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EXECUTIVE SUMMARY

Since the dawn of democracy, South Africa’s nation has been at work to rebuild and
reconstruct the country towards shaping its future. Whilst significant strides have been
made since 1994, the triple challenges of unemployment, poverty and inequality remain.
The ongoing impact of the Covid-19 pandemic on countries across the globe has had
significant and unprecedented effects in terms of its wide-reaching repercussions from a
policy perspective. Governments around the world are facing increasing risks and
uncertainties as a result of the heightened uncertainty pertaining to emerging debt crises
and thus, growing uncertainty in the capacity to implement reforms required for balanced
and sustainable economic growth and development.

The developmental agenda for a country like South Africa requires a more rigorous model
that integrates cross-cutting principles and fiscal instruments, which in turn lays the basis
for a more effective and innovative configuration of fiscal options within alternative
investment scenarios that will enhance the country’s development prospects. With this
milieu, and now more than ever, one of the most important considerations is that of
establishing meaningful and effective partnerships for development, between the public
and private sectors working in conjunction with the academic community; donor and
multilateral organisations; organised labour and local communities.

South Africa’s inaugural Country Investment Strategy (CIS) aims to position South Africa
as a key preferred African investment destination by attracting and facilitating quality
Foreign and Domestic Direct Investment into the country, in a well co-ordinated manner,
anchored by quality institutions and robust economic infrastructure networks. This is in
the country’s important endeavour of advancing its National Development Plan (NDP)
target of 30 percent of Gross Fixed Capital Formation (GFCF) to Gross Domestic Product
(GDP) by 2030.

The CIS aims to achieve this through: (i) catalysing a new investment model to address
current under-investment; (ii) attracting quality greenfield investments into South Africa;
(iii) identifying high-impact and high-growth industries which will accelerate contributions
to GDP; (iv) supporting existing industries and developing new industries; (v)
consolidating and strengthening existing capacity in identified priority sectors through
enhancing policy certainty; and (vi) targeting areas of intervention, accompanied by the
mobilisation of resources and improved institutional co-ordination. The CIS is importantly
underpinned by and aligned to the aspirations and objectives articulated in the NDP, the
country’s Economic Recovery and Reconstruction Plan (ERRP), the Re-imagined Industrial
Strategy (RIS), Sector Masterplans and the National Infrastructure Plan (NIP) 2050.

Section 2 articulates South Africa’s vision and mission statement as it pertains to the
country’s envisioned investment trajectory. Section 3 addresses how the strategy
engenders growth and outlines how the strategic objectives of the CIS translate into
actionable initiatives from an investment attraction perspective, whilst Section 4 describes
South Africa from a political governance perspective in addition to providing a brief
overview of the country’s economic and socioeconomic characteristics. The CIS also zooms
into the critical role of urban regions with a focus on the country’s eight metropolitan cities.
Section 5 clearly establishes the country’s strategic objectives and goals, which are
fundamentally based on consolidating and strengthening existing capacity in identified
priority areas through enhancing regulatory consistency and policy certainty.

A country’s ability to attract, facilitate and retain investment will play a critical role in
advancing its developmental goals. In this regard, Section 6 provides a detailed overview
of the determinants of investment and the factors that constitute quality investment; some
of which include technology transfer, technology spillovers, employment and employment
quality and boosting local firm competition. This section concludes that transparency
between government and investors is of critical importance in addition to developing
techniques to better measure the various impacts of investment. The categorisation of
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quality investment is aptly followed by a recommendation to develop a socio-economic
maximisation methodology, in Section 7, which considers local conditions, including
existing business; local assets; access to resources; local skills and competencies with
efforts made to preserve and protect cultural practices, social and political heritage and
environmental endowments. This must also include a measurement criterion to better
quantify the socio-economic impact of investment over longer time horizons. The country’s
priorities and industrialisation ambitions to develop local small, medium and micro
enterprises are also articulated.

FDI, in addition to the presence of and investment by globally competitive local firms,
plays an important role in strengthening the integration of South Africa into the global
economy, improving the country’s international competitiveness and facilitating improved
access to foreign markets. In this regard, South Africa has several international
agreements that provide an export platform, geared towards driving investment access
into local and global markets; further discussed in Section 8. A notable development in
this regard is the ratification of the African Continental Free Trade Area (AfCFTA), in 2020;
making it the largest free trade agreement since the establishment of the WTO, creating
a market of over 1 billion people with a combined GDP greater than USD 2 trillion (UNECA,
2020). A number of important elements of the agreement are underway and South Africa
is considering various policy amendments to create an enabling regulatory environment.

Section 9 discusses South Africa’s approach to investment promotion and facilitation within
the context of national plans and strategies as well as available services to investors.
Critical in this regard are the country’s efforts to create a more competitive business
environment, including efforts underway to improve South Africa’s investment climate
including the optimal provision of network infrastructure in addition to anti-corruption
efforts, as investment enablers. In relation to the country’s investment competitiveness,
consideration is also given to research pertaining to incentives in addition to measures
recommended to improve the transparency, efficiency and effectiveness of existing
incentives schemes. It is important to note that the CIS is not an investment retention
and aftercare strategy and an action is recommended to devote further attention to this
critical endeavour, particularly in the unprecedented times posed by Covid-19.

A data-driven sector prioritisation model was developed to determine the sectors that
should be prioritised from an investment-growth perspective within the context of limited
fiscal resources. It is important to note that the aforementioned data-driven sector
prioritisation approach is combined with identified strategic investment opportunities by
government, known as South Africa’s 5 Big Frontiers; in addition to an alignment with
government’s articulated policy priorities. This section also provides an overview of the
comparative advantages and relative strengths of South Africa’s nine provincial and eight
metropolitan economies. Synergising the results of these three areas have culminated the
country’s prioritised sectors to drive investment and economic development, which include
(i) finance, insurance, real estate and business services; (ii) transport and logistics; (iii)
manufacturing; (iv) mining and quarrying; (v) electricity, gas and water; and (vi)
agriculture and agro-processing. This is aptly complemented by South Africa’s 5 Big
Frontiers; elevated as Country strategic investment programmes and range from placing
South Africa at the global forefront of green hydrogen production to commercialisation
opportunities for cannabis production.

Due to the critical importance of quality institutions, Section 10 concludes with an overview
and rigorous analysis of South Africa’s regulatory landscape and considers mechanisms to
improve investment co-ordination in and amongst the country’s Investment Promotion
Agencies (IPAs). Sections 11 and 12 reflect on implementation and risk identification and
mitigation mechanisms. The implementation framework outlines the actions required to
realise the CIS goals and objectives in a coherent, diligent and systematic manner. The
CIS seeks to close the gap in South Africa’s investment efforts by addressing the absence
of structured co-ordination across various mandates and processes relevant to mobilising
and enabling investment. Marketing and communicating the CIS is of critical consequence
and will be tailored to various audiences, across sectors and geographies. The CIS gives
effect to the NDP, which recognises investment as a prerequisite for inclusive growth.

il
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AU African Union
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CoCT City of Cape Town
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DDI Domestic Direct Investment
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DFI Development Finance Institution
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ERRP Economic Reconstruction and Recovery Plan
ESG Environmental, Social and Governance
EU European Union
FDI Foreign Direct Investment
FIAS Foreign Investment Advisory Service
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Management
GDP Gross Domestic Product
GDS Growth and Development Strategy
GFCF Gross Fixed Capital Formation
GI Greenfield Investment
GPI Growth Performance Index
GVA Gross Value Add
GW Gigawatt
HDI Human Development Index
HySA Hydrogen South Africa
ICT Information and Communications Technology
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IDA Infrastructure Development Act

IDC Industrial Development Corporation
IDMS Infrastructure Delivery Management System
IDP Integrated Development Plan

IFTC Investment Fast-Tracking Committee
IGC International Growth Centre

IGR Inter-Governmental Relations

110 Investment and Infrastructure Office

IMF International Monetary Fund

IoT Internet of Things

IPA Investment Promotion Agency

IPAP Industrial Policy Action Plan

IPP Independent Power Producer

ISA Infrastructure South Africa

ITO Information Technology Outsourcing

JSE Johannesburg Stock Exchange

v Joint Venture

KPI Key Performance Indicator

kw Kilowatt

LED Local Economic Development

LQ Location Quotient

M&A Merger and Acquisition

Mbps Megabit per second

MDGS Metro Development and Growth Strategy
MHz MegaHertz

MIGA Multilateral Investment Guarantee Agency
MNE Multinational Enterprise

MTBPS Medium-Term Budget Policy Statement
MTSF Medium-Term Strategic Framework
NACS National Anti-Corruption Strategy

NDP National Development Plan

NIP National Infrastructure Plan

NIPF National Industrial Policy Framework
NPC National Planning Commission

NSDF National Spatial Development Framework
OEM Original Equipment Manufacturer

PC4IR Presidential Commission on the Fourth Industrial Revolution
PGM Platinum Group Metals
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PI Performance Index

PIA Protection of Investment Act

PICC Presidential Infrastructure Co-ordinating Commission

PPP Public-Private Partnership

REIPPPP Renewable Energy Independent Power Production Procurement
Programme

RIS Re-imagined Industrial Strategy

SACU Southern African Customs Union

SADC Southern African Development Community

SANRAL South African National Roads Agency Limited

SAREM South African Renewable Energy Masterplan

SARS South African Revenue Services

SDI Spatial Development Initiative

SETA Sector Education and Training Authority

SEZ Special Economic Zone

SIPs Strategic Integrated Projects

SMME Small, Medium, and Micro Enterprises

SOE State-Owned Enterprise

SWOT Strengths, Weaknesses, Opportunities and Threats

TASEZ Tshwane Automotive Special Economic Zone

TFR Transnet Freight Rail

THC Tetrahydrocannabinol

TI Tress Index

UK United Kingdom

UN United Nations

UNCTAD United Nations Conference on Trade and Development

UNECA United Nations Economic Commission for Africa

UNESCAP Uni’Fe_d Nations Economic and Social Commission for Asia and the
Pacific

us United States

usD United States Dollar

WEF World Economic Forum

WTO World Trade Organisation

ZAR South African Rand
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1. INTRODUCTION

1.1. Setting the Scene

South Africa’s economic transformation goals are articulated in the NDP Vision 2030, which
clearly formulates 2030 targets for the country to achieve required economic growth for
South Africa’s transformation (NPC, 2012). The vision encompasses a growth rate of 5.4
percent of GDP, an unemployment rate of 6 percent and inequality, represented by the
Gini co-efficient, of 0.60. The NDP recognises that in order “to grow faster and in a more
inclusive manner” (NPC, 2012), the country requires a higher level of capital spending,
that is achieving a GFCF level of 30 percent to GDP, with public sector investment required
to reach 10 percent of GDP.

Achieving the NDP targets have proven challenging due to a prolonged period of economic
decline following the 2008/9 global financial crisis with the Covid-19 pandemic further
exacerbating economic uncertainty and inequality. Similarly, the repercussions of the
Covid-19 pandemic have resulted in significant constraints on FDI and DDI flows and it is
forecasted that this will continue to decline without intervention. Thus, it is important for
South Africa to be deliberate in its investment initiatives by explicitly identifying,
developing and promoting new investment projects as well as gearing programmes and
plans towards investment attraction and facilitation. In addition, the country has
enunciated goals to break the cycle of low growth and low investment, through leveraging
private sector partnerships to fill capacity constraints and mobilise investment funding.

1.2. Global Economic Outlook

The IMF, in October 2021, projected that global growth will increase by 5.9 percent in
2021, 0.1 percentage point lower than the IMF’s July forecast, and 4.9 percent in 2022
(IMF, 2021). The Fund’s revision reflects supply disruptions for advanced economies and
worsening pandemic effects for low income developing countries, albeit with stronger
prospects for commodity exporting emerging market and developing economies.
Worldwide investment growth has slowed considerably since the 2008/9 global financial
crisis and is further impacted by the growing uncertainty pertaining to the Covid-19
pandemic (IMF, 2021). In response to this impact, the expectation is that countries will
embark upon economic revival initiatives; for example, through boosting industrial
capacity; rebuilding export markets and establishing new markets within the context of
increasingly difficult policy choices and constrained fiscal and monetary room.

Figure 1: Global growth scenarios
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The ongoing current crisis has severely impacted developing countries, through major job
losses and business closures. UNCTAD has predicted that the economic fallout from the
Covid-19 crisis will worsen before improving, particularly for developing economies
(UNCTAD, 2020). Whilst the table below indicates a different picture, this is a plausible
argument based on the huge economic stimulus programmes that advanced economies
have had the fiscal capacity to implement.

Table 1: Global growth forecasts, 2021 - 2023

Region/country 2019 2020 2021 2022 2023
Percentage Actual Forecast
World 2.8 -3.1 5.9 4.9 3.6
Advanced economies 1.7 -4.5 5.2 4.5 2.2
United States 23 -34 6.0 5.2 2.2
Euro area 1.5 -6.3 5.0 43 2.0
United Kingdom 1.4 9.8 6.8 5.0 19
Japan 0.0 -4.6 24 3.2 14
Emerging and developing countries 3.7 -2.1 6.4 5.1 4.6
China 6.0 2.3 8.0 5.6 5.3
India 40 -7.3 9.5 8.5 6.6
Brazil 14 -4.1 5.2 1.5 2.0
Russia 2.0 -3.0 4.7 29 2.0
Sub-Saharan Africa 31 -1.7 3.7 3.8 4.1
Nigeria 2.2 -1.8 2.6 2.7 2.7
South Africa’ 0.1 6.4 5.1 1.8 16
World trade volumes 0.9 -8.2 9.7 6.7 4.5

Source: National Treasury (2021)

1.3. South Africa Economic Outlook

In South Africa, the Covid-19 pandemic has adversely affected an already strained local
economic situation. International trade and investment slowed, together with a number of
businesses shutting down, in particular small and medium enterprises; thus, accounting
for millions of job losses. Disruptions in global supply chains caused sharp declines in
global demand with firms cutting back on investment due to uncertainties pertaining to
future growth. The country’s November 2021 Medium-Term Budget Policy Statement
(MTBPS) predicts that the economy will grow by 5.1 percent in 2021, following a
contraction of 6.4 percent in 2020, reflecting a supportive global growth environment and
the expected trajectory of commodity prices (National Treasury, 2021). As is the case with
many economies across the globe; the decline in government revenue has also led to a
substantial increase in public borrowing. Continued debt accumulation and high service
costs is unsustainable in the medium- to long-term within the context of a limited fiscal
space necessitating an urgent reshaping of the country’s economic landscape, through
initiatives such as South Africa’s Country Investment Strategy, the National Infrastructure
Plan 2050 and the Economic Reconstruction and Recovery Plan. National Treasury expects
real GDP growth of 1.6 and 1.7 percent in 2023 and 2024, respectively.
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Figure 2: South Africa’s growth scenarios
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South Africa’s public vaccination rollout has resulted in 14.7 million South Africans
receiving at least one dose and has contributed to the gradual reopening of the economy.
Following the 2021 budget provision of ZAR 19.3 billion towards vaccines, a further 73
million doses have been ordered in addition to a donation of 5 million vaccines (National
Treasury, 2021). It is envisaged that the country’s continued vaccination programme will
improve the country’s investment potential and most importantly, the economic wellbeing
of the country’s residents and businesses.

Figure 3: South Africa’s vaccination rollout as at 23 October 2021
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The stability and future development of the African continent compels South Africa to
review and assess its economic prowess and its importance as Africa’s gateway. South
Africa must consider the economic priorities and interests of key economies, and its trading
partners, in the international arena, and forge new partnerships in a post-Covid world,
whilst ensuring that the country’s interests are advanced through effectively promoting
new investment and efficiently retaining existing investment.
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1.4. Purpose of South Africa’s Country
Investment Strategy

Whilst significant socioeconomic gains have been made in recent decades, progress with
respect to job creation has been minimal, particularly since 2008, with an indication of
gains made reversed (NPC, 2020). A lack of employment creation and weak employment
quality contributes to the country being plagued by persistently high levels of inequality,
further threatening the underlying social fabric of South Africa as a nation. Perpetually low
levels of investment, at 17.9%, in 2020, vs a 30% GFCF target, continue to undermine
the country’s capacity to address this challenge, exacerbated by the continued and
uncertain effects posed by the Covid-19 crisis, for example resulting in a loss of 1.28
million jobs in the economy in 2020 alone.

The absence of structured coordination of the various mandates and processes relevant to
mobilising, promoting, designing, implementing and enabling investment undermine the
country’s ability to realise the NDP targets. Investment co-ordination structures of
government are spread across more than 30 distinct Investment Promotion Agencies
(IPAs) at the national, provincial, and local levels. The current investment environment in
South Africa is fragmented and lacks coordination hindering the implementation of
investment programs and further, resulting in duplicative efforts within the context of
limited resources. IPAs, both national and provincial, are incongruent and fragmented with
conflicting mandates. The structural incentives embedded within legal, taxation and
programmatic frameworks similarly lack co-ordination. The status quo lacks efficiency and
co-ordination and thus, is not geared towards attracting and facilitating much needed
quality FDI into the country.

The CIS seeks to provide a clear and strategic direction for the country’s investment drive
towards shaping a post-Covid-19 economy and facilitating improved alignment between
investment and economic growth in South Africa. The CIS seeks to align the efforts of
various investment mandate holders in the country to co-ordinate investment coherently
in addition to ensuring alignment between various sectorial masterplans; building on the
comparative advantage of each locality.

The CIS considers prevailing systems and policies in addition to South Africa’s regulatory
environment towards a better understanding of how these hinder or facilitate the country’s
economic interests. It carefully considers the impact of South Africa’s policy landscape in
determining inward and outward investment decisions. The strategy outlines key priority
areas; prioritises critical sectors to advance South Africa’s economic interest and
articulates mechanisms to strengthen South Africa’s position in the international
community. Together, the CIS and other government initiatives underway, such as South
Africa’s NIP2050, will work towards advancing South Africa’s GFCF NDP target of 30
percent to GDP; underpinned by robust partnerships for development between the public,
private, academic and civil society spheres.
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2. SOUTH AFRICA’S INVESTMENT
VISION & MISSION

2.1. Vision Statement

South Africa: Africa’s leading investment destination

Dynamic changes across the globe are playing a powerful force in shaping the social,
economic and political trajectories of nations across the globe. There is growing consensus
that private rather than public investment is required to generate long-term prosperity on
the African continent, particularly through the creation of long-term sustainable
employment (Gorg, Krieger-Boden, Moran, & Seric, 2020). FDI and DDI are thus critical
in stimulating much-needed economic growth and development. As such, attracting FDI
and DDI constitutes an increasingly important component of national development
objectives.

Over the next few decades, the real challenge with the country’s transition is for South
Africa’s government, social and private sectors to shape an environment that will enable
the country’s residents to be its greatest beneficiaries. South Africa has taken the decision
to drastically alter the way in which it does business towards advancing the country’s
future growth and prosperity; thus, requiring a wholly non-myopic approach with respect
to the country’s programmatic initiatives. With this milieu, it is of exceptional importance
that meaningful and effective partnerships for development are established.

In this regard, the CIS is aimed at creating a fully integrated and coordinated approach to
investment through aligning government priorities and channelling investment towards
areas with the greatest growth potential supported by aptly co-ordinated incentive
schemes and anchored by quality institutions. The development of South Africa’s CIS seeks
to align policy priorities and plans supported by an enabling regulatory environment. It is
envisaged that these clearly defined policy priorities will work towards promoting South
Africa as a leading African investment destination.

2.2. Mission Statement

Leverage quality FDI and DDI to achieve South Africa’s National Development
Plan economic transformation goals of driving economic growth, increasing
employment, reducing inequality and decreasing poverty; anchored by quality
institutions and robust economic networks

Two of the globe’s foremost development economists, Daron Acemoglu and James
Robison, have for years examined the comparative origins of development on a global
scale. The authors have long asserted that institutional effectiveness exerts a dominant
role in shaping long-term economic outcomes (Acemoglu & Robinson, 2012). Whilst great
strides have been made in South Africa, it can be argued that policy certainty and
regulatory consistency are required to enhance institutional effectiveness.

In addition, whilst most FDI and DDI project assessments focus on quantifiable economic
aspects; environmental, social and governance effects merit careful evaluation. A host
country must have a clear agenda and strategy in determining and formulating its policy
options leveraging legislation and maximising resource mobilisation to advance a well-
articulated and clearly defined developmental trajectory. South Africa’s investment
strategy aligns various investment mandate holders in the country to co-ordinate
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investment coherently; in addition to ensuring alignment with industrial policy, various
sectorial master plans and local economic strategies.

3. CIS STRATEGIC PILLARS &
ENGENDERING GROWTH

The World Bank (2021) describes the investment policy and promotion lifecycle as
comprising of the vision and strategy, mechanisms for investment attraction, investment
entry, investment protection and linkages with local economy. The following are some of
the best practices for investment policy (World Bank, 2021):
e Formulation of investment reform map and/or FDI Strategy;
¢ Improving the effectiveness of policies aimed at attracting and facilitating entry of
FDI;
e Promoting good practices in the effectiveness of investment incentives’
e Strengthening investor confidence to help investors retain and expand FDI;
e Preventing investor/state disputes by establishing investor grievance mechanisms;
and
e Maximizing linkages and positive spillover effects from FDI to the host economy

The CIS is an umbrella for investment targeted from all investment sources. It is intended
to be a thorough strategy for the national investment ecosystem which requires
participation from relevant entities and contains enhancements to the governance of the
investment ecosystem. The Figure below shows the CIS goals and objectives presented in
Section 1 as well as the key pillars for each objective. It emphasises the manner in which
the strategic objectives are translate into actionable initiatives which result in investment
attraction, all of which are discussed in this document. These pillars are summarised as:
coordination, investment inwarding, investment prioritisation, supporting existing and new
industries, capacity and policy as well as mobilisation of institutions. The CIS will have a
two-tiered impact: Tier 1 will be the catalysis of investment, while Tier 2 relates to the
spillover effects to economic and socio-economic priorities for growth.

A country’s ability to attract and retain investment plays a critical role in supporting its
economic, socio-economic and other developmental goals and is the locus of the proposed
Country Investment Strategy. FDI and DDI influence an economy in a number of ways,
including technology transfer, technology spillovers, employment and employment quality
and boosting competition amongst local firms. Over the next few decades, the real
challenge with the country’s transition is for the government, social and private sectors to
shape an environment that will enable South Africa’s residents to be its greatest
beneficiaries. The CIS will contribute to the following national economic and socio-economic
priorities.

e Economic transformation and job creation: Higher levels of FDI stimulate an
increase in GFCF which lead to increased GDP/capita, increased purchasing power
and improvements in productivity. Increased inward investment also exerts direct
and indirect effects of job creation.

e Education and skills: attracting quality FDI contributes to improving the skills base
of the host economy and facilitates technology transfers and knowledge. Positive
developmental impacts can arise from FDI projects that include corporate programs
designed to provide upskilling to employees, suppliers and/or other local residents.

e Consolidating the social wage through reliable and quality basic services: the CIS
makes recommendations for blended finance initiatives in public infrastructure,
raising the standard of publicly available services by opening up channels outside
of the fiscus.

e Spatial integration, human settlements and local government: the sector
prioritisation model developed has a component that seeks to address spatial
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priorities and specifically, in relation to the dilemma posed by the rural/urban
divide. The intention is to attract investment in those identified areas to redress
existing spatial imbalances of economic development. The strategy also highlights
the potential of blended finance for catalytic and transformative infrastructure in
underserviced areas.

Social cohesion and safe communities: through enhancing the economic
development of local communities where the FDI is located, social cohesion will be
promoted. This is effected through enhancing social inclusion within communities
leading to more cohesive societies.

Building a capable, ethical and developmental state: the CIS contains
recommendations to promote the technical capacity of IPA officials (e.g. training
and exchange programmes between the country and UNCTAD, World Bank and
others) and further articulates measures to enhance transparency in the
investment attraction and facilitation landscape.

Figure 60: CIS Strategic Pillars and How It Engenders Growth
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This section provides an overview of the country’s political governance system, articulates
its socioeconomic landscape in brief and considers the impact of the unprecedented rise
of cities across the globe with a focus on the importance of the role of South Africa’s eight
metropolitan cities.
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4.1. Political Governance

4.1.1. Separation of Powers

There are three branches of the state in South Africa supported by the doctrine of
separation of powers and includes the legislature, executive and judiciary. The functions
of the three arms of state are differentiated to the extent that the legislature is charged
with the duty to legislate while the executive arm bears the responsibility to implement
such legislations. The judiciary performs the critical role of interpreting the law and does
not draft laws or influence those that have been drafted for implementation.

4.1.2. Spheres of Government

There are three distinct spheres of government in South Africa. Each sphere is governed
by a duly elected legislature and is assigned certain powers and functions. The Constitution
guides the three spheres in co-operating on the delivery of concurrent functions and
further assigns revenue sources by sphere. Democratic elections are held every five years
to renew the mandate of government provided by South African citizens. National
government is responsible for overarching policy development and oversight and
establishes priorities through legislation; norms and standards and/or political
pronouncements. Provincial government is the second tier of government and is
responsible for social service delivery functions, in conjunction with the national and local
spheres, including functions pertaining to education, health, social development,
agriculture, roads and human settlements. The final, and arguably the most important
sphere, is that of local government; comprising 278 municipalities; constituted by 8
metropolitan cities, 44 districts and 226 local municipalities. Local authorities are
predominantly responsible for the delivery of basic services including water and sanitation;
electricity; municipal transport and roads; and the provision of basic community services.

Figure 4: The Three Distinct and Interrelated Spheres of Government in South Africa

4.2. South Africa’s economic &
socioeconomic landscape at a glance

Home to a youthful population of more than 60 million, and the third largest on the African
continent; providing market access to almost 400 million middle class consumers on the
continent, South Africa is the investment destination of choice for a sizeable number of
global corporates; many of whom have reaped the benefits of doing business in the
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country. This is represented by the fact that more than 180 Fortune 500 companies are
present in South Africa, with the country aptly positioned as Africa’s most industrialised
economy. In this regard, South Africa is continent’s principal manufacturing hub and a
leading services destination, representing a highly diversified economic structure from a
sectoral composition perspective. The country is also one of the most open economies in
the world boasting a ratio of exports and imports to GDP of more than 58 percent with
preferential access to numerous global markets and is endowed with an abundance of
natural resources, complemented by its extensive and modern infrastructure network.

As the continent’s financial hub, South Africa boasts an independent and autonomous
Reserve Bank and the continent’s most sophisticated financial sector with a significant
African footprint offering a supportive and growing ecosystem as a regional nucleus for
innovation, technology and fintech, comparable to many developed economies globally.
From a financial markets perspective, the Johannesburg Stock exchange (JSE) boasts the
largest stock exchange by market capitalisation amongst the continent’s 22 exchanges
and is also, the sixteenth largest globally (World Federation of Exchanges, 2020). South
Africa’s well capitalised banking sector is home to a plethora of foreign banks and is aptly
supported by a robust and resilient regulatory architecture. Testament to this is the WEF’s
global competitiveness ranking of South Africa as nineteenth globally for its “well-
developed equity, insurance and credit markets” (WEF, 2020).

Based on President Ramaphosa’s drive to grow the economy; in 2019, South Africa climbed
seven places in the WEF Global Competitiveness Survey, and the country is now ranked
60™ from 141 economies; with the WEF ranking South Africa as the second most
competitive African economy. In addition, the Global Innovation Index ranks South Africa
as the highest for innovation in Africa, supported by robust intellectual property rights
legislation; aptly regarded as the second best on the continent (WIPO, 2020).

However, despite these significantly positive features, the rapid spread of the Covid-19
pandemic in 2020 exerted a negative impact on many countries across the globe resulting
in numerous socioeconomic repercussions contributing to and exacerbating existing fiscal
room. The country’s November 2021 Medium-Term Budget Policy Statement (MTBPS)
predicts that the economy will grow by 5.1 percent in 2021, following a contraction of 6.4
percent in 2020 (National Treasury, 2021). Within the context of the current economic
situation, the country requires an environment that is able to respond to inclusive and
dynamic job creation.

Figure 5: Real GDP growth and unemployment, 2000 - 2019
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Total employment in South Africa experienced an upward trend from the first quarter of
2008 to the last quarter of 2020, as indicated in Figure 6 below. Employment is
concentrated in the provinces of Gauteng and Western Cape, with the former accounting
for 31 percent and the latter accounting for 15.5 percent in 2020. Higher employment
numbers in Gauteng can be explained by the agglomeration of economic activity in the
metropolitan cities of Johannesburg, Ekurhuleni and Tshwane.

Figure 6: Total Employment in South Africa
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In 2020, South Africa recorded 1.28 million job losses with the economy contracting by
7.2 percent (National Treasury, 2020). South Africa’s formal labour market has not yet
recovered and in June 2021, South Africa recorded 14.9 million jobs, which was 1.5 million
below pre-pandemic levels (National Treasury 2021). There is also evidence to suggest
that black women have been affected the worst in this regard (National Treasury 2021)
signalling significant social and socioeconomic ramifications.

Figure 7: Employment by sector
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To this end, President Cyril Ramaphosa announced the ERRP, which focuses on
infrastructure development to catalyse economic growth. The ERRP concentrates on six
key sectors, namely transport; water and sanitation; energy; digital infrastructure;
agriculture and agro-processing and human settlements. Significant challenges in the
water and energy sectors pose a substantial threat to both human development and
economic growth. As such, it is critically envisaged that the deployment of infrastructure
in these identified sectors will create efficiencies in the economy and promote new engines
of growth. Whilst government'’s fiscal relief package and the Presidential employment
initiative have assisted in offsetting job losses, sustainable job creation must be driven by
increased private sector investment and continued implementation of government
initiatives, such as the ERRP and the NIP2050. It is envisaged that together these will
contribute towards crowding in private investment and increasing private sector job
creation (National Treasury, 2021).

From an equity perspective, the country requires an economy where the ownership of
production is less concentrated and subsequently, more diverse to address the country’s
unenviable and high rate of inequality, which when viewed from a racial dimension is
exceptionally alarming. The South African government has made significant strides in
mobilising the private sector as a key player in the investment value chain towards
ensuring that GFCF as a percentage of GDP, which has been under continued pressure as
demonstrated by Figure 8, reaches 30 percent by 2030 as outlined in the NDP.

Figure 8: GFCF trends between 2000 and 2020
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Figure 9 below demonstrates that while GFCF across all categories has slightly improved,
it is still below levels seen prior to the Covid-19 pandemic. GFCF as at the second quarter
of 2021 stood at 14 percent while private investment has been affected by the general
global slowdown in addition to persistent structural constraints within the South African
economic landscape (National Treasury, 2021). Figure 10 highlights GFCF levels across
South Africa’s nine provinces with the largest GFCF levels, on average, found in the
provincial economies of Gauteng, KwaZulu Natal and the Western Cape.
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Figure 9: GFCF in the post-pandemic period
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Figure 10: GFCF, 1993 - 2020: South African Provinces
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Acutely aware of the extensive threat posed by climate change, South Africa has begun
its transition from the unsustainable use of natural resources to a low carbon economy.
The country has set targets pertaining to a number of initiatives, including the introduction
of an independent power producing programme and promoting the nascent hydrogen
energy economy; elements which are addressed in further sections of the CIS.
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Figure 11: Sectorial composition of South Africa, 1995 - 2019
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Figure 12: Sector performance, Quarter 4 2020, year-on-year
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In the fourth quarter of 2020, the primary, secondary and tertiary sectors experienced
positive growth rates in comparison to the same quarter in 2019. Growth in the primary
sector was driven by increases in agricultural production while growth in the secondary
sector was driven by manufacturing, construction and energy. Within manufacturing,
growth can be accounted for by increases in food and beverages, motor vehicles and metal
and steel products. South Africa’s tertiary sector growth was largely driven by increases
in trade, transport and personal services.
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Figure 13: Sector percentage contribution to nominal value add, Quarter 4 2020
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From a socioeconomic perspective, the World Bank (2021) identifies South Africa as an
upper-middle-income country with a GDP per capita of approximately USD 6000 in 2020.
Despite the tremendous economic achievement in the last three decades, South Africa
remains plagued by the triple challenges of unemployment, poverty and inequality. As
indicated in Table 2, South Africa’s HDI value in 2019 is approximately 0.71, which places
the country in the medium human development category; positioning it at 114 of 189
countries. Importantly, the percentage of people with tertiary education in the work force
has increased from 18 percent in 2008 to 22 percent in 2020.

Table 2: HDI of BRICS economies

Human Development Index (HDI)

Rank in 2019 Country 1990 2000 2010 2014 2015 2017 2018 2019
84 Brazil 0.613 0.685 0.727 0.756 0.756 0.761 0.762 0.765
85 China 0.499 0.588 0.699 0.731 0.739 0.750 0.755 0.761
131 India 0.429 0.495 0.579 0.624 0.624 0.640 0.642 0.645
52 Russia 0.735 0.722 0.781 0.807 0.809 0.820 0.823 0.824
114 RSA 0.627 0.631 0.664 0.693 0.701 0.705 0.707 0.709

Source: Country Investment Strategy computation using UNDP dataset

Technological advancement has been a critical component of the socio-economic evolution
of societies since time immemorial. The world is moving towards the Fourth Industrial
Revolution (4IR); the new epoch in social and economic life. In this regard, President
Ramaphosa established the Presidential Commission on the 4IR (PC4IR) to provide
leadership to enable all in society to understand and navigate what will be a fundamentally
altered future. The WEF ranks South Africa as 46™ of a 141 countries in terms of innovation
capacity (PC4IR, 2019) and the current administration’s willingness and ability to
participate in the 4IR will work towards further advancing the country’s competitiveness
and innovation rankings. The report produced by the PC4IR indicates the centrality of the
state in this new epoch, for instance, through : (i) utilising technology to address service
delivery challenges; (ii) leveraging public-private partnerships for scientific
experimentation with government departments playing an important role in aligning
industrial development goals in this regard (PC4IR, 2019).

Critical recommendations made include: (i) investing in human capital through advancing
youth into more productive work and upskilling existing workers accordingly; (ii)
establishing an Artificial Intelligence (AI) institute generating new knowledge and
developing creative technologies; (iii) establishing a platform for advanced manufacturing
and new materials; (iv) securing and availing data to enable innovation; (v) incentivising
future industries, platforms and applications of 4IR technologies; (vi) building 4IR
infrastructure by integrating such infrastructure into existing social and economic
infrastructure; (vii) reviewing and amending or creating policy and regulation to facilitate
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progress. The shift towards the 4IR and digital transformation in the public and private
sectors is creating a higher demand for data, which requires the deployment of 5G
networks to meet growing demand. Government is in the process of releasing an additional
spectrum in the 80-100 MHz and 5G mid-bands to support this important transition. In
addition, the South African government will leverage private sector capabilities in finding
scalable and profitable solutions.

4.3. The unprecedented and continued
rise of metropolitan cities

Urbanisation and economic development are inextricably intertwined. Numerous studies
demonstrate that whilst urbanization does not necessarily cause development,
urbanization is a prerequisite for sustained development (Henderson, 2014). The UN
(2018) predicts that 90 percent of all global population growth will occur in Southern urban
regions by 2030. The real challenge within the urban transition is for governments to
enable an environment that will enable residents to make the most out of living in cities.
Presently, more than half of the world’s population is urban with 56.2 percent of the globe’s
population living in cities (WEF, 2020). In 2025, 600 key cities will account for 60 per cent
of global GDP; approximately USD64 trillion (MGI, 2011). Megacities, such as Tokyo,
Mexico City, and Sdo Paulo, are already home to more than 30 million people.

Figure 14: Percentage of urban population by region, 2021
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In the year 1800, a mere 2 percent of the world’s population resided in metropolitan
regions (UN, 1976), whereas today, more than half of the world’s population is urban. A
crucial consideration is that urbanisation in today’s Western developed countries was
gradual, taking a hundred years or more, allowing for greater room with respect to
managing this transition. Today’s cities are growing at an unprecedented speed, facing
sudden migration from rural areas. More than 70 per cent of generated energy is now
consumed in cities, and as much as 80 per cent of global greenhouse gas emissions are
attributed to urban residents whilst 50 per cent of world GDP is produced on only 1.5 per
cent of the world’s land (UN, 2018). Managing today’s rapid transition is key to ensuring
resilient and sustainable growth. Thus, it is not surprising that over 80 percent of global
GDP is generated within cities (UN, 2018). The social and economic importance of
emerging market cities leveraging this global mega-trend cannot be understated with
almost half of global growth by 2025 estimated to emanate from approximately 400
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emerging market cities; some of which are not yet in existence (MGI, 2011). In this regard,
one potential example in the South African context is the creation of Africa’s first smart
city: the Lanseria Smart City.

Figure 15: Global urbanisation map
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The role of cities has significantly increased during the twentieth century, both politically
and economically, as is evidenced by the increase in bilateral relationships between regions
and the growing number of networks between cities. Cities also play a leading role in policy
debates as well as a prominent role in the development of new governance models and
systems to overcome existing urban governance challenges. It is thus not surprising that
cities are increasingly expected to take the initiative on resource management,
environmental standards, migration and even security because of their critical importance
to the welfare of urban dwellers. The growing calls for distributed governance networks
and for legitimacy around different geographic and social contexts reinforce the
importance of cities as actors within governance networks.

The growth of cities is driven largely by the economic prosperity they help create. Through
the enablement of densification, cities have helped transform economies for many
centuries. High densities enable social and economic interactions at a much higher
frequency than in non-urban settings. These interactions create a vibrant market for ideas
that translate into innovations by entrepreneurs and investors. Ultimately, city leaders
must be focussed on sustainable job creation whilst ensuring globally competitive cities.

Less urbanised, however quickly growing, regions in the global South are Asia and Africa;
with Africa expected to reach its tipping point by 2030 when its population will be more
urban than rural. By 2050, Southern Africa will be 77 per cent urban. Urbanization can be
a positive force for economic development leading to necessary social change and positive
political outcomes for a number of reasons: larger cities attract more talent; larger cities
have the ability to attract increasing investment levels; larger cities have the requisite
network to stimulate economic growth and advance development through upward and
downward linkages. Sub-Saharan Africa is the exception and is more urbanised than
Southern Asia, where GDP per capita incomes are higher. However, across the world there
is generally less urban than rural poverty; a predominantly natural occurrence. Due to the
shifts that are occurring on a global scale, cities located within these areas are of increasing
importance. The figure below, whilst constructed in a pre-Covid environment, illustrates
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that Sub-Saharan Africa will experience the greatest increase in growth and households.
Within the South African context, our city-construct needs to be redefined to better
understand this role of cities.

Figure 16: Growth of households in the MGI City600
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Since 1950, only 12 countries have managed to grow at rates in excess of seven per cent
for 25 years or more (UN, 2018). Many more countries—in places as diverse as Latin
America, Africa, and the Middle East—have managed high growth rates for shorter periods,
only to see that growth falter. As a result of this situation, cities need to better understand
their role within this process in terms of the lessons that have been learnt during this
period. A developmental path for cities requires a city that is able to direct resources
efficiently, an institutional environment that is able to drive its developmental trajectory
and an active civil society. Institutions need to provide the foundations for liberalising the
movement of people and goods and easing the exchange and redevelopment of land
thereby enabling vast economic gains, as alluded to earlier. Investment should respond to
the needs of residents and businesses, especially for basic and connective infrastructure,
whilst targeted interventions should respond to the needs of the poor and people in
marginal locations. In short, the next twenty years of urban growth will look strikingly
different from the urban growth patterns of the late 20th century, which gave rise to
today’s 28 megacities; with a population in excess of 10 million people (UN, 2021).

From a spatial planning perspective in South Africa, the urban/rural socio-economic divide
caused by apartheid and colonial spatial planning patterns remains a challenge. The
characteristics of this divide in rural communities are high levels of poverty and
unemployment as a result of the lack of participation in the mainstream economy. Of the
six sectors identified, the ERRP indicates that (i) agriculture and agro-processing; and (ii)
transport will be catalytic in the inclusive economic reconstruction of the country. The
deployment of transport infrastructure will be an important enabler in the agriculture and
agro-processing industry for rural development.

In 1998, after the adoption of the 1996 Constitution, the South African White Paper on
Local Government commenced the process of constructing policy and a legal framework
for its third tier of government. Between 1998 and 2004 this framework elaborated,
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transformed and deepened the focus and mandates of the local government system
through inter alia the creation of metropolitan cities with the differentiated classification
of municipalities (for instance metropolitan municipalities); the establishment of an
operational and accountable legislative framework and the operationalisation of an
intergovernmental fiscal transfer system.

Figure 17 below presents the population of South Africa’s metros between 1994 and 2020
in relation to South Africa’s total population. In 2020, almost half, or approximately 43
percent, of South Africans resided in metropolitan areas.

Figure 17: Population in South Africa’s metropolitan cities & South Africa’s population
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Figure 18 reflects GFCF levels for South Africa’s eight metros between 1993 and 2020. It
is evident that these eight cities account for the bulk of national GFCF; with a value greater
than 50 percent over the period under consideration. The majority of the population
resides within these eight cities. Whilst GFCF has grown significantly since the advent of
South Africa’s democracy in 1994, it has declined since 2017. At the government level,
this also reflects some of the failures of local government and state-owned entities from
an infrastructure development perspective, giving rise to the ERRP. These challenges are
also addressed later within this document and in detail in the NIP2050.
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Figure 18: GFCF formation in South African metro’s
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The figure below indicates the GVA for South Africa’s metro areas with Johannesburg,
Cape Town and eThekwini (Durban) accounting for the top three largest GVAs. In addition,
as metro areas account for more than 50 percent of South Africa’s GVA over the period
under consideration, it is not surprising that their growth rates mirror that of the sovereign.
However, in order to achieve the country’s NDP aspirations, metro areas have to grow
faster than the national target of 5.4 percent articulated in the NDP Vision 2030. The same
applies to the country’s desired level of GFCF from a government capital investment
perspective.

Figure 19: GVA in South Africa’s metros
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Figure 20: Metro share of national GVA, constant prices
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5. STRATEGIC OBJECTIVES

South Africa is an exceptionally open economy with FDI and DDI exerting a crucial role in
the country’s development. Since 1994, South Africa has made great strides and
undertaken substantial economic reform that have in part aimed to attract greater flows
of investment. The overall growth of FDI since 1994 is a reflection of the country’s
openness to investment as well as significant international interest based on the strength
of the country’s institutions. FDI plays an important role in strengthening the integration
of South Africa into the global economy; improving the country’s international
competitiveness and facilitating improved access to foreign markets.

Today’s global economy demands innovation and investment into productive sectors
supported by the continued flow of trade and capital. The emergence of global supply
chains and importance of value chains in economic development poses important
considerations for South Africa. However, these opportunities can only be seized through
investment reforms that encourage value chain linkages to obtain a greater share of the
benefits of inward investment, whilst driving competition. The CIS focusses on
consolidating and strengthening existing capacity in identified priority sectors through
regulatory consistency and policy certainty. The proposed approach to investment in South
Africa requires a phased approach; through short-, medium- and long-term strategic
initiatives.

Figure 21: Country Investment Strategy Strategic Objectives

Aligned to the goals outlined in the CIS, South Africa has developed specific objectives to be

achieved:

e Strategic Objective #1: Catalyse a new investment model to address current under-
investment

e Strategic Objective #2: Attract quality greenfield investments into South Africa

e Strategic Objective #3: Identify high-impact and high-growth industries that will
accelerate contributions to GDP

e Strategic Objective #4: Support existing industries and develop new industries with
clearly articulated forward-looking goals

e Strategic Objective #5: Consolidate and strengthen existing capacity in identified priority
sectors through regulatory consistency and policy certainty

e Strategic Objective #6: Target critical areas of intervention, accompanied by the
mobilisation of resources, and the co-ordination and alignment of state institutions.

6. DETERMINING AND MEASURING
QUALITY FDI

6.1. Quality FDI

A country’s ability to attract and retain investment interest will play a critical role in
supporting its economic, socio-economic and industrial developmental goals. Despite the
global nature of trade and investment flows and activities, it remains critical for each
country to create policies and programmes in support of its articulated developmental path
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(Tujan Jr., 2013). The determinants of FDI merit further discussion and distinguishing
between two types of FDI-seeking behaviour is relevant in this instance. Market-seeking
FDI involves seeking large populations with growing incomes whilst resource-seeking FDI
seeks a labour force at competitive relative costs and/or access to natural resource
endowments, such as minerals and energy (Meyer & Estrin, n.d.) with institutional quality
and other key FDI determinants remaining relevant. As a result of these activities,
particularly resource-seeking FDI, FDI has often being thought of as a postcolonial
exploitation mechanism to drive access to resources and cheap labour (IGC, 2017).
However, FDI is able to influence an economy in a humber of ways, namely technology
transfer; technology spillovers; employment and employment quality and boosting
competition amongst local firms within the international arena. Recent data indicates
positive benefits to host developing economies, particularly through increased levels of
knowledge transfer (Meyer & Estrin, n.d.) and technology diffusion, leading to positive
demonstration effects and further evidence points to rising income levels thereby
generating important economic transformation effects (Gonzalez, Qiang, & Kusek, 2018;
UNCTAD, 2018). The potential of such demonstration effects will be higher, the more
divergent the gap between the host and source country (Meyer & Estrin, n.d.). Attracting
quality or sustainable FDI is thus of critical importance (IGC, 2017).

The International Growth Centre (IGC) characterises quality FDI as: “contributing to the
creation of decent and value-adding jobs; enhancing the skills base of the host economy;
facilitating the transfer of technology, knowledge and know-how; boosting competition of
domestic firms and enabling their access to other local and global markets; and operating
in a socially and environmentally responsible manner” (IGC, 2017). Unfortunately, many
such impacts are difficult to quantify and lack an established quantitative methodology.
The result is often a “more-is-better” mind-set towards FDI that overlooks or undervalues
unquantifiable impacts on the host nation. It is thus vital that all projects are selected
based on their expected sustainability. Quality and sustainable FDI can be defined as FDI
projects that yield sufficient profits to maintain effective corporate engagement without
harming vital host country interests whilst simultaneously producing positive net benefits
for the country’s long-term development goals as evaluated on prioritised economic,
environmental, social and governance indicators.

Foreign investors generally enter host markets in three distinct categories: (i) greenfield
investment (GI); (ii) mergers and acquisitions (M&A) and (iii) joint ventures (JV) and it is
found that the institutional context of the host country is particularly significant in
influencing the mode of entry. GI involves building a subsidiary from scratch whilst M&As
concern the purchase of stock with requisite and sufficient managerial control. It is
generally asserted that GI exerts the greatest relative positive effect on gross fixed capital
formation (GFCF) and its actual effect is often greater than that reported in the Balance of
Payments due to multiple spillover effects; however, the crowding out of local firms is still
possible. One of the reasons attributed is the fact that GI utilises the resources of the
foreign investor in its totality whilst M&As leverage local firm assets and combine it with
that of the foreign investor (Meyer & Estrin, n.d.). Indicative examples in this regard are
the Absa/Barclays merger and the Industrial and Commercial Bank of China purchasing
twenty percent of Standard Bank. A JV can be useful in reducing transaction costs where
market failures exist or in instances where a state entity is involved. In most emerging
markets, JVs are a direct result of prevailing legal and regulatory frameworks (Meyer &
Estrin, n.d.).

FDI is influenced by a number of factors and not limited to domestic market size;
macroeconomic stability; a favourable exchange rate; labour force quality; skills available;
infrastructure provision and the prevailing political and regulatory environment. These
effects, real or perceived, have a direct impact on investor risk-return calculations
(Gonzalez, Qiang, & Kusek, 2018) and a perpetual and concerted effort must be made to
enhance the country’s institutional environment and investment landscape.
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Governments should seek to attract investors that will develop investment projects in ways
that maximize net benefits to the host country. From the outset, it is essential that
transparent communication with potential investors is established; anchored by sharing
information that will foster a mutual understanding of the host nation’s objectives. In
evaluating an investment project’s potential to promote economic empowerment, it is
imperative to consider the projects overall economic impact on the sector and country, as
a whole, including its effects on the regional development. Regional and/or metropolitan
benefits will grow, the longer FDI capital remains in the host country; increasing
incrementally by reinvested local profits, amongst other potential factors. On a macro
level, the capital indicator can be assessed by the FDI project’s net financial resource
transfer over time, calculating FDI inflows less capital and profit repatriation. All things
equal, the longer initial capital and new profits remain in the host country, the better. This
type of integrated, multidimensional evaluation should inform governmental decisions and
direct public support towards sustainable FDI projects that readily promote national,
regional and local priorities.

The measurement of FDI is critical due to its association with productive investment.
However, it is increasingly apparent that there a number of ways to measure investment
and different claims can be made on the level of inward investment. Thus, government
should aim to create its own datasets, leveraging StatsSA expertise, including tracking
companies that have halted local operations. Efficient and effective government FDI
policies require reliable data albeit with the inherent limitations of data itself. Measuring
this over time will enable enhanced evidenced-based policymaking. Greater disclosures
may be required by companies and also, the compelling of data sharing amongst
government departments and regulatory authorities. Consideration should also be placed
on publishing a comparison and synthesis of the various statistical data-sources on South
Africa’s FDI climate towards informed decision making.

FDI has contracted dramatically across the globe with developed economies contracting
the most (GGDA, 2021). The dual shocks of the pandemic and the global slowdown is
commodity prices is projected to exacerbate Africa’s declining FDI trend (UNCTAD, 2020).
FDI contracted by 42 percent in 2019 and currently stands at its lowest level in this century
with the current contraction being 30 percent higher than that experienced during the
2008/9 global financial crisis. It is also evident that the effect of this contraction was most
uneven, whilst not unexpected, with developed markets incurring the brunt of this
contraction, that is a 69 percent reduction. However, the contraction on the continent was
the least on a global scale with FDI contracting by just below 20 percent.

Figure 22: FDI contraction across the globe on a regional basis (2020)
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UNCTAD has projected that the worst affected industries will remain to be aviation,
hospitality, tourism and leisure in addition to adverse effects on the global value chains of
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manufacturing signalling important considerations for Africa’s desired industrialisation
efforts (UNCTAD, 2021). The value of greenfield investment projects into the continent
has dropped by 58 percent whilst M&A activity has declined by 72 percent from a monthly
average perspective in 2019 (UNCTAD, 2021).

With the majority of African countries exhibiting lower savings rates due to high absolute
poverty, many economies have become reliant on FDI to finance growth and development.
Given the population growth rate in Africa and poverty levels, Loots and Kabundi (2012)
suggest that to eradicate poverty and achieve much-needed economic growth, the
continent requires an economic growth rate of between 7 and 8 percent. Ndulu et al/ (2007)
further indicate that the achievement of such growth rates will be realised at annual
investment rates of about 25 percent of GDP. With the current investment rate at 9
percent, this indicates an investment deficit of 16 percent of GDP.

Figure 23: A graphical representation of Africa’s FDI, Net Inflows (percentage of GDP), 1990 - 2020
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The continent has on average received a relatively small proportion of FDI inflows as
compared other regions across the globe. For example, the region received USD 2.4 billion
in 1990 (1.4 percent of the world total) increasing to USD 45.4 billion in 2019 (~3 percent
of the world total) in 2019, as depicted in Figure 24 below (UNCTAD, 2020). In 2019, the
continent with the highest share was North America, followed by Europe with Africa
reflecting the least. Despite a relatively small proportion of FDI inflows in Africa, FDI
inflows as a percentage of GDP depicts an increasing trend in Africa until the global
financial crisis of 2008/9. The top five FDI recipients on the continent are Egypt, South
Africa, Congo, Nigeria and Ethiopia with South Africa represented also as the largest
outward investor. Africa’s largest source markets continue to be Western markets, with
the Netherlands investing significantly more than it once did and of course, and China
despite recent reductions due to the impact of Covid-19. South Africa was the second
highest FDI recipient in 2019 and has generally faired in the continent’s top three
economies over time.

Figure 24: Overview of FDI trends into Africa
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Despite these trends, the Brookings Institute (2021) cites two distinct factors that are
positive in terms of international investment flows returning to the continent with the first
related to the continent’s drive to focus on infrastructure investment and industrial
development and the second represented by that of the significant opportunities created
through deepened regional integration manifested by the African Continental Free Trade
Area (AfCFTA).

In terms of South Africa’s performance, between 2007 and 2011, the number of FDI
projects into South Africa increased quite significantly with a notable downward trend
through to 2017. Upon picking up in 2019, it is of course evident that the current economic
crisis represented by Covid-19 has begun to take its toll.

Figure 25: FDI into South Africa by number of projects, 2003-2021
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South Africa’s relative competitiveness position on the continent is high with government’s
drive to attract productive investment being most indicative, particularly in relation to its
2019 level, following the commencement of the country’s investment drive in 2018. Data
published in UNCTAD's 2020 World Investment Report indicates that FDI stocks increased
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to USD 151 billion; well above 2018 levels. South Africa’s SEZ initiatives have also placed
it as a continental leader with respect to FDI receipts. The bulk of FDI into South Africa is
concentrated in the finance, mining, transport, manufacturing and retail sectors with the
greatest investors emanating from Western European markets, such as the UK, the
Netherlands, Luxembourg, Germany and Belgium in addition to the US, Japan and China
(Santander, 2021). From a capital expenditure perspective, South Africa’s major FDI
competitors are represented by Egypt, Nigeria and Angola. A noticeable major decline in
FDI is evident from 2014 with an uptake in 2018, due to renewed confidence in the
country’s investment drive.

Figure 26: FDI into South Africa capital expenditure, 2003-2021
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From a Covid-19 perspective, FDI in South Africa contracted by approximately 22 percent,
however, with that being said, it is important to note that 63 companies have been
identified as investing in the country during this period, the location of which is displayed
below.

Figure 27: FDI in South Africa on a provincial basis, by number of projects, 2020
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Source: GGDA (2021)
Figure 28 below provides disaggregated source data for FDI into South Africa, by number
of projects, with the most notable being that of automotive investment into the country’s

new Special Economic Zone located in Tshwane (Pretoria) and emanates from the United
States.

25

This gazette is also available free online at www.gpwonline.co.za




STAATSKOERANT, 27 MEI 2022 No. 46426 41

Whilst efforts have been made to understand FDI trends into South Africa, it is critical that
a market demand approach is embarked upon to better understand the demand-side
characteristics of FDI into South Africa. This will be a key action in informing the
appropriate development of South Africa’s approach to lead generation and targeting. In
the same vein, a better understanding of the trends and factors impacting DDI, and South
Africa’s approach to better enable enhanced DDI, is a critical action.

Figure 28: FDI in South Africa by source market, by number of projects, 2020

Source: GGDA (2021)

There are four type of FDIs — Resource seeking, market seeking, efficiency seeking and
strategic asset seeking. The CIS needs to locate best SAs capability and opportunity for
growth and type of FDI it seeks to attract.

7. SOCIO-ECONOMIC MAXIMISATION
MODEL THROUGH ENTERPRISE
DEVELOPMENT

Strengthening backward and forward linkages from investment into the local economy is
critical (IGC, 2017) from an enterprise development perspective. This allows for direct
technology transfer and spillover from foreign to domestic firms and also, raises the local
and global competitiveness of local suppliers. Important actions include the establishment
of a vendor development programme to efficiently support the matchmaking of foreign
investors and local firms and include financial concessions, such as support to local
suppliers on the basis of purchase orders from the foreign firm. However, supply chain
creation should not be confused with small business development, due to the fact that,
initially, larger domestic firms may be better geared to support foreign entrants.

Gonzalez, Qiang, & Kusek (2018) find that FDI significantly benefits local firms through
linkages and demonstration effects in a study of emerging market economies further
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detailing that technologies and managerial practices are a key transmission channel. For
instance, in Ghana, the increased presence of MNE manufacturing has been found to have
exerted a positive impact on the productivity of local firms, with high-growth firms
benefitting the most due to their labour absorptive capacities. High-growth firms account
for a very small percentage of the private sector but disproportionately account for higher
levels of job creation. As such, programmes should be developed to identify and target
these firms in the value chain process (Gonzalez, Qiang, & Kusek, 2018).

FDI projects should illustrate the recognition and reinforcement of local employee
personnel initiatives, including an openness to facilitate small start-up enterprises by
former employees as suppliers to the foreign firm. This can be facilitated by investor efforts
to support the integration of local companies and SMMEs into their business processes and
value chains. FDI projects can establish a variety of local business linkages with the most
valuable of development objectives generally arising from the amount of value-additivity
derived from local content purchases, including the integration of local companies into FDI
business procurement and processes. Additional benefits can emerge when the MNE
affiliate requires (and sometimes assists with) improvements in local product quality,
thereby facilitating technology transmission. As previously alluded to, a potential negative
repercussion is related to the possible displacement of existing local producers. Deeper
relationships may also develop between foreign investor and the local business
community, particularly where an investor progressively spins-off certain operations to
local firms and further, stimulates new local firm creation. However, these potential
benefits take time to develop and will often fall outside the three to five year post-start-
up evaluation period generally used to assess an initial project proposal.

South Africa faces a severe challenge in terms of its legacy spatial divide. Compounding
this spatial challenge is an institutional challenge that relates to the neglect of
infrastructure life-cycle-maintenance and operations that are aligned to a cost-revenue
plan. Albeit anecdotal, there is clear evidence that the lack of post construction
management of many areas has resulted in a weakened ability to optimally embark on
investment attraction initiatives and further, that the investment is not fully leveraged to
stimulate economic growth. The absence of basic management structures, funding for
maintenance, security and operations has resulted in infrastructure being vandalised and
misused over time.

Effective infrastructure supply should support economic growth and enhance the quality
of life for residents (Baldwin & Dixon, 2008). Infrastructure delivery and foreign
investment will fall short of its intended outcome and impact if it does not fully leverage
its embedded potential and act as catalyst for the substantive and sustained improvement
of the quality of lives and livelihoods of communities. As such, it is imperative that, a
socio-economic maximisation methodology be developed, that considers local conditions,
including existing business (including informal businesses), local assets, access to
resources, local skills and competencies with efforts made to preserve and protect cultural
practices, social and political heritage and environmental endowments. The socio-
economic maximisation model also needs to consider and align other country priorities,
such as initiatives to promote women, youth and other relevant socio-economic criteria.
This must include a measurement criterion designed to quantify the socio-economic
impact, accordingly.

7.1. Country Priorities for Small,
Medium, and Micro Enterprises
(SMMEs)
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The country’s Re-imagined Industrial Strategy articulates the expansion of SMMEs as a
key growth pillar, which also forms part of broader economic recovery policy goals. SMMEs
are the largest category of businesses in South Africa and are estimated to number
between 2.4 million and 3.5 million. The largest number is in the informal and macro
segments. The country has adopted an industrialisation approach through localisation to
rebuild the production economy, create jobs, and transform the ownership patterns of the
South African economy. This approach includes improving the competitiveness of SMMEs
and their ability to meet the procurement requirements of large multinational/local
corporations and state-owned enterprises; offering support with access to finance for
SMMEs who have limited, or no, access to finance; improving the prevailing regulatory
and administrative environment and providing industrial incentives to catalyse investment
and development, some of which are detailed in Annexure 5 of the CIS.

The manufacturing sector is one of the key industries where initiatives to improve and
support the participation of SMMEs in the value chain are undergoing implementation.
These initiatives include integrating township and rural enterprises in the manufacturing
value chain; intensifying SMME participation in light and fast consumer goods
manufacturing; facilitating the participation of SMMEs in minerals beneficiation and
revitalising dormant industrial production infrastructure. The prioritised focus areas for
manufacturing are:

e The food and beverages industry including agro-processing (for purposes of food
security);

Furniture and general use products;

Pharmaceuticals and nutraceuticals;

Clothing, leather and textile sector;

Beauty and personal care products;

Pulp and paper products;

Petroleum and chemical products; and

Plastic and plastic products

In the context of the CIS, FDI and DDI projects should consider linkages to local SMMEs
in support of the country’s broader industrialisation ambitions. The inclusion of SMMEs,
especially local SMMEs is an important element of government’s economic interventions
aimed at economic growth and job creation.

8. INTERNATIONAL AGREEMENTS AND
ECONOMIC DIPLOMACY

South Africa has several trade and investment agreements that provide an export platform
and are geared towards driving access into local and global markets. In addition, the
country has signed a number of preferential trade agreements with key partners over
time. Of great importance will be the accelerated conclusion of enabling agreements under
negotiation and the conclusion of the implementation measures of those that have been
ratified. These agreements include multilateral, regional and bilateral agreements, some
of which are discussed below and contained in Annexure 4.

8.1. African Regional Integration

South Africa utilises strong government-to-government relations and mechanisms to
advance a developmental agenda in Africa that focuses on:

28

This gazette is also available free online at www.gpwonline.co.za




44 No. 46426 GOVERNMENT GAZETTE, 27 MAY 2022

e identifying and establishing joint investment projects in partner countries;
e promoting two-way trade;

e coordinating South African technical co-operation and assistance to support policy
and institutional development in partner countries;

e promoting cross-border infrastructure development, notably on the basis of the
spatial development initiative (SDI) methodology

e promoting regional integration through the strengthening and consolidation of the
Southern African Customs Union (SACU) and the Southern African Development
Community (SADC) free trade agreement; and

e negotiating agreements on investment protection and economic co-operation

Figure 29 indicates that total trade between South Africa and Africa amounted to ZAR 2.7
trillion for goods and services, between 2015 and 2020. In the period under consideration,
South Africa exported ZAR 1.9 trillion worth of goods and services to the continent. The
geographic area of the Gauteng City Region accounted for 62.1 percent of total exports
(GGDA, 2021). In terms of imports, between 2015 and 2020, the total value of imported
goods and services from the continent amounted to ZAR 739.1 billion, representing a trade
surplus of approximately ZAR 1.18 trillion.

Figure 29: Trade between South Africa and the African continent, 2015 - 2020
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A notable development in this regard is the ratification of the AfCFTA, making it the largest
free trade agreement since the establishment of the WTO, creating a market of over 1
billion people with a combined GDP greater than USD 2 trillion. The AfCFTA is anchored on
the development of an integrated approach, emphasising market integration,
infrastructure development and industrial development to boost intra-Africa trade and
support the continent’s development imperatives of sustainable economic growth. It is
further estimated that this will result in consumer and business spending of USD 6.7 trillion
by 2030 with sizeable impacts on manufacturing; industrial development; tourism;
economic transformation and increased intra-regional trade leveraging economies of scale
and enhanced efficiency of the allocations of resources (Brookings Institute, 2020). By
April 2019, the threshold number of countries for the AfCFTA to come into effect was met
and entered into force in May 2019.

The IMF (2020) has also projected that this will have a significant impact on the continent’s
ranking on the WEF Global Competitiveness Index with UNECA (2020) further estimating
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that intra-regional trade will grow by 15 to 25 percent by 2040. There are a number of
important elements of the agreement that are underway, including tariff concession
schedules, intellectual property and competition, investment considerations and rules
pertaining to origin and the digital economy. The agreement covers both trade in goods
and services under Phase I, together with dispute resolution and settlement, while Phase
II constitutes investment protection, competition policy and intellectual property
considerations; the latter of which will be negotiated soon. An enabling
regulatory environment and identifying policies that require amendment have also been
taken into consideration. In this regard, legislative processes are underway to effect
identified amendments. The South African Presidency will work closely with the
Department of Trade, Industry and Competition’s chief negotiator on South Africa’s
strategic trajectory for the African continent.

Figure 30: Status of AfCFTA as at October 2019
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8.2. The Rest of the World

South Africa pursues regional negotiations and has concluded agreements with a number
of economies. Over the last decade, the importance of building trade and investment
relations with the new poles of economic growth in the world has become increasingly
compelling. This inexorable change in the economic geography of the world economy
requires more purposeful effort to diversify South Africa’s trade and investment relations
to benefit from rapid and dynamic economic growth in the global south.

South Africa’s Trade Policy and Strategic Framework has been finalised through
consultations with relevant stakeholders within and outside of government. The
Framework establishes clear links between trade and industrial policy in South Africa to
complement the country’s National Industrial Policy Framework. South Africa’s trade
performance and tariff regime has been perpetually reviewed since 1994.
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9. INVESTMENT PROMOTION AND
FACILITATION

This section outlines the country’s national plans and strategies; services provided to
inward investors and initiatives underway to enhance and better enable South Africa’s
investment landscape.

L M National Plans and Strategies

9.1.1. South Africa’s Economic Reconstruction and
Recovery Plan (ERRP)

South Africa’s ERRP aims to rekindle economic activity in a manner that ensures
sustainability, resilience and inclusiveness. Its employment focus seeks to ensure that the
objectives of inclusive economic growth and socio-economic transformation are achieved.
Economic stabilisation will be supported by increasing policy certainty, structural reforms
and infrastructure development, which will yield competitiveness improvements, stimulate
investment activity and create employment opportunities. The ERRP is anchored by a solid
socio-economic compact between government, business, labour and community partners,
through collectively agreeing to a long-term strategy that will position the economy for
sustainable economic growth and inclusive development. The plan is phased, with the first
phase focusing on the preservation of economic activity and livelihoods; the second phase
aimed at recovering economic activity and implementing required reforms; and the third
phase entailing action targeted at growing and transforming the South African economy.

9.1.2. South Africa’s Re-Imagined Industrial
Strategy and the National Development Plan

The sixth administration has stressed the importance of policy implementation as a central
feature over the current term, with focal areas including that of economic transformation,
job creation and spatial integration. These priority areas stem from the NDP, which was
adopted by Cabinet in 2012.

The six pillars of the NDP are:

Mobilisation of all South Africans;

Active engagement of citizens in their own development;
Expansion of the economy & making growth inclusive;
Building of key capabilities (human, physical & institutional);
Building a capable and developmental state; and

Fostering of strong leadership throughout society

The NDP articulates important economic targets for the country, some of which are listed
below:

e GDP growth: 5.4 percent

e Unemployment rate: 6 percent

e Investment as a percentage of GDP: 30 percent
e Inequality (Gini-coefficient): 0.60

Thus far, the economy has struggled to meet the targets as envisaged by the NDP due to
a variety of constraints; some of which are structural in nature. In order to meet these
articulated growth targets, the foundation of the economy requires rebuilding by
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revitalising and expanding productive sectors. This requires a re-imagining of the country’s
industrial strategy to unlock private investment while the state will focus on improving
economic inclusion.

The Re-imagined Industrial Strategy (RIS) is an extension of the National Industrial Policy
Framework (NIPF), adopted by Cabinet in 2007. It provides an integrated and coherent
framework for the reindustrialisation of the South African economy to be implemented
across government departments and in collaboration with business and labour.

The NIPF argues that a core structural weakness in South Africa’s economy is that the
losses in employment in traditional commodity sectors (such as agriculture and mining)
have not been adequately offset by sufficiently rapid growth in non-traditional tradeable
sectors (such as in manufacturing and other tradeable activities). The development of
manufacturing outside of heavy industry is critical for employment creation because of its
skill intensity. Although rising, it is lower than a range of skill-intensive non-tradeable
service sectors. The NIPF has emphasised that manufacturing is the most important, but
not exclusive, platform for structural transformation. It establishes a framework aimed at
unlocking constraints to growing a range of non-traditional tradeable goods and services
including manufactured products outside of mineral processing; services than can compete
in export markets and against imports, including certain non-traditional agricultural and
mining activities. This rationale is adopted in the country’s sector prioritisation strategy,
which is discussed in a later section of this document.

9.2. Services to Inward Investors

South Africa’s overarching National Investment Promotion Agency, InvestSA, is the focal
point, guides investors through various stages of investment. InvestSA provides practical
information, specialised assistance and access to platforms required to facilitate business
establishment and/or expansion plans. InvestSA’s business services are aimed at
improving the time-to-market of an investment. The agency works in partnership with
South Africa's 9 provinces and municipalities to match investment needs with the diverse
business opportunities that South Africa has to offer.

InvestSA assists investors by:

e Creating awareness of South Africa’s diverse industry and advising on sector specific
investment opportunities;

e Generating and sharing relevant, credible and up to date general and industry-specific
information and content;

e Providing specialised and tailored assistance to both potential and established investors
during all the stages of the investment journey;

e Connecting potential investors with local stakeholders, business organisations and
service providers; and

e Improving South Africa's business climate by initiating or supporting advocacy
initiatives.

InvestSA is also leading reforms within South Africa to improve government business

regulatory processes by optimising processes and using technology and digitisation to

drive business process efficiencies, complemented by associated legislative reform, where
required.

9.3. Creating a Competitive Business
Environment
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South Africa remains one of the best investment destinations in Africa, with established
and advanced business systems. The efforts being made by InvestSA, Infrastructure South
Africa and other stakeholders have the potential to significantly alter the country’s
business environment in the near future.

9.3.1. The Provision of Infrastructure as an
Enabler & South Africa’s National
Infrastructure Plan 2050 (NIP2050)

South Africa recognises infrastructure as a critical enabler for inclusive and sustainable
economic growth as articulated in the NDP. Infrastructure development is identified as
integral in not only resuscitating the economy but also in enabling private sector
investment. The country has over the past several years embarked on capital investment
programmes aimed at addressing backlogs and capacity constraints in the country’s
infrastructure. The country’s ongoing investment in infrastructure will ensure both stability
and consistency in the planning, investment, implementation and maintenance of
infrastructure in the short-, medium- and long-term and will also restore the confidence
of the private sector.

Whilst the South African government has over the past decade invested in infrastructure,
there is a need to significantly scale up the delivery of infrastructure to support the
country’s ambitious growth targets. The public sector currently spends about 5.8 percent
of its GDP on infrastructure, while the NDP targets a 10 percent GDP spend (National
Treasury, 2020). South Africa has developed its National Infrastructure Plan 2050
(NIP2050) through an extensive public participation process, during the course of 2021.
The goal of the NIP2050 is to create a foundation for achieving the country’s NDP vision
of inclusive growth. Its purpose is to promote dynamism in infrastructure delivery, address
institutional backlogs and weaknesses that hinder success over the longer term, as well
as guide the way towards building stronger institutions that can deliver on NDP aspirations.
The provision of infrastructure as an enabler for investment is linked to the provision of
physical and digital infrastructure including energy, water, commercial transport and
telecommunications.

Infrastructure investment is a priority in creating an enabling environment for investment.
The South African government is further committed to implementing a long-term,
government-led infrastructure investment programme and, in the process, leveraging the
participation of the private sector, labour and civil society. Strengthening institutions
responsible for infrastructure planning and delivery is the top priority of the NIP2050.
Planning, procurement and execution systems and capabilities will be operating at the
highest global standard commensurate with the country’s significant infrastructure and
growth transformation agenda. There is significant potential for greater private sector
involvement in the design, financing, construction, operation and maintenance of public
infrastructure. Robust and ever-developing partnerships and alliances between the private
and public sectors will be a significant feature is planning and implementation.

9.3.1.1. The State of South Africa’s Infrastructure

Transport

Transport and logistics infrastructure is identified as a key contributor to competitiveness
in global markets and is regarded as a crucial engine for economic growth and social
development. South Africa’s infrastructure is considered advanced in many aspects, when
compared with other countries in the region. The World Bank Logistics Performance Index
ranks South Africa as first in Africa in transport and logistics (World Bank, 2018). The
country has one of the largest road and rail transport networks in Africa and its ports
provide a convenient stopover for shipping to international markets and also boasts the
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largest air and seaports. The country’s interconnected transport network is considered as
an opportunity for further investment, with South Africa committed to continuously
improving its roads, railways, airports and ports through the NIP2050.

South Africa’s total road network is the longest network of roads across any country on
the continent. The road network is ranked 47t for quality of roads infrastructure (WEF,
2019) and ranked seventh for road connectivity (WEF, 2019). South Africa’s rail
infrastructure connects its ports with the rest of the country and constitutes approximately
80 percent of Africa’s total. The extensive rail network is ranked the fourteenth longest in
the world and is ranked 47t globally for railroad density (WEF 2019). The Gautrain is
Africa’s only high-speed train service which connects Johannesburg, Pretoria and OR
Tambo International Airport. Improving the country’s 21,000 km rail network is a
government priority, with projects aiming to increase freight rail volumes and increase the
country’s market share of container traffic (PWC, 2018). In addition, South Africa
possesses excellent airport infrastructure, with airports located in all major cities. The
country’s airports are ranked 27% out of 141 countries for efficiency of air transport
services and 39% for Airport Connectivity (WEF, 2019).

Whilst South Africa’s infrastructure performs well in comparison to others in the region,
there are several challenges. The transport mix is not efficient, mainly due to diminishing
efficiencies, quality and pricing in rail, ports and rural and district roads. Freight traffic in
South Africa is dominated by road use, which offers the potential to shift from road based
to intermodal solutions, particularly on the corridors linking the major cities in South Africa.
Major road corridors are overly congested, often suffering from overloading, and are a
major contributor to South Africa’s carbon emissions. The combination of excessive freight
demand, caused by long transport distances, and inefficient supply, due to modal
imbalance and infrastructure deterioration, causes transport costs to be higher than in
competing economies. In addition, South Africa’s port efficiency generally lags global
averages, which is adding to the high cost of logistics and is eroding the competitiveness
of South Africa’s economy through the elevated total cost of transport. Some of the
reforms currently underway include introducing third-party operators into South Africa’s
branch network through concessions and investigation on partnerships designed to
improve the competitiveness of the key supply chains.

The NDP envisages a freight transport sector that facilitates domestic and cross-border
movement across supply chains to enable industrialisation, diversification and trade and
development. To do so, it will be efficient, reliable, resilient, financially sustainable and
consistent with a low-carbon future. The NDP envisages industrial supply chains that are
globally competitive and which make the best use of available infrastructure platforms.
Significant efforts will go into upgrading and modernising infrastructure networks,
particularly for rail and ports, to improve predictability and reliability, reducing costs and
enhancing intermodal linkages. Further, shifting to intermodal solutions will lift pressure
off the road network, reduce carbon emissions and reduce transport costs. A reformed
transport system must also enable Africa regional trade and investment. A number of
strategic challenges confronting the freight system will be addressed by improving cross-
border trade corridors, shifting long distance freight from road to rail and improving
maritime connectivity. This will reduce the cost and carbon intensity of supply chains, while
also increasing supply chain speed and reliability.

Digital Infrastructure

South Africa recognises that digital transformation across sectors and government services
can deliver great benefit and has demonstrated its commitment through establishing the
country’s first digital industrial revolution commission, which includes the private sector
and civil society. Digital infrastructure includes high-speed, multichannel ubiquitous
connectivity, robust information technology and cyber security, edge computing networks,
infrastructure and devices as well as competitive connectivity networks which includes
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satellite, data and cloud infrastructure. In terms of digital infrastructure, the country’s
internet infrastructure is among the best on the continent with upload and download
speeds much higher than those of most other regional economies. This helps to make
South Africa an ideal location for investment in software and information technology, data
centres, creative industries and other activities involving high internet usage. South Africa
performs well in some global digital infrastructure indices. The country has the highest
number of secure internet servers in the region and was ranked 3rd in Africa on the
Information and Communications Technology Development Index (International
Telecommunications Union, 2017). By 2019, 93% of the population were covered with
4G/LTE, a dramatic improvement from 53% in 2015. Urban areas were fully covered with
4G/LTE and most provinces had rural coverage of 4G/LTE exceeding 80%. South Africa
ranks 96th and 60th globally in its fixed-broadband and mobile download speeds,
respectively. Although fixed-broadband speeds in South Africa are a challenge, mobile
upload and download speeds compare favourably with those of BRICS and many other
peer countries.

Whilst there has been positive progress on South Africa’s infrastructure roll-out in the past
decade, there are several challenges which persist including poor digital access to
marginalised communities, lack of progress on digital enablement of government services
as well as delays in digital migration and spectrum reassignment, amongst others. South
Africa, however, remains committed to investing in the integration of digital technology to
enable digital business and digital government and believes in partnering with the private
sector to unlock digital value.

The NDP envisages that, by 2030, there will be seamless information infrastructure that is
universally available and accessible, at a cost and quality at least equal to South Africa’s
peers and competitors. More specifically, by 2030, 100% of the population should have
easy access to affordable broadband of at least 10 Mbps. All government buildings should
have high-speed broadband of at least 100 Mbps, and where relevant participate in
leveraging this to underserved areas and communities. While South Africa is yet to achieve
its NDP’s goals for 2021, there is evidence of sufficient capacity to deliver on these
objectives if they are implemented through private-public cooperation.

Energy

South Africa has installed energy-generating capacity of 51.7-million kW. The primary
source of energy is through coal-fired power stations. The South African government is
making a deliberate effort to utilise renewable energy sources as South Africa has one of
the highest potentials for solar and wind energy. The current administration seeks to
leverage the country’s renewable energy potential to reduce a current overreliance on
fossil fuels for electricity generation and to set the country on a carbon-light growth path.
Importantly, government in partnership with the private sector has embarked on the
Renewable Energy Independent Power Production Procurement Programme (REIPPPP),
which has attracted investments of close to ZAR 200 billion since its inception (Project 90
by 2030, 2018). Load shedding since 2008 has been caused by a combination of factors
such as delayed commissioning of new generation capacity, underperformance of existing
and new-build coal generation capacity and degradation of the existing Eskom coal fleet,
with the result that energy availability factor declined from 94% in 2002 to 67% in 2019.

Until recently, Eskom’s form had not substantially altered. Policy indecision over the past
two decades has significantly contributed to Eskom’s financial demise, with its pricing not
historically in line with depreciation, constraining its ability to retain earnings for future
investment. Eskom has declined from a world-leading utility to one that is financially
unsustainable, operating at very low levels of energy availability and struggling under the
load of poorly designed and project-managed new mega coal projects. Sector reform that
introduces competition and alternative funding models will be essential going forward: this
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is for energy security, as well as financial sustainability in energy, for the fiscal stability
and for the economy as a whole.

Significant strides have been made in addressing challenges at Eskom, as evidenced by
the unbundling of the entity into separate generation, transmission and distribution
divisions with ring-fenced balance sheets and governance structures. The transmission
division is on track for separation by the end of 2021, giving life to an independent
transmission entity. The lifting of the licence limit for embedded generation from 1 MW to
100 MW is another recent show of government’s commitment to market reform and to
ensuring electricity supply is available for customers.

In line with the National Development Plan (NDP), the energy sector will promote:

e “Economic growth and development through adequate investment in energy
infrastructure” (generation, transmission and distribution) and “reliable and efficient
energy service at competitive rates, while supporting economic growth through job
creation” by stimulating supply chains;

e “Social equity through expanded access to energy at affordable tariffs and through
targeted, sustainable subsidies for needy households.”; and

¢ “Environmental sustainability through efforts to reduce pollution, reduce water usage
and mitigate the effects of climate change.”

The NDP set a target that more than 90 percent of the population should enjoy access to
grid-connected or off-grid electricity by 2030. To realise this vision, South Africa's energy
system will be supported by effective policies, institutions, governance systems, regulation
and, where appropriate, competitive markets. Coal will contribute significantly less to
primary-energy needs in the future, while other thermal fuels (distillate and gas) will have
an important role in supporting system adequacy. Energy supply will be increasingly
dominated by renewable energy resources — especially wind and solar, which are least
cost and where South Africa has an advantage. Off-grid innovations such as micro-grid
solutions will increasingly contribute to electrification while providing opportunities for
industrialisation and empowerment where appropriate. In addition, investment in
associated new industries will be promoted, such as the production of green hydrogen,
green chemicals and sustainable aviation fuels.

Water

South Africa can be characterised as a water-scarce country, with low rainfall and high
variability, with increasing uncertainty as a result of climate change, including increased
drought risks in some regions. The country is ranked as the 30% driest country in the
world. A concerted and focussed effort is required from both the public and private sector
to achieve a water secure South Africa. Relative to other middle-income countries, access
levels to water and sanitation in South Africa are high. The UN estimates that 86 percent
of the population has access to safely managed drinking water services and 83 percent
have access to safely managed sanitation services. However, reliability is only 64 percent
whilst current access to sanitation services is approximately 80 percent on average.

According to the National Water and Sanitation Master plan, in the absence of timely
interventions, the demand for water in South Africa will exceed the available supply at the
planned level of assurance by between 1,6 billion and 2,7 billion cubic metres by 2030, a
deficit of around 10% to 15% of required water. This deficit will continue to grow without
significant changes in water management, thereby increasingly constraining investment,
job creation and economic growth. Additionally, significant investment is needed in the
rehabilitation of existing infrastructure as well for providing additional capacity for both
water resources infrastructure and water services infrastructure.
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Significant strides have been made in addressing some of the country’s challenges relating
to use and management of water resources over the past several years. This includes
initiatives to improve water use efficiencies and reduction in consumption. More recently,
in April 2021, the Presidential Infrastructure Coordinating Commission (PICC) Council
approved actions that would address institutional challenges, through the Department of
Water and Sanitation. Furthermore, an Inter-ministerial Committee is being established to
improve coordination on water and sanitation.

South Africa’s vision for the water sector, as set out in the NDP and the NIP2050, is for
universal and reliable access to water of an acceptable quality and quantity in support of
a strong inclusive economy and a healthy environment. The draft National Water and
Sanitation Master Plan identifies key elements necessary to achieve this vision including
resilient and fit-for-use water supply; universal water and sanitation provision; equitable
sharing and allocation of water resources; effective infrastructure management, operation
and maintenance; and a reduction in future water demand, protecting and restoring
ecological infrastructure and addressing declining water quality. The vision and objectives
of South Africa’s water sector will be supported by an efficient, resilient, well-managed,
and sustainable integrated national bulk water supply system that responds to the
economic needs of the country as well as through mobilisation of institutions involved in
managing water resources.

9.3.1.2. State Institutions for Infrastructure Delivery

The NIP2050 envisages a step change in the institutional capability that drives material
progress in South Africa’s infrastructure ambition. Planning, procurement and execution
systems and capabilities will be operating at the highest global standard, commensurate
with South Africa’s significant infrastructure transformation agenda. Robust and ever-
developing partnerships and alliances between public and private sectors will be a
significant feature in planning and implementation, whether think tanks, financial
institutions, businesses or communities. There will be confidence to drive an increasingly
dynamic, high-performance delivery machinery. This will align delivery with the
constitutional imperative to promote the “efficient, economic and effective use of
resources” and to ensure that public administration is “development-oriented”.

The NIP2050 is premised on an approach that recognises that large-scale public network
infrastructure projects have some characteristics that make them unique and require
differentiated approaches to charting their delivery. More than anything else, they
continuously experience various risks over the course of protracted delivery periods. Their
scale and complexity mean that these risks can require high-impact evidence-based
decision-making with very material implications for costs and outcomes. The buyer-
supplier relationship therefore differs from most other government projects in that the
buyer or “client” function requires significant professional capability throughout the
process of conceptualisation to implementation and maintenance, that is, through the full
life-cycle of the project. The vision also recognises that efficient and timeous delivery of
public infrastructure requires an environment that is safe, secure and ethical.

Government has established the Presidential Infrastructure Co-ordinating Commission

(PICC), the Investment and Infrastructure Office (IIO) in the Presidency and
Infrastructure South Africa (ISA) to drive the country’s infrastructure delivery programme.

9.3.2. Incentives to promote investment

Defining an investment incentive as compared to incentives more generally is complex and
there is no standard definition. Investment incentives are often defined according to their
typology or the nature of the outcome they are trying to achieve. Broadly, the following
types of investment incentives are recognised:
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Direct financial incentives: including grants; loans at low interest rates

o Indirect fiscal incentives: including tax rebates and tax holidays

e Other non-fiscal incentives: including regulatory and technical or business support;
and subsidised or reduced service costs

Governments across the world have employed incentives for many years, and investment
incentives have been around for more than a century. In the nineteenth century, American
cities offered money to railroad contractors to have railways pass through them. However,
it was only in the late twentieth century that governments earnestly began offering direct
grants, tax breaks, training funds, free infrastructure and other inducements to attract
investors.

Governments use incentives to achieve a strategic outcome that the market may not
achieve on its own. Market failure is regarded as the primary justification for the use of
investment incentives by government. Examples of such considerations, which may be
addressed by incentives include externalities; supporting infant industries; accounting for
information asymmetries and uncertainty; addressing equity considerations; responding
to international competition; highlighting signalling intent; and tackling regulatory barriers
to entry.

The basic aim of a policy of investment incentives (or any other strategy for attracting
investors) is to maximise the long-term socioeconomic and local industry benefits of
foreign corporate presence. In doing so, it must ensure that the benefits exceed the costs
and that the costs of achieving given goals are kept to their lowest feasible level.

In order to ensure the most efficient appropriation of incentives, it is vital that
governments do not extend such incentives to investments that would have proceeded in
the absence of the granting of incentives. In fact, a number of studies have indicated that
the role of incentives in influencing investment decisions is often minimal for some
industries due to favourable market conditions and other external factors that may affect
an investor’s decision to invest. For example, investor motivation surveys conducted by
Investment Climate Advisory (FIAS) of a humber of African countries including Burundi,
Guinea, Jordan, Kenya and Rwanda found that in all the countries surveyed no less than
58 percent of investors who invested in those countries between 2009 and 2017 would
have invested even if incentives were not provided. This highlights the importance of
introducing the right incentives only for those industries/sectors that have significant
growth potential with existing market failures that can be addressed through incentives.
It is only then that the long-term economic and socioeconomic gains associated with
incentive programmes are somewhat guaranteed to outweigh the short-term social and
expenditure costs and sacrifices. Indeed, the formal justification of many FDI incentives
implicitly assume that the transfer of technology and know-how will occur as a natural
consequence of foreign investment.

The presence and magnitude of such spillovers is of crucial importance if investment
incentives are to be economically justified. If spillovers were thought to be negligible, host
country governments would, in the absence of financing constraints, be better advised to
pursue generic investment promotion policies. Furthermore, since externalities are
generally thought to vary between economic sectors, FDI incentive policies will have to
discriminate between sectors; the absence of which may result in an inefficient and
ineffective use of fiscal resources.

The offer of incentives should be a part of wider reforms to raise a sound business climate
or an improved local business environment for investors. The introduction of incentives
cannot be a substitute for dealing with other fundamental aspects of the investment
landscape, which critically impact upon investment decision-making. This requires a
thorough understanding of the type of FDI and the motivation thereof, in addition to
measurable policy objectives in order to avoid considerable tax losses. In this regard,
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improvements in institutional design, transparency and the administration of incentives
can assist in reducing indirect costs and unintended consequences, including economic
distortions, red tape and corruption, which can improve the cost-benefit ratio of incentives.
Governments play an important role in de-risking private investment. Investment climate
risks must be addressed prior to the offering of incentives, which cannot compensate for
absent or weak institutional fundamentals. De-risking involves removing or reducing
political and regulatory risks supported by enabling policy and an institutional framework
that supports the business climate and promotes good governance.

Similarly, competition between destinations using investment incentives can produce
either positive outcomes or can result in negative scenarios of investment poaching,
‘beggar thy neighbour’, or ‘over-bidding’ for investors. The international experience points
to an important paradox in debates over incentive competition, namely whether engaging
in it results in benefits for bid-winning states and localities. From existing literature, the
evidence is mixed. Many researchers looking at the underlying dimensions of business
location decisions point to the limited importance of incentives in attracting new
investment. This produces the ‘conventional wisdom’ that economic development
incentives have at best an ambiguous impact on local economic growth and sometimes
little to no impact at all. Since the 1980s, however, this conventional wisdom has been
challenged as a number of studies suggest that investment incentives ‘do make a
difference’ in location decision making. Incentives may in this case be a necessary but
insufficient prerequisite in sectors with robust levels of efficiency-seeking FDI combined
with high levels of locational competition.

The challenge in designing investment incentive policies is to ensure that net benefits
exceed costs. International experience points to a number of ways by which incentives can
be more cost-effective. One tactic is for government to offer incentives upfront rather than
over a long-time period. This strategy is most likely to impact upon the balance of a
location decision as most decision-makers have high discount rates and are concerned
with a plant’s profitability in the short- to medium-term. In order to provide more
incentives up-front, experience suggests the provision of incentives is linked to
performance contracts, agreements or clawback arrangements.

The South African Government uses a wide range of incentives to encourage firms to act
or invest in specific activities or contribute to certain social or economic outcomes.
Investment incentives to attract especially foreign investment, have become ubiquitous
globally and have come to represent the minimum required from especially emerging and
developing countries - such as SA - to compete for limited FDI. Furthermore, because
South Africa’s financial services sector is large, sophisticated and relatively liberalised,
domestic investors are constantly assessing investment opportunities outside of SA. To
raise and then sustain SA’s investment levels at 30% of GDP, it is essential that investment
incentives target foreign and domestic investors, and are on a par with the inducements
offered by competing investment destinations.

SA’s investment incentives therefore play two important roles. First, they ensure that SA
meets investors’ minimum requirements in terms of a competitive suite of financial and
non-financial inducements. Secondly, Government calibrates these incentives in order to
secure investments which contribute positively to national priorities such as catalysing
growth in SMMEs and under-developed regions of SA, improving value-chain
competitiveness through the introduction of more efficient production technologies and
opportunities for export market development, and creates jobs across value-chains.

An Incentive Framework is required which gives certainty to investors, is closely-aligned
to SA’s industrial and transformation priorities, and is appropriately resourced given fiscal

constraints and the need to provide an internationally competitive package of inducements
to investors.
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Financial Incentives

At present, investment incentives are primarily offered by National Treasury, the dtic,
DSBD, DSI and the various agencies of these departments such as SARS, IDC, NEF, and
SEFA. These incentives comprise tax incentives, matching funding and concessional loan
facilities and may be used to construct a ‘package’ of appropriate support.

These incentives are offered to both foreign and domestic investors and include:

. Moderate Corporate Tax Rate,

o Accelerated Depreciation Allowances,

. Special Economic Zone incentives,

. Black Industrialists Scheme,

. Automotive Production and Development Programme,

. Critical Infrastructure Programme,

. Clothing, Textile, Footwear and Leather Growth Programme,
. Agro-processing Support Scheme,

. Aquaculture Development and Enhancement Programme, and
. Global Business Services incentive.

Non-financial Assistance

All three spheres of Government provide support to investors. These include:

. Assistance in obtaining regulatory permits and licences,

. Access to export market development support,

. Registration of Trademarks and Patents,

. Market and trade information,

. Access to localisation opportunities in both public and private-sector procurement,
and

. International Trade regime which responds to unfair trade practices aligned to SA’s

multilateral obligations and industrial policy requirements.

In addition, it is vital that expression be provided to a critical recommendation made by
the PC4IR, wherein the need to incentivise industries of the future is highlighted, including
platforms and applications of 4IR technologies. As indicated by the PC4IR, new incentives
will be required to drive this revolution towards enabling the “acquisition and application
of advanced technologies in the manufacturing of goods and services” (PC4IR, 2019).
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9.3.3. Building a capable state

Building state capacity and capability is in no respect a linear process as it involves the
perpetual identification and correction of identified institutional weaknesses (Levy &
Kpundeh, 2020). A recent survey by the World Bank (2017) found that very few
investment agencies are efficiently and effectively providing the most basic of services,
that is the provision of online information and the handling of investment inquiries. A
multitude of critical services are covered in the investment promotion and facilitation
arena, ranging from the provision of market data to, in some cases, the conducting of
feasibility studies and environmental impact assessments. Investment promotion and
facilitation activities have become increasingly elaborate and intricate involving far more
than marketing a country to potential investors (UNCTAD, 2018), with IPAs rapidly
adopting very targeted approaches through a specific focus on prioritised industries,
particular target countries and in some instances, certain companies. It is critical for South
Africa to have a thorough understanding of the costs and benefits associated with its
investment promotion and facilitation activities and to appropriately design and implement
policies that will maximise articulated economic development objectives. This requires the
right people and appropriate systems to do so.

The NDP Vision 2030 clearly articulates the need for “a state that is capable of playing a
developmental and transformative role” with staff possessing the requisite authority,
expertise and support in the execution of their roles; in turn, requiring a “long-term
approach to skills development” (NPC, 2012). Whilst building administrative capabilities
does not constitute a means to an end, it is an important contributor to enhancing a
nation’s economic development prospects. It is thus vital for government to gear its efforts
towards creating an environment that is conducive to the development of human capital.
Investor relations are becoming increasingly long-term in nature, particularly those that
are productive; thus requiring state investment in the continued development of a clear
understanding of investor needs, towards developing mutually beneficial relationships,
across the investor lifecycle (World Bank, 2017). Consequently, this requires the
development of technical and specialist skills, anchored by robust accountability and
oversight mechanisms, particularly at the local government level. It is important to note
that building the capacity of accountability systems can exert much needed pressure on
the performance of public actors (Levy & Kpundeh, 2020), which is an important
requirement in the South African investment environment. In this regard, the development
of new training and incentives systems cannot be overemphasised, particularly in relation
to training and retraining suitably well-qualified staff, not limited to public sector reforms;
establishing capacity in economic policy and implementation analysis and financial
management and professionalisation initiatives; all of which must be underpinned by
improved governance and co-ordination mechanisms.

Critical actions include:

The CIS would need an overarching Institutional Framework that strengthens, coordinates
and aligns the work on investment promotion and facilitation between the National
Government (line departments), Provincial Government (IPAs), Local Government
(Municipalities and Economic Development Agencies), SOEs and Agencies. Roles,
responsibilities and mandate need to be clearly defined and our investment marketing,
messaging and communication must clear and consistent.

1. Defining all role players involved and activities undertaken in the investment attraction
and facilitation process, across national, regional and local levels and establishing clear
recommendations for enhancing co-ordination (specifically, at a greater level of
technical detail to those articulated by the CIS).

2. Clarifying responsibilities and strengthening investment promotion and facilitation
activities towards reducing overlaps at the national, provincial and local level.

3. Conducting a clear capacity assessment of existing IPA, and departmental, staff at
national, regional and local levels with the aim of examining whether current resources
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allocated across activities are sufficient and further, whether they meet the demand of
investors.

4. Developing staff by expanding capacity building initiatives and promoting peer-to-peer
learning, for instance through exchange programmes with multilateral and
developmental organisations and private sector companies.

5. Establishing investment promotion and facilitation training capacity for public sector
officials, for example through programmes and initiatives provided by UNCTAD, the
World Bank, the AU, DFIs, donors and local private sector institutions.

6. Creating improved internal investor intelligence capacity within IPAs for investment
project preparation purposes (whilst some state capacity does exist, it is critical that
internal capacity is developed to leverage existing expertise as a suitably informed
interaction process will be critical).

7. Increasing receptivity to outside information and assistance, including the improved
productivity of participation in regional and international IPA networks, for instance
through training and advisory services provided by institutions such as UNCTAD, the
World Bank, FIAS, the World Association of IPAs, MIGA and the multitude of
information exchange networks for promoting investment. This in turn requires
adequate staff and funding to leverage the support and benefits provided by these
networks.

8. Maximising the utilisation of the South African diplomatic service, specifically in
identified target markets, utilising tailored capacitation initiatives to do so.

9. Avoiding rapidly executed organisational reconfigurations without a clear
understanding of the gaps and challenges of existing configurations.

10. Reviewing and clearly defining investment agency mandates, activities and targets,
whilst ensuring alignment to national development goals and simultaneously assessing
whether these are adequately balanced and funded.

11.Reviewing the composition of investment agency boards to ensure a balanced
representation of actors, across various sectors.

9.3.4. District Development Model (DDM) as a
mechanism to prioritise and direct investment

Towards improving the coherence and impact of government service delivery and
development, the South African Cabinet, led by President Cyril Ramaphosa, adopted the
District Development Model (DDM) in 2019. The DDM is a One Plan, One Budget integrated
district-based approach intended to break the pattern of government operating in silos.
The district level model seeks to utilise the country’s existing legal framework and
implementation mechanism, including the Intergovernmental Relations (IGR) Act to co-
ordinate and align developmental priorities and objectives amongst the three spheres of
government. The model provides the framework for South African municipalities to tackle
service-delivery problems, through joint and collaborative planning undertaken at local,
district and metropolitan level by all three spheres of governance. This results in a single
strategically focussed One Plan, One Budget for each of the 44 districts and 8 metropolitan
geographic spaces in the country. The model enables all three spheres of government to
work together collaboratively, to plan, budget and implement, alongside communities and
stakeholders. In so doing, the model enables the attainment of local level development
opportunities, through localised procurement and job creation and in support of local
businesses, whilst engaging communities. The DDM necessitates for the national and
provincial departments to provide implementation plans and budgets which address local
challenges and developmental opportunities whilst aligning with national, regional,
continental and global goals and objectives.

Some of the overarching objectives of the DDM include the following:

e Coordinate government’s response to better address poverty, unemployment and
inequality;
e Strengthen the coordination role and capacities at the district and city level;
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e Foster a practical intergovernmental relations mechanism to plan,

budget and

implement jointly to provide a coherent government (solve silo’s, duplication and

fragmentation); maximise impact and align plans and resources;
Build government capacity to support municipalities;
Strengthen monitoring and evaluation at district and local levels;

Implement a balanced approach towards development between urban and rural areas;
Exercise oversight on budgets and projects in an accountable and transparent manner

An overview of the DDM strategic implementation framework and timeframe is
elucidated by the figure below.

Figure 31: District Development Model Strategic Implementation Framework
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In terms of alignment to the country’s investment strategy, the DDM will contribute to the
country’s investment landscape as it provides a mechanism to co-ordinate and direct
investment across the three spheres of government considering district level priorities.
This includes directing investment to areas with historically low levels of FDI and DDI. The
DDMs coordinating approach includes multi-tiered command structures, at municipal,

provincial,

investment priorities will be synchronised through these structures. It

national and executive level as demonstrated by Figure 32. The country’s

is therefore

important that continuous engagement and alignment between the DDM and CIS priorities
occurs throughout various stages of implementation.

Figure 32: District Development Model Co-ordinating Structures
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9.3.5. National Anti-Corruption Strategy

Complementing the recommendations made towards building state capacity, the country’s
Medium Term Strategic Frameworks (MTSFs) and NDP Vision 2030 articulate South Africa’s
commitment to reducing corruption (NACS, 2016). A need for an overarching National
Anti-Corruption Strategy (NACS) and a supporting implementation plan was identified,
which “serves as a guide for developing a set of shared commitments across sectors, to
support collaboration within and between sectors, and to direct renewed energy towards
the goal of reducing corruption and building an ethical society” (NACS, 2016). The NACS
provides a robust conceptual framework and strategic pillars to guide anti-corruption
approaches across the country. It also provides support and co-ordination between
government, business and civil society efforts to reduce corruption and improve
accountability and ethical practice. The NACS will also provide a tool for monitoring
progress towards creating a less corrupt society and will be implemented in the context of
the South African Criminal Justice System. The strategy will contribute towards improving,
compliance, structures of oversight and accountability as well as domestic and
international partnerships.

9.3.6 Localisation

In a society with extraordinary levels of unemployment and poverty, all efforts need to be
made to find commercially sustainable ways to create new jobs in the private sector, to
complement what can be done through public employment opportunities.

New job growth will be stimulated by demand for the products and services so produced
- these can come from a combination of expanded domestic demand and increased levels
of exports.

This strategy - called localisation - is about building local industrial capacity for the
domestic market and for export markets. It is not a turn away from engaging in global
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markets, but it is about changing the terms of the engagement to one where SA is no
longer primarily an exporter of raw materials.

Consequently, a broad swathe of South African society, including Government, Business,
Consumers, and organised Labour have agreed to work together to encourage greater
local value-addition in the goods produced in South Africa.

This has led to the development of a comprehensive set of policy tools which are currently
being deployed:

a) Masterplans: a cross-cutting tool to increase industrial dynamism;
b) Tariff measures;

c) Combating illegal imports;

d) Competition policy;

e) Incentives;

f) Industrial funding;

g) Investment / Industrial Facilitation;

h) Infrastructure spending;

i) State procurement; and

1) Export promotion.

Using these policy tools, Government is working towards localising approximately R200bn
worth of imports over a 5-year period.

State procurement - especially within the R791bn that Government has allocated for
infrastructure spending over the next 3 fiscal years — will create major new investment
opportunities for both local and foreign investors. Within the infrastructure investment
pipeline, projects valued at R240 billion in network industries such as energy, telecoms,
transport, water & sanitation, and digital have already been identified.

In addition, SA’s substantial mineral wealth provides attractive investment opportunities
for investors wishing to add value locally and export high value-added products to a global
market wherein SA has negotiated preferential access with for example, the European
Union, the African continent as a whole, and through the AGOA facility with the United
States.

9.4. Identifying and Promoting High-
Growth Opportunities

9.4.1. Sector prioritisation approach

In determining the sectors that are best positioned to drive South Africa’s investment
growth and economic transformation goals, the CIS developed a data-driven sector
prioritisation model. The approach followed is based on the following aspects:
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1. Economic development objectives: The main objective is to ensure investment results
in meaningful economic development. This impact is measured in terms of value add
to GDP (GVA) and job creation, the latter of which is a critical consideration within the
context of South Africa’s socioeconomic characteristics. A secondary focus is placed on
analysing the potential tax income implications as this will assist in the future rollout
of infrastructure projects and other socio-economic objectives. The aim of the CIS is
to attract sufficient investment such that GFCF reaches 30 percent of GDP by 2030.
The approach is thus to identify sectors that exert the largest economic impact on
GFCF.

2. Market trend and demand: This aspect relates to GFCF and other economic trends and
provides an indication of the actual market. The trend analyses provide a perspective
of those sectors that have performed well in terms of GFCF and those that offer
investment opportunity.

3. Competitive position (location benchmarking): The purpose of the location
benchmarking is to provide a location indication for investors in terms of areas that
have attractive investment opportunities based on comparative advantages. In this
regard, the intention is to attract investment in underserved rural locations to redress
the existing spatial imbalances of economic development.

It is important to note that the aforementioned data-driven sector prioritisation approach
will be combined with: (i) identified strategic investment opportunities by government also
known as South Africa’s Big Frontiers, as per the next section of this document; in addition
to (iii) government policy priorities. Synergising the results of these three areas will
culminate in the country’s prioritised sectors to drive investment and economic
development, as per figure 33 below.

Figure 33: South Africa’s CIS Sector Prioritisation Approach
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Source: South Africa Country Investment Strategy (2021)

GFCF trends are focused on analysing trends from private and public sector investment.
According to Figure 34, it is evident that private sector investment is significantly higher
than that of government and state-owned entities combined when analysing GFCF trends.
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Figure 34: Gross Fixed Capital Formation, 1946 — 2018 (ZAR millions, constant prices)
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From the above graph, it is evident that GFCF by the private sector and public corporations
has been increasing since 1994. The highest recorded figure was approximately 23 percent
during the period leading up to the 2010 Soccer World Cup. Whilst the current trajectory
is unfavourable, the CIS and NIP2050 collectively focus on targeting investment that will
contribute towards the reversal of this trend.

According to research by the South African Reserve Bank and Quantec, GFCF by public
corporations may increase by up to 60 percent year on year for the period from 2021 to
2024, as indicated in Figure 35 below. It is assumed that this is based on, inter alia, the
ERRP that focuses on significant infrastructure investment by SOEs or public corporations.
It is thus concluded that one of the potential areas that should be targeted towards
increasing domestic investment is expenditure by SOEs in the short-term; accompanied
by strong governance mechanisms.

Figure 35: Gross Fixed Capital Formation Forecasts
Total GFCF GCFCby type of organisation
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As demonstrated in Figure 36 below, the transport, storage and telecommunications sector
is the best performing sector by value in terms of GFCF in the country and is closely
followed by the finance, insurance, real estate and business services sector. Other strong
performing sectors include general government and manufacturing; the former of which
is not sustainable. Government has articulated a required shift from government
consumption to crowd-in investment. The construction and community/social services
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sectors had the lowest investment levels and the agricultural sector also experienced
relatively low levels of GFCF during this period.

Figure 36: Sectorial performance by GFCF, ZAR millions, 2010 constant prices

140,000 e Agriculture, forestry and fishing
[QsIC 1]
120,000 e Vining and quarrying [QSIC 2]

100,000 m e \lanufacturing [QSIC 3]

e f|ectricity, gas and water [QSIC 4]

> T
80,000
@ Construction [QSIC 5]
60,000
e \\holesale and retail trade,
c— catering and accommodation

40,000
[QsIC 6]

= Transport, storage and

20,000 communication [QSIC 7]

2014 2015 2016 2017 2018 2019

Source: Quantec

9.4.2. Location Benchmarking

Location benchmarking focuses on four elements, namely: (i) Gross Fixed Capital
Formation per provincial and municipal locations; (ii) location quotients for each province;
(iii) the Growth Performance Index for economics sectors of respective provinces; and (iv)
the Tress Index of each province. The GFCF analysis of the provinces focuses on an
analysis of the provincial distribution of GFCF; an analysis of the provincial distribution of
GFCF; and an analysis of the distribution of GFCF within the nine provinces on municipal
level.

Figure 37 depicts the provincial distribution of GFCF in South Africa during 2019. The red
depiction reflects the lowest level of GFCF whilst the darkest green depicts the highest.
The figure indicates that Gauteng receives the highest levels of GFCF with Northern Cape
the lowest, the former of which has the highest concentration of the country’s population
and the latter of which has the smallest. The second lowest GFCF is recorded in the North-
West, Free State and Eastern Cape provinces. A more detailed provincial and metropolitan
perspective is contained in Section 8.4.5.
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Figure 37: Provincial distribution of investment
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The manner in which investment and spending is planned and implemented needs to be
aligned to the country’s spatial transformation agenda, as articulated in the National
Spatial Development Framework (NSDF, 2018). The NSDF seeks to support improved
investment impact through spatially targeted investment priorities and in this regard, the
CIS considers efforts that need to be made to attract investment in areas with historically
low levels of FDI and DDI. The location benchmarking exercise conducted identifies sectors
in which provinces and municipalities have relative comparative advantages and can be
used as one of many tools to guide decisions on the spatial diversification of investment
(further detailed in Annexure 1). It is important that continuous engagement and
alignment between the NSDF and CIS occurs throughout various stages of implementation.

9.4.3. Sector SWOT analysis

South Africa boasts a multitude of investment opportunities with potential sector projects
that are internationally competitive. In particular, private sector partnerships and
investment will help South Africa meet its articulated investment targets. Whilst challenges
have been experienced in relation to electricity supply, the renewable energy space
presents lucrative prospects for the country’s future growth potential; an example thereof
is the success of the REIPP programme, previously mentioned. In addition, the potential
represented by growing transport infrastructure will further unlock and enable other
economic sectors. Covid-19 and lockdown restrictions affected all sectors but importantly
demonstrated that the agriculture sector requires greater government support and
investment due to its large employment multiplier. A SWOT analysis of key sectors is
contained in Annexure 2.

9.4.4. Sector prioritisation model

A sector prioritisation model was developed with the aim of identifying high priority
investment sectors that offer opportunities to investors, details of which are contained in
an annexure to the CIS. The options considered determined the expected economic impact
of GFCF on each economic sector. In 2019, GFCF was recorded at ZAR600 billion (2010
constant prices) or ZAR90O billion (at 2019 current prices), equating to 18 percent of GDP.
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In order to reach the country’s 30 percent target, an additional ZAR600 billion (at current
prices) must be invested. The economic impact of the additional GFCF investment is thus
of importance. This was modelled for each sector and the results provide an indication of
the potential economic impact of each sector from an investment perspective. This also
enables a comparison to be made in relation to current GFCF trends.

9.4.4.1. Performance Matrix

The Performance matrix or Performance Index (PI) summarises the results. The graph
below provides an indication on the prioritisation results.

Figure 38: Performance index for investment prioritisation
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Figure 38 indicates that the following sectors should receive the greatest priority in terms
of economic and investment indicators: (i) transport, storage and communication; (ii)
finance, insurance, real estate and business services; and (iii) community, social and
personal services.

9.4.4.2. Determining South Africa’s Priorities

As discussed earlier, it was deemed important to conduct a sensitivity analysis by
incorporating varying weightings to the criteria, particularly in relation to considering the
impact of job creation in South Africa. The weighted performance index reflects the results
of changes to the two main criteria, that is the (i) economic impact; and (ii) investment
indicators. In addition, this is based on the argument that the economic impact criteria
considers the potential of increased GFCF investment, and is thus forward looking, whilst
investment indicators reflect historic data.
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Figure 39: Weighted sectorial performance index
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As indicated, the following sectors achieved the highest weighted priority scores: (i)
community, social and personal services; (ii) finance, insurance, real estate and business
services; (iii) transport, storage and communication; and (iv) agriculture, forestry and
fishing.

Figure 40: Sector prioritisation policy performance index
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As alluded to in the beginning on this section, aligning government priorities to the
economic modelling process is critical. Consequently, a policy priority scoring methodology
was developed. The following sectors achieved the highest policy priority scores: (i)
finance, insurance, real estate and business services; (ii) manufacturing; (iii) transport,
storage and communication; and (iv) construction, as per Figure 40 above. These sectors,
in conjunction with the Big Frontiers articulated in Section 7.5, form the basis of South
Africa’s prioritised economic sectors to drive the country’s investment growth target and
economic transformation goals.
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Table 3: Sector prioritisation results, based on policy priorities

Sector Priority
Finance, insurance, real estate and business services High
Transport, storage and communication High
Manufacturing High
Construction High
Agriculture, forestry and fishing (including agro-processing) Medium
Mining and quarrying Medium
Electricity, gas and water Medium
Wholesale and retail trade, catering and accommodation Medium
General government (investment not consumption driven) Medium
Community, social and personal services (includes education, waste economy & | Medium
health)

Source: South Africa’s Country Investment Strategy (2021)

Disaggregating the sectoral prioritisation as highlighted in Table 3 and aligning this to the
priorities identified in the Re-imagined Industrial Strategy provides a detailed set of
national priorities.

Manufacturing:

Transport equipment including Autos;

Clothing, Textile, Leather and Footwear;

Furniture;

Chemicals,

Pharmaceuticals including Active Pharmaceutical Ingredients (APIs);

Plastics;

Value-chains that feed into Green Economy sectors (Hydrogen, Lithium Batteries,
Fuel Cells, Solar Photovoltaic panels, inverters, and turbines for wind and water
use); and

Steel and Metal Fabrication.

Agriculture and Agro-processing value-chains:

Animal Feed;

Fertiliser;

Edible Qil processing; and
Food-processing.

Mining and Minerals Beneficiation value-chains:

Exploration across all minerals but especially for the Green Economy;
Oil and Gas;

Mining Capital Equipment; and

Offshore oil rig maintenance.

Tourism

Knowledge based Sectors:
Digital Economy;

Global Business Services;

ICT and Software Development;

Medical Devices and Supplies; and
Aerospace and Defence.
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° Creative Sector:
e Film and Animation.

South Africa’s policy sector prioritisation approach is aligned to current trends of GFCF
expenditure as indicated by Quantec utilising South African Reserve Bank data in Figure
41 below; wherein categories representing elements of three of the four “high” priority
sectors are demonstrated through machinery and other equipment; computers and related
equipment; transport equipment; and construction works including elements related to
the real estate sector.

Figure 41: GFCF Expenditure Categories, 2019, ZAR billions
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SECTORAL PRIORITIES

The Re-Imagined Industrial Strategy (RIS) identifies national priority sectors that include:
. Manufacturing:

|

9.4.5. A Provincial & Metropolitan City Approach

South Africa consists of 9 jurisdictional areas at the provincial level. This section provides
an overview on the performance and key sectors of each provincial economies. Figure 42
below provides an indication of the population per province. South Africa’s top three most
populous provinces are Gauteng, Kwa-Zulu Natal and the Western Cape, home to 26
percent, 19 percent and 12 percent of South Africa’s total population, respectively. These
three provinces also host five of the eight metropolitan cities in the country, which are
jurisdictionally independent but interrelated to other spheres of government.

Figure 42: Population of South Africa’s Nine Provinces: 1993 - 2019
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Figure 43 demonstrates the provincial contribution to the national economy in 2019, with
Gauteng, KwaZulu Natal and the Western Cape being the country’s top three contributors.
It is also interesting to note that Gauteng accounts for 10 percent of the African continent’s
GDP and is thus, often considered to be the continent’s economic powerhouse. Mining
remains to be the dominant industry in the North West, Limpopo, Mpumalanga and the
Northern Cape whilst finance is dominant in Gauteng and the Western Cape (StatsSA,
2021).

Figure 43: South Africa’s Provinces in the National economy
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9.4.5.1. Methodological approach for provincial
sectors of priority

Time series data is used to calculate economic indices that reflect the relative strengths
and weaknesses of South Africa’s provincial economies. Three indices are used in the
analysis, namely:

e The Tress Index (TI): The TI indicates the level of diversification or concentration in a
region’s economy. A TI close to zero represents a diversified economy, whilst an index
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closer to 100 represents a highly concentrated economy. The higher the index, the
more concentrated the economy or more vulnerable it is to exogenous shocks.

e Location Quotient (LQ): The LQ is an indication of the comparative advantage of a
specific sector when compared to the aggregate economy. An LQ greater than one
implies an economy produces that product more efficiently when compared to the same
sector in the aggregate economy. An LQ smaller than 1 reflects a comparative
disadvantage of that sector.

e The Growth Performance Index (GPI): The GPI provides an indication of the growth in
a certain sector in a regional economy relative to the growth attained in the same
sector in the national economy. An index larger than 100 indicates a leading sector,
whilst an index of less than 100 reflects a lagging sector.

9.4.5.2. The Eastern Cape Province

The Eastern Cape’s three largest sectors, as demonstrated by GVA, on average, over time
are: (i) general government services, (ii) finance, real estate and business services, and
(iii) wholesale, retail trade and motor trade, catering and accommodation. The Eastern
Cape is home to two metropolitan cities, that is Nelson Mandela Bay and Buffalo City. The
metropolitan city of Nelson Mandela Bay boasts a number of automotive OEMs, thus
contributing to the province’s prominence of sector iii listed above.

Figure 44: Eastern Cape Province Sectorial GVA Composition: GVA, constant prices, R millions
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Table 4 reflects the Tress Index of the Eastern Cape. In the table below, it is clear that the
Eastern Cape province has become more concentrated in its economic structure between
2010 and 2020.

Table 4: Tress Index for Gross Value Added at Basic Prices (Eastern Cape - 2010 and 2020)

Tress Index 2010 2020

Eastern Cape 50,7 53,1

Source: ISA Calculations derived from Quantec Data
Location Quotient
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The table below indicates the comparative advantages of the Eastern Cape. The following
sector sectors demonstrate comparative advantages:

¢ Wholesale and retail trade, catering and accommodation;
e Construction; and
e General government

The high location quotient of government services is not a self-sustaining industry and is
a potential risk to the regional economy.

Table 5: Location Quotient of Economic of Eastern Cape (2010 and 2020)

Industry 2010 2020
Agriculture, forestry and fishing 0,62 0,55
Mining and quarrying 0,03 0,03
Manufacturing 0,99 0,99
Electricity, gas and water 0,50 0,52
Construction 1,02 1,00
Wholesale and retail trade, catering and accommodation | 1,31 1,31
Transport, storage and communication 0,94 0,95
Finance, insurance, real estate and business services 0,93 0,91
General government 1,44 1,35
Community, social and personal services 1,26 1,25

Source: ISA Calculations derived from Quantec Data

Growth Performance Index
The GPI for the province reflects positive performance from the mining and quarrying
sector, which essentially outperforms the national aggregate.

Table 6: Gross Performance Index for Eastern Cape (2009 to 2019) based on Gross Value added
(GVA) at basic prices

Agriculture, forestry and fishing 89,98
Mining and quarrying 109,51
Manufacturing 97,18
Electricity, gas and water 97,04
Construction 95,83
Wholesale, retail and motor trade; catering and accommodation 95,00
Transport, storage and communication 96,29
Finance, real estate and business services 94,05
Personal services 97,04
General government services 92,67

Source: ISA Calculations derived from Quantec Data

Conclusion

The TI reflects that the Eastern Cape economy is becoming more concentrated, and like
many other national and global regional economies reflects a growing need for
diversification. Although the GPI reflects positive performance of the mining and quarrying
sector, investment in this sector should be carefully considered due to the very poor LQ
score. The following sectors are considered good investment opportunities due to the LQ
scores and are aligned to the sectors that should be prioritised for the province:

e Construction;

e Manufacturing; and

e Wholesale and retail trade, catering, and accommodation.
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Box 1: The Eastern Cape Province’s Economic Recovery Plan and Strategic Areas of Focus for
the Metropolitan Cities of Nelson Mandela Bay and Buffalo City

The Eastern Cape Province will achieve “economic recovery through catalytic infrastructure initiatives and
enabled by social infrastructure” (ECCSEC, 2020)

Figure B1.1: The Province’s Economic Recovery Plan
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The metropolitan city of Nelson Mandela Bay has adopted a Long term City Growth and Development Plan
2017 - 2032. The city’s vision is to be “an iconic, friendly, ocean City driven by innovation, service
excellence and economic development - a destination of choice” (NMB, 2017). As per the city’s long-term
strategy, some of the city’s proposed "game-changers’ based on widespread consultation with key
economic stakeholders include:

e Moving its tank farm and manganese exports to an alternative site: a priority that requires several
years of planning and negotiations before any of the following projects can be initiated: Waterfront;
Marina; Harbour Development.

e Lobbying to have the runway capacity at the Port Elizabeth International Airport extended to
accommodate larger aircraft to support increased tourism opportunities and domestic and international
connectivity.

e Development of the city’s township economy through delivering economic infrastructure to township
communities and the city’s industrial parks; envisaged to be catalytic for those local economies.

Buffalo City has adopted its Metro Development and Growth Strategy (MDGS) 2030, with its vision “Buffalo

City: well-governed, connected, green and innovative"; premised on the strategic pillars reflected in Figure

B1.2.

By 2030 the people of Buffalo City wish to have achieved five strategic outcomes for the city:

1. An innovative and productive city: with rapid and inclusive economic growth and falling unemployment.

2. A green city: environmentally sustainable with optimal benefits from our natural assets. A clean and
healthy city for subtropical gardens.

3. A connected city: high quality (and competitively priced) connections to ICT, electricity and transport
networks (inside the city and to the outside world).

4. A spatially transformed city: the spatial divisions and fragmentation of the apartheid past are
progressively overcome and township economies have become more productive and inclusive.

5. A well-governed city: a s mart and responsive municipality (working with other levels of government)
that plans and efficiently delivers high quality services and cost-effective infrastructure, without
maladministration and political disruptions.

Figure B1.2: Strategic Pillars of the MDGS 2030

Source: Buffalo City (2020)
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9.4.5.3. The Free State Province

The Free State’s three largest sectors, as demonstrated by GVA, on average over time
are: (i) wholesale and retail trade, catering and accommodation, (ii) general government
services, and (iii) finance, real estate and business services. The Free State Province is
also home to the metropolitan city of Mangaung.

Figure 45: The Free State Province Sectorial GVA Composition: GVA, constant prices, R millions
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Tress Index
Table 7 below reflects the Tress Index of the Free State, which indicates that the economy
is still diversified in structure.

Table 7: Tress Index for Gross Value Added at Basic Prices (Free State - 2010 and 2020)
Tress Index 2010 2020
Free State 31,7 35,2

Source: ISA Calculations derived from Quantec Data

Location Quotient

The table below indicates the relative comparative advantages of the Free State. A
comparative advantage is demonstrated in the following sectors:

Agriculture, forestry and fishing;

Electricity, gas and water;

Mining and quarrying;

Community, social and personal services; and

Wholesale and retail trade, catering and accommodation
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Table 8: Location Quotient of Economic of Free State (2010 and 2020)

Industry 2010 2020
Agriculture, forestry and fishing 1,90 1,42
Mining and quarrying 1,53 1,33
Manufacturing 0,76 0,79
Electricity, gas and water 1,23 1,35
Construction 0,74 0,84
Wholesale and retail trade, <catering and| 1,14 1,24
accommodation

Transport, storage and communication 0,94 0,98
Finance, insurance, real estate and business services | 0,73 0,72
General government 0,95 0,99
Community, social and personal services 1,26 1,31

Source: ISA Calculations derived from Quantec Data

Growth Performance Index

The electricity, gas and water sector for the Free State outperforms the national economy,

from a GPI perspective.

Table 9: Gross Performance Index for Free State (2009 to 2019) based on Gross Value

added (GVA) at basic prices

Agriculture, forestry and fishing 74,75
Mining and quarrying 93,18
Manufacturing 99,08
Electricity, gas and water 102,70
Construction 91,80
Wholesale, retail and motor trade; catering and accommodation 99,46
Transport, storage and communication 93,27
Finance, real estate and business services 92,05
Personal services 98,55
General government services 99,51

Source: ISA Calculations derived from Quantec Data

Conclusion

The TI reflects that the Free State economy province is still diversified in its structure. The
electricity, gas, and water sector is the only sector in the Free State that has both a high
LQ and GPI and represents an investment sector with high growth potential. In addition
to this sector, the following sectors are considered as good investment opportunities due

to their respective LQ scores:
e Agriculture, forestry and fishing;
Mining and quarrying;

[ ]
e Wholesale and retail trade, catering and accommodation; and
[ ]

Community, social and personal services.
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Box 2: The Free State Province’s Growth & Development Strategy, Vision 2030 and
the Metropolitan City of Mangaung’s Focal Areas

Aligned to the goals articulated in the country’s National Development Plan for 2030, the
Province envisions that “by 2030, the Free State shall have a resilient, thriving and competitive
economy that is inclusive with immense prospects for human development anchored on the
principles of unity, dignity, diversity, equality and prosperity for all.”

Free State Province Vision 2030
The figure illustrates the six priority areas of intervention by the province.

Figure B2.1: Strategic Pillars of the Province’s Vision 2030

Source: Free State Province (2018)

The economy of the City of Mangaung is mainly driven by trade, finance, transport, agriculture, mining
and government services. The province’s agricultural sector is characterised by large-scale and small-scale
commercial agriculture as well as subsistence agriculture while the overall growth in the manufacturing
industry is dominated by the fuel, petroleum and chemicals sub-sector in Sasolburg. Although this sector
is largely linked to Gauteng, effective support for this sector remains a priority as significant linkages would
exist within the province (Mangaung, 2020). The figure below provides an overview of the city’s catalytic
projects.

Figure B2.2: Map of the City of Mangaung’s Catalytic Projects

Source: City of Mangaung (2020)
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9.4.5.4. The Gauteng Province

The Gauteng Province’s three largest sectors, as demonstrated by GVA, on average over
time are: (i) finance, real estate and business services; (ii) general government services
and (iii) manufacturing. The province is the largest contributor to South Africa’s economy
and is the country’s economic hub and indeed, an economic powerhouse of the African
continent. Gauteng is home to three metropolitan cities, namely, Johannesburg, Tshwane
(Pretoria) and Ekurhuleni. While Gauteng reflects a large government sector, it must be
noted that the metropolitan city of Tshwane is home to South Africa’s government sector
at a national level.

Figure 46: Gauteng Province Sectorial GVA Composition: GVA, constant prices, R millions
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Tress Index

As can be expected, the level of concentration in the Gauteng Province’s economy has
increased over time. The same is generally true for many regional economic hubs, at a

global level.

Table 10: Tress Index for Gross Value Added at Basic Prices (Gauteng - 2010 and 2020)
Tress Index 2010 2020
Gauteng 49,1 54,6

Source: ISA Calculations derived from Quantec Data

Location Quotient
The table below indicates the comparative advantages of the Gauteng Province and the
following sectors demonstrate the region’s comparative advantages:

e Finance, insurance, real estate and business;

e Manufacturing;

e Transport, storage and communication; and

e General government
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Table 11: Location Quotient of Economic of Gauteng (2010 and 2020)

Industry 2010 2020
Agriculture, forestry and fishing 0,17 0,17
Mining and quarrying 0,35 0,18
Manufacturing 1,18 1,17
Electricity, gas and water 0,91 0,89
Construction 0,98 0,94
Wholesale and retail trade, catering and accommodation | 0,91 0,91
Transport, storage and communication 1,07 1,07
Finance, insurance, real estate and business services 1,22 1,23
General government 1,15 1,15
Community, social and personal services 0,91 0,91

Source: ISA Calculations derived from Quantec Data

Growth Performance Index

Many of Gauteng’s economic sectors performed quite well, relative to the national

aggregate, with the exception of the mining sector:
e Wholesale, retail and trade, catering and accommodation;
Transport, storage and communication;
Finance, real estate and business service;
Agriculture, forestry and fishing;
Construction;
Personal services;
Electricity, gas and water;
Manufacturing; and
General government.

Table 12: Gross Performance Index for Gauteng (2009 to 2019) ) based on Gross Value added (GVA)

at basic prices

Agriculture, forestry and fishing 103,04
Mining and quarrying 75,66

Manufacturing 100,84
Electricity, gas and water 100,97
Construction 102,56
Wholesale, retail and motor trade; catering and accommodation | 104,59
Transport, storage and communication 103,31
Finance, real estate and business services 103,10
Personal services 102,44
General government services 101,58

Source: ISA Calculations derived from Quantec Data

Conclusion

The TI reflects that the Gauteng economy is becoming more concentrated. Gauteng has a
number of comparative advantages and strong GPI performance in most economic sectors.
The following sectors are considered to be good investment opportunities due to their

respective GPI and LQ scores:

Manufacturing;

e Transport, storage and communication;

e Finance, real estate and business service; and
e Personal services.
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Box 3: The Gauteng Province and the three metropolitan cities of Ekurhuleni, Johannesburg
and Tshwane (Pretoria)

Gauteng is recognised as a hub for economic activity within the SADC region. As a result, many global firms
have established their regional headquarters in the province (29 of the global 500 firms use Gauteng as their
base). Of the top 14 South African companies included in the Forbes Global 2000, 11 are headquartered in
Johannesburg (GGT, 2030).

“The Gauteng Provincial Government has a vision to build Gauteng into an integrated city region, characterised
by social cohesion and economic inclusion; and the leading economy on the continent, underpinned by
sustainable socio-economic development. Infrastructure is a critical enabler for the Province to achieve this
vision. The National Development Plan, Vision 2030 (NDP) continues to be the foundation upon which we as a
Province underpin our development endeavours... Gauteng is a leading destination for Foreign Direct Investment
into Africa. Moreover, it is seen as the economic hub of South Africa. Growing Gauteng Together requires
investment in economic infrastructure and we will continue to sustain the momentum in support of this
programme and growing the Gauteng economy.”

Premier David Makhura (2020)
The Province’s five primary priorities over the period 2019 - 2024 are:

Economy, Jobs and Infrastructure

Education, Skills Revolution and Health

Integrated Human Settlements and Land Release
Safety, Social Cohesion and Food Security
Building a Capable, Ethical and Development State

The Province is focused on ten high-growth sectors:

Energy, with a focus on new technologies and a diverse energy mix
Transportation and logistics

ICT and digital services with a focus on the gig economy

Tourism and Hospitality

Food, Beverages, Agro-processing and agribusiness

Construction and Infrastructure

Automotive, Aerospace and Defense

Financial services

Cultural and creative services

Cannabis industry

Figure B3.1: The Province’s Vision and Targets for 2030

Element Vision and target for 2030

Economic Growth Double the size of the economy to above R 2 trillion

Employment Add over R3 million jobs by 2030, decreasing unemployment from
currently aver 30% to close to 15%

Per Capltal GDP Increase GOP per capital by 70%

Poverty Rate Decrease poverty rate from approximately 25% to less than 16%

Income Inequality Decrease Income inequality by 8% from 70% to 62%

Source: Gauteng Provincial Government (2020)

Figure B3.2: Classification of the Province’s Investment Opportunities

Source: Gauteng Provincial Government (2020)

From an investment perspective, there are various funding models that the Province is making
available to prospective investors. Investment partnerships can take on a number of forms, with
varying degrees of private sector involvement.
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The City of Ekurhuleni

The Ekurhuleni Metropolitan Municipality (EMM) has adopted its Growth and Development Strategy
for 2055 (GDS 2055). The diagrams below outline the city’s strategic framework of the strategy
and its posture in terms of economic growth and development outcomes.

Figure B3.3: Strategic themes of the GDS 2055 & strategic posture towards economic development
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Source: EMM (2020)
The City of Johannesburg

“Johannesburg — a World Class African City of the Future — a vibrant, equitable African city,
strengthened through its diversity, a Smart city that provides real quality of life; a city that
provides sustainability for all its citizens; a resilient and adaptive society.
Joburg. My City — Our Future!”
Growth and Development Strategy 2040 (GDS 2040)

Figure B3.4: Context of Joburg 2040
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The City of Tshwane (Pretoria)

The City of Tshwane adopted its Local Economic Development (LED) Strategy in 2019 and its
Tshwane Vision 2030 envisions a City which is “a vibrant, innovative, sustainable, equitable and
globally competitive metropolitan economy characterised by growth, employment and economic
opportunities for all”.

This city’s vision is built on five strategic pillars:

A City that facilitates economic growth and job creation

A City that cares for residents and promotes inclusivity

A City that delivers excellent services and promotes the environment
A City that keeps residents safe

A City that is open, honest and responsive

npWNE

Aligned to Tshwane Vision 2030, the main objectives of the City’s LED Strategy are:

e To support the local economy by facilitating a conducive environment for business and economic
e growth

e To create an inclusive economy that allows all members of society to make a positive
contribution To the City

To ensure youth-development and job creation for women

To strengthen rural-urban linkages

To eradicate unemployment, poverty and inequality throughout the City

To promote foreign and domestic investment in the City

To improve the ease of doing business and ensuring business sustainability

Figure B3.5: Principles of the City’s LED Strategy
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Figure B3.6: Key Economic Pillars and Underlying Enablers for Local Economic Development in the City of
Tshwane
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9.4.5.5. KwaZulu Natal Province

Figure 47 below provides an overview of the sectorial composition of the Province of Kwa-
Zulu Natal. The Province’s three largest sectors, on average over time, by GVA are (i)
finance, real estate and business services, (ii) manufacturing, and (iii) general government
services. The growing government services sector within the province is not sustainable
and efforts must be made to diversify the economy, accordingly. The metropolitan city of
eThekwini (Durban) is situated within Kwa-Zulu Natal.

Figure 47: KwaZulu Natal Province Sectorial GVA Composition: GVA, constant prices, R millions

500000

450000

400000

350000

300000

250000

200000

150000 I IREREEREREEBRE

100000 =

= HHHTHTHTHTHTHLH
o = E B HE H S H = | | | iEEEN |
& & ST T PSS

B General government services
M Personal services
B Finance, real estate and business services
M Transport, storage and communication
B Wholesale, retail and motor trade; catering and accommodation
H Construction
Electricity, gas and water
B Manufacturing
B Mining and quarrying

M Agriculture, forestry and fishing

Tress Index
The table below reflects the Tress Index of the KwaZulu Natal. In the table below it is
evident that the KwaZulu-Natal province is still diversified in its economy.

Table 13: Tress Index for Gross Value Added at Basic Prices (KwaZulu-Natal - 2010 and 2020)
Tress Index 2010 2020
KwaZulu-Natal 39,2 40,1

Location Quotient

As indicated in Table 14, the province holds a comparative advantage in the following
sectors:

Agriculture, forestry and fishing;

Transport, storage and communication;

Manufacturing;

Construction; and

Community, social and personal services.
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Table 14: Location Quotient of Economic of KwaZulu-Natal (2010 and 2020)

KwaZulu Natal Location Quotient

Industry 2010 2020
Agriculture, forestry and fishing 1,71 2,03
Mining and quarrying 0,22 0,23
Manufacturing 1,32 1,30
Electricity, gas and water 0,98 0,97
Construction 1,21 1,22
Wholesale and retail trade, catering and accommodation | 1,04 1,02
Transport, storage and communication 1,33 1,33
Finance, insurance, real estate and business services 0,85 0,83
General government 0,94 0,94
Community, social and personal services 1,05 1,04

Growth Performance Index
Growth in the following sectors outperformed the national economy:
e Agriculture, forestry and fishing;
Mining and quarrying;
Transport, storage and communication;
Construction;
Wholesale and retail and motor trade, catering and accommodation;
Manufacturing;
Personal services; and
General government service had the best growth performance.

Table 15: Gross Performance Index for Kwa Zulu Natal (2009 to 2019) based on Gross Value added
(GVA) at basic prices

Agriculture, forestry and fishing 123,37
Mining and quarrying 113,51
Manufacturing 100,40
Electricity, gas and water 98,96

Construction 100,97
Wholesale, retail and motor trade; catering and accommodation 100,85
Transport, storage and communication 101,48
Finance, real estate and business services 99,10

Personal services 101,86
General government services 102,39

Conclusion

The TI reflects that the KwaZulu Natal economy is still diversified. The following sectors
are considered good investment opportunities due to their respective LQ and GPI scores:
Agriculture, forestry and fishing;

Transport, storage and communication;

Manufacturing;

Construction; and

Personal services

In addition, the wholesale, retail and motor trade; catering and accommodation sector is
of potential.
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Box 4: The Kwa-Zulu Natal Province & the Metropolitan City of eThekwini

Towards “Building a better future together”, the Province has adopted its 2035 Growth and
Development Plan.

Kwa Zulu Natal’s vision
"By 2035 KwaZulu-Natal will be a prosperous Province with a healthy, secure and skilled population,

living in dignity and harmony, acting as a gateway to Africa and the World”

The Province’s strategic goals are anchored on:

NouhwN =

Inclusive economic growth

Human resource development
Human and community development
Strategic infrastructure
Environmental sustainability
Governance and policy

Spatial equity

Figure B4.1: Unpacking the Province’s goal of inclusive economic growth
GOAL 1: INCLUSIVE ECONOMIC GROWTH GOAL

.
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Key sectors for job creation (and including the production value chain) articulated by the Province
are:

Manufacturing;

Agriculture;

Tourism;

Transport and logistics; and
Maritime activities;
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In 2021, the metropolitan City of eThekwini (Durban) developed its eThekwini One Plan:
Pathway to an Envisaged Future which was a result of government working together with
stakeholders and communities with the aim to make eThekwini a leading Smart Port City Region
that is just, safe, socially cohesive and culturally expressive.

Figure B4.2: One Plan Theory of Change
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Figure B4.4: The City’s Vision for 2050
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9.4.5.6. Limpopo Province

Figure 48 below provides an overview of the sectorial composition of the Limpopo Province.
The Province’s three largest sectors, on average over time, by GVA are (i) mining and
quarrying, (ii) (ii) general government services and (iii) finance, real estate and business
services. The growing government services sector within the province is not sustainable
and efforts must be made to diversify the economy, accordingly.

Figure 48: The Limpopo Province Sectorial GVA Composition: GVA, constant prices, R millions
220000

200000
180000
160000
140000
120000
100000 |

80000

T
N

60000

40000 &
20000

B General government services
M Personal services
M Finance, real estate and business services
M Transport, storage and communication
B Wholesale, retail and motor trade; catering and accommodation
B Construction
Electricity, gas and water
B Manufacturing
H Mining and quarrying

M Agriculture, forestry and fishing

Source: Quantec (2021)

Tress Index
The table below reflects the Tress Index of the Limpopo. In the table below it is evident
that Limpopo Province is becoming concentrated in its economic structure.

Table 16: Tress Index for Gross Value Added at Basic Prices (Limpopo - 2010 and 2020)
Tress Index 2010 2020
Limpopo 49,2 50,6

Source: ISA Calculations derived from Quantec Data

The table below indicates the comparative advantages of Limpopo with the following
sectors demonstrating comparative advantages:
e Mining and quarrying
Agriculture, forestry and fishing;
Electricity, gas and water;
Construction; and
General government
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Table 17: Location Quotient of Economic of Limpopo (2010 and 2020)

Industry 2010 2020
Agriculture, forestry and fishing 1,12 1,29
Mining and quarrying 3,17 3,73
Manufacturing 0,21 0,20
Electricity, gas and water 1,14 1,08
Construction 1,00 1,04
Wholesale and retail trade, catering and accommodation 1,04 1,00
Transport, storage and communication 0,51 0,47
Finance, insurance, real estate and business services 0,71 0,68
General government 1,16 1,14
Community, social and personal services 0,70 0,67

Source: ISA Calculations derived from Quantec Data

Growth Performance Index
Three economic sectors in the Limpopo Province outperformed the national economy and
are listed below:

e Mining and quarrying;

e Agriculture, forestry and fishing; and

e Electricity, gas and water.

Table 18: Gross Performance Index for Limpopo (2009 to 2019) based on Gross Value
added (GVA) at basic prices

Agriculture, forestry and fishing 105,15
Mining and quarrying 108,14
Manufacturing 98,12
Electricity, gas and water 100,54
Construction 99,29
Wholesale, retail and motor trade; catering and accommodation 95,03
Transport, storage and communication 95,85
Finance, real estate and business services 93,93
Personal services 96,10
General government services 97,60

Source: ISA Calculations derived from Quantec Data

Conclusion

The TI reflects that the Limpopo economy is becoming more concentrated, signalling a
potential need to diversify its economic structure. The following sectors are considered to
demonstrate investment potential, due to their respective LQ and GPI scores, and should
be prioritised towards the province’s future growth and potential:

e Mining and quarrying;

e Agriculture, forestry and fishing;

e Electricity, gas and water
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9.4.5.7. Mpumalanga Province

The Mpumalanga Province’s three largest sectors, as demonstrated by GVA, on average
over time are: (i) mining and quarrying; (ii) whole, retail and motor trade, catering and
accommodation and (iii) finance, real estate and business services. The manufacturing
sector also indicates significant growth over the period in the figure below.

Figure 49: Mpumalanga Province Sectorial GVA Composition: GVA, constant prices, R millions
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Source: Quantec (2021)

Tress Index
The Tress Index for the Mpumalanga economy reflects that its structure is still diversified,
albeit demonstrating marginal concentration increase between 2010 and 2020.

Table 19: Tress Index for Gross Value Added at Basic Prices (Mpumalanga - 2010 and 2020)
Tress Index 2010 2020

Mpumalanga 39,5 40,7
Source: ISA Calculations derived from Quantec Data

Location Quotient
Table 20 indicates the LQs for the Province, signalling a comparative advantage in the
following economic sectors:

e Mining and quarrying;

e Electricity, gas and water; and

e Agriculture, forestry and fishing;
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Table 20: Location Quotient of Economic of Mpumalanga (2010 and 2020)

Industry 2010 2020
Agriculture, forestry and fishing 1,22 1,27
Mining and quarrying 2,77 3,52
Manufacturing 0,96 0,94
Electricity, gas and water 2,05 2,09
Construction 0,87 0,89
Wholesale and retail trade, catering and accommodation 1,00 0,98
Transport, storage and communication 0,65 0,64
Finance, insurance, real estate and business services 0,57 0,56
General government 0,74 0,73
Community, social and personal services 0,65 0,63

Source: ISA Calculations derived from Quantec Data

Growth Performance Index

The following sectors outperformed the national economy
e Mining and quarrying;
e Agriculture, forestry and fishing; and
e Manufacturing

Table 21: Gross Performance Index for Mpumalanga (2009 to 2019) based on Gross Value added
(GVA) at basic prices

Agriculture, forestry and fishing 104,77
Mining and quarrying 111,84
Manufacturing 101,13
Electricity, gas and water 99,50
Construction 98,66
Wholesale, retail and motor trade; catering and accommodation 93,83
Transport, storage and communication 96,50
Finance, real estate and business services 96,28
Personal services 95,53
General government services 97,08

Source: ISA Calculations derived from Quantec Data

Conclusion

The TI reflects that the Mpumalanga economy is still diversified. Three sectors have
comparative advantages based on the LQ scores and the following sectors are considered
good investment opportunities due to their respective LQ and GPI scores:

e Mining and quarrying;

Agriculture, forestry and fishing;

Electricity, gas and water; and

Manufacturing
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Box 6: The Province of Mpumalanga

Mpumalanga is one of the smallest Provinces in South Africa, second to the Gauteng Province.
It can be understood by dividing it into the Lowveld and the Highveld, which have distinctive
characteristics and therefore, economic activities. The Lowveld is characterised by tropical
weather patterns making it favourable for agriculture and grazing. It is the key citrus hub in
the Province. It is also known for its natural beauty, home to the Kruger National Park; a
global tourist destination. Anecdotally, the town of Hazyview was voted by TripAdvisor as the
25th most visited town in Africa.

The Highveld on the other hand is characterised by mining activity and agriculture. The co-
existence of agriculture and extent of mining due to the vast coal reserves has created a
contested economic space. In addition, the province has key historic and notable links to some
of the earliest discoveries of gold in South Africa.

Some of the best performing sectors include mining, manufacturing and services followed by
tourism and agriculture. On the mining front, the province boasts rich coal reserves and is
home to majority of South Africa’s coal-fired power stations. The majority of the province’s
mining activities are located in the region of eMalahleni. Mpumalanga presently contributes
7.5 percent to national GDP.

The Mpumalanga Province has embraced the country’s Integrated District Development Model
as a strategic vehicle. The province has developed its Economic Reconstruction and Recovery
Plan aligned to the sovereign’s ERRP and key initiatives include:

. Implementation of the Mpumalanga Industrial Development Plan

. Development of the Nkomazi Special Economic Zone (SEZ) (The Province is working
with the DTIC on the realisation of the SEZ)

. Development of the Mpumalanga International Fresh Produce Market

Figure B6.1: Mpumalanga Vision 2030
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Source: Mpumalanga Provincial Government (2018)
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9.4.5.8. The Northern Cape Province

Figure 50 below provides an overview of the sectorial composition of the Northern Cape
Province, which is also home to the metropolitan city of Cape Town. The Province’s three
largest sectors, on average over time, by GVA are (i) mining and quarrying, (ii) finance,
real estate and business services, and in recent years reflect a close tie between the (iii)
wholesale, retail and motor trade; catering and accommodation and general government
services sectors; the latter of which is not sustainable.

Figure 50: Northern Cape Province Sectorial GVA Composition: GVA, constant prices, R millions
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Tress Index

The table below reflects the Tress Index of the Northern Cape. The TI for the Northern
Cape reflects diversification in terms of its economic structure.

Table 22: Tress Index for Gross Value Added at Basic Prices (Northern Cape - 2010 and

2020)
Tress Index 2010 2020
Northern Cape 42,1 45,8

Source: ISA Calculations derived from Quantec Data

Location Quotient
The table below indicates the relative comparative advantages of the Northern Cape. The
following sectors reflect comparative advantages:

e Mining and quarrying;

e Agriculture, forestry and fishing;
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e Electricity, gas and water; and
e Transport, storage and communication

Table 23: Location Quotient of Economic of Northern Cape (2010 and 2020)

Industry 2010 2020
Agriculture, forestry and fishing 3,00 2,59
Mining and quarrying 2,99 3,90
Manufacturing 0,24 0,23
Electricity, gas and water 1,21 1,30
Construction 0,68 0,69
Wholesale and retail trade, catering and accommodation | 0,83 0,74
Transport, storage and communication 1,07 1,03
Finance, insurance, real estate and business services 0,63 0,61
General government 0,92 0,87
Community, social and personal services 0,81 0,78

Source: ISA Calculations derived from Quantec Data

Growth Performance Index
The leading sectors in the Northern Cape include, based on the province’s relative
performance to the national economy are:

e Mining and quarrying;

e Electricity, gas and water; and

e Personal services.

Table 24: Gross Performance Index for Northern Cape (2009 to 2019) based on Gross
Value added (GVA) at basic prices

Agriculture, forestry and fishing 89,93
Mining and quarrying 121,21
Manufacturing 98,02
Electricity, gas and water 102,57
Construction 93,98
Wholesale, retail and motor trade; catering and accommodation 90,80
Transport, storage and communication 93,84
Finance, real estate and business services 96,06
Personal services 100,92
General government services 97,43

Source: ISA Calculations derived from Quantec Data

Conclusion

The TI reflects that the Northern Cape economy is diversified, hence there is little concern
if too much investment takes place in one specific industry. Although the LQ reflects a
good performance of the Agriculture, forestry and fishing sector, it is important to note
that this sector underperformed when compared to the growth of this sector in the
aggregate economy over this period. The following sectors are considered good investment
opportunities due to the LQ and GPI scores and should thus, be prioritised by the province:
e Mining and quarrying; and

e Electricity, gas and water

In addition, if significant plans are made and implemented to revive the agriculture,
forestry and fishing sector, this could also be a third sector of opportunity for the province.
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9.4.5.9. The North-West Province

Figure 51 below provides an overview of the sectorial composition of the North-West
Province. The Province’s three largest sectors, on average over time, by GVA are (i) mining
and quarrying, (ii) finance, real estate and business services, and (iii) general government
services sectors; the latter of which is not sustainable.

Figure 51: The North-West Province Sectorial GVA Composition: GVA, constant prices, R millions
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Tress Index
The Tress Index for the North-West Province reflects that it is a more diversified than
concentrated in structure.

Table 25: Tress Index for Gross Value Added at Basic Prices (North West - 2010 and 2020)
Tress Index 2010 2020
North West 49,1 45,3

Source: ISA Calculations derived from Quantec Data

Location Quotient
The table below indicates the relative comparative advantages of the North-West. It is
found that the following sectors boast comparative advantages:

e Mining and quarrying; and

e Community, social and personal services.
In addition, the LQ for the electricity, gas and water sector has also grown significantly
and is now close to 1.
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Table 26: Location Quotient of Economic of North West (2010 and 2020)

Industry 2010 2020
Agriculture, forestry and fishing 0,95 0,86
Mining and quarrying 3,89 3,60
Manufacturing 0,42 0,45
Electricity, gas and water 0,87 0,96
Construction 0,74 0,86
Wholesale and retail trade, catering and accommodation 0,77 0,88
Transport, storage and communication 0,62 0,69
Finance, insurance, real estate and business services 0,62 0,67
General government 0,75 0,87
Community, social and personal services 1,33 1,46

Source: ISA Calculations derived from Quantec Data

Growth Performance Index
General government services illustrates the best growth
sustainable.

performance, which is not

Table 27: Gross Performance Index for North-West (2009 to 2019) based on Gross Value added

(GVA) at basic prices

Agriculture, forestry and fishing 81,00
Mining and quarrying 88,96
Manufacturing 95,46
Electricity, gas and water 96,05
Construction 92,57
Wholesale, retail and motor trade; catering and accommodation 94,25
Transport, storage and communication 94,48
Finance, real estate and business services 93,28
Personal services 96,49
General government services 100,32

Source: ISA Calculations derived from Quantec Data

Conclusion

The TI reflects that the North-West economy province is still diversified in its structure.
The GPI reflects that only the government sector experienced buoyant growth between
2010 and 2020. This implies that significant investment takes place in government services
and hence indicates a more pressing requirement to attract private sector investment into
other sectors of the economy. The following sectors are considered good investment

opportunities due to their respective LQ scores:
e Mining and quarrying; and
e Community, social and personal services

In addition, based on significant growth in the LQ score of the electricity, gas and water

sector, this is considered to be a sector of potential for the province.
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9.4.5.10. The Western Cape Province

Figure 52 below provides an overview of the sectorial composition of the Western Cape
Province, which is also home to the metropolitan city of Cape Town, a global tourism
destination. The Province’s three largest sectors, on average over time, by GVA are (i)
finance, real estate and business services, (ii) wholesale, retail and motor trade; catering
and accommodation, and (iii) manufacturing.

Figure 52: Western Cape Province Sectorial GVA Composition: GVA, constant prices, R millions
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Tress Index

Table 27 below indicates the Tress Index of the Western Cape. The province has become
a slightly more concentrated economy between 2010 and 2020, implying that the economy
is slightly more vulnerable to exogenous shocks, such as commodity price fluctuations.

Table 28: Tress Index for Gross Value Added at Basic Prices (Western Cape - 2010 and 2020)
Tress Index 2010 2020
Western Cape 48,7 51,5

Source: ISA Calculations derived from Quantec Data

Location Quotient
Table 29 below indicates the relative comparative advantages of the Western Cape albeit
decreasing in 2020. The following sectors demonstrate comparative advantages:
e Agriculture, forestry and fishing;
Finance, insurance, real estate, and business service; and
Manufacturing;
Construction;
Community, Social and Personal Services; and
Wholesale and retail trade, catering and accommodation.
This picture also demonstrates a certain level of alignment to the province’s sectorial
composition of GVA, i.e. Figure 52.
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Table 29: Location Quotient of Economic of Western Cape (2010 and 2020)

Industry 2010 2020
Agriculture, forestry, and fishing 1,63 1,48
Mining and quarrying 0,03 0,03
Manufacturing 1,14 1,12
Electricity, gas, and water 0,81 0,78
Construction 1,13 1,11
Wholesale and retail trade, catering, and | 1,07 1,05
accommodation

Transport, storage, and communication 1,12 1,08
Finance, insurance, real estate, and business services 1,39 1,38
General government 0,64 0,64
Community, social and personal services 1,16 1,13

Source: ISA Calculations derived from Quantec Data

Growth Performance Index
In terms of the GPI, a large number of sectors in the Western Cape performed quite well.
Leading sectors include:
e Mining and quarrying;
Wholesale, retail and trade, catering and accommodation;
Finance, real estate and business services;
Construction;
Personal services; and
General government

Table 30: Gross Performance Index for Western Cape (2009 to 2019) based on Gross Value added
(GVA) at basic prices

Agriculture, forestry and fishing 89,57
Mining and quarrying 109,66
Manufacturing 99,49
Electricity, gas and water 99,90
Construction 101,67
Wholesale, retail and motor trade; catering and accommodation 102,12
Transport, storage and communication 98,63
Finance, real estate and business services 102,04
Personal services 100,19
General government services 103,04

Source: ISA Calculations derived from Quantec Data

Conclusion

The TI reflects that the Western Cape economy is becoming more concentrated and
although the GPI reflects a good performance of the mining and quarrying sector,
investment in this sector should be carefully considered due to the very poor LQ score.
The following sectors are considered good investment opportunities due to the LQ and GPI
scores:

e Wholesale and retail trade, catering, and accommodation;

e Finance, real estate and business services;

e Construction; and

e Personal services

In addition, manufacturing could also be a sector of potential for the Province based on
the fact that it is already in the top 3 largest sectors for the province by GVA; the LQ of
the sector is greater than 1, indicating a comparative advantage, and the GPI for the sector
is very close to 100.
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Box 9: The Western Cape’s Plan for the next five years and the City of Cape
Town’s 2021 Economic Growth Strategy

Figure B9.1: The Western Cape Province’s Plan for the next 5 years: 2019 - 2024

averyons to

SAFE AND COHESIVE
COMMUNITIES

crimu, like child sbuse
and unemployment,
d will work with the

ce to make you

The Western Cape is a place where
residents and visitors feel safe.

GROWTH AND JOBS

businesses grow and create
vill Invest in exceollent

An enabling environment for the Infrastructure and skills
wmmwmhm programmes and will su
growth and create jobs. companies that can co

We want our children t
be nurtured and to thrive
@ing world. We
rt families and
through our
INECS

13l workers
rvants to

MOBILITY AND SPATIAL Pl W ol i s
TRANSFORMATION : e places of

and Inclust 20

want to live. We ¥ wild new

R“idents live in w’"'mmecud' E 3 communities, improve the
vibrant, and sustainable communities N 7 places whare people are living
and move around efficiently on safe, : and make it easier to traval
affo'daue' lw wbo" pubhc tmn‘sm from one place to another J

INNOVATION AND CULTURE

Government services are delivered
to the people of the Western Cape
in an accessible, innovative, and
citizen-centric way.

&

Source: Western Cape Government (2019)

The City of Cape Town’s economic vision as articulated in its 2021 growth strategy:

"By coordinated action between all sectors of society and spheres of government a
business-friendly environment will be forged that will enable businesses to grow and create
Jjobs, whilst adapting to market changes and empowering individuals to be economically
active and socially mobile. The City will ensure it plays its role in creating more shared and
greater prosperity.”
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Figure B9.2: Intervention areas for the City of Cape Town
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Figure B9.2 above indicates “the City’s prioritisation of intervention in the face of the
current economic crisis, with emphasis placed on quality service provision first and
foremost, and business and labour market support thereafter. It is important to note that
the lifespan of this Strategy will see adjustment of its application in line with changing
circumstances, however the impact of Covid-19 is such that the existing prioritisation is
likely to persist for some time.”

CoCT Economic Growth Strategy 2021

Snapshot: Figure B9.3: Container activity in the City of Cape Town
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8.

5. South Africa’s Five Big Frontiers

9.5.1. The big frontiers to accelerate FDI and DDI
for job-rich growth

The Big Frontiers listed in this section are the country’s articulated strategic investment
attraction initiatives that are elevated as Country Strategic Investment Programmes (CSIPs)
to drive the requisite levels of FDI and DDI that match the ambitions of the NDP. South Africa’s
Big Frontiers have been derived through the empirical analysis presented above and also,
through a ‘matrixing’ process which identified, across a range of existing strategic
commitments, initiatives under the following categories of state action to promote, facilitate
and enable investment: