits greater diversity than most other sectors. Materials, spe-
cific techniques, scale of production and product types and quality may
vary significantly. Market positioning also varies from functional items to
fashion-led items, and gifts and souvenirs to collectibles or Craft Art. Most
producers operate on a micro or small scale. Production is oriented towards
mid-to-high end pricing, with a very diverse product range. Enterprises are
linked into established local and global value chains, and hence intermedi-
aries play an important role in the sector.

The craft sector is thus making a meaningful contribution to the provin-
cial economy, in particular in terms of enterprise development. It appears
that the sector may be particularly important to women and new entrants
to the formal economy as a ‘stepping stone’ to other activities. It also has
an impact on enhancing the attractiveness of the Province as a destination
by creating unique retail and cultural experiences. The further expansion
of the sector could create sustainable livelihoods out of a relatively low
skills base with minimal capital input. Opportunities exist for increased
consumer demand for handcrafted unique, African-inspired products (par-
ticularly in so far as it remains well linked to the tourist sector), as well as
corporate and government procurement demand for specialist products.

One of the major problems with existing current or planned interven-
tions has been inadequate coordination and diverse objectives. This places
the importance of coordination initiatives high on the agenda for if all in-
tervention in the sector was removed or failed, it is likely that the majority
of welfarist projects would not be sustainable, while many commercial op-
erations would suffer limited growth and transformation.
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The principal recommendation is that the Department of Economic De-
velopment’s role in addressing these gaps should be commercially-oriented,
and therefore focused on providing support for commercially sustainable
enterprises through product development, support for supply chain inte-
gration within the sector and with related sectors, and facilitation of for-
malisation and transformation of the sector.

A key sectoral institution in the Province is the Cape Craft and Design
Institute (CCDI), originally set up by local and provincial government in
collaboration with the Peninsula Tecknikon. The CCDI plays a critical
role in coordinating various activities, initiating projects, and representing
interests. The researchers assessment is that the CCDI is an effective or-
ganisation that has legitimacy and wide support in the craft sector. They
have identified six priority interventions for this sector. The “priority rec-
ommendation” is for the Province to increase funding to CCDI so that in
addition to current programmes, they can expand their capacity and range
of activities, including facilitating value chain and intermediary linkages,
assisting in product quality improvement and design capability, helping
to grow output, exports and employment. The researchers expect the pri-
mary resource implications to be expanding the number of staff members in
CCDI (with limited ICT expansion) and hence salary and operating costs.
The exact number of actual staff members this would require would have
to be negotiated as a number of newly designated roles are assumed to be
overlapping.

An additional intervention proposed is an advanced business skills devel-
opment programme for small operators who have technical but not man-
agement skills. This proposal for generic management training dovetails
with other sectors. The gains from targeted intervention in this sector
are potentially important, principally in terms of the linkage effect with
tourism, as well as from a small enterprise development perspective. The
expenditure required is not significant. The existence of an effective organ-
isation (CCDI) operating in the sector already supported by the Province
and working with it, accords well with our model of how Province should
proceed. Although we have not accorded this sector priority status, princi-
pally because it is relatively small, it does merit provincial attention falling
within our category of important second tier sectors. Thus, this sector
merits considerable Provincial attention and support.



4.10. CULTURAL INDUSTRIES 101

4.10 Cultural Industries

The researcher makes a convincing case for the growing global importance
of cultural industries in knowledge intensive focused countries. For exam-
ple, in the UK between 1997 and 2001, the creative industries grew by an
average of 9% per annum, employment by 3% compared with 1% nation-
ally. Creative industry exports accounted for 4.2% of all exported goods
and services.

Regional aggregate data on these industries is poor, and we have relied
on sampled data instead. Snapshots of thirteen sub-sectors (architecture,
community arts, dance, design, fashion, festivals and events, heritage, lan-
guage schools, music, musical theatre and opera, publishing, theatre and
the visual arts) conservatively estimated to employ 50 000 people earning
their primary income in the Western Cape, reveal the following important
characteristics:

• small and micro-enterprises dominate generating varying levels of in-
come;

• labour intensive employment, split nearly equally between full-time
and part-time, with a high percentage of ad hoc staff;

• attract relatively well-educated employees, with significant employ-
ment and management opportunities for women; and

• a high impact on tourism, service and retail sectors.

With respect to linkages, the publishing industry, fashion, language
schools, architecture, visual arts and heritage are all areas that directly,
or indirectly contribute significantly to the tourism sector. This is most
marked in the medium income (design, fashion, festivals, heritage, lan-
guage schools and publishing) to relatively lower-income sub-sectors (com-
munity arts, craft, dance, music, musicals and opera, theatre and visual
arts) which add significant value in the tourism industry. The medium av-
erage income sub-sectors range between R4,500 and R10,000, while the low
income sub-sectors have an average income of less than R4,500 per month.
The researcher cites two examples of the local economic impact of events –
the recent Klein Karoo Nasionale Kunstefees (KKNK) is estimated to have
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injected R60 million into Oudsthoorn’s economy, while the Cape Town In-
ternational Jazz Festival is estimated to contribute in excess of R58 million
to the local economy.

The Western Cape is a national leader in the areas of events and fes-
tivals, film, heritage, language schools, publishing and theatres. This is
reflected in the high quality tertiary institutions providing world-class train-
ing across all sub-sectors. However there is an urgent need for managerial
and business skills training.

Given the PGWC’s aim to drastically upscale tourism by 2010, and
that international tourists have shown that they include cultural, arts and
historic activities in their travels, the researcher makes a strong case that
it is in the interests of the Province to provide more cultural products and
services aimed at the tourism market. Moreover, that there is real potential
to absorb key targets for employment – i.e. black African women, youth
and males – within this sector.

The key challenges are:

• absence of a representative structure to represent, coordinate the dif-
fering sub-sectoral interests, and solidify linkages to tourism;

• need for data and research to inform the sector;

• absence of skilled middle- and senior managers who also understand
the sector;

• lack of access to start-up capital for new companies; and

• the absence of black African people, particularly at middle- and senior
management levels.

The primary strategy proposed is for the PGWC to create an enabling
environment to assist the creative industry sector to address these chal-
lenges. The primary mechanism to do so is for the PGWC to establish a
Creative Industries Chamber (CIC), to which all enterprises operating in
the sector will be encouraged to affiliate, to undertake a variety of pro-
grammes (the researcher provides a comprehensive list of activities) and
act as the forum and private sector partner with government. The primary
incentivising lever to achieve this through the PGWC making available to
the CIC an amount of R1.5 million in the first year (2006/7), R1m in the
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second (2007/8) and R500,000 in the third year (2008/9) to cover the op-
erational costs of the Chamber. Within three years, the Chamber should
be self-sustaining. The cost of setting up the CIC is estimated at around
R500,000, most of which includes an international founding conference. It
is our opinion that the latter could be absorbed into the first year’s budget
and form one of the first major activities of the CIC.

An additional complementary strategy is for the PGWC, in conjunction
with the CIC, to actively pursue partnerships with international govern-
mental and other agencies – e.g. the British Council.

Finally, it is recommended that a streamlining process occurs within
the PGWC itself to ensure ‘joined-up governance’. The Department of
Economic Development is requested to drive the establishment of an inter-
departmental subcommittee with representatives of the Departments of
Cultural Affairs and Sport, Education and Economic Development serv-
ing on it. This could then act and liaise in a coordinated manner with the
CIC.

4.11 Film

The film industry in the Western Cape plays an important economic and
social role, fostering national pride, upholding cultural identity, generat-
ing employment and facilitating skill acquisition. Furthermore, it has an
important stimulatory effect on the interlinked supply and hospitality in-
dustries. The local film sector has a world-class skills base in the area of
production, an unsurpassed variety of locations and until recently, com-
petitive rates. Consequently, it has the required competency to become a
significant player in the international market.

However, a number of global trends and internal structural problems
threaten its growth prospects. These include: the increase in competi-
tion from other countries (especially in relation to foreign public support
schemes); inexpensive foreign film and television products (against which
local products cannot compete); the strengthening Rand which makes the
exchange rate unfavourable relative to other competitor locations; and the
escalation in support industry prices. Local filmmakers also face limited
access to funding, distribution and facilitation facilities. Furthermore, few
viable ongoing training opportunities exist for people entering the indus-
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try, especially those from previously disadvantaged communities. All of
these concerns are compounded by lack of industry research and the recent
preclusive legislative changes on the part of the South African Revenue
Service, the Department of Labour and the Department of Home Affairs.

The Western Cape film sector currently produces a collective annual
turnover of R1 billion, which in turn generates approximately R2.5 billion
of economic activity. Including both broadcasting and the significant multi-
plier effect, it is estimated that film contributes about 4% of Gross Regional
Product. The City of Cape Town itself earns more than R4 million a year
from location permits. In terms of its comparative importance, the West-
ern Cape film industry turnover comprises nearly half that of the national,
and double that of the next ranking Province, Gauteng.

There is no reliable provincial data on employment numbers. A large
percentage of employment in the film industry falls into the high and
medium skilled category. Developing the local film industry therefore trans-
lates into developing the local skill base and raising living standards. Through
its effect on the support industries however, the industry also contributes
to employment growth in lower level skills.

Seven key ‘problem areas’ for immediate, medium and long term inter-
vention have been identified. These are:

• audience development (which includes township cinema initiatives);

• training (identified as a core issue for the industry);

• funding and distribution (a key role for the Province and the CFC);

• tax and labour legislation (requiring intervention on the part of Provin-
cial Government);

• location and support industry issues (involving a new licensing sys-
tem);

• empowerment (formulating a BEE charter); and

• research (to counter the paucity of information and data available).

The researcher emphasises that the key to success lies with stakeholder
cooperation and alignment sharing common objectives and working collec-
tively to achieve these. Many of these depend on maintaining and support-
ing the Cape Film Commission - a section 21 company set up by Provincial
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Government which apart from its various projects, acts as the representa-
tive body for the industry, channeling information, and providing a forum
for government private sector interaction. In the researcher’s assessment,
with which we concur, the CFC is well grounded and institutionally embed-
ded in the industry, and the Province can be relatively secure that funding
advanced will be effectively used for the further development of the indus-
try.

The film industry faces a unique situation with respect to current re-
strictive tax, employment and overtime conditions, and immigration/work
permit issues which threaten to cripple it. The PGWC is therefore encour-
aged to provide political backing and behind the scenes lobbying to support
attempts made by industry parties to recognise its ‘exceptional’ status and
achieve the necessary legislative reform.

Most of the measures identified do not require significant government
funding, but rather involve simple incentive measures, better coordination
of current initiatives, improved information provision and the removal of
restrictive bureaucracy. The estimated cost of the total package of initia-
tives is just under R4m, although it should be noted that the greatest item
– a R3m request from CFC currently under consideration – is already in
the pipeline.

The knowledge intensive nature of this industry, its linkages to other
sectors such as hospitality and tourism, the overwhelming dominance of
the Western Cape nationally, and the opportunities for empowerment, make
this an industry worthy of interventions to achieve stabilisation and counter
the immediate threats to its long-term well being.

4.12 Financial Services

This research has provided a firm base-line study of the financial services
sector. Rapid growth of over 6% per annum over the period 1995-2003
has resulted in the financial service sector’s share of provincial GDP to
13.8%. What is of particular significance is the very high levels of in-
vestment – Finance, Insurance and Real Estate (FIRE) is responsible for
almost one-third of provincial investment. What is of concern, however, is
that employment in this sector has grown at a much slower rate than either
output or investment – at a little over 1% per annum.
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There are two key sub-sectors in which the Western Cape has a partic-
ularly strong presence – notably asset management and, more importantly,
insurance.

The researcher stresses the strong limitations on policy options in this
sector – principally as a result of head offices playing a key role in resource
allocation and regulation being a domain of national policy.

The major policy proposals advanced are:

(1) To encourage Business Process Outsourcing in insurance and asset
management.

(2) To work with banks to encourage low cost access to financial services.

(3) To further encourage BEE procurement that has received an impetus
from the Financial Services Charter.

(4) To enhance training in financial services working with SETAs as well
as firms in the industry in developing programmes and possibly estab-
lishing a Financial Services Academy.

(5) To encourage regional organisation which currently is lacking, and to
improve data collection. The research has itself thrown up a series of
data issues relating to this sector that need attention.

The first proposal links financial services to BPO. The key is to ensure
that the Western Cape is able to leverage its position as a center for sophis-
ticated financial services, notably in asset management and insurance, in
attracting BPO investment. This receives attention in the report on BPO.

The second proposal relating to low cost access to financial services is
not an industrial or sectoral policy per se. Moreover, this will need to be
coordinated at a national level.

Training is the key issue. Training should be the major area of attention
of the PGWC for this sector. The sector reports chronic shortages of skilled
and competently trained personnel and this shortage may be one factor that
serves to exacerbate the poor level of labour absorption despite the high
rate of output and investment growth in this sector. As the report makes
clear, there are considerable racial and gender inequalities and particular
attention should be paid to providing preferential entry into training and
education programmes for those previously disadvantaged. The PGWC
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might seek to facilitate a broad roundtable discussion between the key
stakeholders - the industry; tertiary education institutions and the SETAs
– so as to explore the possibilities of enhanced cooperation and possibly
the establishment of a formal Financial Services Academy.

4.13 Call Centres and Business Process Outsourc-

ing (BPO)

Call Centres and BPO is already a significant industry in the Western Cape
– 100 companies employing 11 000 people. Moreover, it is growing rapidly
– 25% in the last year.

This is a labour intensive industry and labour costs, by comparison
with our competitors, are high. However, the Western Cape has other
advantages. Accordingly, the researcher’s assessment is that the best op-
portunity for growth rests in “. . . the industry positioning itself as offering
an attractive price/performance capability for complex voice based services,
especially in the financial services industry.”

There is a distinct possibility of creating up to 20 000 new call center
‘seats.’ Together with associated employment opportunities in management
and support and utilising an employment multiplier of 3.5, job creation
could be in order of 92 400. It should also be emphasised that the direct
employment opportunities are very largely for semi-skilled – particularly
appropriate would be those exiting school with a matric. Government is
particularly concerned to target youth unemployment.

The researchers emphasise that the key to success lies with stakeholder
alignment – industry, government, suppliers – sharing common objectives
and working collectively to achieve these. The researchers’ assessment is
that Calling the Cape (CtC) is an effective organisation that has legitimacy
and wide support. The ‘priority recommendation’ is for the Province to
expand funding to CtC to enable them to deliver on all of its programmes.
The sum entailed is estimated at R7.5 million per annum over a three year
period.
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Additional recommendations include:

(1) Ensuring political support at the highest level and senior management
engagement in CtC.

(2) Adopting a consistent policy toward the industry and ensuring that
there are dedicated and permanent personnel in government assigned
to manage relations with the industry. The assessment is that pol-
icy and personnel in relation to this industry have been “erratic and
inconsistent in the past...”.

(3) Lobbying National Government to ensure a beneficial environment for
the industry. This is particularly important in terms of the pricing
and availability of telecommunications services and infrastructure and
access to the SAT 3 cable.

Two more minor proposals are:

(1) A survey of property that could potentially be useful to the industry.

(2) Establish a BPO park for new firms.

Two other recommendations mesh with policy in other areas:

(1) Ensure safe and effective public transport to convey operators.

(2) Establish a municipal area network that will lower costs and promote
eases of inter-connectedness, particularly where an operation has more
than one local site. (This proposal is dealt with in the ICT report).

There are currently only a few areas of economic activity that offer sig-
nificant direct employment opportunities – especially to the semi-skilled.
The very large potential gain, combined with the low cost entailed, (the
researchers’ estimate is that the public expenditure per job created would
be only +/- R760), make this industry a prime candidate for provincial
support.
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4.14 Information and Communication Technolo-

gies

The ICT industry is clearly an area with very considerable growth poten-
tial. The longer-run potential has been much enhanced with the recent
announcement of further measures of liberalisation in this sector as well
as recent rulings by the regulator, Icasa (see below). All the indications
are that this industry may see very rapid rates of growth in the short-
to-medium term. The ICT sector is also an area where there are strong
institutional underpinnings of active players and organisations. It is a sec-
tor whose growth and development promises many positive externalities
and benefits to other sectors. Finally, the sector can provide business op-
portunities for many small players and there are growing signs of black
advancement.

Therefore, there is every reason for the PGWC to give considerable
attention to this industry and to give it high priority as part of its devel-
opment efforts. Moreover, and very critically, there are many international
examples of regional and urban authorities being at the forefront of devel-
oping effective initiatives in ICT.

A large number of proposals were advanced by the researchers in the
second and third parts of the study. Below we outline a few of these propos-
als which are directly relevant for provincial support and have the potential
to make a very significant impact on the development of the sector.

4.14.1 A metropolitan broadband network

This entails the City of Cape Town having a metropolitan-wide network,
potentially connecting all its buildings, facilities and communities. Such
an initiative has the greatest potential to significantly transform the ICT
landscape in the Western Cape.

It is clear that cities are sites of competition and that cities around the
world are at present considering or implementing similar schemes. There
are tremendous benefits to be gained if such a broadband network can be
installed. At the other extreme, a significant decline in the City’s capacity
to attract high-end services and smart manufacturing is expected if nothing
is done. There has already been considerable success with the Smart City
and Smart Cape Access projects, which have demonstrated some of the
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advantages that could be gained. Icasa has recently recognised the right
of municipalities to have rights of way over roads, pathways, sidewalks and
other servitudes as potential pathways for the provision of telecommunica-
tions services.

It is recommended that this proposal be further investigated as a mat-
ter of high priority. The investigation should start soon, with a view to
determine how to implement and roll out such a network.

4.14.2 Incubators for BEE firms

This entails a focused incubator programme, enhancing the CITI ‘Launch-
pad’ programme. This is particularly important to encourage small, black-
owned and black-managed enterprises. It has the further advantage of en-
hancing something that is already operative and, by all accounts, already
effective. Naturally, plans for such an extension should be negotiated with
the PGWC and CITI.

4.14.3 A Western Cape satellite for communication and mon-
itoring

This entails the launching of a data satellite that would have spin-offs in
agriculture, fishing, urban planning and other areas. It is understood that
this is currently under consideration by the Department of Agriculture and
that the launch is planned to take place in the 4th quarter of 2006. Al-
though the satellite is currently dedicated to agricultural monitoring, its
potential reaches into several other aspects of the PGWC as well, includ-
ing infrastructural planning, township-development modelling, safety and
security and maritime monitoring.

Further discussions are needed around this major project, particularly
with the Department of Agriculture. An inter-departmental team should
ensure that the benefits are widely spread through the different spheres of
government.

There is significant institutional capacity in this sector, much of which
is owed to government support. In fact, the PGWC can effect working with
existent organisations - particularly CITI. In a number of areas, as the re-
searchers have suggested, policy design and implementation should be done
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in co-operation between the PGWC and CITI. In general, strengthening in-
stitutions and encouraging institutional innovation in the ICT area should
be an important objective of provincial-government policy.

4.15 Tourism

The tourism industry, spanning both domestic and international travel and
tourism, is world-wide in a long-term expansion phase. This also applies
to the African continent, where South Africa has become the leader in
international tourist arrivals and in the diversity as well as sophistication
of the tourism sector.

The Western Cape is often viewed as South Africa’s most developed
tourism region, with the contribution of travel and tourism to the provincial
economy close to 10% in value added (Gross Regional Product) and in
employment (compared to about 7,4% for South Africa as a whole).

The sector has grown and broadened steadily over the past decade and
it now includes an amazing range of well-developed tourism and leisure-
market segments, including:

• Sight-seeing tourism

• Cultural and heritage tourism

• Sports tourism

• Adventure tourism

• Eco-tourism

• Events and conference tourism

• Youth tourism

• Coastal/marine tourism

• Agri-or farm tourism

• Health and medical tourism

• Special interest tourism
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The Province also boasts no less then six of the country’s top ten inter-
national tourist attractions or icons.

A further strength of the Western Cape’s tourism sector is its relatively
wide geographic spread, reaching virtually all the corners of the Province,
from Plettenberg Bay at the eastern edge of the Garden Route to Lambert’s
Bay and Vredendal in the north-west and Beaufort West along the N1 route
north. The mix of tourist places range from the Cape Town metropolis with
its many attractions to medium-sized tourism jewels like Knysna and Ceres,
and small coastal resorts like Stilbaai and Arniston. This diversity, with
many of the tourism niches still in the process of being ”discovered” and
developed to their real potential, adds to the national and international
attraction and growth potential of the tourism industry in the Western
Cape.

The Western Cape’s no. 1 growth sector has done well in the recent
past, but it faces many serious challenges which can only be met through
concerted, co-ordinated action of the full range of stakeholders, with the
PGWC compelled to play its proactive role in an equally planned and
cooperative way.

Given the rapid growth and diversification of the industry over the past
decade, and given the range of challenges facing this industry, it is only log-
ical that the industry ‘players’ have tried to shape, influence and ‘facilitate’
(aspects of) tourism development in the Western Cape. Municipalities have
often concentrated on local tourism bureaux or certain particular facilities,
with the IDP an important relevant planning tool.

The following proposed interventions that would seem appropriate for
the PGWC evolved out of the institutional transformation of recent years
and the evolution of a new set of PPP agencies, with Cape Town Routes
Unlimited currently finding its feet and local governments still expanding
their involvement in the sector. The proposals mentioned here have all
been suggested in the sector study. Each of them deserves more detailed
attention as to the ‘how’ and ‘at what cost’ of implementation. This has
to happen as part of the interactive consultation and co-operation process,
with the outcome affected by budgetary and other capacity considerations.
In fact, some of the intervention areas suggest expanded or more focused
actions rather than totally new programmes. We discuss these in more
detail below.
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4.15.1 Institutional cooperation

The goal here is to interact between and cooperate with tourism support
efforts, programmes and initiatives at the different public-sector levels and
agencies, and between them and private-sector stakeholder bodies in the
Western Cape. With most of the fundamental ‘strategy documents’ on
tourism development in the country and the Province (recently) completed,
the emphasis can now fall on the implementation of proposed strategies, on
their evolution and on the smooth and effective cooperation between the
different players.

Proposals have been put forward for yet another public-private ‘forum’
to achieve this important goal. Yet, the most effective tool may not neces-
sarily be a new body, but rather the streamlining of existing consultation
processes and/or a strengthening of the PGWC’s senior staff to effectively
pursue such consultations. Regular meetings of key stakeholders, annual
progress-review sessions and an ‘Annual Provincial Tourism Review’ (with
a ‘road-show’ to discuss its contents on a decentralised basis) could be steps
in that direction, with the net cost hardly exceeding a million Rand.

In facilitating the development of professional research and monitoring
capacity in tourism, a strong need has been identified to:

• produce more statistical and other trend information (and regularly
updated profiles) related to the Western Cape’s different tourism sub-
sectors and transformation processes; and

• develop analytical tools to determine the relative impact or ‘pay-off’
of alternative interventions in the tourism industry, thereby helping
to decide on the priority of ranking of projects and expenditures.

Both of these, and similar needs, might be met through the commission-
ing of single tasks by the PGWC. A longer-run option with even greater
value would be the development, on a partnership and co-financing ba-
sis, of a capacity for such applied research at one of the Western Cape’s
higher-education institutions, possibly in close contact with a centre of-
fering training and academic-research opportunities in the tourism field.
Such an institution might also be tasked to work on a dynamic ‘vision’ for
the industry and its annual updating as the environment changes. Existing
strategy documents would all be seen as valuable inputs into such a process.
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A relatively modest financial allocation from the PGWC should enable
the start of such a facility, with diverse co-funding opportunities determin-
ing the unfolding of such a centre.

Other challenging issues, for example, cooperation between the Western
Cape and other African countries in tourism-related business and infras-
tructure developments could also be explored by such a body. Viewing
Cape Town as ‘the Geneva of Africa’ would, in fact, justify PGWC support
for such efforts.

4.15.2 Expanding transformation in the tourism industry

Although the Western Cape has a relatively poor performance record of
black participation in the more established tourism industry, a wide range
of policies, programmes and initiatives in this field have been started during
the past few years. The development of a ‘tourism charter’ (at national and
provincial levels) is likely to give further momentum, just as the recent BEE
summit of the DED and the introduction of new incentive schemes (like the
ITESP) have fuelled the momentum.

Further progress does not require new programmes, but rather the peri-
odic assessment of existing or evolving programmes, the allocation of more
funds to existing projects and a willingness to adjust systems.

4.15.3 Improving the transport infrastructure

The issues are well-known and well-researched, including (i.a.) capacity
constraints in long-distance air travel to Cape Town; the inner-city trans-
port bottlenecks in the Cape Town metropolitan area; and further im-
provements in transport safety and security, in trains, tour busses and taxi
services.

Tourism authorities (including those in the PGWC) have only a limited
leverage on action in these areas. Yet, their role in keeping critical priorities
on the table and negotiating long-run plans with other departments and
bodies should not be underrated and should be reflected in the allocation
of responsibilities as well as staff competence.
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4.15.4 Expanding education and training

Most strategic assessments of Western Cape (and national) tourism de-
velopment have lately emphasised the need for more and better training
programmes for semi-skilled, skilled and professional people employed in
the industry. Western Cape educational institutions are meeting much of
the current demand, yet there is scope for more courses, courses better
aligned to practical needs, more affordable courses (or more bursaries) and
closer co-operation between educational institutions and the industry.

The PGWC can only play a facilitatory role in this sphere, with details
about the scope and need for more substantial financial involvement still
to be explored. This could, for example, be done by the type of centre
mentioned earlier.

4.15.5 Support for local authorities

The capacity limitations of local authorities with respect to more compre-
hensive sector support in their area of responsibilities are well known and
are unlikely to change rapidly, given tight municipal budgets. It has been
proposed that the PGWC should assist (selected) municipalities in these
efforts, especially where the local tourism potential is still largely under-
utilised. Different approaches could be considered, including the (tempo-
rary) subsidisation of a professional appointment or the development of a
distinct support capacity at the provincial offices. A further alternative
could be the provision of co-financing for professional support provided
by the centre to a number of municipalities. Such co-funding might, for
example, be limited to BEE-related support or capacity building or the
development of baseline data about the local tourism industry.

These efforts could be particularly fruitful in rural areas where small
towns have an extremely limited capacity in this sphere, yet where an ac-
tivated tourism sector might significantly increase local income generation.

4.15.6 Strengthening awareness and commitment on spe-
cific issues

Interviews with stakeholders in the industry have revealed a strong feeling
that the PGWC should play a more active role in the pursuit of certain
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critical goals or the improvement in the performance of the public sector
in very specific areas. A few of these can be mentioned here to indicate the
range:

• protecting the environment (including water resources) in the light of
increasing tourism densities (for example, golf courses);

• promoting the concept of ‘pro-poor’ or responsible tourism;

• stimulating the sale of local products to (foreign) tourists;

• speeding up the processing of transport and other permits handled
by provincial and/or national authorities;

• systematically enforcing established standards; and

• increasing the day-to-day efficiency of public services to the industry,
including the reduction of ‘unnecessary red tape’.

None of these areas of (potential) involvement need new programmes
or substantially higher spending. Yet, in their totality it is these ‘improve-
ments’ which could significantly improve the competitiveness of segments
in the industry or the long-run sustainability of the industry.

4.15.7 Marketing Western Cape Tourism

The co-funding of marketing efforts with respect to Cape Town and the
Western Cape as world-class tourist attractions is undoubtedly the most
important way in which the PGWC supports the industry. The fact that
this happens through the new consolidated Cape Town Routes Unlimited
does not deny the fact that it is the largest item on the provincial tourism-
support budget, nor should it conceal the significance provincial represen-
tatives on the board of Cape Town Routes Unlimited have to influence the
nature and prioritisation of marketing efforts. This could include the scope
given for BEE, informal or township tourism, rural areas and community
tourism as well as other target groups.

To conclude, this section does not propose any high-profile new pro-
grammes or projects to be initiated or funded by the Department of Eco-
nomic Development. At a stage when so much transformation and in-
stitutional repositioning is still tapping the energy of senior officials and
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private-sector operators, there is, indeed, a need for ‘more of the same’ and
for streamlining and critically assessment. Given the dynamic state of the
industry, there will undoubtedly soon arise new demands from grassroots
level for funding that the Department of Economic Development will have
to assess within the context of this evolving structure.

4.16 Energy

The Western Cape’s share in national energy demand is around 7%. In
order of importance, demand for energy is highest in the transport sector,
followed by industry, residential use, agriculture, commerce, and mining
and quarrying. The Western Cape does not have own coal mines. Instead, it
has potential in developing alternative supplies of energy, especially through
renewables. A high degree of solar radiation and strong winds explicate the
potential for alternative sources of fuel. This study was concerned primarily
with renewables. More conventional options include natural gas and nuclear
energy.

Two factors stand in the way of a wider and more rapid diffusion of
environmentally-friendly energy sources. The first is the low price of con-
ventional energy in the country. The second is related to this, namely,
the lack of demand for alternative energy provision. Scale economies in,
for example, solar water heaters are difficult to attain. In addition, the
generation of renewable power such as through wind farms incurs high cap-
ital costs. On the other hand, National Government has begun to address
some of these issues, for example through measures to support independent
power producers.

A major challenge for policymaking in this area is the lack of adequate
data of both supply and demand at provincial level. In addition, the cross-
cutting nature of energy asks for inter-departmental coordination to reach
and execute a sensible strategy under the leadership of the Department of
Environmental Affairs and Development Planning.

The researchers therefore suggest undertaking a provincial energy in-
ventory to improve the availability of data. They are right in pointing out
that in the absence of this information, proper planning is impossible.

They furthermore suggest the institution of an Energy Task Group
within the Province, involving all relevant departments. Finally, they sug-
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gest that the Province should subsidise the costs associated with introduc-
ing solar water heaters in the Province. However, in our view, the viability
of such an initiative must be tested in further investigation.

4.17 Transport

This research provided a good overview of the transport sector, outlining
the numerous transport challenges faced at both the national and provin-
cial level, as South Africa’s existing transport infrastructure is inadequate
to meet rising transportation needs. In part, this stems from the fact that
during the past decade, there has been a significant shift from rail freight
to road freight, due to a decline in rail service efficiency, along with high
growth in exports, particularly of manufactured goods, due to globalisation
and the opening up of new markets. Moreover, there is increasing pressure
on roads, rail and bus systems given government’s goal of facilitating eco-
nomic opportunity for all citizens, coupled with its policy to provide basic
personal mobility for all, driving the demand for personal mobility, par-
ticularly public transport requirements. In recognition of these growing
challenges, the Western Cape Provincial budget for 2005/6 has specifically
allocated R276 million to address the backlogs in the provincial road net-
work. In addition, a fuel levy has been accepted at the provincial level and
now awaits the approval of national treasury, intended for the sustainable
increase in spending on roads and associated infrastructure.

The researcher highlighted the following key challenges faced by the
transport sector:

• The urgent need to improve passenger commuter services both within
the metro and in rural areas, to ensure greater efficiency of movement
and reduce constraints on mobility. In particular:

– The need to improve rail (Metrorail) services relating to stan-
dards, safety, peak demand and scheduling, and to explore the
expansion of the network (Atlantis line commuter upgrade to
Parklands).

– The need for an expansion and improvement of the bus system
(e.g. routes, scheduling and reliability) and the implementation
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of a new competitive contracting system for the provision of bus
services.

– Addressing the challenges associated with the mini-bus taxi in-
dustry, such as permits, routing, compliance, recapitalisation
and subsidisation.

– The need for efficient and effective port facilities and services,
particularly in terms of improving logistic efficiencies, produc-
tivity and investing in the required infrastructure, namely, con-
tainer handling and storage facilities and infrastructure for the
emerging Oil and Gas industry.

– Improving roads infrastructure to meet the demands of the grow-
ing Western Cape economy.

• Applying dedicated attention to the determination of logistics costs
in order to identify measures required for reducing the transport cost
component of conducting business in South Africa across the board
and in all sectors of the economy.

• Ensuring that there are adequate mechanisms available to resolve
problems in transport, e.g. the establishment of effective Trans-
port Authority throughout the Province, and the systematic coor-
dination of transport responsibilities between different stakeholders
at national, provincial and local government levels.

Against this backdrop, the researcher proposes a number of policy op-
tions, but there are two main thrusts that should form the core of any
transport intervention strategy.

The first is the improvement of the public transport system (passenger
commuter services). It is not only vital that steps be taken to improve the
quality of public transport services, but that policies be implemented to
encourage greater utilisation of public transport over private transport op-
tions, thereby alleviating congestion concerns. This includes investigating
the possibility of expansion in the rail and bus services, and given the grow-
ing taxi industry in the Province, the implementation of policies pertaining
to mini-bus taxi licensing and routing in accordance with National policy
and the recapitalisation programme. The researcher proposes that pricing
policies could be put to good use in promoting public transport over private
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transport options, for example, higher parking fees and levies, city entry
levies (tolls), and employer-provided transport subsidies for public trans-
port service use. The researcher also supports flexible public transport
pricing to maximise revenue from higher income users to provide affordable
services for captive and/or low income users. This should be done in con-
junction with prioritisation of infrastructure and space for public transport,
for example, priority lanes, routes and interchanges, as well as ensuring that
parking provision supports public transport and limits speculative parking
provision without clear benefit (gain). Finally, to improve public transport
logistic performance, it is important that service delivery and performance
contracts be awarded on a competitive contracting basis and that sanctions
for non-performance become standard.

The second area of focus relates to inter-governmental and agency co-
ordination and communication. The researcher makes it clear that to date,
there has been little effective communication and integration of efforts be-
tween various transport service providers, resulting in bottlenecks, delays
and poor quality service. There is an urgent need for clarification of and/or
implementation of policy to drive the formation of a Transport Authority
and/or Authorities in accordance with National policy directives. The for-
mation of such an authority is vital in ensuring the effective integration and
coordination of policies between government bodies and transport agencies,
particularly between the Province and City (Metro), the Province/City and
SARCC, and the Province/City and NPA.

4.18 Small, Medium and Micro Enterprises

In some contrast to the other sectors or industries covered in this report,
the support for small businesses covers a cross-cutting sector, where the
particular needs of support differ widely between the sectors concerned.
Thus, small and micro-enterprises in agriculture need a different approach
towards support than those in personal or business services and those in
small-scale manufacturing.

The early 1980s, when the Small Business Development Corporation
(SBDC) was established in South Africa (absorbing the old “Coloured De-
velopment Corporation” in the Cape Province), marked a fundamental shift
in South African small business. Although the apartheid system was still
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in full swing, it became clear that all racial groups had to find an economic
future in South Africa’s rural, urban and metropolitan areas, with small
enterprises (including those started, owned or managed by black South
Africans) playing an increasingly important role. During the 1980s the
SBDC expanded its network of offices, information centres, hives and fi-
nancial support programmes, with the Western Cape branch of the SBDC
expanding rapidly and tackling a diverse range of issues and bottlenecks.

After 1990, when the shift towards political legitimacy of public-sector
initiatives gained momentum, efforts by the SBDC and central government
were supplemented by an increasing range of NGOs as well as private-sector
and higher-education initiatives in the SMME-support sphere.
These efforts clearly showed that the needs differed widely between:

• survivalist self-employers in the informal sector;

• micro-enterprises operating either side of the formal-informal sector
divide;

• small, emerging or established enterprises in different sectors; and

• medium-sized enterprises operating in predominantly local or inter-
national markets.

Soon after the advent of democracy in 1994, the National Government
initiated a process, which led to the White Paper on Small Enterprise Pro-
motion and the Presidential Conference on SMMEs in Durban in March
1995. The acceptance of this strategy document paved the way for far-
reaching institutional changes in the SMME-support scene and an expan-
sion in government support for South African small business. Given the
high expectations that were linked to the new strategy it is not surprising
that during the second half of the 1990s disillusionment about the pace
of the “SMME-support revolution” gained momentum, especially since the
liberalisation of South Africa’s trade and labour policies resulted in large-
scale job losses, with larger enterprises and the public sector unable to
absorb many of the new job-seekers.

Disappointment about the impact of government support programmes
for SMMEs was paralleled by evidence from international comparative stud-
ies showing that the level of active entrepreneurship involvement was much
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lower in South Africa than in many other developing countries. This raised
the question whether our SMME support was sufficiently broad-based to
reach the roots of entrepreneurial behaviour. Similarly, it became increas-
ingly clear that South Africa’s relatively sharp divide between informal and
formal activities is further dampening the ascent of (particularly black) en-
trepreneurs.

These critical impulses and general dissatisfaction with the nature and
effectiveness of SMME support led in the early 2000s to a lengthy process
of reassessment and restrategising about SMME support in the national
Department of Trade and Industry and in other circles. The outcome, a
new “Integrated Strategy for National SMME Support” is currently be-
ing finalised, with the establishment of the Small Enterprise Development
Agency (Seda – an integration of Ntsika, Namac and other national initia-
tives) the most visible step.

The evolution of South Africa’s wide spectrum of SMME-support pro-
grammes, policies and projects went hand in hand with an increasing di-
versification of support agencies operating both in the public and the pri-
vate sectors. During the mid-/late-1990s NGOs, CBOs and other ad hoc
initiatives were dominating the scene outside the national support agen-
cies (and often acted as implementation tools for national programmes).
During more recent years the private sector has, in line with interna-
tional trends and best practice, increased its presence in the supply of
“business-development-support services”, given disillusionment about both
NGOs/CBOs and state departments as efficient implementers of targeted
and sector-focused SMME support.

Parallel to this shift towards private, market-driven SMME support,
South Africa’s challenges of poverty, unemployment, inequality and socio-
political legacies have most recently driven the PGWC towards a ‘big push
of basic services’ across the country and in all major sectors. This is planned
on the understanding that the private sector will not be able to fund such
a comprehensive basic service - just as libraries, fire brigades and refuse-
removal services have initially been offered as publicly-funded infrastructure
services.

The proposals which were put forward in the detailed research papers
are briefly discussed below.
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4.18.1 Sector support via provincial programmes

During the past years sector-focused support programmes have been consid-
ered and, in some cases, developed for SMMEs in several sectors, including
tourism, the film sector, clothing, the ICT sector, taxi transport, agricul-
ture, fishing, exports (in several industries) and even construction. In some
cases, the PGWC is the main supplier of the support, in others it is only
providing some of the funding.

With the evolution of the MEDS (going through phases 1 and 2) the
need and scope for such sector-adapted support will increase rapidly, pos-
sibly making this the central element of future provincial SMME support.
While each sector will have to be researched on its own and practical
modalities of support programmes will have to be negotiated with sec-
tor stakeholders (and other sector-support suppliers) it seems crucial that
the PGWC allocates increasing resources to such programmes. It stands
to reason that such support programmes will give particular priority to
black-owned/-controlled enterprises and to other minority target groups
(for example, women, the disabled and the unemployed youth). It should
also be clear that such sector support should consider both financial sup-
port as well as non-financial services. Furthermore, wherever possible the
PGWC should interact with private-service suppliers and/or other support
agencies (potentially) active in the field. Naturally, there should also be
close interaction with national-government departments in order to prevent
duplication of sector-support schemes.

4.18.2 PGWC as programme innovator

The proposals put forward in the SMME sector report can mostly be linked
to this function of the PGWC.

4.18.3 Information and advice

Seen in a broader, national perspective, the Western Cape’s recently de-
veloped “RED Door” (Real Enterprise Development Initiative) approach
is a forerunner and early refinement of Seda’s envisaged national grid of
integrated information and advice centres. As in so many other cases over
the past 20 years of “SMME-support experimentation” programmes, poli-
cies or projects have been started (and “tried out” first) in the Western
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Cape, and have at a later stage been taken over, in adapted form, by other
provinces or by National Government. (In the private sector “Big News for
Small Business” would be a good example, and “Library Business Corners”
in the NGO sphere.)

Strong commitment by the PGWC to the “RED Door” model has given
the initiative the necessary impetus to get off the ground on a significant
scale. The actual unfolding of the strategy will in future depend a lot on the
availability of funds to “roll out” the programme and to staff and equip each
centre to the desired standard. At a later stage, National Government co-
funding may be most welcome, just like the “RED Door” in the different
locations may, in their own interest, want to develop close partnerships
with local (“bottom-up”) information, advice and support initiatives. The
challenge then lies in the achievement of the right mix of national, provincial
and local involvement, funding and control.

As the “RED Door” strategy evolves, attention will inevitably have to
fall on the availability of didactically appropriate information and (self)study
material, which is exactly what the sector report proposes as a further
PGWC co-funded project (plain-language guides). Ideally such an initiative
would be a joint venture with some publisher/s, some tertiary-education in-
stitution (for example, UWC’s EDU), one of the radio stations and some
co-sponsoring corporates. What is more, it should come as no surprise if
such a provincial initiative is eventually taken on by other provinces or
nationally.

4.18.4 Entrepreneurship and other SMME-focused educa-
tion and training

Facilities offering SMME-related and entrepreneurship-focused training have
expanded in the Western Cape, but there is still a vast need for more pro-
grammes: Programmes for more focused trainee groups and better designed
and internship-linked programmes, both at school, in the field of FET and
at higher-education levels. Besides, there is urgent need to develop sector-
focused or ”tailored” entrepreneurship training programmes. The sector
report focuses on the school level, but others should also be considered,
with ideally one of the tertiary-level institutions engaged to further research
needs and programme alternatives (for example, the EDU at UWC).
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4.18.5 BEE in the SMME sector

The PGWC is already involved in this sphere, but a further broadening
(on a sector-differentiated basis) seems necessary and feasible, as long as
resources are made available. The link to the evolving “sector BEE char-
ters” may be crucial, in as far as these action programmes stipulate the
need for new support programmes by the PGWC.

4.18.6 Poverty, job creation and the informal sector in small
business

Most of the more established national-, provincial- and local-authority pro-
grammes in support of small business focus on formal, small-to-medium-
sized enterprises operating in the “first economy”. Although lip service
is often given to the potential as well as support needs of the “second
economy”, few concrete projects are implemented. Once again, feasible
projects should be sector-adapted and/or location- or sub-region-adapted
rather than generic in nature. These requirements place such innovative
programmes squarely in the sphere of responsibility of provincial and local
authorities, though not limited to them. The same can be said about inno-
vative programmes in the poverty relief and youth self-employment spheres.

4.18.7 Private-sector involvement

World-wide shift towards focused (market-driven) business-development
services and its relevance for South Africa has already been stressed. It
should be one of the challenges and tasks of the PGWC to experiment
with, and assist where possible, PPPs in the sphere of sector- or target-
group-focused support programmes. Often such programmes do not fully
succeed with the social or developmental goals in the first round, but can
rapidly improve if adjusted (and handled in a flexible way). Once again, the
sector report puts forward some suggestions, which could stimulate action
in this direction.

To conclude, the SMME-sector report made some very specific sugges-
tions for further provincial involvement. The most important next step is
for the PGWC to decide where its particular role lies in the unfolding of
the national SMME strategy, the increase in private-support services, the
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mobilisation of municipal support for SMMEs and the need for creative
policy innovations.

4.19 Human Resources Development

Human-resource development (HRD) is a complex field. It is relevant to
every sphere of economic activity, it operates at many different levels, it cuts
across the interests of several government departments at both national and
provincial levels, it involves numerous other institutions and interest groups
and it is the subject of robust debate in terms of policy and sometimes
ideology.

At the same time, HRD is central to any sustainable process of socio-
economic development. Its critical importance is all the more evident in
South Africa, because the education and training systems have far from
recovered from the damage inflicted by apartheid. Indeed, the country
has probably the most expensive yet poorest performing education system
among its peers in the developing world.

Over the past decade the National Government has embarked on ambi-
tious programmes of educational reform at primary, secondary, pre-degree
post-secondary and -tertiary levels. They are all essentially still “work in
progress” and, while there have been modest achievements, massive chal-
lenges remain. There have also been major interventions in the labour mar-
ket, aimed at deepening and broadening skill levels; again, much remains
to be done by way of both getting the interventions to function effectively
and of seeing tangible results.

Against this background, it is little comfort that in educational terms
the Western Cape generally does rather better than the other provinces.
There is a very long way to go - in terms of pass rates, attainment lev-
els and so on - before the Province has a sector that is competitive in
world terms. Furthermore, at the bottom end of performance, standards
are frighteningly low and there is some evidence that the gap between poor
and good performers is widening; these problems are all the more serious
because they are so concentrated in communities, mostly black African,
where chronic unemployment and poverty are rife. So long as such dispar-
ities in educational outcome prevail, it is hard to imagine the vision and
the goals of iKapa eliHlumayo being attained.
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Despite the continuing imperative to upgrade skills and more gener-
ally to invest in human capital, there is only limited scope for a province
to intervene in the HRD arena in order to directly support economic de-
velopment. In the case of the Western Cape, the PGWC is keenly aware
of the deficiencies in the general education system and is well-focused on
addressing them. Indeed, the Western Cape is probably ahead of other
provinces in exploring new approaches to teaching and learning at primary
and secondary levels.

The Province has also been innovative in thinking about how to engage
with the further-education-and-training (FET) sector, both in the voca-
tional component of the schooling system and at post-secondary level. It is
here that we see, over and above what is already being done, scope for im-
provement as well as opportunities for practical initiatives. We also believe
the Province could help nurture development of capacity in the higher-
education sector to help underpin particular components of the MEDS.

A number of proposals have been forwarded, all of which are related
to the findings of the sector reports. These are discussed in the next sub-
section.

4.19.1 Proposed Policies

Firstly, there would be real benefit in a closer dialogue between the Province’s
Education Department and the Department of Economic Development (and,
indeed, the other departments). Each has a reasonably clear mandate and
each is well regarded, in some respects nationally. But, quite properly,
their perspectives and priorities tend to differ, and the consequence is that
there is not a shared vision as to how the education-and-training system
should serve the people of the Western Cape. There is a particular need to
achieve this clarity with respect to the provision of further education and
training (FET), where both departments have direct interests. In deep-
ening and extending the MEDS process, such dialogue must take place in
order to enhance mutual understanding; to develop a coherent framework
in which HRD and other relevant policies can be located; and to ensure that
the departments play genuinely complementary and value-adding roles in
formulating and implementing the MEDS.

A possible, and certainly a desirable, by-product of such conversations
might be to help integrate and give coherence locally to an increasingly
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fragmented debate that is taking place nationally about HRD policies and
how they interact with other policy areas.

It is observed that there seems to be complex relationships between
DED and some of the other departments, and so getting the suggested
conversations under way will have to be approached with sensitivity.

Secondly, HRD is seen as integral to several of the sectoral development
strategies being formulated as part of the MEDS. Whether the prime thrust
is on enhancing productivity, building stronger technological capacity or on
strengthening management and leadership capabilities (or in other areas),
there will be a direct need for investment in skills and in human capital more
generally. A generic recommendation is that, in implementing each sectoral
strategy, the PGWC positively identifies and acts upon the implications for
HRD. This should happen at the following two levels:

In the FET sector there is a systemic need to build much stronger
relationships between the provider institutions, the business community
and other stakeholders, in order to ensure that the choice and the contents
of courses as well as their mode of delivery, are appropriate to both the
immediate and the longer-term needs of the industry concerned. The role of
the PGWC is to facilitate the establishment and maintenance of such links
(which could include promoting a greater uptake of learnerships, drawing
on the resources of the appropriate Seta). We stress that what is needed is
an ongoing process, in which the various players’ needs and constraints are
jointly explored and mutually satisfactory solutions are found, given that
there are seldom quick and ready solutions.

In the higher-education (HE) sector, the challenge is to encourage the
introduction of postgraduate courses and to conduct research, in order to
build the intellectual capacity underpinning future development of the re-
spective sectors. (While our evidence is anecdotal, our impression is that
few of the sectors in which the Western Cape is strong are well served by the
Province’s HE institutions.) While HE is in constitutional terms a central
and not a provincial competence, there is no reason why a province should
not facilitate, and even contribute to, such initiatives. International expe-
rience points strongly to the long-term benefits of such an approach. There
are resources available at national level for such projects, through Technol-
ogy Human Resources Industry Programme (THRIP) and the Innovation
Fund.
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In order to play the above roles, the PGWC will have to create new
capacities, which we see as being located in both the DED as well as other
departments at provincial and metropolitan levels. In fact, the more impor-
tant need seems to be the creation of sector-focused research and advanced
training capacities outside the public sector - along the lines of sector-
focused “centres of excellence” found in other semi-developed countries, let
alone in the leading economies.

4.19.2 Learning indicators

In the second phase of the MEDS, the work on HRD was extended in two
directions. The first was to develop learning indicators. The second was
to review employment and unemployment trends and assess the challenges
and implications for the development of a human resources strategy. Paul
Lundall, one of the trainee researchers, wrote the later. A brief summation
of each of the research directions follows.

A learning Province is premised on the notion of lifelong learning. The
purpose of the learning indicator research was to provide an indicative
policy instrument for measuring and monitoring the extent of achievement
of a learning Province.

The research was intended to develop indicators for three forms of learn-
ing, namely: initial learning which includes non-formal learning and school-
ing; adult learning which includes ABET and higher and continuing edu-
cation throughout adult life, and diffuse learning environments such as
libraries, the media, organisational learning and learning in families. The
indicators on the other hand, were intended to measure these forms of learn-
ing in the context of extending our understanding of the characteristics of
a learning province, particularly as relevant to economic development. In
addition, the research was to provide measures for certain problem areas
where interventions are critical, namely, mathematics and language de-
velopment, technology, entrepreneurship, and employability. Finally, the
anticipated use of the indicators was perhaps less for international compar-
ative purposes, but more for driving and intervening towards developing a
culture of lifelong learning.

The first phase of the project is completed and while the hoped for
policy instrument is not quite achieved, some important aspects have been
highlighted. Firstly, a confirmation that the general education phase is in-
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deed the bedrock of all learning and a set of meso-level indicators such as
those being proposed can be an important support to micro-level measures
important to education supply at this level. Secondly, targeted baskets of
indicators are perhaps the most viable way to measure learning in different
contexts with community learning and workplace learning as critically im-
portant. Thirdly, that the most important yet most difficult measures are
those where learning is embedded within other activities, in other words,
measuring mutuality with the economy. Fourthly, that there are serious
data limitations and the collection of fresh data is extremely costly hence
not a viable option at this stage. Fifthly, that the indicators can perhaps
most effectively be utilised to measure proportionality of learning outcomes
(skills, competencies and the like), and critically, changes of these in a pop-
ulation over time.

The characteristics of a learning Province are:

• Excellent education & training systems at all levels with high partic-
ipation rates.

• High levels of collaboration, networking and clustering within and
across economic and knowledge sectors especially around areas of in-
novation and poverty.

• Good quality systems for access, collection, analysis, management
and dissemination of information.

• A challenging of traditional categories to suit rapidly changing social
and economic realities.

• Providing frequently updated, easily accessible information and coun-
seling services to enable citizens to maximise learning opportunities.

• High value place on formal, non-formal and informal learning through-
out life, which is expressed in tangible improvement in the learner’s
employment and commuity situations.

• Learning supports high levels of social cohesion (across social class,
race, gender, ability and geography).
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4.19.3 Employment and Unemployment - Implications for
an Integrated Human Resources Strategy

The two fundamental challenges which condition the spectrum of possible
initiatives to develop an integrated human resource strategy in the West-
ern Cape is firstly to reverse the pattern in the growth of unemployment
and secondly to develop initiatives where education, training and learning
within the aggregate labour force is accelerated. While the pattern in the
growth of unemployment in the Western Cape economy is gradually be-
ginning to mirror the trend which started to plague the aggregate national
economy from the mid-1990s, it has not reached the catastrophic propor-
tions which characterise the situation in other specific provinces in South
Africa. Unlike many other provinces, employment growth since 1995 to
2003 in the Western Cape economy has exceeded unemployment growth by
a factor of 4:3. For the period 1995 to 2003, employment has risen by 402
422 new jobs whereas unemployment has grown from 313 725 in 1995 to
618 701. Contrary to the overall national situation the formal part of the
Western Cape economy has also exhibited a more robust retention of its
structure compared to the informal economy.

Therefore, while the formal sector accounted for 90% of the provincial
economy in 1995, it still accounted for 84% of the overall provincial economy
in 2003. These indicators have generally been realised on the basis of an
economy in which the mix of small and medium enterprises have been quite
significant and in fact more significant than in purely mineral extraction
enterprise types where the size of the enterprises is much larger.

This structure, both in terms of employment growth and in terms of
maintaining the share of the formal sector in employment distribution sug-
gests that the Western Cape economy is embedded with a range of struc-
tural and incidental strengths which can be used to good advantage: in
terms of its human resource development and industrial strategy initia-
tives.

It is contended that the advantage in which many of the strengths of the
economy can be further extended for future prosperity is due to a conducive
configuration of existing human resource development characteristics. Al-
though these include both the skills of the managers and workers in the
Province, the statistical evidence has reduced these to workforce skills and
qualifications. Seen from the perspective of unemployed individuals, it is
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worth noting that 60% of unemployed individuals in the Western Cape have
previously held a job: the comparative statistic for the country as a whole
is 37%. In the other provinces, less than 50% of unemployed individuals
have previously held a job. This fact alone suggests that the problems of
incorporating unemployed individuals into the world of work will be less
onerous in the Western Cape and ought to serve as a positive attribute
through which its human resource initiatives can be enhanced. Left unat-
tended, however, these will merely go to waste.

While the services sector of the Western Cape economy, particularly
utilities, financial and business services and community and social services
exhibits an above average concentration of qualifications in the workforce
that can be grouped into areas of high skills and which are borne by indi-
viduals who occupy the technical, professional and managerial occupational
categories, there is however an immense challenge to cultivate and estab-
lish a similar set of labour force skills in the commodity producing sectors
of the economy. This challenge applies to both firms and enterprises that
are engaged in primary production as well as those that undertake the
manufacture of finished articles and products. While there is an enormous
opportunity to advance the skilled composition of the labour force that is to
be found in primary and secondary commodity producing firms and enter-
prises, there has been a disturbing recent trend that has seen a slackening
off and a decline in the number of working individuals who have obtained
qualifications in manufacturing, engineering and technology and physical
planning and construction. This is untenable for an industrial strategy
which is premised on strong manufacturing growth as well as growth in
services that are linked to science and technology provision. And similar to
a national situation in which the evidence suggests that the level of enter-
prise training in South Africa is actually declining, a similar trend appears
to be emerging within firms in the Western Cape. These are aberrations,
which can be reversed and will be reversed if an integrated human resource
development strategy is put into place.



Chapter 5

Prioritisation and Selection:
Identifying Key Sectors and
Activities

We begin by making the case for prioritising sectors. We then outline what
is envisaged in regard to policy support for selected sectors. A series of
possible tools for identifying policy priorities – what we have termed a
decision-making matrix - are detailed. Finally, utilising the tools outlined,
we identify what we regard as the key priority sectors. We emphasise
the contestability of our selection, more particularly in the light of data
limitations and the number of areas that are still to be researched.

This first phase of the MEDS has examined a large number of sectors
and themes. However, a number of sectors and themes have not been
addressed and will need to be the subject of future phases. In Chapter 7,
we outline what we see to be the priority areas for further research.

This “wide canvas” of the MEDS research is a reflection of a provincial
economy that is very diversified. This is not an economy in which only
a few sectors stand out and account for the overwhelming proportion of
economic activity. There are a very wide range of sectors and sub-sectors
that have significance. Similarly, there are currently a very wide range of
sectors and sub-sectors that are growing and that have prospects of future
growth. Looking at the economy in dynamic terms, growth is likely to
occur across a very broad front and not be confined to a few sectors.

133
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Given the wide field, and one in which so many have real prospects,
how are we to make choices so as to prioritise certain sectors and activities?
Given that resources are not infinite and this involves trade offs, what is
the basis for prioritisation? How do we decide between sectors that have
possible growth potential and others that do not but need rescuing from a
process of decline? To compound the problem, how are we to do this given
that much research is still to be done?

Before addressing these questions, there are a set of prior questions that
are more fundamental; why should we prioritise; how do we ensure that we
do not squander resources; and what precisely is entailed in prioritisation?
We address each of these questions in turn.

5.1 Why Prioritise?

There are three main inter-related reasons why we believe that the PGWC
should prioritise in deciding which sectors and activities to support.

The first is that in a situation where resources are scarce – financial,
and just as critically, personnel - the absence of clear priorities very easily
leads to an ad hoc opportunistic allocation of resources. Governmental pro-
grammes of sectoral support must have credibility amongst its “consumers,”
the productive enterprises who are its recipients. Enterprises must be se-
cure in the knowledge of government’s commitment over the applicable
time period. Otherwise the desired impact on firm level behaviour, to raise
investment or to improve productivity for example, will not result.

The second is that where the governmental personnel are stretched too
thinly, choices will inevitably be made on the basis of very limited knowl-
edge and engagement and will tend to follow no clear path or logic. This
will significantly increase the likelihood of poor and inconsistent resource
allocation.

The third is that in a situation where some individuals and enterprises
clearly benefit from the allocation of resources, setting out clear priori-
ties, the basis for making them, and the mechanism to prioritise, is very
important to maintaining control over the potential corruption in decision-
making.

The resources available to PGWC are very limited. In terms of financial
resources, we have understood the figure to be in the realm of R100 million
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per annum over the next three years. In terms of personnel, while there
is some flexibility as to the precise staff complement, this too will be very
limited.

5.2 Government Failure and the Misallocation of

Resources

The issue of whether or not government should actively select and support
a number of key sectors and/or themes continues to be the subject of heated
debate. We do not enter this debate here. We take as our initial starting
point the position that the PGWC has decided on the pursuit of an active
sectoral or industrial policy and that the task of the MEDS is to give this
optimal form.

However, we note three things in passing. The first is that there is
increasing support for such policies at a national level (see Chapter 3)
and that such policies are rendered more effective where there is provin-
cial engagement in both design and implementation (see Chapter 2). The
second is that the major ground for opposition to an active sectoral or in-
dustrial policy rests in the view that governments are unable to read the
market and as such government policy action is likely to fail, where fail-
ure is understood as a misallocation and squandering of public resources.
This criticism indeed has considerable weight and informs the design of our
strategy. Thirdly, we note the criticism that government often lacks the
capacity to deliver on overly ambitious sectoral interventions. Government
is often plagued by capacity skill deficits and we are mindful of the need to
create partnerships as a way of overcoming this problem.

It is essential that the PGWC works very closely with the private sec-
tor. In our view, the identification of new opportunities and the design
and implementation of policies must be a joint endeavour of the Province
working together with the private sector. Indeed, it should often be the
private sector rather than government that plays the leading role in this
process – this is more so at an early stage of policy development as is char-
acteristic of the current situation in the Western Cape. We accordingly
place considerable emphasis on the need for the PGWC to facilitate the
development of industry and sector level associations, or independent bod-
ies that are institutionally embedded within sectors and can play the role of
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representation, where no or only limited organisation exist. Furthermore,
we have also emphasised the importance of creating ‘forums’ – bodies of
dialogue between government and the private sector in the various sectors
– to ensure that a healthy working relationship is sustained and decisions
are neither ad hoc nor arbitrary. On grounds of both efficiency and eq-
uity, it will be very important for the PGWC to facilitate and incentivise
organisations that clearly have the buy-in, commitment and participation
of the core of the industry, but which are also broadly representative and
have clear programmes for the development of smaller businesses (including
black- and women-owned and managed).

Working with, and indeed taking a lead from the private sector, will re-
sult in a considerably reduced risk of government squandering scarce public
resources. This risk can be further mitigated if government engages only in
part funding of new opportunities and programmes. Where other funders,
who have access to information and who are able to exercise considerable
expertise and information, also commit resources, government can have fair
confidence that its resources will be used effectively.

Finally, we propose that firm and frequent monitoring and evaluation
of all government programmes and funding arrangements be implemented
(see Chapter 6).

Working in tandem with the private sector, committing only limited
resources in partnership with others and ensuring regular monitoring and
evaluation will not eliminate, but it will considerably reduce, the risk of
squandering public resources.

Accordingly, what may be termed “an ideal scenario” is the following:
Government support is offered in a sector or sub-sector where there is

a broadly representative and legitimate organisational body that is com-
mitted to the development of the sector as a whole and especially small
and black- and women-owned and managed enterprises. This representa-
tive organisation, in consultation with government, identifies programmes
and actions that will serve to raise output and employment through the
sector. Government possesses the critical facility and autonomy to eval-
uate such programmes and actions. It responds by offering part-funding.
The organisation raises the additional resources required from amongst its
membership and/or other (private) funders. The programmes and actions
are subjected to regular external processes of monitoring and evaluation.
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5.3 What is Entailed in Prioritisation?

The MEDS research has identified a number of sectors where prospects
for further development are particularly promising and where government
policy support has the clear potential to considerably enhance performance
in accord with the stated goals in terms of growth and equity. These sectors
would be clear candidates for priority attention. We provide more detail
on the specification of priority sectors below.

With respect to priority sectors, the precise characteristics of govern-
ment attention and support would clearly vary so as to accord with the
requirements of that sector, but the following broad outlines would per-
tain:

• Clear and consistent multi-annual policies and programmes entailing
allocation of financial resources committed in advance and applicable
over a period of time, typically 3-5 years .

• Allocation of dedicated personnel government whose sole function
rests with that sector.

• Publicly declared high-level political support for “flagship” sectors.

This combination will send a clear message to the private sector as to
government’s seriousness of intent and give credibility to policy support.
Even the best designed policies will fail if they lack credibility and consis-
tency.

As outlined above, government’s capacity to provide this level of sup-
port is limited. It is therefore critical that government select only a few
priority sectors. This is more particularly so at the early stages of policy
development as is currently the case in the Western Cape. With time, gov-
ernment will learn from successes and failures and will generally get better
at designing and implementing policy support. It may then take on a larger
load and extend its support to across more sectors and activities.

But what of the other sectors? Here we have divided the remaining
sectors into two categories. Firstly, ”important sectors” which are currently
of social and economic significance to the Western Cape for a variety of
reasons – e.g. employment, output, linkages to priority sectors, etc. – but
which do not display the same growth prospects as our priority sectors.
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Secondly, sectors that have very uncertain future prospects or are declining
sectors or lack a significant presence in the regional economy.

In a well diversified economy where a number of sectors have the capac-
ity for growth, government cannot ignore developments and opportunities
presented. With respect to the ‘important sectors’, the PGWC would iden-
tify limited but critical interventions, allocate defined but relatively mini-
mal resources to specific projects, and allocate personnel (with expertise)
to cover a number of them at one time.

This is different from the approach to the ‘non-priority sectors’ where
the role of Province might best be described as “keeping a watching brief.”
This would entail assessing major developments and supporting favourable
developments as and when they arise. But, support would be ad hoc and
very limited. There would be no dedicated personnel or “desks” relating
to single non-priority sectors. Rather personnel would be responsible for a
number of non-priority sectors.

One of the most difficult tasks is to achieve “the right balance” between
significant support for the identified priority sectors, limited support for the
important sectors and the remainder. The principle should be to first ensure
that the priority sectors receive sufficient support and that the others are
thereafter accommodated within the budget constraint. We turn now to
the selection of priorities.

5.4 How Do We Prioritise?

Our approach to this critical issue is that the Province develops an explicit
tool in order to identify priorities. We call this tool a decision-making
matrix. This tool must fulfil the following requirements:1

• Workable – possible given the availability of information.

• Defensible – open to scrutiny from both a technical and a political
perspective.

• Realistic – results in prioritisation that makes sense to all the parties
involved.

1This section is an edited version of an input commissioned from Kaiser and Asso-
ciates.
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Various options are possible. These are sketched below with their asso-
ciated advantages (pros) and disadvantages (cons).

5.4.1 Relatively unstructured “expert opinion” based on
available evidence

The least structured and “matrix-like” approach would involve assessment
on the basis of expert opinion, based on one or two criteria, using the
available data as “evidence” to motivate for decisions. Examples of criteria
are:

• Initiatives most likely to succeed based on expert understanding of
sector dynamics and sustainable competitiveness.

• Likelihood of stakeholder buy-in to implement and champion initia-
tives.

• Initiatives with synergies across sectors that could provide the best
“economies of scale” for government investment.

• Initiatives that are well aligned to national policy and therefore likely
to generate greater shared return on investment through intergovern-
mental coordination.

Pros

• This is a very workable approach, as it allows decisions to be made
based on a simple set of criteria and whatever information is available.

Cons

• The approach can be open to contestation as it can be perceived as
subjective.

• The degree to which it can be defended is dependent on the manner of
communication of findings and the perceived credibility of the experts
involved.
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5.4.2 Relative assessment against two main criteria

A slightly more structured approach would involve relative ranking based on
the potential scale of significance or impact consequent upon policy support
and the cost or investment required. Priorities would depend therefore on
a relative weighting of potential impact and cost – the greater the potential
impact and the lower the cost, the higher the priority.

Pros

• The approach is workable in that it is not overly complex.

• It is easy to demonstrate visually and therefore creates scope for de-
bate of the relative positioning of initiatives.

• It is relatively easy to re-assess inclusion or exclusion by adjusting
the “inclusion/exclusion” line.

Cons

• Assessment can be considered arbitrary if not based on accurate data.

5.4.3 Hierarchical filtering applying levels of screening

In this approach, a series of filters would be applied, narrowing down op-
tions after each filter. Examples of potential filtering criteria are:

• Importance of sectors to the provincial economy first, then impact
assessment of initiatives.

• Relevance to the Department of Economic Development’s mandate,
then impact assessment of initiatives.

• Cut-off in terms of cost or available capacity for initiatives, then bal-
ance across sectors.

Pros

• Allows for a workable assessment of a large number of options.

• Can provide a realistic assessment that makes sense to role players (if
appropriate filtering criteria are selected).
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Cons

• Rationale for hierarchy of filtering is subject to scrutiny and challenge.

• Can be seen as arbitrary if not based on accurate data.

5.4.4 Qualitative matrix

In this approach, qualitative assessments of a series of factors are set out
in a matrix, often using a “High / Medium / Low” or similar qualitative
categorisation. Options can then be ranked based on the number of “Highs”
against these factors.

A variation on this approach would be to give numerical scores and
calculate a total at the end. The Department of Economic Development
has in fact drawn up such a matrix whereby the sectors were scored on
the following criteria: potential clustering; job or growth potential; export
potential; investment potential; skills potential; competitiveness and tech-
nology potential; and empowerment potential. Priority sectors were those
with the highest scores. It would seem though that this matrix was not
actually operationalised.

Pros

• Can be used even where quantitative data is not available in all cases.

• Is relatively transparent, and can therefore be debated.

• Relatively accessible to role players, in particular if supported by a
motivation using available evidence.

Cons

• Not a very nuanced form of assessment.

• Difficult to assess a large number of items with this system, as it
becomes hard to make relative assessment and provide visual repre-
sentation.

• Does not easily accommodate weighting of the importance of some
factors more than others.
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• Makes no resource costs.

• Can be seen as arbitrary if not based on accurate data.

5.4.5 Matrix Utilising a Weighted ranking based on quan-
titative assessment

This approach would involve allocating quantitative figures to a range of
factors, applying a weighting to each of these factors and then calculating
a summary score for each sector or initiative, which could then be ranked
by score.

Pros

• Can allow for nuanced assessment.

• Can readily accommodate multiple factors.

• Enables weighting of importance of criteria.

Cons

• Requires extensive, reliable quantitative data.

• Can result in a false sense of accuracy if based on quantitative rank-
ings of qualitative assessments (e.g. giving scores from 1 to 10 for
factors).

• Relative weighting of factors is open to contestation.

• Approach can be inaccessible to non-technical role players and officials
involved in implementation.

5.4.6 Additional Observations

Three important observations should be noted. Firstly, whichever decision-
making tool is selected, the result is indicative and not final. It is not to
be seen as akin to a formulaic modelling exercise. The results are only one,
albeit an important, input into the decision-making process. Thus, this
should not be applied in a mechanistic fashion.
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Secondly, the criteria for selection will always be multi-faceted. This will
include critically an assessment of potential impact of policy – where impact
could be measured along many dimensions such as output, investment,
employment, impact on other sectors, etc. The first task is to agree on the
criteria for selection. The second task is to agree on the relative weighting
of these criteria. The criteria and their respective weightings will depend
heavily on the economic and social goals to be pursued.

Thirdly, quantitative assessments in relation to the criteria specified
are important in reducing the level of subjectivity in assessments. How-
ever, many magnitudes cannot be readily quantified e.g. the quality of
sector organisation. In addition, at this stage, very few clear and definitive
quantitative assessments could be made. Of particular importance here are
the measurements of the employment magnitudes (especially indirect em-
ployment) and backward and forward linkages that might result from the
further development of particular sectors. This underlines the importance
of developing the modalities whereby such quantitative assessments can be
made – most critically here would be a provincial economic model. We
accordingly recommend that serious attention be given to this exercise. At
this stage though, assessment and selection of priorities will rely heavily on
qualitative criteria.

5.5 What Should be Prioritised?

Over the course of the MEDS process, the Oversight Committee spent
much time deliberating the choice of priorities. Our view is that if, as
we propose, the PGWC selects only a few priority sectors, these should
be sectors in which policy could have a significant impact. In our schema
therefore, “significant impact” understood in terms of both output and
equity objectives became a necessary criteria for selection. This had to
be weighed against the necessary resource commitments understood both
in terms of finance and human resources. Where a sector had significant
potential and the resource costs were likely to be limited, it would qualify
as a priority sector. Our categorisation is illustrated in the diagram below.

The precise positioning of all of the different sectors and cross-cutting
issues can be debated and disputed. However, 5 areas stand out from
the pack in terms of the potential impact of policy – Call Centres/BPO;
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Oil and Gas, Tourism, ICT, and SMMEs. We saw little to challenge this
assessment.

In addition, given the considerable stress that we place on the impor-
tance of organisation, the existence of an effective and representative sector
body, was also given considerable weight. It is of significance that, with
the exception of SMMEs, all the sectors also have significant and legitimate
organisation. SMMEs is clearly a cross-cutting issue and no single organi-
sational form will result or is required.

While our researchers were able to provide fairly precise estimates on the
magnitude of the resource costs in respect of the policies and programmes
that they advanced in respect of ICT, Call Centres/BPO and SMMEs, the
resources required in the other areas are less clear. However, it is likely
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that all could be accommodated working within a budget envelope of R100
million per annum (see above) and still allow fair allocation of resources
to the other sectors. However, this assessment will require further analy-
sis and we would recommend that before the listing of priority sectors be
adopted, an exercise be undertaken to ensure that the financial resources
are indeed adequate. In terms of personnel, again this would appear to be
manageable, but some further investigation by the Department will be in
order. It may be that support for the sectors will need to be phased in over
some time period.

As the diagram indicates, we have also identified a number of sectors
that fall in the middle range and hence are regarded as having an important
status. Although not high priority, they warrant governmental attention,
particularly since the resource implications are limited. The evidence mar-
shalled from the sectoral research does not indicate that they are likely
to achieve substantial growth in terms of output or employment. How-
ever, other factors bring them to the fore as warranting some medium level
prioritisation. In addition they have the capacity to contribute to equity.
They also have representative organisations. In some cases the social im-
plications (e.g. loss of employment in clothing) of not assisting them are
substantial. In other cases they clearly provide important linkages to the
five prioritised sectors, and bolstering them would have a significant spin
off for these sectors – e.g. craft, cultural industries and film have direct
linkages to the tourism sector.

5.6 Summary

As in every prioritisation exercise, our view is open to challenge – both as
to the criteria selected and on the assessment of the different sectors and
activities in terms of those criteria. This is more particularly so, given the
paucity of hard data. However, whatever decision tool we employed, the
same priorities emerged. We accordingly recommend the adoption of these
priorities. This would entail commitment by PGWC as we outlined above.
However, these priorities should be periodically reviewed, especially as re-
search into other sectors is completed and as new data becomes available.

As Rodrik (2004) reminds us, development is a voyage of discovery.
At its core lies a more or less intelligent attempt to make informed choices
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about resource allocation in the context of relative uncertainty about where
economies, especially in advanced, knowledge-intensive activities go. The
point of departure for the voyage in this instance is the MEDS which sets
a vision of growth and equity, identifies key priority sectors, commits to
industrial policy and strategy levers, promises to facilitate institutional
mechanisms to link the private and the public actors, and sets realisable
targets.

A voyage of discovery implies setting sail from the security of the har-
bour with inadequate, incomplete and imperfect navigational equipment.
The captain and crew may well have been blessed by a vision of the
promised land, but have only rough maps and coarse guides to show the
way. They know this is no reason to stay fast to their moorings and have
to set off with imperfect charts plotting the way forward. They understand
that they have no choice but to augment their knowledge with insights from
others.

The analogy holds for the task of setting up and implementing industrial
policy, which is why the MEDS stresses the importance of representative
stakeholder forums and partnerships between the private and the public
sectors as a way of acquiring and improving information. In setting out an
industrial policy this is all the more so in conditions of rapid and profound
economic change. Moreover, as one proceeds there is an imperative to
update information, revise it, and consider different conclusions from those
originally advanced. Only the most foolhardy will regard this as a mark
of inconsistency. The more realistic will appreciate that in a voyage of
discovery mistakes will always be made, and if they do not learn, they risk
floundering on the rocks ahead.

A knowledge-intensive province knows that learning from mistakes can
be just as instructive as celebrating successes. This is precisely the task of
monitoring and evaluation to which we now turn.



Chapter 6

A Framework for Monitoring
and Evaluation

The last ten years has seen a deluge of state-led projects, particularly at the
national level, aimed at meeting the many challenges posed by slow growth,
persistent poverty, and mass unemployment. Yet few of these initiatives
have been systematically evaluated, either in terms of meeting their own
stated objectives or in fulfilling broader development goals. Evidence of
this, corroborated by many of the studies we commissioned, is widespread
across sectors and government departments. This key failure, in part, has
less to do with initiative and will, and more to do with capacity. It is
our view that a systematic monitoring and evaluation exercise will greatly
enhance the efficacy of government intervention. In this Chapter we outline
why we see monitoring and evaluating as an important component of the
MEDS, what the problem areas are in terms of data and analysis, and
what can be done about the problems. We also outline what we see as
the key capacity shortcomings at present and how the PGWC can begin
to overcome these. To concretise our ideas, we present an example of how
a comprehensive evaluation could be done on the interventions we propose
for the Call Centres/BPO sector, since this sector holds the most promise
in terms of potential payoffs1

1See our prioritisation exercise in Chapter 5 for more on this.
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6.1 Monitoring vs. Evaluation

Programme monitoring and evaluation are complementary activities, and
are vital in assessing whether policy and programme changes have achieved
their intended aims. Monitoring occurs on a continuous basis via the col-
lection and analysis of data on pre-specified and agreed upon performance
indicators, and by tracking actual performance against hypothesised out-
comes. By providing regular information and feedback to programme man-
agers and other stakeholders on whether or not progress is being made to-
wards fulfilling the aims of the intervention, and if so, the extent to which
such progress is being made, would allow for corrective action to be taken
should the need arise.

In contrast, evaluation occurs periodically, taking the form of an in-
depth analysis of programme performance. Evaluation is usually under-
taken by an external agency. Evaluations may occur once a project has
been completed, or may be conducted in order to improve the design and
performance of an existing project. The purpose of an evaluation is to
provide a systematic and objective assessment of the impact, relevance,
efficiency, accountability, and sustainability of programme interventions,
thereby generating a body of knowledge on good practice (i.e. what works
and what doesn’t).

The key steps in any monitoring exercise begin with a participatory
process involving all stakeholders in the definition of the goals or standards
against which an intervention is to be assessed (i.e. determining what
the intended outcomes are that are hypothesised to be affected by the
intervention). This is followed by the collection of data on these outcomes,
the analysis of the data, and synthesis and dissemination of key results back
to the stakeholders and the broader public.

In order for an evaluation exercise to be successful, it is crucial that the
purpose of the evaluation exercise be clearly defined from the start. In other
words, it should be clearly articulated what questions the evaluation aims
to address and who will make use of these findings. Stakeholders should
be involved from the start to ensure their concerns are addressed and that
they participate in defining the appropriate evaluation criteria, as this will
promote confidence in the results once the evaluation is complete. Poten-
tial outputs, targets or outcomes should be clearly defined and articulated
from the start. In addition, any external factors or risks that might affect
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the outcome of the project intervention should be identified and monitored.
In setting these targets, attention will have to be given to baseline studies
in the various industries or sectors, paying special attention to historical
trends in outcomes. Moreover, taking stakeholder expectations and pre-
vious research findings in the target sectors into account, and considering
success stories from similar sectors not identified to receive an intervention
may provide useful sources of information about the kinds of targets that
can realistically be achieved.

6.2 A Menu of Possible Activities

Monitoring and evaluating an intervention is an iterative process. The basic
idea is to generate information that will be useful in terms of both surveil-
lance of the design and implementation of specific projects/interventions
and to provide an analysis of the benefits of the intervention so as to in-
form future policy formulation. Below potential activities over the life-cycle
of a given intervention that might fall under the rubric of monitoring and
evaluation are outlined. The exercise is instructive as it also demonstrates
why the monitoring and evaluation process is both iterative and recur-
sive. Drawing on international best practice as well as some local exam-
ples, 5 distinct phases are outlined, namely: pre-project; implementation;
post-implementation impact evaluation using existing data; collection and
analysis of primary data; and reporting, dissemination and further policy
formulation. In addition, the tasks that might be associated with each
phase are outlined.

6.2.1 Pre-Project

Once a broad-based policy has been agreed to by the various stakeholders,
the process of formulating specific interventions will begin. During this
initial phase, the following, primarily monitoring-type assessments, might
take place:

(a) rationale of project cost estimates;

(b) viability of implementation schedule;

(c) duplication/overlap with other projects;
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(d) consistency of time-frames with government budgetary cycles;

(e) comparison with experience of similar projects that may have been
implemented elsewhere; and

(f) size of project person power and sustainability of institutional frame-
work for project implementation.

6.2.2 Implementation

During implementation, the proper monitoring of projects will begin. Part
of the objective here will be to make sure the implementing agency (which,
depending on the context, might have also been responsible for devising
the specific interventions in the pre-project phase) keeps to the agreed-
upon time frames and budgets. This phase will be especially crucial where
funding is made conditional on meeting certain milestones. Typically, moni-
toring an intervention (or set of interventions) will involve setting up an effi-
cient system of information flow between projects, implementing agencies,
and government departments that have line management responsibilities
which fall under the general ambit of the policy thrust. The instruments
for information generation might consist of:

(a) periodic reports;

(b) procurement reports;

(c) field inspections;

(d) monthly coordination/review meetings; and

(e) special meetings with the directors of projects and/or implementing
agencies. The information gleaned through these various outputs might
then be processed, analysed, and made available in a government peri-
odical.

6.2.3 Impact Evaluation Using Existing Data

Upon completion of a project, an impact evaluation is usually prepared
by an outside organisation (defined as outside of government or the imple-
menting agency). The resulting study will generally, at a bare minimum,
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present an analysis of the overall project implementation and will speak to
whether the pre-identified targets were met (within reasonable error). Typ-
ically, further ex-post evaluations of selected projects will then be commis-
sioned at this stage in order to assess their broader impact on communities,
households, clusters of firms, and other beneficiary groups that might not
be easily delineated in any one of the above categories. More generally,
however, the analysis coming out of the implementation phase will tend to
raise further questions that will typically need answering before an overall
assessment of the success or failure of the policy intervention can be made.
From an evaluation perspective, the post-implementation phase is crucial
as it is during this phase that a comprehensive evaluation will become pos-
sible for the first time since the inception of the project. This is true for
both practical and scientific reasons.

Defining Outcomes

This first step in an impact evaluation necessarily begins with analysing
existing data. This will take the form of secondary data, and more im-
portantly, data generated during the implementation phase. Before any
analysis can take place, the range of outcomes meant to be affected by the
policy intervention must first be identified. This is perhaps one of the more
challenging tasks in any evaluation exercise. A possible starting point is
to consider the range of performance indicators used in any benchmarking
exercise that might have been performed when the policy was still merely
a proposal. These indicators may be quantitative or qualitative in nature,
as long as they are able to provide information on changes that have oc-
curred subsequent to the policy intervention, and the extent to which such
changes align with stated programme objectives. Generally, a good perfor-
mance indicator is one that will be easy to collect and interpret, be relevant
to national as well as provincial and local standards, and be one that fa-
cilitates the tracking of change over time. The UNDP (2003) recommends
that performance indicators meet the DOPA criteria. That is, performance
indicators should be:

(a) Direct : capable of measuring the intended change as closely as possible.

(b) Objective: be clearly and unambiguously defined thereby making it
clear what data needs to be collected.
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(c) Practical : be reasonably easy, timely and cost-effective to collect.

(d) Adequate: performance indicators should be adequate so that a min-
imum number of indicators are required to conduct the evaluation.
Having too many indicators unnecessarily increases the cost of the eval-
uation exercise.

Defining a Baseline

Once the range of potential outcomes has been identified, one can then
begin to think about how to analyse the effect of the intervention. The
key problem the analyst will face in moving forward is this: how would
these outcomes have changed (if at all) in the absence of the policy in-
tervention? Conversely, how would these outcomes have changed for in-
dividuals/firms/sectors who were beneficiaries of the policy intervention,
had they not been beneficiaries? The problem, however, is that we typ-
ically only ever observe an individual/firm/sector in one state or other.
The difficulty that arises therefore is how one evaluates the impact of the
policy intervention where there is no basis for assessing outcomes for plau-
sible counterfactual cases. To date, most impact evaluations done in South
Africa have simply looked at how the beneficiary of an intervention fared
over some length of time (often spanning a before and after period cover-
ing the intervention) and asked whether outcomes improved over the time
span. The problem with this approach, however, is that one has no way of
knowing whether these changes would have been observed in the absence
of the policy intervention. This makes it impossible to separate the im-
pact of the intervention from unobserved factors that might explain why
the change occurred (i.e. the estimated impact of the policy intervention
will be confounded by selection bias).2 Given this difficulty, impact eval-
uations usually consider changes in the mean value of the policy outcome
of interest across individuals/firms/sectors that are similar in terms of ob-
servable characteristics. The impact of the intervention is then indirectly

2These biases have been shown to be substantial in recent impact evaluation studies
conducted across a broad range of studies. In some cases the effect introduced through
self-selection bias is larger than the effect ascribed to the intervention so that on balance
one is left with not being able to say anything about the causal impact of a given
intervention.
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assessed by looking at differences in mean outcomes between beneficiaries
and non-beneficiaries. The non-beneficiaries will typically closely resemble
the potential beneficiaries (before the policy intervention), so that any dif-
ference one later observes between the groups, can be ascribed to the effect
of the intervention. Therefore, the challenge falls on trying to find non-
beneficiaries that looked similar enough to the beneficiaries at the time the
policy intervention began. While this is generally impossible to do ex-post,
there are a few exceptions.

The main difficulty in finding a suitable non-beneficiary group for ex-
ante and ex-post comparison, is that if they looked similar enough to the
beneficiary group at the outset, they will most likely also be potential ben-
eficiaries. Indeed, most policy interventions typically don’t discriminate
among like potential beneficiaries, and many of our recommendations have
this feature too. For example, the child support and land acquisition grants
can be accessed by any individual who meets the means test. Likewise, our
policy recommendations around Call Centres and Business Process Out-
sourcing are at the sectoral level. In all of these cases, finding a suitable
so-called control group is impossible.

But the approaches used in recent impact evaluations of the child sup-
port and land acquisitions grants might be instructive. In both cases, the
researchers were able to form reliable control groups by using individuals
that applied for the grant, but would had not yet been granted with it.
Exploiting the fact that these individuals applied for the grant guarantees
that they are similar as applications are rejected upon receipt if support-
ing documentation proving eligibility is not provided when the application
is submitted. This type of strategy might be applicable to some of the
projects that might come out of our recommendations (see section 3 for an
example).3

Preliminary Data Analysis

Once an appropriate baseline/control group has been established, one can
then proceed to the analysis. Typically, one would take the time difference
in mean outcomes for the beneficiary group and subtract from this the time

3Other approaches are also possible, but these will depend on the precise type of inter-
vention that comes out of our recommendations. One widely used method is propensity
score matching.



154 CHAPTER 6. MONITORING AND EVALUATION

difference in mean outcomes for the control group. The result, assuming
no remaining selection bias, is the impact of the policy intervention. Typi-
cally, one would try and identify as many other factors that might covary
with outcomes and control for these by estimating the impact in a regres-
sion context. This stage in the analysis is necessarily about hypothesising
potential causes of observed changes in outcomes, with the objective of
identifying any gaps in knowledge. More often than not, depending on
the level at which the analysis is conducted, the analyst will typically not
be able to identify the causal impact of the intervention, without having
further information on everyone in the sample.4 However, the lessons that
will have been learnt from this in-depth analysis of secondary data is a
necessary starting point in identifying gaps in knowledge. Given budgetary
priorities and the scale of the actual policy intervention, this might be as
far as one can go in terms of an evaluation.

6.2.4 Collecting New Data

Often one will want to collect more detailed data specific to the needs of
the evaluation so as to permit a richer and more complete analysis of the
effects of the intervention. While the analysis using secondary data will
have combined broad observations regarding changes in macro fundamen-
tals, with micro data available through representative household and firm
level surveys, the need will arise for more detailed information that is gen-
erally unavailable. When the outlay implied by a proposed intervention is
substantial in terms of the total funds that are available, and when there
are large sectoral complementarities that motivate the intervention, then it
makes sense to see the intervention as the start of a process of policy for-
mulation. Seen from this perspective, the function of collecting new data is
part of the process of refining policies, as broad policies become concretised
in the form of specific projects. Where outlays are smaller, an extensive
data collection exercise might not be directly feasible. However, the indi-
rect benefits of building data collection (both qualitative and quantitative)
into specific projects might be substantial and still worth doing if the cost
is not prohibitive.

4The effect that is identified might be termed a correlated effect in the sense that the
magnitude of the intervention is mis-measured in that it reflects other unobserved factors
that the intervention happens to be correlated with.
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6.2.5 Reporting to government/dissemination

Systematic evaluations of programmes and policies can be invaluable in de-
vising long-term development strategies. However, the benefits are likely
to be muted if the results are not adequately disseminated. Selective dis-
semination of results (i.e. publication bias) limits the usefulness of a com-
prehensive impact evaluation and simultaneously raises the implicit costs
involved. Stated differently, knowledge of what does not work is equally
important as knowledge of what works. An unbiased dissemination process
is critical to future policy formulation.

Therefore, dissemination should ideally happen at two levels. First, gov-
ernment departments with line management functions (over the budgetary
allocations to sectors/projects) should workshop the results together with
the organisation charged with conducting the evaluation. The outcome
of this process should be a policy brief that is widely distributed across
firms (in the affected sectors) and is fully incorporated into future work
commissioned by the PGWC. Secondly, academia and the policy analysis
fraternity more generally should be allowed full access to the results of the
evaluation exercise. Both channels pursued simultaneouly will make great
strides towards a more balanced reporting of results.

6.3 An Example: Call Centres and BPOs

To operationalise the framework presented in the previous section, we now
consider what a monitoring and evaluation exercise might entail if our pol-
icy recommendation concerning the Call Centres and BPO sectors were to
be implemented.

6.3.1 The Nuts and Bolts of the Proposed Intervention

The commissioned research on this sector identified skill shortages across
all segments of the value chain, as the key impediment to further growth
of the sector. In particular, the availability and cost of skilled staff (agents
and managers), specialist talent (people with experience in and knowledge
of the client industry) and general support services (recruitment, training,
standards certifications, IT and disaster recovery) were highlighted as key
areas needing government intervention.
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A further constraint identified by the commissioned report are the costs
associated with voluntary attrition. Our work suggests that the costs are
both direct and indirect. In this respect, the high turnover rate in the sec-
tor might turn out to be both a cause as well as an effect of the currently
low absorption of suitably qualified matriculants. A related problem con-
cerns absenteeism among workers. These factors feed into further limiting
perceived competitiveness from a global perspective.

These skill constraints are therefore quite important in terms of thinking
about medium to long-term growth in the sector and our recommendations
reflect the urgency to do something about these two problems in particular.
Key to dealing with these problems is the need to fund better training,
both at entry level and in high-end client based talent as these are seen as
crucial to both the question of staff retention and to improving the levels
and standards of job performance in the sector more generally.

Alongside this, the report also outlined the potential to meet these
skilling needs through drawing on the large pool of matriculants not cur-
rently destined for employment in the sector. Calling the Cape, a body
funded by the PGWC to give support to the sector, is already planning a
range of interventions such as FET and workplace skills training schemes,
career counselling, and other direct interventions. The basic goal is to put
call centre, sales, and customer service skills training in the direct education
mainstream.

Our recommendation, as detailed in Chapter 5, is to increase the amount
of funds allocated to CtC in order to facilitate an expansion of their activi-
ties. The commissioned report outlined a number of possible ways in which
CtC might translate this additional funding into actual interventions. A key
priority is to inform school leavers and students of other educational estab-
lishments of the potential opportunities provided by the industry. Specific
proposals include:

• Embarking on an expanded publicity blitz regarding potential em-
ployment opportunities in the sector including doing presentations at
schools and distributing leaflets through libraries and career guidance
teachers.

• Hosting summer internship for pre-final year students.

• Providing information about general industry opportunities, entry
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qualifications, and training courses on the CtC website.

• Encouraging private training institutions to provide basic accredited
“pre-employment” training to prepare interested individuals for em-
ployment within the industry.

• Expanding learnership programmes such as CtC’s “Cadet” programme.

• Recruitment of greater numbers through planned satellite-training
centres in Khayelitsha and Mitchell’s Plain.

6.3.2 Monitoring Activities

Below we list some of the activities that might be performed during the
pre-project and implementation phases on each of the proposals outlined
above. We assume that the implementing agency in all of what follows will
be CtC. They will lead the way in coming up with the menu of projects
that the money will be spent on. For the purposes of this exercise, we
have assumed that this will entail substantial expansions of their existing
activities as well as the introduction of new activities. Specifically, the
PGWC must monitor:

• time frames for each activity proposed above;

• costs of conducting the information blitz;

• how it allocates the new budget and how much of this is devoted to
operational expenditure (specifically salaries) and what is left over for
direct sector interventions in the form of support to training initiatives
and the like;

• whether the money is used in a way that exploits existing economies
of scale (e.g. making use of industry training facilities); and

• whether milestones are reached.

6.3.3 Doing an Impact Evaluation

As pointed out earlier, the impact evaluation can be conducted at many
different levels. A comprehensive impact assessment will require consider-
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ation of a broad range of outcomes covering global and domestic markets.
Below is a menu of possible outcomes one might want to consider:

(1) changing share of the global market (domestic seats/ global seats);

(2) growth in value added;

(3) growth in local-global joint ventures;

(4) rate of technology transfer;

(5) increase in number of specialist Call Centres (e.g. specialist financial
services);

(6) number of agents directly employed;

(7) fraction of agent pool with client industry knowledge (e.g. health in-
surance);

(8) number of managerial and direct support staff;

(9) number of people trained;

(10) total jobs created;

(11) growth in SMME supply of industry inputs and support services;

(12) number of new black-owned SMEs;

(13) number of people directly trained by Calling the Cape; and

(14) effect of the intervention on employment elasticities on related indus-
try (defined as all sectors where there might be identifiable multiplier
effects).

Our reccomendation is that the most critical performance indicators are
those which asses our relative performance in the global market. One such
key performance indicator would be the changing share of global exports
(particularly applicable to industrial sectors). In terms of the Call Cen-
tre/BPO sector, the change in the ratio of domestic seats to global seats
would be an example of this and would constitute a first order impact that
would warrant evaluation.
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On many of these potential outcomes CtC and others have performed
various benchmarking exercises. These benchmarks might be a useful place
to start. If preliminary evidence (say after two years of the intervention)
suggests that initial projections were off the mark, or worse still, optimistic
when pessimism was called for (even with greater government involvement),
then it would make sense to channel the budget for the following year into
an intervention that does appear to be having an impact on the sector.

6.3.4 Policy Experimentation and Randomised Evaluations

In returning to the problems of defining an adequate baseline for compar-
ison, it must be remembered that without an adequate control group, one
can generally not attach a causal interpretation to whatever findings emerge
regarding the policy intervention. However, there might be some scope for
experimenting a little with how the interventions are made available so as
to simulate a control group that would approximate a truly randomised
intervention, thus permitting a causal interpretation of the results.

In a randomised evaluation, a sample of potential beneficiaries is ran-
domly selected, usually after having been stratified on the basis of certain
observable traits. This sample is then randomly divided into two groups:
the treatment group and the control group. The treatment group then
receives the intervention whereas the control group does not receive any
intervention. Generally, under this sort of design there is no sample selec-
tion problem. The difficulty of course, is that very few policy interventions
permit a truly randomised structure. However, one can devise a pseudo
randomised intervention that closely approximates the ideal scenario with-
out becoming prohibitively expensive. If this is possible, it might add to
a comprehensive evaluation of interventions proposed for the Call Centre
and BPO sectors. Since more than 60% of the proposed annual budget to
be devoted to new CtC functions, so to speak, involve skills development
(R2.2./R3.5), it is instructive to look more closely at one or more of these
skills development interventions.

Take the proposal of training 2 000 new agents through the planned
satellite training centres in Khayalitsha and Mitchell’s Plain for example.
To simulate a randomised treatment-control design would require the iden-
tification of a baseline group who are similar to the potential pool that
will make up the treatment group, but are themselves not treated. This
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can be done without discrimination in the following way: the stated goal
is the creation of new jobs. Therefore, if you already have a job in the
sector, you do not qualify for training. This means of course that one of
the outcomes cannot be whether you get a job or not, as a consequence of
the training, for obvious reasons. However, another potentially interesting
outcome is how training affects outcomes like job turnover, tardiness and
absenteeism. These were key problem areas identified in the commissioned
study, so it seems pertinent that we ask how training might impact on these
issues (the hypothesis being that people are more likely to care about their
jobs if they are more likely to stay, and that they are more likely to stay if
they perceive their prospects for career advancement to be good, and this is
more likely if they are trained than if they are not). This takes care of the
treatment group in a low cost way. Thus far the design of the intervention
is no different than the original intention behind the proposal.

Now comes the more difficult question: what constitutes an appropriate
control group? Ideally, these are agents currently employed in the sector
who have not undergone any training (or at least the same kind of training
that the new recruits will undergo). We would then have to conduct a
baseline survey of agents currently employed in the industry. This would
represent the first major cost item. Ideally, one would be looking to gather
retrospective data on the years of schooling as well as other time invariant
demographic data. One would also want to collect data on the general
levels of job satisfaction, skilling, experience, etc. Since this survey is likely
to be conducted at the firm level, the marginal cost of getting employer
records on the agents should not be prohibitive. Here, data on the number
of days absent, salary, tardiness, etc. must be examined.

Now back to the treatment group. For each school leaver entering the
training programme, we would also want to do a baseline survey. The
idea is to isolate the same demographic and background characteristics for
individuals that currently have jobs (but are potentially not exposed to any
training) as the individuals in the potential treatment group. Note, at this
stage, neither group has been exposed to the treatment. The treatment
is then run over three years, with re-interviews being conducted on both
groups once the treated groups have found jobs. Any observed difference
in outcomes between the two groups (after controlling for other individual,
firm, and sectoral level variables) should be attributed to the impact of the
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training programme.

The panel structure of the data will also permit researchers to move
beyond looking only at the mean impact of the programme across the new
recruits, but arguably, more useful insights could be gained by considering
the distribution of the benefits of the intervention. Finally, the evaluation
will have also greatly benefited from the matched firm-individual data. This
feature of the data, for example, would permit the analysis of spillover
effects from the intervention.

6.3.5 What other questions might a well-planned evaluation
answer?

A range of other questions will typically also be answerable with the col-
lection of primary data. In the case of the Call Centre and BPO sectors,
two examples are suggested.

The first concerns the differential impact of private versus public invest-
ment in the sector. This is relevant because one of the themes consistently
highlighted in the report is the need for the legal-bureaucratic environment
to be more transparent and efficient (i.e. less red tape) as this is a key factor
affecting potential FDI in the sector. The way in which the proposal around
this sector has been structured makes this comparison possible, since a not
insignificant amount of the total projected outlay is expected to come from
industry. By looking at the differential impact across private/public invest-
ments, we might be able to get a handle on how constraining or enabling
the general business environment is in this sector.

Another question that could be answered with data coming out of an
evaluation exercise is the extent to which the Western Cape enjoys a com-
parative advantage (relative to other provinces) in terms of attracting for-
eign investment. A widely held view of those who work on the sector, it
seems, is that the potential pool of agents in this Province enjoy a greater
degree of cultural empathy with foreign, particularly European, clients.
This proposition could be more systematically assessed within the evalua-
tion exercise.
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6.4 Funding

Given that funds for evaluation exercises are limited, the scope of any eval-
uation exercise should be clearly defined. In respect of the MEDS, it is
envisaged that a number of policy interventions will be made, and con-
ducting an in-depth evaluation of each of these interventions may simply
not be economically feasible. In this case, the scope of any particular eval-
uation exercise should be tailored according to the strategic importance
of the activities being evaluated and the importance of the policy or pro-
gramme intervention in terms of the resources allocated to it within the
broader MEDS framework. Moreover, the cost of any evaluation should
be in line with its influence on programme or policy decisions. Obviously,
where good quality information on the performance indicators is readily
available, this will reduce the cost of the evaluation exercise. Also, barring
exceptional circumstances, the cost of any evaluation should not exceed the
relative benefit of the intervention that it is aimed at.

6.5 Building Monitoring and Evaluation Capacity
in the Western Cape

As we’ve already noted, a serious shortage exists in terms of the capacity
to do extensive monitoring and evaluation exercises. This is true not only
for the Western Cape Province, but also for the country at large. However,
there is emerging talent in this area of research, and much of the available
capacity is currently located in the region’s tertiary institutions. Tapping
into this pool of talent will prove vital in terms of strengthening this capac-
ity. Also, this is an area that we strongly support as a general knowledge
economy priority for the Province. Specific attention could be given to the
following areas:

(1) Sourcing dedicated funding for setting up an Evaluation Unit
within the PGWC: The purpose of the unit will involve management
of day-to-day monitoring and evaluation up to the end of the imple-
mentation phase of projects. Since part of the objective is to facilitate
a flow of information between implementing agencies, project directors
and the PGWC, it makes sense to have a dedicated team overseeing
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these day-to-day activities within the PGWC. The unit might also lead
the process of commissioning outside organisations to do the indepen-
dent impact evaluations in the post-implementation phase.

(2) Engaging with tertiary institutions to solicit relevant training
for public officials in the area: UCT, for example, offers a new
masters specialisation in the area of behavioural economics, a substan-
tial component of which is dedicated to offering training in conducting
quantitative project evaluations. Graduates from this programme could
be the first port of call for populating the new evaluation unit.

(3) Making available funds for scholarships for public officials that
choose to specialise in this field: This is key to building up a cadre
of development economists with specialist skills in monitoring and eval-
uation. Talented students often face the tough choice of specialising in
a field that comes with money (many of the UCT’s specialist economics
masters degrees come with scholarships) or pursuing what truly inter-
ests them and forgoing a lucrative scholarship. Partnering with tertiary
institutions that can deliver students with these much needed skills will
require a funding commitment on the part of the PGWC.

6.6 Summary

The approach to monitoring and evaluation suggested here, builds on the
theme of conceptualising the provincial MEDS as a process. To re-iterate
the message of Chapter 2, seeing through a development vision requires
a long-term view of policy formulation. Thus, we view monitoring and
evaluation as iterative and recursive. What is important is gathering and
analysing data that tell little bits of a story, one outcome at a time, with
confidence. Seen from this perspective, all lessons learned, of both successes
and failures, are part of the process of iterating towards finding strategies
that work in the long run. Fundamental to this is the need to create the
space, time, and money to undertake this activity on a systematic basis.

We have outlined above why monitoring and evaluation is useful, how
it could harness our knowledge as events unfold, and therefore why it de-
serves serious attention in any long-term development vision. However, we
are also mindful of the fact that budgets are limited and so we endeavoured
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to present a menu of possible levels at which this function could be opera-
tionalised, ranging from the most basic day-to-day surveillance of projects,
to more ambitious policy experiments that are time and cost intensive. Ul-
timately, the choice has to be made with the same fundamentals in mind, as
any other proposal would require: what are the alternative uses of the pro-
posed outlay and do the long-term benefits outweigh the short-term costs?
To some extent, asking questions such as these begin where the science
ends.



Chapter 7

The Way Forward

In this concluding Chapter, we illustrate how the first phase of the MEDS
relates to subsequent phases. We then suggest what should be studied in
the next phase, and encourage debate about this report.

As outlined in Chapter 1, the Western Cape economy encompasses a
very wide range of productive sectors. The large number of sectors and
activities that were the subject of research studies in the MEDS programme
reflects this diversity. Moreover, this is only the first phase of the MEDS
and future phases will examine additional areas. Hence, over time the
MEDS will engage with an increasingly larger part of the economic reality
of the Province, and acquire a deeper and richer understanding of how its
development potential can be unlocked and harnessed.

This raises the question of where we next improve our knowledge base?
A number of suggestions come to mind. The first phase has thrown up
many areas that require further investigation. Tourism, aquaculture, and
the introduction of natural gas are just a few examples. In addition, we
need to learn more about sectors such as jewellery, downstream chemicals,
automotive components, printing, and furniture. More broadly, we must
get a much better grip on the link between industrial policy and human
capital in the context of economic development. It is here that we will need
to look for solutions – both tried and tested, and novel ones – to the jobs
crisis. And of course we must not forget the impact of HIV/Aids. Finally,
the MEDS has thus far confined its attention to the formal economy. Given
the critical importance of the informal second economy to so many of the
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poor and economically marginalised, a baseline study and analysis of its
key dynamics is a very high priority.

In the process of doing this “homework”, the Province will learn about
itself. It will have to reckon with its objective limits. However, it will also
have the opportunity to devise ways to live better with those limits that for
the time being are insurmountable and to overcome the others. It will also
discover its collective strengths, and it may at times be surprised by the
energy and enthusiasm a well-coordinated and managed, broadly supported
provincial effort can create.

This report, commissioned by the Department of Economic Develop-
ment, merely represents the completion of the first stage of the MEDS. It
is not a “blueprint” defining means to an end. Instead it is meant to be a
point of entry to a conversation between stakeholders throughout (and be-
yond) the Province about how industrial policy can help promote growth,
create jobs, overcome poverty, and achieve sustainability. In fact, this con-
versation is perhaps the single most important condition for making the
MEDS happen in the Western Cape. As in any good debate, there will
be different points of view. We look forward to the discussion. The more
widespread the participation, the better.
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Appendix A

Agriculture

Report Prepared by:
Nick Segal

Agriculture is one of the pillars of the Western Cape economy. Although
the Province accounts for some 14% of the country’s GDP (from just over
12% of the country’s agricultural land), it generates about 23% of the
value added in the agricultural sector nationally. It accounts for over 5%
of the Province’s Gross Regional Product (compared with less than 3%
nationally).

The sector has generally performed well over the past 30 years, having
grown faster than the rest of the provincial economy since the mid-1970s, as
well as faster than the national economy and also than since the mid-1980s.

The sector is a significant exporter, and the national boom of recent
years has been the result principally of increases in the Province’s exports.
The top two product categories in the Western Cape’s export basket are
agricultural, viz. fresh, dried and processed fruit as well as wine.

Agriculture is an important employer in the Province. Some 14% of
the employed population work in agriculture, hunting, forestry and fishing
(compared with a little less than 8% nationally). Furthermore, in the period
1996 to 2001, employment in these activities increased by 32 000 (whereas
manufacturing shed nearly the same number).
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The production processes in the Western Cape are more labour-intensive
than in the country as a whole, worker remuneration is considerably higher
(farm workers in the Province earn 24% of all farm wages in the coun-
try, whereas they account for only 18% of the farm worker population)
and farmers’ income is above the national average. These last two factors
mean that purchasing power in the Province’s rural areas is greater than
the national average. (At the same time, it must be noted that farmwork-
ers typically have much lower standards of living compared with workers in
metropolitan areas and also with workers in other sectors outside metropoli-
tan areas – despite nearly 13% of formal-sector employment in the Province
being in agriculture in 1993, only 2,6% of total salary and wage payments
derived from farm employment.)

Within the aggregate employment picture, notable trends are the substi-
tution of labour by technology (consistent with global trends), the replace-
ment of permanent labour by seasonal/part-time labour, the increasing use
of contract labour and an increase in the number of women employed as
farm workers.

Agriculture is important to the provincial economy in a variety of other
ways. These include providing the raw material for a variety of manufac-
turing activities and indirectly generating business opportunities in agro-
tourism of which wine tourism is the leading example. Success of the sec-
tor is critical to the viability of small towns and settlements across the
Province. In general there is good evidence that the multiplier impacts of
agriculture are unusually favourable. Not all of the sector’s impacts are
however positive, as it can have an adverse effect on the natural environ-
ment, for instance.

One of the features of agriculture in the Western Cape is its diver-
sity. As many as 11 commodities contribute significantly to agricultural
production, with fruit, poultry, winter grains, viticulture and vegetables
comprising more than 75% of total output. Its diversity includes fynbos
products, ranging from flowers through rooibos and a variety of herbal teas.
A distinctive feature of the latter of these products is their ”association”
with often poor communities living in distant rural areas.

All in all, in aggregate terms agriculture has performed well in recent
years and some sub-sectors have enjoyed spectacular success. While the
weakness (until last year) of the Rand was a cause of the latter, a variety
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of positive factors (restructuring of supporting and regulatory institutions,
exploitation of niche markets both domestically and overseas, contributing
to – and benefiting from – the boom in tourism, attracting foreign direct
investment notably in the wine industry, and so on) also contributed di-
rectly to the good performance. Looking forward, however, irrespective
of the level of the currency, there are a number of constraints that could
impact adversely on the productive capacity of the sector.

These include resource availability, the most critical being that of water
because of the high dependence on irrigation. The continuing growth of the
Province’s urban population is already putting pressure on agriculture as
a so-called low-value user of water. The ”solution” will require investment
in new irrigation systems and associated infrastructure, along with pricing
and other measures to curb demand.

A second constraint lies in the land-reform programme and slow progress
in the overall transformation process. While achievements to date have
been minimal (for instance, less than 0,8% of available agricultural land
was transferred in the period 1997 to 2002) the critical importance of ac-
celerating land reform is undisputed. The worry, however, is that so far
most of the redistributed land has been used for settlement and not for
agriculture, and also that the institutional capacity to advise and support
the new owners to farm efficiently has only just been formed. Clearly it
would be unfortunate if land reform were to impede agriculture’s perfor-
mance. Subject to budget constraints, which will themselves shape the
pace of land reform, the problems identified will need to be addressed.

The third and last constraint to be mentioned is the increased and in-
creasing competition from southern-hemisphere producers, chiefly in Chile,
Brazil, Argentina and New Zealand. The performance of the exchange rate
will clearly be vital, but product quality control, supply-chain logistics and
marketing will ultimately determine the continued success of the Western
Cape’s producers.

Looking beyond these constraints, there undoubtedly is potential for
growth. For both rain-fed and irrigated land, an analysis by product cate-
gory reveals significant opportunities both to expand existing (often niche)
markets and to enter new ones.
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Appendix B

Fishing and Aquaculture

Report Prepared by:
Mohammad Karaan

The fishing and aquaculture sector research report consists of three parts.
Part I provides a technical snapshot of the current environment within the
industry. Part II discusses the trends and issues in the industry. Finally,
Part III addresses repositioning strategies and policy levers for considera-
tion by the PGWC.

The report starts with a discussion on the general features of the fishing
industry, providing statistics on catches, landings and values of the South
African fishing industry. A section discusses employment and income statis-
tics for the country and the socio-economic contribution the fishing industry
makes to commercial harbour towns in the Western Cape. It also looks at
different measures of transformation and briefly discusses the regulatory en-
vironment of the fishing industry. This is followed by a short summary of
major fisheries active in the Western Cape, which include abalone, deep-sea
and in-shore hake trawl, hake handline, hake longline, traditional commer-
cial line fishery, mid-water trawl fishery, pelagic, south-coast rock lobster,
shark longline, squid, west-coast rock lobster, tuna, seaweed and aquacul-
ture. Finally, the report gives an overview of the aquaculture industry
in South Africa with specific reference to abalone, kelp, mussels, oysters,
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seaweed, trout and eels.

B.1 Current state of the sector

The total value of South African fishing amounted to R2,78 billion in 1999,
and the Western Cape accounted for about 90% of the industry. Demersal
trawl contributes almost 50% to the total value of the industry. The West-
ern Cape exported fish with a total value of R2 418,4 million, representing
8,5% of total Western Cape exports and 73% of total South African fish
exports.

The South African fishing industry employs 38 311 people of which 90%
are black. The Western Cape employs approximately 70% of the workers
and about 71% of the gross remuneration is earned in the Western Cape.
The majority (90,6%) of workers in the commercial harbour towns of the
Western Cape are black. 76% of the black workers are semi-skilled.

Transformation in the fishing industry is primarily the result of a change
in the number and size of fishing rights allocated. Some 2 625 rights (or quo-
tas) were allocated in 2001, of which at least 2 000 qualify as SMMEs. The
Department of Environmental Affairs and Tourism estimates that an av-
erage of 60% are majority PDI-owned (majority previously disadvantaged-
owned means 51% or more of the company is owned by previously disad-
vantaged individuals). This large number of rights allocated to PDIs or
companies owned and managed by PDIs, resulted in a large increase in
the flow of income to impoverished fishing communities. Notwithstand-
ing the progress made with transformation in the fishing industry, there
are still issues concerning especially employment, income generation, skills
development and distribution as well as livelihoods.

Aquaculture is one of the fastest growing industries in the fishing sector,
reaching growth rates of up to 25% in the latter part of the 1990s.

The fishing industry faces a number of key constraints, which include
(not necessarily in order of importance): resource limitations with increased
demand for resource access, the continued marginalisation of small fishers,
lack of co-ordination in the mari-culture sector, limited access to capital
for new entrants and poor fishers, destabilising livelihoods in a seasonal
industry, skills composition among traditional fishers and small operators,
poaching and corrupt behaviour in certain industry niches and poor re-
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source conditions in linefish and abalone.
The report suggests that the fishing industry in the Western Cape has

the potential for development in a number of important areas. These in-
clude local beneficiation and value addition, improving the infrastructure
and enhancing the status of women in the fishing industry.

An additional opportunity for future growth is the development of new
facilities for aqua-culture and mari-culture. This would entail the selec-
tion of specific areas and would require co-ordinated government support
in areas relating to skills development, market access, quality control, com-
pliance standards, finance and work organisation.

B.2 Review of current issues/policies

The report highlights issues in the fishing sector related to resource manage-
ment, marketing and value addition, human resources, technology-support
services and transformation. The management of South African marine
fish stocks compares favourably to international standards with the excep-
tion of abalone and linefish. Poaching is considered the main reason for
the dramatic decline in total allowable catch, with a significant reduction
of some 35% from the previous year. Linefish stocks appear more intricate
as the dwindling stock seems more a result of the volatile interaction be-
tween highly cyclical natural stock levels and fluctuating catch allocations.
Moreover, this resource is becoming increasingly lucrative in domestic and
foreign markets, with added pressure from small commercial-sector opera-
tors.

The fishing industry aims at increased value addition to local products.
This requires support with emphasis on incentives for research and develop-
ment for exports and for product development. Regarding livelihoods, the
seasonality induces volatility in already impoverished coastal areas. This
requires the introduction of alternative business activities.

The regulatory environment is well managed and policed. The regula-
tion of fishing, rights allocations and related procedures are sophisticated
and well developed, even though there is at times dissatisfaction among
fishers and fishing companies.

Transformation in the fishing industry is well on its way with more than
60% of current commercial fishing rights with PDIs or companies owned and
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managed by PDIs. The empowerment of women in the fishing industry has
not been afforded adequate attention. Black representation at professional
levels is also still inadequate.

The report also reviews the aquaculture sub-sector, dealing with re-
source management, technology, trade and markets, research and devel-
opment, the regulatory environment as well as human resources. Marine-
resource sites and inland freshwater resources are documented. Saldanha
Bay and Knysna lagoon are productively utilised for the cultivation of mus-
sels and oysters respectively. The Langebaan lagoon had been acknowl-
edged as a prime mari-culture site, until it was declared a conservancy
and world heritage site. The challenge remains to reopen this area for
ecologically sustainable farming systems. St Helena Bay has established
potential for seaweed mari-culture. The prospects are promising, but it is
capital-intensive and involves imported technology and expertise. A criti-
cal concern is the locating of suitable sites along the south and west coast
for farming purposes. Furthermore, a key frustration with aquaculture
development is the accessing of sites through bureaucratic administrative
procedures. Fresh-water aquaculture has shown considerable growth in the
Western Cape, but environmental controls have to be strengthened.

South Africa has successfully used large-scale mariculture models, using
high-energy water and capital-intensive systems. There is, however, need
for technological adaptations towards smaller-scale models, more effective
technologically, with lower risk and a more distinct impact on poverty al-
leviation. More research and incentives are required for this purpose.

B.3 Suggested policy initiatives

The report finally lists a range of repositioning strategies and policy levers
linked to the issues raised in both fishing and aquaculture, which are appro-
priate for consideration by the PGWC. Three of these proposed government
interventions are listed below.

Firstly, is the planning and implementation of a business development-
support programme for small commercial fishing entities. This programme
would aim to empower small operators in the fishing industry through
extending business-development services that will enhance their commercial
viability and business orientation. The programme should also address
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women in fishing to attain fair representation and economic benefit.
Secondly, there is the facilitation of finance in terms of grants or con-

vertible equity for small companies to invest in critical infrastructure. This
could include capital for processing facilities, boat engines and large equip-
ment, slipways and jetties.

Thirdly, it is suggested that the PGWC co-finances a mari-culture in-
stitute to focus in greater depth on the challenges of this niche.
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Appendix C

Clothing and Textiles

Report Prepared by:
Mike Morris

The first part of the report reviews major international challenges con-
fronting the regional clothing and textiles industries, summarises the na-
tional policy-framework and identifies major sector strengths, weaknesses,
opportunities and threats. The second part focuses on PGWC policy and
strategy interventions aimed to counter the present negative momentum of
the two sectors, to support their re-positioning in relation to export and
domestic markets, and to facilitate their operational upgrading.

C.1 The global context

The global trends have shifted production of garments and textiles towards
the developing world. The key trade frameworks regulating this shift have
been the MFA (Multi-Fibre Agreement) allowing USA, Japan and Europe
to impose import quotas, and the Agoa (African Growth and Opportu-
nity Act) allowing duty-free imports from Africa to the USA under certain
production-conversion conditions. Most developing countries with quota re-
straints do not use the full quotas they are entitled to, but China, India and
Indonesia have shown the most consistent and wide-spread near-saturation
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of quotas for yarn, fabric and garments.
With the MFA being phased out in January 2005, the critical issue is

the impact of China on global trade. In such a quota-free world, experts
predict that China’s share of world clothing exports will double in less than
five years, and that more than 80% of clothing production may move to
China.

The Agoa rules of origin, on the other hand, require South Africa to
undertake a triple-stage transformation (i.e. yarn to fabric to apparel) in
order to qualify for duty exemption. This severely limits the ability to ex-
port garments under Agoa. Rules of origin tie the domestic textiles industry
into the clothing-production process and therefore any textile weaknesses
can have a marked impact on the success of clothing exports.

C.2 African market integration

Sub-Saharan African (SSA) sectoral exports are globally negligible but in
country terms rapidly growing, primarily due to MFA quotas and Agoa op-
portunities. SSA exports are mainly low-price basic items such as trousers,
t-shirts and sweaters that typically have long production runs, low labour
content and few styling changes. The majority of SSA exports in the sector
are not competitive in higher value-added segments where product styling
and marketing play an important role. A disadvantage for SSA is that it is
not a particularly low-cost location. Labour costs are relatively high, pro-
ductivity is low, lead times are long and non-labour input costs are higher
than in Asia. Many SSA firms will therefore find it difficult to compete
in a quota-free environment. It is unlikely that Agoa and EU preferences
will be sufficient to keep the industry competitive outside of the man-made
fibre and woollen clothing sub-sectors where SSA is competitive and where
US import duties are high. On the import side, the 40% tariff rate provides
insufficient protection because of poor customs policing, combined with the
strong Rand and commitments to the WTO to further reduce tariffs. All of
this renders the domestic sector highly vulnerable to Asian imports. As a
result there has been insufficient investment in the industry and a national
decline in the number of clothing firms in the past few years. South African
clothing firms appear to be increasingly relocating to areas where they can
pay lower wages to counter the price pressures from imports. The indus-
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try has stressed skills development, but the Seta lacks credibility among
manufacturers and is not supported.

Two strategic conclusions are stressed. Firstly, to compete in the basic
product range where most of South Africa’s exports currently lie, the cost
structure will have to be internationally competitive. Therefore, South
Africa should focus on the “fashion-basic” segment which requires greater
focus on delivery times, services, quality and product range rather than
price. Buyers in this segment are usually looking for the complete package
where producers supply services such as design, quality control, cutting,
sewing, sourcing of raw materials, logistics and labelling. Suppliers need
to manage these services while controlling costs. In addition, close co-
ordination with textile producers will be required.

Secondly, since tariff protection from Agoa is lowest in cotton products
and highest in synthetics and woollen products. Western Cape garment and
textile producers should be wary of depending on exports of cotton-based
products.

The Duty Credit Certificate Scheme (DCCS) is an export-incentive pro-
gramme for the textiles and clothing industries, designed to encourage out-
ward orientation. Yet the majority of the DCCs are sold (at a 30 to 40%
discount) to domestic retailers who use them to import garments and house-
hold textiles, reducing demand for domestic products and hurting domestic
firms. The DCCS is currently being reviewed and the industry has made a
submission to National Government.

C.3 The Western Cape sector

The Western Cape clothing and textiles sector is vital for the provincial
economy, but it has struggled lately more than the industry as a whole.
Since the impact of a loss of this sector is uncertain, as no socio-economic
impact studies have been undertaken, this report recommends that such a
study be conducted.

Although, exports have increased since 2001 (but less than in the other
provinces), the industry is still focused on short production runs for high-
end domestic firms. The cost structure of the sector (including wages) is
higher than in other provinces. There has been a move towards firms be-
coming more design-orientated, which has resulted in factory downsizing



182 APPENDIX C. CLOTHING AND TEXTILES

and the outsourcing of the manufacture of garments to CMT operators.
Since the local sector situates itself at the higher end of the domestic mar-
ket, the report recommends that design- and marketing-related skills are
upgraded.

A further constraint for the clothing industry is the shortage of domes-
tically produced fabrics as well as the variety of local fabrics available. This
inhibits firms meeting rules-of-origin requirements for exports, and forces
them to import fabric. In fact, domestic textiles firms have moved towards
producing an even more limited supply of standard fabrics with large pro-
duction runs and to produce more household and industrial textiles. Quite
logically, the textiles industry is not prepared to invest substantially to
supply the clothing industry given the lack of confidence in the future of
the clothing industry.

Given the domestic-market focus of the Western Cape clothing industry,
the end of the MFA will have a more detrimental impact than on other,
more export-focused, provinces. Even free-trade agreements with China,
India and Mercosur will create greater competition with imports in the
domestic market, in fact they are likely to severely effect the textiles and
clothing industries. If the Western Cape continues to focus primarily on
the domestic market, it will capture a decreasing share of this market. If,
however, the industry upgrades and improves manufacturing processes and
skills, it might look towards a larger export market.

C.4 The road ahead

Under current global conditions and in the absence of interventions to rad-
ically upgrade the industry to make it competitive and shift its orientation,
the future of the Western Cape clothing and textiles sectors over the course
of the next five years is bleak. It is likely that the clothing sector’s oppor-
tunities for expanding exports will decrease substantially and that these
opportunities will also become increasingly restricted to certain niches –
synthetics and some woollens and men’s wear. As the clothing sector is
also heavily orientated to the domestic market, if no interventions occur to
assist firms to become competitive enough to deal with cheaper imports,
it is likely that import penetration levels will continue to increase over the
next five years. In short, the clothing sector is likely to shrink rapidly.
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Without substantial industry upgrading, improvements in manufacturing
processes and skills, as well as an increased focus on export markets, the
Western Cape will only be left with a few firms, employing a small number
of people and merely servicing niche markets. If the currency depreciates
(which seems unlikely), the outlook for the industry will alter, but this does
not change the fundamental need to increase competitiveness.

This analysis also covers the textiles industry in so far as it feeds into
the apparel value chain. By and large, it equally applies to the house-
hold textiles sub-sector, which is under very similar pressures. The indus-
trial/technical textiles sub-sector is in a potentially similar position to that
of the Europeans, even if no interventions occur. It is likely to survive and
perhaps even prosper on the back of its own innovative developments. The
danger is, however, that as the mainstream textiles industry disappears,
the technical institutional support on which this niche draws, diminishes to
the point where the sustainability of the sub-sector becomes threatened.

Finally, nothing will make the slightest difference if firms in both cloth-
ing and textiles do not significantly internalise the principles of world-class
manufacturing and recognise the importance of upgrading. The report
highlights the threat confronting both clothing and textiles, particularly in
low value-added, commodity-based sub-sectors. This suggests that firms be
assisted to significantly upgrade their production activities and operational
performance in line with manufacturing-excellence requirements. To do so
implies significant intra-firm learning, as well as high levels of inter-firm co-
operation, in order to build learning networks and clusters that can assist
enterprises upgrade so as to meet the requirements set by demanding global
and domestic value chains. While demanding value chains may well assist in
this process, there is a direct role for provincial and metro-governments to
ensure that local service providers are funded and encouraged to stimulate
inter-firm co-operation and to build learning and restructuring networks.

C.5 Sectoral policy and strategy levers

The first recommendation is that government should support a sector-
cluster programme that seeks to enhance inter- and intra-firm efficiencies
and provides incentives for smaller firms, including CMTs, to engage. This
support should be given for a limited period (perhaps three years), with
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the programme assessed and evaluated against efficiency and productivity
measures for the industry as a whole and for the participant firms.

The second recommendation is that the provincial government supports
a centre for the clothing industry, undertaking training and research, and
focusing on marketing, merchandising and design. This center should be
located at a local tertiary-education institution, with financial support lim-
ited (initially) to about three years.

The strategy levers identified in this schematic framework are set out
below in point format.

It is recommended that the PGWC focuses on the following areas, as
a mechanism for effecting positive, necessary change within the regional
clothing and textiles sectors:

C.5.1 Indirect policy influence on National Government

• Lobbying the national organs with respect to changes in industrial-
policy formulation.

• Lobbying nationally for changes in the implementation of the DCCS.

• Lobbying national organs to more effectively review industrial policy
such as DCCS.

• Lobbying the dti to monitor/evaluate industrial policy-support mech-
anisms.

• Lobbying the dti to provide international comparative information.

• Lobbying the dti to set up effective international/market-trend infor-
mation collection.

• Lobbying the dti for implementation powers with respect to supply-
side support measures.

• Lobbying the dti for provincial participating in sector-development
councils.

• Influencing central statistics to collect detailed provincial sectoral in-
dustrial data.
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C.5.2 Direct policy and strategy levers

• Set up a DCCS credit-clearing house for Western Cape clothing and
textiles exporting firms.

• Set up a clothing and textiles information hub to provide the following
information:

– market information on global buyers to assist effectively linkage
to global value chains;

– disseminating sector trade intelligence to exporting firms;

– export information on how measures such as the DCCS or 470.03
operate, etc.;

– service-provider directories to assist supply-chain efficiency and
linkage;

– regional/local information on manufacturing trends, firm level
data, analyses;

– commissioned research on various aspects of the sector; and

– specific information on different cultural markets firms are re-
lating to, for example, language assistance for exporters, legal
systems, unique credit mechanisms.

• Provide funding to engage in clear programmes aimed at raising com-
petitiveness levels.

• Set up continuous improvement learning networks/benchmarking clus-
ters to bring operational performance into line with world-class man-
ufacturing principles and techniques.

• Become a conduit for implementing and monitoring the dti’s supply-
side-support measures.

• Interface with tertiary-education institutions to ensure consistent and
continuous provision of various programmes for upgrading manage-
ment and technical skills in the sector.

• Support clothing and textiles sector centres of excellence, undertaking
research and training in the provincial tertiary-education institutions.
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• Profile/project a design/fashion high value-added focus for the provin-
cial sector.

• Attract designers, fashion experts, high-level management to Cape
Town as the fashion centre.

• Bring trade missions from other countries and set up strategic firm-
to-firm direct visits.

• Focus attention on eliminating logistic blockages in the freight and
harbour linkages.

• Facilitate a discounted uniform container-freight rate with freight for-
warders.

• Ensure Seta efficiency to raise skill levels of lower management and
labour.



Appendix D

Metals and Engineering

Report Prepared by:
Simon Roberts

The metals- and engineering-sector report provides an overview of both
national and provincial trends, focusing on specific sub-sectors, like basic
metals and structural steel, metal fabrication and engineering, foundries,
shipbuilding and repair as well as boat building. The industry grouping is
defined to exclude automotive and machinery manufacture from the anal-
ysis, but includes the tooling industry. The key objective of the report
is to assess industry dynamics in order to identify potential areas for re-
positioning and possible levers for government intervention and support.

D.1 Current state of the sector

National data indicate strong growth in the basic metals industries with
non-ferrous metals recorded the strongest growth rates over the past four-
teen years. Notwithstanding government’s strategy of moving towards in-
creasing beneficiation and growth in downstream industries, the reverse
has been occurring, with South Africa increasingly a producer of relatively
unbeneficiated upstream products. This has concrete implications for the
Western Cape economy.
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The broad group of metals and engineering has experienced poor growth
and declining employment levels since 1995. The best performance within
the industries has been iron and steel, but the key challenge is to use the
local production of iron and steel (and other metals) in further beneficiation
in growing downstream industries, which are relatively labour-intensive.

The Western Cape has clear advantages in South Africa’s integration
into the international economy related largely to geography – in simple
terms, coastal locations are in a better position to take advantage of op-
portunities from international trade, technology and production networks.
The ways, in which this integration impacts on the provincial economy,
and the impacts on different groups such as low- skilled and high-skilled
workers and different economic sectors, depends to an important extent on
actions by government. Broad-based manufacturing growth depends on the
patterns of competitiveness in the provincial economy. Competitiveness in
the context of being able to deliver on design, quality and delivery dimen-
sions requires vibrant firm clusters and effective local institutions. In the
absence of an appropriate framework the Province will continue with ex-
ports of unbeneficiated metals and in niches such as yachts, with relatively
limited returns to the wider economy.

The broad approach here is in line with the thrust of government’s in-
dustrial, trade, technology and skills policies. The challenge is to ensure
effective implementation. This relates to building/developing effective local
institutions and to information gathering, analysis and dissemination. To-
gether this will mean that the PGWC is able to play a crucial co-ordinating
role by building linkages between different programmes, ensuring coher-
ence and consistency, and identifying and removing bottlenecks. This is
also very important if government attention is to be directed to less high-
profile sectors and industries, which may have much greater potential to
absorb low-skilled labour and thereby contribute to poverty alleviation. By
comparison, an investment marketing approach will inherently be drawn to
higher-profile sectors. This does not mean that these be ignored or down-
played, but instead place greater emphasis on co-ordination and ongoing
assessment to ensure consistency of programmes with PGWC’s priorities.
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D.2 Future growth prospects

For growth of downstream industries firms must be internationally com-
petitive. International trade is much more significant now than five or ten
years ago. The coastal location and relatively good skills base in the West-
ern Cape places it in a good position to benefit from the opportunities on
increased integration into the international economy. But these opportu-
nities require co-ordinated government interaction in areas relating to the
upgrading of firm capabilities, skills development, technological capabili-
ties, technical services, investment in machinery and equipment, market
access, supply chains, materials quality, quality control, compliance stan-
dards, access to finance and work organisation.

The research analysis indicates examples that demonstrate the broader
potential areas of industrial growth and development. Aside from the obvi-
ous case of yachts, the development of the foundry industry in the Western
Cape is striking. The growth has been partly catalysed by the dynamism
of the auto sector, despite the absence of a major OEM in the Province.
In addition, the growth has been built on the development of inter-firm co-
operation, including specifically training. This contrasts with the failure
of the industry at the national level to develop a coherent training strat-
egy, something that it is currently working on using the Western Cape’s
experience. The foundry industry is also significant as it produces impor-
tant intermediate inputs to a wide range of other manufacturing sectors,
including machinery and equipment. It is not particularly labour-intensive,
but neither is it especially capital-intensive. Rather, investment in up-to-
date capital equipment goes hand-in-hand with being able to deliver on
product specifications and, as evidenced in the Western Cape, significant
employment growth.

In addition, the research indicates that there is great diversity within
sub-groupings and that firm-level considerations are very important. This
means that the range of factors which relate to building firm production
capabilities, including the organisation of production, firm strategy, access
to finance (especially of small firms), etc. Benchmarking is one tool by
which these factors can be addressed. It demonstrates to firms what can
be achieved, and motivates to learn from best practice among their peers.
Benchmarking is recommended as a broader adoption. The foundry indus-
try is a possible one to explore as firms are aware of its impact in the auto
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sector and are already engaged in inter-firm communication.
Overall, the research analysis suggests five main interrelated planks for

consideration by the PGWC in advancing regional economic growth and
development:

• Address cost competitiveness issues (including steel prices); these are
impeding the performance of labour-intensive, relatively basic prod-
ucts.

• Action-orientated plans to ensure that policies for skills and training
are being effectively implemented. Are firms using the skills levy, are
local institutions providing the appropriate courses, etc.?

• Monitoring the various technology initiatives and identifying where
provincial- and local-government facilitation can ensure the poten-
tial gains are realised (including the National Tooling Initiative, Ad-
vanced Metals Initiative, etc.).

• Mechanisms to build inter-firm communication and co-operation, such
as benchmarking (specifically proposed for foundries).

• Selection of a small number of target areas where government action
can facilitate significant expansion, of which ship-repair and ship-
building are examples.

D.3 Current policies

Across the industry groupings one finds dynamic and leading firms. In-
deed, it is perhaps a surprise to find very successful and export-orientated
foundries making products for the auto sector while there is no auto OEM
located in the Western Cape. In ship-building and -repair, activity has
been increasing in recent years, albeit from a small base. The growth of
boat building (yachts) is impressive – building on a historical base through
increasingly sophisticated activities requiring design, marketing and pro-
duction technology. In yacht manufacture, while the strength of the Rand
has meant poor performance by many firms, there are several that due to
their orientation and strategy are performing very well. This does not mean
that we are reduced to firm specific stories, but that important emphasis
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needs to be placed on factors related to the building of firm capabilities.
Skills development and support for the adoption and adaptation of im-
proved technologies are crucial here. These in turn go to the importance
of local institutions, which are orientated to the needs of firms and their
workers. The analysis also suggests the value of firm benchmarking and
clustering. The success of some firms suggests important lessons to be
learned from greater inter-firm communication.

Industrial groupings in metals and engineering have developed largely
in the absence of any purposive government action, with the one exception
being state support for the expansion of steel manufacturing at Saldanha.
However, this initiative has not translated into increased downstream pro-
duction. One of the proposed initiatives is specifically based on a change
in government policy in this regard to address steel pricing in the local
market.

There is also currently a set of important national-government frame-
works, which need to be implemented in concrete local actions. These
include for instance the Tooling Initiative and Advanced Metals Initiative
falling under the Advanced Manufacturing Technology Strategy, and the
development of proposals for technical centres and innovation networks.

D.4 Key policy initiatives

The research report concludes with a matrix providing three classes of
interventions: industry-specific, cross-cutting national (addressing issues
of common or national concern) and cross-cutting provincial (addressing
issues of common industry concern in the Province). These interventions
have to be prioritised and carefully unpacked. However, listed below are
three possible initiatives and interventions for consideration.

D.4.1 Saldanha steel beneficiation cluster

Current negotiations by National Government of a developmental pricing
framework for steel (to be extended to other basic metals and chemicals)
will mean that downstream activities that are currently uncompetitive
(both in relation to imports and exports) will become progressively more
competitive depending on the phasing agreed on. If it is similar to the deal
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already in operation in motor vehicles then it implies approximately a 20%
reduction in steel prices from the import-parity levels. Taking advantage
of this means that other constraints to firm growth and new firm entry
will become relaxed. The growth of downstream metal products activi-
ties will increase local demand for steel and reduce the amount that Iscor
has to export – meaning a win–win outcome. Given the labour-intensity
of metal products activities and their relatively low-skill requirements it
would be appropriate for a task team to examine obstacles to expansion as
part of discussions around increased beneficiation of steel from Saldanha
(and Duferco).

The establishment of a service centre already means that steel can be
cut and slit for use by fabricators, and there are several firms engaged in
manufacture of products such as palisade fencing for export. It should be
emphasised that there are very large employment-creation opportunities of
a mainly low-skilled nature in metal fabrication.

A Saldanha steel beneficiation cluster requires:

• the PGWC to ensure beneficial pricing for local firms;

• an industrial development plan for the area, the current lack of which
apparently is holding up further industrial growth (despite the loca-
tion of heavy industries in the area);

• provision of infrastructure for firms making Greenfield investments
and for those expanding their capacity and employment; and

• a commitment to provide the appropriate training support.

D.4.2 Ship-building

There is a major opportunity for the PGWC to develop a shipbuilding in-
dustry focused on smaller vessels such as tugs and harbour craft, targeted
particularly at the west African market including oil and gas. The only
producer currently is performing well, and there is interest from new en-
trants. A key obstacle to accessing export markets within Africa is the
financing currently provided by European countries to buyers of their ex-
ports of ships. A competitive financing package is therefore required and
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would be consistent with Nepad objectives where South Africa becomes a
major supplier of ships to other African countries.

A Western Cape Shipbuilding initiative requires, among others:

• identification of sites for major new shipbuilders and appropriate in-
frastructure provision;

• identification of potential investors, foreign and local;

• development of a “package”, including export financing, local design
and utilisation of research capacities of tertiary institutions;

• a steel pricing deal for shipbuilding firms; and

• an industry development body.

D.4.3 Expansion of the ship-repair infrastructure

The demand for ship-repair services is set to increase rapidly with the boom
in sea freight and the increased shipping activity up the west coast of the
African continent. The Western Cape has a major natural advantage due to
its location. The biggest obstacle is simply the capacity and organisation
of the relevant infrastructure. Skills constraints are also becoming very
important with the lack of a structured approach to appropriate skills being
an obvious gap.

Sustained growth of ship-repairs requires:

• establishing/improving learnerships for artisans in technical colleges;

• an evaluation of trends in repair over the next five to ten years, and
expansion plans for the Province; and

• marketing of Western Cape ship-repair strengths.
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Appendix E

Oil and Gas

Report Prepared by:
Mark Beare

E.1 What is COGSI?

The PGWC has taken the bold step of promoting a cluster initiative,
namely the Cape Oil and Gas Supply Initiative (COGSI) to take advantage
of increased UOG activity. This initiative has the tenuous support of Na-
tional Government, indicated by the formation of the national Oil and Gas
Task Team (the OGTT) chaired by the national Department of Trade and
Industry (the dti) to provide national strategic direction to the upstream
oil and gas initiatives.

The UOG value chain has three distinct facets, namely production,
sourcing and marketing. The first is self-explanatory and relates to tan-
gible competitiveness, the second relates to looking back along the supply
chains to identify the logistical advantages and disadvantages that one has
and finally the marketing is forward looking and relates to the reaching
out to both the supply (sectoral facilitation and promotion) and demand
(outward branding in the market) sides. COGSI, as the only identifiable
institution constituted formally to promote an UOG cluster, also has both
public and private sector networks that can be used to facilitate the align-
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ment of the production, sourcing and marketing activities whilst not actu-
ally getting involved in the organisation of the production hub and sourcing
supply chains. Consequently, COGSI’s role would be to leverage alignment
between the supply, production and consumption aspects of the value chain.

COGSI has been launched to promote a collaborative and competitive
supply hub/cluster located in the Western Cape. This cluster initiative sig-
nifies an institutional competitive advantage from a value chain alignment
perspective. COGSI identified four segments of the UOG services value
chain as those to be pursued. They are the supply of services, the repairs
and maintenance of offshore installations and vessels, and the fabrication
of PAUs.

The PGWC’s UOG service supply cluster initiative is however depen-
dent on the achievement of the following critical or necessary conditions for
success:

(1) Close alignment of government, private and state owned commercial
enterprise stakeholders to promote collaboration nationally; to provide
coherent policy clarity and foster consensus around shared and com-
mon goals; and to prevent unnecessary competition for resources from
competing regional initiatives and commercial investors.

(2) Transparent collaborative processes to integrate the current disaggre-
gated competence into a cohesive national capacity that can deliver
consistently reliable services in time, in spec and in budget. This
should include early involvement of contractors in field development
decision-making processes and the unhindered flow of information and
knowledge.

E.2 Is there an opportunity in the UOG sector?

The answer to the question is a qualified yes. While UOG opportunities are
substantial, long-term success is contingent on the achievement of an 8%
new build fabrication market share over the next five years. While there
is an assumed strategic advantage for South Africa in relation to the Far
Eastern and American suppliers, the Western Cape is at a locational dis-
advantage relative to the Nigerian, and to a lesser extent Angolan, coastal
sites and the presence of South African based engineering competence is no
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assurance of competitiveness. To date there is no concrete evidence that
a comparative analysis of South Africa’s steel and engineering sectors has
been conducted by the Department of Economic Development prior to the
launch of COGSI.

E.3 Is the Western Cape well positioned to de-

liver on this potential opportunity?

From a production and sourcing perspective South Africa and more specifi-
cally the Western Cape does not immediately offer any advantages. Import
parity pricing (IPP), uncompetitive domestic logistical networks and severe
labour shortages all undermine the competitiveness of both the steel and
engineering sectors. In other words, the Western Cape has no immediate
advantage from a production or sourcing perspective with regard to the
West African UOG services sector.

However, through COGSI, the Western Cape has the tactical first mover
advantage of leveraging a comparative advantage with regard to the organi-
sation of the UOG service supply value chain in relation to the West African
market. How well it is positioned, is debatable, since COGSI is currently
a Western Cape based cluster initiative with the production located else-
where in South Africa, uncertain sourcing capacity whilst the market it is
trying to penetrate is located in West Africa.

In order to align this regional ‘cluster’, COGSI needs to be extremely
well networked within the private and public sector. Currently the chal-
lenges facing the COGSI ‘brand’ are the urgent need to promote a regional
cluster, facilitate the national organisation of production, and facilitate the
unlocking of the sourcing potential and convince the market that it can
deliver solutions to these challenges. In other words, the potential cluster
has three key features:

(1) An optimally located fabrication hub supported by dedicated and pur-
pose built infrastructure marketed through a national brand – the
South African Oil and Gas Alliance.

(2) The competitiveness of the hub, in terms of the production (steel and
engineering sectors) and the sourcing (transporting fabricated compo-
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nents from the inland to the coast and then on to the West African
market).

(3) The regional alignment of the value chain with the regional sectoral and
development trends in the West African UOG market in order to realise
any competitive advantage through penetration into the target market.
This third objective should be the focus of the COGSI initiative.

Therefore, COGSI represents the Western Cape’s astutely leveraged
comparative advantage from an institutional and geopolitical perspective.
While COGSI has little scope to organise production or sourcing, it is
well positioned to market the productive and sourcing capacity available.
COGSI is therefore nothing more than a tactically launched institution
with a potential brand that needs to market itself. It is not a production or
sourcing hub intitiative, but first mover tactic designed firstly to promote
the Western Cape in the UOG sector and secondly to leverage clustering
by promoting South Africa’s competence and capacity in supplying goods
and services into the West African UOG market.

However, if COGSI is to draw in other stakeholders, it has to have a
commanding and inclusive identity. The advantage of a national identity
is that it sends a powerful message to the market that the intitiative has
‘national’ backing and also promotes an inclusive environment for various
stakeholders to participate in the marketing process and therefore have the
opportunity to achieve early or first mover entry into the market. The
more innovative aspect of this is how to generate and leverage opportu-
nities to listen and learn in a collaborative environment which promotes
information flow and knowledge sharing. The various stakeholders need to
have a forum(s) where the pressing issues of the market can be deliberated
transparently by all stakeholders.

In addition, there is a need to bring in West African stakeholders and
operators into a regional ‘clustering’ process and promote the brand into
the West African market. A nationally branded cluster (‘NOGSI’) should
aim to ‘include’ the national steel and engineering production components
(and any competing clustering initiatives) and convince them that it is best
positioned to leverage market access. ‘NOGSI’ would also need to facilitate
the integration of supply chains that can deliver product to the Western
Cape fabrication/sourcing hub (due to its locational advantage vis e vie
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the West African market) for reliable delivery into the West African UOG
market.

While COGSI may not coordinate the production activities, it can play
an important facilitation role in coordinating the marketing efforts of South
African companies. South Africa has a well-developed steel and engineering
industrial base. However, it is inland based, not organised to promoting
itself into the UOG sector and even less so the West African market. This
is even more important in South Africa where the production is dislocated
from the market and efficient logistical coordination is required to provide
competitive connectivity of the inland fabrication to the offshore market.

E.4 Main recommendations

The main recommendations arising from this research are as follows:

Recommendation 1 Promote COGSI as a nationally identifiable brand

COGSI can use this to leverage first mover advantage to facilitate the
organisation of the South African based production and sourcing in order
to grow the ‘COGSI’ brand, and to subsequently organise the regional value
chain through a powerful and well-coordinated marketing campaign.

COGSI needs to build a national cluster which is sensitive to, but not
determined by local parochial interests. This national cluster needs to be
‘regionalised’ in order to provide an inclusive environment in which the
‘COGSI’ brand is sold. The regional organisation of the value chain should
promote integration that will leverage collaborative behaviour throughout
the region paving the way for the promotion of South African companies
and fabrication sites within the regional ‘cluster’.

Recommendation 2 Conduct a benchmarking investigation.

The Department of Economic Development needs to urgently conduct a
comparative competitiveness or benchmarking exercise to ascertain the real
advantages of the South African steel and engineering sectors from both a
production and sourcing perspective. The purpose of this is to provide
decision makers and investors with accurate data to make less risky invest-
ments and to more efficiently and productively deploy human resources to
pursue market opportunities.
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The UOG sector is essentially a global steel and engineering driven
value chain where the competitiveness in fabrication is driven by the cost
drivers in the two sectors. Import parity pricing in the steel sector and
the spatial arrangement of the engineering sectors places South Africa at
a logistical disadvantage as engineered products have to be transported to
the coast for shipping to the West African market. However, it is important
to determine whether the disadvantages that seem to dominate in any high
level strategic analysis of the steel and engineering sectors are absolute
or not. A comparative (or benchmarking) analysis will enable decision
makers and investors alike to determine with a degree of precision as to
what comparative levers exist to relatively reduce some of the disadvantages
to make the South African fabrication industry competitive.

Moreover, the Department of Economic Development (DED) must step
in and leverage the development of the hub and investment in produc-
tion. The DED needs to play a greater role in levering national political
championship of the UOG brand. National Government can then be more
proactive in leveraging market access through the regional and bilateral
trade negotiations. The DED also needs to play a greater role in assisting
COGSI to galvanise the hub (as distinct from the cluster) as this should
be based in the Western Cape. It will be COGSI’s task to market the
location of the fabrication hub in the Western Cape as part of the brand
development.

From an investment perspective, the DED can directly leverage incen-
tives which COGSI cannot – the PGWC, however, needs to know the in-
centives will generate value in terms of economic growth and job creation.
Hence, DED needs to conduct an urgent comparative/benchmarking anal-
ysis so that it can make informed decisions that demonstrate the political
will to support to the fullest any appropriate production initiative that has
a competitive advantage and commercial interest from the private sector.
Moreover, such a benchmarking exercise will ensure that the DED is able
to promote the hub around the correct components in the first instance –
i.e. those that have a comparative advantage or at least will be able to
leverage the same in the near future.

In order to realise the value of such comparative/benchmarking anal-
ysis will be realised when COGSI and the National Government take the
information and turn it into evidence to promote collaborative regional be-
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haviour that will leverage mutually beneficial resource allocation through-
out the region. In order to achieve this, COGSI or a facilitator needs to
align the local, provincial and national authorities towards an end state
where COGSI or its nationally branded successor has a standing invitation
on trade delegations to West Africa.

Recommendation 3 A regional conference, including stakeholders from
the West African market.

While this political leverage role of government stakeholders will be
critical to the success of COGSI, the market players can also be aligned
through a COGSI initiated regional ‘competitiveness/clustering conference’
which provide both a forum and vital information for COGSI to establish
the market linkages. Once the cluster is ‘regionalised, then the purpose of
such conferences would be to keep the region ahead of the developments to
sustain its competitiveness. In the short term we cannot bring the market
to South Africa, so we must bring the stakeholders to South Africa to
impress them with our location, infrastructure and industrial base. A well-
managed conference will be able to articulate the South African brand and
its value to the region.

Recommendation 4 Empower COGSI to deliver on these recommenda-
tions.

The next six months will be critical for COGSI. The above recommen-
dations need to be delivered within the next 6 to 8 months. However, more
analysis is required in three areas critical to the success of COGSI, namely,
South Africa’s competitiveness in production and sourcing, the institutional
arrangements required to leverage the ‘NEPAD factor’, and to leverage in-
frastructure developments in the Western Cape. It is recommended that
additional research be commissioned in these areas as soon as possible.
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Appendix F

Electronics

Report Prepared by:
Access Market International
(Pty) Ltd.

F.1 State of the Sector

As reported in the first electronics sector paper, the electronics industry
in the Western Cape is a small but innovative industry which has proven
itself world-class in terms of innovation and niche production. It was deter-
mined that in 2004, the electronics sector in the Western Cape contributed
approximately R13.6 billion to the total national electronics output of ap-
proximately R62 billion. The sector developed, similarly to Israel, out of
a necessity due to the fact that stringent trade embargos limited interna-
tional trading opportunities. The requirement at that time was also fuelled
primarily by the defence and parastatal industries.

The Western Cape electronics sector consists mainly of a handful of
players with each a specific focus of production ranging from defence elec-
tronics to telecommunications and security and risk management related
electronics. The sector in the Western Cape consists out of approximately
74 companies of which the majority focuses on manufacturing. Manu-
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factured components include printed circuit boards, temperature systems,
voltage sensors, battery chargers, heater controls and oxygen utilisation
rate meters. Electronic systems are designed and produced to support a va-
riety of industries including telecommunications, automotive, IT, consumer
electronics, power electronics, defence, aerospace, security, and testing –
most of these sub-sectors contain no more than five electronics companies.

Most of the companies in the sector are micro companies. The following
table categorises some of the companies according to their sizes. These fig-
ures have been extrapolated from ratios obtained from the Research Study
into the Contract Manufacturing sub-sector of the Electrotechnical industry
in South Africa (2004) and normalised with industry interviews.

Table F.1: Electronics companies in the Western Cape

Size Number
Large (> 200 employees) 4
Medium ( 51 - 200 employees) 12
Small( 20 - 50 employees) 22
Micro ( < 20 employees) 36
Total number of companies 74

Specific industry focus areas are also thin with each large manufacturer
more or less focusing on its products with little or no local competition. The
sector has some sophisticated manufacturing facilities, although a limited
amount of large volume manufacturing is done. Production activities are
more characterised by lower volume niche manufacturing activities.

The innovative spirit and capability of the Province is fuelled by the
proficiency of the skills base in the electronics industry consisting out of
highly skilled engineers of world-class standard. The labour force and lower
and middle management structures, although relative expensive compared
to Asian counterparts, is experienced and also have a high base of technical
expertise. The high level of expertise and knowledge in the sector can
be contributed to the easy access to the 3 top class tertiary institutions,
not only contributing to the delivering of a good grade resource but also
responsible for ground breaking research and development. The further
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stability of the labour force is seen to be a competitive advantage, with little
staff turnover and high levels of employee satisfaction. However, due to the
relative low economic activity in the electronics industry in the Western
Cape, the sector does not seem to have the potential or capacity to create
significant employment opportunities.

The high level of innovation in the electronics sector in the Western
Cape is found in design, low-volume manufacturing, customisation and
problem solving. Its propensity to satisfy customer needs, willingness to
facilitate practices outside normal product offerings (in order to accom-
modate these needs) and flexible service delivery, can also contribute to
competitiveness.

Although the National Government is promoting the industrial and
competitive growth of the economy by promoting research and develop-
ment and innovation through a variety of programmes, the direct effect on
the Western Cape electronics sector has been limited to date. However,
this sector has huge potential for growth as learned from experiences by
other international players such as the Asian Tigers.

F.2 Challenges

The following factors, which impact negatively on the ability of the elec-
tronics sector to compete have been identified:

• The South African electronics sector products are not price compet-
itive with the low-cost imports from the Eastern countries. For this
reason, the manufacturing of electronics has been declining steadily,
forcing many companies to seek niche markets. The direct effect is
that South Africa imports low volumes of electronic components for
assembly in the country, contributing to the higher cost per unit of
the final product.

• The cost of labour is high compared to other countries such as Malaysia.
This cost leads to higher prices, hence lowering competitiveness. Labour
rates range from as little as US$0.70/hr in Asia comparing to approx-
imately US$3.75/hr in South Africa.

• Logistical difficulties arise as a result of South Africa’s distance from
significant electronics markets.
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• A short-term view of research and sector development initiatives. For
example, SPII only addresses the embryonic stages of product devel-
opment, does not meet further direct costs, and the R1.5m ceiling is
insufficient for most R&D expenses in the sector.

• The lack of communication between sector stakeholders - A lack of
proper formal communication channels and resulting in ineffective
cooperation, which inhibits the proper and effective functioning of
the sub-sector as a whole. Many opportunities have been lost due to
a lack of communication between original design houses, suppliers and
contract manufacturers, when products and services were imported
for local manufacturing or exported for further processing, rather
than looking to local manufacturers, which could deliver the same
functions at similar prices and quality standards.

• Industry fragmentation – Although an electronics industry body in
the form of the EIF exists, companies typically do not give much
support to the associations as they feel that it is a waste of time and
that it does not add value to them as a business. For this reason,
the EIF and other similar associations find it difficult to work as one
body with one voice.

• Marketing and promotion - The Western Cape electronics sector does
not enjoy adequate joint marketing and promotion. Efforts are largely
focused on Gauteng and individual companies are responsible to pro-
mote themselves.

• Responsiveness to technological advancement – The local electronics
industry is reactive rather than proactive compared to international
market and technological trends. If the South African electronics
industry wants to enter the high-value, low-volume, customised, flex-
ible or design- oriented market, it is of the utmost importance that
products should be of high quality and comply with technologically
advanced standards.

• Insufficient investment in research and development – Research and
development is the cornerstone of any business that thrives on build-
ing a concern based on strengths such as design capabilities, cus-
tomisation and flexibility in product offerings. The Western Cape



F.3. PROPOSED FUTURE STEPS 207

electronics industry should therefore invest a similar or even larger
proportion of its net profits in research and development, than is done
internationally.

• The cumbersome application process for incentive programmes ham-
per investment flows into the Western Cape. Industry experts agree
that the process is too time-consuming with too much “red-tape” and
the process is daunting for potential applicants.

In response to these identified challenges, a number of reactive initiatives
could be proposed. However, it is important to consider the policies and
programmes that National Government has launched to promote the devel-
opment of innovation and advanced technological capacity in the knowledge
intensive industries of the countries. The majority of these policies were
not necessarily designed for the electronics sector in particular, although it
is impacted and can benefit from it.

These policies include:

• The Integrated Manufacturing Strategy (IMS)

• The Advanced Manufacturing Technology Strategy (AMTS)

• The Provincial Advanced Manufacturing technology Strategy (PAMTS)

• The National Research and Development Strategy

• The Convergence Bill

• The Support Programme for Industrial Innovation (SPII)

• The Technology and Human Resources for Industry Programme (THRIP)

F.3 Proposed future steps

Taking into account the disparate nature of the Western Cape electronics
sector, with no clear areas of specialisation or differentiation and a relative
low-level of representation in a variety of different sub-sectors, it is difficult
to highlight a specific growth area.
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Also, in considering the various current initiatives already implemented
by the National Government to stimulate and promote the development of
the industrial capability of the country, of which the Western Cape electron-
ics sectors forms part and parcel, it is therefore not viable to recommend a
specific growth strategy or policy for the Western Cape. Rather, it is rec-
ommended that a greater alignment and leveraging of national programmes
should be pursued while maintaining the industry in terms of research and
development, skills base and innovation, through generic strategies/policies.

Recommendation 1 Create an attractive environment for Multinational
Companies (MNCs).

Various aspects such as incentives, infrastructure and risk finance need to
be in place to attract MNCs. While incentives such as EMIA and FIG cur-
rently exist, the PGWC should rather concentrate its initiatives on creating
an environment conducive to attracting MNCs by amongst other initiatives,
including the establishment of a IDZ.

Recommendation 2 Maintain skills base.

Continue to upgrade the services provided by ISETT SETA to support
the requirements of the sector to enhance the skills of labour and lower
management and also continue to upgrade research and development and
design skills to stay in-line with the latest technology developments.

Recommendation 3 Maintain Research & Development and Innovative
spirit.

In order to stay abreast technology developments to identify develop-
ment trends and growth opportunities, continued research and develop-
ment should be promoted. The current AMTS, IMS, SPII and THRIP
programmes should be better utilised for this purpose. The PGWC could
lobby the dti to streamline the delivery mechanism of these programmes to
ensure better uptake by institutions and private firms.

Recommendation 4 Protect Intellectual Property.
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A critical enabler of focused research and development is the assurance
to innovators that their intellectual property will be protected. The issue of
ownership of IP is also a critical inhibiter of collaboration between univer-
sities and private firms. A recent study1 found that adequate intellectual
property protection is cumbersome for domestic investors to obtain. The
study reviewed South Africa’s IPR regime and revealed a rather mixed pic-
ture of the state of IPR protection in South Africa. IPR laws are considered
‘state of the art’, yet their implementation is often found wanting. In addi-
tion, whereas adequate intellectual property protection is cumbersome for
domestic inventors to obtain, it is at times so ferociously defended when
(mainly foreign) patent owners are involved, that technology dissemination
could be hampered.

Recommendation 5 Stimulate the market.

The local electronics sector can be supported by promoting the products
and services through and to trade delegations by WESGRO. Dissemination
of international market information and trade practices will enable local
companies to better position their offerings. The ability for local com-
panies to interact with South African embassies abroad to obtain market
information should also be encouraged and the vehicle and contact points
for such interaction should be established.

1Intellectual Property Rights in South Africa: An Economic Review of Policy
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Appendix G

Biotechnology

Report Prepared by:
Access Market International
(Pty) Ltd.

G.1 State Of The Biotechnology Sector In The
Western Cape And Future Projections

Since the inception of the Cape Biotech Initiative in December 2001, the
biotechnology sector of the Western Cape has grown through amongst other
initiatives, the creation of the Cape Biotech Trust (CBT) and currently
represents a small but promising building block towards regional compet-
itiveness. Although the CBT focus area is more towards human health
biotechnology solutions, as a result of its mandate from the Department of
Science and Technology (DST), the Western Cape has specific requirements
in the area of plant biotechnology to support its agricultural and natural
environment.

The sector has a well-developed university education and research sys-
tem producing highly skilled labour and suppliers of equipment and con-
sumables are well supported. Supporting industries, including commer-
cialisation support from incubators, manufacturing support and financial
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services (including venture capital), are also well represented in the sec-
tor. The biotechnology sector, however, is slow to commercialise numerous
ideas developed within the university and science council environment.

Despite some 400 research groups operating in the Western Cape, the
sector comprises of only 15 core biotechnology companies according to the
EgoliBio National Biotechnology Survey conducted in 2003. The majority
of the Western Cape biotechnology companies are therefore heavily reliant
on donor funding. The reasons for this are numerous, the most apparent
are that this nascent industry is capital intensive, requires highly skilled
and specialised staff, has long lead times for ideas to mature into revenue
generating products or services and is highly risky. Setup costs can run into
several millions of Rands and ongoing operational costs can easily match
this. Even the cost of regulatory, tax and administrative compliance is
substantial for the small companies entering the market.

Biotechnology is a high-risk, high-return sector which, with appropriate
funding, government support and strong industry body participation, can
grow. Significantly more funds need to be made available to registered
companies who are able to prove they have a viable business model sup-
ported by independently audited science. Government needs to raise the
profile of the industry through facilitation of the efforts of the commercial
entities in the industry rather than act as the face of the industry. The
Cape Biotech Trust and PlantBio related initiatives in the Western Cape
need to be supported by business, government and academia if a coherent
sector growth plan is to be realised.

A range of policies and strategies influence the direction and growth
of the biotechnology sector and these policies need to be considered to
evaluate the applicability and identify potential areas for improvement in
the development of the sector. The three main strategies that impact on
the biotechnology sector at this stage are the:

• National R&D Strategy (NRDS)
• National Biotechnology Strategy (NBS)
• Advanced Manufacturing Technology Strategy (AMTS)

There are several common themes that flow through these strategy docu-
ments that are largely being followed by the biotechnology sector in the
Western Cape.
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Although the various aforementioned strategies are related to one an-
other they are not necessarily dependent upon each other for successful
implementation.

G.2 Challenges and Opportunities

In analysing the various policies pertaining to the biotechnology sector and
taking into account the current state of the sector, as described in the sector
overview report, a number of pertinent issues were identified.

G.2.1 Lack of Clear Provincial Objectives and Measure-
ment Criteria

Policies in the biotechnology sector, do not appear to exist as such, and
are mainly developed from the three most relevant National Government
strategies, namely the National R&D Strategy, the National Biotechnology
Strategy and the relevant concepts within the Advanced Manufacturing
Technology Strategy. All three strategies have been thoroughly interpreted
at the sector level by the biotechnology industry players, CBT and Plant-
Bio, in the Western Cape, but further clarity is sought in terms of more
specifically stated objectives, especially at national level which can in turn
be translated to provincial government level.

The choice of which biotechnology products the Western Cape should
specifically pursue, to meet its own needs is not at all clear and no par-
ticular research project of product stands out at this stage. The DST is,
however, undertaking an analysis of all major biotechnology projects being
undertaken nationally by all BRICs’ and PlantBio to ascertain the extent
to which they are linked to national imperatives. This exercise could also
be linked to provincial requirements. This selection of project and specific
interventions that need to be pursued at Province level should be demand
driven, in that the need should be derived from those sectors on which
biotechnology can have a significant impact.

Related to this is the measurement of success within the biotechnology
sector, especially at the provincial level.
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G.2.2 Unfocussed Research

Biotechnology research in South Africa is stated, in the NBS, as being
leading edge but lacks focus. A review is currently underway of all biotech-
nology instruments from a National Government viewpoint. Although a
significant effort has been made to focus efforts in relation to funding pro-
vided, R&D projects being pursued still appear to be extremely diverse,
mainly due to the way in which they have been selected through compre-
hensive analyses conducted by CBT and PlantBio, largely in isolation of
National Government’s direct involvement. There is a realisation that more
focus is required, especially in terms of addressing the national, regional
and provincial imperatives, which the biotechnology sector will need to take
cognisance of.

The NBS states that knowledge must be produced in the context of
application. This is still deemed to be a major issue and demands more
focus from a research output point of view.

Knowledge outputs need to be significantly more focused towards ap-
plication, as is reported in a study by NACI on The Utilisation of Research
in South Africa. The Western Cape’s 400 research groups appear to be
producing a significant amount of research and opinions that they need
to be more focused towards the biotechnology priorities of the Province.
The 50 strategic recommendations developed on improving research utili-
sation have set out to address this issue, but to date they have not yet been
promulgated.

The NBS states that high expectation research must lead to economic
and social benefit. This is deemed to be of significant importance, especially
in the biotechnology sector. Most of the social benefit derived from biotech-
nology research will result from addressing the national imperatives, such
as food security and disease prevention and cure. The subsequent growth
of CBT’s envisaged biotechnology cluster in the Western Cape, from a
manufacturing point of view, will derive economic benefit.

G.2.3 Low Level of Collaboration

A further requirement of the NBS is that inter-disciplinary teams should
work on trans-disciplinary research activities. It appears, from interviewee
opinion, that this is an area that still needs to be addressed by the Biotech-
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nology Regional Innovation Centre (BRIC), namely the Cape Biotechnol-
ogy Trust (CBT) in the Western Cape as well as PlantBio. Coordination
and synergy between researchers will enable outputs to be achieved in a
more effective manner.

Diversity of participating organisations working on biotechnology projects
is deemed to be important within an effective National System of Innovation
(NSI). One of the concerns of the Biotechnology unit of the Department of
Science and Technology is that there is not enough coordination amongst
the numerous different organisations operating in the biotechnology sector.
One challenge is that coordination and cooperation in developing biotech-
nology cannot occur in isolation in one region, such as the Western Cape,
but will need to be coordinated externally to the Province to ensure an
appropriate contribution to the country’s national imperatives. Therefore,
there appears to be a significant amount of work to be done to achieve
higher levels of cooperation, both inside the Western Cape and with other
BRICs located in Gauteng and KwaZulu-Natal.

G.2.4 Lack of Business Science Cross-Over Skills

A range of skills and a competent workforce are essential for the develop-
ment of any industry cluster ranging from research, to commercial and man-
agement skills. Mention was repeatedly made of research-business cross-
over skills to enable the transition from research to commercial viability of
many of the research and incubated projects to proceed with minimal risk.

G.2.5 Low Levels of Remuneration in the Industry

The distinct lack of skills is to a large extent driven by the low levels
of remuneration evident in the biotechnology industry. Graduates do not
remain in the industry due to low levels of remuneration on entering the
job market as well as a low propensity to earn a more market related
remuneration over the short to medium term. In meeting equity targets,
the retention of black graduates in the biotechnology sector is even more
problematic, as they seek more profitable and less risky opportunities in
other related and unrelated industry sectors.
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G.2.6 Intellectual Capital

The management of intellectual capital and related licensing of technologies
are long standing issues impacting on the development of the biotechnology
industry. It is well known and repeatedly stated that the issues surrounding
the management of intellectual capital are a matter for National Govern-
ment to resolve.

The issues explored above are the main issues highlighted as a result of
the research undertaken in the biotechnology sector of the Western Cape.

G.3 Policies Advanced

Various policy and strategy recommendations have been made, based upon
the analysis in the previous sections of the report relating to the policy
environment, the impact of the various policies on the biotechnology sector
in the Western Cape, and the issues identified within a recommended policy
framework. These recommendations address the leverage economic growth
in the biotechnology sector, including its competitiveness and performance.

The biotechnology sector in the Western Cape Province is already es-
tablished, albeit in its infancy. It is largely in the research and development
stage, with very little commercial contribution to the Western Cape econ-
omy being evident at this stage. Some 15 companies have been confirmed
to exist in the Western Cape. A consideration from the PGWC’s point of
view could be whether to leave the biotechnology industry to grow at its
own pace through the CBT and the regional PlantBio initiatives, without
any intervention, or whether to play an active role in providing some di-
rection to the sector’s growth. Given the fact that the MEDS process is
still to establish the sector priorities for the Province, which would in turn
inform the above, it is suggested that the biotechnology sector does warrant
attention due to the cross-cutting nature of the industry and its impact on
other sectors. Its ability to have some influence on the growth trajectory
of other sectors, as well as to solve a range of socio-economic problems that
impact not only at provincial level but at national level as well, warrants
that the sector be considered, in the light of the MEDS.

It is within this context that the following recommendations can be
advanced regarding the biotechnology sector in the Western Cape Province.



G.3. POLICIES ADVANCED 217

Recommendation 1 Identify and confirm which priority sectors in the
Western Cape have critical needs that can be enhanced by supporting biotech-
nology initiatives, which are most likely to stimulate economic growth or
satisfy social requirements indirectly. This needs to be ascertained prior
to the Province supporting an agreed set of biotechnology programmes and
projects.

The PGWC should, through the MEDS process, be selective in provid-
ing support for sectors underpinned by biotechnology, which will be able to
play a role in satisfying the Province’s economic growth and job creation
needs. The Province should not just invest in biotechnology because it is
a National Government initiative, but the PGWC should directly influence
the course of the CBT and PlantBio activities based on the Province’s eco-
nomic and social development needs. This would ensure that the funding
being utilised, part of which is sourced from National Government, is chan-
nelled into meeting provincial requirements thus ensuring that a return is
realised through support sector economic growth and job creation.

The recommendation is substantiated by the fact that despite the CBT
having undertaken stakeholder assessments of the Province’s needs in the
formulation of the current strategy, it has been reported as not yet being
fully endorsed by the sector players in the Province as mentioned in the
Biotechnology Sector Report.

The consequences of the recommendation would be the support pro-
vided by biotechnology initiatives in delivering on the objectives of other
sector development plans, which would further contribute to economic de-
velopment and job creation in the Western Cape.

Recommendation 2 The Province needs to facilitate and support the
raising of funds to support biotechnology development in line with those
sectors, underpinned by biotechnology that will contribute to Western Cape
economic growth and job creation strategy. This includes the involvement
and collaboration with neighbouring Provinces within the broader region.

Funding is vital to the source of all biotechnology developments, as
illustrated in the numerous international investigations on the significant
amounts of funding that have been put into the development of biotechnol-
ogy clusters.
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The recommendation is substantiated by the fact that the biotechnology
instruments in the Western Cape have identified additional non-government
funding from a range of organisations. Once the biotechnology interven-
tions within the selected growth sectors have been identified by the MEDS
programme, the PGWC would be in an even stronger position to substan-
tiate and raise funding for the identified needs within the sectors they wish
to promote.

The consequence of the PGWC not being involved in fund-raising would
be that the growth of the biotechnology sector in South Africa might largely
ignore provincial needs. If relevant provincial departments were to get in-
volved to raise and provide funding, and to steer research, the benefit would
be to the benefit of the Provinces’ economic development and job creation
programme. The timing for this recommendation should commence in the
2006/7 budget year, once the provincial priorities have been established
and the relevant biotechnology support for the appropriate sectors has been
identified.

Recommendation 3 Research undertaken in the Western Cape must be
focused, through a series of interventions involving the 400 biotechnology re-
search groups, to ensure that utilisation of research undertaken is improved
and economic benefits are derived.

Once the biotechnology strategy for the Western Cape becomes focused
in terms of what the desired sectoral outputs are, and a monitoring system
is in place, so biotechnology research conducted in the Western Cape will
need to be further focused. This needs to be undertaken to produce util-
isable research outputs to increase the extent to which current research is
utilised far beyond the current 55% level estimated by the National Coun-
cil for Innovation (NACI). Justified research requests need be channelled
through the CBT and PlantBio through to the research institutions, with
possible tax incentives provided on eligible research. This will enable signif-
icantly more research to be focused through the implementation of NACI’s
proposed R&D Charter, and will address the Province’s needs in deriving
economic benefit.

National and Provincial Government could establish a tax incentive
scheme to encourage businesses to undertake eligible R&D, which meets
national and provincial needs and imperatives. The scheme must guarantee
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quick and consistent delivery of incentives, in the form of tax credits or
cash, to companies that qualify (similar to the one operating successfully
in Canada).

Research utilisation, measured by NACI, is particularly low in South
Africa. It was reported in the Biotechnology Sector Report that the West-
ern Cape biotech R&D spend rates are considerably below the lowest rating
and are reported to be in the region of 0.0975%. This is extremely low com-
pared to the established national targets of between 4 to 5%.

This recommendation needs to be applied to all research institutions,
such as universities and science councils, but more so the academic research
institutions. The recommendation should be passed on the Western Cape
Department of Education and monitored through the Department of Eco-
nomic Development, with strong involvement through the biotechnology
instruments operating in the region, namely CBT and PlantBio. The con-
sequences of more focused research are a greater flow of potential outcomes
into the biotechnology industry and therefore those selected sectors which
biotechnology supports.

Recommendation 4 Develop measures of strategic performance for the
Western Cape biotechnology sector that aggregate all sub-sector biotech-
nology activities that contribute to the provincial economy and thereafter
establish targets for effective monitoring and evaluation.

It is of fundamental importance that the PGWC drives what is impor-
tant to enable it to achieve its economic growth targets, though the defini-
tion of measurable objectives, validation through research, and execution
and tracking through measurement towards set goals.

The broad objectives for the development of the biotechnology sector in
the Western Cape therefore needs to be measured and monitored at provin-
cial level rather than at the innovation centre (BRIC) level. The role of
biotechnology, as a cross-cutting sector, must contribute in a measurable
way towards stimulating the growth of appropriate sectors such as agri-
culture, food, healthcare products and services as well as utilities such as
water provision and purification.

From the analysis of the policies and the CBT and PlantBio strategic
plans and inputs from the Department of Science and Technology’s KPI’s,
a number of performance measures have been suggested, which measure,
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funding provision, relevant R&D output, measures of commercialisation
success and employment creation.

These measures should be elevated to provincial level and made relevant
to the Western Cape’s needs. The recommendation is substantiated by the
fact that currently the CBT and PlantBio’s strategic performance is mea-
sured in terms of a set of KPA’s, developed by the Department of Science
and Technology, the achievement of which will impact on the Province, but
only within the scope of activity that the innovation centres cover. This
clearly does not indicate what contribution is being made to the Western
Cape Province.

It is important that baseline targets are also set for each of the per-
formance measures that are finally decided upon. Clear milestones or due
dates should be defined for the achievement of specific levels of performance
against these measures. A dedicated communication and follow-up plan to
regularly track performance against the measures should be put in place in
order to focus stakeholders as to imminent objectives and goals.

The consequences of not adopting this recommendation will be that
biotechnology in the Western Cape could become too nationally focused,
or too opportunistic in nature and not contribute to the economic growth
of the Western Cape through the sectors which it supports.

Due to the fact that the biotechnology sector is a cross-cutting sector
and currently relatively narrowly focused in the Western Cape Province,
the range of policies relevant to the industry is narrow. Another reason
is that the sector in the research and development life cycle has not yet
progressed to a mature manufacturing sector, which would still take some
time to develop.

Although a number of policies from the different government depart-
ments can be said to have, to a certain degree, an impact on biotechnology,
none of them currently significantly contribute to the economic restructur-
ing of the sector.



Appendix H

Crafts

Report Prepared by:
Kaiser and Associates

H.1 Introduction

The purpose of this document is to provide an accurate and up-to-date
assessment of the profile of the crafts industry and set out proposed inter-
ventions as part of the wider Western Cape Micro-economic Development
Strategy process.

H.2 State of the sector and future projections

The crafts sector has far greater diversity than many other sectors. Mate-
rials, specific techniques, scale of production and product types and quality
may vary significantly. Market positioning also varies from functional items
to fashion-led items, and gifts and souvenirs to collectibles or Craft Art.
Furthermore, motivations for being in the crafts sector may range from
creative expression to entrepreneurship and profit generation, as well as
survival and poverty alleviation. This diversity can create confusion of
objectives and tension between divergent mindsets within the sector.
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Comprehensive and reliable information on the crafts sector is not read-
ily available. However, key statistics based on current estimates comparing
the Western Cape and national figures1 are as follows:

H.2.1 Number of producing enterprises

• CCDI producer database sample: 554

• Estimation for Western Cape (Based on the assumption that the
CCDI database contains a third of enterprises in the crafts sector
in the Province): 1 662

• Estimated % Western Cape of national: 6 187 (27%)

H.2.2 Employment/ people engaged

• CCDI producer database sample: 3 234

• Estimation for Western Cape (Based on estimates of numbers of each
enterprise type and average number of employees per enterprise type):
7 165

• Estimated % Western Cape of national: (15.1%)

H.2.3 Retail enterprises

• CCDI producer database sample: 216

• Estimation for Western Cape (Based on extrapolation from turnover
of listed curio retail outlets in the Province ): 348

• Estimated % Western Cape of national: 580 (60%)

H.2.4 Retail turnover

• Estimation for Western Cape*: R200m to R500m

1Sources: CCDI database, draft Customised Sector Programme of the Department of
Trade and Industry, Crafts Sector Strategy workshop proceedings, October 2004
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Retail is considered the dominant aspect of the value matrix in the
Western Cape, followed by production and design. Craft retail includes
diverse product from across the continent and further afield and is primarily
mid-to-high end, with the dominant forms of retail being commercial retail
outlets, galleries and producer outlets.

Most producers operate on a micro or small scale. Production is ori-
ented towards mid-to-high end pricing, with a very diverse product range.
However, there is a dominance of homeware and fashion accessories, with
a contemporary design. Skills applied include hand building, sewing and
beading; using mostly textiles, beads and ceramics. Intermediaries play
an important role because producers do not necessarily have the skills re-
quired to manage all aspects of their enterprises, e.g. marketing, export
management and product design.

Despite the absence of very accurate statistics on the sector, it is clear
that it is making a meaningful contribution to the provincial economy,
in particular in terms of enterprise development. It appears that the sector
may be particularly important to women and new entrants to the formal
economy as a “stepping stone” to other activities. It also has an impact on
enhancing the attractiveness of the Province as a destination by creating
unique retail and cultural experiences.

H.3 Threats and opportunities

The table below summarises the opportunities and threats that have been
identified:

H.3.1 Opportunities

• Sustainable livelihoods out of relatively low skills base and minimal
capital input;

• Consumer demand for handcrafted, unique, African-inspired prod-
ucts;

• Corporate and government procurement demand – e.g. boutique ho-
tels, boardroom furniture;
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• Scope for increased linkages and collaboration with related sectors in
the Province;

• Design of handcrafted products that can improve quality of life;

• Strengthening local fashion industry;

• Numerous event-based marketing opportunities;

• Available funding;

• Opportunities in the local and international tourism markets;

• Empowerment transformation of the sector, and resultant new energy
and innovations;

• Developing Proudly South African consumer awareness and purchas-
ing;

• Enabling environment (political will);

• Development of coherent policy framework and objectives; and

• African collaboration.

H.3.2 Threats

• Individualistic mindsets of many crafters, inhibiting cooperation;

• Creation of sustained negative perceptions because of orders not met,
unreliable service etc.;

• Potential high failure rates and rapid migration in and out of the
sector;

• Absence of clear and common objectives across all interventions in
the sector;

• Lack of an integrated approach to implementation of strategies and
projects;

• Developmental funding and grants tending to create “false economics”;



H.4. POLICIES PROPOSED 225

• Cannot compete in export markets with other developing countries
on volume, mass production and cost; also increase in import compe-
tition;

• Replacement of handcraft by industrialisation and copying; and

• Weak intellectual property protection and extensive copying by com-
petitors, in particular for collective IP.

Based on the analysis of the current profile, threats and opportunities,
a vision for the sector was developed from DED’s perspective to inform
strategic decisions on intervention in the sector, namely:

By 2014 the crafts sector will be made up of professional commer-
cial manufacturing enterprises using hand-techniques, exceptionally skilled
master crafters and supportive intermediaries and retailers, that work both
independently and collaboratively. Products will be high quality (especially
homeware and fashion accessories) diverse design styles, and be successful in
the mainstream domestic retail, the tourist market, corporate and govern-
ment procurement, and key export markets. This will have been achieved
in a way that promotes socio-economic goals of the Province such as longer
enterprise life spans, fair trade principles, broad-based black economic em-
powerment, equitable participation by women, greater spatial equity, and
improved quality of life.

H.4 Policies proposed

Numerous national, provincial and local government entities and other sup-
port entities are involved in current or planned interventions that im-
pact on the sector. To date there has been inadequate coordination and
diverse objectives. Should all intervention in the sector be removed, it
is likely that the majority of welfarist projects would not be sustainable,
while many commercial operations would continue to operate, although
potentially with limited growth and transformation. The following gaps in
interventions were identified:

• Baseline information and profiling of craft producers’ growth orien-
tation and capabilities;
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• Support for the development of a crafts representative structure;

• Commercially-oriented support for crafts enterprises in non-metropolitan
areas;

• Coherent funding principles across all support entities;

• Reach of support for advanced business skills development;

• Extent of market intelligence and market access;

• Integration of support from market identification through to order
fulfilment and sustaining -opportunities, with a selected group of en-
terprises;

• Extension of design initiatives beyond trends application;

• Mechanisms for migration of appropriate enterprises or individuals
from developmental/survival to commercially-oriented entities; and

• Support for beneficial linkages with related sectors.

It is recommended that the DED’s role in addressing these gaps should be
commercially-oriented, and therefore focused on providing support for com-
mercially sustainable enterprises through product development, support for
supply chain integration within the sector and with related sectors, and fa-
cilitation of formalisation and transformation of the sector.

Potential interventions were identified and these interventions were then
prioritised. A brief overview of the prioritised interventions is provided be-
low. The first two initiatives will provide a foundation for more effective
overall intervention in the sector in future, while the next 4 are more pro-
grammatic in nature.

H.4.1 Extension of role of CCDI (Western Cape’s DED and
CCDI to lead)

Core Objectives

• More focused and effective support to the Western Cape crafts sector;

• Growth in total activity in Western Cape crafts sector;
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• More optimal realisation of production and retail opportunities across
the Province; and

• Greater linkages in terms of market access, information, supply of
raw materials and funding between rural areas and the metropolitan
area.

Key activities

• Evaluation of current CCDI activities against priorities and vision for
the sector;

• Re-alignment of activities where required;

• Identify any locations requiring satellite presence of CCDI officials,
based on existing activity as well as potential for production and
retail;

• Identify potential collaborative office space/ resources e.g. with DAC,
SEDA access points, local government;

• Awareness raising with officials from SEDA access points / RED
Doors / local government of available CCDI support services;

• Securing additional budget where required on a 3-year budget cycle;

• Recruit/second appropriate individuals;

• Set up integrated systems to provide common base of support;

• Establish contact with target client base in each area; and

• Roll out support services.

Resource implications

• Human resources: estimated 4 additional people; and

• ICT systems (computers, telephones, faxes, etc.).
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H.4.2 Provincial framework on funding and investment into
the crafts sector (DED to facilitate)

Core Objectives

• More efficient, effective and transparent investment by provincial gov-
ernment in the crafts sector - in the Western Cape;

• Agreement on objectives of funding and related roles and responsibil-
ities;

• Better intergovernmental coordination across all three spheres of gov-
ernment; and

• Alignment of multilateral and donor funding with the framework
where possible.

Key activities

• Advocacy to motivate the need for a common funding/investment
framework;

• Facilitation of an interdepartmental task team to seek agreement; and

• Implementation of policy and communication to crafters.

Resource implications

• Human resources – coordination, facilitation and senior leadership.

H.4.3 Integrated support programme from market informa-
tion to order fulfilment (CCDI to lead)

Core Objectives

• Increase the quality and suitability of Western Cape product;

• Create sustainable commercial craft manufacturers; and

• Grow production volumes, employment and exports.
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Key activities

• Research to consolidate lessons learned to date from previous market
access and order fulfilment programmes;

• Appointment of project managers;

• Confirmation of roles and responsibilities of various support service
providers;

• Negotiation of market opportunities;

• Invitation, profiling and selection of priority target hand-technique
manufacturers;

• Pilot with a series of enterprises, with targeted support based on
needs analysis;

• Roll out to an extended group;

• Internalisation of skills into enterprises over a 2 to 3 year period; and

• Monitoring and evaluation.

Resource implications

• Primarily skilled human resources (1 project manager, 3 to 4 addi-
tional part-time resources, either internally or from existing service
providers.

H.4.4 Intermediary/entrepreneur-craftermatchmaking (CCDI
to lead, potentially with CapeMAC)

Core Objectives

• Develop supportive and mutually beneficial relationships between crafters
and intermediaries;

• Increase professionalism and sustainability of crafts enterprises; and

• Grow production volumes and employment.
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Key activities

• Identify a project manager;

• Identify a pool of potential intermediaries and successful entrepreneurs
within and outside of the crafts sector, including BEE enterprises;

• One-on-one and event-based matchmaking of entrepreneurs with crafters
that wish to focus on creative aspects of industry, require business
skills and potentially a capital injection, with guidelines on structur-
ing of deals/shareholding or joint ventures;

• Linkages to enterprise support services; and

• Monitoring and evaluation system.

Resource implications

• Human resources; and

• Events management to host a “matching event”.

H.4.5 Deepening of design integration into the crafts sector
(CCDI)

Core Objectives

• Optimise the role of design in improving the competitiveness and
differentiation of the Western - Cape crafts sector;

• Create tools that improve the efficiency of hand production techniques
in areas that are most significant to the Western Cape crafts sector;

• Develop materials that enhance the uniqueness of Western Cape craft
products; and

• Develop products that meet market requirements and are recognised
as demonstrating quality and innovation.
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Key activities

• Extension of shared access to trends forecast reports;

• Rollout of trends analysis workshops;

• Research opportunities for design input within tools, materials and
end products;

• Confirm mechanisms for allocating intellectual property rights;

• Facilitate linkages between designers and craft enterprises / groups
of enterprises; and

• Support for feasibility assessments and sample production.

Resource implications

• Human resources required for facilitation (1 individual); and

• Funding for feasibility assessments.

H.4.6 Extension of advanced business skills development
programme (CCDI or cross-sector initiative through
DED)

Core Objectives

• Develop a group of individuals in targeted hand-technique manufac-
turing enterprises that have sufficiently high levels of skills to begin
to manage their production processes and businesses in-house on a
sustainable basis; and

• Support a minimum level of business competence amongst Master
Crafters.

Key activities

• Develop agreed upon guidelines on skills sets and competencies for
manufacturers and Master Crafters;
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• Integrate/align these guidelines with SAQA unit standards and pro-
grammes by accredited service providers;

• Establish formal mentorship commitments from successful business
people followed by twinning with managers in targeted craft enter-
prises;

• Secure agreement from retailers to include craft managers into rele-
vant in-house programmes (potentially government cost-recovery fund-
ing); and

• Negotiate alignment of design curricula in Western Cape tertiary in-
stitutions to include suitable business skills.

Resource implications

• Primarily skilled human resources (development of training materials
and implementation of training programmes/mentorship).



Appendix I

Cultural Industries

Report Prepared by:
Mike van Graan

I.1 Definition of the Creative Industries

The creative industries are those areas of social and economic activity that
are premised on – or closely allied with:

• individual or collective intellectual or artistic creativity, innovation
and originality; and/or

• the preservation, teaching and celebration of cultural heritage includ-
ing language; and

• which have the capacity to provide work and generate income for the
original creators as well as for others involved in education and train-
ing, production, distribution, documentation and support for creative
products or cultural experiences, whether in a not-for-profit capacity
or for commercial gain.
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I.2 International trends

Over the last twenty years, the importance of the creative industries has
come to be recognised as key drivers of employment, tourism, urban renewal
and foreign income. According to UNESCO’s Study on International Flows
of Cultural Goods: 1980-1998, annual world trade in literature, visual arts,
cinema, photography, music, radio, television and electronic games grew
from $95 billion to more than $387 billion in that period.

The creative industries grew by an average of 9% per annum in the UK
between 1997 and 2001. Creative industry exports accounted for 4,2% of
all exported goods and services, and this sector had a total of 1,9 million
jobs. Between 1997 and 2001, employment in the creative industries in the
UK grew by 3% compared with 1% in the whole economy, an achievement
similar to that of the cultural industries sector in the USA.

However, there is a widening gap between the developed world and the
developing world with the latter mainly being consumers of cultural prod-
ucts from the former. In this context, the growing international movement
around cultural diversity, is both an economic movement to encourage fairer
trade in cultural goods and services and a political movement to ensure
that the worldviews, ideas and values embedded in cultural goods and ser-
vices that emanate from dominant economies have counterbalancing global
forces.

I.3 National perspectives on the creative indus-
tries

The Department of Arts and Culture launched its Cultural Industries Growth
Strategy (CIGS) in 1997, focusing on the four sectors of craft, music, pub-
lishing and film. Initial research into these areas revealed a film sector
worth about R7,4 billion, a music industry worth R2 billion and a publish-
ing industry that was worth R6 billion, collectively employing in excess of
100 000 people.

The strategy has led to its growth beyond the DAC, with its importance
now recognised by the Department of Trade and Industry. The Department
of Trade and Industry has made available further funding for the develop-
ment of this sector, has commissioned further research into it, and has in-
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cluded representatives of the sub-sectors in international trade delegations
to develop the export potential of local products.

I.4 Trends in the Western Cape economy

• Since 1995, tertiary industries have grown much faster than primary
and secondary industries.

• The traditionally important primary industries like agriculture, forestry
and fishing and manufacturing contributed only 8,6% of all growth in
the provincial economy between 1995-2001.

• The Western Cape economy provided 55 jobs for every 100 new en-
trants into the labour market compared with 34 for every 100 nation-
ally.

• Nationally, 30 out of 100 Africans found employment between 1995
and 2002, but in the Western Cape, only 3 out of 100 Africans found
employment in this period.

• In the same period, 66 out of every 100 women as opposed to 39 out
of every 100 males found employment.

• The provincial economy is increasingly shedding jobs for unskilled
workers.

• The level of inequality in the Western Cape is significantly higher than
the national figure and has in fact increased in the period 1995-2000.

• As with the national trend, unemployment has a very strong youth
dimension with youth making up 82% of all unemployment.

• Western Cape labour market demands are for highly educated and
skilled individuals.

Statistics emanating from Census 2001 show that the Western Cape is
the Province with the best quality of life in terms of social indicators, the
lowest unemployment, high education levels, a large proportion of its pop-
ulation being relatively wealthy - all indicators of potentially good markets
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for the creative products and services. With shifts from traditional agricul-
tural and manufacturing sectors towards an increasingly knowledge-based
economy, the Province has great potential as a centre for the creative in-
dustries. However, it faces challenges in providing work, particularly for
relatively unskilled black African youth and women.

I.5 Profile of the creative industries in the West-
ern Cape

Snapshots of thirteen sub-sectors i.e. architecture, community arts, dance,
design, fashion, festivals and events, heritage, language schools, music, mu-
sical theatre and opera, publishing, theatre and the visual arts reveal that
the creative industries in the Western Cape:

• are predominated by small and micro-enterprises employing fewer
than 50 people;

• are characterised by high levels of differentiation in income with al-
most as many part-time employees as full-time staff, and with a high
percentage of ad hoc staff;

• comprise both a non-profit and for-profit sector that are interdepen-
dent to a large extent;

• have income levels that are relatively low;

• impact most positively on tourism and the service and retail sectors;

• provide significant employment and management opportunities for
women;

• are labour-intensive; and

• attract relatively well-educated employees.

It is conservatively estimated that close to 50 000 people earn their
primary income in these thirteen sub-sectors, four times more than the
total number of workers in the mining and quarrying and electricity, gas
and water supply sectors in the Western Cape.
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Two sub-sectors – architecture and film – have high levels of monthly
income; design, fashion, festivals, heritage, language schools and publishing
have medium levels; while community arts, craft, dance, music, musicals
and opera, theatre and visual arts have relatively low levels of monthly
income. However, those areas with relatively higher levels of income have
limited impact on the local and international tourist market, while sub-
sectors with lower levels of income are key players and add significant value
in the tourism industry.

Gauteng represents the Province’s major competitor in most creative
industry sub-sectors. However, the Western Cape is a leader in the areas
of events and festivals, film, heritage, language schools, publishing and
theatre.

The Province is well-served with high quality tertiary institutions pro-
viding world-class training across all sub-sectors. This, however, is largely
focused on practitioners. There is an urgent need for high-quality training
of managers and entrepreneurs to provide leadership within this field and
to unlock its significant economic and social potential.

The Western Cape generally benefits fairly from available national fund-
ing for the creative industries, and is a key recipient of international donor
funding. The private sector is relatively untapped as a partner in the devel-
opment of the creative industries sector, largely because of a lack of educa-
tion about the creative industries and their potential on the one hand, and
on the other, because of a perceived lack of professional business standards
within the sector.

I.6 Economic impact of the sector

While research into the economic impact of the sector is relatively new
and limited, two events point to the impact of the creative industries. In
2000, research found that the Klein Karoo Nasionale Kunstefees (KKNK)
injected R60 million into Oudsthoorn’s economy over the 10 days, making
it the third-largest contributor to the local economy after agriculture and
the public sector.

Similarly, research in 2003 indicated that the Cape Town International
Jazz Festival contributed in excess of R58 million to the local economy.
These two events alone account for close to R120 million of income for the
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Province. The publishing industry, fashion, language schools, architecture,
visual arts and heritage are all areas that impact on the provincial econ-
omy, either directly, or indirectly through their contribution to the tourism
sector.

I.7 General economic arguments in support of the

creative industry sector

• The creative industries already exist and make a significant contri-
bution to the economic and social well-being of the Province. Some
of the sub-sectors – like craft and film - have been developed with
national or provincial government support, and with similar support,
other sub-sectors can also develop further and make a more substan-
tial contribution to employment and provincial income.

• Given the links to tourism and the goals of the PGWC to improve
drastically its tourism figures by 2010, and given that international
tourists have shown that they include cultural, arts and historic ac-
tivities in their travels, it is in the interests of the Province to provide
more cultural products and services aimed at the tourism market.

• With relatively low entry levels into some labour-intensive sub-sectors,
and with the possibilities that exist in the tourism sector, there is real
potential to absorb key targets for employment – i.e. black women,
men and youth.

• The creative industry sector is characterised by passion, commitment
and hard work. If these were combined with business skills and acu-
men, there is the potential for many unsustainable, non-profit NGOs
to be transformed into sustainable micro-enterprises, with all the at-
tendant benefits to the individuals involved and to the provincial
economy.

• Current international trends favour the development of the creative
industries. South Africa’s economic and political leadership within
Africa and the developing world generally, place it in a good position
to be able to trade effectively in the area of creative products.
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I.8 Key challenges facing the creative industries

sector

The key challenges within the creative industries sector in the Western
Cape are:

• a lack of coordination between the different sub-sectors and thus the
absence of a representative structure to represent and coordinate the
interests of the sector, both to government and to other industries
which may benefit from the sector e.g. tourism;

• the ongoing need for data and research to inform the production of
appropriate cultural goods and services, marketing strategies, and the
general growth of the creative industry sector;

• the absence of entrepreneurs and suitably skilled middle and senior
managers who have both an understanding of the sector and of the
business environment, and could provide the necessary leadership or
marketing to support the industry;

• a lack of access to start-up capital for new companies; and

• the absence of black people particularly at middle- and senior man-
agement levels.

I.9 Proposed strategies and interventions to de-
velop the Creative Industry sector

The primary role of the PGWC is to create an enabling environment in
which these challenges can be addressed, chiefly by the creative sector it-
self. Ultimately, strategic interventions between the PGWC and the sector
should result in the following outcomes:

• increased employment in the Province, particularly of black African
youth and women;

• increased numbers of tourists;
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• investment attracted to the Province from international companies
and agencies;

• lifestyle options, job opportunities and wealth spread more equitably
across the Province;

• improvement in the range and quality of local creative products and
services; and

• a better quality of life for all the people of the Province.

Recommendation 1 Establish a Creative Industries Chamber

There is certainly no overarching body to represent the interests of the
sector, leaving it highly fragmented. It is in the interest of the PGWC –
and of the sector itself – that there be a representative body with which
PGWC could communicate, and jointly devise and implement appropriate
strategies to develop the sector.

Accordingly, the primary recommendation of this paper is that the
PGWC facilitates the establishment of a Creative Industries Chamber to
which all enterprises operating in the sector will be encouraged to affili-
ate. This Chamber will be the major partner of the PGWC to develop the
creative industry sector.

As an incentive towards the establishment of the Chamber, and since
the Chamber will be its key ally in developing the sector, the PGWC should
offer an amount of R1.5 million in the first year (2006/7), R1m in the second
(2007/8) and R500 000 in the third year (2008/9) to cover the operational
costs of the Chamber. Within three years, the Chamber should be self-
sustaining.

To arrive at a Creative Industries Chamber:

• Commission research into those sub-sectors that require further de-
tailed research to serve as baseline studies. This research would cost
about R150 000. Time frame: July-September 2005.

• Host sub-sector specific consultations (1-2 days per sector) to arrive
at common visions and strategies. Ten consultations should cost a
maximum of R200 000. Time frame: October/November 2005.
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• Organise a conference on the creative industries in the Western Cape,
and at which the Creative Industries Chamber will be launched. Cost:
approximately R350 000.

• Time frame: March 2006 if funding is available, or April/May 2006.

Recommendation 2 Establish partnerships with the British Council and
other international agencies

Given the experience of the creative industries in the UK, and given
the willingness of the British Council to cooperate in this area, it is recom-
mended that the PGWC establish a relationship with the British Council
to help develop the creative industry sector in the Western Cape over a
period of 3-5 years.

Recommendation 3 Coordination within the PGWC

It is recommended that in order to streamline coordination and to en-
sure that limited resources are optimally utilised, the Department of Eco-
nomic Development drives the establishment of an inter-departmental sub-
committee with representatives of the Department of Cultural Affairs and
Sport, the Department of Education and the Department of Economic De-
velopment serving on it.
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Appendix J

Film

Report Prepared by:
Krista Tuomi

J.1 The Local Film Environment

The film industry, from pre-production to distribution, plays a vital role in
the economies of South Africa and the Western Cape. It fosters national
pride, upholds cultural identity, generates substantial employment and fa-
cilitates skill acquisition. Furthermore, it has an important stimulatory
effect on supply and hospitality industries.

The local film sector has a world-class skills base in the area of pro-
duction, an unsurpassed variety of locations and until recently, competitive
rates. Moreover, promising opportunities exist for film. The new South
African Broadcasting Authority (SABC) channels, the expansion in media
outlets, and the growth of satellite and digital technology, have all opened
up new platforms for local products. The growing governmental awareness
of the importance of film has also resulted in an increasing number of co-
production treaties, incentive schemes and other initiatives which should
help develop the industry and stimulate growth.

The local industry clearly has the required competency to become a
significant player in the international market. However, a number of global
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trends and internal structural problems are threatening its growth prospects.
These include: the increase in competition from other countries (especially
in relation to foreign public support schemes); inexpensive foreign film and
television products (against which local products cannot compete); the
strengthening Rand; and the escalation in support industry prices. Local
filmmakers also face limited access to funding, distribution and facilita-
tion facilities. Furthermore, few viable ongoing training opportunities exist
for people entering the industry, especially those from previously disad-
vantaged communities. All of these concerns are compounded by lack of
industry research and the recent preclusive legislative changes on the part
of the South African Revenue Service, the Department of Labour and the
Department of Home Affairs.

J.2 Industry Snapshot

The film industry in the Western Cape currently produces a collective an-
nual turnover of R1 billion, which in turn generates approximately R2.5
billion of economic activity. For the 12 months ending June 2004, this
entailed over 1 674 still photography shoots, 461 television commercials
and 24 feature films and television series. Including both broadcasting and
the significant multiplier effect, it is estimated that film may contribute to
about 4% of Gross Regional Product.

On a national level, it is estimated that the current employment impact
of film is probably in the region of 30 000. Further jobs have been stim-
ulated in the transport, catering and hospitality industries. A large per-
centage of employment in the film industry falls into the high and medium
skilled category. Therefore, developing the local film industry translates
into developing the local skill base and raising living standards. However,
through its effect on the support industries, the industry also contributes
to employment growth in the low skills sector.

J.3 Industry Participants

The film industry has seen substantial changes in the last ten years, but
is still dominated by a core group of conglomerates: Primedia, Johnnic
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Communications, Sasani Limited, and the Refinery. The industry is fur-
ther represented by numerous employer organisations and other interested
parties.

J.4 Current Government Initiatives

The government has instituted a number of statutes and initiatives to de-
velop the film sector. National Government organisations with film related
programmes include: the National Film and Video Foundation (chief de-
velopmental and promotional agency for film); the Department of Arts and
Culture (earmarks R20 million annually for industry projects); the Indus-
trial Development Corporation (earmarked R250 million for the film loan
and equity financing); the Department of Trade and Industry (offers a num-
ber of export and manufacturing incentives for film products); the South
African Revenue Service (offers various tax incentives); and Sithengi (a
Section 21 company promoting the development and trade of African film
products).

Provincial and Local Government initiatives include: a subsidy of R60
million toward the Dreamworld Studio development; the Cape Film Com-
mission (a Section 21 company acting as the official advocate for film in
the Western Cape); the City of Cape Town’s new ‘film-friendly’ Film Policy
and Protocol; and the City of Cape Town Film Permit Office. A number of
other noteworthy private and semi-public initiatives exist. These include
numerous film festivals and the Film Resource Unit.

J.5 Problem Areas and Suggested Interventions

It is evident that the government is making a significant attempt to support
film. As noted, however, certain legislative and bureaucratic hurdles are
damaging the competitiveness of the sector. With the requisite research,
cooperation and coordinated public sector support, further development of
film is possible. Seven key problem areas have been identified: audience
development; training; funding and distribution; tax and labour legislation;
location and support industry issues; empowerment; and research.

Recommendation 1 Coordinate an Audience Development Plan.
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South Africa does not have a coordinated strategy in place to develop
audiences and local products rarely exhibit commercial success. Although
some initiatives have been launched in this area, it is suggested that the
PGWC complement these efforts by meeting with the Film Resource Unit
(FRU) and the Cape Film Commission (CFC) and embark on a coordinated
audience development plan. This should be undertaken by a CFC-FRU
partnership and needs to include:

• A commitment to meet regularly with the consortiums behind the
township cinema initiatives to assess any problems in their expansion
plans.

• The organisation of a workshop with the relevant industry stakehold-
ers to address the need for specific ‘business skill’ training.

• A commitment by the FRU to embark on further audience sampling.

• Negotiation with the SABC for early release of particularly promising
local films.

Recommendation 2 Provide Training.

The state of training is a core issue for the industry, especially in relation
to previously disadvantaged groups. Of particular concern is the severe
lack of basic business skill and technical training; the poor links between
training providers and the industry; the lack of effective standards; and
the poor understanding of the National Qualifications Framework (NQF)
and Media, Advertising, Packaging, Print and Publishing Sector Education
Authority (MAPP-SETA) training requirements.

Since most of the coordination and standard setting has to be set at
a national level, the requisite body to conduct the appropriate skills and
training reforms is the National Film and Video Foundation (NFVF). On
a provincial level, it is suggested that Cape Film Commission be supplied
with the requisite funding to host a ‘SDL guide for amateurs’ workshop
and that the funding request for the Western Cape Film Fund be seriously
considered. This fund could act as an important local financing channel for
bursaries and promising training initiatives.

Recommendation 3 Support Funding and Distribution Initiatives.
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Funding and distribution issues impose significant constraints on lo-
cal filmmakers. Although government funding is increasing, funding from
other sources remains weak due to the high risk nature of South African
films. A poor distribution network compounds the problems faced by local
filmmakers.

The PGWC can help mitigate these problems by:

• Granting the CFC’s funding request for the proposed Western Cape
Film Fund.

• Supporting local content quotas.

• Supporting Sithengi and ensuring that it receives adequate funding
to allow for growth and expansion.

• Supporting any efforts aimed at brokering new co-production agree-
ments.

Recommendation 4 Improve Tax and Working Conditions.

A number of tax and working conditions are being perceived as erod-
ing the competitiveness of the industry. Some of the complaints are le-
gitimate and require review. Other concerns, however, can be mitigated
merely through greater clarification and improved communication between
the government and industry members.

It is recommended that the PGWC back the attempts made by industry
parties to achieve the following legislative reform:

• Independent contractors not in ‘standard employment’ should be taxed
at a 25% flat rate.

• A simpler, fixed rate of tax should be levied when dealing with foreign
talent.

• The ‘at risk’ rules relating to Section 24F of the Income Tax Act
should be clarified.

• Crewing agents should be allowed to register as labour brokers.
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• The recently passed legislation regarding DOL permits for children
should be reviewed.

• A Basic Conditions of Employment Act (BCEA) exemption regarding
overtime should be granted for the industry.

• The proposed changes to the Immigration Amendment Act should be
reconsidered.

Recommendation 5 Streamline Location and Support Industry Require-
ments

The escalation in location and support industry prices are rapidly re-
ducing the attractiveness of filming in the Western Cape. This is further
compounded by poor relations between production companies and local
communities. The efforts by the CFC and the City of Cape Town (es-
pecially their new Film Unit Liaison Officer Project) should go some to
way to resolving many location problems. The PGWC can complement
this by researching the feasibility and impact of a licensing scheme for pro-
duction companies, where licences are automatically granted to production
companies but are revoked if a company repeatedly violates good filming
practice. All relevant industry bodies and production companies would
obviously have to support and participate in the feasibility study.

Recommendation 6 Facilitate Empowerment.

Transformation and Black Economic Empowerment (BEE) are key is-
sues that need to be addressed in the film industry. It is vital that the CFC
Transformation Group complete its BEE charter. As such, it is important
that the PGWC support the CFC Transformation Group in its attempts
to complete the BEE Charter and manage transformation issues.

Recommendation 7 Provide Research Support.

The provision of strategic information is vital for industry sustainability.
Current research efforts are ad hoc and inadequate to address industry
needs. The NFVF’s proposed ‘Sectoral Information System’ (SIS) and
‘Integrated Promotional and Development Campaign’, are perhaps the best
tools to overcome this deficiency. The PGWC should support NFVF efforts,
especially attempts to facilitate the collection of information by Statistics
South Africa.
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J.6 Conclusion

Although the problems facing the industry are serious, the suggested ini-
tiatives should ensure that the industry maintain competitiveness and cap-
italize on its numerous advantages and opportunities. It is particularly
important that the restrictive tax and labour legislation is addressed, espe-
cially the proposed changes to the Immigration Amendment Act. It is also
vital that the BEE Charter is completed and that the proposed audience
development partnership is considered. Furthermore, it is recommended
that the Western Cape Film Fund receive the requisite funding to address
some of the funding and training needs facing the Province.
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Appendix K

Financial Services

Report Prepared by:
The Edge Institute

K.1 State of the sector in the Western Cape

K.1.1 Economic activity

The average contribution of financial services to provincial GDP between
1995 and 2003 was 12.3%, 3rd largest in the Province of 26 sectors. Growth
of financial services sector in the Western Cape was 6.11% per annum.
The Western Cape contributes 21.7% to financial services output nation-
ally. Investment in the FIRE – finance, insurance, real estate and business
services –sector1 has dominated GFCF in the Western Cape Province, av-
eraging 32.7% of total investment, with an investment rate (investment as
a share of sector value-added) averaging 23.7%, well above the national
average rate. Since 2000, however, the sector’s investment has been less
vigorous than before.

1Investment data is available only for the FIRE sector as a whole at the provincial
level.
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K.1.2 Employment

The sector employed over 65 000 people in the Province in 2003, 5% of
formal employment. Sectoral employment has grown at 1.1% per annum,
while overall formal sector employment has declined. Since employment
growth has been much slower than output growth, labour productivity has
risen with capital intensity. Financial services employment in the Province
is heavily skewed towards insurance with 58% of the labour force, while the
banking sector provides 31% and the securities trading segment 11%. The
Western Cape has one-third of the national labour force in the insurance
branch.

K.1.3 Head office location

This is critical for employment and policy impact. Three of the top five
insurance head offices are in the Province (and ten insurance companies in
total), but only one domestic bank and one foreign bank. Most stockbrokers
have Western Cape branches rather than head offices, but eleven of 26 asset
management companies are based in the Province.

K.1.4 Labour force composition

The three branches of financial services have a broadly similar occupational
structure: about half the labour force are in clerical and sales occupations
where the entry requirement is matric. About one fifth are technicians and
associate professionals and another fifth are professionals. Senior manage-
ment comprise 10%. Indians and ‘Coloureds’ have advanced in the top two
occupational categories to representation close to their population shares,
but Africans are severely under-represented. Africans’ share of lower skill
white-collar (clerical and sales) jobs is significant, and Whites are a minor-
ity in these categories. Coloureds fill a very large proportion of the technical
and clerical jobs in insurance. Women are well-represented at the top of the
occupational ladder though the insurance industry is lagging the other two
branches, while the clerical and service/sales categories are predominantly
female.
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K.1.5 Access to financial services

Only 39.5% of the Western Cape’s population are unbanked, compare with
54.6% nationally. Less than a quarter of the Western Cape population have
never had a bank account. But while a small share of ‘Coloured’ people have
never had a bank account (25.6%), a very high proportion – nearly 23%
of the total ‘Coloured’ population – have had bank accounts but no longer
do, about double the proportion in South Africa as a whole. In April 2005,
about 10% of the 827 000 Mzansi accounts were in the Province, mostly
in the rural areas. One of the four major banks reported that just un-
der half of its accounts were ‘entry-level’ including Mzansi and low-income
customers. With very low formal savings in low income groups, a tiny pro-
portion (below 5%) use life assurance/savings products such as endowment
policies, though a significantly larger number own funeral policies (8.4%)
or burial society memberships (29.8%).

K.1.6 Banking

Banking sector assets have grown consistently faster than (nominal) GDP
since 1995, though the number of banks has declined since 2000, as most
of the smaller banks disappeared in 2001/02, and foreign bank interest
in South Africa also declined before its recent revival with the Barclays
takeover of Absa. Banking sector growth reflects (and reinforces) the over-
whelming dominance, as a group, of the four major retail banks, though
there is competition amongst them for market share of specific products
(such as home loans or credit cards). Their control over the national
payments system and dominance within ATM and sales point networks
underpin fee structures which are very high by international standards.
Nonetheless, smaller banks are profitable, if few in number.

K.1.7 Life insurance

This sector has done poorly over the past decade. Premium income has
declined due to shifting demand for financial assets by existing consumers
and the slow entry of low-income consumers. Investment income from the
equity market has also declined, due to dropping domestic inflation and
interest rates and a volatile international market. Poor revenue has in-
creased cost pressure and lowered employment. Domestic market structure
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has shifted substantially: the two leaders historically – Old Mutual and
Sanlam – have lost market share in new business, and there has been sub-
stantial consolidation via mergers and acquisitions, including the loss of two
of the Western Cape’s five major head offices since 1998. Old Mutual and
Sanlam have adopted contrasting strategies. The former has internation-
alised, broadening its focus from insurance to financial services and from
South Africa to the industrialised countries – it is growing rapidly in the US
and has repeatedly tried to establish itself in the UK and Europe. Sanlam
continues to focus domestically, aiming at new market segments, especially
low-income and Gauteng consumers, with limited international expansion
focussed on emerging economies. Cost-cutting via retrenchments and relo-
cation of some business units to Johannesburg has reduced the company’s
Western Cape labour force. Metropolitan Life, the 3rd Western Cape com-
pany, has grown rapidly and won market share from its two local rivals in
recent years, but is rumoured to be a takeover target for Sanlam.

K.1.8 Short-term (general) insurance

This sub-sector has been on a rapid upswing since 1999, with rising income
and dropping claims, and cash flows generated by subsidiaries in this sector
have supported Old Mutual and Sanlam. There has been entry by new firms
as well as some foreign investment.

K.1.9 Securities trading and asset management

Both the Johannesburg Stock Exchange and the Bond Exchange of SA
have grown exponentially since the mid-1990s, with an increasing share of
foreign transactions. This has produced a rapid increase in the numbers of
asset managers, employing small numbers of high-skill people.

K.2 Issues and trends in financial services

K.2.1 International

(1) Over the past two decades, policy deregulation and liberalisation of fi-
nancial systems and the development of IT and telecoms systems have
led to the globalisation of financial services, but also increased risk due
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to cross-border contagion and asset price volatility. A major current
threat to international stability is exchange rate misalignment between
the US dollar and the Chinese yuan. Though this reflects trade and
capital flow interdependencies, a sudden re-alignment could produce
commodity price collapse and an outflow of funds from emerging mar-
kets and be costly for the financial services sector and the South African
economy.

(2) Greater risk of financial collapse has led to multilateral strengthening of
regulation, in particular the Base II accord on capital adequacy, which
expands the definition of risk from Basel I, and places a greater burden
on self-regulation by banks and on market-based regulation. However,
Basel II has a cost. Banks will have to improve risk measurement
systems using substantial human and financial resources. The new
approach may be contractionary in the wider economy, and raise the
cost of capital especially for small borrowers. South African banks and
regulators are implementing Basel II very conservatively.

(3) The GATS (WTO) negotiations are ongoing, though agreement may
be four or five years away. The EU and the US are demanding the
opening of South African financial services to easier foreign entry. This
may threaten dominant domestic institutions but may promote compe-
tition by breaking the major banks’ control over the national payments
system, and exports by increasing outsourcing.

(4) A new distribution and service model is emerging which combines a di-
verse set of sales activities with centralised administrative operations.
Direct personal service and electronic provision are increasingly com-
plements rather than substitutes, with significant implications for skills
requirements and organisational structure. Banks are promoting trans-
actions volume and scope to raise fee-based revenues, and branches
become sales points for customer contact. In insurance, cost pressures
promote scale-based administration while stronger consumer protection
and shrinking markets widen product ranges and distribution meth-
ods, such as worksite marketing, bancassurance and tied agents. These
shifts will lead to massive growth internationally in the distinct activ-
ities of business process outsourcing (BPO, back office administration
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and remote client servicing) and Call Centres (inbound and outbound
voice-based sales and service).

K.2.2 National

(1) The Financial Services Charter (FSC) is the major domestic trend. All
the major financial services groups have concluded deals to meet eq-
uity targets. The empowerment consortia involved will also contribute
to transformation of procurement, staffing and BEE financing in other
sectors. Although short-term staffing targets will be met, recruitment
from a restricted labour pool may intensify shortages of high-skill em-
ployees over time and contribute to the shift to flatter organisational
structures and scale-based service models. Input procurement is be-
coming decentralised, and institutions’ buying power could strongly
promote small and medium black entrepreneurs, but with possible neg-
ative medium-term cost implications. If BEE commitments are met,
then financing will amount to a significant share of overall credit flows,
and together with Basel II criteria, may impact on credit extension for
growth.

(2) FSC requirements for extending financial access are likely to be met
if competition is increased in the low-income retail banking market.
Foreign entry, especially by developing country banks may have some
impact. Non-banks (retail chains, cellphone companies) are entering
banking, and will be encouraged by a new regulatory framework which
eases entry restrictions. However, the major banks are internalising
the competitive threat by establishing partnerships with non-banks,
exchanging access to the payments system for new distribution channels
in line with the new business model.

(3) All the major South African banks and insurance companies are ex-
panding into the rest of Africa and beyond. With rapid growth and
relatively high returns on equity, this will absorb a growing share of
human and financial resources, but also increase demand for service
provision from within the institutions’ South African operations.
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K.3 Policy options for the Western Cape

Recommendation 1 Promote provincial-level co-operation amongst pri-
vate sector institutions within financial services

There are limits on policy options imposed by the resources and in-
struments available to provincial governments, but also by the head office
and branch structure of institutions and National Government regulation
in financial services. However, the sector’s significance within the Western
Cape economy and the Province’s national share of the insurance and asset
management sub-sectors provide a strong motivation for policy. Interven-
tions should be aimed at promoting either services exports for job creation
or broader access to improve low-income consumer welfare, rather than ex-
tending services to existing middle- and upper-income groups. Most of these
interventions require the provincial government to promote provincial-level
co-operation amongst private sector institutions within financial services,
within and across sub-sectors, and this points to the more general need
for stronger provincial organisation within the sector, including provincial
committees within national lobbying organisations. There is also a general
need for improved national and provincial data collection and processing
in the sector.

Recommendation 2 International administration outsourcing (BPO) in
insurance and asset management

The international market for these services - distinct from Call Cen-
tres – is expected to grow rapidly, presenting a significant export oppor-
tunity. A solid local base exists with Old Mutual and Santam already
insourcing internationally in insurance and Tasc(JP Morgan) in asset man-
agement, while Sanlam is also attempting to establish a market. South
African capabilities are further demonstrated by a similar market presence
in Gauteng, although inter-Province competition should be avoided. The
Province’s established presence in the two industries is a key competitive
advantage, providing credibility as a service provider and marketing links
with prospective clients, but most importantly a pool of high-level skills
with sector-specific administrative and technical expertise, since BPO prof-
itability rests on improved productivity, not merely lower wages. The large
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pool of experienced lower-skill workers and established (in-house) training
facilities for the latter are an additional advantage.

Potential interventions are largely catalytic and co-ordinating. They
include development of physical infrastructure, subsidising and facilitating
company co-operation in training of lower-skill workers, providing job place-
ment services, international marketing to attract potential foreign investors
to the Province and promoting co-operation with Gauteng government. By
engaging with industry lobby groups and training institutions, provincial
government could help to identify areas of potential co-operation amongst
private companies to enhance market growth.

Recommendation 3 Promoting access in banking

The inability of many low-income consumers to access financial services
or to retain access after initial entry is due to the lack of appropriate prod-
ucts, high service charges and the time and money costs of contact with
service points. These factors are linked to some extent and can be addressed
by the adaptation of both products and service delivery mechanisms. The
latter would build on the growing complementarity between personal and
e-based services2, while the former will require new intermediate instru-
ments and institutions between large private institutions and low-income
consumers. The PGWC may be better placed for intervention than other
levels of government because of its responsibilities in social infrastructure
and public service provision. The Western Cape is particularly well-placed
because of its mix of urban and rural population.

Potential interventions are direct as well as coordinating. Access to
financial service points should be incorporated into planning and imple-
mentation of infrastructure expansion for housing settlement and trans-
portation, which will require improved provincial coordination amongst
banks. Public-private partnerships with appropriate institutions should be
established to experiment with intermediate instruments and solutions to
low-income access in banking and insurance.

Recommendation 4 SME promotion via BEE procurement from the fi-
nancial sector

2This implies that expanded service provision to low-income consumers is unlikely to
be a major driver of job creation.
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Financial institutions with substantial buying power have begun to de-
centralise procurement in response to FSC incentives. The potential impact
on black entrepreneur and SME promotion should be accelerated and locked
in. In the Province, the printing and publishing industry, other media, and
business services are potentially significant beneficiaries.

Policy interventions are facilitative, including close interaction with in-
stitutions to identify opportunities for decentralising procurement and po-
tential suppliers, and business mentoring provision, as well as mentoring
and business service support to new suppliers to promote quality and cost
standards.

Recommendation 5 Skills development and training of high-skill finan-
cial services staff

In addition to a possible skills shortage in the future, many high-level
staff – managers and professionals – already in the sector lack necessary
skills for evolving business models and regulatory frameworks. These in-
clude generic skills such as sales and human resource management, as well
as specific technical skills, such as personal financial advising and risk and
security management. There is an opportunity for the Province to establish
itself as the primary national location for financial services training, which
would also have wider benefits in terms of sector activity location.

Policy interventions are catalytic and co-ordinating, including develop-
ing collaborative initiatives amongst local tertiary education institutions,
private financial institutions and sector training bodies (SETAs as well as
dedicated training providers such as the Institute of Bankers).

Recommendation 6 Intervention in national processes

Several national policy and regulatory processes impact directly on the
prospects for the sector within the Province. Given the sector’s signifi-
cance in the provincial economy, there is a case for PGWC’s involvement
in the national policy debate. The PGWC should explore the modalities
and substance of possible interventions in: the ongoing development of a
South African response to the GATS requests by other countries, where
selective liberalisation of access may be beneficial to the Province; and the
increasingly activist shareholder stance of the Public Investment Commis-
sion, whose assets include provincial employees’ pensions.
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Appendix L

Call Centres and Business
Process Outsourcing

Report Prepared by:
Raven Naidoo, Mark Neville
(Radian)

L.1 Background

Business process outsourcing (BPO) is the transfer to a third party of
responsibility for tasks and processes that primarily involve the handling
and manipulation of data (taken in its broadest sense to include voice data).

The range of tasks which are outsourced is broad, but are typically im-
portant non-core tasks, such as back-office administration, data capture,
and customer contact. Voice focused services tend to be more complex as
the outcomes are far more variable. Western Cape BPO firms (centered in
Cape Town) excel at providing these services for both local and interna-
tional clients.

The establishment of a new BPO operation – whether as a captive of
an overseas parent BPO operation, a shared facility for a local corporate
or an independent outsourcer servicing a range of clients – brings with it
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capital investment, secure jobs with good opportunities for advancement,
skills training, and the potential to earn foreign exchange (effectively a
form of export). However, securing such business is complex, high risk and
involves the support of a supply chain that must deliver both technology
and skills.

The characteristics of the industry closely match the needs of the region
and the goals of government – it is a non-extractive, labour intensive export
oriented service industry, capable of attracting inward investment, with a
wide range of up-stream benefits and potential economic multipliers.

L.2 Current status of the industry

Business Processing Outsourcing is already a major industry in the Western
Cape. Over 100 operations employ over 11 000 people, making it one of
the top 10 employers. Agent numbers have grown 25% over the past year.

The opportunities for growth are considerable; the global market for
BPO is already worth up to R250 billion by some industry estimates, of
which $32-35 billion is undertaken offshore. India is the most high-profile
destination, where the BPO industry is worth $3.5 billion, supporting 700
world-class call centre providers and employing more than 500 000 peo-
ple. By 2015, Europe will ‘lose’ a cumulative 1.2 million jobs to offshore
locations.

Companies do this not only to benefit from lower costs, but also to
access more effective processes managed by specialists, make use of scarce
resources (especially staff), enjoy more predictable cost streams, spread risk
across a number of locations, and allow management to keep its focus on
core, value-adding activities.

The local industry has huge potential to attract clients, justify inward
investment and create jobs, provided that it can successfully position and
promote itself to provide those higher value services where it has a com-
petitive and differentiated advantage.

Prospective customers and investors look at (1) the extent to which the
Western Cape has the core intrinsics of a successful BPO centre (2) the
extent to which a mature industry already exists, and (3) the extent to
which the local industry is mobilised and undertakes pro-active marketing
efforts to attract customers and investors.



L.3. OPPORTUNITIES 265

• Skills availability is one of the key requirements. Western Cape labour
rates are high relative to other countries, and this contributes to a
high overall hourly cost per full-time employee.

• The Western Cape has an experience and skills base that give it a
competitive advantage in servicing the needs of the banking, insur-
ance and telecommunications industries, and customer interaction-
based services.

• The language profile and cultural fit of the Western Cape population
make it suitable for the delivery of higher value, unscripted voice
services to UK and other European and US countries.

• Telecommunications costs have declined, but are still not aligned to
international competitors. The removal of Telkom’s monopoly control
of the SAT-3 cable is particularly pressing.

• Market maturity depends on a range of factors, including the maturity
and resources of vendors, the availability of set-up assistance, and
the availability of financial incentives and other forms of government
support. The Western Cape is still at an early stage in this regard.

• The proactive marketing efforts undertaken by CtC (the Western
Cape BPO and call centre industry body) are recognised as a key
factor in the success of the Province in establishing the industry thus
far.

• Other relevant factors include the local importance of BEE, and the
perceptions of international investors with regard to South Africa’s
industry capabilities.

L.3 Opportunities

(1) The best opportunity for the growth of Call Centres and BPOs in the
Western Cape lies in the industry positioning itself as offering an at-
tractive price/performance capability for complex voice-based services,
especially in the financial services industry. The local workforce (agents
and management) has historical expertise in the financial services and
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insurance industries, whose products and services are similar to those
of these same industries in the main counties with demand (the UK
and the USA).

(2) Depending on how successfully this opportunity can be addressed, then
conservatively between 5 000 and 40 000 new direct agent jobs could
be created nationally during the period 2005 – 2008. This depends on
a variety of factors – some of which (such as the growth in demand)
are outside of the control of the South African industry or government.

(3) A further consideration is the proportion of all new South African jobs
created in the industry that are in the Western Cape. As the local
industry develops and its ability to undertake larger scale contracts
increases, the region can reasonably expect to attract a greater propor-
tion of the national total. On this basis, the Western Cape may attract
anywhere between 20-50% of all national jobs created.

From this perspective the following scenarios are envisaged1:

Scenario 1
Fringe Player

Scenario 2
Tier II Player

Scenario 3
Premier Tier
II Player

New agent seats cre-
ated nationally

5,000 18,000 40,000

Western Cape share 20% 30% 50%
New jobs created lo-
cally

1,000 5,400 20,000

The most likely route to the achievement of the more favorable scenarios
is through attracting foreign investment by established global BPO vendors
or from foreign corporates establishing captive operations in the Western
Cape.

1Malaysia, the Philippines and China are usually referred to as the ‘Premium Tier
II’ countries, in recognition of the significantly larger size and maturity of the Indian
industry, which is the premier, Tier I location. The other serious contenders are straight-
forward ‘Tier II’ locations.
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The potential therefore exists to create up to 20 000 new, well pay-
ing, sustainable knowledge economy jobs over the next three to four years.
These jobs would primarily be taken by school levers, mostly with no more
than a matric qualification.

Each new call centre seat has a multiplier effect that results in around
four more jobs being created elsewhere in the economy. Using the creation
of 20 000 new call centre seats as a starting point, this would:

• Employ 22 000 agents working shifts.

• Employ in direct employment of a further 4 400 managerial, training
and other staff in support industries.

• Result in a further 66 000 jobs being created elsewhere in the economy
(on the basis of a 3.5 times multiplier).

Total jobs created could therefore be as many as 92 400. This alone would
contribute ±0.5% to national GDP.

L.4 Drivers

Fifteen different issues have been identified that affect the viability of the
Western Cape as a BPO centre, the ability of the Western Cape to meet
demand, and that support the growth potential of the industry by ensuring
an appropriate environment. These are:

(1) Labour : Availability and cost of skilled staff (agents, managers and
support).

(2) Specialised infrastructure: Availability and cost of specialised infras-
tructure (buildings, telecommunications).

(3) Economic infrastructure: Attractiveness of general economic infras-
tructure (roads, public transport, power supply, etc.); overall quality
of life (security, healthcare, etc.) and social infrastructure.

(4) Competitive BEE firms : Existence of existing companies able to com-
pete for national business; level of BEE charter compliance by the Call
Centre and BPO industry, and supporting industries (especially ICT).



268 APPENDIX L. CALL CENTRES AND BPO

(5) Cost of compliance: Level of regulatory burden.

(6) Competitive local BPO firms : Existence of local companies able to
compete for international (offshore) business.

(7) Specialist talent : Availability of an experienced labour pool, many with
personal industry certifications; existence of labour pool with client
industry knowledge, e.g. financial services, healthcare, etc.

(8) Support services : Existence of support services, including recruitment,
training, standards certifications, IT systems and support, industry
consultants, and disaster recovery facilities.

(9) Regional track record : Existing operations that demonstrate service
quality, high productivity, and ability to scale.

(10) Industry standards : Existence of firms with accredited standards rat-
ings (e.g. ISO, COPC, CMM, BS7799 security standard) or with proved
cost/quality metrics.

(11) Industry coordination: Existence of a well-supported local industry
body.

(12) Industry promotion: Effectiveness of a local promotional agency.

(13) Incentives : Local, provincial or National Government incentives.

(14) Firm promotion: Individual firms must have the capacity to position
and promote themselves effectively and in a coherent way.

(15) Cost of set up and time to market : Set up assistance, transparent
requirements, easily navigable bureaucracy, ease of regulatory compli-
ance; and easily available work permits for expatriate managers.

L.5 Recommendations

The Call Centre and BPO industry is a non-extractive, labour intensive
export oriented service industry, capable of attracting inward investment,
with a wide range of up-stream benefits and potential economic multipliers,
and is therefore an ideal target for government attention and support.
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Underlying each of the following recommendations is the promotion of
stakeholder alignment. Firms, the industry, government and its agencies,
and suppliers must be informed and committed to working together to
achieve the common goal of making the Western Cape a premier global
contact centre and BPO services hub.

Recommendation 1 Expand support for CtC. CtC is the preferred vehicle
for many of the programs and activities needed to realise the potential growth
and employment potential of the industry.

The need for CtC is not in question. The priority recommendation is
that the PGWC should expand its funding to CtC to enable it to better
deliver its existing actual and planned programs. Current funding is rel-
atively ad hoc, and insufficient to deliver the investment and employment
potential open to the Western Cape over the next three to four years.

CtC would greatly benefit from a longer term funding commitment. In
line with the medium term expenditure frameworks currently being adopted
by government, the PGWC should make a rolling three-year funding com-
mitment to CtC. This would allow it to plan longer-term projects, attract
and retain staff, and would demonstrate commitment to the industry and
potential investors by government.

Government funding for CtC should be channeled into four main pro-
grams:

• Investment promotion
• Industry coordination
• Skills development
• SME development

Optimum funding to effectively run all four programs outlined above is of
the order of R7.7 million per year for the next three years. The public
expenditure per anticipated direct job created is ±R760 - far lower than in
most other industries.

Recommendation 2 Support for SACCCOM. The role of South African
Call Centre Community is critical. The Western Cape stands to gain dis-
proportionately from its activities. The PGWC should therefore put specific
effort into lobbying National Government to ensure that SACCCOM gets
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off the ground, and have ongoing input into its affairs. The activities that
SACCCOM should undertake are:

(1) A national market positioning and promotional campaign.

(2) A program to target multinational companies with a high propensity
to outsource.

(3) A program to engage South African multinationals to bring the back
office processes of their overseas operations ‘home’ to South Africa.

(4) Address, with National Government, the problem issues relating to the
cost of telecommunications and regulated access to the SAT-3 cable;
the inadequacies and failures of the SETA training support funding;
and failure of the dti to deliver BPO industry employment incentive
grants.

Recommendation 3 Direct provincial initiatives. Using the potential ben-
efits to the Call Centre and BPO industry as a motivation, the PGWC –
through the relevant internal departments – should address the following
issues:

(1) Support of the Premier, the MEC and Senior Management. It is imper-
ative that the PGWC show its commitment to growing this industry by
committing senior management involvement to the board of CtC and
by allocating multi-year funding in its budget to ensure stability and
enable reasonable planning.

(2) Consistent policy toward the industry. The apparent attention given
to the industry by the PGWC has been somewhat erratic and incon-
sistent in the past: individuals with oversight responsibility have been
frequently rotated and committed funding support for the industry
body has been sometimes slow in coming. This situation needs to be
rectified.

(3) Lobbying National Government. The PGWC should state its case with
regard to a number of national issues with significant impact on the
local Call Centre and BPO industry. These include:
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• Bringing about a wholesale change in the way that National Gov-
ernment thinks about telecommunications. Direct concerns are:

– the introduction of competition into the national telecommu-
nications market;

– the potential impacts of the proposed telecommunications
convergence bill. The freedom of VANS to carry voice needs
to be explicitly preserved; and

– regulation of access to and pricing of the SAT-3 cable.

• Effectiveness of the dti especially with regard to the call centre
and BPO industry.

• Resolving problems associates with the operation of the national
SETAs.

• Ensuring the establishment and national funding of SACCCOM.

The PGWC should consider allocating responsibility for oversight of
this industry to a senior official, who would pursue these lobbying ac-
tivities, brief the Premier and maintain links with CtC as the supported
industry association.

(4) Property survey. Together with the City of Cape Town and the Na-
tional Government, undertake a property survey of publicly owned
building and land within the Western Cape, with the specific inten-
tion of making under-utilised or unused property available to use by
Call Centre and BPO firms. Identified buildings could be refurbished
and managed in partnership with the private sector.

(5) BPO Business Park. The feasibility of establishing a BPO business
park to support new firms, and/or provide business-ready facilities for
new investors to move into, should be investigated. Such projects could
make use of unused public property identified as a part of the recom-
mended property survey.

(6) Public transport. The limits to economic growth created by a public
transport system perceived as inadequate, unreliable and unsafe are
well-documented. This is a particular constraint facing the BPO in-
dustry, which must be able to ensure that large numbers of people can
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travel to and from central locations round the clock. Action on an
integrated public transport plan for Cape Town is long overdue.

(7) Municipal area network. Alternative service providers for the creation
of virtual private networks will lower the cost of telecommunications
within the Western Cape and South Africa. The City of Cape Town is
in a position to build a municipal area network, which would have direct
benefits for its own administration and the PGWC, and potential ben-
efits for the regions’ universities and knowledge economy businesses in-
cluding the BPO industry, IT, film and other creative and digital media
industries. Specifically, access to such an alternative network provider
should lower the costs of local onshore outsourcing firms by providing
them with access to a choice of infrastructure providers. Set-up times
are also likely to be reduced. The Provincial Centre for e-Innovation in
the Premier’s Department should seek to support and cooperate with
the City’s IT Directorate responsible for telecommunications to make
this a reality.

(8) BEE procurement. When the existing contracts that the PGWC has
with call centre service providers end, then appropriate BEE procure-
ment policies should be applied to any new contracts issued.

L.6 Conclusion

The rise of the Call Centre and BPO industry is a recent global phe-
nomenon. Although the Western Cape missed the first wave, increasing
globalisation and the technical ability of firms to split operations and trans-
fer pieces to the lowest cost-for-quality locations means that there is still
considerable opportunity to attract fixed investment and sustainable jobs.

The Western Cape cannot compete internationally on cost alone. Com-
petitiveness can also be defined in certain market niches where service qual-
ity, language compatibility and cultural empathy are also important, as lo-
cal cost/quality offering is particularly appealing to specific industries and
territorial markets. If this potential is promoted vigorously and appropri-
ately, up to 20 000 new agents seats could be created in the next three
years. Shift work and other multiplier effects could result in direct and
indirect employment of up to 92 000 people. The positive economic and
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social impacts on Cape Town and the region would be considerable, far
exceeding the growth potential of any other emerging industry.

A functioning and well-supported industry association and investment
promotion organisation already exists. This should be the main vehicle for
the PGWC’s tangible support. It needs to have the resources to be able
to state the case for bringing Call Centre and BPO work to the Western
Cape in the face of massively funded and determined local and international
competition. The public sector funding requirement of CtC (R6.7 million
a year for three years) is modest when compared with competition from
other regions in South Africa and in other comparable countries, whilst the
potential returns in terms of jobs created are significant.
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Appendix M

Information and
Communication Technology

Report Prepared by:
Radian

M.1 Significance of the sector

The information and communication-technology (ICT) sector is an impor-
tant part of the Western Cape economy. It has the potential to realise the
vision of the PGWC to promote and grow the local ICT sector in order
to strengthen skills transfer, job creation and economic and social develop-
ment.

ICT firms in the region have an annual turnover of approximately
R7,5 billion. There are approximately 1 100 ICT firms in the Western
Cape and the sector employs approximately 27 000 people; the average
staff complement per company is 17. The local industry is dominated by
software-related activities, more focused on supporting the ICT needs of
other businesses than on the development of new tools and technologies.
Spending by the financial services industry is a notable driver of the direc-
tion and rate of growth in the industry.

The primary nature of IT businesses in the Western Cape is regarded

275



276 APPENDIX M. ICT

as software services and development and/or consulting. Other primary
areas of business identified included education and training, web and por-
tal development, the provision of software solutions and media as well as
publishing.

As far as the strengths and weaknesses of the sector are concerned,
education, skills of the workforce and the local infrastructure are some of
the most commonly identifiable strengths of the sector. The distance to
major markets and the small size of the local market are major weaknesses
of the local ICT sector.

From an export perspective, the local ICT sector has done well in pen-
etrating international markets. It has done so on a substantive basis in
terms of numbers of companies, in spite of several disadvantages, such as
the small size of local ICT firms.

To support the development of the sector, key programmes and projects
have been initiated by, among others, CITI, the UUNET Bandwidth Barn,
ISETT Seta, the City of Cape Town, SAITIS, the dti and local universities.

Several public-sector organisations provide support to the ICT sector.
In particular the Western Cape’s Department of Economic Development
has been responsible for the current strategy for the ICT sector in the
Western Cape. This strategy relies on a range of different interventions
to develop the local industry. Its main focus is on building linkages and
networks between firms, institutions and government. Viewed in a wider
context the sector-support approach of the PGWC for the ICT sector is seen
as positive, but not comprehensive enough, especially in dealing with Black
Economic Empowerment (BEE) and promoting demand side measures. In
addition, many of the proposed activities in the strategy still have to be
implemented.

M.2 Segments in the ICT sector

For the purpose of looking at key areas of future support, the ICT sector can
be segmented into four categories that describe the nature of the business.

• ICT services: This includes consulting (hardware and/or software),
human-resources recruitment, education and training, maintenance
and repair, outsourcing, IT and utility.
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• Software activities: Software development and tools.

• Hardware: Computer hardware and peripherals, computer consum-
ables and accessories.

• Telecommunication services: Internet services, value-added net-
works and other telecommunication services.

On the basis of the existing state of the local ICT industry and the ap-
plication of a set of strategic filters, the ICT-services category represents the
highest possible growth opportunity and has a solid base of skills to support
it. Telecommunication services are also expected to expand rapidly, follow-
ing the anticipated liberalisation of the local telecommunication sector in
2005.

M.3 Policy levers

The input to the MEDS for the ICT sector can be summarised into the
following key objectives and goals:

• to grow the ICT sector by creating demand for its products and ser-
vices;

• to increase the number of entrants and number of companies in the
ICT sector by utilising supply-side initiatives;

• to promote competitiveness, productivity and globalisation of the lo-
cal industry; and

• to lower factor costs for the local ICT industry in the Western Cape.

Key strategic levers for repositioning the sector include efforts to re-
duce the cost of telecommunications, promote skills development, attract
the right type of companies into the sector and use government-led procure-
ment to expand local demand. A set of short-, medium- and longer-term
activities has been proposed to address these areas.

A key strategic activity proposed for the PGWC is the development of
a broadband metropolitan area network, which will stimulate the local in-
dustry through procurement, the facilitation of e-business and e-commerce,
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reduction in the cost of communications for businesses and the attraction
of investment from knowledge-intensive industries. The multiplier effect of
such an intervention could by far exceed any other attempt to develop the
local ICT industry and the competitiveness of the region.

From a policy perspective, the PGWC’s strategy of sector development
via clusters is well grounded and has demonstrated good success, especially
in the ICT sector. These need to be maintained and expanded in the four
key activity areas listed above.

The PGWC needs to develop procurement policies that are linked to
the development of the local ICT industry, for example, by specifying levels
of local ownership and local skills development, and by using systems with
high local value, such as open-source software and related systems.

The PGWC should regard the ICT infrastructure as the engine and key
enabler for the knowledge economy, just as the roads, electricity and water
infrastructure was the engine for the industrial growth at an earlier phase.
To this end, the PGWC should adopt the development of a broadband
metropolitan area network as a strategic and visionary goal, putting in place
the policies and processes that will enable the realisation of this vision.



Appendix N

Tourism

Report Prepared by:
Barry Standish

The tourism industry is a sector that has lately been the focus of intensive
research and policy planning at national, provincial and local levels. The
consequence of this is that there is a substantive amount of policy docu-
mentation and other literature on the tourism industry and its multiple
role players. Given this background information a three-stage process was
followed in the sector study.

Phase 1 accessed, assimilated and synthesised recent policy documen-
tation on the tourism industry at national, provincial and local levels. A
first report covered these policies and other relevant research, and gave a
macro-perspective of the tourism industry.

In phase 2 key role players in both the public and private sectors were in-
terviewed to determine their views on the tourism industry in the Province.
This elicited opinions on the strengths, weaknesses, challenges and oppor-
tunities of the industry and it helped identify critical issues relevant to the
industry.

In phase 3 key interventions were identified and outlined at some detail.
The first report pointed out that the tourism industry both in the

Province and nationally is a very large industry with a multiplicity of
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stakeholders and role players. It has recently been the focus of a signif-
icant amount of research, workshops and policy initiatives, leading to the
following key issues:

• There is no coherent statistical picture of the industry at a national
and, more importantly, at a provincial level. There is some infor-
mation on the demand side (although this is limited at a provincial
level), but there is little supply-side information.

• While it is clear that overseas tourism numbers have been growing
fairly rapidly, far less is known about visitors from the rest of Africa
and domestic tourists. Besides, if current trends in overseas visitor
arrivals continue, the industry will not be able to achieve the arrival
targets set in the provincial White Paper.

• The different policy documents propose a whole range of interven-
tions, from infrastructural to institutional, with both quantitative
and qualitative targets. There is, however, no mechanism to deter-
mine if these targets are being (or can be) met. What is needed is a
set of criteria by which to judge which are the best interventions and
how these interventions should be clustered.

The feedback documented in the phase 2 report is not reported on in
this executive summary since many of the issues raised and interventions
proposed fall outside the responsibility of the PGWC, and therefore lie
outside of the MEDS for tourism.

N.1 Key interventions

The PGWC could potentially undertake the following four key interven-
tions:

• establish a provincial tourism development forum (TDF);

• develop a procedure for prioritising interventions identified through
the Integrated Tourism Development Framework (ITDF);

• establish a statistical profile of the industry; and
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• establish a provincial support function for district municipalities, towns
and LTAs that lack capacity.

It is recommended that these four proposals should be seen as one
integrated intervention rather than four independent initiatives.

The second of the interventions is the development of a procedure for
evaluating all of the proposals that have been made in the Integrated
Tourism Development Framework (ITDF) in order to inform decision-making
by the Province and the Tourism Development Forum. Hence, there will
be considerable interplay between the TDF and the ITDF.

The third of the key interventions is the need to develop an adequate
and up-to-date social and economic profile of the provincial tourism indus-
try. This should consist of both demand- and supply-side profiles. This is
important, not only to give decision makers important market intelligence,
but also to give feed-back on the impact of interventions identified in the
ITDF.

One important pay-off of the socio-economic profile of the industry will
be the interaction between evaluation procedures and ongoing statistical
profiles of the industry. Changes in the profile of the industry, particularly
the geographic profile, may, at times, be attributed to specific interven-
tions. Thus, an appropriately structured survey of tourists will be able
to gauge the extent to which a specific intervention has led to changing
tourist trends. Once changing trends are isolated, supply-side profiles will
help in determining the extent to which specific interventions have matched
key performance indicators. This, again could help to make more informed
decisions about future interventions.

Parallel to this process is the need for some form of provincial tourism
support for district municipalities and local authorities, who currently lack
capacity to develop tourism-related business plans and implement strategy.
Such support should enhance projects and interventions implemented at
district or local levels.

N.2 Other interventions

A range of other interventions have been identified but are merely once-off
or considered as important as those listed above.
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N.2.1 Showcasing Western Cape products

For the purposes of growing the market and increasing the product port-
folio of the Province there is need to better showcase products produced
in the Western Cape, like art, craft, food, wine, cabinet making, etc. Such
showcasing needs physical space in the city and other central places (via re-
gional branches or franchises). The PGWC should facilitate such a project
rather than to fund it.

N.2.2 Transformation

The Province is already actively involved in transformation in the industry.
Two new interventions are suggested:

• facilitate the establishment of craft, jewellery and cabinet-making co-
operatives; and

• initiate research into extended beach tourism; this investigation would
explore the costs, benefits and feasibility of the Province positioning
itself as an international destination for beach tourism. It also needs
to explore environmental implications as well as the attitudes of local
residents to extended beach tourism.

N.2.3 Administered prices

There are a number of administered prices under the control of the PGWC
that are problematic for the industry and warrant closer investigation.
These relate specifically to Robben Island and Cape Point entrance fees,
the Cape Point funicular and Boulders.

N.2.4 Transport constraints

A variety of transport issues were identified, including inadequate public
transport, the need for an efficient transport link between the city and
Cape Town International Airport, and scope for increased use of trains by
tourists.
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N.2.5 Research into seasonality

Seasonality is a well-known problem in the tourism industry. The PGWC
should sponsor research into the different dimensions of the problem and
potential solutions. It is important to recognise that seasonality is broader
than just tourism. At a minimum it also affects fishing and farming with
all their backward and forward linkages. For example, the constraint on
air travel is largely due to the limited number of people travelling business
class to Cape Town on international flights.

N.2.6 Liaison with national departments

The PGWC should be active as a liaison body between the local tourism
industry and National Government with the following particular needs:

• liaison with the dti to speed up the processing of grants to guesthouses
and B+Bs;

• liaison with the national Department of Transport to reduce delays
in the issuing of transport permits for tour operators; and

• liaison with national DEAT to ensure more effective sanctions against
illegal tourist guides.
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Appendix O

Energy

Report Prepared by:
Access Market International
(Pty) Ltd.

O.1 State of the Sector

South Africa’s energy sector is predominantly fuelled by coal. Eskom, South
Africa’s state-owned utility, provides 95% of the country’s electricity.

In 2003, peak demand was around 31 500MW and national installed
capacity was around 38 000MW. This current capacity is fuelled 88% by
coal, 2% by hydro-electric power, 5% by nuclear power, 4% by pumped
storage and 1% by oil-fired gas turbines (Eskom, 2004). The remaining
5% of the requirements is provided by municipalities, Independent Power
Producers (IPPs) and imports from the South African Power Pool (SAPP).

As a result of the country’s economic growth, the overall electricity de-
mand in South Africa has increased significantly by 15% per annum, which
means that by 2007 peak-period demand will exceed the utility’s ability to
supply electricity during peak periods. This will cause a deficit between
supply and demand. Long-term projections show that South Africa will re-
quire an additional 20 000MW of electricity by 2025. Additional base-load
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capacity will be required by as early as 2010.
The Western Cape’s total energy requirement is estimated by the DME

to be in the region of 114 138TJ which is 7.1% of the national requirement.
The transport sub-sector has the greatest demand for energy and fuels,
followed by industry, residential, agriculture, commerce, and finally mining
and quarrying.

Since the Western Cape does not have a readily available coal re-
source base, other avenues have been identified to meet the region’s en-
ergy needs. The identified alternatives are natural gas, wind energy, solar
energy, biomass and biofuels, nuclear energy as well as wave energy.

The various alternatives are driven by a number of strengths attributed
to the Western Cape. The most important being that the Province has
access to a high rate of solar radiation, there is a strong wind capacity
off the West Coast with wind blowing from two directions throughout the
year. Over and above this there is strong wave energy capacity off the
surrounding coast as well as a high rate of innovation in renewable energy
technologies from organisations and institutions. These strengths provide
various opportunities such as the potential to implement solar water heaters
and other such technologies into the Province. There is also a strong possi-
bility for the development of wind farms, as well as providing the potential
of manufacturing various innovative renewable energy technologies.

These options also have the potential to attract foreign direct invest-
ment (FDI) and to create additional job opportunities directly/indirectly
in the sector.

With regard to labour conditions and alternative energy sources, em-
ployment gains could be achieved within areas such as drilling and testing,
developing gas delivery systems and bringing the gas to the market. Em-
ployment gains could also be achieved quickly and easily within the renew-
able energy sector, especially in SWH and biofuels, as well as showing good
returns on a limited investment by the PGWC.

O.2 Challenges and Barriers

Various barriers to entry have been identified with regards to accessing the
energy market in the Western Cape. Some of the more influential barriers
to entry include the high capital costs of renewable energies. These prices



O.2. CHALLENGES AND BARRIERS 287

are high due to low sales volumes, therefore economies of scale would greatly
assist in reducing manufacturing costs and lowering the need for high profit
margins.

Another significant barrier to entry is the domestic electricity price in
South Africa which is currently among the lowest in the world, as well as the
current substitutes that are used such as paraffin and candles. The low cost
of these energy sources makes it difficult for alternative energy resources
to compete. However, these low costs do not take into consideration the
health risks due to greenhouse gas emissions attributed to coal and other
fossil fuels as well as life and property damage or loss due to fires attributed
to paraffin and candles. The future electricity-tariff hikes are also likely
to exceed inflation as Eskom begins financing the programme to provide
additional capacity.

Government has realised that these barriers exist and is considering a
number of measures in order to overcome the problem. A decision has
therefore been taken to institute measures to support independent power
producers (IPPs) of renewable energy and to promote the use of alternative
forms of energy through government initiatives and policies.

Within the first stage of the report, various conclusions were made in
terms of the energy sector:

• There is firstly a lack of detailed market share and demand-side data
at a provincial level. Data on electricity is more readily obtainable
than data on other fuels, but is not adequate.

• The departments are not cooperating with one another with regards
to an integrated and coordinated energy strategy.

• Another vital conclusion is that the Western Cape has considerable
advantages within the energy sector that are currently under-utilised.
With the correct planning and support from the PGWC as well as
private parties, these alternative energies have the potential to gen-
erate additional employment, particularly in the sphere of renewable
energy such as wind, solar and biofuels.
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O.3 Policy analysis

Taking the above into consideration, a second report was developed which
provided a full analysis into the policy environment of the Western Cape.
This analysis consisted of several interviews with various government and
private stakeholders, as well as an in-depth study of the policies currently
at hand.

The report provides a summary of the elements which form the foun-
dation of the energy policy environment. It provides a brief description
of the various governmental stakeholders which have an influence or are
influenced by the energy sector. The summary also provides a review of
the various policies which are already in place. This type of overview was
necessary to provide a context for the energy sector policy environment.

The report then considers the policies that currently have the most
impact on the Province. These policies have various implications for busi-
nesses and the economic growth of the Western Cape. An analysis has
been done of what is currently being implemented out of the policies and
what issues need to be addressed. Certain financial mechanisms have also
been included on the basis of the current South African situation as well
as international applications.

In order to develop policy or policy lever recommendations for the en-
ergy sector in the Western Cape, certain factors need to be considered:

• The energy sector is a sensitive domain due to its cross-cutting prop-
erties. The primary directive comes from the DME and Eskom, but
clarification is required with regards to which governmental depart-
ment within the Western Cape has the mandate for the energy sector.

• An integrated energy strategy is currently in the process of being
developed, this was authorised by the Department of Environmental
Affairs and Development Planning and the completion of this strategy
is crucial before any policies are formulated. The energy strategy will
clarify the energy mix within the Province as well as who has the
mandate for the sector within the Western Cape.

• There is a lack of coordination, integration and information shar-
ing amongst the various provincial departments that deal with the
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energy sector including Department of Economic Development, De-
partment of Environmental Affairs and Development Planning, the
Department of Housing and the Department of Transportation and
Public Works. These departments are not cooperating in coordinat-
ing efforts to address their priorities, which are often common ones
such as job creation, causing great misalignment within the various
strategies and policies that they are intending to implement.

• There is a lack of detailed market share and demand-side data at a
provincial level. Data on electricity is more readily obtainable than
data on other fuels, but is not adequate and realistic targets cannot
be set to monitor effective strategy implementation, whilst develop-
ing supporting policies enhance the growth of the energy sector. As
an example, the shortage of data regarding initiatives in housing and
transport, and the lack of clarity on the energy-mix, impede the iden-
tification of risks to energy security across the Province.

• The economies of scale and costs of alternative energy resources is
a significant barrier to implementing renewable energy initiatives as
part of the Western Cape energy mix.

O.4 Future steps and support

In support of the integrated Western Cape Provincial Energy strategy the
following recommendations in terms of policies were made to ensure growth
in the energy sector in the Western Cape.

The recommendations have a large emphasis on acquiring greater clarity
and agreement with the aim of ensuring that all the provincial authorities
play a more effective role in driving through the adoption of effective and
integrated energy strategies throughout the Province.

Recommendation 1 Policies for Information Development and Sharing.

Adequate data collection will be required to precede proper energy plan-
ning and micro-economic strategy development. The lack of detailed energy
data at a provincial level seriously impairs the capacity to accurately assess
and strategise around addressing problems and promoting sustainability in
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the energy field. Therefore, a complete Province-wide energy inventory is
recommended for the Western Cape.

Recommendation 2 Formulation of an Energy Task Group within the
Province.

Formulation of an energy task group within the Western Cape to ensure
all initiatives and strategies are aligned between the various departments
and stakeholders within the Western Cape energy sector. The PGWC
has a limited mandate with regards to the energy sector. There is also
currently a lack of coordination which is being experienced between the
various departments which results in various discrepancies with regards to
the energy sector and mix. Therefore, creating a focal point to implement
a Province-wide strategy is vital.

Recommendation 3 Assisting the implementation of Solar Water Heaters
into the Province.

The Department of Economic Development could provide industry the
necessary assistance with re-introducing Solar Water Heaters into the Province.
The economies of scale and costs of alternative energy resources is a sig-
nificant barrier to implementing renewable energy initiatives as part of the
Western Cape energy mix. Therefore, should PGWC provide assistance
these barriers of entry could be reduced or even eliminated.

Upon analysing the most important policies and strategies impacting
on the Western Cape, the aforementioned are deemed to impact the most
on the growth of the energy sector in the Province. These are believed to
be the policy and strategy interventions which need to be considered to
enhance economic development in the Western Cape.
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Transport

Report Prepared by:
Briggs Consulting

P.1 Introduction

This executive summary provides a synthesis of the two transport sector
reports, as input into a Micro-economic Development Strategy for the West-
ern Cape. The first paper provided an outline of the state of the provincial
transport sector, within the context of the economy, highlighting key is-
sues to be addressed in a provincial transport policy and strategy. The
review for paper 1 was literature based, focused primarily on the passenger
and freight transport components of the broad sector. The second paper,
built on the transport issues and challenges highlighted in the first paper,
providing a synthesis of the key transport issues identified and outlines
strategic objectives and interventions required to support economic devel-
opment. The review work for paper 2 included canvassing views from key
stakeholders.
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P.2 Context

P.2.1 Economic trends

Nationally, passenger land transport contributes 60% of total transport out-
put and freight about 40% (2002). Provincially, the transport, storage and
communications sector1 increased its share in real output2 growth signifi-
cantly from 8% in 1995 to 11% in 2002, although this growth was primarily
due to high growth in the communications sub-sector.

Key trends and policies identified as increasing the pressure on the road
network, include the following:

• Over the past decade there has been a significant shift from rail freight
to road freight, due to a decline in rail service efficiency and challenges
with inter-mode changes, associated with rail.

• A dramatic growth in exports over the last decade, due to globalisa-
tion and our (South African) political transformation (democracy),
opening new markets.

• An increase in the export volume of manufactured products over pri-
mary produce, increasing from 5% to 20% of total exports.

• Government’s policy aimed at ensuring economic opportunity for all
citizens, coupled with its policy to provide basic personal mobility
for all, driving the demand for personal mobility, particularly public
transport requirements.

These and other (global, economic and social) trends will need to be
taken into consideration in the strategy formulation of a micro-economic
transport development strategy for the Province.

P.2.2 Policy Framework

Paper 1 introduces the key components of the national and provincial pol-
icy frameworks and legislation shaping the transport dispensation, includ-

1Sector reflected in terms of Standard Industrial classification (SIC), the format on
which Stats SA information is collated.

2Output reflects the value of final goods and services, measured by Gross Domes-
tic/Geographic Product GDP or GGP.
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ing: The South African Constitution; The Reconstruction and Development
Programme framework; The National White Paper on Transport (1996);
Western Cape Provincial White Paper on Transport (1997); and Moving
South Africa (1998). Based on these documents, priority areas of challenge
are identified as improved investment in transport infrastructure, including
road, rail and bus; revision of the subsidy system and consideration of al-
ternative means of delivery and payment; and restructuring of the NDoT,
particularly in light of a shortage of senior personnel across all divisions
and sections.

P.2.3 National Transport

Paper 1 notes a range of prominent national transport initiatives impacting
on the provincial transport dispensation, including:

• The Moving South Africa (MSA) action agenda that has identified
prioritised customer groupings, namely, the poor rural and urban
stranded and survival categories, selected tourist passengers and ex-
porters of value-added manufactured products.

• The Taxi Re-capitalisation Project, scheduled for implementation in
2005/06 financial year.

• The implementation of a revised bus contracting dispensation based
on competitive tendering.

• Rail transformation, which includes the merger of Metro Rail and the
South African Rail Commuter Corporation and the establishment of
a transitional regulatory authority.

• Maritime transport policy, which includes the potential privatisation
of cargo handling facilities.

In addition, the paper highlights the wide range of agencies that cur-
rently operate within the transport dispensation, under the auspices of the
NDoT. In this context it became apparent that there were potentially policy
implications in terms of inter-agency coordination.



294 APPENDIX P. TRANSPORT

P.2.4 Provincial Transport Context

In accordance with the framework outlined in the Western Cape Provin-
cial White Paper on Transport of 1997, in April 2002, the Province re-
established the Department of Transport and Public Works with three main
branches: public transport, transport infrastructure and public works. The
Provincial Five Year Strategic Delivery Plan highlights the following eight
key requirements for achieving its vision and transport objectives:

• Safety, Security and Enforcement of Public Transport.

• Consultation and Communication (between all stakeholders, users
and providers).

• Institutional Co-operation (between National, Provincial and local
government).

• Sustainable passenger rail services (safe and affordable, with adequate
feeder services).

• Transformation of the Minibus Taxi Industry (addressing competi-
tion, routes, violence and compliance).

• Transformation of scheduled public transport services (emphasis on
planning and coordination).

• Tourist, Courtesy, Staff and Metered Taxi Services (Addressing user
requirements).

• Funding of Public Transport (sustainable sources of funding at all
levels, including user charges and PPP structures).

The Western Cape Provincial budget for 2005/06 has specifically al-
located R276 million to address the backlogs in the provincial road net-
work. In addition, a fuel levy has been accepted at the provincial level and
now awaits the approval of national treasury, intended for the sustainable
increase in spending on roads and associated infrastructure. Of key im-
portance, is aligning and coordinating the provincial transport powers and
functions with the needs of the Cape Town Metro that represents 66% of the
population of the Western Cape. The City of Cape Town is addressing the
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key transportation problems of the Metro as identified in their IDP, which
include congestion, disproportionate increases in road commuter traffic and
generally inadequate public transport service provision.

P.3 Key Transport Issues Identified

A synopsis of the key transport issues identified in paper 1 as key in devel-
oping a micro-economic transport strategy is outlined below.

P.3.1 Summary of key transport issues identified

• The need for safe and reliable public transport.

• Addressing high levels of congestion experienced, particularly in terms
of City commuters.

• Addressing the inner-city transport requirements, integrated within
the overall transport dispensation.

• The need to improve rail (Metrorail) services relating to standards,
safety, peak demand and scheduling.

• Exploring the expansion of the network (Atlantis line commuter up-
grade to Parklands).

• The need for an expansion and improvement of the bus system (e.g.
routes, scheduling and reliability).

• Implementing a new competitive contracting system for the provision
of bus services.

• Addressing the challenges associated with the mini-bus taxi industry,
such as permits, routing, compliance, recapitalisation and subsidisa-
tion.

• The need for efficient and effective port facilities and services, par-
ticularly in terms of improving logistic efficiencies, productivity and
investing in the required infrastructure, namely:

• container handling and storage facilities; and
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• infrastructure for the emerging Oil and Gas industry.

• The need to improve the control and regulative dispensation, par-
ticularly in terms of the provincial functions (competencies) such as,
licencing, law enforcement (e.g. overloading) and issuing of permits.

• The need to address the provincial transport infrastructure backlogs
in the overall network (passenger and freight) in terms of both main-
tenance and construction, with the prioritisation of key maintenance
requirements and bottlenecks.

• Addressing concerns pertaining to effective interaction between differ-
ent transport bodies (stakeholders), namely, in terms of perceptions
regarding the lack of effective integration of the following:

• national, provincial and local government transport authorities/bodies;

• inter-departmental interaction within the Province;

• inter-agency linkages (i.e. National transport agencies); and

• giving effect to the need to support and encourage economic transfor-
mation e.g. through empowerment, job creation and skills transfer.

The first paper concluded by highlighting the following key challenges
and issues that should inform a provincial transport policy:

• The urgent need to improve passenger commuter services both
within the metro and in rural areas, to ensure greater efficiency of
movement and reduce constraints on mobility.

• Applying dedicated attention to the determination of logistics
costs in order to identify measures required for reducing the transport
cost component of conducting business in South Africa across the
board and in all sectors of the economy.

• Improving roads infrastructure to meet the demands of the grow-
ing Western Cape economy, as well as to address socio-economic needs
in less affluent communities.
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• Ensuring that there are adequate mechanisms available to resolve
problems in transport, e.g. the establishment of effective Transport
Authority3 throughout the Province, and the systematic coordina-
tion of transport responsibilities between different stakeholders at na-
tional, provincial and local government levels.

P.4 Strategic Priority Issues

Following on from Paper 1, Paper 2 develops key sets of strategic prior-
ities (A-F) and interventions informed by the provincial, City and busi-
ness/industry stated strategic priorities and/or objectives. Input in this
regard was also solicited from key stakeholders, including representatives
from the provincial department of Transport and Public Works and the
Cape Town Camber of Business. The key strategic priority sets detailed in
the paper are briefly summarised below:

P.4.1 Strategic priority set A: Safety and reliability of pas-
senger commuter services

• Improving rail network and services.

• Safe and reliable transport system.

• Improving and extending the scheduled bus services.

• Addressing the mini-bus taxi challenges (condition, compliance, re-
capitalisation and subsidy issues).

• Integrating public transport modes/services (e.g. intermodal inter-
changes, coordinated scheduling and through ticketing).

• Extending public transport services (e.g. expanding routes and du-
ration of services).

• inner-city transport distribution system.

• Meter taxi services – high charge regime.
3The Provincial DoT is proposing to establish a single Transport Authority represent-

ing all stakeholders, rather than a number based on District representation.
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P.4.2 Strategic priority set B: Infrastructure backlogs &
bottlenecks

• Roads infrastructure (City interface and district bottlenecks).

• Intermodal change infrastructure, particularly between bus, rail and
mini-bus taxi.

• Rail infrastructure.

• Freight infrastructure, harbour access, port facilities (e.g. for con-
tainer handling and oil and gas requirements).

P.4.3 Strategic priority set C: Transport logistics and per-
formance

• Port logistic inefficiencies and operational performance.

• Freight logistic inefficiencies, particularly in terms of cargo handling
(e.g. delays and associated costs).

• Determination of logistic costs (costs of doing business) and interven-
tions to reduce logistic cost and increase competitiveness.

P.4.4 Strategic priority set D: Regulatory dispensation e.g.:
licencing, permits and traffic compliance

• Mini-bus taxi permits and route allocations.

• Introducing new bus service contracting dispensation.

• Issuing of tour operator permits.

• Compliance of mini-bus taxi operators.

• Freight compliance, addressing overloading (road freight).

• Administration efficiency e.g. processing licence applications and
traffic fines.
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P.4.5 Strategic priority set E: Inter governmental and agency
coordination and communication

Put in place appropriate structures to facilitate interaction/communication
between:

• National, provincial and local government.

• Transport agencies (e.g. Metrorail and NPA).

• Provincial departments.

P.4.6 Strategic priority set F: Economic empowerment (BEE),
skills development and job creation

Addressing the challenges and requirements for social and economic trans-
formation, for example:

• economic empowerment (BEE);

• skills development and transfer; and

• job creation (including work opportunities)

P.5 Policies and Mechanisms

Based on the strategic priorities and interventions developed, Paper 2 also
highlights possible policies and mechanisms that could be applied in an in-
tegrated policy regime. Below we provide a summary of policies and mech-
anisms to be considered in developing an overall transport policy regime
towards addressing the strategic priorities identified.

Recommendation 1 Improvement of the public transport system (pas-
senger commuter services). A viable public transport alternative is impera-
tive to introducing policy discouraging private cars and encouraging public
transport
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• Existing public transport policies be consistently applied and/or im-
plemented in a co-ordinated policy regime, particularly between Province,
City and delivery agents (e.g. SARCC, bus contractor(s) and mini-
bus taxis).

• Road use policies to prioritise the use of road space for public trans-
port on a systematic basis.

• Policies to enhance the effectiveness of security and safety on public
transport.

• The consideration of policy mechanisms to promote the use of public
transport over private cars, such as: Pricing policies to promote public
transport and discourage private car use, particularly commuting into
the CBD e.g.:parking fees and levies; city entry levies (tolls); and
policy to encourage employers to shift remuneration structures to
favour allowances/subsidies for public transport over private cars.

Recommendation 2 Infrastructure requirements (discourage use of pri-
vate cars for commuting and encouraging use of public transport)

• Policies to support dedicated public transport road infrastructure use
to prioritise space for public transport (e.g. priority lanes, routes and
interchanges).

• Policy managing parking provision to support public transport and
limit speculative parking provision without clear benefit (gain).

Transport logistics and performance:

• Establishing policy regimes to improve transport logistics and perfor-
mance service delivery and performance contracts with sanctions for
non-performance.

• Promoting competitive pricing regimes based on market costs.

Recommendation 3 regulatory dispensation, e.g.: licencing, permits and
traffic compliance.
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• Existing regulatory traffic and licencing policies should be consis-
tently implemented.

• Policies pertaining to mini-bus taxi licencing and routing need to be
developed and refined in accordance with national policy and the
recapitalisation programme.

Recommendation 4 Inter governmental and agency coordination and com-
munication.

• Clarification of and/or implementation of policy to drive the forma-
tion of a Transport Authority and/or Authorities in accordance with
National policy directives.

• Policy interventions to ensure the effective integration and coordi-
nation of policies between government bodies and transport agen-
cies, particularly between the following: PGWC and City (Metro);
PGWC/City and SARCC; PGWC/City and NPA.

Recommendation 5 Economic empowerment (BEE), skills development
and job creation.

• Exiting policies towards promoting, economic empowerment, BEE,
economic participation and job creation should be consistently ap-
plied, such as: Preferential procurement policy; Employment equity
policy; Job creation and social security/welfare policy.

• Policy supporting flexible public transport pricing to maximise rev-
enue from higher income users and provide affordable services for
captive and/or low income users.

P.6 Conclusion

In conclusion, the review of the transport sector has highlighted the impact
that transport services and infrastructure delivery and management have
on economic development, particularly in terms of specific growth oppor-
tunities in the Province. It is believed that the strategic framework and
interventions identified in these papers will help the PGWC and City to
refine their respective transport objectives to ensure and/or confirm they
are in line with the economic requirements of the provincial economy.
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Appendix Q

Small, Medium and Micro
Enterprises

Report Prepared by:
Eric Wood and John Orford

This section provides a brief overview of the policies and programmes rec-
ommended to the Department of Economic Development to promote small
businesses in the Western Cape. It summarises three separate papers which
dealt with 1) an overview of the small-business sector in the Western Cape,
2) a review of the current initiatives to support small business in the West-
ern Cape and 3) policies and programmes to support small businesses in
the Western Cape.

Q.1 Owner-managed enterprise sector

Entrepreneurial-activity rates in South Africa are well below those in similar
developing countries. According to the Global Entrepreneurship Monitor
(GEM), average total entrepreneurial activity rates in South Africa are
between four and 6%. The TEA rate is the proportion of adults who are
either starting or running a business less than three-and-a-half years old.
In contrast, the average TEA rate in developing countries included in the
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GEM study in 2002 and 2003 was 17,9% or nearly three-and-a-half times the
rate in South Africa. Furthermore, entrepreneurial activity rates in South
Africa are especially low in the higher potential opportunity-motivated and
new firm activity. Relative to other developing countries there is also some
evidence that start-up failure rates are higher in South Africa.1

Nevertheless, owner-managed enterprises are an important component
of the economy in the Western Cape and South Africa. Estimates of the
total size of the owner-managed enterprise sector vary. However, the esti-
mates provided by the Labour Force Survey and the Global Entrepreneur-
ship Monitor are consistent. In total GEM estimates that there are ap-
proximately two million enterprise owner-managers in South Africa who
run 1,1 million enterprises. In the Western Cape we estimate that there
are 336 000 enterprise owner-managers running 189 000 enterprises. Of
these enterprises in the Western Cape we estimate that 100 000 are start-
ups, 67 000 are new firms and 23 000 are established firms. In addition
to the owner-managers, these enterprises employ approximately 362 000
people in the Western Cape: 21 000 in start-ups, 157 000 in new firms and
183 000 in established firms.

An important characteristic of owner-managed enterprise activity high-
lighted by these figures is the importance to employment creation of firm
survival. On average in the Western Cape and nationally start-ups employ
about 0,2 people per firm (excluding the owner-manager). In contrast, new
firms in the Western Cape employ on average 2,4 people per firm, and es-
tablished firms in the Western Cape employ 8,1 people per firm. There are
therefore significant gains to be made from increasing the rate of survival
of start-ups and new firms.

The GEM data also provides detailed information on demographic in-
formation on entrepreneurs. The patterns associated with entrepreneurial
activity in South Africa are relatively stable and are consistent across
provinces. Men are more likely than women to be entrepreneurs in South
Africa and the Western Cape. This finding is consistent with the inter-
national findings of GEM. In the Western Cape the TEA rate for men is

1The phase-one report provides an overview of the terminology used in GEM. Oppor-
tunity entrepreneurs are pursuing an opportunity while necessity entrepreneurs have no
better work choices. Start-ups are firms that have paid wages or salaries for less than
three months. New firms have paid wages and salaries for between three and 42 months.
Established firms have paid wages and salaries for more than 42 months.
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12,6% compared to 7,6% for women. In addition to women being less likely
to be entrepreneurs than men, they are also more likely to be concentrated
in lower-potential necessity and start-up activities than men.

In the Western Cape blacks and coloureds are less likely to be en-
trepreneurs than whites. TEA rates for blacks are 5,9% compared to 8,7%
for coloureds and 12,1% for whites. Not only are black TEA rates lower
than those for whites, but a far higher proportion of blacks are concen-
trated in lower potential start-up and necessity activity than coloureds and
whites. Another important characteristic associated with entrepreneurial
activity is age. Consistent with international findings people between 25
and 44 have the highest rates of entrepreneurial activity.

While demographic factors are associated with stable patterns of en-
trepreneurial activity, in general they reflect underlying differences in access
to opportunity. For example, access to education in South Africa is largely
determined by ethnic group and income. This is important because edu-
cation is strongly associated with entrepreneurial activity and with factors
known to be important in increasing an individual’s probability of becom-
ing involved in entrepreneurial activity, for example, having confidence in
one’s ability to start and manage a new business.

In the Western Cape the TEA rate for people with grade 12 is 13,3% –
more than double the TEA rate for people without grade 12 (6,3%). More
importantly, this differential increases dramatically with the stage of devel-
opment of the firm: start-up rates for those with grade 12 are two times
higher than those without grade 12, new firm rates for those with grade 12
are 2,3 times higher than for those without grade 12 and established firm
rates for those with grade 12 are over 20 times higher than for those with-
out grade 12. Increasing the proportion of people with grade 12 is therefore
one of the key policy levers available to the government in terms of raising
rates of entrepreneurial activity.
These findings suggest three objectives for policy:

• policy needs to support an increase in the rate of participation of
South Africans in starting and running small businesses;

• it needs to support the survival and growth of already established
businesses; and
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• it needs to support a narrowing of historical inequities in participation
by blacks and women in owner-operated small businesses.

Achieving these three policy objectives implies four different kinds of inter-
ventions:

• Firstly, measures to increase the overall rate of new business forma-
tion through increasing the long-term supply of people with the skills
and mindsets needed to succeed in owner-managed businesses. These
kinds of interventions are related to building an enterprise culture.

• Secondly, measures to support people deciding whether or not to start
businesses. These include measures to increase the information avail-
able to people thinking of starting a business so that they are able
to make informed rational decisions. They also include measures to
directly support people who are in the process of starting a busi-
ness. These kinds of interventions are related to building a dynamic
start-up market.

• Thirdly, measures to support existing businesses to grow their busi-
nesses. These measures include targeted capacity development, business-
linkages programmes and measures to ensure access to financial sup-
port for growth and development.

• Fourthly, measures that support start-up activities and business growth
among specific groups in the population in order to narrow the gaps
between men and women and between whites and blacks. These mea-
sures include aspects of the above three kinds of intervention, but look
to focus these interventions on specific population groups.

Q.2 Supporting small business

The second of the three papers assessed current efforts to support small
businesses and delineated an appropriate role for the PGWC in supporting
small businesses. The experience of providing support to small businesses
in South Africa over the past ten years has not been particularly positive.
There is, in fact, overwhelming evidence that small businesses are either
unaware or indifferent of government’s support to them.
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Independent surveys of small businesses show that with few exceptions
(Sector Education and Training Authorities, the Industrial Development
Corporation and the Competitiveness Fund) awareness among small busi-
nesses is less than 15% for most government services. Furthermore, use of
government-support structures is much lower. In many cases less than 2%
of small businesses actually use government services. Finally, even when
businesses are aware of or use government-support structures they remain
negative of the effectiveness of the support provided by the government to
small businesses.

In contrast to many of these failed public initiatives there are a num-
ber of private initiatives or public-private partnerships. Not only do these
initiatives appear to have tangible benefits for small businesses, but they
also lock in private funding and expertise which reduces both cost and risk
associated with public investment.

The experience in South Africa is consistent with international expe-
rience in small enterprise promotion. Internationally (in developed and
developing countries) the experience of donor organisations and govern-
ments has been that direct provision of support to small enterprises does
not achieve its objectives. Within this context the Committee of Donor
Agencies for Small Enterprise Development recently argued that support
to small enterprises should be based on a clear commitment to a private-
sector market economy recognising the following principles:

• In a market economy the state has a role in providing an enabling
environment, in correcting or compensating for market failures and
in providing public goods, but not in the direct provision of goods
and services that can be more efficiently provided by the market.

• The majority of business-development services (training, consultancy,
advisory services, marketing, information and technology services as
well as business linkages) are private goods and are thus similar in
nature to any other services, so market rules apply.

• With appropriate product design, delivery and payment mechanisms,
business-development services can be provided on a commercial ba-
sis even for the lowest-income segment of the entrepreneurial small-
enterprise sector.
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Consistent with the experience in South Africa and these international
views the strategy proposed in the second and third papers emphasises a
limited role for the government in providing direct support to small busi-
nesses. The state should, in effect, support the development of an effective
market for business-development services, through targeted efforts which
draw on private-sector expertise. Within this context the following princi-
ples for government support for small businesses were identified:

• Awareness and reputation is built on having the right people, and
these are often not located in government bureaucracy.

• Focus is important in delivering value-adding service, suggesting that
services need to be focused on particular kinds of business, particular
geographic areas or particular industries.

• The importance of private business-development service provision sug-
gests that the primary role of government involvement in this area is
to draw in proven service providers rather than to duplicate and com-
pete with these where they exist.

• There is a role for public-private partnership in which the primary
role of the government is in financing and catalysing desired services
rather than in delivering them.

• It is important to ensure customer commitment to service provision
by getting customers’ (i.e. the small business) buy-in, suggesting that
it is important that beneficiaries of services make a contribution to
the cost of the service.

Q.3 The “RED Door” strategy

The DED recognises that past efforts to support small businesses have not
been effective. In particular, they are concerned that while small-scale
projects have succeeded they have not been able to deliver support on a
sufficiently wide-spread scale. In response the DED has started to imple-
ment an ambitious strategy called the Real Enterprise Development (RED)
Initiative. This has at its centre the concept of “RED Doors”. These will
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• Channelling information from National Government to lo-
cal service providers : This is to improve awareness among service
providers and businesses of the full range of service provided by the
National Government.

• Supporting and leveraging private-sector-support delivery :
Public programmes need to recognise that private service providers
are playing a major role in providing business-development services
and should look at supporting and leverage this rather than replacing
or duplicating.

• Building public private partnerships : Public-private partner-
ships can play a key role in addressing some of the gaps in pri-
vate business-development service provision and at the same time can
avoid the traditional failings associated with public-service delivery.

Within this context, the third paper developed concrete proposals for how
the PGWC can support small-enterprise development in the Western Cape.
Six core programmes were identified. The details of these are provided in
the third paper. These programmes focus on three aspects: 1) education,
which is seen as the key long-term policy lever to raise overall rates of en-
trepreneurial activity, 2) information, which is seen as vital in ensuring that
people know whether they should and if so how they can start a business
and 3) support provided by private-sector service providers.

The six programmes identified are:

• Education for entrepreneurship – increasing the supply of entrepreneurs.

• Information for small businesses – information on starting and run-
ning small businesses.

• Information for small businesses – network of information access points
for small businesses.

• Business-development service provision – developing industry and
area-based networks of business-development services.

• Industry-based small-business support – industry-based programmes
to support small businesses.
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• Financial support – financial support for small businesses.



Appendix R

Human Resources
Development

Report Prepared by:
Nick Segal

A fundamental premise of the HSRC’s work is that at this stage of its
economic development the Western Cape (like South Africa) requires an
approach to human-resource development (HRD) that is multi-faceted and
applicable across the full hierarchy of skill levels. Because of the huge
scope of the HRD sector and the financial constraints that inevitably exist,
by agreement with the Department of Economic Development, the HSRC
focused on three topics:

• public schooling;

• intermediate skills; and

• higher education in a regional innovation system
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R.1 Public schooling as the underpinning infras-

tructure for skills

Relative to national trends the public-schooling system in the Western Cape
is performing well. The total number of students has grown over the past
decade; there is virtually universal access to schooling for children between
the ages of seven and 14, in various surveys the Western Cape scores well
above the national average in terms of numeracy, literacy and life skills,
and in recent years the Province has achieved the highest pass rate in the
grade 12 examination.

This apparently favourable performance is however deceptive. Firstly,
South Africa has one of the lowest levels of skills development for a country
of its income per head and, concomitantly, one of the poorest performing
education and training sectors (these statements are stronger than those
made in the HSRC report).

Secondly, there are critical disparities in performance across the popu-
lation, with the key determinants being race and poverty (which are them-
selves correlated). Thus, for instance, black African children tend to start
attending school later than their coloured and white counterparts. They are
more likely to fail or repeat grades and also to remain in primary school long
past the age when their counterparts move on to secondary school. Simi-
larly, even in those national surveys where the Province comes out well, the
marks in the schools in the poorest and most disadvantaged areas reveal
a desperate situation. In the same vein, black Africans tend to remain in
secondary school long past the age when coloured and white students have
left, though there is a very high drop-out rate among coloured students.

Third, a distinctive feature of secondary schooling in the Province is
a sizeable drop in student enrolment after grade 10. Only some 50% of
pupils who enrol in Grade 1 reach Grade 12, and the trend over time may
be downwards.

In response to these problems, the HSRC see the principal challenges
facing the Province’s public schools, which are in effect the bedrock of the
public-education system, as comprising the urgent need to improve the com-
pletion and retention rates among particular groups, along with enhancing
the general level of education, notably in mathematics and languages, of
the workforce as a whole.
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R.2 Promoting intermediate skilling

The HSRC place special emphasis on the role of jobs that demand “in-
termediate skills” to modernise and deracialise the labour market. These
skills require post-GET (general education and training) certificates but
fall short of tertiary-level qualifications. They see the supply of such skills
as coming from well-educated school leavers, including those with Grade
12, and from an upgrading of the existing workforce.

The public FET sector in the Western Cape comprises six new multi-
site colleges formed out of the recent rationalisation of the sector nationally.
As with public schooling, the Province performs well in national terms –
there is a steady growth in student numbers, through-put and pass rates
are the highest nationally. In addition, it is in sound financial shape, has a
diverse range of successful partnerships, and there is a small but growing
portfolio of learnerships.

At the same time major challenges remain here as well. These include
the very low participation of black Africans (only 27% of students are from
this group, compared with a national average of 73%) and a recent drop
in the participation of coloureds. Females, while still making up a higher
proportion than in the country as a whole, account for only 40% of the
student body, and the numbers have recently dropped. There are significant
differences in the demographic make-up among the six institutions, as well
as in various performance measures. And while an encouraging start has
been made, the 1 800 learnerships reported in early 2004 would seem to fall
far short of the Province’s contribution to the national target of 80 000 set
for mid-2005.

Technikons have also played a key role in the provision of intermediate
skills at the post-school, pre-degree level. Their main target group is school
leavers with a grade 12 certificate but not an exemption.

With the move from advanced colleges of technology to technikons and
now to universities of technology, there has nationally been an upward aca-
demic drift in the courses offered by these institutions. This drift has not
as yet been as marked in the Western Cape as might have been expected
and the two Technikons, recently merged to form the new Cape Peninsula
University of Technology, remain an important player at the top end of
the intermediate skills range (the so-called “national diploma”). However,
the likelihood is that the merged institution will follow the national trend,
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thereby diminishing the supply of intermediate skills and prospectively also
weakening the technikon-industry linkages that revolve around the combi-
nation of academic and workplace learning.

Over the past ten to 15 years there has been a significant increase
nationally and in the Province in the provision of FET by the private sector.
Student numbers are quite large (an estimated 41 000 in 2001 compared
with a total of 63 000 in public colleges in 2002), but the bulk of the courses
are much shorter than in the public system. The range of offerings is quite
narrow, with a concentration on business/management, ICT and education.
The demographic profile again reveals a lower degree of Africanisation than
nationally, though there is a high presence of coloureds (73% in 2001). In
contrast to the public institutions, the students are mostly over 25 and in
employment (92%).

The HSRC report includes information derived from a recent survey
on skills practices in SMEs and from a study commissioned by the West-
ern Cape Department of Economic Development on the programmes of the
various SETAs in the Province. The picture that emerges is not especially
encouraging, and the HSRC conclude that there is a “huge need for advo-
cacy and capacity-building around skills development . . . particularly in
SMEs . . . and with some SETAs . . . ”.

It also includes a section on agricultural schools and colleges, which
essentially documents in aggregate terms the contributions made at sec-
ondary, further and tertiary levels.

R.3 Higher education and a Western Cape re-

gional innovation system

This section of the report focuses on the potential contribution of the
higher-education institutions (HEIs) based in the Province to a so-called
system of regional innovation, specifically through their research and teach-
ing capabilities in the fields of biotechnology, information and communica-
tions technology (ICT) and new materials development (NMD). The start-
ing premises are that there is now rich international experience of how HEIs
can play such a role and also that the HEIs in the Province are among the
country’s leaders in the fields concerned. The Province also has an unusu-
ally high proportion of the country’s best scientists and technologists.
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The conclusion is that the potential does exist, but that institutional
relationships between the HEIs and the Province (and also the metropolitan
administration) will need to be materially strengthened, and a whole range
of new networks formed, including closer links with the private sector, if
the potential is to be realised.

R.4 Possible interventions

The HSRC report concludes with “an indicative table of strategic interven-
tions”. These are framed at a high level of generality, however, and in some
cases do not follow from the preceding analysis.

In a separate document the HSRC focus on the development of interme-
diate skills. They put forward two kinds of initiative. The first is about co-
ordination across and within provincial departments, national departments
and other institutions, civil society and the private sector – a “joined-up
approach” to policy formulation and implementation. The second revolves
around the need to better align the supply of intermediate skills with the
demand from employers. In both cases they put forward a shopping list of
possible projects, to be tackled by the PGWC or other bodies.
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Appendix S

Key Human Resource
Development Challenges for
the Western Cape in 2005

Report Prepared by:
Paul Lundall

The report on Changes in Human Resource Demand in the Western Cape
Economy between 1995 and 2003 uses household survey data to depict a
picture of the current composition of the labour market in the Western
Cape and the changes, which it has undergone during the post-apartheid
period from 1995 to 2003. The report explores the challenges of human
resource development in the Province by linking the segmented worlds of
education and work. Furthermore, it postulates linkages between learning
possibilities that are embedded in the practice of work and through the
institutions which work is organised, namely, firms and other work related
to private and public institutions.

As is the case on an aggregate national level, the Western Cape exhibits
a labour market trend in which the rate of growth in unemployment exceeds
the rate of growth in employment in both percentage and numerical terms.
While the informal sector initially exhibited positive signs in employment
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growth during the 1990s the evidence since 2000 shows that formal sector
employment growth in the Western Cape has in fact surpassed that in the
informal sector. However, the informal sector provides an important avenue
for employment for individuals who work in the construction, wholesale and
retail trade and private household sectors in the Province.

Using the National Qualifications Framework (NQF) to benchmark
skills development trends, the data from the household surveys show that
the working population of the Western Cape economy is largely concen-
trated in the low and medium skill levels. A major human resource chal-
lenge in a context in which high value-added growth within both the na-
tional and provincial economy such as the Western Cape is esteemed as a
target, are the fields and qualifications which have a propensity for adding
higher value to economic growth. We know that the science, engineering
and technology production and services sectors of the economy are exem-
plars of high value-adding growth sectors. But in the Western Cape, the
award of qualifications in the science, engineering and technology learning
fields have generally been low: less than one-fifth of working individuals
with degrees, diplomas or certificates have undergone training in the do-
mains of science, engineering or technology. The evidence for the Western
Cape depicts both positive and negative results. On the positive side, there
was an increase of 26% in the number of employed individuals with either
degree, diploma or certificate qualifications in physical, mathematical, com-
puter and life science in the Province between 2000 and 2003. However, on
the negative side, for the same period, the number of employed individu-
als holding degree, diploma or certificate qualifications in manufacturing,
engineering and technology declined over the same period by 28%.

A prominent fact in these growth patterns in qualifications that were
accumulated in the aggregate by employed individuals probably resides
in the variable, uneven and in some instances slow growth in industrial
sector employment. The financial and business services sectors experienced
a doubling in employment between 1995 and 2003. On the other hand,
manufacturing employment only increased by 15% over the same period.
Perhaps this explains why the number of individuals with qualifications
in the manufacturing, engineering and technology fields declined by 28%
between 2000 and 2003.

The decline that was observed for the proportion of individuals with
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degree, diploma or certificate qualifications in specific science, engineering
and technology learning fields on the Western Cape labour market is in fact
accelerated further in relation to the learning fields in which firm based
training was conducted over the period 2000 to 2003. This decline was
not only associated with firm-based training in science, engineering and
technology learning fields. In the aggregate, there was a 27% decline in
the number of individuals who underwent training linked to the workplace
between 2000 and 2003. A noteworthy exception was the increase in work
related training that was observed in Agriculture and Nature Conservation,
Culture and Arts and Physical, mathematical, computer and life sciences.

Not surprisingly however, the Labour Force Surveys suggest that over
the period 2000 to 2003 for which data is available, there was actually a
severe decline in the incidence of enterprise training in the Western Cape.
Measured across learning fields the decline amounted to 27%. Measured in
terms of the duration of training that was conducted by enterprises in terms
of size, the decline in the incidence of training was roughly 25%. Training
programmes related to the workplace that were either shorter than two
months or longer than six months in duration experienced a significant
decline in participation.
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