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EXECUTIVE SUMMARY

1. Introduction

South Africa has a well established manufacturiageh which places it well ahead of many
developing countries. However years of isolatiomeavy dependence on primary products
and competition globally have been barriers toherrtgrowth. Exceptions to this are sub-
sectors which have achieved competitiveness angnhanced market share. In the South
African context Bell and Madula (2002) concludetthaven current trends in the various
sectors which make up South Africa’s economy, mactufing has a vital role to play in
terms of employment and economic growth for botlonemic and political reasons.
However limited skills, technology and market ascae barriers to further growth.

Change, both positive and negative, is clearlyngkplace within the South African and,
more specifically, the Free State economies. Sdrtileeamost important changes are:

- the closure of industries related to the miningustdy which is generally in a state of
decline

- the weakening of the agro-industrial base followahgnges in the agricultural sector

- the closure of industries which are no longer caitige globally in the face of cheap
imports,

- the expansion of industry in core clusters whiahglobally competitive e.g. chemical
and vehicles manufacturing in South Africa

- the encouragement of sub-contracting relationsbgis/een large and small firms to
the benefit of emerging firms, and

- the frequent closure of erstwhile state supportieohsf in or near the former
Homelands

In the case of the Free State, key issues whichimwgact on the nature and future of the
manufacturing industry and its ability to createg@nd associated economic spinoffs are:

the rationalization of the industrial base in QwawHarrismith and Botshabelo
following the termination of the Regional Industri2evelopment Programme in the
early 1990s.

the closure of mines in the Goldfields with consaguimpacts on supplying and
downstream industries.

the weakening of the agricultural base and relatgd-industries.

the effects of cross-border industrial developniertesotho.

key links between the petro-chemical base in Sasgland the Gauteng complex.
the effects of small business support programmes.

the absence of national SDIs and IDZs in the piazin

2. Objectives of the Study

In the light of the above considerations, the psgof this project was to develop a profile
of:
- how the industrial base has changed in the Frete Steer approximately the last 20
years.
- the current status quo in terms of the provincedkistrial make-up.



- key spatial and sectoral variations and trends.

and

- to synthesize the viewpoints and strategies ofonatj provincial and local
government, relevant supporting agencies and kenater sector and industrial role-
players, regarding the opportunities and consaivitich the sector faces and the
nature and effectiveness of current policy.

- to speculate on the future of the industrial sebamed on the preceding and to derive
key guidelines regarding the future of industrievelopment for the province.

3. Key Findings

The literature survey, questionnaires, and disoasswith key role players, culminated in a
number of general conclusions:

1) The Free State in the National Context
In a national context, despite having key industsguated in the province such as NATREF
and SASOL, the province plays a relatively minoterin the national manufacturing
economy, contributing some 3,7% of national outdite dominance of the northern Free
State, which generates 70% of the provincial mastufang output (Sasolburg alone
generates 45% of this), is an obvious featureis @s integration in the Gauteng economy.

2) Key Trends in the Free State Economy
Various factors impinge upon the provincial mantfaag economy and its future
sustainability. Key amongst these are:

- the downscaling of the gold mining industry whichshnegatively impacted on the
Goldfields in particular either through direct jadsses or indirectly through impacts
on supplying and supporting firms,

- a general decline in the relative importance of fted and agricultural industries.
This has less immediate, but more long-term, impacthe industries located in the
rural towns and the bigger centres,

- the ending of support for Homeland industrial depeent points and the reuse of
these spaces,

- the enhanced importance of the clothing and texiielustries, often in the former
Homeland growth points. In employment terms thiswgh has been very important.
There appears to be some uncertainty about its-tlemg future however, as it is
dependent on foreign investors seeking to use falde international trade
opportunities,

- the jewellery industry shows potential in termdamfal beneficiation,

- the proximity of Lesotho and its offering of moravburable trade access to
international markets could impact on the provihe@nomy,

- in terms of size-based differences, it is appatbat there has been a significant
expansion in the numbers of manufacturing SMMEghd\gh this is a positive trend,
it seems to have only just balanced out the joBdescaused by the closure of a
number of larger firms. Loss of firms in the Goédfis and Bloemfontein areas is
cause for concern,



- growth appears to be focusing on the BloemfonteisBabelo-Thaba Nchu and
Harrismith-QwaQwa areas. The Sasolburg area isrwlts own and the rest of the
province is either not growing or is experiencingd.

3) Existing Policy
Both national and provincial policy provide a baisboosting the manufacturing economy.
Key amongst these prescriptions are:

- national and provincial support for the SMME seatdrich, as this report suggests,
appears to be generating positive returns in tbeipce,

- the Microeconomic Reform Strategy and the Integirdi@anufacturing Strategy, with
their key focus on issues such as BEE, integratiom, and competitiveness, which
has particular resonance in areas such as Sasplburg

- the Free State Poverty Relief Strategy which idiextithe need for job creation and
the need to establish Business Advisory and BusiSesvice Centres,

- the Free State Development Plan which has a sfamg on economic development
and job creation and support for SMMEs and vargpatial interventions,

- the Free State Growth and Development Agreementhwhblearly identified key
growth options in: downstreaming from petro-chensicagro-industry and gold
jewellery.

4) Key Trends in the Provincial Manufacturing Economy

The number of firms in the province increased digantly between 1994 and 2003 rising
from 461 to 1 014. Of these the percentage shameapiufacturing SMMEs has increased
from 69 to 83%. However in terms of jobs the pietig effectively static, the number of jobs
rising from 48 000 to only 48 500. What seems teehappened is that some large firms
have been lost, and while there are a significantlver of new SMMES, they do not employ
many people. As a result, positive SMME growth umfiers needs to be balanced against
the worrying loss of jobs caused by the closurdaofe firms such as SAB and various
branch plants. Key growth has occurred in the algttand metal fabrication sub-sectors
however. The two clusters experiencing real groatk the Bloemfontein-Botshabelo-
ThabaNchu and Harrismith-QwaQwa areas.

A survey of larger firms (i.e. those with over 26taff) established that most were still
relatively modest in size of operations. Clothingd aextiles, followed by food are the
dominant sub-sectors. Enterprise establishmentmess often linked to availability of raw
material and labour. The State or the FDC had tassisiearly 30% of them in some way.
Concerns relate to the vulnerability of the texslector and market access. There is only
limited downstreaming taking place. Most firms areadly positive about the future of the
province and its economy.

Smaller firms (i.e. those with less than 200 stdfjve increased in number. Whilst
engagement in the food industry has declined, stihareased significantly in clothing and
textiles. Small towns have experienced loss andvifrdnas focussed on the Bloemfontein-
Botshabelo-ThabaNchu and Harrismith-QwaQwa areamllSirms are worried about the
perceived poor state of the provincial economy,lidisg market share, isolation, limited
downstreaming and labour legislation. These veal cencerns call for investigation and
appropriate responses.



The clothing and textile sector has experiencedifsagnt growth gaining 8 500 new jobs
and 100 new firms between 1994 and 2003. Many wassésted by the erstwhile Regional
Industrial Development Programme (RIDP) and someemecently by the FDC. Many are
foreign owned. There is the risk of future closdependent on international market access,
wage levels and the state of the Rand and gloloaiceny.

The petro-chemical industry is a key anchor in fhevince. SMME development /
downstreaming has been retarded by the sophiditablnology and skills requirements of
the sub-sector. Poor local infrastructure wouldegpgo be retarding further growth.

The jewellery sector is an emergent one and hasidenable potential. Only two firms are
operating at present. They have concerns about id@dation and limited interactions with
government.

5) The Role of Local Municipalities

Most Integrated Development Plans (IDPs) are paitthgrms of manufacturing, despite the
role which municipalities recognize they need tayph economic development. Only a few
municipalities provide incentives to firms, althdumost recognise the need to supply land
and infrastructure. Only three of 20 municipalitiagerviewed had business expansion and
retention strategies in place, only four had sldiéselopment programmes, and partnerships
do not seem to be on the agenda of most author@iearly municipalities can become more
pro-active in terms of encouraging manufacturingettgpment.

6) The Role of Lesotho
Lesotho has gained from economic change, past aeskmt in South Africa. Its more
favourable trade access, lower tax, cheaper lahodrdiffering establishment requirements
have drawn in firms. Growth in the clothing andctiies areas has been particularly
pronounced. Collaboration with Lesotho for mutuadmomic benefit should be considered.
As both South Africa and Lesotho are part of thmesaCustoms and Monetary Union,
collaboration and trade across the internationadidaois potentially simplified. Collaboration
could revolve around attempts to encourage firmghvbperate in both countries in the same
sector, say textiles, to form joint forums to dissussues of common concern such as trade
and transport concerns and labour issues. Similangouraging cross-border sub-contracting
linkages which draw on unique skills and specitiirg e.g. segments of the garment
manufacturing process, could be an avenue to punsseeking to build a stronger, unified
regional economy.

4. Key Discussion Points

1) The centrality of the Free State
The centrality of the Free State is often presemt®@ locational advantage, one which is
endorsed by manufacturers, particularly in agrasstd; and some of the Chambers of
Commerce. For others, as Gauteng is the economaitldned, the Free State is seen as too
peripheral and has too small a market. Poor infnatire and the cost of relocation are cited
as barriers to taking advantage of the Free Statarality. These issues are difficult to
address short of through major improvements insgrart infrastructure.



2) The Former Homeland Growth Points
These areas represent considerable economic arad isvestment. Fortunately they did not
collapse as many predicted would happen in they é890s when targeted state support
ended. Though not operating at full capacity matil continue as viable industrial
operations and hence do have a job creation impémivever there are certain concerns,
namely that there are vacancies, many factory imgigdare being used as warehouses and not
as manufacturing plants, and areas such as Blodustina are clearly not operating at
optimal capacity. Further, there appears to be \@ar-eliance on the clothing and textile
industries. These may disappoint in the long-ruth&@ current favourable trade access to
foreign markets is not maintained. Although thesmasa are currently holding their own, their
long term future cannot be assured

3) Where is Growth Occurring ?

Both large and small firm growth is taking placeimhain the Bloemfontein-Botshabelo-
ThabaNchu and Harrismith-QwaQwa areas. Althougé ithto be welcomed and supported
the reasons for closure of firms in these aread,tha limited or negative growth in other
areas, needs to be responded to. Growth here veppldar to be as a result of two primary
factors: general economic growth in South Africackhimpacts on all key economic nodes,
and access to the AGOA provisions which have eragmd the clothing and textile
industries.

4) The Role of the Free State Development Corpordf@rC)

The FDC is in charge of the former growth pointsd aother aspects of economic
development in the province. In this regard it &gpeo be having an impact, particularly in
ensuring the sound management of the former grpaifts and the provision of low rentals
which have clearly influenced many firms’ locatibr@noice. Ideally the FDC’s role and
support should be expanded. In these growth powitsere textiles and clothing is often the
key anchor, the overall support of the FDC hasrttdzeen very important. However, given
the vulnerability of this sector, in terms of itsliance on AGOA, the FDC should try and
foment economic diversification in these points.

5) The North: South Divide

There are very real differences in the provincavben the ‘North’ and the ‘South’ in terms

of the industrial foci, i.e. mining and petro-cheals in the North and agro- and general
industry in the South. Aside from the often refdrte political differences between the two
areas, greater integration is desirable to ensal@nbed growth. Many role players allege
that the North does not receive adequate suppbid.i3 difficult to gauge, especially relative

to the real needs of the South. Nonetheless, sirifor a unified manufacturing economy is
desirable.

6) The Role of Sasolburg
Sasolburg is the key industrial node in the progjnaut its markets and links lie mainly in
Gauteng. This reality should be accommodated becaihe node’s significant job creation
potential and its ability to contribute to both inatl and provincial growth. Support for
down-streaming and improvements in local infragucee will yield very real benefits for the
province. It would be of value to consider entrenglthe role of Sasolburg and neighbouring
areas as a satellite to Gauteng in order to gemezat benefits for the Free State province.



7) Support for key sectors
Various provincial and national policy documententfy key, lead sectors and the issues
which need to be considered are as follows:

- Downstreaming in the petro-chemical industry wos&kem to have potential. The
Chem-City complex has now been established. Thppea to be few occupants
however and much of SASOL’s out-sourcing is naemms of manufacture but rather
maintenance. Given the costly, high-tech and higltssrequirements of the petro-
chemical industry SMME development related to ill viot be easy to achieve.
Thorough analysis with an eye to identifying poksifiches needs to be undertaken.

- The jewellery sector: the establishment of a jesvglcluster and training facility is a
logical path to pursue and endorses the princifldeneficiation. It is however
worrying that neither of the two firms in Virgin@aim to have any contact with the
province or to be aware of the notion of the clugtme firm did receive IDC support
however. Clearly better working relations needécebtablished between this flagship
project and government to ensure that the desir@dty and benefits are realised.

- Clothing and Textiles: this sector has grown sigaiftly but is vulnerable. Market
shifts need to be anticipated and diversificatiamcoairaged. This has spatial
implications in that many of these firms are in fiBC-supported former growth
points and if loss is experienced, these areashwithard hit. Efforts to ensure greater
stability and encourage local market links for sketor should be undertaken.

- Food and Agro-Industries: as the traditional maipsif the province this sector still
has a key role to play. Whilst there may well beneacontraction in the agricultural
sector generally, efforts to encourage manufaauBRIMESs and to discourage larger
firms from migrating to the main national marketesld be embarked upon.

8) Municipalities and their Role
Most key municipalities clearly comprehend theiler@as agents of economic change.
However, given the importance of the manufactuiimdustry, a case could be made for
trying to enhance their role of providing supparig incentives.

9) The Provincial Government
The Province has acknowledged that its role is &ag the Growth and Development
Agreement gives greater support and endorsemeits tctions. Officials do appear to be
overstretched however and more dedicated supporindustrial development is required,
both in terms of acting as a ‘one stop shop’ feestors but also in terms of targeted support
in key areas / clusters.

10)The Role of Lesotho
Lesotho is a potential competitor with industrieshe Free State, especially in the light of its
access to more favourable trade agreements amgpus costs which are probably cheaper.
This should not be seen as a threat. Instead barsier economic and sub-contracting
linkages should be forged to the mutual benefibath areas. Enhanced collaboration with
Lesotho authorities should be encouraged.

11)The Province and its Neighbours
The reality is that political borders seldom codwiwith economic ones. While politicians
and government plan within their spatial boundar@nomic agents think more broadly.
Given the importance of Sasolburg to the Gautemg@my and potential competition from



Lesotho, pro-active action is needed to developptiowince as a base to serve other areas.
Even though not all the benefits will accrue to Fnee State, this is a clear route by which to
capitalise on the province’s central location.

12)The IDZ and Cargo Airport Debates

The IDZ and cargo airport questions are topicathe province. However before major
expense is incurred questions need to be asked aWdmu would use them and to what
purpose. Can a province develop an independent BDZ&rgo airport presupposes fast, bulk
transport to and from the facility to key natiomadrkets. Neither of these can be guaranteed
at present. The economic realities of the countégdnto be examined and not the competing
political goals in differing parts of the country province to possess such facilities. While
earlier studies have examined this issue botharGaldfields and the Bloemfontein areas, it
is unlikely that the more central towns in the pnoe have the capacity to sustain a cargo
airport or to reliably supply other markets. Thalitg is that Gauteng is the economic
heartland and, building on that core, developmenhé Sasolburg area is far more likely to
succeed and to generate real long-term benefithéoprovince.

5. Way Forward

What the study reveals is that the province playsrg defined and sector-specific role in the
national economy. Whilst key sectors such as mir@ng sub-sectors of agriculture have
experienced difficulties, other opportunities degant themselves. While there does not
appear to be a single, lead or dominant sub-sedtarh has the capacity to fundamentally
transform the province’s manufacturing potentiad, the following discussion reveals,
focusing on niche markets, providing appropriatécgcsupport and meeting local demands
are options which merit serious consideration.

In terms of the way forward, the report proposesous considerations which the PEAC
might consider in its planning for the future of mé&acturing industry in the Free State.
These are:

5.1 Policy Considerations

1) The development of a Manufacturing Industrial ppli¢hich recognises and supports
both large and small firms and the links betweemth

2) The need to recognise the limited and sector-gpacife which the Free State plays
in the South African manufacturing economy andabsociated need to build on the
strengths which exist.

3) The need to encourage Public-Private PartnershipieWthe Growth and
Development Agreement exists at the provincial lleaad there is collaboration in
cities such as Bloemfontein, the only really acgwvewth coalition is that of the Free
State Goldfields Development Centre. This couldesas a model for how to initiate
and promote manufacturing growth.

4) To acknowledge that many firms are branch plantstarwork within that context to
encourage their permanence.

5) To monitor the former Homeland points and respamgassible changes in their
industrial composition should such become imminent.

6) The need to investigate what support measureseniives can be provided.



5.2

7)

8)

9)

Parallel support for the informal sector and forcabEconomic Development is
required.

The need to acknowledge and respond to the long &ructural decline in the
mining industry and in sub-sectors of the agriaalktundustries and their related
processing and servicing components. This reqbiogls a search for alternatives and
a need to work on business expansion and reteptaors and support for existing
firms. Loss has been experienced and governmedsriediaise with exiting firms to
identify the challenges which they face in ordemptevent further closures. If such
challenges can be addressed through government atesnck.g. infrastructure
provision and training, such support could go aglavay to both maintaining and
hopefully expanding the current manufacturing baske clothing industry in
particular appears to be vulnerable to market obarand Business Expansion and
Retention strategies may well be timely and appatgr Current liaison between
Mangaung municipality and business should be emgmad both in that city and
elsewhere in the province.

Sectoral Support

In this study, small firms in particular expresssghcerns regarding markets, their
isolation, labour legislation and the lack of doweaming. This needs further
investigation to ensure that recent rapid growtthenSMME sector is not negated by
future losses.

10)To support SMMEs and also large firms which oftenvmle key downstreaming

links to SMMEs.

11)The need to encourage growth industries which ahgih new opportunities and

national policy e.g. jewellery and petro-chemicdls. the case of the jewellery
industry establishing a close working relationsbgtween local production plants and
government is important in terms of the provisidnadvice and research, and in
ensuring that there are links between training pratiuction and that marketing is
effective. In terms of petro-chemicals, the supplyphysical infrastructure and
appropriate skills training could go a long-way Helping with the distribution of

products and the expansion of the industry.

12)Whilst acknowledging climatic and economic limitats to further expansion in the

growing areas and the production potential of aerkay crops, opportunities exist
for the expanded production, and related induspiatessing, of more specialized
crops like paprika (currently being experimentedhwn Welkom) and horticultural
products. An additional activity which may have gmttal is that of the processing of
potatoes into chips. At present vast quantitiegathtoes are road-hauled to a factory
in distant Lambert’s Bay and turned into chips tlee fast-food industry. Given that
potatoes are a key Free State product and thenmedsi proximity to the country’s
main market, this option merits investigation.

13)Much of what the Free State produces is not soldhm province — mineral,

agricultural and petro-chemical products are destifor sale in Gauteng or in
markets further afield. Although this strengthems tole which the province plays in
the national economy, it means that inter-firm digks and local sales are not that
well developed. Opportunities exist to meet thedseaf local firms in areas such as
timber processing, cotton and various fabrics amadfproducts. Though demand
would be relatively small, this would provide idegdportunities for small / emerging
manufacturing firms in these areas.



14)The centrality of the Free State should not be loe&ed. While many firms’
preferred location is Johannesburg, for those withore regional or national focus,
the Free State’s centrality should make it a caatdidfor consideration. The
province’s centrality could recommend itself tofg in two possible ways:
- companies using the province as a base fromhvucmake and distribute
products nationally. The aforementioned potato gianis a case in point. At
present Afrox uses Welkom as a regional base. Theasons for doing so and
their experiences to date merit investigation tmlgyoolicy and inform other role-
players.
- in an era when bulk transport by road is mouwowgards the *hub and spoke’
model, there should be scope for the Free Stagfglviewed as a base for road
transport and distribution. This would stimulaténieée maintenance and sales, as
well as the possible use of old mine infrastructume the Goldfields as
warehousing or distribution centres.

5.3 Institutional Support

15)Province needs to work closely with local municifges to ensure alignment of plans,
to recognise growth sectors and to provide appaitgsupport.

16)There is a need for a provincial industrial supgbmicture to collect data and conduct
research. This structure should advise potentiedstors and existing firms and act as
a ‘one stop shop’, in accord with the provinciavBry Relief Strategy’s objectives.
Such an agency could also facilitate sub-contrgdiirkages.

17)The need to work with institutions of higher edumatto encourage research which
can improve production and create jobs.

18)The need to work with educational authorities tovpte skills appropriate to the
demands of the manufacturing economy.

19)The FDC has clearly influenced industrial developtria the province. This role and
the support which the FDC can offer needs to bemecdd. A key support measure
was the low rentals in the former Homeland growaings.

20)In a global era in which knowledge-based industryagarded as the way of the
future, a task team should establish the role whicimdustry can play, either on its
own or as a catalyst to help other industries engtovince.

54 Lesotho
21)As South Africa and Lesotho are part of the sam&orns union, and given the
physical proximity of Lesotho to many key centershe Free State, high-level talks
to encourage sub-contracting, inter-firm linkaggsnt negotiations and marketing
should be encouraged. At present the textile amithicly industry is the most obvious
sub-sector within which to encourage such dialogi@sotho should not be seen as a
rival but rather as a complement and partner td-tke State economy.



INTRODUCTION

1. Setting the Scene

The manufacturing industry is, historically, regagldas one of the key drivers in any regional
or national economy. It was the development of #uvanced manufacturing sector,
beginning in the 18 century, which propelled the world into the modema and which
provided a financial and technological basis fomplaved standards of living, modern
capitalism and, ultimately, advanced internatianahsactions. The experience of the United
States and Western Europe which achieved high deotlsocio-economic development,
consequent upon their industrial revolutions in188 and 18' centuries, was for many years
regarded as a ‘model’ for less developed countiigsulation has however proven to be
difficult owing to changing social and economiccaimstances at the local, national and
global levels and differing resource, financial aaghacity endowments.

In the more recent era, and more specifically tbet{i970 age of global instability and
integration, key changes have taken place witheesfm manufacturing industry — these
include greater flexibility in its operation andcétional choice, operation on a global level
(often to the detriment of regional and local eaoms), mass-closure of old, labour-
intensive industries in the older industrial coreapital-intensification, industrial change —
often negative - as a result of global trade apes#s and the weakening of traditional
spatial, industrial links to specific localities carresources. This has the significant
implication for developing countries that they canheimply emulate other, more successful
countries, but must now attempt to find a uniqueheaifor themselves in a continually
altering global environment.

South Africa has a well established manufacturiageh which places it well ahead of many
developing countries. However years of isolatiomeavy dependence on primary products
and global competition have been barriers to furdm@wth. Exceptions to this are sub-
sectors which have achieved competitiveness angnhanced market share. In the South
African context Bell and Madula (2002) concludetthaven current trends in the various
sectors which make up South Africa’s economy, mactufing has a vital role to play in
terms of employment and economic growth for botlonemic and political reasons.
However shortage of skills, technology and madaetess are barriers to further growth.

Change, both positive and negative, is clearlyngkplace within the South African and,
more specifically, the Free State economies. Sdrtleeamost important changes are:

- the closure of industries related to the miningustdy which is generally in a state of
decline

- the weakening of the agro-industrial base followahgnges in the agricultural sector

- the closure of industries which are no longer caitige globally in the face of cheap
imports,

- the expansion of industry in core clusters whiahglobally competitive e.g. chemical
and vehicles manufacturing in South Africa

- the encouragement of sub-contracting relationsbgiseen large and small firms to
the benefit of emerging firms, and

- the frequent closure of erstwhile state supportieohsf in or near the former
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Homelands

In the case of the Free State, key issues whichimwgact on the nature and future of the
manufacturing industry and its ability to createg@and associated economic spinoffs are:

- the rationalization of the industrial base in QwaQwarrismith and Botshabelo
following the termination of the Regional Industri2evelopment Programme in the
early 1990s.

- the closure of mines in the Goldfields with consaguimpacts on supplying and
downstream industries.

- the weakening of the agricultural base and relatgd-industries.

- the effects of cross-border industrial developmetesotho.

- key links between the petro-chemical base in Sasgland the Gauteng complex.

- the effects of small business support programmes.

- the absence of national SDIs and IDZs in the piazin

2. Objectives of the Study

In the light of the above considerations, the psgof the project was to develop a profile
of:
- how the industrial base has changed in the Free Steer approximately the last 20
years in response to the above-mentioned consiolesat
- the current status quo in terms of the provinceckistrial make-up.
- key spatial and sectoral variations and trends.

and

- to synthesize the viewpoints and strategies ofonatj provincial and local
government, relevant supporting agencies and kenater sector and industrial role-
players, regarding the opportunities and conssaivitich the sector faces and the
nature and effectiveness of current policy.

- to speculate on the future of the industrial sebamed on the preceding and to derive
key guidelines regarding the future of industrievelopment for the province.

Based on the issues specified in the precedingcovgs, the research team sought to find
answers to the following questions:

1) What is the current spatial and sectoral profilenahufacturing in the Free State, and
how has it changed in the recent past and why ?h&sip needs to be placed on the
core sub-sectors and ones which enjoy particudde Stupport e.g. jewelry.

2) What are the views of the manufacturing sector watpect to their commitment to
the province and their future plans? What are g@odunities and constraints which
they face ? Emphasis was placed on spatial vang@md the perceptions of firms in
the key sub-sectors.

3) Do the issues and concerns of the large and simma#l fn the province differ?

4) Does current policy and government support (atiealels) provide for the current
needs of the manufacturing sector ? If not, wiaat lse done to enhance the fortunes
of the industrial sector?

5) Can the manufacturing sector meaningfully impacthe development of the SMME
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sector?

6) What have been the effects of globalization, theeligpment of the industrial sector
in Lesotho, and national policy, on the provindmaustrial base ?

7) What have been the effects of the rationalizatibrst@ate support, the loss of mining,
and changes in the agricultural economy, and & tany interventions which can be
attempted in this regard ?

8) What is happening in the former RIDP Growth Poantd what is their future?

3. Methodology

The primary technique employed was a series of doterviews undertaken with a

representative sample, both spatially and secypralf key industries in the province.

Purposive sampling of officials in key local mupiailities, the government and support
agencies, for example the FDC and FGF, was alsertaicen. Detailed and comprehensive
guestionnaires were drawn up to fulfill the reqmemnts of the investigation (a copy of the
guestionnaire administered to the manufacturingdirs attached as Appendix 1).

Secondary research included a desk-top based redfide®y national industrial data-bases,
published documents, policy, previous research aratlemic articles. Key sources which
were drawn on include:

- The Free State Poverty Strategy

- The Free State Rural Development Framework

- Centre for Development Support Reports.

4. Structure of the Report and its Key Components

The report is divided into three broad sectionspelg: contextual considerations (policy and

related considerations), data presentation (witbcais on size based differences, selected
studies of the key sub-sectors in the province, spatial considerations), and lastly details

about the way forward and the conclusion. The driftglayers of analysis were provided to

interrogate the data from as many angles as pesdihe size based distinction was regarded
as a key focus for two reasons: firstly becausedhef importance attached to emerging

entrepreneurs in the province and the need to atelhow they are developing, and

secondly, the fact that the large propulsive indeist as a result of their significant levels of

employment, downstreaming capacity and ability conchate local economies need to be

understood as unique entities. A section on Leseths also incorporated because of the
role which that country plays as a potential competo the Free State and as an alternative
destination for investment.

This report is structured as follows:

- Introduction

- Industrial Overview — Global and in South Africa

- South African Policy

- Broad Trends in South Africa’s Manufacturing Eocary
- Free State Context
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- Free State Industrial Overview
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-Data Presentation:
- Size Considerations:

0 Large Firms

o Small Firms
- Sectoral Reports

o Clothing

o0 Petro-Chemical

o Jewellery Industry
- Spatial Considerations - industry and municipaditand the influence of Lesotho
- Conclusion, Discussion and Way Forward.
- Appendix 1
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INDUSTRIAL OVERVIEW — GLOBAL AND IN SOUTH AFRICA

Prior to the 1970s the world’s economy was charaete by a sense of permanence and
relatively fixed and predictable actions. Indudtpawer was concentrated in the developed
western nation and countries in the developing avtehded to play the role of being both
markets and suppliers of raw materials. In the $9@8 a result of a series of global crises,
namely the devaluation of the dollar, a petrol @razisis and the collapse of much of the
older, less efficient industries in the core ecom®msignificant changes started taking place,
namely:

- deindustrialization in the older industrial cor@grticular those areas which relied on
heavy industry, such as iron and steel and textiles

- the partial relocation of the locus of activities heavy and labour-intensive countries to
countries in the developing world and the so caMevly Industrializing countries in
particular,

- the continued exercise of control from the coréesit countries in which the global
economic head-quarters are based,

- the movement of the world system to one markednitability and unpredictability as
investors ceaselessly invest and disinvest in gearch for the most profitable locations,

- the focusing of the new *high tech’ industries oadtions within the developed world,

- the increased importance of global trade and tleakening’ of global borders as a result
of actions of the World Trade Organization, cheapelk transport and world-wide
subscription to the principle of globalization.

There is an associated belief that the geographiixefl places of production has been
replaced with a geography of flow and interconmettn a fluid world environment in which
little is fixed or permanent. Industrial activitg increasingly focused on defined industrial
districts and clusters, characterized by conceaatratof complementary, competing and
supporting industries e.g. vehicle clusters ankklihsupply and support firms.

One of the hallmarks of the preceding has beeftuitdity. Notions that manufacturing firms
are locality-bound in terms of their raw materidBsbour and markets have now been
replaced by a situation in which markets are gloaadl locational decisions and actions are
not bound to isolated spatial areas. While thissdmean that consumers now have access to
better quality and priced products, producers aondkers now face increased competition
from firms around the world and investors think deg the limits of their home area. As a
result, industrial economies are volatile and sttiije rapid change.

The preceding global considerations have directlicgapons for South Africa, particularly
after the re-absorption of the country into thebgloeconomy. This has meant that South
Africa’s manufacturers often face stiff competitimom more efficient producers in other
countries who can undercut their prices. Othergltiends which impacty on South Africa’s
industrial potential are:

- South African investors can now invest globally,

- Foreign investors are often still reluctant to siven South Africa because of political
perceptions and the fact that for labour-intensogerations there are many cheaper
labour destinations in the world,
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- The lowering of trade duties in terms of WTO rubnigas often impacted negatively on
local areas which have become dependent on ingsistvhich have proved to be
uncompetitive.

The situation is not however all negative. Posibwécomes include:

- manufacturing industries in which South Africa HBesome internationally competitive
(sometimes because of the weakened Rand), sudieandtor vehicle and component
industries, mineral beneficiation and the wine Btdy significant growth has been
experienced.

- Increasingly the core manufacturing areas are éeéfiolusters of economic activity,
particularly in terms of sub-sectors such as vekicimineral benefication and petro-
chemical clusters.

The manufacturing industry in the Free State ndedse analysed within these complex
realities. Local firms face stiff competition artetlocational attractiveness of the province is
now judged relative to other areas, nationally atdbally, which may have distinct
locational, market, labour, raw material and cltisteadvantages. In addition the Free State
manufacturing economy has been negatively affebyedhe perceived weakening of the
agricultural (and by implication the agro-indudijribase and the down-scaling of the mining
economy.
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SOUTH AFRICAN POLICY CONTEXT

South Africa has undergone significant changesims of its manufacturing policies. The
key shift has been from that of having been a statetrolled, Keynesian-based and
intervention driven economy to one in which thetestan alignment with monetarist / neo-
liberal principles, is seeking to facilitate a meirked growth path which allows for global
integration and open trade. Whilst the latter idie with international thinking and the
views of the global economic institutions at preéseindoes place those sub-sectors and
spatial areas which developed in an era of stagppmt in a vulnerable position. In this
section, pre-democracy and post-democracy manufagtwpolicy is outlined, with an
emphasis on the more recent period, as this prewiie essential context in which the Free
State is now situated.

1. The Pre-Democracy Period

In this period, the South African government, inglal with many countries in the world,
subscribed to a policy grounded on state intergenia the economy. This was based on the
principles of Keynesian thinking, which argued tktte direction, particularly in periods of
economic crisis, was a legitimate policy to purstigs policy was later to be extended in an
effort to further the country’s apartheid spatiatiandustrial policies. Key features of this era
were:

- the practice of import substitution, i.e. the drieebe self-sufficient through state support
of industries. These were often large and capitednisive. This approach had been in
evidence since the 1920s and found expression ppost for the fledging ISCOR
enterprise. In terms of the Free State, the mogbab example was the establishment of
SASOL in the 1940s.

- the institution of a significant range of traderns which ensured that imported goods
could not compete on price terms with local produtkis resulted in uncompetitive
enterprises which would have struggled to suruivan open market economy.

- From the 1960s under the Decentralization Politate( called the Regional Industrial
Development Programme), the state extended itsvenidon to the Homeland enclaves.
In and around these areas, in designated induateak, firms, often from Asia, received
generous subsidies to set up operations. Via thlisyp state intervention predicated on
racial ideology resulted in a concerted attempsed up the Homelands as economic
entities, allegedly ‘independent’ of South Afriddassive state subsidies were required to
maintain the policy and when these subsidies ceasdtle early 1990s, many areas
experienced significant disinvestment. In the F&tate, areas such as Bloemfontein,
ThabaNchu, Botshabelo, Harrismith and QwaQwa weeettly affected.

2. The Period of Change

Manufacturing policy began a slow process of change the 1970s through to the 1990s.

Key aspects of this re-alignment were:

- the work of the Reynders Commission in 1972 whicjuead that in order to remain
competitive South Africa should move from an ImpBubstituting industrial policy to an
Export Orientated one. The subsequent provisiostaie subsidies to exporters assisted
in this regard. International trade barriers agathe apartheid state, and the seeming
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reluctance of the state fully to abandon its seffisency beliefs, meant that slow
progress was made in this respect.

- The rationalization of the RIDP in 1991 and theeefiive abandonment of former
designated growth points in favour of aspatial paogmnes.

- From the 1980s the gradual shift to support for S84Mvhich were seen as building
blocks for entrepreneurs and which could play arkds in terms of sub-contracting.

- Gradual modification of labour laws, mainly in th890s which ensured a more humane
dispensation for workers.

- A key break was the 1996 GEAR or Macro-EconomicoRefProgramme which clearly
delineated the shift from a state policy of inteen to one of facilitating the free
market and aligning the country’s economy with ringtional thinking in terms of free
trade, a drive for competitiveness and encourageofanarket forces.

3. Post-Democracy Changes

Building on the above-mentioned policy shifts, gngicant range of industrial policy
prescriptions now exists for the Free State manufaxg economy. Key amongst these are:

- Support for SMMES, since the mid-1990s, in recagnibf their key role in employment
generation, entrepreneurial development and forceulracting from larger enterprises.
A range of DTI support policies and institutiong am place and are subject to review.

- Support for defined economic clusters of activityy. the Vehicle and Petro-Chemical
clusters.

- The establishment of Manufacturing Advisory Centtesencourage manufacturing
development.

- The Export Credit and Foreign Investment ReinswaBcheme which provides export
marketing and investment assistance.

- Support for Industrial Development Zones (and Sprsviously) as areas of identified
potential which justify the provision of infrastrtuce.

- The Microeconomic Reform Strategy, which seeks ddress the inequalities in the
country and to build on the RDP. It does this byufing on issues of the geographical
spread of activity; integration; black economic emprment; knowledge-led growth;
skills development; and state responsiveness. Fcptaced on competitiveness and
sectors such as tourism, ICT, cultural industeégmical, clothing and textiles.

- The Integrated Manufacturing Strategy which see&s ehcourage integration in
production chains, to tap into markets, to deve&&DC links, to focus on beneficiation
and value-adding, equity and participation and kKedge intensity. Key focal sub-sectors
which have been identified for support include:tltiog and textiles; agro-processing;
metals and minerals; tourism; automation and trarispcrafts; chemicals and
biotechnology; and knowledge intensive services.

- DTl support for Strategic Industrial Projects, 8bupport and the Critical Infrastructure
Programme.

- DTI's 2002 Accelerating Growth and Development pplwhich seeks to make the
economy more competitive and to encourage the dsekCD and knowledge-based
development. The policy is informed by the belledttreliance cannot be placed on raw
material and ‘cheap labour’ based manufacturingelb@ment or privileged access to
markets. Future competitiveness is seen as beingeirareas of ICT, technology, and
operations based on efficiency, responsivenessaguing into value chains.

- DTI's 2014 Vision, as spelt out in the Medium TeBtrategy Framework, states that
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government is “working towards an adaptive econoaoharacterized by growth,
employment and equity, and built on the full poknof all persons, communities and
geographic areas”. Strategic goals in this regaedt@a accelerate economic growth, to
encourage job creation and to increase econompubaut

4. Conclusion

It is important to note that even though new pekcare in place, earlier policy has left a
legacy in the Free State which cannot be ignoréd.tWo most obvious hangovers from the
past were state support for the SASOL complex hadestablishment of Homeland Growth
Points. Both of these created key infrastructarad manufacturing bases which are still
critical to the Free State’s economy. Planning thesds to take cognizance of both past and
current policies, their effects and legacies.
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BROAD TRENDS IN SOUTH AFRICA’'S MANUFACTURING ECONOM Y

Since 1994 the manufacturing economy has growmetfdirly subdued rate of 1,8% p.a.
Sectors which have performed below average incle@tghing, food, footwear and metal
products. Higher performing sectors include: cargemicals and ICT. While a decline in
mineral exports has been noted, all other sectergiareasingly more export orientated, with
the vehicle industry being a key leader in thigarel. Whilst sound policies are encouraging
manufacturing expansion, issues of crime, AIDS, petition from imports, skills losses, and
a poor skills base, are cause for concern.

1. Labour and Employment

Labour productivity has risen 26% since 1994, bbtlpss has accelerated. A study by TIPS
in 2001, entitled, ‘Snapshot of Industry-Wide Trendh Employment, 1991-2001’,
established that at a national level, labour sheglhas been most pronounced in the
goldmining and agriculture sectors, ie. the twoneostones of the Free State economy.
Labour gains have been in sub-sectors such asfegastics, printing, chemicals and ICT.
TIPS concludes that job loss has been pronounceaube of poor performance in certain
sub-sectors and reduced labour intensity in othexasa Between 1997 and 2001
approximately 2,4% of manufacturing jobs were lost.

2. Manufacturing and the Economy

Since 1971 manufacturing’s contribution to the exop has remained relatively constant at
between 27,1 and 29,5% of GDP. Manufacturing hageler increased in importance in
terms of exports and now constitutes 53,3% of &pbrts. This is partially as a result of the
declining role played by mineral exports (TIPS, 200A Review of the Changing
Composition of the South African Economy). The shaf national manufacturing output
which is now exported has risen from 13% to 21%icating that the economy is gradually
becoming more export orientated.

In terms of improved value-adding, the best perfogysub-sectors since 1997 have been
plastics, communication and leather goods. Sontkeofvorst performing are those which are
important to the Free State, namely, food procgssitothing and textiles (TIPS, 2002:
Snapshot of Industry-Wide Trends in Value-Added®1:2001).

A worrying trend noted in 2003 was that manufacroutput declined by 2,3% compared
with 2002, chemicals declined by 5,7% and metaldpots by 12,6%. (StatsSA, 2003,
P3041.2).

3. The Free State Within the National Context
In terms of the country’s manufacturing economytaia key themes can be identified:
- key sub-sectors in the Free State are those relatélode agro- and mineral industries,

which are experiencing retarded growth or evenideclt the national level.
- Many of the Free State’s largest industries arendirgplants of firms head-quartered
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elsewhere. This reduces the long-term commitmenthefcompanies to the province
along with their ability and willingness to involviemselves in local development
issues.

The Free State as a whole contributed R 33,5 hiliio 2001 to the national economy
which represents a modest 5,8% of the national GDP.

The last Census of Manufacturing (StatsSA, 199&hdished that 3,8% of the nation’s
manufacturing establishments and 3,7% of its oupgénerated in the Free State

Key growth areas identified by the DTI in the Fi®tate are: machinery and equipment,
floriculture, fruit and vegetables, leather tannarg finishing, jewelry manufacture and
downstreaming from petrochemicals.
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THE FREE STATE CONTEXT: A STUDY OF THE MANUFACTURIN G INDUSTRY
IN THE FREE STATE AND AN OVERVIEW OF AVAILABLE LITE RATURE

1. Introduction

The aim of this section is to provide a literatuneerview of the key arguments for, and
approaches to, the manufacturing industry in theeF$tate. The review integrates the
documentation listed in the reference list. Théofwing key themes are dealt with:

» a brief historical perspective on industrial depat@nt in the Free State;

* an overview of the manufacturing industry in thed-6tate;

* an overview of the main documents on economic dgveént and planning in the
Free State;

* the LED fund and manufacturing; and

* an assessment of core themes in the availablatlites.

2. Historical perspective on manufacturing in the FreeState

Manufacturing emerged in the Free State in the 18fecentury in response to the need to
process agricultural products and to meet the ddmahthe growing urban centres. In the
following century the growth of mining led to thdversification and growth of the
manufacturing and servicing sectors in those towifse history of the manufacturing
industry in the Free State, however, cannot becteth from apartheid planning and
homeland development. Furthermore, the decisiored@mblish SASOL and Sasolburg
changed the industrial landscape of the northeee F8tate. Although some industries
developed elsewhere, the provincial manufacturgagd$cape still mirrors the results of
industrial development in former homeland areastaadievelopment of SASOL. Strategies
to ensure that black people remained in the hordedagas were to develop border industries,
on the one hand, and industries (usually whiteT@iwanese-owned) inside the homelands,
on the other. This went hand in hand with huge iglidss for decentralisation. Initially the
focus was on creating border industries, but ati®68 it shifted to the promotion of
industries within the homelands, and also to enguai larger degree of white capital. Later
on, these subsidies became available in varioussfamder the auspices of the 1981 RIDP
and included capital and wage subsidies.

In the Free State three areas were declared inaludévelopment points, namely Qwagwa
(including Tshiami), Botshabelo and Thaba Nchu.Béitshabelo 57 factories, employing 10

000 people, were erected by 1990. In Qwaqwa ajpedgly 360 factories (180 big and 180

small) were developed, employing approximately 80 People by 1990. No comparable
figures are available for Thaba Nchu. Krige (1998B) summarised the industrial

development in Botshabelo as follows: “As one of tmany designated growth points

Botshabelo receives state incentives in an attéongttract local and international investment
in the area. The level of these incentives is shahBotshabelo and other growth points can
claim to be amongst the cheapest places from wdoechpanies can produce. Its financial
cost to the state is indeed high, but it is theleatgxd workers of Botshabelo who bear the real
burdens.”
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Bloemfontein was proclaimed an industrial de-coh@@ion point in 1988 and for this
purpose a bundled development was proposed witbstablishment of Bloemdustria, 20 km
east of Bloemfontein. Krige records that by 19@@ht factories were operating in
Bloemdustria. Since 1990 this figure has not iasegl. In fact, there is now evidence of
empty buildings and buildings being used for watesiing purposes.

The policy of industrial decentralisation was cized on the grounds that locating industries
in the homeland areas did not make economic sefBe. large-scale subsidies that
accompanied the process were also a major pocdrdéention. The fact that these incentives
were specifically designed to keep black peopleunal areas was also a contentious issue.
To a large extent political sentiment and policyedeined the spatial outline of economic
policy in South Africa. The long-term commitment iodustrialists, after the period of
subsidization had expired, was always in doubte f&ct that trade unions were not allowed
and that cheap labour was available led to numerepsrts of workers, usually women,
being underpaid in these industries. It must kea@wledged however that these policies did
ensure some form of income for those living in tlbeneland areas.

With the demise of apartheid in the early 1990s, shbsidies were discontinued, bringing
new challenges for the former homeland areas. tAflemm the major efforts at
industrialisation, the economy of these areas wals @ high levels of investment, and a
high degree of employment, in the public secton atldition to the normal government
machinery, various development corporations wet@béshed, which had a significant
impact.

3. A broad overview of the manufacturing industry in the Free State

The aim of this section is to provide an assesskthte issues hampering the manufacturing
industry in the Free State. The following issueseMrequently mentioned in the literature:

» Compared to other provinces, the manufacturing msatremely small and under-
developed (16% of the total provincial GGP) (Urlesmon, 2003). However, the
Department of Economic Affairs and Tourism (DEATaswof the opinion that it had
improved since the early 1990s.

* No significant trade links exist with neighbouriagd foreign countries.

* There is an extremely high level of dependencehenprimary sector — mining and
agriculture (DEAT, 1998).

* Unbalanced economic growth occurs in the spacecangn

Although another section of this study looks atnghag trends in the manufacturing

industry, a brief overview of the statistics in titerature is be provided here (see Figure 1,
Figure 2 and Table 1).
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Relative contribution per sector

Hect & water

Figure 1: Relative contribution per sector in therée State, 1990 and 2002 (Source:
Urban-econ, 2003)

Sectoral employment distribution

Elect & wate
Comm. Seru
Houzeholds

Figure 2: Sectoral employment contribution in therée State, 1996 and 2002(Source:
Urban-econ, 2003)

Table 1: Growth trends in the manufacturing industrof the Free State, 1970 — 2002

Period Manufacturing growth for period
197(-197¢ 5%
197E-198( 3.9%
198(-198¢ 0.6%
198E-199( 2.6%
199¢-200: -1.2%
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Free State manufacturing contributes nearly 16%#sd&GP in the Free State and 3.6% of the
national manufacturing GGP (DEAT, 1998; Urban-ecad)0). Compared to the national
population share of the Free State of approximaiéty these figures appear to indicate the
underdevelopment of the manufacturing industnhafree State.

Although considerable growth took place between01&7d 1980, growth declined between
1980 and 1990. A negative growth rate is also tegofor the period 1996-2002. This
translated into negative growth in employment. agHecon in a study for the Premier’'s
Economic Advisory Council claim that, between 1986d 2002, the percentage of
employment opportunities in manufacturing droppeainf 7.5% of the total employment
figures to 6.5%. The northern Free State contrbu®@b of the manufacturing output in the
Free State. This underscores the dominance of lkenical and petroleum industry in
Sasolburg (Urban-econ, 2003). The comparativerdiguor the remaining districts are:
Motheo 13%, Lejweleputswa 6%, Thabo Mafutsanyana & Xhariep 2%. This
dominance of the northern Free State is furthdectdd in Urban-econ’s (2000) contention
to the effect that 45% of the gross output in maatufring originates from Sasolburg. As
only 4% of the Free State manufacturing establistismare located there, and Sasolburg
provides only 17% of manufacturing employment pagars that manufacturing in Sasolburg
is capital-intensive.

Other key attributes of the manufacturing industryhe Free State according to Urban-econ
(2003) are:

* The GDP contribution to manufacturing has alwaysnbproportionally higher than
its contribution to employment in the Free Statélhe 2002 contribution of
manufacturing to the Free State economy was 16%gasist just over 6% of the
employment opportunities.

* The decline in employment has been proportionaiijhdr than the decline in the
contribution of manufacturing to the Free Statenecoy.

* The growth of manufacturing in the Free State haterperformed in relation to the
domestic economy.

» Considering the location quotients, manufacturmaat regarded as a sector with a
competitive advantage in the Free State.

Urban-econ (2000) provides the following statidticaverview of the Free State
manufacturing sector for 1993:

» 851 establishments existed;
» approximately 46 500 people were employed; and
» the gross output was R 8 170 million.

Interestingly, Urban-econ concluded from the abaolaa that the manufacturing sector
although small was relatively strong and showinglthe growth. However, to draw such a
conclusion in 2000, based on 1993 data and in i@ bf the major decentralisation
subsidies that were available between 1985 and,1®86 perhaps rather optimistic. The
DEAT (1998) was of the opinion that one of the leiggchallenges in the Free State was to
ensure sustainable economic growth within a competenvironment through the expansion
of the manufacturing sector.
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4. The Planning Overview

Although the intention of this overview is to prdeia review of the key arguments and
approaches pertaining to the manufacturing industoyne background regarding the Free
State Development Plan and the Free State PovetigfStrategy is necessary.

4.1 The Free State Poverty Relief Strategy

The goal of the Free State Poverty Relief Stratedy reduce poverty amongst the Free State
population from the current 63% to 45% by 2010, 868 by 2020. The strategy further
states that, internationally, a target (the Millern Development Goals) has been set to
reduce the proportion of the population living ktreme poverty by half, by the year 2015.
The Department of Social Welfare has been giverighe role in eradicating poverty in the
province. The two main mechanisms for achieving &ne the provision of social grants and
the establishment of projects to generate incomh (specific implications for LED). The
strategy also points out that the provincial altaoaof resources is directed away from job
creation and economic development (only 2.4% of1t®@8/9 budget was allocated to this
end). The Strategy identifies the following meawfs promoting job creation and of
sustaining households: the agricultural sector; S¥8Mpublic work programmes; projects
generating income and social grants. In many sanbdn areas, social grants are one of the
main contributors to the local economy.

The Free State Poverty Relief Strategy has theviallg key proposals with regard to
promoting jobs and income:

* A much larger network of business advisors shoeleédiablished throughout the Free
State. People who are capable of working with oaemterprises are needed, backed
up by a team of high-quality advisors. This tednoudd also be capable of analysing
a business employing 20 to 50 persons and helpem to improve productivity. It is
felt that this approach is likely to make the bigilgenpact on jobs. These advisors
could be located within a network of Business Smr@entres.

« A proactive process is needed to identify busiressith a potential for growth
Many of these businesses are likely to be owned/ite people. To ensure that the
support of the Business Service Centres filtersudh to previously disadvantaged
people, such support should be subject to the tiondihat businesses adopt
affirmative action policies and engage in the trajrand development of staff.

* No single department should provide all these sfistiservices. A range of
specialist services should be set up, to whichlacgl extension/business advisor can
refer people, or which can be accessed, for exanthteugh the Internet. The
following services, in particular, should be inchad

- A marketing advisory service, providing advice rmarket research, promotion and
export enquiries. This service should also cormtli a Free State Directory of
Suppliers, so that people can source locally whessible.

- The development of more local brands.

- An advisory service for agri-processing and fandustrialisation. This service
should provide specialist help in respect of bussnplans, health and hygiene,
equipment issues, etc.

! The Department of Economic Affairs has recentlgiertaken such a study.
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- Specialist tourism advisors.

- Small-scale mining advisors. (It should be ndteat it will not help to have advisors
in this sector without taking due cognisance oflitmted number of potential small-
scale mining operations).

- Retail advisors for small shopkeepers, to hetgpshn small towns to remain viable.

* Many services could be outsourced, but should beeded through a Free State
branded provider. Donor funding might facilitate #etting up of such a service.

* There needs to be an extended “development teamratpg at the level of each
council. It should provide a range of skills regdir for developing businesses,
income-generating projects, as well as other fonsti This will require a further
study of the core processes of departments, as aglpossible restructuring.
Administrative boundaries should also be linkedDistrict Council boundaries, so
that development can be co-ordinated at that level.

* Great care must be taken with the current fundireg@ammes (for example, the
Community Poverty Fund, Land Reform Grant and Pgvédleviation Fund) to
ensure that they really help to create viable @nisgs. In view of the difficulties that
they have experienced, they should be thoroughéveduated.

 Government needs to review its approval processeghiese funds. It needs to
simplify and standardise these processes and reguntealised control. It can only do
this by ensuring that there is greater capacittha groups and by providing much
more training to project participants to ensurebiiy. It should also help with
aftercare. To facilitate sustainability, participgshould also be required to save in a
disciplined manner before receiving support. [Pbce in financial management
should also be required.

* The support for labour-based construction methdasild continue. Even if such
expedients are temporary, they do provide a sooféecome that is significant for
the households involved.

* The Free State Government should approach thedere¢'s Office to enquire about
the potential for using a subsidy, similar to theuding and Land Grant, as a
Sustainable Livelihood Grant. This grant should shdject to the submission and
approval of a business plan, as in the case dfahd Grant.

» All of these recommendations will come to nothindess there is a major review of
the allocations in respect of economic developm&he biggest problem facing the
Free State is poverty and lack of income. The buddlecation for economic
development must be increased to much more thaoutient 2% if there is to be a
serious attempt by the province to help peoplentoeiase their income. Failing that,
the province will simply have to wait and see witit impact of the macro-economic
policy of the State will be. The province will camie to be a provider of welfare, but
not a serious stakeholder in the battle for locah®@mic development.

Many of the points mentioned above will be touclmdagain in the remainder of this
document. It must be acknowledged that many cfetheitiatives will need to take place in
the context of a changing global economy. Althoaughimpossible, it might be difficult to
implement them. However, a more worrisome aspetttedact that, since the acceptance of
the Free State Poverty Relief Strategy, little pesg has been made with the proposed
initiatives which also require extensive fundinghe suggestion concerning a reallocation of
the budget is valid, but is unlikely to be sufficie

4.2 The Free State Development Plan
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The Free State Development Plan has five key pyiareas, namely: -

* enhancing economic development and job creation;

» providing and facilitating sustainable developmefninfrastructure;

* investing in the development of the people of ttevmce;

* ensuring a safe and secure environment; and

» good co-operative governance with sustainable tisesources and the environment.

In terms of economic development and job creatmmumber of strategies are proposed.
These strategies are:

» strengthening the competitive advantage of the Etate;

* promoting the creation and expansion of SMMEs;

* enhancing security of livelihoods and self-relignce

» obtaining an increased share in the tourism makétinvestment in the economy;

» expanding and diversifying the agricultural se¢agri-processing);

» adding value to mining products and petro-chemjcals

* sustaining a viable mining industry; and

» developing and expanding the transport and digiobuindustry (expansion of
warehousing).

In order to strengthen the competitive advantagb@free State, the strategy states that “we
will develop a comprehensive economic strategytlfi@ Province, establish and support a
system to promote private inward investment in &egnomic sectors, finalise and implement
sectoral development zones and economic corridorshe Free State (including SDIs and
IDZs) and promote the export of Free State products

In order to achieve the creation and expansion MMSEs, the following actions are
suggested:

 Work in partnership with business and local govexnin establish a public-private
partnership to support economic development angdtassinicipalities in planning and
supporting programmes for local economic develogmen

» Establish a variety of support bases for SMMEs|utiiog a support infrastructure for
local businesses, with 100 micro-business adviands60 small business advisors across
the province. Establish a central infrastructurestgoport businesses, including eight
specialist business advisors. Establish a markernmation system and an industrial
database for the Free State.

» Establish a project to support local procurementldrge public- and private-sector
organisations.

* Provide assistance in the training of SMMES in bess skills and in the establishment of
an award for entrepreneurs throughout the province.

In terms of diversifying production and adding alto agricultural products before they
leave the province, the following action will b&kéa: “We will research and implement new
agricultural product ranges, establish the capatatysupport agri-processing (research,
technical aspects, business, marketing) and estallew black farmers. Research that
supports value-adding, as well as the developmémiew products in mining and petro-
chemicals, will be considered. A strategy that bandeveloped and implemented in the
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jewellery manufacturing industry will be promotedhile a strategy for the establishment of
small-scale mining will be advocated specificalty the mining industry, if such a step
appears to be viable. The mining industry will dmnsulted on measures to improve the
sustainability of existing mines, as well as widgard to the opening of new mines”. In
terms of developing the transport industry, thenpd@gues that the Free State occupies a
central position in the country, with many mainasand rail routes passing through it. In
order to improve these facilities, the provincel wilek to develop a strategy for transport and
distribution, including warehousing. The developimef a dry port, including a cargo
airport, is also being planned.

Although the Free State Development Plan is lawd#&dl its comprehensive approach, the

following critical questions are relevant:

* Has enough research been carried out in orderderstand the global economy and the
links with the Free State and other local econonmethe Free State? What are the
current trends and how do they impact on local ennes?

* Would it not be wiser to give priority to one ordvapproaches rather than the current
eight approaches?

* The time has probably also come for an assessnigmtogress made thus far in the
implementation of the strategy.

4.3  The Free State Growth and Development Agreement

The Free State Growth and Development Agreementheasesult of a summit conducted in
October 2003. It was co-signed by the provinc@alegnment, organised business, organised
labour, certain youth sectors and other spheregowérnment. In essence, the agreement
aims to re-focus various processes that have cogedesince 1994, including the Free State
Development Plan. In terms of the manufacturirdystry, the following relevant goals were
laid out in this document:

» Petrol-chemical down-streaming, agro-industry aaldl gewellery manufacturing are
seen as the most important areas for sector focus.

* The importance of industry clustering and forwamt ébackward links between
industries is highlighted.

* The plan is based on local action and implememaftio which infrastructure
development and access to basic services featonarpently.

* There is an emphasis on skills development.

* Alist of immediate interventions to create jobsludes: public investment initiatives;
community—based public works programmes; sectdnpeships and strategies; local
procurement; small enterprise promotion; and suppfazo-operative initiatives.
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4. The LED Fund and manufacturing

In an evaluation of LED projects in the Free StayeMarais et al. (2002), and also in the
light of the extensive support of the so-calledoime-generating projects of the Department
of Social Development, it was found that most mtge¢hat aimed to enter the manufacturing
business had failed. The following main reasoasavidentified:

* An appropriate market study had not been completed.

» Appropriate business plans with assessments ofig@ssompetitors were not
formulated.

* Long-term capital backing was not always available.

* Product quality was inconsistent.

» Competitiveness and marketing proved problematic.

Projects/businesses that did, in fact, exhibit sdmo@e of success had the following
characteristics:

* good mentoring;
» excellent product development; and
» the production of unique products rather than fasting goods.

Table 2 provides an assessment of the differertoien which LED programmes have
focused.

Table 2: An overview of projects and investmentHree State LED projects, 1999 — 2001

Sector Number of projects % Investment in 2000 %
Agriculture 1 43.7" 7 861 51.6P
Mining jl 6.25 87( 5.71
Infrastructure B 18.7¢ 3 037 19.94
Tourism 0 0.0( 0 0.0(
Environment 0 0.0( 0 0.0(
Manufacturing 5 31.2¢ 3 46( 22.7P
Total 16 100.0( 15 228 100.00

Source: Marais et al., 2002

The assessment revealed that none of the projemssfinancially sustainable. However,
there was a small number of projects with some miiatieto become viable. Five of the
projects were manufacturing-related, with an invesit value totalling R3.5-million. There
is thus no clear indication that pro-poor LED witeate sustainable employment beyond the
period of funding.

6. Key themes from the literature

6.1 Sectoral issues
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It is noteworthy that virtually no specific sectbstatus quo reports in the Free State exist.
As a result, although a number of documents arelad@ nationally, planning for the
manufacturing industry in the Free State is basedimited information. Hopefully, this
report will contribute to a better understandinghis regard.

Most documents mention the following sectors towasthich the manufacturing investment
drive should be geared:

* jewellery;

* petro-chemicals;

» farm machinery and equipment;
» leather tanning and finishing;

e agro—processing; and

» pharmaceuticals (R&D).

It seems that most of these envisaged sectoras jplanbased on the following assumptions:

» that the raw products are available in the FregeSta

» that the Free State market will absorb the bulthete products;

* that an international market exists for the spegfioducts;

» that government can manipulate manufacturing dmtssdirectly and that enough
resources exist to do so; and

» that there is currently no competition.

The above assumptions do not take the followingetspinto consideration:

 The Free State comprises an extremely small path@fmarket in South Africa.
Marais and Botes (2002) have shown that the Frate Stesotho and the Northern
Cape combined hardly make up more than 7% of thehS&frican market.

* The procurement procedures of big business havegeldaconsiderably during the
last 10 years. In essence manufactured goodsoarees from procurement centres
in Gauteng. From there, they are distributed thinoudjthe country.

* Most of these assumptions have been made withthiraugh understanding of the
current needs of existing manufacturing enterprises

* A limited understanding of the different roles dketprivate and public sector is
displayed in most of these plans.

Despite these comments, it should be pointed @aitdbme documents do mention the fact
that government should facilitate an environmerdt tis favourable to trade and private
investment. What is probably a greater cause émcern is the fact that such ideas are
seldom operationalised in terms of practical aresngnts.

6.2  Spatial aspects

The largest concentration of manufacturing concesngn the Bloemfontein magisterial
district, which contains approximately 27% of thencerns in the Free State (DEAT 1998;
Urban-econ, 2000). However, the economic dominaric®asolburg is reflected in the fact
that, as already pointed out, Urban-econ (2003gstthat 71% of the contribution to the
manufacturing industry in the Free State origin&tes the northern Free State.
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The DEAT (1998) identified the spatial transforroatiof the Free State economy as one of
its major challenges. A number of spatial consitlens are mentioned, such as the type and
location of industry. The following serve as exd@sp

Botshabelo as IDZ

A report by Urban-econ (2000) motivates the vieat tRotshabelo should be designated as a
preferred IDZ location in the Free State and thathould be accorded a provisional IDZ
operator permit. (A more detailed assessment sfghocess, along with the results of the
report, is provided later in this document.) Altigh the focus should be on Botshabelo,
Urban-econ suggests that the IDZ should includegingraphical areas of Bloemfontein,
Botshabelo and Thaba Nchu. It should be noted YMatkkom (Matjhabeng), Sasolburg
(Metsimaholo) and the Eastern Free State havelafinpd for the IDZ linked to a cargo
airport. So, even within the Free State, condidssts in this regard. The proposed delineated
IDZ should further form part of a Spatial Developménitiative stretching from Welkom to
Bloemfontein, Botshabelo and Thaba Nchu, to linkwigh Phuthaditjhaba and eventually
with Harrismith. No funding will be made availalib the Free State for the development of
such an initiative as a national cabinet decisiam been taken not to have any additional
inland port, other than Johannesburg.

Chemcity in Sasolburg (Petro-chemicals)

The DEAT (1998) adsvocated the concept of a Chgnfioit Sasolburg. The emphasis was
laid on downstream chemicals worth billions of rarshd it was foreseen that 500 factories
would be in operation, should the project mates@li The sectoral report on Petro-chemicals
will reflect on this.

Jewellery in the Free State Goldfields

The DEAT (1998) was of the opinion that the Freat&Goldfields had the potential for the
development of value-added ventures related to liesye A spokesperson for the
Department mentioned that Harmony Gold Refineryinginia, one of two gold refineries in
South Africa, had obtained permission from the So@ffrican Reserve Bank to sell
approximately a third of its gold production, amtng to eight tons per annum, directly to
private individuals and jewellery manufacturers.ccérdingly, the manufacturing of up-
market rings, earrings, bracelets, anklets anddhe® made of gold, silver and precious and
semiprecious stones, mined in South Africa, shdiddoromoted. Virginia is seen as the
prime location for such a project, and such anstiguhas been located there.

Leather tanning and finishing near Sasolburg

In this regard the DEAT advocated the establishroétanneries for the processing of cattle,
sheep and ostrich hides into “wet blues”, and thistiing of leather products for domestic
and foreign markets.

Pharmaceuticals (R & D)

This is based on the successful university intgtFARMOVS (which in the meantime has
merged with Paraxell), as well as Quintiles, a gevcompany that was established by
dissatisfied employees of FARMOVS. It should béedahat these two companies are based
much more on research than on manufacturing. @rgnfor example, is to a large extent a
bio-statistical company that interprets the resofifgharmaceutical experiments.
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The DEAT (1998) also proposed four developmentidors or clusters, namely:

* ajewellery corridor in Welkom;

e a Bloemfontein/Botshabelo/Thaba Nchu corridor;

e an Eastern Free State / Lesotho tourism corridat; a
» a Free State / North West farming machinery cluster

Although this report will evaluate some of thespeass later, certain important observations
need to be made at this stage:

* The relationship between the private and publidascin the financing of such
initiatives is not always specified. What is tyglg absent from these assessments is
a thorough analysis of the necessary public seictegstment and the activities
required in order to ensure private-sector inveatme

* As also noted earlier, the relationship betweerptaee of production, the market size
in the Free State and the national and interndtimaaket is needed in order to draw
spatial and sectoral conclusions about potential.

6.3 Infrastructure
The following infrastructure needs were identified

* the upgrading of the secondary road links in thet&a Free State; and

* the upgrading of the Bloemfontein airport and te&aklishment of the airport as an
international airport. Some documents also mentie potential of the airport at
Thaba Nchu, which is currently not being utilised.

The DEAT felt that one of its biggest challengesswiadustrial and infrastructural
development. Although the need for infrastructdexvelopment has been identified, it is
seldom quantified and prioritised. Furthermoreisitalso unlikely that extensive funding
within the provincial government budgets is avdéabvhich means that, for many of these
large-scale infrastructure projects, the proving@mernment should obtain national funding.

6.4 Institutional aspects

The institutional environment has a bearing on llao@estment in terms of manufacturing.
For example, what is the relationship between ttesiRcial Government and the various
local and district municipalities? The followingoad comments apply:

* The Free State Development Corporation (FDC) ismonly viewed as a role-player
in financing the manufacturing industry.

* The DEAT argued that local governments were notpmiant to deal with investors.
Provincial and local government should work oubenmon vision in this regard.

« The DEAT was also of the opinion that more co-cation between provincial
government and local government would enhance sindiidevelopment. A uniform
approach and understanding in respect of faciigginvestments should be applied.

 An area that also seems to be vague is the reddipnbetween provincial and
national government. It seems highly unlikely ttiare are enough resources in the
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budget of the Free State to provide for the econaltyi related infrastructure. The
implication is that some special funding mechanssiould be developed.

6.5  The role of business

The DEAT claimed that their proposals provided Brevincial Government, business and
labour with a common vision in order to move tovaran ideal. The Growth and
Development Agreement also emphasises the rolasiéss. Although the emphasis on the
role of business is important, and should probddglytaken forward in terms of operational
structures, it assumes that business in the Fage Bta unified entity with enough capital to
change the landscape of the Free State. In re#liéynecessary capital to invest in such
initiatives would probably have to come from outsttie Free State.

6.6  Costs and funding
The DEAT provided a detailed assessment of thenties required to create employment:

Table 3: The cost of generating employment oppoities in manufacturing in the Free

State, 1998
Initial Cost per Cost per
investment | Direct Indirect | direct job indirect job
Type of manufacturing industry | (ZAR) jobs jobs (ZAR) (ZAR)
Farming machinery and equipment 70 000 Q0O 255 0150 274510 46 667
Leather training and finishing 56 000 0D0 200 1 600 280 000 35 00(
Gold jewellery 28 000 000 8p 225 350 0p0 124 444
Petro-chemicals 315 000 000 450 2 500 700 000 0R6 0
Pharmaceuticals 70 000 000 1p0 210 583 333 333 333
Total/average 539 000 000 1105 6 035 487 (783 a9 31

Source: Department of Economic Affairs and Touri$898

As indicated in Table 3, it would have cost R483,7@ average, to create each of the direct
jobs envisaged at a total of R539-million. In camgon estimates in the Coega IDZ suggest
that the one long term employment opportunity walfuire infrastructure investments of
between between R800 000 and R1-million per wof&stimates made from Coega Annual
Report in Coega Development Corporation, 2003)is Tigure seems to reflect the business
investment only, and does not take other necegadtc-sector investments into account.

6.7 Centrality as a competitive advantage for mactufing?

Many documents (the Free State Development PlanexXample) dealing with economic
development in the Free State mention centralityoas of its competitive advantages.
Although such an advantage is probably valid fa ttansport sector and, perhaps, certain
other industries, the following more critical commteneed to be made:

* Although the province’s geographical centrality mainbe disputed, it should at the
same time be acknowledged that the Free Statéualgclocated on the periphery of
the main market in South Africa.

* A quantifying example of this peripheral naturetioé Free State’s economy, is the
fact that an air ticket for a flight between Capewh and Johannesburg is cheaper
than a ticket for a flight between Bloemfontein alahannesburg. The main reason
for this is the competition between airlines, aadjér markets.

» Centrality should therefore also be investigateairagj the background of the location
of the market.
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6.8  The issue of an IDZ

The establishment of an IDZ is mooted in variousuwioents (DEAT, 1998; Free State
Development Plan, 2000). In fact, two preliminaryestigations concerning where such an
IDZ should be located have been conducted (Boteal.et1998; Urban-econ, 2000). A

number of comprehensive studies have also beenuctedlin the Free State Goldfields in

this regard. The study by Urban-econ used thevafig to motivate for the establishment of
an IDZ in Botshabelo:

» the existence of sufficient fully serviced stanastihe Bloemfontein-Botshabelo-
Thaba Nchu region;

* the availability of sufficient land for future expsion and development in the
Bloemfontein-Botshabelo-Thaba Nchu area;

* the existence of a national airport (BloemfonteinpArt) that can serve as an inland
port;

* the accessibility of Bloemfontein to the main natib north—south railway route, as
well as the accessibility of Botshabelo and ThabhuNrom Bloemfontein by rail;

* the situation of Bloemfontein along major natioaadl provincial roads and its link
with Botshabelo and Thaba Nchu by means of a pewadinoad;

* the comparative national advantages of the Bloetai+Botshabelo-Thaba Nchu
sub-region in agriculture, trade, transport, firmaad community services sectors;

* the large concentration of manufacturing activitiexated in Bloemfontein.
Although this is true, no mention is made of thenetary dominance of the
manufacturing industry in the Northern Free Statet

» the availability of sufficient labour, skilled andnskilled, in the Bloemfontein-
Botshabelo-Thaba Nchu sub-region, as well as tbetkat the establishment of an
IDZ in the region will assist in alleviating uneragiment.

The envisaged niche market of the proposed IDZldhagcording to Urban-econ (2000), be

that of agriculturally related products, in thehligof the fact that the Free State has a
comparative national advantage in this sector. $tudy provides detailed descriptions of the
agricultural products of the Free State. The follgyvmain indicators should be mentioned:

 The Free State produces approximately 12% of alcalgural products in South
Africa. The majority of these products are mantifeed north of Winburg.

* The Free State produces approximately 22% of &#ld @rops of the country, 5% of
the horticultural products and 48% of the animaldurcts.

* The top seven products in the Free State are maizeat, fresh milk and dairy
products, cattle and calves for slaughter, sunficseed, wool.

Urban-econ estimates that such an IDZ would creggroximately 6 300 employment
opportunities, which in turn would lead to 5 0OQlinect jobs. The cost of the direct
infrastructure to be provided for the industriargls was estimated at R76-million in 2000.
The following three comments need to be made srégard:

» The FGF in Welkom has also conducted extensiveareseon the topic of an inland
port, and has concluded that a locality north ofk&e would be an ideal location.

35



 There seems to be major conflict in the Free Stateveen different localities that
would like the IDZ / inland port in their area.

* As already noted, it seems unlikely that such @mative will come to fruition in the
Free State, as the national government has detodedus the IDZs on sea ports.

6.9 Incentive packages

The DEAT mentioned that national incentive packagmsld be used to good effect in the
Free State. But there is no indication of the dego which these are being used, if at all.
This study will attempt to provide more informationthis regard.

6.10 The emphasis on exports

The DEAT emphasised the importance of exports. raldaand Botes (2002), in their study
for the Local Chamber of Commerce, also suggedtat Bloemfontein-based businesses
should be supported in this regard. The Departmehitade and Industry does have support
programmes to meet this need although it is notlear exactly what type of assistance
businesses need.

6.11 The Free State manufacturing industry andi&olyy

A number of documents mention that 14% of manufagjuconcerns in the Free State can
be classified as high-technology industries, anentipoint out that this is the highest
percentage of high-technology industries in thentgqu(Botes et al., 1998; DEAT, 1998;
Urban-econ, 2000). This information is seldom ethan context. The relatively high
percentage seems to be far more a reflection oddh@nance of the petro-chemical industry
in Sasolburg than a positive reflection of the khigbhnology industry available in the Free
State.

6.12 The dominance of the textile industry

In his assessment of LED in the former Qwaqwa dvizaais (2003) noted the dominance of
the textile sector in the area. He pointed out #pgproximately 70% of the enterprises were
linked in some way to the textile sector. Althoubh results of the questionnaire with regard
to enterprises, dealt with later in this report] amalyse this in more detail, the fragile nature
of industry in the Free State and, especially folneer homeland areas, should be noted.

7. Conclusion

In conclusion a number of comments can be madenregard to the potential and growth of
the manufacturing industry in the Free State.hinfirst place, there seems to be no shortage
of plans. However, very little progress has beeenin terms of more investment in
manufacturing. The question is: why? Althoughstheport will attempt to answer this
guestion in more detall later, the literature ssgg¢hat the scale of agglomeration economies
and markets in the Free State is overshadowedébgddle of those in Gauteng. This makes
it difficult to produce in the Free State and remeompetitive (especially where fast-moving
goods are concerned). Secondly in many of thesardents, the ‘magical’ idea of an IDZ,
which will solve everyone’s problems, consistemtgps up (although this does not apply to
the Free State Provincial Growth and Development@ment, at least). To some extent,
this creates undue dependence on the nationallgoeet. Thirdly, the available reports and
literature seldom distinguish between the rolethefprivate and public sectors, and therefore
do not stipulate the financing entailed by thesangl Finally, no joint operational
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partnerships between government and business ifrréde State have been established to
implement the ideas in the Growth and DevelopmegreAment.
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FREE STATE INDUSTRIAL OVERVIEW: A MACRO-ANALYSIS OF THE
PROVINCIAL MANUFACTURING ECONOMY

In this section, an initial review of data soureesl methodology for the macro-analysis is
undertaken. This is followed by a discussion of kaglings for, respectively, the profile of
manufacturing enterprises and employment, sectbieaige and spatial change.

1. Data and Methodology

For South Africa as a whole, published data from dfficial census of manufacturing
provides only a limited base from which to examite restructuring of provincial
manufacturing economies and, in particular, to udte a fine-grained analysis of their
changing spatial and sectoral composition. Theciaffidata provides, at best, information
regarding the total number of manufacturing essaiblients at a magisterial district level.
Indeed, the industrial census material does notvafbr any disaggregated analysis of the
sectoral or size profile of manufacturing actiattya provincial level.

As a result of deficiencies in official data, thealsis below draws from the unpublished
data of industrial establishments which is provideg the University of South Africa
(UNISA) Bureau of Market Research (BMR) Industriégister. This data base provides
information for each listed registered establishinnStandard Industrial Classification and
by magisterial district. It also gives an indicatiof employment at each establishment in
terms of a size code. In addition, the UNISA BMRgReers provide the status of an
establishment in terms of whether it is a bran@nflindependent enterprise and so on. In
this report, data for 1994 and 2003 were analysedrder to provide a picture of the
changing profile of manufacturing in Free Statevprce. It should be cautioned that whilst
the data provide a firm indication of longitudirtaénds, the actual statistics shoulot be
compared with those drawn from other sources becatishe different procedures for data
collection.

Overall, therefore, analysis was undertaken of Wimversity of South Africa Bureau of
Market Research Industrial Registers for 1994 a@@32 Given the inadequacies of the
manufacturing census, currently the BMR data bagleei best available source for examining
detailed change in the formal manufacturing econofrthe province.

2. Key Findings — Establishments and Employment

The macro-profile of the manufacturing economy de=State province can be investigated
in terms of both numbers of enterprises and camioh to estimated total provincial
manufacturing employment.

The analysis discloses that between 1994 and 2082 tis recorded a considerable net
increase by way of a doubling in the total numbemanufacturing establishments in Free
State Province. Between 1994 and 2003 the numbemarufacturing establishments
increased from 461 to 1 014 enterprises while tiopgrtion of SMMESs, | terms of the total
number of manufacturing establishments, rose frOrpégcent in 1994 to 83 percent in 2003.
This indicates the growing significance of SMMEstarms of the overall manufacturing
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base. Correspondingly, it is evident that the nedashare of large enterprises and of branch
plants in the total population of industrial entéses has declined (see Figure 3).

Despite the increases in numbers of manufacturstgbshments, the picture in terms of
overall total manufacturing employment is of onlgnarginal increase of jobs between 1994-
2003. Indeed, between 1994-2003 the BMR Registier diacloses a net increase of only 500
jobs in the formal economy. This relatively stagnaitture of provincial manufacturing
employment as a whole should be set against thallg@larise in significance of SMME
manufacturing in terms of share of total employm@&gure 3). In the manufacturing SMME
economy, the numbers of jobs nearly doubled fron2Q® in 1994 to 18 100 by 2003. Once
again, the conclusion is that in a stagnant pwalnmanufacturing economy, there is a
growing significance of manufacturing SMMEs in terof their contribution to the overall
picture. Between 1994 and 2003 the share of SMMEsgstimated total manufacturing
employment in Free State rose from 20.1 perce38t® percent. An important factor in this
relative rise is the decline and closure of mangdamanufacturing enterprises (such as South
African Breweries). Large enterprise restructursttategies also resulted in the closure of
many branch plant establishments in the Free Stétdst this may well leave firms behind
which are more committed to the province, signiftcaconomic loss has been experienced to
date.

Overall, therefore, between 1994 and 2003 despiteaeked increase in the number of
manufacturing establishments, the analysis dissldbat only marginal net employment
growth occurred in the formal Free State manufacgueconomy. Another key finding is that
between 1994 and 2003 large manufacturing plardsbaanch plants controlled by multi-
plant enterprises with headquarters outside of Fgtate declined in significance.
Correspondingly, the importance of SMME manufactgriin the overall provincial
manufacturing economy is enhanced. Whilst the gnaitSMMES is to be welcomed, and
they are likely to be more permanent than branahtp) they have not, unfortunately, made
significant inroads into unemployment

3. Key Sectoral Findings

It is evident from Figure 4 that significant changeswred in the sectoral composition or
structure of the manufacturing economy of FreeeStaetween 1994 and 2003 there was a
considerable shift in the provincial manufacturempnomy, both as indexed by numbers of
enterprises and total employment.

In 1994 the leading sectors ranked in terms of rers\bf manufacturing establishments were
food, fabricated metals, non-metallic minerals amachinery. The dominance of the food
sector was particularly striking in 1994 with ngadne-third of all formal manufacturing
establishments recorded as falling in the foodmsedthe leading four sectors in total account
for nearly two-thirds of all manufacturing estabhsents in 1994. Between 1994 and 2003
the largest growth in numbers of new manufactuastgblishments occurred in the sector of
fabricated metals followed by clothing, ‘other’ (mly jewellery) and food. Of note is the
remarkable burst of growth in new establishmentsiénclothing and textiles sectors between
1994 and 2003 and the considerable growth of SMAlEcated metal establishments.
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By 2003 the picture had changed. In 2003 the femtios was still the most common form of
manufacturing establishment, albeit that its shadreotal establishments had declined from
nearly one-third in 1994 to 18 percent by 2003.rémked order of the numbers of
establishments by sector, fabricated metals remdaseeond in importance followed by the
surge of clothing into third place. The machineegter found itself displaced by ‘other’, a
category of manufacturing which in Free State isnhgded by small jewellery producers.

The profile of the Free State manufacturing econatiffers when the analysis focuses on
total employment data. It is evident that in 1984 food and petro-chemicals sectors were
the most important in terms of total employmentieiad, in 1994 it is estimated that these
two segments accounted for nearly 50 percent dfrae State manufacturing employment.
Significantly, the fabricated metals, machinery awtther non-metallic minerals sectors
(which are prominent in terms of numbers of esshipients) are of relatively smaller
importance as measured by total employment. Of als is that in 1994 the clothing and
textiles sectors together represented only 6.5gp¢af total manufacturing employment.

By 2003 the profile of provincial manufacturing doyment had changed markedly in terms
of sectoral composition rankings. The most dramshift was the growth of clothing and
textiles which, taken together, are now more imgratrthan the food sector in terms of total
manufacturing employment. The food sector actustlyerienced a downturn of nearly 1 000
jobs. In addition to clothing and textiles, sevestiier sectors recorded healthy increases in
employment numbers between 1994 and 2003, inclufingture, jewellery and fabricated
metals. Overall however, the food sector retainsuaow lead followed closely by clothing,
oil/petrochemicals, fabricated metals, furniture sextiles.
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4. Key Spatial Findings

Between 1994 and 2003 considerable changes occintbe geographical structure of the
Free State manufacturing economy. Figures 5 anto@v ghe spatial distribution of total
manufacturing enterprise and employment acrospritvince on the basis of data calculated
on a magisterial district basis. Figure 7 shows cteinge for the period 1994-2003 for
numbers of enterprises and total employment.

Several key points emerge concerning spatial pettand restructuring of manufacturing in
Free State between 1994-2003. Firstly, there waet growth in numbers of establishments,
almost wholly accounted for by SMMEs rather thargdafirms, across many parts of the
province. It is evident from Figure 5 that the ¢esh gains have been recorded in the
Bloemfontein area with other notable expansion imemprise numbers in Harrismith-
Phuthaditjhaba and the Goldfields. Secondly, angomantly, this growth in enterprise
numbers is not accompanied by a commensurate agpainsmanufacturing employment.
Indeed, Figure 6 shows that whilst the numbers sbaldishments expanded across many
parts of the province, net growth in employment wwced in only the Bloemfontein-
Botshabelo-Thaba Nchu and Harrismith-Phuthaditjhalsters. Thirdly, it is a striking
finding that outside of these two clusters, witle tBxception of a few small towns,
employment declines in manufacturing are recortealughout the province with the largest
declines taking places across the Northern Free, Steluding the Goldfields and Sasolburg
(Figure 7). Fourthly, the growing spatial concetibra of manufacturing in Free State is
shown by the finding that together the two key s around Harrismith and Bloemfontein
in 1994 accounted for 38 percent of provincial nfaaturing employment whereas in 2003
their share of total manufacturing employment ia pinovince had escalated to 56.1 percent.
Marked declines are recorded in the relative cbation of other centers to total employment
in the province; most notable are for small towasaavhole from 15.2 to 11.1 percent; for
Sasolburg from 24.6 to 18.3 percent; for the Geld8 from 11.5 to 9.4 percent; for
Kroonstad from 5.6 to 2.6 percent; and, Bethlehermf4.4 to 2.6 percent (see Figure 7).
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Overall, therefore, the analysis of spatial chamhighlights the significance of the two
clusters of manufacturing based around Bloemfonseid Harrismith-Phuthaditjhaba. It is
only these two clusters that have exhibited anyissigf vibrancy for the manufacturing
economy. The stagnation, and in many cases dedfn@anufacturing across much of the
rest of the Province is clearly in evidence. Thpasion in SMMEs has not compensated for
the declines which have taken place through downgsiand closures of many of the
Province’s large enterprises and branch plants\guhe period 1994 to 2003.

46



THE LARGE MANUFACTURING INDUSTRY IN THE FREE STATE: AN
OVERVIEW

1. Introduction

Manufacturing has been recognised as a sectorastiiderable potential for job creation
and enterprise development. Manufacturing in treeFBtate cannot be analysed in isolation
from the state subsidies provided in terms of thegi®al Industrial Development
Programme during the apartheid era. In essenesetubsidies attempted to develop
industries in former homeland areas in the FregeSta

The objective of this section is to investigate tlewelopment issues and core problems that
confront the established large manufacturing inaesin the Free State. This is done against
the background of provincial planning initiativess well as the expectations of local
municipalities to support and augment the manufagjibase.

This section consists of two major sub-sections:

» The first provides a macro-analysis and profilehaf large manufacturing industries
in the Free State.

* The second analyses the results of 30 interviews were conducted in 2004 with
large manufacturing industries across the Free Stat

2. The large manufacturing industries: an overview

The data sources and methodology for the macrossisabre as outlined in section 7.1
above. This section contains a discussion of kadirfgs regarding the profiles of the large
manufacturing industries as well as sectoral amdiapverviews. Only large manufacturing
industries are considered. These defined as hanarg than 200 employees.

2.1Employment: big industries

This section provides an overview of the numbgpb$ provided by the 54 largest industries
in the Free State. These 54 businesses, whichezaploy more than 200 people, had a total
employment figure of 27 650 for 2003. They représer3% of all the manufacturing
establishments in the Free State by number, butibate 54% of the total employment in
the manufacturing sector. If SASOL, the dominantplewyer, is excluded, the average
employment figure for these industries for the y2@@3 amounts to 401 people. Figure 8
provides an overview of the number of enterprigederms of the various employment
categories.
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Figure 8: The number of large industries in the FeeState by employment categories in the
Free State, 2003

It is evident that the majority of these industr@aploy between 201 and 300 people. The
dominance of SASOL, with approximately 6 000 emgples, is also readily apparent.

2.2 Sectoral overview

In this section the various sectors, in which tHel&ge manufacturing industries are
located, will be analysed in more detail (see Fagir.

Other
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Agro-processing / food

Textile industry
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Figure 9: The number of large manufacturing induses per sector in the Free State,
2003
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From Figure 9 it is evident that 42.6% (23) of thdustries were in the textile field, 18.5%
(10) were concerned with agro-processing and 11(6%cof the industries dealt with
chemicals.

2.3  Spatial location of industries

This section provides a brief description of thealkion of the subject industries in the Free
State (see Table 4).

Table 4: The location of the large manufacturing dlustries in the Free State, 2003

Area (n) (%)
Mangaung (Bloemfontein, Botshabelo and Thaba Nchu) 23 42.6
Maluti-a-Phofung (Harrismith and former QwaQwa) 13 24.1
Metsimaholo (Sasolburg) 9 16.7
Matjhabeng (Free State Goldfields) 3 5.6
Setsoto (Ficksburg) 2 3.7
Other 4 7.4
Total 54 100.0

From Table 4 above, it is evident that the majooityhese large industries are located in the
Mangaung Local Municipality and that the secondgbgl cluster is Maluti-a-Phofung
followed by Metismaholo. The remainder are scattebetween Matjhabeng, Setsoto,
Bethlehem, Kroonstad, Heilbron and Marquard. Ituth@lso be mentioned that the spatial
location of large manufacturing industries has beesely linked with the RIDP resulting in
large-scale industrial development in the formematand areas of QwaQwa, Thaba Nchu
and Botshabelo.

3. Survey findings
3.1  Methodology

In this section findings are presented in respé@Qinterviews that were conducted with
large manufacturing businesses across the Free @taihg 2004. The original intention was
to conduct 40 such interviews. Initially, 54 maaxtbiring businesses with more than 200
employees were identified from the Bureau of MafResearch Industrial Register compiled
by UNISA in 2003. These businesses were all tadgeind requested to complete a
guestionnaire (see Appendix 1). However, this pdoto be over-optimistic, for the
following reasons:

» Thirteen industrialists did not want to participate
» Eight of the large manufacturing industries hacdetbdown.

* Some businesses were in fact managed as one lsineaccount of having a
common owner.

The questionnaire focused on the following:
* the establishment of the various manufacturingriasses;

» the development of these businesses;
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* job creation trends;
* problems experienced; and

business trends and future plans;

» specific questions about the businesses’ locaiiotise Free State.

Table 5 provides an overview of the geographic agref the industries, as well as the
geographic spread of the industries that compligtedjuestionnaire.

Table 5: An overview of the spatial distribution ofdustries with more than 200 employees
that responded to the questionnaire, in relation tfee total of all such industries,

2003
Area Sample Sample All
(n) (%) industries | All industries
(n) (%)

Mangaung (Bloemfonte-Botshabel-Thaba

Nchu) 11 36.7 23 42.6
Maluti-a-Phofung (former QwaQwa ai

Harrismith) 7 23.3 13 24.1
Metsimaholo (Sasolburg) 5 16{7 9 16.7
Matjhabeng (Free State Goldfields) 2 6.7 3 5.6
Setsoto (Ficksburg) 1 3.3 2 3.7
Other (Bethlehem, Heilbron, Kroonst:

Marquard) 4 13.3 4 7.4
TOTAL 30 100.0 54 100.0

In terms of the industries that were reached bynsied the questionnaire, there is a slight
under-representation of industries in the jurisdictof the Mangaung Local Municipality
matched by an over-representation is in the ‘otbatégory. For the rest of the areas under
consideration, the percentage in the sample motessrmatches the percentage of the total
number of industries. The majority of the indigstrin Mangaung are actually located in
Botshabelo. It should be noted that, in terms of&s (1995) categorisation of the Free
State urban areas, only one industry with more @@ employees is found near a small
town, namely Marquard. City areas have 60% (18hefindustries while the remainder of
the industries are divided between regional towfregnstad and Bethlehem — 2 industries),
as well as middle-order towns (Puthaditjhaba, Karth, Ficksburg and Heilbron — 11
industries).

In addition to the overview of the spatial disttiloun of the large manufacturing industries in
the Free State, a broad overview of the typesdistries is provided. Once again, the actual
sample is compared with the total number of indestemploying more than 200 people (see
Table 6).

Table 6: An overview of the types of industries lwimore than 200 employees that
responded to the questionnaire, in relation to ttodal of all such industries, 2003

Type of industry Sample All
(n) Sample (%) | industries | All industries
(n) (%)
Textile industry 11 36.7 42,
Agro-processing / food 3 26.[7 18.
Chemicals 4 13.3 11.1
Furniture 2 6.7 9.3

50



Jewellery 2 6.7 2 3.7
Engineering 2 6.7 4 7.4
Other 1 3.3 4 7.4
Total 30 100.0 54 100.0

Table 6 shows that the textile industry is somewmaler-represented in terms of the sample.
At the same time agro-processing/food is corresjpgyg over-represented.

3.2. General characteristics

This section aims at providing a broad overview tbé characteristics of the large

manufacturing industries in the Free State. Th&laomposition of the respondents reveals
that the vast majority are white (63%). There soah remarkable percentage of Indian /
Asian owners (27%) with black owners making up 10%he large percentage of Asian

respondents is noteworthy, considering that theamgopulation had no residential rights in
the Free State before 1988. Chinese owners makthaugalance of this category. As

‘owner/managers’, males represented 86% (24 odBhfand females 14% (4 out of 28) of
the respondents.

Figure 10 provides an overview of the points ingimhen the various large manufacturing
industries were established in the Free State.
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Figure 10: An overview of the points in time whehd large industries in the Free State
were established (Missing responses = 2)

The following comments should be made with regardhe years in which the industries
were established in the Free State:

* The period up to 1979 represents a fairly low aftestablishment in the Free State,
as only ten of the 28 industries (35.7%) were distadd before 1980. It should also
be noted that this was a period in the Free Staiaanic history that was dominated
by agriculture and mining.

* A significant increase in the establishment of éarganufacturing industries after
1980 can be noted. For the period 1980 to 1989lasge industries (21.4% of the
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total in the survey) were established in the Fri#eSwhile nine industries (32.1%)
were established between 1990 and 1999. The patftied2000 has seen three large
industries (10.7%) being established. The in&eashe establishment of industries
after 1980 should be seen against the backgroutttegirovision of incentives in the
former homeland areas (QwaQwa, Botshabelo and Thadta) by the Regional
Industrial Development Programme. This is confdmay the fact that all 12
businesses in these three areas were establideed 837.

» If the establishment dates of these 12 businessedisaggregated further it emerges
that six of them were established after 1997, wéitewere established between 1987
and 1997. The new establishments in these threasasince 1998 can thus be
attributed to renewed endeavours by the FDC tdahdl vacant industrial space in the
former homelands.

* Since 1987, only three large industries have betabkshed in locations outside the
former homeland areas. One of these is relatea gpecific government initiative
linking funding from the Free State Development iowation to the establishment of
a jewellery hub in the Free State Goldfields. Thtlers are textile-manufacturing
industries in Ficksburg (closely linked to the isthal development in Maputsoe in
Lesotho) and in Harrismith.

From the trends above it seems that the large indumitiatives in the Free State have been
limited mainly to areas that benefited directlyfradhe Regional Industrial Development
Programme, or from the infrastructure created by gnogramme in the Free State since
1986. At the same time, only limited investmenésér been made in areas where such
initiatives were not available. However, it shibdle acknowledged that the increasing
industrialisation resulting from the Regional Inthed Programme, along with the
infrastructure provided by means of this programrhas played a significant role in
diversifying the Free State economy since the mi80%. The Free State economy is,
however, still highly dependent on agriculture amding.

3.2  Branch plants versus independent businesses

The geographical impermanence of a business’s elafitocation is often determined by its
being a branch office with a headquarters localsgihere. The respondents had to indicate
in the questionnaire whether their plant was indepeat; whether it was a branch plant with
its headquarters elsewhere; or whether it was & Btate-based business with branches
elsewhere (see Figure 11).
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Figure 11: A profile of independent firms, branchlgnt firms and Free State-based
manufacturing businesses with branch plants elsewnde2004

Thirty large manufacturing industries responded. tiidfse, 19 (63.3%) were independent
firms with only a Free State plant. One indus&)8%o) had its head office located in the Free
State with branch plants elsewhere. Ten busing883%) were branch plants with their
head offices elsewhere. Eight of the 10 head esdfiare located in Gauteng, one in the
Western Cape and one in Canada. This profile afl ldfices emphasises the fact that the
Free State forms, to a large extent, the econosmiplpery of Gauteng. It is also noteworthy
that only one of the 10 large industries with he#fices elsewhere is located in one of the
former homeland areas. This is probably an ingioathat big South African businesses tend
to locate their business in areas of economic paleand not in peripheral areas such as
former homelands. Although 19 of the 30 businessese Free State-based, only one
business based in the Free State has branch @setshere. This picture reveals high
locational dependence, with a limited number ofifesses expanding beyond the Free State
boundaries.

3.3 Reasons for establishment

Having considered the general characteristics diistries above, the emphasis now shifts to
an assessment of the reasons for the establistohtha large manufacturing industries. The
respondents provided the following main reasongHerestablishment of their industries in

the Free State:

* reasons relating to profit and production (x8);

» availability of raw materials (x5);

* to create employment (x3);

* knew the sector well and therefore started a basi(»3);
* close to the market (x3); and

* owing to government incentives (x2).

As can be expected from the nature of businesgheeaim of profit-making, reasons relating

to profit and production played an important rofe the establishment of these large
manufacturing industries. Also noteworthy is ttieal of creating employment. However,

53



five of the industries indicated that the availépibf the raw materials played an essential
role in the establishment of their enterpriseshia Eree State. Three businesses mentioned
proximity to their markets as the main reason. y@wb mentioned that specific government
incentives had played a crucial role in their mation for locating in the Free State.

3.4  Start-up capital and problems experienced duriegrthial period

In terms of start-up capital, 16 respondents regbthat such capital was provided by the
owners themselves, four businesses were funded égnsnof bank loans, and two

respondents said that their initial capital had edram government, but that since receiving
the government aid, they had been transformedfitiofledged business units. In two cases
businesses were established by means of groupgayle (for example farmers), while

foreign capital played a role in two more casesily@ne business reported having initially
received capital from the previous QwaQwa goverrimétour main types of problems had
been experienced during the start-up phase:

» the low levels of skill amongst the work-force (¥10

* lack of adequate capital (x3);

» lack of technical skill and management skills tckem¢he business work (x3); and
* marketing-related problems (x3).

The low level of skills was cited with disturbingefuency (13 respondents referred to this
problem). This means that nearly half the respotedeeported difficulties relating to low
levels of skills.

3.5 Locational issues

Four aspects with regard to large industries inftee State will be analysed in more detail,
namely: the reasons for establishing the businestseg®ir current location; an evaluation of
the advantages and disadvantages of the curreatidoghow the respondents see the future
of industry in the Free State; and whether the idecin agriculture and mining in the
province has influenced their business. Tableo¥ides an overview of the main reasons for
establishing the businesses at their current loeati

Table 7: Reasons for establishing the manufacturiegterprises in the Free State, 2004

Reason (n) %
Access to labour force /cheaper labour 6 24.0
Close to raw materials 5 20.0
Central location 3 12.0
Government incentives 3 12.0
Available infrastructure 3 12.0
Proximity to place of residence/family reasons 3 .012
Proximity to Gauteng 1 4.0
Low costs 1 4.0
Total 25 100.0

The following comments can be made with regardhéotable above:
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* The two most prominent reasons for establishingnesses in the Free State are
access to cheaper labour (24%) and proximity to materials (20%). It is probably
true that labour in the Free State may be somewliediper despite minimum wage
requirements. However, if the problem concerniagolr skill is considered, it
should be acknowledged that cheap labour goesiharahd with low levels of skill.

* As the Free State economy is historically baseagnculture and mining, the fact
that several respondents mentioned proximity to naaterials does not come as a
surprise. This is relevant for agro-processingistdes, jewellery and mining-related
industries (which include SASOL).

» Three respondents (12%) mentioned centrality cdl&ac That so few cited centrality
gives the lie to the easy assumption made in a eunah government policy
documents that the centrality of the Free Statens of the main incentives for
manufacturing businesses to locate in the province.

* Government incentives (12%), available infrastruet(12%) and low costs (4%)
could probably all be clustered together as one@otuial category. The incentives
provided by the FDC, coupled with the factory spdbat the Corporation has
available, probably result in lower costs for thenufacturer.

* Three respondents indicated that their choice cdition was influenced by the fact
that they were resident in the specific area chosen

In addition to the question relating to the reasdms establishing their manufacturing
businesses in the Free State, respondents weral agkether they had subsequently
guestioned their decision to set up their entegpria the Free State (see Figure 12).

Don't know
3%

e

No
60%

Figure 12: Manufacturing enterprises questioning #r decision to locate in the Free
State, 2004
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From Figure 12 it is evident that a considerablmber (37%) of enterprises are questioning
their initial decision to locate in the Free Statdhe main reason provided by these
enterprises was the poor access to markets orishende from markets (including export

markets). Eight of the 10 enterprises cited pamess. The remaining two mentioned the
poor skills levels of labourers and the poor road &ail infrastructure. One company noted
that it spends between 7% and 10% of its labouowtcon training. This is apparently

considerably higher than the norm in similar indiest The complaint with regard to the road
and rail infrastructure can, to a large extento de linked with the problem of access and
distance to markets. The types of businessesrbationed their reservations with regard to
locating in the Free State are:

» 25% of the agro- processing and food sector (2/8);
*  50% of the petro-chemical industries (2/4);

* 100% of the jewellery businesses (2/2);

*  46% of the textile industries (5/11); and

* none of the furniture and engineering businesses.

The question of location in the Free State wahéurpursued in that respondents were asked

to list the advantages and disadvantages therBoé respondents’ answers are summarised
in Table 8 below.
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Table 8: A summary of perceived advantages and dvsatages of the location of large
manufacturing businesses in the Free State, 2004

Advantages n % Disadvantages n %
Distance to markets/expc
Access to labour/stable workforceg 11| 22.4 | harbours/suppliers 16| 37.2
Central location 8| 16.3| Labour-related problems 71 16.3
(unions/skills)
Near raw material 7 14.8 Transport problems 5 11.6
Lower rates/other incentives 6 12.2 None 4 9.3
Very few/none 4 8.2 Poor infrastructure 4 9.3
Close to infrastructure 3 6.1 2 4.7
Supporting services do not exist
Close to established industi 2 4.1 | Far away from qualified ste 1 2.8
Pleasant place 2 4.1 | Local market is not growing 1 2.3
Crime is lower 2 4.1 Lack of security 1 2.3
2 4.1 | Weather is too co 1 2.8
Access to Gauteng / KZN markets
Disease control 1 2.0 | Cost of services too high 1 2.3
No competition 1 2.0
TOTAL 49| 100.0] TOTAL 43 100.(

In total, 49 advantages and 43 disadvantages weweded. The following comments need
to be made:

* Access to labour and a stable workforce were jpimtlentioned as the main
advantage in the Free State. This is fairly sigarft, but at the same time it should
be mentioned that labour was also cited as thenselangest disadvantage. Rogerson
also identified poor skills levels as an importéattor in his 2003 assessment of the
SMME manufacturing industry. The increasing praideconcerning labour might
result in an increase in mechanisation or have gathee impact on the
competitiveness of various industries.

» Central location is the second most cited advantBgeontrast, it is noteworthy that
37.2% of the responses mentioned the distanceetatrket and export markets as a
disadvantage. Moreover, if the five identificagoof transport problems are added,
this means that almost half of the responses iygmeiripheral location in relation to
Gauteng and export markets as being the main disgage in the Free State. The
issue of location is closely linked to the type ro&nufacturing business and the
location of the main market.

* Proximity to raw materials received seven mention3his is understandable,
especially for engineering, agro-processing andnginelated industries. However,
with regard to markets, it seems that - dependmthe product - access to markets is
more important than access to raw materials.

* Poor infrastructure is mainly related to the road aail infrastructure in the province.
This should remind government of its responsibility ensure that the road
infrastructure, in particular, is adequate and haémed.
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In addition to the questions above, the 30 respaisdsere asked how they see the future of
industry in the Free State. Although ambiguousnans were given by many respondents
(and although some answers were not necessaritifisp the Free State), 11 of the 28
responses (36.6%) were positive, 11 were negadive five (17.8%) were positive, but with
the qualifier that a number of aspects need teebaght. One respondent was uncertain. The
following reasons were given for being negative@nditionally positive:

* government tries to interfere too much;

* local government does not maintain the infrastmestu

e unions are too active (x2);

* too many imported goods;

* too many unskilled workers;

» provincial political infighting does not help toeate priority areas;
* current exchange rate is problematic (x2);

* Free State is not aggressive enough in its markstiategy; and

» competition with Lesotho where it is cheaper toduce.

These points have a direct bearing on the apprtaaidustrialisation in the province. The
interference and political infighting in governmesutggest that no overall strategy has been
put in place with regard to manufacturing in theyince. This situation also suggests that
local governments do not really perform in termsirdgfastructure maintenance, while the
skill levels are, once again, mentioned as beidplpmatic. In addition to these comments,
three respondents were of the opinion that, fgdananufacturing industries specifically, the
future is bleak, but that smaller industries in #ee State that provide to local markets
might have growth potential. The distance to duige markets simply makes operational
costs too high.

The fact that the peripheral location of manufaoturbusinesses in the Free State is
identified as a main disadvantage has major pafligylications for programmes aimed at
supporting the manufacturing industry in the praein In the first place, centrality should not
automatically be used as a marketing ploy. Segpialtal municipalities should understand
that decisions on the location of manufacturingiel businesses are highly dependent on
operational costs and not necessarily on the liregtablishment costs. This is probably the
main reason why local government incentives that directed at the establishment of
businesses achieve limited results. Meanwhile ctivesiderably lower cost of floor space in
the factories of the Free State Development Cotjoorehas achieved more significant
results. The low levels of skill that have beeenidfied as a major shortcoming should be a
matter of concern, and probably require specificpadinated attention by the business sector
and public service. Despite certain structuralst@nts, it does not seem that the provincial
and local governments have always played a cortsteucole in terms of strategy and
support.

3.6  Evaluating government support
In this section government support of the manufaeguindustry, will be analysed in more

detail. As already noted, the RIDP managed t@ettta large number of industries to the
Free State after the mid-1980s — although at a lsogeto government, as well as to local
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communities. Currently, the FDC offers various eingves including a considerable
reduction in factory space rentals. Many local adtles also offer incentives. This section
will also assess the influence of existing prograsnof the Department of Trade and
Industry.

Eight enterprises indicated that they were infleehm some or other way by a state-related
institution to establish their business in the FB&ste. SASOL, a number of related petro-
chemical industries, and the state-owned Transvegekincluded among these eight
industries. The State influence that was brouglietar on these industries should not be
confounded with that exerted by the erstwhile Qwa@®evelopment Corporation and the
Bophuthatswana Development Corporation (predecesddhe FDC). The FDC subsidises
industrial opportunities in the former homelandaarat considerable cost to the State. Only
two enterprises indicated that they had been infled in their locational decision by the
RIDP. The RIDP’s main legacy has been the sur@asfy space it created. The current
incentives of low rent and, in some cases, remkdays have proved to be a renewed
attraction for manufacturing businesses.

Nine of the respondents (30%) mentioned that soime &f assistance from the FDC had
been important to them. The following specificess were mentioned:

» sponsorship of water and electricity;

» provision of a loan;

* assistance with administrative aspects;

» provision of factory premises at low rentals (x2);
» assistance with marketing; and

» assistance with building maintenance (x2).

The aforegoing underscore the efficacy of incenseeemes that reduce operational costs,
compared to the limited success of start-up imitgst by, for example, local municipalities. In
fact, no respondents indicated that any instituotimer than the FDC had influenced their
decision to locate in the Free State. The FDQmsetive rentals are however only possible
because the capital costs relating to the develapofehese factories have been written off
against tax-payers’ money. They cannot thereferedplicated at will. It should also be
borne in mind that rental incentives carry the dartgat businesses will relocate once their
contracts have expired.

In terms of DTI support, 56.7% of the respondentseanunaware of any support programmes
offered by this department. This is alarming,tagflects negatively on the effectiveness of
the communication strategy in the department. Heunbore, only two of the businesses said
that they had successfully applied for funding frolne DTI. Considering that the 30
businesses that were included in the survey providarly 40% of the employment
opportunities in manufacturing in the Free Stdte,lbw rate of access to assistance from the
DTI is worrisome. The DTI support was in the nataf relocation assistance. There was
also a single instance of the Industrial Developn@arporation having provided a loan.

The FDC is clearly the most significant role-player providing opportunities for large

manufacturing businesses in the Free State. Tpaadnhof support programmes offered by
local municipalities is not visible, while the Diias played only a minor role.
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3.7  Employment trends

This section provides an overview of employmemdeesince 1994, as recorded by 30 large
manufacturing industries in the Free State. Tlgéeves an indication of the main trends.

Table 9: An overview of the increases versus therdases in employment in the large

manufacturing businesses of the Free State, 192004

1994-1999 | 19941999 | 199¢-2004 199¢-2004
Criteria (n) (%) (n) (%)
Number of businesses that have incre:
their work-force: 11 55.0 15 55.6
Number of businesses that have decre
their work-force: 9 45.0 12 44.4
TOTAL 20 100.0 27 100.0

From the table it is clear that 55% of the largenafacturing industries increased their labour
force for each of the two periods under considenati It is interesting to note from the
disaggregated data that 40% of the textile indestrdecreased their work-force, while 50%
of the agro-processing and chemical industriesedesed their labour force after 1999. The
following reasons for decreasing labour complemeamtie provided by the respondents:

* not competitive (also internationally) / need tetrecture (x7);

* increase in labour costs (x3);

* increasing mechanisation (x2);

* company went insolvent and had to be built up by aener; and
* market decline.

The number of industries that reduced their lalborge to become more competitive is
remarkable. This seems to be the result of thaingeup of global markets. Support for this
conclusion can be found in the fact that the desgréa employment has been more
pronounced in the case of large manufacturing legsms established before 1990. Eight of
the 14 enterprises in this category indicatedtifey had decreased their workforce. In
comparison, only three of the 12 businesses eshauliafter 1990 decreased their workforce.
This was probably also a reflection of the competifrom cheap imports, especially in the
textile industry. Figure 13 reflects the creatadremployment. The disproportionate
dominance of SASOL should be borne in mind. SA$@dvides work to about a third of
the gross number of employees attached to the S@dases under consideration. This
figure also represents approximately 12% of thal ®mmployment in manufacturing in the
Free State.
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Figure 13: Employment trends with regard to largeamufacturing industries in the Free
State, 1994 — 2004

The following is evident from Figure 13:

* The overall employment figure in the industriesttivare interviewed increased from
14 969 in 1994 to 18 694 in 2004. This increasense® be mostly a result of an
increase in the number of manufacturing enterprissgher than an increase in the
employment figures of existing enterprises. Thissupported by the fact that the
average employment figure has decreased since 199894 the average number of
people per enterprise was 832; and if the employnfignres for the dominant
SASOL are taken out of the equation, the figure W@8. However by 2004 these
figures had both declined to 623 and 423 respdgtivié should also be noted that the
employment figures in this section are somewhahérighan those provided by the
data of the Bureau of Market Research, mentiondetea this report.

Other evidence from the data of the 30 respondwhustries suggests that the manufacturing
industries that were established before 1990 empgloghtly more people than those
established after 1990. The average employmeuntdidor enterprises established before
1990 is 503 (excluding SASOL). Comparatively, twerage employment figure for those
industries that were established after 1990 is 462eems that employment within industries
in the Free State is under pressure. This is maiviyng to increasing international
competition, increasing labour costs and mechaaisatSASOL is a case in point. During
the last 10 years SASOL has made large investmentarious new production processes,
but its employment figures have not increased.

Against this background the respondents were agkaubicate the conditions under which
they would appoint new workers in their businessdse following conditions were put
forward:

» if there were an increased demand/market (x 9);
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» if unions were less strict regarding wages / gdri@bamur legislation (x6);
» if certain business-specific conditions were fiéfil (x3);

» if the skill levels of employees increased;

» if the Rand became weaker;

» if government were to put a stop to illegal impprts

» if government provided more support; and

* if funding could be accessed.

There is little the Free State Provincial Governtmean do in response to the above
conditions. Labour legislation applies to the whotaintry, while increased demand and/or
markets are dependent on national growth and tiigyabf enterprises to access global

markets. Furthermore, the Free State Provinciale@onent cannot do anything about the
Rand/Dollar exchange rate, nor about illegal impdespecially in the textile industry). A

limited amount of support could, however, be predidn terms of accessing funding, as well
as increasing the skills levels of workers. Irsttegard, internships in partnership with the
various enterprises could play a role. It shouldntentioned that Natref in Sasolburg has
such a programme in place and that it has had rpagitive results for the company.

A breakdown of gender and racial composition revéa@t malesmake up 47.25% of the total
workforce employed by the 30 polled industries wiemale representation at 52.75%. In
terms of the racial composition of these industtiesck people comprise 82.5% of the
workforce and white people 17.5%. The highest esmpkent level of white people is found
in the petro-chemical industry, while the ratiofefale employment increases to over 65%
in former homeland areas.

3.8  Operational links

In this section three specific links will be dissad, namely input links, output links and
SMME links. Of the 30 industries that were intewed, 18 source some of their raw
materials from the Free State, 25 from South Afaca 17 from abroad. In terms of their
markets, 15 industries have a market in the FrageS20 have national markets and 15 have
international markets. Figure 14 provides an oesv\of the geographical links with regard
to the inputs and the outputs. It should be bamenind that these figures have been
calculated by means of huge aggregates and represemmary of the various products per
industry, and not business size or Rand value.
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Figure 14: A geographical comparison of the avemgercentage inputs and markets of
large manufacturing industries in the Free StateQQ4

It is evident from Figure 14 above that the bussnéeks of the large manufacturing
businesses, both in terms of inputs and in termsarkets, are mostly to areas outside the
Free State. In terms of inputs, the various inuest on average, source only 32% of their
raw materials in the Free State. Furthermore, 88% of the products produced in the Free
State are distributed to the Free State. Therdiffee between the percentages for inputs and
outputs probably also suggests that the locationdxfstry in the Free State has been linked
more to raw materials than to market access. Tstasistics, although determined in a fairly
rough manner, provide a better understanding peesof the following:

* They support the complaints by industrialists, nwewd earlier in this report, that one
of the main disadvantages of their location in Finee State relates to the distance to
the market.

» They also corroborate the fact that municipaliteber than those that have available
industrial space belonging to the Free State Dgveémt Corporation, are struggling
to get new industries located in their areas aggliction. Locating in the Free State
does not make business sense in the light of tigh loosts associated with
transporting raw material and marketable productgith the possible exception of
industries in the Sasolburg area.

This state of affairs, in which a large number ofibesses are linked in terms of their
operations to areas outside the Free State, alsessitates fairly good transport systems.
Considering some of the complaints cited earliethis report with regard to the available
transport systems, the provision and maintenandesbiclass transport infrastructure seems
to be pivotal.

The third aspect relates to the links of the lamggnufacturing businesses in the Free State
with SMMEs. Down-streaming is usually an import&dtor in the creation of employment.
The survey showed that only six of 29 respondéais links to SMMESs. It should be
pointed out that a fairly concerted effort was méal@nprove down-streaming in the petro-
chemical industry, but that the process was handpbkyethe lack of skills and capital (see
also the report on local governments and the petesnical sectoral report). It seems that

63



down-streaming within the petro-chemical industrgni SASOL has been taking place
internally. The information provided by thoseiglang to have down-stream links was fairly
limited. Only three companies provided more dstail he following is a summary of what

they reported:

14 down-stream companies, each with an asset \@&lltR500 000, have created
approximately 2 000 work opportunities (textilettay);
600 — 700 employees were part of the initial stigrprocess (jewellery); and

about R5 million per annum is paid to various SMMies support services
(engineering).

Lastly, respondents were asked whether the derlitiee agricultural and mining sectors in

the Free State had influenced their business prdioce. Ten of the respondents (33%)
indicated that this was the case. The majoritthese respondents directly linked the impact
to the smaller markets resulting from negative dhowv these two sectors.

In general, it seems that there are limited linksaleen SMMESs and large industries in the
Free State. The large manufacturing businessé®ifree State are linked to other provinces
and the global environment to a larger degree thdahe Free State, as far as their inputs and
products are concerned.

3.9

Business performance and future plans

Here the business performance of the 30 responddhtse assessed in more detail. Each of
the businesses was asked to rate its factory spatprofit. The respondents were also
requested to rate their competition in the Fre¢éeStes well as the national and international
competition, in terms of whether this competiti@dhncreased, decreased or remained the
same during the last five years and during the yeat, and to indicate whether they
expected it to increase, decrease or remain the sathe future (see Table 10).

Table 10: An overview of business performance andtufe plans of the large
manufacturing industries in the Free State, 2004

Increase(d) Decrease(d) Remain(ed) the same
1 Ex 1 Ex 1 Ex
5y| 5y |1y | (% | Ex| % | 5y | 5y |1y | (% | Ex | (% | 5y 5y | 1y | (% | Ex | (%

Mm@ | M| ) [ M| ) M @ |0 ) [M]) | M®]®[MOM])|M])
45, 33. 11. 50. 55.
Factory space | 14| 53.8 11 8 9 3 1 3.8 1| 4.2 3 1 11| 42.3 120 0| 15 6
51. 42. 29. 18.
Profit 16| 66.7 13 50 14 9 5| 20.8 11 3 8 6 3| 125 2| 7.7 5 5

Competition

in the Free 18. 17. 18. 21. 63. 60.
State 5| 22.7 4 2 4 4 2 9.1 4 2 5 7 15| 68.2 14 6| 14 9
Competi'[ion 52. 47. 21. 17. 26. 34.
nationally 12| 57.1 12 2| 11 8 3| 143 5 7 4 4 6| 28.6 6 1 8 8
Competi'[ion 79. 73. 16. 15. 10.
internationally | 17 | 73.9 19 2| 14 7 1 4.3 4 7 3 8 5| 21.7 1| 4.2 2 5

In terms of factory space, the largest percentagendustries mentioned that they had
increased their factory space (53.8%) during tls¢ fi@e years. Only one industry (3.8%)
indicated that it had decreased its factory spams the last five years.
seems to be prevalent with regard to the precegiyag. However, considering future plans,

The same trend
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33.3% indicated that they would increase theirdacspace while 11.1% of the industries
claimed that they expect to reduce their factolcspin future. These figures tend to paint a
picture of a declining trend in terms of the uglion of factory space over the past five years.
This trend will probably continue into the future.

In terms of business profits, the same trends seeibve present. However, it should be
recognized that business profits are closely linteethe Rand/Dollar exchange rate. Of the
industries interviewed, 20.8% indicated that bussnprofits had declined over the last five
years, while 42.3% indicated a decline over the @diately preceding year. Furthermore,
29.6% indicated that they expected to experiengecéine in profit over the next 12 months.
At the same time, fewer enterprises expected tease their profits over the next 12 months
(51.9%), compared with the number that said theofigs had increased during the past five
years (66.7%). One of the respondents indicatadttie business would be able to increase
its profits if more skilled labour were available.

In general, the competition in the Free State agp®abe waning. For example, 9.1% of the
respondents indicated that the competition in thee FState has decreased over the last five
years, while 18.2% mentioned that it has decreased the last year. At the same time,
21.7% indicated that they expect the competitiordécrease over the next 12 months. A
number of respondents mentioned factory closurékdrnFree State. To a large extent, the
competition in the Free State can thus be expewietb increase. This state of affairs can be
analysed from two perspectives. In the first placprobably reflects negatively on the Free
State in respect of the provision of business dpgres for manufacturers. Secondly, it
means that these businesses probably have a leg®tve environment in the Free State —
although this would not make much difference toirtipeofits, as their links are mainly
outside the Free State. Furthermore, the laclapital in the Free State was indicated by a
number of respondents as the main reason for naticering competition from the Free
State as important. There are also claims thatnaber of larger companies in the Free State
(especially in agro-processing) have closed, bué eeen replaced by smaller enterprises.

The most significant competition would come frora thternational environment. More than
70% of the enterprises noted an increase overdbkefjye years, as well as during the past
year. They expect an increase in global competithoring the next 12 months. In general,
about 50% of the establishments are of the opitiran national competition has increased
and will increase in future. According to the resof the survey, the increasing competition,
both nationally and internationally, can be attr@alto the following factors:

* The importation of textiles is making it difficufor textile manufacturers to survive.
This situation is reflected by the words of onetled respondents: “The production
costs are going up, but our selling prices remiagnsame due to cheap imports. We
take it one day at a time.” Another respondenttezhas follows: “If government is
not going to be stricter with higher import taxatio see no future.”

* Global restructuring of companies leads to a smallenber of role-players, but with
more capital to manipulate production costs andgsses.

» Another factor that was raised is that agricultysedducts do not receive proper
access to European markets.

Considering the above trends, it is interestingndte that 66.7% (20) of the establishments
have invested new capital in their businesses,ewiil% (21) have started new production
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processes. In addition to these questions, theonelents were asked whether they were
considering business expansion, closure, ratiatadis or continuing in the same manner
(see Figure 15).

Continue in the same
manner

Rationalisation

Closure ﬁ 1

Business expansion

0 2 4 6 8 10 12 14 16

Figure 15: Future prospects of large manufacturingnterprises in the Free State, 2004
(Missing responses =2)

Twenty-one of the 28 businesses that respondedewllér expand or continue in the same
way. More alarming is that one business indic#bed it would be considering closure, while
Six more are considering rationalisation.

Having considered the above information on curreetformance and future plans, the
following outstanding issues should be stressed:

» The ability to cope with increasing competitionrfrahe global environment will be
vital for the survival of large manufacturing indiuss in the Free State.

» A guarter of these industries are already consideciosure or rationalisation. This
means that up to 3 000 jobs are already underttimélae Free State.

4. Conclusions
The following main conclusions can be drawn withaml to this report:

» There seems to be a decline in the number of ledestries, as a percentage of the
total number of manufacturing industries in theeF@&tate. This decline is also
relevant to the employment figures, as a percentgéhe total manufacturing
employment.

* The dominance of SASOL, as the industry with theglei highest number of
employees, is evident.

* Although white-owned businesses are still dominantumber of Asian- and Indian-
owned businesses have emerged over the last 1€ year

» The lack of appropriate skill on the part of labensris evident.
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Although some businesses regard the central latatidheir enterprises in the Free
State as an advantage, a more significant perceniag the distance between their
businesses and the markets as problematic anddiadeo increasing costs.

The maintenance of infrastructure by local govermimiewill be an essential
prerequisite for the retention of manufacturingibesses in the Free State.

Start-up incentives that are provided by variousicipalities do not have any impact
in terms of attracting manufacturing businessesweier, lower rentals in respect of
factory space provided by the Free State Developi@enporation have resulted in
renewed industrial development in the Free Stéditex, the decline in the early 1990s.
The textile industry seems to be delicately baldnead if all import taxes were to be
finally scrapped by February 2005, a large numbkethese businesses might be
forced to close down.

There seems to be no specific strategy for largeufiaaturing industries. Comments
made by industrialists in this report suggest fiditical infighting in the Free State
has hampered such a process. Furthermore, ladgstiralists in the province have
received limited support, as more than 50% of tidustrialists were not aware of
DTI support programmes. In fact, there seems tmd®rganised contact between
provincial or local government structures and tHasge industries.

A considerable percentage of large industries seebe considering rationalisation,
while the capital investments made by many do netessarily lead to new
employment creation. The degree of mechanisateralso increased during the past
decade, resulting in fewer employment opportunities

At the same time, it seems that labour-related Ipro®, such as increasing
unionisation and higher minimum wages, have alspacted negatively on the
creation of employment — according to the indubsti&

Down-streaming from these large businesses seebeslimited.
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SMME MANUFACTURING

1. Introduction

In this section findings are presented concernisgeets of the SMME manufacturing
economy of the Province. Two sets of material aiadysed here.

The first sub-section draws together the key figdifrom an earlier investigation conducted
in 2003 which involved 50 interviews concerningagdished SMME manufacturers spread
across the province and 53 interviews undertakém emerging SMME manufacturers based
in Mangaung and Thabong. The major themes that veeldressed in the structured
interviews relate to developing a profile of entepeurs and their enterprises; an
examination of their recent and projected businggsformance; job creation in
manufacturing SMMESs; and, issues of government adppaken together, these two sets of
material provide an overall profile of the charaistécs, and key issues confronting the range
of SMME manufacturers in different production sestacross the province.

In the second sub-section the findings are predeotte further set of 37 interviews which
were conducted across the SMME manufacturing ecgndrhis set of interviews was
targeted at three important sectors of SMME manufag, namely the food and fabricated
metals sectors which traditionally have been thestmoommon forms of SMME
manufacturing, and the clothing sector, which repnés the segment of SMME
manufacturing which has exhibited the greatest esipa in terms of both employment and
numbers of new establishments in the period 19®820sing a parallel set of themes to that
in the cross-sectoral survey the objective in ge$ of interviews was to examine inter-
sectoral variation in the SMME manufacturing ecogpfacusing particularly upon the more
established end of the SMME spectrum.

2. A Profile of the Manufacturing SMME Economy of Free State
The macro-profile of the SMME economy revealed mber of significant findings:

* The role of established SMMEs is growing in sigrafice in the provincial
manufacturing economy both in terms of their cdwtiibn to total manufacturing
enterprises and share of total employment.

* Between 1994-2004 important changes have occunréiei sectoral mix of SMME
manufacturing with the most notable shift being riblative decline of the food sector
and of the major growth recorded in clothing.

* Notable changes also are recorded in the geograp®MME manufacturing. The
most important shift is the increased concentrabdr'SMME production in two
clusters around Bloemfontein and Harrismith.

* The decline of SMME manufacturing in Free Statelstoa/ns was another important
observation.
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Overall, several dimensions of the characteristitsnanufacturing SMME entrepreneurs

were examined in the sample of 50 interviews. Isdirat were investigated included the

race, gender and age of entrepreneurs; length eambms for business establishment; the
start-up of business operations; and, explanationsheir locational selection of the Free

State.

The major findings from the interview research stablished manufacturing SMMEs can be
summarized as follows:

* The typical established SMME manufacturing entregue is white, male and aged
between 31 and 50 years.

* Although the desire for self-employment or the tiferation of market opportunities
is the prime basis for SMME establishment, an iasireg number of firms are set up
out of necessity due to retrenchments.

* The major issues at start-up relate to growing Kedge of the business and securing
markets rather than access to finance.

» At start-up the core source of capital is entrepoeis own savings rather than formal
bank sources.

» Lifestyle factors emerge as important bases folagxing the locational choice of
SMME manufacturers. The location of most SMME mawtiiring establishments is
the result of such factors as where the entrepreinasi grown up or where he/she
chooses to live.

 The Free State is perceived poorly as a base foMENMianufacturing due to its
stagnant economy and declining provincial and locarikets.

* The recent business performance of SMME manufactinas been mixed with good
results achieved through enterprise adjustmentspad results linked to a weak
macro-economy and labour problems.

* The poor state of the manufacturing SMME econom@aidfields is observed as a
factor of concern especially as compared to devedops in the growing clusters
around Bloemfontein and Harrismith-Phuthaditjhaba.

* Major problems faced by SMME manufacturers relatéhe need to expand markets
rather than to any issues of access to financeaming.

A similar set of themes concerning characteristiesiness development, and performance
were examined in terms of groups of emerging prodacSMMEs — primarily micro-
enterprises or informal manufacturers — that weterviewed in Mangaung and Thabong. It
is evident that different issues confront the gl emerging SMMEs as opposed to
established SMMEs in manufacturing and that these groups have different business
constraints and support needs.

The major findings from this research on emergingnuafacturing SMMEs can be
summarized as follows:

* The typical entrepreneur is black, male and agéddsn 31 and 60 years.

* The most common forms of emerging production SMMiEs engaged in metal-
working (especially welding operations), burglaogiing and brick-making
activities. Women'’s involvement is largely in clotg and dress-making activities.
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The vast majority of enterprises were set up faso@s of necessity rather than choice
or as ‘opportunistic entrepreneurs’. The growthtbis emerging manufacturing
SMME economy links crucially to the weak state ofipboyment creation in the
formal economy. Joblessness, retrenchments andet for household survival are
at the root of the growing numbers of emerging podidn SMMES.

The largest group of emerging manufacturers aregistered enterprises that operate
from informal premises based in the home or baakyar

The major issues at start-up relate to criticalrslgees concerning access to finance,
lack of equipment, machinery or tools and inadeguptemises or spaces for
manufacturing operations.

In common with the group of established manufacjridne major source of start-up
capital for emerging manufacturing SMMEs is theemteneur or household savings.
The location of these businesses is determinedheyerthe entrepreneur lives.

The recent business performance of emerging SMMIBufaaturers shows some
growth in incomes and sales but almost no growtHomg-term employment as
entrepreneurs prefer to take on casual workersadrtime employees if the volume
of business orders expands.

Most enterprises operate in narrow and geographitatalized markets with few
manufacturing SMMEs having any ‘exports’ or saldstleeir output beyond the
immediate locality in which they are situated.

Emerging SMME manufacturers face different issues tiiose of established
manufacturers in terms of seeking to expand themess operations.

Lack of access to finance is a critical constravhich impacts upon the quality of
equipment and of machinery as well as entrepresetapacity to improve their
business premises. Human resource issues wereirfunighlighted and underpinned
by poor information and access to opportunitiedrfaining and skills upgrading.
Overall, the findings on emerging SMME manufactsrbighlighted the failures of
national government support programmes to readettarget groups’.

3. Sectoral Focus on SMME Manufacturing

In order to complement the above analysis, a fugheup of 37 interviews were completed
during 2003 and 2004 with established SMME manufacs operating in the three important
sectors of food, clothing and fabricated metale ®hjective of this group of interviews was
to probe more deeply into issues concerning tHereit production sub-sectors of the
SMME economy. The earlier survey conducted forSMME investigation offered cross-
sectoral findings across the SMME econamsya wholehere the focus is upon specific
sectoral issues around food, clothing and fabritatetals. In total, of the 38 interviews, 16
were with established SMMEs in the food sectoresewith clothing SMMEs and, 14 with
established entrepreneurs engaged in fabricatealsy@bduction.

The key detailed findings that emerge from theseBfviews are as follows:

In terms of the race of the entrepreneur, certédfardnces emerge with the clothing
sector most distinctive. The findings revealed #lai6 food SMMEs were white, 13
of 14 fabricated metals entrepreneurs were whitebthe seven clothing businesses,
only one was run by a White South African, threeevihdian owned, two were
Taiwanese entrepreneurs and one was a Black estepr
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Male entrepreneurs were dominant across all seatatts four women entrepreneurs
in food, two in clothing and two in fabricated mistaln total, 21 percent of the
sample businesses were run by women.

In terms of reasons for establishment; in the feedtor 13 of 16 businesses were
‘opportunistic entrepreneurs’ (including the desfor self-employment) and the
remaining three established their businesses llgitlzecause of the pressures of
retrenchment or leaving mining work due to hea#thsons; in the fabricated metals
sector the responses were similar with the majarftypusinesses set up due to a
recognition of business opportunities,often linkeda desire for self-employment; in
clothing the desire for self-employment, includifiggm new immigrants from
Taiwan, was overwhelmingly the major reason forifess start-up and once again
was linked to market opportunities.

The factors underpinning the location of these SMM&nufacturers reveal sectoral
differences. In the food sector, the major issuesewhose of lifestyle factors in terms
of place of residence of the entrepreneur, the-talee of an existing business
operation or available land in a particular logaliFor fabricated metals producers,
the influence of owner’s place of residence wasrgfly in evidence; also important
was market opportunities around the mines and ahisifly of land. For clothing
SMME producers other factors came into the locatiatecision. In no case were
lifestyle factors observed as exerting a significenfluence upon choice of where
production activity would occur. Significantly, ifour of the seven cases the
entrepreneurs had relocated to Free State fronr gilaees. In three cases, the
entrepreneur had moved from outside South Afrioe, an Indian South African from
Lesotho to Ficksburg, and two Taiwanese manufaturen two cases — one
Taiwanese owned and one Indian South African owaetbry, a relocation to Free
State had occurred due to reasons of labour castsrespectively East London and
Durban.

Issues of support by the province and municipat@auties for business establishment
again disclosed certain sectoral variations. Ingreup of food manufacturers there
were no cases of locational choice influenced byegament policies, available
Regional Industrial Development Incentives, theeF8gate Development Corporation
or of firms securing access to subsidized landmmes or services. Indeed, in only
case was an approach made by a food SMME entreprdnethe Free State
Development Corporation for assistance with theegmeneur eventually choosing to
not access the assistance that was potentiallya@lai In the group of fabricated
metals producers a similar picture is recordedhef limited influence of national
government support programmes or of municipal w&etion. Only two exceptions
were recorded. The first was of one Bethlehem baseshufacturer who
acknowledged the very important role for his busief a loan received from the
Free State Development Corporation. The secondoigoewas of the support given
by local municipalities in providing work opportties to these local metal
fabricating enterprises. Finally, it was observidttthe RIDP incentives had little
impact upon the locational choice of these prodiichevertheless, in two of seven
clothing interviews, support had been obtained frtva provincial development
corporation with the grant of six months rent-frpeemises in Phuthaditjhaba.
Municipal level support was minimal with one cas@io entrepreneur acknowledging
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limited support in Harrismith and another of anrepteneur seeking unsuccessfully
to get support from Ficksburg municipality.

In terms of the locational advantages and disadgmst of having a business
operation in the Free State a variety of opinioesenoffered by entrepreneurs. In the
case of food manufacturers, several alluded toirthat linkages back to the Free
State agricultural sector, others to lifestyle ¢desations of living in the Free State
(albeit tempered in some cases by the recent grofathime), and others to issues of
cheap labour. The major disadvantages were clehdge of distance from South
Africa’s major urban markets and of the associatethsport costs. For those
producers whose markets were mainly in Free Sisdaes of the declining macro-
economy were strongly asserted. For fabricated Isngtievducers, access to local
markets and lifestyle considerations of a “niceiemment” were stated as the most
common advantages of a Free State business locatiocommon with the food
SMMEs, the major disadvantages relate to transpstis to access suppliers, markets
and spares. For the group of clothing manufactuteesrelative low costs of labour in
the Free State were defined as a major locatiahadrdage as well as the province’s
centrality in relation to both major domestic mask€Gauteng) and export points
(Durban). In terms of disadvantages, there wererséases of companies pointing
to the lack of skilled labour and of the poor qiyadif trained labour in relation to the
needs of the clothing sector. Other producers wereerned that the Free State’s
former advantage of ‘cheap labour’ increasingly wadonger the case.

In terms of the existing balance of advantages disddvantages, a few firms are
currently considering the option of relocating thaisiness from the province. In the
majority of cases discontent is expressed by ae@lésisell-out rather than relocate.
Nonetheless, one food producer was considering\ee raatside the province and one
fabricated metal producer was relocating to Gautenthe group of clothing SMMEs
the major issue was of the need to search loacatllafger premises.

In terms of size of labour force, there are différerends which are observed. In the
food sector, the balance is clearly that a greatsenber of firms are downsizing their
labour force rather than increasing their numbdrwarkers. Issues stated as behind
this downturn in labour absorption were the stafenmcro-economy, labour
legislation, and increasing competition. For fa#éd metal producers, the labour
situation was one of general decline or, at bdstagnation. The poor labour outlook
was linked to weak market conditions especiallytloen mines and in agriculture as
well as to more stringent labour legislation whigd increased the costs of labour. In
the group of clothing SMMEs considerable new lababsorption has taken place,
albeit there are strong signals that the rate of job creation may be faltering due to
the pressures of labour problems and especialhsimiy labour costs, exchange rate
difficulties, and of competition from imports.

The question of major obstacles to improved busimesformance produce mixed
responses. In the food sector key issues of congera the poor macro- economy,
especially made worse by conditions in mining agdcalture, and uncertainty over

labour, particularly its productivity and risingsts. For fabricated metals producers,
the key highlighted issues were labour costs, tnpact of AIDS on worker

productivity, access to finance and concerns araimedpoor state of the macro-
economy, particularly in the state of provinciahmg and agriculture. Across all the
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group of clothing producers, labour issues werepafamount importance with
concerns about poor productivity, rising labourts@sd low levels of skills.

The narrowness of markets that are targeted by Btake SMMEs is clearly of
widespread concern. Only three of the 16 food pretsiwere engaged in any form of
export activity (one to Lesotho only); for fabriedt metals in only one case were
exports occurring (to Lesotho), and, perhaps ssirmgly, all the clothing SMME
manufacturers geared their outputs to domestic etsikith no export activity at all.
The Free State and Gauteng are, not surprisinigéy,major national markets which
are served by local producers in all three sectors.

In respect of taking on additional workers, theegmtises that were surveyed offered
a fairly common set of responses with improved magerformance in a growing
macro-economy the most common issue. For food perdy with one exception,
issues of demand and expansion of markets wereenfrad concern. The one
exception was of an agri-food processor of aspardguwhom the core problem
related not to demand considerations but to isefisapply and to a shortage of local
producers of asparagus. For fabricated metals raatwrers issues of demand and
poor markets were again highlighted; also of sigaifice was the need for improved
access to finance. The group of clothing produees the most distinctive in its
responses as issues of training for labour werengly highlighted as a core
constraint upon further labour absorption by ergsproducers.

In terms of government support, a picture is disetbof almost minimal support for
manufacturing SMME development. No access to gamem support programmes
was secured by any food or fabricated metals SMNiaufacturer. In the case of the
group of clothing SMMEs, as noted earlier, suppuwati been secured from the
provincial development corporation and one provackbcal municipality.

In looking to future roles that the provincial aledtal governments might assume in
terms of support intervention, a range of responges recorded. For the group of
food SMMEs, a variety of issues were aired inclgdthe need for greater local
procurement, the importance of maintaining infracture (especially of electricity
supplies) and the reduction of crime. In fabricatadtals, the issues once more
focused strongly on procurement as a basis foratipg Free State manufacturers;
other issues related to support for workplace Alp&grammes, improved
information flows and infrastructure maintenanceally, among clothing SMMEs
the major expressed areas for support related fwowmng training facilities for
workers, advice on labour problems more generalhg support through “proudly
South African” campaigns to defend firms againsing levels of import competition.
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SUB-SECTORAL STUDIES

A. CLOTHING AND TEXTILES

Over the past decade, the clothing and textiletosediave been of major significance in
terms of the Provincial Manufacturing economy. ded, between 1994 and 2003 the
clothing and textiles sector has grown in a contéxhe general decline of the manufacturing
sector as a whole. More specifically, in this ldstade, the clothing and textiles economy of
Free State has grown by nearly 8 500 jobs and withet growth of nearly 100 new
enterprises. The most important nodes for clothamg textiles are in the two growing
manufacturing clusters of Bloemfontein-Botshabel@@a Nchu and Harrismith-
Phuthaditijhaba. Other rising production nodesudel Ficksburg. By contrast, localities that
have experienced cutbacks in clothing and textihesufacture include Kroonstad, Parys,
Frankfort, Vredefort. Overall, the restructuringitey place in the clothing and textiles sector
has played an important role in geographically eot@ting Free State manufacturing
selectively in a small number of growing clusters the one hand and accelerating the
decline of many Free State smaller towns on therdtand.

More detailed information on the state of the Fé¢éate clothing and textiles economy can be
gleaned from a total of 18 interviews which weraawacted during 2003 and 2004 with 11
large enterprises and seven SMMEs. These intervieger® conducted with firms in the
major provincial centers of clothing and textilesguction, including Botshabelo, Thaba
Nchu, Harrismith, Phuthaditjhaba and Ficksburg.

The key trends which can be discerned from thaseviews are reported below:

* In both the large firm and SMME sector of clothiiig typical entrepreneur is not a
white male, which makes this a highly distinctivgsent of manufacturing. Rather,
the entrepreneur is often a non-South African (Iisu@hinese/Taiwanese) or an
Indian or Black. Moreover, relative to other segtsenf manufacturing women are
strongly represented in the ownership of Free Steltthing and textiles
establishments.

* The majority of enterprises in clothing and texilere independent firms; a small
number are branch plants. Start-up capital is d@medusively from the entrepreneur
rather than any bank or other financing. Overseasting is important for a number
of the largest clothing and textiles factories.

* The labour force is 95-99 percent black and hidahginized. With one exception, all
larger operations had a female labour complemeat lgfast 90 percent.

* The predominant market that is produced for isSbeth African domestic market.
Very little exporting takes place from the clothiagd textile producers, whether
large or SMME establishments. Many firms are praaydarge volumes of clothing
for the leading South African chain stores suchJas Foschini, Truworths and
Edgars.
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The majority of firms source their inputs from wiifSouth Africa and normally from
outside Free State province. In one case all nasteds sourced from Botswana.

The reasons for the choice of particular location the factory were in several
instances due to lifestyle considerations, in teoifrthe residence of the owner, but in
the case of several larger clothing firms, particylthose with overseas investors, the
decentralization incentives offered under the farmesgional development
programmes were important locational influences.

The impact of the Free State Development Corparatiderms of assistance for the
clothing and textiles enterprises — large and SMMBas been minimal, with the
minor exception of the take-up of six month freata¢ and of building maintenance
in a small number of cases.

At start-up nearly all firms received no supportenms of subsidized land, premises
or services. Municipal support has been negligit@spite requests that entrepreneurs
made for such support. No firm secured any assistéiom national government
through the DTI assistance schemes and awarenesglofsupport programmes was
low, especially among SMME producers.

Overwhelmingly, at start-up the core problem fabgalothing and textile producers
related to training of labour. Almost all the largestablishments complained about
the poor quality and lack of training of local laivo

The most critical finding from the interviews isatrcurrently the clothing and textiles
sector is in serious trouble and, as describedneyiaterviewee, is potentially “facing
meltdown”. It was observed by several interviewded during the past 12 months
several clothing producers had closed down theie Btate operations and many had
relocated to Lesotho. This is due to a mix of fegtanost importantly, the less
regulated labour environment, cheaper labour aadjtbwing opportunities linked to
AGOA.

A consistent theme in the interviews with large dureers is that many firms are
variously cutting back their labour force, considgrdownsizing or even potential
closure. Over the past 12 months in particularees occurred a massive shake-out
in the sector which has shed a large amount ofulalnd for the immediate future the
prospects are not viewed favourably by industrigettalders.

On Table 11 is shown the responses from large ialptirms as to the recent and
future job prospects in the clothing and textileremy. The most successful
enterprises appear to have been those which hage adaptive to the needs of a
highly competitive environment, for example in #ase of one firm which started as
clothing wholesaler and then integrated backwantts production.

75



Table 11:. Labour Prospects in Clothing and Texsl&nterprises

Name Location Employment Reasons for Expectations for
Trends 1999-2004 | Change Next 12 Months
Proton Textile Harrismitt Increase 2C-38C Increase in orde Increase in Labot
Force
Feng Jun Fashio | Botshabel Decrease 2¢17( Cheaper cost ¢ Depends upo
imports and import regulations —|
competition from possible closure of
urban producers factory
KDC Clothing Ficksbur¢ Increase 1£-30C Increase in ordel Depends upo
but no growth imports —
foreseen in future | retrenchments likely
Night Owl Phuthaditjhak Increase 12-30C Increase in ordel If problems with
Fashions but with worker unions persist, “we
problems and cannot take in more
exchange rates, people”
reduction of
workforce will
occur
Fet Knitwea Thaba Nch N/A but decreas Wage demand Workforce may
1994-1999 from legislated through | increase due to
600-300 National Bargaining| other factory
Council closures and
possible increase of
capacity
Amica Fashion Botshabel Decrease 126-885 | Imported good: Expected decrea:
flooding the market | in workforce due to
due to Rand strengthRand strength and
imports
Apple Jear Botshabeo Increase 3C-37& Increased orde Increase ir
workforce
anticipated
Tradelink Clothin( | Phuthaditjhak Increase 25-30C Increase in marke | No further labou
share increases expected
due to labour costs
and Rand strength
Formosa Knittini | Botshabel Stalle at 22: Currently firm is Further decreases
decreasing its labour are
workforce due to anticipated
import competition.
Purple Haz Thaba Nch Increase 12-16( N/A Decrease in labot

is expected as firm
“cannot afford new

wage levels”

» ltis evident from Table 11 that the key issueg #Hra impacting upon the Free State

clothing and textiles producers relate to an ielated cluster of issues around rising
production costs linked to legislated wage levéiough the National Bargaining
Council which make locally produced goods unconpetiagainst the cost of
imported products, primarily from China. The rediliability to compete has been
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worsened further by Rand strength and very imptytaoy low level of skills
amongst workers which impacts upon productivity pratjuction costs.

It was significant that no firm was taking advamagf the export opportunities
offered under the African Growth and Opportunityt Aar exports to the USA. All
producers — large and small — appear involved adlpetion for domestic value chains
rather than export value chains.

In terms of local factors that were negatively ietgag upon the industry, labour
related problems were paramount. Entrepreneurssgtiiehe reduced competitiveness
of enterprises in the face of strong competitiaanfrimported products (sometimes
claimed to be illegal imports) which was impactedly by labour related difficulties,
especially concerning wages but also with a coetinemphasis upon poor quality of
labour through lack of training. The cheaper cadtsperating clothing and textiles
operations from Lesotho were strongly recognized.

Overall, it must be concluded that the findingsnirthe interviews suggest that the
phase of enormous growth of clothing and textileswafacture in the Free State has
peaked and that the uncertainties surrounding Ylodo@petition, the strength of the
Rand suggest strongly that the industry is expemgnconsiderable restructuring.
Certain producers with outputs geared to niche gtarlare most likely to survive.
Possible links to locally produced wool, cotton deather might well provide unique
market niches.Those producers of mass volume ptedhat are experiencing the
most intensive competition from low cost importse afacing rationalization,
downsizing and potential closure or relocation theo cheaper labour spaces with
Lesotho the major potential beneficiary.
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B. THE PETROCHEMICAL INDUSTRY

1. Introduction

The petrochemical industry, mainly located in Shsad, is acknowledged to be one of the
main contributors to the Free State economy. Roai and local government strategies
regularly mention the potential of this industrydahe potential down-streaming advantages.
In fact, the establishment of Chemcity (an indasteestate for petrochemical down-

streaming), funded by SASOL and the provincial goreent, was an attempt to stimulate
down-streaming in the petrochemical industry. Baistion aims to:

» provide a brief national perspective on the peteotlsal industry;

» provide a broad overview of Sasol,

* analyse the size and nature of the petrochemidabiny in the Free State; and

* analyse the opportunities and the obstacles innghastry in terms of the Free State
manufacturing economy.

2. A broad national overview

According to the World Bank, as discussed in Gastd995), the widespread integration of
petrochemical products into manufacturing and itriaisprocesses has led to this industry
being identified as a key sector in the induststshtegies of both developed and developing
countries. Gaintsos identifies three distinct jglsagh the growth of the petrochemical
industry in South Africa: from inception to therlgal970s; from the early 1970s to the early
1980s and from the early 1980s to the early 199@khough chemical-related industries
were not new to South Africa, the establishmenSASOL in 1954 can be seen as the first
major step in the growth of this industry. At teme stage, the first petroleum refinery was
established in Durban. Others would follow lat&éhe second phase, from the early 1970s to
the early 1980s, experienced an average growtB%f df the industry, due mainly to growth
in domestic demand and the overall protection didrto domestic petrochemical producers
(Gaintsos, 1995). The period between the early043hd the 1990s saw the growth rate
declining to about 2.6% per annum as domestic ddrdanlined and a general relaxation of
customs tariffs occurred. At the same time, thprelgation of the Rand during the mid-
1980s and the possibilities of larger exports cbuted specifically to the continued growth
of the industry in the early 1990s.

Gaintsos further identifies the following factorst have affected the development of the
local petrochemical industry in South Africa:

* the advent of SASOL,;

* the establishment of domestic oil refineries;

» strong growth in the domestic demand for petrochehproducts;

» protection from imports in the form of duties andhqtitative restrictions;

* the establishment of plants of sub-optimal sizeplyducers to ensure a foothold in
the domestic market; and

* the devaluation of the Rand in the mid-1980s.
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Today the chemical industry is one of the largesttes of economic activity in South
Africa, employing more than 200 000 people, contiig 5% to GDP and 25% to total
manufacturing sales. The 25% of manufacturingssale made up as follows:

» upstream and basic chemicals: 12.6% of total at%0f the chemical industry;
» plastic products: 2.4% of the total or 9.6% of themical industry;

* ceramics, concrete and stone: 2.3% of the tot@l2% of the chemical industry;
» cosmetics and detergents: 1.6% of the total or @##be chemical industry;

* pharmaceuticals: 1.3% of the total or 5.2% of thencical industry;

» fine and speciality chemicals: 1.1% of the tota#i@g¥% of the chemical industry;
* rubber products: 1.1% of the total or 4.4% of thernical industry; and

» glass products: 0.5% of the total or 2% of the abahindustry.

3. Sasol: A historical overview

Sasol was formed in 1950 after domestic and intenmal technological investigation,
research and negotiations in the field of the FiSvepsch conversion technology had been
conducted for more than 20 years. In 1955 thé 8essol production complex for synfuels
and chemicals was erected at Sasolburg. In 196dilaefinery started as a joint venture
between Sasol/Total in Sasolburg. This refinetpday one of six similar refineries in South
Africa. The year 1976 marked the founding of gipgrbduction facilities for synfuel and
chemicals in Secunda. The first major down-stregnprocesses emerged in 1983 when
Sasol Fertilisers was formed to manufacture andketaertilisers. This was followed by
Sasol Explosives in 1984. The latest addition lteen the construction of the 865 km long
gas pipeline from Mozambique to Sasolburg (latep @b be connected to Secunda). This
involves an investment of US$ 1.2 billion. ThesS8labusiness structure is outlined in Table
12 below:
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Table 12: An overview of business initiatives bysShand their location, 2003

Name Description of products and proces Location of activities
A. Sasol minin Supplies coal to Sasol Synfuels, Se|- Sasolbur
Infrachem and international customers. Secunda
Turnover in 2003: R 1013 million. - Syferfontein
B. Sasol Synfue Coa-based synfuel manufacturing. Turno| - Secund
in 2003: R13 643 million
C. Sasol Oiland G | Sasol Oil markets the liquid fue— a retail| - Major urban areaof SA
1) Sasaol Ol network is being established. -
2) Sasol Ge Markets and distribute Sasol’'s hydrogen | - Sasolbur

and methane-rich gas. New gas pipeline filom Secunda
Mozambique. Gas lines provide gas |to Mozambique
Gauteng, Free State, Mpumalanga and
Kwazulu-Natal. These two units had |a

turnover of R8 507 million in 2003.

D. Sasol chemic Manufactures and markets surfacta| - Undisclosed but also four
businesses Turnover in 2003: R 19 543 million internationally
1) Sasol Olefins and
Surfactants
2) Sasol Polyme Turnover in 2003: R 6245 rlion - Sasolburg and Secur
- Malaysia
3) Sasol Solven Manufactures and markets a range of solv| -  Undisclosed but also four
and associated products. Turnover in 2008 is internationally
R5 950
4) Sasol Wa Wax manufacturing. Turnover in 2003 | -  Sasolburg
663million - Secunda
5) Sasol Nitr: Manufactures and market ammonia, nitric¢| -  Sasolbur
etc - Secunda
- Bronkhorstpruit
E. Sasol Synfuel| Develops and implements internatio| -
International ventures
F. Sasol Petroleur | Develops and imements internationi| -
International upstream interests

G. Sasol Technolog | Do research to support Se Sasolbur

H. Sasol Financir Manages group cash and liquit -

Although Sasolburg was the initial plant where syhfwas produced, the production of
synfuel has now shifted to Secunda. This means tia Sasolburg plant has been
transformed during the past 20 years from a synfuetuction unit to a high technology
plant for the manufacturing of chemicals.

The core growth areas of Sasol are:

» the Sasol Natural Gas Project, which will providdunal gas from Mozambique to
Sasolburg and Secunda;

* the development of a network of retail serviceigtet of the Sasol brand;

* an major investment for gas-to-liquids in Nigeria;

» the acquisition of one of Germany’'s largest powslity companies led to the
formation of the Sasol Olefins and Surfactants itiwvi, as well as the significant
expansion of the Sasol Solvents division;

* an amount of R2.9 billion is invested at Sasolbiorgtwo new, world-scale chemical
plants; and
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» Sasol Olefins and Surfactants commissioned a nawergdon, R1 billion plant at
Secunda during 2002 to produce alcohol in the i @15 range as a feedstock
mostly for the international detergents industry.

The global spread of the 2002 SASOL sales wasliasvia

* 43.8% in South Africa

e 2.7% in Africa

e 28.6% in Europe

* 4.6% in the Middle East
* 16.7% in North America
* 1.1% in South America

 2.5% in Southeast Asia.

In 2002, Sasol Chemical Industries generated thkest turnover in the company (68.2%),
but Synfuel generated the largest profits (50.8%Mese figures, as well as the fact that the
highest profits are still being generated in SoAhica, probably suggest that the chemical
industry is still in a growing stage. This impligst large-scale capital investment is required
compared with a fairly settled Synfuel industry.

Sasol was first listed on the JSE Securities Exghan Johannesburg in 1979 and on the
NASDAQ Stock Market Inc in the United States of Armoa in 1982. Sasol moved its
NASDAQ listing to the New York Stock Exchange weffect from 9 April 2003. Today,
Sasol is a diversified international fuel and cheahcompany with exploration, production
and sales operations in South Africa and 23 coaemtkiorldwide.

4, The size and nature of the chemical industry in thé&ree State

This section will provide a brief statistical backgnd of the petrochemical industry in the
Free State. The total employment figure for theequdhemical industry in the Free State in
2003 was 9 241. This was approximately 20% oftohal employment in manufacturing in

the Free State in 2003. The spatial attributethefindustry in terms of establishment and
employment provision will be discussed (see TaBle 1

Table 13: The number of petrochemical industries@apeople employed in the Free State
per area, 2003

Number of
Number of people % of total % of total
Area establishments employed establishments employment
Mangaung (Bloemfontein
Botshabelo, Thaba Nchu 15 705 34.9 7.6
Metsimaholo (Sasolburg) 13 8081 30.2 8y.4
Matjhabeng (Free State
Goldfields) 3 100 7.4 1.1
Other 12 355 27.9 3.8
Total 43 9241 100.( 100.(

Source: BMR, 2003
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The above table reveals that the majority of eshtrlents, 34.9%, are found in the area of
the Mangaung Local Municipality (Bloemfontein, Bo&belo, Thaba Nchu), followed by

Metismaholo (Sasolburg) with 30.2%.
87.4% of all people are employed in Sasolburg.

However, imrte of employment in this industry,

lerabd provides the number of

establishments and employment figures per typénefacal industry.

Table 14: The number of petrochemical industries darpeople employed per type of
chemical industry in the Free State, 2003

Type of chemical industry

Number of
establishments

Number of
people
employed

% of

establishments %

Employment

PETROL, FUEL OILS, LUBRICATINGC
OILS AND GREASES, PRIMARILY
FROM CRUDE OIL

7.0 6663

72.]

MANUFACTURE OF PLASTICS IN
PRIMARY FORM AND OF SYNTHETIC
RUBBER

16.3 1165

12.6

MANUFACTURE OF FERTILISERS
AND NITROGEN COMPOUNDS

14.0 358

MANUFACTURE OF SOAP AND
OTHER CLEANING COMPOUNDS

14.0 297

MANUFACTURE OF EXPLOSIVES AND
PYROTECHNIC PRODUCTS

250

MANUFACTURE OF
PHARMACEUTICALS, MEDICINAL
CHEMICALS AND BOTANICAL
PRODUCTS

4.7 184

2.0

MANUFACTURE OF BASIC
CHEMICALS, EXCEPT FERTILIZERS
AND NITROGEN COMPOUNDS

14.0 136

MANUFACTURE OF PAINTS,
VARNISHES AND SIMILAR
COATINGS, PRINTING INK AND
MASTICS

4.7 80

0.9

MANUFACTURE OF ADHESIVES,
GLUES, SIZES AND CEMENTS

a1

11.6 55

MANUFACTURE OF PERFUMES
COSMETICS AND OTHER TOILET
PREPARATIONS

4.7 53

0.6

COMPOUNDED AND BLENDED
LUBRICATING OILS AND GREASES
FROM PURCHASED MATERIALS
OTHER THAN CRUDE PETROLEUM

N

4.7 4D

0

MANUFACTURE OF COKE OVEN
PRODUCTS

1

2.3 5

0.1

Total

43

100 9241

10(

From Table 14 it is evident that petrol, fuel ollshricating oils and greases provide 72% of
employment opportunities in the petrochemical imduef the Free State, whilst only
constituting 7% of the total number of petrocherindustries in the Free State. This is the
result of the Sasol plant being located in Sasglbut should be mentioned that these figures

and particular categorisation mask the fact of ttasformation of the Sasol plant in
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Sasolburg from a petrol production unit to a chexniedustry. The three other main types of
petrochemical industries are:

» plastics and synthetic rubber: 16.3% of the esthbients and 12.6% of the jobs in
the sector;

* manufacturing of fertiliser and nitrogen compourité% of the enterprises and 3.8%
of the employment; and

* explosives: 2.3% of the enterprises and 2.7% oéthployment.

It should be mentioned that plastics, rubbersijlifgets and explosives are all downstream
products of the production of petrol and gas fraral@nd crude oil.

Another aspect that needs more specific attenetates to the size of the enterprises and
their proportional contributions in terms of numlzgrindustries and employment creation.

Figures 16-18 provide an overview of these in teohshe Free State in general and of
Sasolburg, specifically.

Small

i 70%

Figure 16: A breakdown of the number of SMMEs, anarge
industries in the petrochemical industry of the
Free State, 2003
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86%

Figure 17: A breakdown of the employment created by
SMMEs and large industries in the petrochemical
industry of the Free State, 2003

Small
46%

Large
46%

Medium
8%

Figure 18: A breakdown of the number of SMMEs andrgje
industries in the petrochemical industry in
Sasolburg, 2003



Large
96%

Figure 19: A breakdown of the employment created by
SMMEs and large industries in the petrochemical
industry in Sasolburg, 2003

The figure of 86% of manufacturing industries rethto the chemical sphere and classified
as SMMEs in the Free State is somewhat more tl@B83b6 of the manufacturing industries
classified as SMMEs in the Free State by Roger2603). In Sasolburg SMMEs contribute
only 54% of the total number of chemical industrieshe area. These figures probably
suggest that down-streaming has not developed ensdme way as in other types of
manufacturing industries and that Sasol dominatespetrochemical industry in the Free
State. The domination of Sasol is further refldatethe employment figures, as 86% of the
employment in the chemical industry in the FreetéSta provided by large industry. In
Sasolburg the comparative figure is 96%. The lencentages of employment by SMMES in
the petrochemical industry (14% for the Free Saak4% for Sasolburg) are in contrast with
the 38.9% of employment in SMMEs for the total macturing industry in the Free State.

5. The petrochemical industry in the Free State: Key ansiderations

There seem to be a number of key aspects thainflilence the petrochemical industry in
the Free State. The following key aspects wilahalysed in more detail:

» the issue of down-streaming

* the capital-intensive nature of the industry
* the environment

* the link with Gauteng

» deregulation

* increasing globalisation.
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Other sections of this report have already mentidhe issues of down-streaming, as well as
the attempt by both Sasol and the Free State mriavigovernment to create down-streaming
in Sasolburg with the development of Chemcity. haligh the statistics have shown that
down-streaming in the petrochemical industriesinsitéd, they perhaps also suggest that
there is some potential in this regard. Howeteseéms that down-streaming in the chemical
industry in Sasolburg is hampered by the capit@nsive nature of the industry, as well as
the fact that it requires fairly high levels of lkkiAlthough the approach by Sasol to keep the
majority of potential down-streaming products witt$asol seems to be an effort to keep
everything in-house, the capital-intensive natuighinperhaps be the precise reason for
doing so. Overall, it seems to be extremely diffito realise viable down-streaming in the
industry.

The second characteristic of the industry is thas icapital-intensive. Large-scale capital
investment seldom leads to increased job creatiorfact, the numbers of people employed
by Sasol have remained stagnant over the past afs,y¢his in spite of huge capital
investments. In 2002 alone, R8-billion was invdstemajor capital and investment projects.
At the end of June 2002 Sasol had 162 capital piojm various phases of development,
representing a potential capital investment of Rélibn. So, although some potential still
exists in this industry, it will probably not creathassive job opportunities.

The conflict between the petrochemical industry #mel environment is well known. The
reality of large-scale air pollution is evident$asolburg. The change from coal to natural
gas, to be phased in shortly, might assist in aatoh of air pollution, though coal will still
be used for electricity creation. From the intews conducted, it seems that there are still
some misunderstandings amongst the role playeatssimegard. Industry argues that they are
the main job creators and that increased pressutbeir impact on the environment creates
increased costs which impact negatively on therenment. There are also claims from the
side of industry that there is no coherent polippraach and that the Department of
Environmental Affairs are not systematic in its mg@ment of the problem. For example,
junior staff is assigned to negotiate with industwhile the turnover in staff in the
Department is not conducive to continuity in regpedhe problem. It seems that the biggest
pressure comes from community groups.

In terms of inputs and markets the industry in 8asg is closely linked with the Gauteng
economy. However, planning for public infrastruettiakes place in the Free State context.
As has been mentioned in the report on the locakguonent structures, there is some
upgrading of the road network that would potentidlenefit the industry in Sasolburg. At
the same time, the feeling in Sasolburg is thay #he not receive enough attention when
allocations for infrastructure are made. A laropk With Gauteng authorities, especially in
terms of spatial planning, is probably require@mnsure that Sasolburg is better integrated.

According to industrialists, the deregulation o€ tpetrol industry is a matter of concern.

Total deregulation might have a negative impacthenrefinery in Sasolburg as it could lead

to foreign companies taking over the market addtier are able to access oil more cheaply
— especially if they are oil producers.

From the interviews conducted, it would appear timateasing exposure to the global

markets will necessarily take place. This situati@as probably also led to fewer jobs being
created over the past 10 years, as competitiorcamgpany profits have being pivotal.
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6. Concluding comments

The petrochemical industry in South Africa is retgat as an important sector and contributes
significantly to the economy of the country. Irthree State it is especially the Sasol plant
in Sasolburg that dominates the manufacturing itrgluis the province. Despite the massive
scale of investment, the creation of new jobs i@ getrochemical industry seems to be
limited. Furthermore, down-streaming also seembetdairly limited in the petrochemical
industry, as such downstreaming usually requirgsemely high skill, technology and vast
capital. The most serious threat to continuous ¢o&ation is perhaps environmental
legislation in South Africa.

C. FREE STATE JEWELLERY MANUFACTURING SECTOR
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1- General Information & Details of Ownership and Estéblishment

There is currently evidence of a growing jewellemgnufacturing cluster located in Virginia
in the Matjhabeng Local Municipality centred aroutite Harmony Jewellery Park, off
Harmony Way. The Virginia Jewellery School, witretmunicipality and Jewellery Park
forms the third link in this cluster, which has fhatential of encouraging additional business
ventures to open in the area provided certain ¢omdi for support are met. At present, there
are two separate jewellery manufacturing busineissegeration in Virginia producing hand-
made gold jewellery, both of which were establise@001. Both firms are the product of
international investment and are independent fwritl their sole branches being located in
Virginia. One is however partially owned by a Camadcompany, whose head-office is
located in Toronto. Management of the jewellery uofacturers reflects their international
origins with the second managed by a group of RanyvNorwegian, and Americans
entrepreneurs.

Financial capital investment for the establishmehthe companies was obtained from a
combination of the Industrial Development Corpamatishare holders and private savings.
The decision to locate in Virginia was influenceg the availability of land, facilities, and
subsidised utilities offered by Harmony Gold, whasyin so doing, then released of its
obligation to return the land to its original staf#her than the funding received by the IDC,
neither company has received any support from gowent or associated institutions.
According to them, government did display someregein the establishment of a dedicated
jewellery park, but has since not provided anyh& infrastructure or support required to
grow the sector beyond what the independent busesesan do on their own. The proximity
of raw materials and a large available workforcelpgere also influencing factors in the
decision to establish in the Free State. One fiso made reference to the fact of wanting to
tap into the artistic talent of local residentsgive the jewellery a unique African ‘*hand-
writing’ or style.

The jewellery manufacturing cluster has run intonewous obstacles that have prevented the
two companies from developing to the extent thas waiginally desired. Despite the
availability of labour, the lack of skills amongste workforce combined with a perceived
lack of commitment, performance, and productivitytbeir part have hampered production
resulting in reported workforce turn-over ratesipfto 250%. Due to the distance from major
centres, it has been difficult to obtain machingpgares, access service providers, and attract
the skills necessary to maintain and repair pregisiachinery. Furthermore, both companies
claimed that it has been difficult obtaining supgp@n the form of advice, research details,
and encouragement) from different levels of governimn growing their businesses, despite
the governments’ emphasis that the developmenfe#aellery cluster is an important part of
the economic diversification for the Goldfields ar&ustained interest in the development of
the cluster, on-going support, help in employeeuigng, the creation of a forum of local
stakeholders concerned with the promotion of jesvglmanufacturing, and support from the
the municipality (in the form of advice, infrasttuce and encouragement / networking)
would have gone a long way in alleviating many @ns and promoting continued
investment and growth. These problems have also Iheightened by reports of considerable
internal employee theft and incidences of sabotage.

2. Employment
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There are approximately 1000 people employed inje¢lesllery manufacturing sector in
Matjhabeng with the vast majority employed by agkarfirm (all but 12). This also includes
the number of employees that are subcontractea & regular basis. This number has risen
since 2001 as the one company has expanded itatimms; developed new techniques, and
re-invested profits back into the businesses. T@eorsd company has in fact down-sized.
95% of the workforce is Black and 95% are womemesgnting an important opportunity for
economic empowerment for women and demonstratiagpgrceived need for attention to
detalil in finely crafted jewellery.

3. Firm Operational Links

Inputs into jewellery production are procured Ibgahationally, and internationally. Raw
material, including gold is obtained directly froMarmony Gold although the local
availability of gold does not appear to have bestical in the original locational choice
pertaining to the establishment of the cluster.rmibels used in the production of jewellery
are obtained nationally, most in Johannesburg, edsethe machinery used comes from
international sources including Italy, Germany, aagan. All of the one firm’s output is
sold to American consumers, whereas the second'sfiroutput is sold mainly at
Johannesburg International Airport.

One firm subcontracts production to SMMEs who empbetween 600-700 of the total
jewellery manufacturing workforce in the area ag p&an attempt to create new businesses
and develop value-added chain processes. The sedbbstdibcontract depending on the size
of orders that it receives and the ability of pemarat employees to handle the contract.

4. The Free State

Both companies stated that the advantages of begaged in the Free State included the
availability of raw materials (gold) and labour ¢géde high turn-over rates). Secondary
advantages included the availability of land, isfracture, and subsidised water and
electricity provided by Harmony Gold. Additional riedits include lower wage costs, lower
costs of living, and the relative lack of transpadngestion. Access to gold, though
important, has not prevented the growth of the jEmneindustry in countries such as India
and Italy, which do not produce their own gold. STkioes imply that the industry is not
necessarily place-bound and in encouraging the throfvthe sector, all key locational and
support variable need to be considered.

Primary disadvantages included the remoteness rgfiné in relations to service providers
for spare parts in Johannesburg and the diffiaaltyringing in skilled technicians, who often
come from overseas, to service precision machirfeogr infrastructure, long supply lines,
internal security concerns, union activity, and dustiness of the surrounding area have also
been identified as secondary disadvantages to lwdated in the Free State.
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In terms of the industrial future for the Free 8tahe manufacturers stated that the province
had not been aggressive enough in its industrtahcion policies. There is the need for
strong leadership, stakeholder communication, aggressive marketing which are not
perceived to be fully entrenched in the Free Stagxonomic strategies. There is the
additional, complementary belief that the provinggoo quiet and not nearly competitive
enough to deal with investment attraction. The ideah the mining industry in particular in
the Matjhabeng area has been identified as cotitrgpuo this problem. The closure of
businesses in the area and the subsequent riseimployment have left a negative attitudes,
disillusionment, and the feeling that governmentas doing enough to change the direction
of the local economy. Though being the perceptmingnly two firms, these comments do
suggest that current provincial policy and approaely well need attention.

5. Business Performance and Future Plans

Since their establishment in 2001 business perfoceéas been one of continual growth and
re-investment of profits back into the businesdes. one firm, employment levels and
factory space have increased. They have expanteéxrsting premises also made available
by Harmony Gold. Business profit has however notagased and they are only beginning to
break even now. They expect to begin turning aitpvathin the year. Both companies are
the only source of competition for themselves ie Hiee State in terms of their respective
size and there is limited national level competitid@he larger company has experienced
increased international competition from long-siagdexperienced jewellery manufacturers
in Malaysia, Bolivia, and Peru which are able tmdarce large quantities and where
employees already possess the necessary skillwlzar@ there is increased access to funding
opportunities. The smaller company is too smalbiriput to be affected by international
competition.

Both companies are optimistic about being ablexmaed production, increase profits, and
hire more people in the future. The larger firm Vdom fact like to increase its workforce to
1 500 people within the year. Rationalisation &fitare date might be considered as part of
an ongoing process to seek optimal productioniefiy, but this is not being considered at
present. It is proposed that new production teckesq including machinery, will begin
replacing some hand-made jewellery in the futurethBfirms are of the belief that they
should be able to expand, depending on the avhtyabif orders and depending on the
attitude of government towards providing variougls of support. While the larger firm has
been affected by the volatility in the value of tRand, it has been able to hold its own
despite this and even managed to expand its ldboee. Low property rentals and effective
management clearly have ensured continued prdiitaliternally and overseas. Should the
Rand weaken, this firm will clearly benefit.

The continued existence and the expansion of thdustry in terms of output and
employment generation rests on market demand,oeacnconditions and the ability of
various stakeholders, including different levelggofzernment to work together to strengthen
the cluster. The larger firm is of the opinion ttfagre is no reason why it cannot, potentially,
increase its production, in the long term, to tb@pwhere it employs 20 000 people, given
the demand for its product. While this might berbwveptimistic, the enthusiasm of the firm
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is naturally to be welcomed. Its ability to do socompromised by its inability to recruit
sufficient numbers of skilled or trainable peopiethe area and accessing the resources that
would allow it to be able to do so. It is currentlfinding it difficult to compete with
companies around the world who are competing tplgugplobal demand . The smaller firm
claimed it was unable to expand, apparently bec#uises not been able to secure the support
of local stakeholders and municipality. The firrase not necessarily looking to the
municipality or government for finance but would@hwant closer dialogue on issues such as
infrastructure provision, marketing and advice.

o

Recommendations

1. There needs to be a formal link between the jamelisector and different local
stakeholders concerned with the industry. This ¢dake the form of a stakeholders’
forum where concerns and issues can be raised iandsded on a regular basis. The
jewellery sector needs to at least feel as thoughbeing listened to.

2. The proposed link / forum between government &edjewellery cluster, including the
jewellery school, would be important to establisipecially if the cluster is part of a
provincial growth strategy. There needs to be aicdéeld government official whose
responsibility it is to liase with the jewellerycser and who can bring their concerns and
issues directly to the appropriate government depats. Such a link / forum could help
ensure appropriate training, employment of gradyaj@int marketing and research,
infrastructural provision, access to relevant bessinformation and joint discussion and
resolution of difficulties / opportunities as thayse,

3. The jewellery manufacturing sector itself also redd be made aware of the
opportunities that exist in the area. For examley were not aware of the FGF or the
opportunities and support that it offers .

4. In order to keep existing jewellery companies i #rea and to attract new ones,
government should consider the support detailedeaboder points 1) and 2) above and
the active use of such incentives as current DTitypallows.

5. The continued provision of land and premises onpidag of mining houses needs to be
encouraged to expand and attract jewellery prodactGovernment can serve as an
intermediary in this regard .

6. Government needs to ensure that physical infrestre is appropriate to the needs of the
areas and the industry . .

7. There needs to be a formal link between the j@mekector and the jewellery school to
ensure that local residents are being trained ensttlls that are required for jewellery
production — both handmade and machine made -hatdgtaduates can make a smooth
transition to employment in these firms. There aiseds to be skilled training in the
machine repair.

8. There needs to be a facilitating body to help whté recruiting of the large number of
staff required to the manufacturers, who need i@ lertain skills and attained required
educational standards. The FGF has some experieneeruiting local residents to fill
certain positions and training programmes and cplalg a role in this regard.
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D. FOOD / AGRO-INDUSTRY

1. Introduction

The agriculture sector and associated agro-in@gtrocessing was the mainstay of the Free
State economy until the advent of gold-mining aatérl the petro-chemical industry. Despite
a relative shift in its significance, it remainseonf the key back-bones of the provincial
economy. The province is stitle factg the heart of the maize quadrilateral / belt, grsdill
plays a dominant role in the supply of core progustich as potatoes and beef. It also has, in
recent years, emerged as key supplier of niche ehgskoducts such as asparagus and
horticultural products. Despite these key strengahd the well-established tradition of
farming, there are clearly weaknesses at the samee these include:

- climatic variability which often has a negative iagb on harvests,

- farming in the more environmental marginal southsteen parts of the
province is not always reliable,

- with improved road transport the need to refingorrcess produce locally is
reduced, thus reducing the value-adding poterdiabical industry.

Despite these considerations, as noted in the newomations of this study, agriculture and
more especially the processing of specialized coopike search for niche markets does hold
considerable potential for manufacturing at presadtin the future.

In this section, key findings from interviews widlgro-industries, both small and large are
discussed, before concluding with a discussiormptibas for the way forward.

2. The Overall Picture

As noted in preceding sections of this documerd,afgro-industrial sector is clearly a key
mainstay of manufacturing in the province, albbdttthis role has diminished somewhat. In
1994, 33% of all manufacturing establishments & ghovince were involved in this sector,
which was the largest in the province, by 2003 Had shrunk to 18% of all firms. While the
actual number of firms had actually increased, fiagpproximately 130 to 170, in a relative
context, more significant growth in other sectarsj textiles and clothing in particular, have
diminished the overall, relative significance oisteector. As noted above, there has been a
rapid growth in the number of SMMEs, but a worryohecline in the number of large firms.
This has in fact translated into employment losghansector, despite the increasing number
of firms, most of which are obviously very smallepations. From 1994 to 2003, the number
of employees in the sector fell from 10 500 to appnately 10 000.

In terms of differences between the different staéegories of agro-industries, if one just
considers all the large manufacturing concerngiénprovince, i.e. those which employ more
than 200 workers, it is apparent that agro-induistnyot the dominant sector in this bracket.
Ten of the 54 large firms in the province fall irttus sector and the large-firm economy is
clearly dominated by textiles, despite the hisedrimportance of agro-industry sector in the
province.
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In terms of SMMES, there are 160 manufacturing SMisNi®lved in the sector, which does
represent a significant growth, however as sugdeabeve, the loss of jobs in larger firms,
which have closed their doors has been not balaoagethe opening of SMMEs. All firms
are clearly linked to the local farming economy andhe case of the SMMEs are often
focused on meeting the needs of local and natimaakets.

3. The Perspective of the Large Firms

Eight of the 10 large, agro-industrial firms in thevince were interviewed. Based on those
interviews, certain key conclusions can be drawauglihis group of firms which were
interviewed:

* Most of the large firms are involved in the prosegsf animal products (meat and
dairy) and only one was in involved in the procegf grain products,

* In terms of ownership, only three are independentsf and the rest are branch
plants, which naturally raises questions about drethey might close at some
future stage should the corporates / holding comgarationalize their operations
in the province,

* The firms are well established and six have bedahenFree State since before the
1970s,

* Interms of staff, three have increased staff theryears and the rest have actually
down-sized,

* Only two of the firms regard the Free State ag thmsin market, the rest focus on
the national or international market, even thodgbkéd quarters of inputs are locally
sourced,

* Interns of support received to set up operationk; two received any support and
in both cases this was from the FDC - in the fofmna service subsidy and a loan
respectively,

* The advantages of a Free State location for thgeldirms include the central
position of the province, access to raw matertaks,availability of feedlots and the
absence of major diseases,

* Major disadvantages include distance to marketg, ¢d support from government
and poor infrastructure, minor concerns includeolabissues and farm attacks,
drought and red-tape,

* In overall terms they regard the business enviemtnas generally positive and
feel reasonably confident about the province.

This overview reveals that while the firms are weltablished, many have actually
downsized. In addition, most are branch plants whde sourcing inputs locally, supply
distant and local markets. As a result, issues agafistance to market and infrastructure are
major operational concerns for the present andréutperation of this category of agro-
industries.

4. The Perspective of Small Firms
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There are a significant number of small agro-indaistirms in the province. Numbers have
increased in recent years, albeit that they havéa a significant job creation impact. From
the interviews which were conducted it appears thahy of those interviewed established
their SMMESs in recent years owing to their retremeint in other sectors or the desire to
operate as independent entrepreneurs. As a réserig is, to some degree, a sense of zero-
sum game in terms of what is happening. Other faagplaining establishment include, the
take-over of existing businesses, available land #re desire to set up some form of
operation in the home town. Factors such as thesetsuggest that business expansion has
been as the result of strategic, economic choiadear market opportunities.

Key findings with respect to this sector, deriveah interviews undertaken with a sample of
manufacturing SMMEs are:

» effectively none of the firms have received suppoiet up and operate,

» the nature of the macro-economy and sluggish padace in the provincial
economy are regarded as barriers to growth,

» disadvantages experienced by the producers incldidggnce to the main markets
which tend to be national not local, the costs rahsport associated with such
movement, the limited absorptive capacity of thevprcial market, slow growth in
the national economy, and a downturn in the pro&inmining and agricultural
economy,

e it is noticeable and worrying that the majority 6fms, owing to economic
difficulties are prepared to consider relocatioh @fithe province or closure,

* in terms of employment, the trend, as with the dariyms, has been one of down-
sizing; issues such as labour legislation and coihpeare cited as key reasons for
this situation,

* in terms of the future, firms argued that governtmewuld help in terms of issues
such as procurement, maintaining infrastructurecmdbating crime.

As with the larger firms, the picture is rather atge. Key themes are that even though there
has been growth in this sector, jobs have beenflosis have been set up almost as a second
best option for many entrepreneurs and there ayblgms in terms of issues of transport,
market size and access and the limited natureeo$uipport received to set up and operate the
businesses.

5. Key Findings and the Way Forward
This overview of the agro-industrial sector hasesded a number of key points:

» the sector has experienced job loss over the (astedrs, the closure of some large
firms, but also a significant growth in the numbésmall manufacturing firms,

» firms of all sizes are experiencing constraintgerms of issues such as market access,
infrastructure and labour concerns,

* whilst the FDC has assisted some of the firms, rtfagority did not receive any
support to set up operations,

» despite this, locally available raw materials dgasre an advantage for agro-
industrial firms and may well provide a future assaich, if focused on key niche
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markets with growth potential, may well enable amdustry to play an enhanced
role in the future.

Despite the various concerns which have been raset the job loss which has been
experienced, agricultural related manufacturingaidyehas a unique and continued role to
play in the province. This situation is made a# thore pertinent in the context of what is
happening in other key sectors and the need tartdybase future manufacturing growth on
locally available resources as far as is possibléerms of other key sectors, the depletion of
gold resources and slow-down in that industry dlgblamits prospects for this once key
sector; clothing and textiles are very important, #&re vulnerable to the absorptive capacity
of the international market and trade agreemerggogchemicals are partially limited by
available oil supply capacity for the petrol sectbut the chemical sector may well have
some elasticity. As a result, agriculture may vibellthe key sector with the most significant
growth potential in the province, based on the aghicultural base of the Free State and the
farming sectors potential capacity to support agdustry.

While conventional mainstays of the agro-industaetivity — such as beef, dairy, maize and
grain are unlikely to be expanded significanthtufe efforts should focus on supporting and
encouraging what already exists (to prevent theemg@l of closure) and should also
stimulate development in specialized or unique aniotarkets. Options in respect of both of
these considerations could include:

* ensuring that existing infrastructure meets thedaeaf the beef, dairy, maize and
grain industries,

» support such industries through government procen¢murchases,

* enter into negotiations with farming and manufaicmrinterests to try and resolve
issues of concern, such as farm safety and lalssues,

» through the FDC to support agro-industry, partidylamall firms and those which
take advantage of niche markets — for example thegssing of paprika which is now
been experimented with in Welkom, or expandingdirerry processing industry,

* an option worth exploring, based on a current majovduct could be that of
processing potatoes into chips for the fast foadigtry in Gauteng.
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MANUFACTURING IN THE FREE STATE: SPATIAL CONSIDERAT IONS

THE REACTION OF LOCAL MUNICIPALITIES

1. Introduction

This section aims at assessing the response off magaicipalities regarding the drive to
diversify the economy by means of the manufactunmystry. The report is divided into
two sections. Firstly, specific themes from theessment of IDPs, as well as key interviews
and information received from local municipalitieg]l be discussed. In the second part of
this section the attention will be shifted to asessment of the importance of the drive, as
well as the efforts made by the four largest mypailiies in the Free State to support the
manufacturing industry. These municipalities aretjMebeng (Free State Goldfields),
Mangaung (Bloemfontein, Botshabelo and Thaba Nciugisimaholo (Sasolburg) and
Maluti-a-Phofung (Harrismith and the former QwaQwa)Yhe Department of Tourism,
Environment and Economic Affairs (1998) mentionatttihere is a limited understanding of
industrialisation at local municipal level. It &gainst this background that the paper will
assess the current understanding and planningsinetpard.

2. Key issues at local municipality level

The analysis in this section is based on the fallguwmethodology. All IDPs in the Free
State were assessed from a manufacturing pointeof. v Face-to-face interviews with the
four largest municipalities, as well as telephomterviews with the remainder of the
municipalities, followed this assessment.

2.1 The level of economic assessment

In general, the level of economic assessment deipaate in the majority of IDPs. Although
most of the IDPs have information available on tledevant contributions of various
economic sectors (including manufacturing), thifrnmation is seldom assessed over a
number of years to show specific trends. Furtheemm many cases simplistic assumptions
are made. For example, the fact that certain aheas limited industrial developments
automatically results in proposals for such indastr The reason as to why so little industrial
development has taken place is rarely questioned, the possible obstacles to such
developments are seldom investigated. When suestigns are asked, it is usually assumed,
in a simplistic manner, that the causes are a t#ckromotion programmes, inadequate
infrastructure and, in a limited number of casesck of skill. In addition to the above
aspects, the economic assessments usually doahadénassessments from businesses in the
respective municipalities. To a large degree, ébenomic assessments in IDPs reflect
available statistical information provided by tlespective consultants, as well as needs that
have been identified during community meetings.e Téct that these assessments do not
reflect business views is a major shortcoming itmgacts negatively on the manner in which
manufacturing is planned for.

2.2  The need to diversify
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The need to diversify the economy and the needran@te the development of industrial
stands are mentioned in 19 of the 20 local munidip®s. The promotion of industry is
therefore one of the key priority areas in IDPs. tHe assessment of the various IDPs, the
following quotes provide an indication of the imf@orce accorded to industrial development
in all of the IDPs:

Lejweleputswa

* Masilonyana: Obijective to establish new industries.

» Tokologo: Key performance area: Industrial develepm

» Tswelopele: Develop a diversified and industriaddoa

* Matjhabeng: Industrial development and retentie@i@portant.

Motheo District

* Mangaung: An IDZ should be developed and an ingstorridor should also be
developed.

* Mantsopa: Industrial development is a specific cidye - nine new industries to be
established by 2007.

* Naledi: Value-adding to agricultural products ispmntant; need for a light industrial
area was identified.

Northern Free State

» Mafube: Assist small-scale manufacturing entrepuesiean opening factories and
provide infrastructural services.

* Metsimaholo: The need for more industrial standsiased while certain types of
industries are identified in order to promote them.

* Maghaka: More land to be made available for indaistievelopment.

* Ngwathe: Industries to be established in order¢ate jobs.

Thabo Mafutsanyana

* Dihlabeng: A specific objective is to broaden tlemmomic base of Dihlabeng by
means of industrial development.

* Maluti-a-Phofung: Agricultural products, agro-presgg and industries to be
established.

* Nkotoane: Industrial development is expected tg planajor role in future economic
growth and decreasing unemployment.

* Pumelela: Industries and skill development areimportant consideration. The
promotion of agro-processing plants and other valliging industries should be
encouraged in order to diversify the economy ofafea.

» Setsoto — No information.

Xhariep
* Letsemeng: To ensure economic development thaewidburage investments and be
supported by agricultural diversity, tourism deyeient and local industrial
development.
» Kopanong: Processing of agricultural products amckimaking.
» Mohokare: During the IDP process a need for a ligthtistrial node was identified.

2.3 The availability of industrial erven

All the municipalities in the Free State have indat erven available, except for
Metsimaholo (Sasolburg), where the council doeshase any stands available. A private
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developer has developed the available industraidst in Metsimaholo. In the majority of
cases these stands were developed during the »9&@sly 1990s. No evidence was found
of council-owned stands that had been developethgluhe last 10 years. This could
probably be ascribed to shifting priorities in aslling poverty and, considering the financial
position of the majority of municipalities in thede State, the lack of funds to develop new
industrial stands. To some degree, this can piglmbseen as a blessing in disguise, since
there can hardly be said to be a trend of incrgasianufacturing industries or employment
in manufacturing in the Free State.

2.4Existing industries

Of the 20 IDPs, eight provided some indication g €£xisting industries in their areas of
jurisdiction. As can be seen from the list, thegda majority of these activities already
comprise some form of agro-processing. The follmwlists of existing manufacturing

industries are provided in the IDPs:

Agriculturally related:
» Agro-processing in general
* Agro-services
» Sorghum beer
* Maize millers
* Milk processing
* Ground nut processing
* Abattoirs
* Engineering works (these may also be general oingprelated industries)
* Tanneries
* Meat processing
* Engineering works
» Fertiliser factories
* A wool factory
e Mills
* A mohair factory
* Potato packaging
* Awinery.

Petrol and chemicals
* A petrol refinery
» Chemical production
* Fertilisers
* Qil and by-products.

Other
e Concrete toilet structures
e Furniture

* A bottling company
* Brick-making
* Pottery
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* A Kknitting factory

* Plastics

* Clothing

* Engineering works.

Agro-processing and food seem to be prominentenatbove lists, while petro-chemicals in
Sasolburg also warrant specific mention. The fgitets of this report on manufacturing in
the Free State will provide more sectoral details.

2.5Planning for further development of industrial enand associated infrastructure

An interesting aspect is that many IDPs suggedt gpacific land should be developed for
potential industries. In total, 12 of the 20 ID#sve objectives in this regard. Some of these
objectives are specifically aimed at the developnoénmore industrial stands, whilst others
are focused on the support infrastructure surrowgnehdustrial erven, such as better roads
and airfields.

2.6 Incentives

Of the 20 local municipalities that were contactedjht had specific incentives in place
while a further six were in the process of develgpisome incentives. Six local
municipalities had no incentives available. Théofeing incentives are offered by local
municipalities:

* Land prices can be negotiated.

» Discount on water and electricity bills.

* Subsidies on planning and the cost of stands (famele, processing of building
plans free of charge).

* Local land tax holidays.

It should also be mentioned that the Free StateeDpwment Corporation has extensive
incentives for industries that locate in the Cogpon’s buildings in the former QwaQwa,
Thaba Nchu and Botshabelo. These incentives mostbive rentals that are considerably
lower than average. However, they should not bdused with incentives from the local
municipalities. Despite the fairly extensive intte@s offered by these municipalities, large-
scale success in attracting new business (and fispdlgi manufacturing business) is
apparently not being attained. This is also intast to the success that the Free State
Development Corporation has achieved in attrachinginess to its premises. One of the
possible reasons for these differences in the ohteuccess with the use of incentives is
probably the fact that, in the case of the Fre¢eSbeevelopment Corporation, the factory is
provided to the entrepreneur at a low rental. ptwvision of the factory thus has a direct
impact on the production costs, while the incerstipeovided by local municipalities relate to
the development costs of the factory. Once th&ofgds in operation, the production costs
would probably be the same as in other areas afdhatry.

2.7Business retention
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It is also noteworthy that, in contrast to the sfieefforts to establish new businesses and
manufacturing industries in many municipalities, lyorthree local municipalities are
considering business retention as a strategy. €ltle®e are Matjhabeng, Mafube and
Mangaung. One of the pertinent stated objectinetheé Mafube IDP is: “to prevent the
closing and scaling down of industries and businaseur area.” More details will be
provided when the initiatives in Matjhabeng arecdssed later, but it seems that a fair
amount of success has been achieved in Matjhalbetegnns of business retention. Typically
absent from most IDPs and economic developmengtines, are processes to listen to
business and industry and to react to their message

2.8 SKkills training for manufacturing

It is interesting to note that in four IDPs (MafubMetsimaholo, Maluti-a-Phofung,
Pumelela), the relationship between industrial égveent and the skills levels of people is
highlighted. These IDPs and their related objedtifocus on industrial development, but
also consider the need for higher levels of skil&n integrated manner. Although this aspect
will be discussed in more detail later, it shouddrbentioned that a low level of skill is one of
the main obstacles identified by the big indusstal

2.9 Industrial erf prices

As already mentioned, the price of industrial sgarsdusually one of the incentives that can

be negotiated. In general, the price of indusstahds varies between in the Free State. In
addition, it seems that in at least 50% of the sagdas possible to negotiate the price. In

such cases, the prospective entrepreneur is relgtorenake a submission to the relevant

Local Council. Council will then consider the subsion and make a recommendation on

the price. Although such an approach is commemdatbkhould not lead to an increased

amount of “red tape” in the selling of industriaaisds. In fact, it seems that in some cases
the selling of industrial land is carried out instinanner because there is no overall policy on
the selling of land. The process is therefore stbwlown because the Local Council must

first approve such an application.

2.10 No central point of information

From the assessment of the IDPs, as well as theidodl and telephonic interviews
conducted for this assignment, it was clear thit the exception of Matjhabeng, there is no
central point in local municipalities where the esgary information about industry and
industrial stands can be obtained. The followixgneples provide more detail:

* In the majority of the cases the LED manager dagswanage the industrial erven,
and therefore does not have sufficient knowledgeceming their prices, incentives
and development processes. Although there are saosptions, LED has, to a large
degree, become the economic programme for the ipoorany municipalities and
does not always provide information on the biggetupe.

* Information on the size and price of industrialnst®, as well as on the various
incentives, is not always available at a singlenpoi This was evident from the
telephonic and face-to-face interviews conductetth Wie various municipalities. In
many cases the municipal offices in more than omenthad to be contacted in order
to obtain the required information.
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2.11  The issue of centrality

A number of IDPs, as is the case with various dantsion the development of industry in
the Free State, also identify their central loga@gs one of the main strengths. However, as
already argued in the provincial literature revigkis approach does not take the economic
process of manufacturing into consideration.

2.12 Limited partnerships to ensure implementation

The current buzzword in the South African govereammvironment is Public-Private-
Partnerships. The drive and initiatives to divigrie economy seem, to a large degree, to be
led by the respective Local Municipalities. Excaptthe case of one or two Local
Municipalities (Matjhabeng specifically), there arery few role-players from the private
sector who are providing assistance with the deweent and implementation of
programmes. This could potentially lead to inajppiade development of strategies for
industrial development.

2.13 Environmental considerations

It is noteworthy that a number of IDPs acknowletige impact of industrial development on
the environment. The four specific IDPs that adslithese issues are:

* Mangaung

* Mantsopa

* Metsimaholo

* Maluti-a-Phofung.

The report will address the environmental concaterlon, during the spatial overview of the
petro-chemical industry in the Metsimaholo Local ripality. However, the
environmental impact of such developments showldyd be acknowledged — an aspect that
is not always addressed adequately. To a largeedethe inclusion of environmental aspects
in the respective IDPs largely depends on the dtargwdrafting the IDP.

2.14 Trends in industrial development

During the interviews with Local Municipalities, déHatter were asked to rate the trends in
industrial development in terms of growth, stagmator decline. The following results
reflect their response:

* Growing: 20%
e Stagnant: 55%
* Declining: 25%.

Although these trends largely represent the peimeptof one individual per municipality,
they probably comprise a fair reflection of thentte of industrial development in the Free
State. These trends are also confirmed by thenatag of employment figures in
manufacturing in the Free State between 1993 a@d.20
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2.15Conflict between established business and emetgismesses

Although only a few IDPs reflected on the conflm#tween established industrialists and
emerging businesses, it seems that in the majofityocal Municipalities there is a trend to
support emerging businesses. In some cases tintsdff do so seem to be over-emphasised
in comparison with the efforts to engage with elssbd industrialists.

3. The main municipalities
3.1 Matjhabeng

Matjhabeng, with Welkom as its core economic regiws traditionally been the heart of the
Free State Goldfields. However, the decline ofgalel-mining industry in South Africa has

impacted negatively on the economy of the areaedihe late 1980s. The declining mining
industry did not only result in the down-scalingevhployment in the Free State Goldfields,
but also in reduced business for many down-stregnmdustries in the area (especially the
engineering sector).

In the attempt to address the decline in the mimdgstry and the accompanying decline in
the down-stream industries, the Free State GoltffieDevelopment Corporation was
established in 1992. It was established as a jenture between the public and private
sectors. Its board consists of a public-privatalition and its operational arm is a Section 21
company, which receives direct funding from the roypality.

To counter downward trends, the Free State GottHfi®levelopment Corporation (FGF) has
been considering various economic strategies, elated to mining, that could promote the
refocusing and redevelopment of the area. Thisctibg is reflected in their website, which
identifies their mission as follows: “to broaddmnsteconomic base by establishing a broad
and diversified manufacturing sector that, in twwill create job opportunities and wealth for
all our residents.” To help achieve this goal, #8F has striven to ensure that elected
officials, members of both NAFCOC and SACOB, aslwsl different community groups,
are part of the decision-making process. It has efsured that formulated strategies reflect
the need to cater for both macro-economic growtheld@pment and poverty alleviation
schemes that are socially responsible.

Some of the recent key initiatives in which the H@&S been involved, include:

» The proposed construction of an international caigport to service products from
Johannesburg, Durban, and Bloemfontein destinednternational markets. This
would kick-start the local construction, warehogsamd related services sectors.

* The re-routing of the N1 national road through #nea to feed this airport and to
generate additional business for local companies.

* The commencement of a paprika-growing project aiategstablishing a viable urban
farming initiative to give unemployed residents nfroinformal settlements the
opportunity to become retrained as commercial fasme
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* The facilitation of a training project to providkilts for the paprika farmers, amongst
other beneficiaries. This initiative has been adddlly facilitated through the
Welkom College, which has provided much of thelskilaining capacity for the
FGF, as well as beneficial learnerships for emeydanmers.

Considering the FGF's successes and failures dwefast decade, the following comments
need to be made:

. The successes have mostly been achieved at adéualsiness retention,
rather than in respect of obtaining new industinethe area. The names of only two
new enterprises that have located in Welkom inl#s¢ 10 years were mentioned
during the interviews. However, the FGF has beaeteassful in retaining a fairly
large number of businesses.

. In essence, the fact that the area is in a statecofhomic decline is not
conducive to locating new businesses and industridee area.
. An extensive incentives programme exists, whiclaientheap erven, as well

as low planning costs. It should be noted thaspiie these incentives, very little
progress has been made in attracting new busiodhks area during the last 10 years.
One of the key reasons for this is that businessesuding businesses in the
manufacturing field, are hesitant to invest in areheconomic decline — such as the
Free State Goldfields.

The FGF is probably the institution with the mosperience in lobbying for industrial
development for a specific municipality in the Ff&ate. In essence, their track record with
regard to business retention (including manufactubusinesses) seems to be good, although
the success with regard to attracting new industrées been fairly limited.

3.2 Mangaung

The Mangaung Local Municipality consists of Bloemti®in, Botshabelo, Thaba Nchu and
the rural areas between them. Botshabelo and TNeha received extensive investments
under the Industrial Development Programme of tparfeid government. The Mangaung
municipality has a newly developed economic stnatdg the assessment of its economy, the
following main aspects are mentioned:

« There is an extremely small primary and a smallosdary sector with,
proportionally, a large tertiary sector.

* No drastic changes in the Mangaung economy havweri@ctover the last 16 years.

* The Mangaung economy plays a significant role e@Ntotheo economy and the Free
State economy, but is relatively small when compaoethe national economy.

» Sectors that are showing strong growth are thespi@m and finance sectors, while
manufacturing and construction have shown neggtigeth over the last 16 years.

* The main aim of any economic strategy for the MLiM$ld be the diversification of

its economy.

It appears that it is mostly the secondary sec¢t@tsare struggling in the MLM.
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Against this background the following principlesosld steer future economic development
in MLM:

e aregional economic centre;

* adynamic economy;

* avibrant economy;

* asustainable economy; and
* aninvestor-friendly economy.

In order to attain the vision that is fundamentakthe above principles, the following four
strategic thrusts have been identified:

» economic diversification;

» the creation of an environment conducive to econ@rowth;

» the development of Mangaung into a regional econ@®itre; and
* the creation of employment.

One of the programmes under the economic diveasifio thrust is the initiation of a cluster

programme for industrial development. The undagyprinciple in this regard is that such a
cluster has its core sector (material), but thaatwé drawn into the cluster is everything that
impacts on the competitiveness of the cluster.s Theans that the forward and backward
links should be integrated into the value chainUnder the creation of an environment
conducive to economic growth, the following relevprogrammes are identified. In the first

place, the strategy aims to develop a marketingnamme to present the MLM to investors.
Secondly, an incentive programme linked to businention needs to be implemented.

It thus seems that at a strategic level, MLM vighe development of the secondary sector as
important. The attraction of new manufacturers &he retention of existing ones are
significant programmes of the strategy. There glsems to be a specific spatial imperative
in terms of which the corridor between Bloemfoni@otshabelo and Thaba Nchu should be
developed. The development of a partnership withrole-players for the economic
development of the MLM also comprises part of tinategy.

Having considered the above strategy of the MLMisitpossible to make the following
comments with regard to the MLM and its drive todsamanufacturing:

* The assessment of the MLM economy is commendable.

* Investment promotion to external investors is atreswely difficult aspect. The
deterioration of the railway infrastructure and tl&ly high costs of air travel to
Bloemfontein do not help to promote investmenthia &rea.

 There also seems to be some conflict between thelafement of the corridor
between Bloemfontein, Botshabelo and Thaba Nchuthen one hand, and the
availability of industrial stands in Bloemfonteith¢ economic core of the area), on
the other. If stands are still available in Bloentkin, there is little reason for
investors to invest in Botshabelo and Thaba Nchu.

3.3 Metsimaholo
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The Metsimaholo local municipality is the hearttbé petro-chemical industry in the Free
State. Sasolburg, with SASOL and a number of edlathemical industries, occupies the
majority of the industrial land in this municipalit As already noted in the literature review,
the area contributes extensively to the Free SEE (approximately 12%). As far as
Metsimaholo is concerned, the following crucialedp will be discussed in more detail:

» organisational development for industrialisation;
» the general trends;

* the infrastructural needs;

* down-streaming.

Both the Metsimaholo Local Municipality and the Wwarn Free State District Municipality
have economic development offices. These offiaestasked with the development of
strategies for economic development in their ar@agurisdiction. It seems that in the
Northern Free State District Council some progres®eing made. One of the key problems,
however, is that both the Local Municipality an@ thistrict Municipality believe that they
are not receiving the necessary attention from Rhee State Provincial Government —
especially with regard to the required infrastrugtinvestments, such as the development of
roads. A further organisational stumbling bloclerss to be the fact that limited planning
takes place with the relevant authorities nortthefVaal River in Gauteng.

Metsimaholo is furthermore the only municipal avehere extensive industrial growth is
taking place. This is evident from the followingpacts:

* The Local Council does not have any industrial eragailable. The last industrial
erven in Sasolburg were sold in the mid-1990s. ofAding to information obtained
for this study, this is the only municipality wheaeailable industrial erven developed
by the municipality have been sold during the Idkstears.

* A private developer has started to develop andisdlistrial erven in an industrial
area called Naledi Park. Although some limitedvaie development of industrial
erven has taken place in Bloemfontein, the scal&twoh such development is taking
place in Sasolburg seems to entail by far the ragnsive private development of
industrial land in the Free State. It should dsonoted that the prices at which the
industrial erven are currently being sold are lothen the prices at which the Local
Council sold their last erven in the mid-1990s.

* The municipality has approved approximately 12 dind plans for this area during
the last year.

Although the new investments by SASOL have not semely resulted in new job
opportunities, it seems that there is a fair amoafngrowth in industrial activity around
Sasolburg — an aspect that has not really beeressielt in the last 10 years. This growth can
be attributed to a combination of the followingtfas:

» the proximity of Sasolburg to Gauteng;

* continued investment of SASOL in Sasolburg (althoulgis investment does not
necessarily lead to new job opportunities).
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One of the areas in which urgent attention is néedeinfrastructure and, especially, road
infrastructure. Far better interchange, especialth the East Rand, is urgently needed on
the Free State side. The Metsimaholo Local Muaitip and its predecessor, the Sasolburg
TLC, have made various requests to the relevanarttepnt in the Free State Provincial
Government. However, until now their requests haoebeen addressed. It seems that the
proposed infrastructural investment in this arepr@bably the investment in the Free State
that will have the most direct impact on futureusttial development.

Down-streaming from established and big industisassually mentioned as one of the main
aspects with a view to supporting SMME developmdntthis regard, SASOL and the Free
State Provincial Government have invested in theeldpment of Chemcity. The initial idea

was that some down-streaming from the bigger indksstrelated to SASOL should take

place. However, this has not materialised. The twain reasons for the limited success of
Chemcity are the high capital costs that are requfor down-streaming in the chemical

industry, as well as the high levels of skill neztle make a success in this regard.

In conclusion, it seems that the manufacturing stgu- and industry in general - in
Sasolburg, has the largest potential in the Fre#eShr future industrial development.
However, at the same time it should be mentioned amy future development would be
linked to Gauteng rather than to the Free State.

3.4  Maluti-a-Phofung

The former QwaQwa area was one of the areas ifritbe State that benefited extensively
under the Regional Industrial Development Prograrofitbe Apartheid government. Today
the Maluti-a-Phofung Local Municipality consiststbé former QwaQwa area, as well as the
magisterial district area of Harrismith. Indudtdavelopment in this area is addressed by the
Free State Development Corporation, while the Lddaicipality addresses other economic
development efforts.

Two specific areas were targeted for the industigalelopments, namely Phuthaditjhaba and
Tsiame (Industriga). In the process 181 indusstiahds were created for large industries in
both these areas, with 313 9780f industrial space available. For small indestri193
factories with a floor space of 29 275mere created. Large industrial spaces were ysuall
developed for large industrialists from outside #inea. The smaller factories were developed
for local business people. However, the busineds Ibetween small and large industries
seem to be virtually non-existent, with practicatly attempts having been made to create
such links. The literature on SMME development aligusuggests such links as a
precondition. Currently, 86% of the large induesrin the two areas are occupied, while the
figure for the small industries is 49%. In Phutljadba the occupancy levels for large
industries amount to 90%, while in Industriga tigufe is 70%. For small industries the
figures are 50% in Phuthaditjhaba and 57% in Indlyest The clothing industry occupies the
largest proportion of factories, namely 90%, whhe furniture business occupies 8% and
other industries account for 2%. According to Fi¥C, these industries provide employment
to 18 000 people. However, this figure might bmewhat high, since it probably represents
between 10% and 15% of the workforce in QwaQwaEsidme. The current employment
figures are considerably lower than the employnfenires of the early 1990s, when an
estimated 30 000 job opportunities were createdwe¥er, it should be acknowledged that
this figure was also somewhat inflated. The decimemployment opportunities is probably
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the result of the larger degree of mechanisatiomduhe last 10 years. The FDC believes
that it has a number of competitive advantagestliziras a result of its geographic location,
it is strategically placed between Johannesburgb®u and Bloemfontein. Secondly, it
charges lower rates than those charged in areasasullidrand in Gauteng. Thirdly, it tends
to receive very favourable word-of-mouth marketik@urthly, the area has a very stable
workforce that is also cheap. However, the Corpamatealises that all this is still not
enough, and that more mainstream marketing neelle ttone if the area is to attract more
investors. It has been urged, by sources fromidmuthe QwaQwa environment, that the
current industrial success in QwaQwa should beaaeld elsewhere. However, as will be
argued later in this section, this will be a diffictask, if the financial viability is taken into
consideration.

The main question arising from the assessment abevbat of why the existing factories
have such a high rate of occupation. This quessi@specially relevant considering that the
large concessions that were accessible under Apdréne no longer available. A number of
reasons can be given for this. Firstly, the fhett the Free State Development Corporation
was transformed from a state-funded institutioa self-sustaining corporation has played an
important role in the current levels of occupancyhis transformation ensured that the
occupation and rental of the industrial sites ommlion the basis of commercial principles,
while the drive to be self-sufficient certainly light about better management. This also
ensured that the culture of non-payment among tndlists was transformed into a culture
of positive payment. However, it should be noteat the transformation also entailed a large
number of job losses in the Free State Developr@enporation. In particular, the sections
providing business support to the smaller entezpris QwaQwa were no longer financially
viable. Thus, although the pursuit of financialf-sestainability had positive impacts, the
business support to SMMESs has disappeared, aadt ialways financially viable. Secondly,
the fact that current rental amounts do not neeactmunt for the initial capital costs under
Apartheid also ensures that factory space can\eEngt a price below the market value.
Industrial space is rented at R4-5/mvhile the same amount of space in Johannesbuudgwo
cost as much as R25/mFurthermore, the current incentives of the FB&ate Development
Corporation provide for a rent-free period of siomths — provided that a contract of five
years is signed and adhered to. Simultaneouslghauld be mentioned that if existing
factory space had not already been available, iildvprobably not have been financially
possible to provide that space today. From thaspeetive it could be argued that the
provision of highly subsidised industrial space emdApartheid has actually been
fundamental to the current extraordinarily highellsvof occupancy.

There are also a number of concerns with reganddostrial development for the future.
Firstly, there are no links between the small itdeis and the larger industries. It seems that
particular efforts need to be made to ensure that dmaller SMMEs are also linked
specifically to the larger industries. The key raleich partnerships can play in this process
of supporting SMMEs has been alluded to by Burd$0) who pays attention to the
potential support which government can render é&edrole which larger firms can play in
this process. Typically, small industries, as régbiin literature on the topic, find it difficult
to access markets. They have limited manageridlss&nd in some cases experience
problems with sub-standard workmanship. Secondig large amount of unauthorised
imported clothing from the east that is dumpedl@n$outh African market seems to have a
negative influence on the long-term potential & thdustry in the area. The high levels of
dependency on the clothing industry make the sdoaéxtremely difficult. In the third
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place, despite the lower prices for industrial gpabe area is in competition with similar
incentives in Lesotho and Botswana. So, despéesitisting high levels of occupation, the
competition to attract industries in Southern Adrias well as between provinces and areas in
South Africa, is stiff, rendering the endeavourrextely vulnerable. Fourthly, the fact that
no specific municipal plan is in place to providgport and better incentives to the various
industries, is also a major shortcoming. Althougiis shortcoming is probably being
addressed by means of the marketing plan, it asms that, as far as financial viability is
concerned, it is virtually impossible for the mupality to contribute in this regard.

3. Conclusions

The following conclusions can be drawn with regeydhe manufacturing industry and the
manner in which local municipalities see the indust the Free State:

. The majority of local municipalities have suffictandustrial stands available.
It seems unlikely that a large-scale developmennddistrial erven will be needed in
the short to medium term.

. Close to 50% of all municipalities have incentivesindustrial development.
However, despite these incentives, very little pesg has been made in terms of
attracting industrial development to the Free Staiewever, it should be mentioned
that the assistance provided to existing businessddatjhabeng during the last
decade has ensured a larger degree of businestaete

. Despite the importance of developing industriesrédiected in the IDPS) in
the majority of local municipalities in the Freeaft, it seems that very little progress
has been made in this regard. In fact, the mgjafitmunicipalities have indicated
that industrial development has been fairly stagdanng the last 10 years.

. It also seems that there are only a few municipalithat understand the
economic dynamics associated with industrial dgwalent.
. The operationalisation of a promotion and markesh@tegy in most cases

seems to be driven only by the public sector. Throbably one of the areas where
a greater number of public-private partnershipdccpiay a role.

. The fact that all IDPs have identified industrisdvédlopment as a priority
potentially creates a provincial spatial dilemnTa some degree it is inappropriate to
spread the provincial resources for the promotiénndustrial development and
manufacturing to all municipalities. In fact, busss and industry are, to a large
degree, dependent on agglomeration to support fineationing. In order to assist
agglomeration, specific spatial priorities needb¢oset and local municipalities should
take note of these.

. Despite certain structural economic dilemmas, aagkhe peripheral location
of the Free State in relation to Gauteng, as w&lin&astructural blockages, it also
seems that the manner in which the drive for econdativersification in the Free
State is being conducted, is not adequate for gettive environment. The lack of
central points of information and assistance, dedlack of uncomplicated processes
to establish manufacturing enterprises, also plenuaial role.

. It is important that the lessons of the FGF oraating new industries, as well
as on business retention in the Free State Galdfishould be shared with the rest of
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the Free State. Their hands-on approach, as w#fleavarious obstacles experienced,
should also provide valuable insight to other mipailities.

Sasolburg seems to be the one area in the Free @®tatre large-scale
industrial investment and growth are taking pladéowever, road infrastructure is
urgently required, while the development of indysitr Sasolburg would probably be
linked far more directly to Gauteng than to theeF&tate.
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LESOTHO INDUSTRIALISATION: AN OVERVIEW

1. Introduction

This report is an input to highlight the implicai® for industrialization in the Free State
Province as a result of the industrialization efasf Lesotho. It is based on an overview of
relevant studies and reports on industrializatiohesotho, discussions with representatives
of the Ministry of Industry, Trade, Marketing & Qiperatives (MITMC), the Lesotho
National Development Corporation (LNDC) and thresvilanese industrialists. The report
begins by highlighting key characteristics of thesatho economy that are relevant for a
proper understanding of industrialization and ntgpact in Lesotho. The focus then shifts to
the manufacturing sub-sector in Lesotho taking Gauwent of Lesotho policies on and
incentives for industrialization into consideratidrhen the African Growth and Opportunity
Act (AGOA) and its impact on Lesotho and South édriare discussed before the views of
industrialists and officials are considered. Lastlgumber of comments and conclusions are
made. The brief of this assignment limits the inigadion to an overview and not an in-depth
analysis.

2. Main characteristics of the Lesotho economy:

Lesotho’s macro-economic policy environment is taldy determined by the developments
in South Africa since Lesotho is tied to the Comnvonetary Area. This eliminates
monetary policy autonomy and Lesotho’s competitassndepends on the fluctuations of the
Rand.

Whilst the large majority of the population is ifved in agriculture, care should be taken not
to depict agriculture as a sector of employmenmé&agtudies had indicated that the average
time devoted to agriculture by rural households am¢o less than 3 hours per day

For an overview it is important to consider firdt al the relative size of the respective

sectors as a percentage of GDP (Bable 15. It should immediately be noted that Lesotho
experiences a marked difference between GDP and @ialy because of the large number
of mineworkers employed in South Africa which farcddes had dominated the local internal
economy as well.

The interview was granted on the undertaking not to reveal identities.
Ruicon 1998 (b)
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Table 15: The contribution of different sectors the Lesotho GDP (percentages)
1982 198¢ 198¢ 1991 199« 199: 200c 200¢
5 21.7 19.0 203 14{1 15.2 14.3 16.4 14.7
g Agriculture 18.7 18.8 208 139 15.2 14.3 16.2 14.5
@1 Crops 11.1 10.2 117 8|4 93 9.2 10.3 B.7
% Livestocl 6.1 7.4 7.6 45 4{9 41 5.1 5.3
E [ Agric service 15 12 1.0 1p 0lo 09 4.8 0.5
& Mining & quarrying 3.0 0.3 0.1 0p olo o1 d.1 0.1
5 21.5 22.2 230 30(6 32.2 37.0 3.8 37.9
E Construction 12.4 11.6 106 176 16.4 16.2 15.9 15.8
g Manufacturing 8.7 10.1 116 11{5 13.6 14.2 14.7 17.7
& | Food & beverage 6.4 6.9 6.1 5.7 6/3 65 5.7 0.0
S| Textiles, clothing, footwe 0.7 1.2 3.5 41 4{8 51 g.1 0.0
®| Other manufacturin 1.6 2. 2.0 [ 2[5 27 2.9 0.0
@ Electricity & watel 0.4 0.5 0.7 15 2/2 615 5.1 4.4
44.6 45.9 40.9 38(6 39.5 37.9 38.8 38.1
Wholesale & retail 5.5 6.7 6.4 6.8 7.8 812 7.9 8.4
Hotels & resaurants 1.3 11 1.1 11 1{0 12 1.3 1.3
Transport & communication 3.8 3.7 3.8 37 3/4 34 31 3.3
Transport & storag 3.3 3.4 1.8 2.3 21 213 1.8 20
S| Telecommunications & pc 0.5 0.4 15 1B 13 11 1.3 1.3
@ Financial services 4.1 47 3.0 48 43 26 42 3.9
> Real estat 13.9 12.9 10)9 711 6.7 5.6 4.7 1.8
S [ Owner occupie 11.7 10.8 9.0 700 47 36 3.1 3.3
O [ Other service 24 24 18 op 20 20 16 15
Government services 14.6 15.% 14,0 139 15.0 15.8 16.6 15.3
Healthservice 1.6 17 1.6 13 1{8 15 1.7 15
Educatiot 5.4 5.8 5.4 6.3 713 715 7.6 7.5
Other service 7.4 8.( 7.0 6.2 5/9 68 7.3 6.3
Community services 1.6 1.6 1.2 1p 12 10 1.0 1.0
Indirect taxe 12.7 12.9 15,8 16,7 131 10.8 9.0 0.4
GDP at purchaser prices 100.( 100.0 100}0 100.0 10p.0 100.0 1p0.0 100.0
Net primary income ex territory 42.4 37.5 36.3 30(9 25.9 20.5 17.4 0.0
Net transfers 5.9 13.1 124 12|19 15.1 15.2 1.9 0.0
GDP as % of GNI 51.7 49.4 51)6 5613 59.0 64.3 70.7 100.0
GNI 100.¢ 100.0 1000 100.0 100.0 1Q0.0 100.0 100.0
Source: Central Bank

The following is of importance:

» Agriculture has been in constant decline despitestsuntial investments through
development aid, for many years a higher subsidiratze price than in South
Africa* and ongoing input subsidies in the form of seedjlizer and mechanized
services. In fact, agricultural production is notyoin decline as a percentage of
GDP, concerning crop production the yield in toes Ipectare has been in decline
over a period of 30 years.

4

attempt at self-sufficiency failed dismally and in 1997 a market approach to grain prices was introduced.

Ruicon 1998 (b)

The aim was to promote through high maize prices production in an attempt to wean Lesotho from grain imports from South Africa. This
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» Construction achieved the extraordinary high levxssause of the impact of the
massive first phase of the Lesotho Highlands Watdreme that came to an end
in 2003. A contribution of 18% by the constructeector (as in the early 90’s) is
not sustainable and was only due to the fact that largest single civil
construction project in the southern hemisphetbattstage was implemented in a
small country with no real diversified economy. \WMRP Phase | had changed the
country in many aspects, e.g. opening the ruraehand through good roads over
impressive mountain passes, developing new andtaminavenues for national
income through both stimulating tourism and theewvabyalties paid by South
Africa, accelerated urbanization, improved enengpdy through hydro-power.

* Industrialisation has been a constant focus ofLgsotho National Development
Corporation since the late 1960’s with limited segsuntil the industrial take-off
in the mid 1980’s.

* Tourism remains relatively negligible in the ovéantext.

Manufacturing as % of GNI
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Figure 20: Manufacturing as a % of GNI

The reasons for the dramatic narrowing of the nagmassive gap between GDP and GNI
(Figure 20) are threefold:

(1) The impact of the LHWP on the internal economy;

(i) The increasing importance of industries in the lecanomy;
(i) The declining role of mineworker remittances.
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Table 16 presents an overview of the importanaiftdrent sources of Government income.

Table 16: Sources of income for the Government @&fslbotho

1985/86 % 1991/2 % 1994/5 | % 2001/2 | % 2002/3 %

Total GoL income: 316.4 969.3 1581.4 3122.% 3408.§

Income before grants: 246.6 77.84 820.1 84.61 1438.% 90.94 2864.9 91.74 3077.2 90.2]
Taxes: 49.3 15.57 277.6 28.64 423.6 26.78 942.(0 30.17 1124.7  32.94
Income Tax: 25.7 135.4 224.4 579.1 710.6

Individual Income Tax 18|2 5.75 73.5 7.58 140.1 8.86 361.6 11.5§ 443.7 13.01
Company Tax 75 2.37 61.9 6.39 84.3 5.33 217.5 6.97 267.( 7.83
Sales Tax/VAT 19/8 6.25 1127 11.63 149.8 9.47 306.5 9.82 323.4 9.44
Other tax revenue 1.5 4.4 8.2

Fuel levy 2.8 0.73 29.5 3.04 49.4 3.12 52.0 1.67 82.3 2.4]
Customs Revenue 161.1 50.89 424.1 43.75 840.9 53.14 1438.2 46.06 1470.( 43.12
Non tax revenue 36.4 11.43 1184 12.22 174.0 11.0( 484.7 15.52 482.5 14.14%
Grants 70.Q 22.11 149.2 15.34 143.3 9.06 257.6 8.25 331.4 9.73

Source: Ministry of Finance
Since the 1990’s the number of Lesotho mineworkenployed on South African mines has
declined drastically, mainly because the genemdrof retrenchments at South African
mines, but also since mineworkers with a certainogeof employment in SA qualified for

permanent residence for their families as well.

The decline in mineworkers is summarizedTiable 17 It is interesting how the value of
remittances had rocketed despite the decline irwonkers. This can be attributed to higher
wages, but also to retrenchment benefits beingmaped.

Table 17: Number of mineworkers per district 192601

Mafeten Mokhotlon
Maseru B-Buthe Leribe Berea g M' Hoek Quthing Qacha's N g Total Remittances
1986 2016[ 8667 13247 10966 13359 8571 9139 5563 3215 92884 95468396
1987 3261p 9184 14654 12004 1482] 955( 9519 5513 3347 111217 114842939
1988 23020 8947 14607 11707 14384 9565 9317 5414 2904 9986( 34780639P
1989 23999 90371 15261 11801 14656 9609 921 5421 2751 101741 40841786
1990 2398B 897§ 15034 11601 1418] 9573 8851 5084 2423 99707 472436243
1991 2257p 852§ 14154 10984 13334 910§ 8315 4830 2064 93897 34438076
1992 24701 7928 12326 9827 11834 9620 7077 6339 3874 93514 283963136
1993 2301p 7883 13693 10087 12464 8321 7743 4256 2478 8994( 31869922f
1994 3219p 6799 13004 976( 12904 8714 7863 43117 2530 98076 32913977
1995 10954 9904 10697 9876 10974 9984 9764 79317 7854 87944 38291541)
1996 10794 96671 10554 949§ 10494 9507 96417 6699 5499 82357 49524370b
1997 1544 7983 9471 7687 978( 8171 6999 594§ 4879 7636( 49475020f
1998 1634p 8491 5806 4778 2371 9245 5391 1599 6428 60444 595925808
1999 146883 4465 9194 4390 7743 5213 3754 181( 1234 52484 51306318P
2000 14874 435( 9257 3792 8261 4632 3324 1634 1230 51351 47676491
2001 14868 4167 9425 3239 7754 3870 32058 2054 1017 49594 547274374
2002 1735p 4354 11194 3221 8303 4312 291 1554 1187 5439(¢ 623763898
Source: TEBA
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2.1 The industrial sector

Before independence Lesotho had really no industaise except for a few cottage industries
and with traditional beer brewing being by far thegest sub-segment. The LNDC Act no 20
of 1967 which established the LNDC to “initiatepprote and facilitate the development of
manufacturing and processing industries, mining emchmerce in a manner calculated to
raise the level of income and employment”. After ¥&ars with the GoL as the only
shareholder, the German DEG became the main catmve

In the early years impact remain very modest. Alerapt was made to support cottage
industries built on traditional weaving and pottekylls. Tapestries, carpets and pottery were
produced and markets in South Africa and abroadeveplored. In addition, Lesotho
promoted import substitution industrialization ihet field of basic goods: food and
beverages, construction materials and light engimgeproducts. Several light industrial
concerns — mainly engineering services - were |amed a few large endeavours aimed at
agro-processing were also launched, partially égeby the desire to develop food self
sufficiency and also to promote crop diversificatitowards higher value crops. Lesotho
Milling and Basotho Canners were two examples. Hieer was linked to attempts to
promote cultivation of asparagus, beetroot, potat@ed fruit. In the field of construction
materials Loti Brick was launched in 1979. Investtse were also made in the
pharmaceutical arena and the production of ceraites with an entry in the latter 1980’s
into the textile arena.

This industrialization effort was supported by theentive package describedTiable 18

Table 18: Incentives for Manufacturing industrialis in Lesotho

Land & Infrastructure | LNDC provides

* Fully serviced industrial plots that could be lehder 30 years at i
marginal ground levy if industrialists want to dréweir own buildings.
Property tax would then be payable to the locdhanity.

* General-purpose built factory shells that couldréeted. Waiving of
rent for several months is offered as an additionakntive when
factory space is available (which is since 200lomger the case)

1574

Capital Allowances The follcwing incentives are availab

*  40% depreciation on building and plant capital exjigre in year 1

* Low interest loans for financing of up to 60& ofetltost of importeg
plant and machinery.

Tax incentives e A 15% maximum tax rate on profits earned by manufat
companies.

* No withholding tax on dividends distributed by mémiuring
companies to local or foreign shareholders.

» Free repatriation of profits derived from manufaictg profits.

+ A tax holiday of up to 10 years can be granted wondertain
circumstances

Other incentives e Training allowances of 50% of cost of certain tiagn programs for
local employees.
Financial incentives » Unimpeded access to foreign exchange.

» An export finance facility and guarantee scheme
» Long term (up to 10 years) fixed interest loans

Source: LNDC
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These incentives, coupled by a desire by sevenathSafrican based industries to escape the
sanctions net that was woven around South Afredtd substantial industrial growth in the
early and mid 1980’s. Several SA firms establisinesv endeavours in Lesotho with its
preferential access to the EU markets. A seconcevedvndustrialization took place in the
latter 1980’s when the EU waived the cumulationnmfola for textiles of the Lome
convention for Lesotho for a period of 8 years. drcling to the cumulation formula at least
two manufacturing processes have to take plackarekporting country for access in terms
of Lome, but the 8 year waiving enabled severalv@aese firms to obtain fabric from India,
Taiwan, Malaysia and China for processing in Lesoths this exemption expired after 8
years, several firms closed down, whilst othertsHiftheir attention to the US market
although there a tariff of 17% and quotas appletiasis was laid for further development of
the textile industry when negotiations on AGOA coemted.

The industrialisation road was also characterizeddveral failures:

* The National Ceramic Tile Factory established infé#teng was liquidated within 3
years after commencing operations.

» Loti Brick is after 26 years still operating ata@s$ and the investment in one of the
most modern computerized kilns in Southern Afrcaadt paying at this stage.

* The Lesotho Pharmaceutical Company (also Mafetasgd) is running at a large
loss and all attempts to find a strategic invetarecapitalise it and to ensure the full
privatization of LPC have failed to date.

* Basotho Canners was liquidated.

» The once famous Kolonyama Pottery, which exportedthe United Kingdom,
Canada and South Africa, is no longer in existenegher is the carpet weaving that
was based on locally produced wool.

Table 19 provides an overview of the growth in manufactgrioncerns since 1994.
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Table 19: LNDC Assisted Manufacturing Companies 200999, 1994

Compan' Yeal Origin Produc Number of Workel Markets Estat:
Loti Brick 1978Lesotho Bricks 155 150 153RSA/Lesotho Thetsane
Basotho Canners 19r8sotho Agro-Products 0 Lesotho Masianoken
Lesotho Milling 198(RSA Agro-Products 235 182 188Lesotho Maputsoe
Lesotho Brewing Co.| 198@sotho Beverages 340 336 330Lesotho Maseru
Lesotho Umbrella 198RSA Umbrellas 8y 84 84RSA/EU Maputsoe
Lesotho Steel 1984esotho Structural 20 20 20RSA/Lesotho Maseru
Lesotho Motor Engin¢ 1983RSA Auto parts 20 16 17Lesotho Maseru
Sotho Development 198&rael Engines RSA/Lesotho Thetsane
Poltex 198fHong-Kong Jeans 50RSA Thetsane
Maseru Clothing 198BSA Sportswear RSA Maputsoe
Lesotho Haps 198Baiwan T-Shirts 14Q0 1400 1410RSA Maputsoe
Gatti Ice Cream 198RSA Confection OlLesotho Maseru
CGM 1987Taiwan Jeans 1888 3304 320QUSA Thetsane
LPC 19871 esotho Pharmaceutical 100 98 98RSA/Lesotho Mafeteng
Lesotho Bakery 1988SA Bread, Conf. 136 133 122Lesotho Thetsane
Lesotho Sandstone 198aly Blocks Lesotho Maseru
Super knitting 198%aiwan T-Shirts 806 89(Q 872USA Maseru
Kiota Electronics 198BSA TV's 285 282 288RSA Thetsane
C&Y Garments 199Taiwan Jeans 1950 2200 2130USA Thetsane
Supreme Bright 199RSA Jeans RSA Nyenye
Sun Textiles 199%aiwan Pants/T-Shirts 1014 920 889USA Thetsane
Springfield Footwear| 1998SA Shoes 1276 129§ RSA Maputsoe
Evergreen Textiles 199Riwan T-Shirts 0 RSA Thetsane
United Clothing 199G aiwan Jeans 1811 1871 USA Thetsane
J&S Fashions 199Baiwan Skirts/T-Shirts 580 585 USA Thetsane
\Vogue Landmark 199Baiwan T-Shirts 1142 140( USA Nyenye
BA Tex 1997RSA Kids wear 272 235 RSA Nyenye
LMA 1997|Lesotho Knitwear 0 Lesotho Maseru
Pioneer Plastics 19@ésotho Plastics 0 Lesotho Maseru
Carca Footwear 191RSA Shoes 597 360 RSA Nyenye
Teboho/Shinning.cent 199aiwan T-Shirts 1100 1494 USA Maseru
Lekim Textiles 199Bingapore T-Shirts 0 USA Thetsane
Maluti Textiles 1998 aiwan Jeans 500 620 USA Thetsane
Mu Plastics 1998aiwan Plastic 8 12 Lesotho Maseru
CeeBee 199Besotho Jeans 3B2 0 RSA Maputsoe
Heritage 199®lamibia Jeans 0 RSA Maseru
Lekokoaneng sandstn. 1998sotho Sandstone 14 14 Lesotho Berea
Precious Garments 19%aiwan T-Shirts 3878 360( USA Maseru
Presitex Clothing 20(Daiwan Jeans 27 USA Thetsane
Reflex Footwear 200RSA Shoes 35 RSA Nyenye
Tai Yuan 200{aiwan T-shirts 94 USA Thetsane
Hong Kong Int
Knitters 2000raiwan T-shirts 104 USA Nyenye
Hippo Knitting 2000Qraiwan T-shirts 13(Q USA Maseru
Nien Hsing 200Taiwan Jeans 22 USA Thetsane
Chainex 200Taiwan T-shirts 7 USA Maseru
Export Unlimited 200RSA T-shirts 30 RSA/USA Nyenye
E-River 200{Taiwan T-shirts 41 USA Maseru
Maseru E-Textile 200Taiwan T-shirts 43 USA Thetsane
N River 200fTaiwan T-shirts 56 USA Maseru
C River 200fTaiwan T-shirts 80 USA Maseru
King-Ang 2001Taiwan T-shirts 9(Q USA Nyenye
P & T Garments 20(Taiwan T-shirts 269 USA Mafeteng
Humin Jeanswear 20BSA Jeans 24 RSA/USA Nyenye
Global Garments 200Raiwan Jeans 17 USA Thetsane
Lesotho Carton 20(QPaiwan Paper carton Lesotho Maseru
\Wonder Garment 200Raiwan T-shirts 33 USA Maseru
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Raytex Garments ZOb}hina T-shirts 52 USA Nyenye
Santi Kon 200 aiwan T-shirts 70 USA Thetsane
TW Garments 20(0®aylasia T-shirts 3 USA Nyenye
Five-Eight 200&hina T-shirts/sweaters| 2 USA Maseru
JW International 200RSA Work wear 24 USA/RSA Nyenye
Astoria Bakery 200RSA Confectionery g Lesotho/RSA Maseru
Sweatsun 200@lauritius Garments 3] USA Maseru
Alley cat Lesotho 200BSA Jeans 65 USA Maputsoe
Baneng Lesotho 20(Xngapore T-shirts 6 USA Thetsane
Ever Unison Garmenf2003Taiwan T-shirts/pants 14 USA Nyenye
Tzicc 2004 Taiwan T-shirts 197 USA Maseru
TOTAL WORKERS 42777 2150( 9851

Source: LNDC

It is clear that by 1994 textiles had already daated the industrial scene in Lesotho, and
that the demise of the small built-on-indigenousliskcottage industries was already
complete. The full impact on further growth in ttextile industry after the introduction of
AGOA has taken off, is not as yet clear from Taklesince industrialization in the period
2000 — 2003 was to a certain degree hampered dgkaof serviced industrial sites. Several
factories in the industry are only now and in 2@@ming on stream and an additional 9 000
to 12 000 jobs will be created, with the southewrt of Mohale’s Hoek also becoming a
focal point for industrialisation.

Table 20: Textile share of manufacturing concerns

2004 1999 1994
Workers | % Share | Workers |% Share| Workers | % Share
Textiles & footwear 41275 96.44 201743 93.81 8551 86.8(
Food & beverages 761 1.78 651 3.03 640 6.5(
Building materials 189 0.44 184 0.86 173 1.76
Other 552 1.29 492 2.29 487 4.94
Total 42777 10(Q 2150( 10(Q 9851 10(Q

Based on LNDC data

2.2 AGOA as driver for textiles: the case of Lesothd &#A\

AGOA was enacted on May 18, 2000 and became theéersione of the Bush
Administration’s interaction with Sub-Saharan A&iclt is in line with the growing US
approach of “trade, rather than aid”. AGOA tookeetfon 1 October 2000 and expires on 30
September 2008. The aim of the Act is to promate fnarkets and to lower trade barriers. It
is a so-called second tier preferential treatmenaingement, below free trade agreements but
with better benefits than the Generalized SysteRreferences (GSP). See table 21.
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Table 21: The hierarchy of preferences in the U%de regime
Share of US | Ave.
imports in tariff on
2001 imports
Level 1: Free Trade Agreements | Canada and Mexico in the North American Ffee 31.7% 0.1%
Reciprocal | (FTA) Trade Agreement (NAFTA)
preferences Israel, Jordan.
Level 2: African Growth and Sub-Saharan Africa countries enjoy duty-free acgess 0.8% 0.7%
Non- Opportunity Act (AGOA) | for nearly all goods. Some also have duty- andatuot
reciprocal free access for textiles and apparel.
regional Caribbean Basin Initiative] Central America and Caribbean countries enjoy duty- 1.8% 2.8%
preferences| (CBI) free access for most goods and North American Free
Trade Association.
Andean Trade PreferencesFour Andean countries enjoy duty-free access|for 0.8% 1.5%
Act (ATPA) most goods.
Level 3: Generalized System of | Beneficiaries enjoy duty-free access for some gopds 9.8% 3.6%
Non- Preferences (GSP) but many items are excluded. For Leas-developed
reciprocal countries (LDC) the product range is wider than ffor
global the rest of the countries.
preferences
Level 4: Normal Trade Relations | This covers most of Europe, the East and some 53.9% 2.2%
Non- (NTR) erstwhile Communist countries.
preferential | Denied Trade Relations | Cuba <0.1% 35.1%
treatment | (DTR) The Democratic People’s Republic of Korea
Trade embargoes Iraq (prior to the invasion). Iran 0.4% 0.3%
100% 1.6%
Source: UN

To a certain degree AGOA is a preferential treatnpaickage for countries in Sub-Saharan
Africa that are also eligible for GSP-treatmentisliclear that AGOA had in the first year
(2001) of operation little impact: imports to th&Winder AGOA accounted for less than 1%
of total US imports. AGOA lowered the tariff bamsefor textiles to the US, but almost all
countries qualifying for AGOA had already quotaefraccess to the North American market.
Quotas are, however, in terms of the Multi-fibrerafrgement due to vanish altogether by
2005 where-after only tariffs will remain to regilaaccess. After 2005 the beneficiaries from
AGOA will only have a tariff advantage.

Although under AGOA the US listed 1 835 items fdB®A treatment (which enhanced the
4 650 products that already qualified for duty-ftematment under the GSP) the UN reckons
that AGOA implied only limited preferences for 3Dtbe 48 counties eligible for designation
under AGOA and that it had potentially more sigrafice for the non-LDC countries.
Lesotho was one of the 8 LDCs with full AGOA betethat and was designated for AGOA
preferential treatment in October 2000 and on 2812001 received textile certification, six
weeks later than South Africa that received theitile certification on March 7, 2001.

The duty-free and quota-free access for textil@sapparel in terms of AGOA is subject to a
strict arrangement concerning origin of fabrics gadn: duty-free access to the US market
depends on textiles and apparel produced fromitfalwholly formed and cut in the United
States from yarns wholly formed in the United Statéloreover, the act provides for duty-
free and quota-free apparel imports made from d¢aproduced by beneficiary countries in
Sub-Saharan Africa. (The so-called apparel clauda}. clause further has a Special Rule for
LDCs that offers a grace period till 30 Septemb@d£ during which such countries could
have duty-free and quota-free access for appamdused from fibre and yarn sourced
anywhere else in the world.
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Lesotho qualified for the Special Rule but not $o#frica. This window of opportunity for
LDCs (disappearing within a few months) was seibgdseveral (especially) industrialists
from Taiwan, Hong Kong and Mainland ChinaThis incentive led to the substantial
expansion of the textile industry in Lesotho, betcdme now also its biggest threat: if
Congress would not agree an extension of the SRuala, the textile industry in the AGOA
LDCs could be jeopardized.

However, this cut off date was not intended to €ltdse window of opportunity for Sub-
Saharan countries: it is an example of how the $J8sing international trade as a lever to
promote industrialisation in African countries. Ttigeat of not being able to access cheap
fabric outside AGOA countries provided all AGOA ciies with an opportunity. Lesotho
utilized this opportunity for gearing up its inddalisation programme: two Taiwanese textile
industrialists decided that the end of the SpeRislk would compel all textile industries in
AGOA countries to source yarn and fabric from aittine US or other AGOA countries. This
demand will result in a price hike for AGOA cousesiin sourcing yarn and fabric. They
therefore commenced with the establishment of andenill in Lesotho. Construction on a
massive factory by Nien Hsiang (an amount of USO$nillion) that will employ 6 000
workers commenced in Thetsane, Maseru in 2001.€ekpectation is that this concern will
commence operations in spinning of yarn and weatangards the end of 2003 or the first
half of 2004. In the beginning production will nog sufficient to provide for all the needs of
the textile factories in Lesotho, but it has théepbial to develop this in the medium term as
well as exports to other AGOA beneficiaries who canlonger import cheap fabric from
India and elsewhere in the East. This is vertindustrial integration that could enable the
textile industry to become anchored in LesothonMisiang already has (apart from the mill)
investments of US $ 200-million and employs almb8t000 workers (numerous smaller
companies listed in Table 19 above belong to thaug) in manufacturing garments in
Lesotho. This development of a denim mill has glewsuaded a Mauritius textile firm
Sweatsun to commence with a factory for apparedpecton in Lesotho, even though
Mauritius has AGOA benefits (without the SpecialdRexemption).

South Africa has benefited substantially from AG@#h exports increasing by 45.5% from
US $ 923 million in 2001 to US$ 1 343 million in@and US $ 1 669 million in 2004, a
further growth of 24% despite a strengthening R&wlith Africa’s AGOA exports are in
order of importance transportation equipment (atmb8% of BMW South Africa’s
production is exported to the US), Minerals andatsetChemicals, Agricultural produce and
then Textiles. However, when considering the groratie in exports in these segments from
2001 to 2003, it is clear that Textiles and Tramsgmn are the sectors that have grown in
excess of the average AGOA growth in exports fr@@12to 2003. In fact, the growth that
South Africa has experienced in Textiles is fagéarthan the growth rate that Lesotho has
experienced in apparel exports to the US, (tabjel®ugh from a low base.

6 The reason why industrialists from these countries are flocking to Sub-Saharan Africa to benefit from AGOA, is quite evident: their home

country based industries are limited in their textile exports to the North American market by both duties and quotas.
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Table 22: Exports under AGOA from 2001 to 2003 f8outh Africa and Lesotho in US $

million
% Growthin export 2001-
2001 2002 2003 2003
South Africa Transportation equipment 300 545 731 143.67
Minerals & metals 317 372 397 25.24
Chemicals & related products 126 13(Q 175 38.89
IAgricultural product 79 124 133 68.34
Textiles & Apparel 3B 88 131 296.97
Lesotho Lesotho textiles 130 318 373 186.92

Source: AGOA web site

An interesting development is that in both these tap export sectors in South Africa, the
first few years since the launch of AGOA in 2000l leeen substantial investments. The
automotive manufacturing industry in South Afrigaguaded their production plants to the
tune of US $ 20 million. Simultaneously cotton gwuoers have geared up to supply the
increased demand for cotton by African textile nfaoturers. Table 23 depicts the AGOA
exports of Lesotho and South Africa in the contebthe rest of Africa.

Table 23: Sub-Saharan Africa: U.S. imports, totalnder the African Growth and
Opportunity Act (YTD = Jan - Mar) AGOA-eligible cairies only

(Thousands of dollars, Customs value)
Country TOTAL 2002 | TOTAL 2003 | TOTAL 2003 | TOTAL AGOA AGOA AGOA AGOA
YTD 2004 YTD |including GSP|including GSP|including GSP|including GSP
provisions provisions provisions provisions
2002 2003 2003 YTD 2004 YTD

Nigeria* 5,819,608 10,113,618 2,603,010 3,398,718 5,409,660 9,356,012 2,396,081l 3,149,015
South Africa 4,235,974 4,887,962 1,108,048 1,288,458 1,342,594 1,668,578 372,224 335,560
Gabon* 1,622,021 1,927,715 476,219 534,378 1,145,62y 1,177,458 255,508 366,371
Cote d'lvoire 381,860 490,248 210,296 212,583 49,733 88,037 14,853 18,222
Congo (ROC) 223,824 407,186 112,250 73,05% 106,633 340,790 95,211 57,901
Lesotho 321,47% 393,056 82,303 101,188 318,029 372,674 81,887 97,691
Madagascar 215,93 383,329 53,261 121,076 79,728 187,879 22,387 61,079
Mauritius 280,433 298,096 81,26 68,217 114,292 143,077 31,574 39,227
Kenya 189,156 249,137 56,55( 80, 75( 129,210 184,441 44,19¢ 68,84%
Cameroon 172,057 193,319 36,981 77,653 115,804 147,011 25,382 66,05%
Congo (DRC) 0 173,867 56,083 35,48% 0 119,471 46,46 31,989
Swaziland 114,464 162,038 31,71% 43,242 81,252 133,975 26,707 39,057
Namibia 57,353 123,249 17,237 44,708 1,717 46,75% 5,011 21,302
Ghana 115,641 83,603 23,852 27,303 34,83( 40,58 11,413 18,165
Malawi 68,109 80,07 18,487 24,702 46,904 59,25 10,415% 22,15
Guinea 71,600 69,22 17,651 13,79 68 194 60 13
Uganda 15,197 34,883 6,437 7,671 32 1,509 191 836
Ethiopia 25,650 30,49 5,816 4,614 2,32( 2,884 830 1,102
Tanzania 25,343 24,234 5,604 5,384 1,293 1,569 371 361
Chad 5,700 22,434 395 107,165 0 14,478 36 70,447
Seychelles 26,291 15,324 7,068 664 0 3 0 0
Botswana 29,732 13,642 4,56( 13,302 4,578 6,324 926 3,537
Zambia 7,790 12,469 2,209 5,513 83 510Q 11 54
Mozambique 8,160 8,711 1,249 855 5,916 7,917 1,12¢ 191
Sierra Leone 3,833 6,478 1,421 2,527 217 75 0 174
Cape Verde 1,811 5,64( 1,294 736 5] 2,464 537 519
Senegal 3,799 4,326 778 534 499 72(Q 142 125
Niger 897 4,034 3446 12,44% 22 63 36 0
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Rwanda 3,086 2,623 619 90(Q 10 6 0 0
Mali 2,583 2,394 616 555 342 262 6 16
Cen African Rep 2,004 1,954 616 0 192 43 0 0
Guinea-Bissau 35 1,917 1,843 98 0 0 0 0
Mauritania 929 929 119 3,673 35 3 0 0
Djibouti 1,914 615 307 368 23 27 0 17
Benin 680 602 12 242 0 0 0 0
Eritrea 369 251 106 0 11 0 0 0
Gambia D 134 19 102 0 2(Q 0 8
Sao Tome & Prin 391 91 55 47 0 0 0 0
Angola* 0 0 0 903,668 0 0 0 833,51]

Total| 14,055,698 20,229,906 5,026,695 7,216,376 8,991,705 14,105,066 3,443,583 5,303,54

* Mainly crude oil exports.

Source: Compiled by the U.S. International Traden@ission from official statistics of the U.S. Defraent of Commerce

2.3

Perceptions of industrialists

In an interview with Taiwanese industrialists, foklowing aspects emerge:

3.

Whilst
driven

South Africa was considered a good friend of Taiwathe 1970’s and 1980’s and
with diplomatic ties the two pariah states purswsnomic co-operation. With
disinvestments accelerating in the 1980’s due tartapid, South Africa provided
excellent incentives to lure foreign investment.iwBaese companies took that
opportunity. The political transformation in South Africa chaxgal that. It brought
uneasiness under the Taiwanese. The ANC not oméreskties with Taiwan, it is
pursuing close ties with Beijing”.

Simultaneously some of the previous subsidies in 8&e being phased out.
“Lesotho was a very logical place to relocate tohwihctories, since the export
environment (harbours of Durban and Cape Town),fthancial system (banks and
procedures) remain the saine

For those who established factories in Lesothajais also possible to maintain ties
with the sizeable Taiwanese community residingloeBifontein.

The company tax in Lesotho for manufacturing isydr8% compared to double that
in South Africa.

Labour is cheaper and less well organized in Lesolthe South African labour
regulations and all the taxes and levies and timbeusome procedures to get rid of
unwanted workers, all work in favour of Lesotho.

There is no pressure of Black Economic Empowern{&iE) in Lesotho. The
interviewees view BEE in South Africa asvdrse than high taxes’One of the
industrialists said BEE brings major internal exgieure in the firm before the “tjo-
tjo” (bribes) that anyway is required to obtain ®ogovernment contracts or approval
of applications for relaxation of building or ermimmental regulations.

“Tjo-tjo” in Lesotho comes at a discount comparedsouth Africa.

Conclusions

Lesotho was successful in developing sultstimdustrial growth, this growth was
mainly by a combination of factors:
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a) A generous tax regime for manufacturing;

b) The AGOA window of opportunity:

C) Eastern — mainly Taiwanese and Chinese — entrememe the
textile industry utilizing Sub-Saharan Africa a® tepringboard
to access first the European and then the US market

d) Pro-active action to meet the requirements aftedapsing of the
Special Rule by establishing denim mills. (Thislwikso enable
Lesotho to meet the requirements of the EU cunuiati
requirement in apparel).

To date local indigenous entrepreneurs in Lesothwee hfailed abysmally to seize the
opportunities. In addition, local businessmen dited to develop linkages or service
industries to benefit economically from the chaggstenario — e.g. cleaning and catering
firms — that would also have made life easier dmerdfore more attractive for foreign
investors.

The story of Lesotho’s industrial growth is to agk degree a story of the Free State’s
inability (always in the context of the larger SowAfrican picture) to utilize or explore
almost similar opportunities. The following asgecan be highlighted:

- The decline of the gold mine industry in the Freat& Goldfields had a
dismal impact economically on both the Free Statklaesotho. However,
Lesotho was able to explore massive industrial ig@teby exploiting its
opportunities in apparel first with the EU and #edter with the US. The
Free State Goldfields with infrastructure, sparecticity capacity,
industrial infrastructure, and so forth, totallyildd to develop a
manufacturing alternative.

- Sanctions prevented certain growth opportunitiemanufacturing in the
Free State, and Lesotho benefited directly from tha

- The Free State is at a disadvantage concerningxiregime applicable to
manufacturing, labour costs in wages as well asualgosts in terms of
procedures, employee benefits and employer-emploggetiations.

- The restrictions concerning property rights foreign entrepreneurs in
Lesotho weigh on industrialists less than theirceons related to BEE in
the South African context.

- The Free State failed to pursue complementary tnidlization efforts. If
it realized in advance the implications for Lesottleen the Special Rule
would lapse, it could have pursued the establishroéa denim mill in,
say, Botshabelo or Thaba Nchu where there is giftiocvacant industrial
space. It is an opportunity lost, which Lesotho dopo exploit to its full
extent.

Industrialisation in the Free State could benebinf pursuing a complementary strategy in
the field of manufacturing, rather than trying tongpete with Lesotho. In this regard, the
following is of importance:
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Are there any cross border linkages with the Lesaotlanufacturing sector that could be
pursued, e.g. in the field of transportation of arts and exports, and/or the supply of
raw materials — e.g. cotton or wool — that couldiblzed by the new denim and knitting

mills, etc.

Could there be scope for synergy between indugizdn in the Bloemfontein-

Botshabelo-Thaba Nchu corridor where substant@bfa floor space is either vacant or
grossly underutilized, and the growing industriatates of the Lesotho Lowlands? In
short: how can underutilised industrial infrasturet rendering poor returns in
employment and economic growth, be used to purgppertunities in conjunction with

Lesotho, especially since Lesotho’s manufacturiegta remains vulnerable being
overweight in textiles and apparel. Lesotho hasheein able to successfully diversify its
industrial sector and the Free State province baffectively transformed its history of
decentralisation and deconcentration incentives anvibrant industrial sector. Could the
Province and Lesotho find common ground in pursumdustrialisation options that

could also benefit from AGOA (and later from thevisaged Free Trade Agreement
between SACU and the US) in sub-sectors outsidarafip A detailed analysis of the
products benefiting from AGOA arrangements as vesll current suppliers of these
products to the US is required to determine possbkenings in this field.
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SUMMARY, CONCLUSION, DISCUSSION AND THE WAY FORWARD
1. Key Findings

The literature survey, questionnaires, and disoasswith key role players, culminated in a
number of general conclusions:

7) The Free State in the National Context
In a national context, despite having key industsguated in the province such as NATREF
and SASOL, the province plays a relatively minoterin the national manufacturing
economy, contributing some 3,7% of national outdite dominance of the northern Free
State, which generates 70% of the provincial mastufang output (Sasolburg alone
generates 45% of this), is an obvious featureis @s integration in the Gauteng economy.

8) Key Trends in the Free State Economy
Various factors impinge upon the provincial mantfaag economy and its future
sustainability. Key amongst these are:

- the downscaling of the gold mining industry whichshnegatively impacted on the
Goldfields in particular either through direct jadsses or indirectly through impacts
on supplying and supporting firms,

- a general decline in the relative importance of fdwd and agricultural industries.
This has less immediate, but more long-term, impacthe industries located in the
rural towns and the bigger centres,

- the ending of support for Homeland industrial depeent points and the reuse of
these spaces,

- the enhanced importance of the clothing and texiielustries, often in the former
Homeland growth points. In employment terms thiswgh has been very important.
There appears to be some uncertainty about its-tlemg future however, as it is
dependent on foreign investors seeking to use falde international trade
opportunities,

- the jewellery industry shows potential in termdamfal beneficiation,

- the proximity of Lesotho and its offering of moravburable trade access to
international markets could impact on the provihe@nomy,

- in terms of size-based differences, it is appatbat there has been a significant
expansion in the numbers of manufacturing SMMEghd\gh this is a positive trend,
it seems to have only just balanced out the joBdescaused by the closure of a
number of larger firms. Loss of firms in the Goédfis and Bloemfontein areas is
cause for concern,

- growth appears to be focussing on the BloemforBaitshabelo-Thaba Nchu and
Harrismith-QwaQwa areas. The Sasolburg area isrwlts own and the rest of the
province is either not growing or is experiencingd.

9) Existing Policy
Both national and provincial policy provide a basisboosting the manufacturing economy.
Key amongst these prescriptions are:
- national and provincial support for the SMME seatdrich, as this report suggests,
appears to be generating positive returns in tbeipce,
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- the Microeconomic Reform Strategy and the Integirdi@anufacturing Strategy, with
their key focus on issues such as BEE, integratiom, and competitiveness, which
has particular resonance in areas such as Sasplburg

- the Free State Poverty Relief Strategy which idiextithe need for job creation and
the need to establish Business Advisory and BusiSesvice Centres,

- the Free State Development Plan which has a sfamg on economic development
and job creation and support for SMMEs and vargpstial interventions,

- the Free State Growth and Development Agreementhwhblearly identified key
growth options in: downstreaming from petro-chensicagro-industry and gold
jewellery.

10)Key Trends in the Provincial Manufacturing Economy

The number of firms in the province increased digantly between 1994 and 2003 rising
from 461 to 1 014. Of these the percentage shameapiufacturing SMMEs has increased
from 69 to 83%. However in terms of jobs the pietig effectively static, the number of jobs
rising from 48 000 to only 48 500. What seems teehappened is that some large firms
have been lost, and while there are a significantlver of new SMMES, they do not employ
many people. As a result, positive SMME growth umiers needs to be balanced against
the worrying loss of jobs caused by the closurdaoje firms such as SAB and various
branch plants. Key growth has occurred in the algttand metal fabrication sub-sectors
however. The two clusters experiencing real groatk the Bloemfontein-Botshabelo-
ThabaNchu and Harrismith-QwaQwa areas.

A survey of larger firms (i.e. those with over 26faff) established that most were still
relatively modest in size of operations. Clothingd aextiles, followed by food are the
dominant sub-sectors. Enterprise establishmentmess often linked to availability of raw
material and labour. The State or the FDC had tassiiearly 30% of them in some way.
Concerns relate to the vulnerability of the texslector and market access. There is only
limited downstreaming taking place. Most firms areadly positive about the future of the
province and its economy.

Smaller firms (i.e. those with less than 200 stdfjve increased in number. Whilst
engagement in the food industry has declined, stihareased significantly in clothing and
textiles. Small towns have experienced loss andvifrdnas focussed on the Bloemfontein-
Botshabelo-ThabaNchu and Harrismith-QwaQwa areamllSirms are worried about the
perceived poor state of the provincial economy,lidisg market share, isolation, limited
downstreaming and labour legislation. These venl cencerns call for investigation and
appropriate responses.

The clothing and textile sector has experiencediffagnt growth gaining 8 500 new jobs
and 100 new firms between 1994 and 2003. Many wassésted by the erstwhile Regional
Industrial Development Programme (RIDP) and someemecently by the FDC. Many are
foreign owned. There is the risk of future closdependent on international market access,
wage levels and the state of the Rand and gloloaiceny.

The petro-chemical industry is a key anchor in ghevince. SMME development /

downstreaming has been retarded by the sophiditablnology and skills requirements of
the sub-sector. Poor local infrastructure wouldegpgo be retarding further growth.
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The jewellery sector is an emergent one and hasidenable potential. Only two firms are
operating at present. They have concerns about id@ation and limited interactions with
government.

11)The Role of Local Municipalities

Most Integrated Development Plans (IDPs) are paitthgrms of manufacturing, despite the
role which municipalities recognize they need tayph economic development. Only a few
municipalities provide incentives to firms, althdumost recognise the need to supply land
and infrastructure. Only three of 20 municipalitiagerviewed had business expansion and
retention strategies in place, only four had sldiéselopment programmes, and partnerships
do not seem to be on the agenda of most author@iearly municipalities can become more
pro-active in terms of encouraging manufacturingettgpment.

12)The Role of Lesotho
Lesotho has gained from economic change, past asskmt in South Africa. Its more
favourable trade access, lower tax, cheaper lahodrdiffering establishment requirements
have drawn in firms. Growth in the clothing andctiies areas has been particularly
pronounced. Collaboration with Lesotho for mutuadmomic benefit should be considered.
As both South Africa and Lesotho are part of thmesaCustoms and Monetary Union,
collaboration and trade across the internationadidaois potentially simplified. Collaboration
could revolve around attempts to encourage firmghvbperate in both countries in the same
sector, say textiles, to form joint forums to dissussues of common concern such as trade
and transport concerns and labour issues. Similangouraging cross-border sub-contracting
linkages which draw on unique skills and specitiirg e.g. segments of the garment
manufacturing process, could be an avenue to punsseeking to build a stronger, unified
regional economy.

2. Key Discussion Points

13)The centrality of the Free State
The centrality of the Free State is often presert®@ locational advantage, one which is
endorsed by manufacturers, particularly in agrasstd; and some of the Chambers of
Commerce. For others, as Gauteng is the economaitldned, the Free State is seen as too
peripheral and has too small a market. Poor infnatire and the cost of relocation are cited
as barriers to taking advantage of the Free Statarality. These issues are difficult to
address short of through major improvements insgrart infrastructure.

14)The Former Homeland Growth Points

These areas represent considerable economic arad isvestment. Fortunately they did not
collapse as many predicted would happen in they éd890s when targeted state support
ended. Though not operating at full capacity matil continue as viable industrial
operations and hence do have a job creation impémivever there are certain concerns,
namely that there are vacancies, many factory imgigdare being used as warehouses and not
as manufacturing plants, and areas such as Blodustina are clearly not operating at
optimal capacity. Further, there appears to be \ar-eliance on the clothing and textile
industries. These may disappoint in the long-ruth&@ current favourable trade access to
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foreign markets is not maintained. Although thesmasa are currently holding their own, their
long term future cannot be assured

15)Where is Growth Occurring ?

Both large and small firm growth is taking placeimhain the Bloemfontein-Botshabelo-
ThabaNchu and Harrismith-QwaQwa areas. Althougé ithto be welcomed and supported
the reasons for closure of firms in these aread,tha limited or negative growth in other
areas, needs to be responded to. Growth here veppldar to be as a result of two primary
factors: general economic growth in South Africackhimpacts on all key economic nodes,
and access to the AGOA provisions which have eragmd the clothing and textile
industries.

16)The Role of the Free State Development Corpordf#@C)

The FDC is in charge of the former growth pointsd aother aspects of economic
development in the province. In this regard it &gpeo be having an impact, particularly in
ensuring the sound management of the former grpaifts and the provision of low rentals
which have clearly influenced many firms’ locatibr@noice. Ideally the FDC’s role and
support should be expanded. In these growth powitsere textiles and clothing is often the
key anchor, the overall support of the FDC hasrttdzeen very important. However, given
the vulnerability of this sector, in terms of itsliance on AGOA, the FDC should try and
foment economic diversification in these points.

17)The North: South Divide

There are very real differences in the provincavben the ‘North’ and the ‘South’ in terms

of the industrial foci, i.e. mining and petro-cheais in the North and agro- and general
industry in the South. Aside from the often refdrte political differences between the two
areas, greater integration is desirable to ensal@nbed growth. Many role players allege
that the North does not receive adequate suppbid.i3 difficult to gauge, especially relative

to the real needs of the South. Nonetheless, sirifor a unified manufacturing economy is
desirable.

18)The Role of Sasolburg
Sasolburg is the key industrial node in the progjnaut its markets and links lie mainly in
Gauteng. This reality should be accommodated becaiihe node’s significant job creation
potential and its ability to contribute to both inatl and provincial growth. Support for
down-streaming and improvements in local infragtcee will yield very real benefits for the
province. It would be of value to consider entrenglthe role of Sasolburg and neighbouring
areas as a satellite to Gauteng in order to gemegat benefits for the Free State province.

19)Support for key sectors
Various provincial and national policy documentsnitfy key, lead sectors and the issues
which need to be considered are as follows:

- Downstreaming in the petro-chemical industry wos&kem to have potential. The
Chem-City complex has now been established. Thppea to be few occupants
however and much of SASOL’s out-sourcing is naemms of manufacture but rather
maintenance. Given the costly, high-tech and higlssrequirements of the petro-
chemical industry SMME development related to ill viot be easy to achieve.
Thorough analysis with an eye to identifying pokesitiches needs to be undertaken.
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- The jewellery sector: the establishment of a jesvglcluster and training facility is a
logical path to pursue and endorses the princifldeneficiation. It is however
worrying that neither of the two firms in Virgin@aim to have any contact with the
province or to be aware of the notion of the clugtme firm did receive IDC support
however. Clearly better working relations needécebtablished between this flagship
project and government to ensure that the desir@dty and benefits are realised.

- Clothing and Textiles: this sector has grown sigaiftly but is vulnerable. Market
shifts need to be anticipated and diversificatiamcoairaged. This has spatial
implications in that many of these firms are in fBC-supported former growth
points and if loss is experienced, these areaswithard hit. Efforts to ensure greater
stability and encourage local market links for sketor should be undertaken.

- Food and Agro-Industries: as the traditional maipsif the province this sector still
has a key role to play. Whilst there may well beneacontraction in the agricultural
sector generally, efforts to encourage manufaauBRIMESs and to discourage larger
firms from migrating to the main national marketesld be embarked upon.

20)Municipalities and their Role
Most key municipalities clearly comprehend theiler@as agents of economic change.
However, given the importance of the manufactuiimdustry, a case could be made for
trying to enhance their role of providing supparig incentives.

21)The Provincial Government
The Province has acknowledged that its role is &ag the Growth and Development
Agreement gives greater support and endorsemeits ections. Officials do appear to be
overstretched however and more dedicated supporindustrial development is required,
both in terms of acting as a ‘one stop shop’ feestors but also in terms of targeted support
in key areas / clusters.

22)The Role of Lesotho
Lesotho is a potential competitor with industrieshe Free State, especially in the light of its
access to more favourable trade agreements amgpus costs which are probably cheaper.
This should not be seen as a threat. Instead barsker economic and sub-contracting
linkages should be forged to the mutual benefibath areas. Enhanced collaboration with
Lesotho authorities should be encouraged.

23)The Province and its Neighbours
The reality is that political borders seldom codwiwith economic ones. While politicians
and government plan within their spatial boundare@nomic agents think more broadly.
Given the importance of Sasolburg to the Gautemg@my and potential competition from
Lesotho, pro-active action is needed to developptiowince as a base to serve other areas.
Even though not all the benefits will accrue to Fnee State, this is a clear route by which to
capitalise on the province’s central location.

24)The IDZ and Cargo Airport Debates
The IDZ and cargo airport questions are topicathe province. However before major
expense is incurred questions need to be asked aWdmu would use them and to what
purpose. Can a province develop an independent IZ&rgo airport presupposes fast, bulk
transport to and from the facility to key natiomadrkets. Neither of these can be guaranteed
at present. The economic realities of the countégdnto be examined and not the competing
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political goals in differing parts of the country province to possess such facilities. While
earlier studies have examined this issue botharGaldfields and the Bloemfontein areas, it
is unlikely that the more central towns in the pnoe have the capacity to sustain a cargo
airport or to reliably supply other markets. Thalitg is that Gauteng is the economic

heartland and, building on that core, developmenhé Sasolburg area is far more likely to

succeed and to generate real long-term benefithéprovince.

3. Way Forward

What the study reveals is that the province playsrg defined and sector-specific role in the
national economy. Whilst key sectors such as mir@ng sub-sectors of agriculture have
experienced difficulties, other opportunities degant themselves. While there does not
appear to be a single, lead or dominant sub-sedtarh has the capacity to fundamentally
transform the province’s manufacturing potentiad, the following discussion reveals,
focusing on niche markets, providing appropriatécgcsupport and meeting local demands
are options which merit serious consideration.

In terms of the way forward, the report proposesous considerations which the PEAC
might consider in its planning for the future of mé&acturing industry in the Free State.
These are:

5.1 Policy Considerations

22)The development of a Manufacturing Industrial pplichich recognises and supports
both large and small firms and the links betweemth

23)The need to recognise the limited and sector-gpecife which the Free State plays
in the South African manufacturing economy andabsociated need to build on the
strengths which exist.

24)The need to encourage Public-Private PartnershipigeWthe Growth and
Development Agreement exists at the provincial lleaad there is collaboration in
cities such as Bloemfontein, the only really acgwvewth coalition is that of the Free
State Goldfields Development Centre. This couldesas a model for how to initiate
and promote manufacturing growth.

25)To acknowledge that many firms are branch plantstarwork within that context to
encourage their permanence.

26)To monitor the former Homeland points and respamgassible changes in their
industrial composition should such become imminent.

27)The need to investigate what support measuresentives can be provided.

28)Parallel support for the informal sector and forcabEconomic Development is
required.

29)The need to acknowledge and respond to the long &tructural decline in the
mining industry and in sub-sectors of the agriaalktundustries and their related
processing and servicing components. This reqbiogls a search for alternatives and
a need to work on business expansion and reteptaors and support for existing
firms. Loss has been experienced and governmedsriediaise with exiting firms to
identify the challenges which they face in ordemptevent further closures. If such
challenges can be addressed through government atesnce.g. infrastructure
provision and training, such support could go aglavay to both maintaining and
hopefully expanding the current manufacturing baske clothing industry in
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particular appears to be vulnerable to market obarand Business Expansion and
Retention strategies may well be timely and appatgr Current liaison between

Mangaung municipality and business should be emgmad both in that city and

elsewhere in the province.

5.2  Sectoral Support
30)In this study, small firms in particular expresssghcerns regarding markets, their
isolation, labour legislation and the lack of doweaming. This needs further
investigation to ensure that recent rapid growtthexSMME sector is not negated by
future losses.
31)To support SMMEs and also large firms which oftenvmle key downstreaming
links to SMMEs.
32)The need to encourage growth industries which ahgsth new opportunities and
national policy e.g. jewellery and petro-chemicdls. the case of the jewellery
industry establishing a close working relationgbgbween local production plants and
government is important in terms of the provisidnadvice and research, and in
ensuring that there are links between training pratiuction and that marketing is
effective. In terms of petro-chemicals, the supplyphysical infrastructure and
appropriate skills training could go a long-way Helping with the distribution of
products and the expansion of the industry.
33)Whilst acknowledging climatic and economic limitats to further expansion in the
growing areas and the production potential of aerkay crops, opportunities exist
for the expanded production, and related induspiatessing, of more specialized
crops like paprika (currently being experimentedhwn Welkom) and horticultural
products. An additional activity which may have gmttal is that of the processing of
potatoes into chips. At present vast quantitiegathtoes are road-hauled to a factory
in distant Lambert’'s Bay and turned into chips tloe fast-food industry. Given that
potatoes are a key Free State product and thenmedsi proximity to the country’s
main market, this option merits investigation.
34)Much of what the Free State produces is not soldhm province — mineral,
agricultural and petro-chemical products are desdtifor sale in Gauteng or in
markets further afield. Although this strengthems tole which the province plays in
the national economy, it means that inter-firm digks and local sales are not that
well developed. Opportunities exist to meet thedseaf local firms in areas such as
timber processing, cotton and various fabrics amaldfproducts. Though demand
would be relatively small, this would provide idegdportunities for small / emerging
manufacturing firms in these areas.
35)The centrality of the Free State should not be loe&ed. While many firms’
preferred location is Johannesburg, for those withore regional or national focus,
the Free State’s centrality should make it a caatdidfor consideration. The
province’s centrality could recommend itself tofg in two possible ways:
- companies using the province as a base fromhvtucmake and distribute
products nationally. The aforementioned potato gianis a case in point. At
present Afrox uses Welkom as a regional base. Theasons for doing so and
their experiences to date merit investigation tmlgyoolicy and inform other role-
players.
- in an era when bulk transport by road is mouwowgards the *hub and spoke’
model, there should be scope for the Free Stagfglviewed as a base for road
transport and distribution. This would stimulatédnieée maintenance and sales, as
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well as the possible use of old mine infrastructume the Goldfields as
warehousing or distribution centres.

5.3 Institutional Support

36)Province needs to work closely with local municiped to ensure alignment of plans,
to recognise growth sectors and to provide appaitgsupport.

37)There is a need for a provincial industrial supmbmicture to collect data and conduct
research. This structure should advise potentiedstors and existing firms and act as
a ‘one stop shop’, in accord with the provinciavBry Relief Strategy’s objectives.
Such an agency could also facilitate sub-contrgdiirkages.

38)The need to work with institutions of higher edimatto encourage research which
can improve production and create jobs.

39)The need to work with educational authorities tovme skills appropriate to the
demands of the manufacturing economy.

40)The FDC has clearly influenced industrial developtria the province. This role and
the support which the FDC can offer needs to bemecdd. A key support measure
was the low rentals in the former Homeland growdings.

41)In a global era in which knowledge-based indussryegarded as the way of the
future, a task team should establish the role whicindustry can play, either on its
own or as a catalyst to help other industries engtovince.

54 Lesotho
42)As South Africa and Lesotho are part of the sam&oens union, and given the
physical proximity of Lesotho to many key centershe Free State, high-level talks
to encourage sub-contracting, inter-firm linkagmsnt negotiations and marketing
should be encouraged. At present the textile amithiclg industry is the most obvious
sub-sector within which to encourage such dialogi@sotho should not be seen as a
rival but rather as a complement and partner td-the State economy.
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APPENDIX 1: COPY OF THE SURVEY QUESTIONNAIRE
Manufacturing Industry: Structured Interview

As part of its planning for future economic development in the province, the Premier’s
Economic Advisory Council of Free State Province (Contact Person: MALINDA WA
MAFELA, Executive Officer at Premier's Economic Advisory Council: Tel 051-401-2423) is
preparing a development strategy for the industrial economy of the province.

The survey — undertaken by researchers at Universities of Witwatersrand, Rhodes and Free
State — is designed to try to understand the major problems and support needs of the
industrial sector with a view to improved assistance for firms in the Free State. Your co-
operation in this survey is thus important.

* - denotes a key question.

A. General information

1. Name of enterprise:

2. Location:

3.Type of establishment:

4. Code of establishment:

5.Race and gender of owner and/or manager:

B. Details of ownership and establishment

5. Complete the details below:

Question Answer (X)

Independent firm?

Branch plant with head office elsewhere?

Branch plant with head office at same
location as branch?

If branch plant and head office are elsewhere,
indicate location of head office / branch plant.

6. When was the enterprise established in the Free State (and as a national/ international
body if relevant — indicate year)

Established in the FS:

Established nationally:

Established internationally:

*7. Why was this business established?
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8. Why was the firm/plant established at its present location?
*9. What was the source of capital for the business?
10. What were the major problems experienced when starting up the business?

11. Did municipal/provincial/Free State Development Corporation/national support influence
your establishment? If yes, please provide details.

12. Did the Regional Industrial Development Programme play a role in the establishment of
your firm and what have the effects of its suspension been on your firm/other firms?

13. Has the Free State Development Corporation (or any other previous state corporation)
assisted you? If yes, please provide details and assess the importance of their support.

14. Were you able to access subsidized land/premises/services? If yes, please provide
details and evaluate the significance of these issues for the establishment of your enterprise.

ltems Received Details
Subsidization
(yes or no)

Land

Premises

Services

Other:

explain

*15. Did municipal/state/FDC (or any other state corporation) support strongly influence your
establishment decision? Detall, if yes.

16. Are there any considerations at establishment which may have caused you / your firm to
guestion whether establishment in the FS was a good idea?

*17. In what ways — positive or negative - has government impacted on your firm. What
more could/should they be doing?

Positive:
Negative:

What can they do?

18. Please answer the following questions with regard to DTI assistance
Question

Are you aware of possible assistance

from DTI?

Have you previously or are you currently
accessing assistance from DTI?

135



C.

Employment

19. Please complete the following table:

Criteria

1994 1999

Number of full time workers

Number of part time workers

Number of seasonal workers

20.1

20.2

If you have increased your work force, please explain why.

If you have decreased your work force, please explain why

21. Please complete the following table.

Criteria

1999 2004

Number of full time workers

Number of part time workers

Number of seasonal workers

211

21.2

If you have increased your work force — explain why?

If you have decreased your work force — explai  n why?

*22. Current employment breakdown by race:

White
Black

*23. Employment breakdown by gender

Male

Female

D.

Firm Operation/Links

24. Please detail you're the main inputs of your plant by source and type. (% in the FS, SA
and international)

Inputs

products) Free State SA but outside | International

(raw | Source where? (indicate % in monetary value)

Free State

25. Please detail your the outputs and markets of your plant (% in the FS, SA and

international)

Market products Sold where? (indicate % in monetary value)
Free State SA but outside | International
Free State
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26. Do you have sub-contracting/SMME links? Please provide details and estimates of firm
value/sales.

E. The Free State

27. What do you consider the major ADVANTAGES of your factory being located in FREE
STATE?
Major:

Others:

28. What do you consider the major DISADVANTAGES of your factory being located in
FREE STATE?
Major:

Others:

29. Please detail the various factors impacting on the performance of your firm and other
industries in the province, with reference to global, national, provincial, local issues. (i.e. in
terms of trade, investment, decision-making, sales etc.)

*30. Continuing from the previous question, what are the key threats faced?

32. What are your views on the future of industry in the FS/the key opportunities and barriers
that it faces? Please relate to your sector specifically.

33. Please comment on whether the FS is an ideal location for industrial activity ? Why ?

34. How do you see the future of industry in the FS? Why?

35. Have changes in key sectors such as agriculture and mining impacted on your industry
or industry in general in the FS ? Why and in what ways ?

F. Business Performance and Future Plans
36. Over the past 5 years and the past year, respectively, what have been the main trends
for your business in terms of:

Criteria Increased Remained | Decreased Reason
the same
5 years 1 5 1 5 1
year years year years year

Factory space
1 year:
5 years:

Business profit
1 year:
5 years:
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Competition in

the Free State 1 year:
5 years:

Competition

nationally 1 year:
5 years:

Competition

globally 1 year:
5 years:

37. What performance do you expect from your business in the next 12 months in terms of:

Criteria Increase | Remained | Decrease | Reason
the same

Work force

Factory space

Business profit

Competition in the
Free State

Competition
nationally

Competition
globally

*38. Are the present premises of your factory adequate for the need of your business? If not,
why not?

*39. In your mind, what have been the major obstacles, in order of importance, for improved
performance of your business?

- over the past 5 years;

- over the last 12 months;

- Inthe next year.

40. Have you introduced any new capital into your business during the last 12 months?
If yes, what was the source of that capital. Own funds/bank/retained earnings?

41. During the past 5 years, have you introduced into your business:
- any new production processes? How many?
- any new products? How many?

*42. Do you have any plans for future capital investment (i.e. new machinery)/ employment
expansion in your business? Please provide reasons.

Details::
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43. Are you considering business expansion, closure or rationalization? Why?

Yes/No | Reason

Business expansion:

Closure

Rationalization

Continue in the same
manner

*44. What do you consider to be the major strengths of your business?

*45. What do you consider to be the major weakness?

*46. How are you trying to address those weaknesses?

47. Under which new conditions would you take on additional workers in your business?

THANK YOU FOR YOUR ASSISTANCE IN THIS SURVEY
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