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1. Introduction 
After the demise of apartheid, South Africa shifted from a skewed inward industrialisation policy to an outward export led strategy to integrate into the global economy. This was designed to stimulate economic growth, export promotion and reduce unemployment. Prior to this, the in-ward orientated industrial policy and the apartheid system of governance and economic isolation as a result of sanctions created a non-competitive manufacturing sector that thrived on a distorted and captured market (Chang 1998). This was untenable as the economy failed to cope with the high demand for employment.
 The new government adopted a special economic zone (industrial development zones) policy framework in 1997 following a cabinet resolution as a catalyst to stimulate economic growth, export promotion and job creation .This was in line with the market orientated macroeconomic policy-Growth ,Employment and Redistribution(GEAR) adopted in 1996.This industrial policy reform was adopted drawing from the experience of other countries( particularly in East Asia and Latin America)  where industrial enclaves ( Special Economic Zones-SEZs) were successfully adopted as  catalysts for transition from inward looking industrial strategy to export led growth or as a strategy to switch from traditional to non-traditional exports (MCcallum 2011, Farole 2010).
2. Ideological debate

The SEZs policy in South Africa has been, from the onset marred by ideological contestation both within and without the government. The basic terms of this debate revolved, on the one hand, between those who favour interventionist industrial policies, and those who felt the state could not 'pick winners'. And, amongst those who did favour intervention, there was also debate between those who thought special economic zones were useful ways to intervene, and those who saw them as potentially undermining labour and other rights. This ideological contestation has haunted the Industrial Development Zones (IDZs) programme from its conception to delivery (Chinguno 2009).

3. Policy objectives

The South African industrial development zones embrace both a policy and infrastructure rationale. The location of the zones was initially aligned to the Spatial Development Initiative (SDI) programme. The SDI programme, adopted in 1995 aimed to decentralise development by promoting investment in remote areas of the country with potential for development.

The adoption of industrial development zones is part of a broad national industrial policy strategy designed to enhance manufacturing sector and integrate into the global economy. The new government post 1994 could not adopt the generic export processing zones model because of the associated negative perceptions. EPZs were linked to severe violation of labour, environmental and other social legislation in countries where they had been adopted earlier. This was not possible in the South African context given the alliance between the ruling party- African National Congress (ANC) and the main trade union federation; Congress of South Africa Trade Unions (COSATU). Hence, a different name and model had to be adopted to reflect this distinction.
The Department of Trade and Industry (DTI) defines industrial development zones as ‘purpose built industrial estates, linked to an international port or airport specifically designated for new investment of export oriented industries and related services’ (DTI 2008). The key objectives of the policy are:
· Positioning of  the manufacturing sector and integration into the global economy

· Attraction of FDI through linkages with global networks by adoption of advanced production technology methods.

· Promotion of forward and backward linkages between the domestic and global markets.

· Provision of world class infrastructure and proximity to international ports that offer low cost logistics

· An investor friendly environment with less government bureaucracy and red tape.

To put into effect this industrial policy strategy, the government through the DTI has so far designated and licensed four industrial development zones (See figure 1):
· Coega   Port Elizabeth 2001

· East London  2002

· Richards Bay  2002

· OR Tambo International airport 2002.
In addition two other zones, in Mafeking and Saldhana Bay have been designated and are in the process of finalising applications for operating permits.
Figure 1: Designated Industrial Development Zones
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4 The Incentives
Industrial development zones are designed to be industrial enclaves providing a competitive leverage to investors. They achieve this by creating an environment which is cheaper and generally more efficient for investors when compared to other industrial parks. This is attained by distorting the market through the offering of special incentives and services to investors in the zones. This is designed to stimulate the manufacturing sector, exports growth and job creation. Hence, the IDZs are intended to offer the following incentives
:
· Tax incentives: Industrial development zones are designed to have extraterritorial facility and a custom secured area. Investors in the zone are permitted to import inputs and equipment duty free and exempted from Value Added Tax (VAT).

· Provision of world class infrastructure and utilities: The zones offer investors world class infrastructure and other public utilities (water, electricity, roads, sewerage, and telecommunication). This is critical in attracting FDI. In addition, the zones are highly secured as they are provided with a 24 hour surveillance and electric fence by the operator.
· Streamlined administration: The setting up of industrial development zones is an attempt to provide simplified administrative requirements and less government red tape and bureaucracy to investors.

· Dedicated custom support services: The zones are intended to provide a one stop centre for customs administration. Each zone must have a customs secured area (CSA) and a one stop centre for all customs and VAT regulatory requirements. In addition, an investor service team may be provided to assist investors in imports and exports.
5. IDZs comparison with leading SEZs

Table 1 outlines the incentive packages for IDZs and the leading generic SEZs. Some important distinctions are highlighted. For example, the South African model offers no exemption on labour and other social and environmental legislations. However, in Zimbabwe, Namibia, and Kenya SEZs investors were initially exempted from the normal labour relations regime (Jauch 2002). In some of the cases, the workers were barred from trade unions. In addition, the South African model offers no specific zone incentives. The most noted being the absence of fiscal incentives. However, research has indicated that all successful SEZs initially offer fiscal and other special incentives to investors (Farole 2010).

Table 1: IDZs comparison with leading SEZs
	 Leading Zone Locations
	South African Industrial Development Zones

	Corporate Tax exemptions and various formulae of discount rates over specific frames
	Full corporate tax for IDZs CCA enterprises

	Discounted personal tax for zone enterprise employees
	Full personal Tax for IDZs and CCA enterprises employees

	Conditional exemptions from import duties
	Conditional exemptions for import duties

	Zero rated value added Tax
	Zero rated value added Tax

	Consistent zone dedicated investment incentives for capital goods ,HRD cost, Cost of importing capital goods research and development and other needs
	Relatively competitive but inconsistent investment support incentives for no zone specific/dedicated incentives

	Automatic qualification and prompt access to incentives approval within 10 days therefore lending certainty and investor confidence in the zone
	Challenged by stringent admission criteria and requirements up to 6 months turnaround times negatively impacts on certainty and investor confidence

	Discounted and competitive land and property selling prices and rental rates
	Market related Land and property selling prices and rental rates

	Customs control authority delegated to zone operator by internal revenue authorities. Zone operator allowed autonomy.
	Authority reserved and controlled by SARS

	Liberal Interpretation of customs control regime ,zone operator allowed autonomy
	Cumbersome customs control procedures compounded by excessive monitoring and reporting requirements


Source: Richards Bay Industrial Development Zone 2009
It is important to note that the South African SEZs model is not exclusive from other industrial parks. Its primary aim is to offer world class infrastructure to level the playing field with other global locations. A world class industrial infrastructure certainly provides leverage to investors. However, in many cases this may be insignificant as similar infrastructure can be found elsewhere. In addition, problems with public utilities such as water and electricity are tied to the general environment where the zone is located. This has posed a formidable challenge to the zones principle of enclavity which has proved difficult to create and sustain in the South African context. 
6. Governance and funding
In many countries special economic zones are regulated by a special dedicated legislation. However, in South Africa this is not the case. The zones are constituted in terms of the Manufacturing Development Act 187 of 1983. The Department of Trade and Industry is in charge of driving the programme and the overall promotion, regulation and review.
The management and delivery of service is the responsibility of a zone operator. All the zone operators are subsidiary private corporations owned by the provincial and local governments in line with the requirements of the Manufacturing Development Act 187 of 1983.The different tiers of government (local, provincial, national) all have interests in the IDZs. Hence the shareholding of the zone is between the provincial and local government.

The funding is sourced from all the three tiers of government (local, provincial and national). Funding from the national government is channelled through DTI grants and is normally designed for the development of the zone infrastructure. The local government and provincial governments through the Economic Department provides funding for the daily operations of the zones (See tables 2 and 3 below).
Table 2: Industrial development Zone funding 2001-2010
	Zone 
	DTI
	Province

	Coega
	R 3, 3 billion
	1,1 billion

	East London


	902.69 million


	1,12 billion



	Richards Bay
	71.2 million
	205.73 million

	OR Tambo
	-
	-


Source: Adapted from DTI 2011

Table 3: Industrial development Zones: Expenditure on Infrastructure Development

	Zone 
	Amount

	Coega
	R 2.1 billion

	East London
	R 836 million

	Richards Bay
	R 14 million

	OR Tambo
	-


Source: Adapted from DTI 2011

 7. Industrial Development Zone Profiles
7.1 Coega: Port Elizabeth

The Coega industrial development zone was the first zone to be designated in 2001. It is located in the Eastern Cape Province, about 20 kilometres from the city of Port Elizabeth. It was developed to complement the development of the adjacent Ngquka deep water port. It is the largest industrial zone project in Africa in terms of capital investment and area and is by some measures the single largest infrastructure development in South Africa post 1994. It covers an area of 11 000 hectares. By 2010 the government had used over R3bn on infrastructural development (See table 3). This reflects the government commitment to the programme.
The zone is operated by Coega Development Corporation; constituted as a private company jointly owned by the provincial and national government. It has a board of directors responsible for corporate governance and a management in charge of its operations.

The Coega IDZ is a greenfield
 project designed around industrial clusters linked to the deep water Port of Ngquka. The infrastructure developed so far is extensive and includes, among others factories, roads, warehouses, logistic park, commercial centre and accommodation. The transport infrastructure is intermodal-(sea, rail, road and a planned regional air linkage). The zone is being developed in phases and targets investments from a wide spectrum.  When fully operational it will have clusters in the following categories:

· Logistics and light manufacturing; 
· Automotive 
· General Industrial 
· BPO and ICT and Training 
· Metals 
· Metallurgical 
· Chemical 
· Material handling 
· Mariculture and Energy.
The zone, however, is facing challenges in attracting anchor investors. An aluminium smelter plant withdrew because of power shortage. It has attracted a total of 21 investments valued at R9.2bn. Of these, 17 are operational and the others are pipeline investments. The zone accounts for a total of 2 837 operational jobs. The operational investors are in the following sectors:

· Auto components manufacturers’ for the local and foreign market;
· Agro processing(dairy, tomato paste) and fruit processing for exports to North America and European markets;
· Brick Paving: Supply the local market;
· Bio fuel: For export to the  European market;
· Salt production: For the local and regional market(SADC);
· Financial Services: local and earmarked for the UK;
· Logistics.
It is important when evaluating the number of investments and jobs in the zone to note from the profile of investments that most are not new but relocated from other industrial parks.

Table4: Investor profile: Coega Industrial Development Zone (Port Elizabeth)
	Investor
	Ownership
	Project/Sector
	Work force

	Investment by company
	Investment by Zone operator
	New/Expansion/Relocated

	ABSA
	SA
	BPO(call centre)
	102
	R31m
	
	Relocated

	Acoustex
	SA
	Vehicle Interior Trim—Injector moulds, head, tony covers
	250(122)
	R50m  
	R24m
	Relocated

	EC Biomass
	SA
	(Renewable energy)Fuel (Wood) Pellets
	400(50)
	R70m
	
	New

	Cerebros
	SA
	Salt Processing
	200
	R60m
	
	Relocated

	Coega Concrete Products
	SA/Germany
	Precast Products
	150
	R50m
	
	New

	Dynamic Commodities
	SA
	Fruit Processing-ice cream, organic lemon and oranges, chillies and pepper.
	1032
	R50m 
	R44m
	Relocated

	4PL.Com Logistics
	South Africa
	4th party logistics
	4
	
	
	Expansion

	PE Cold Storage
	SA
	Cold Storage Facilities
	345
	R50m
	
	Expansion

	SATI/Maersk
	SA/Denmark
	Container Depot
	226
	R50m
	
	Relocation

	UTI-Sun Couriers
	South Africa
	Automotive courier and warehousing
	376(8)
	R2.5m


	R21m
	Relocated

	Digistics
	South Africa
	Logistics
	133
	R5m
	R16m
	Expansion

	Flextech
	South Africa
	Automotive
	167
	R5m


	R1m
	Expansion

	General Motors Distribution
	USA
	Logistics
	340
	R40m
	R185m
	Relocated

	Cape Concentrates
	South Africa
	Agro-processing
	180
	R90m
	R40m
	New

	Benteler
	Germany
	Automotive
	650
	R178m
	R140m
	Expansion

	Hella SA
	Germany
	Automotive
	15
	
	
	Relocated

	Ulrica and Associates
	South Africa
	Automotive services
	3
	R50m
	R28m
	Expansion


Source: Coega Development Corporation 2011

7.2 East London
The East London industrial development zone is also located in Eastern Cape Province in the city of East London. This was designated in 2002 and became the first to be operational. It is jointly owned by the Eastern Cape Development Corporation (74 percent) on behalf of the provincial government and the Buffalo city municipality (26 percent).The zone accounted for 1450 operational jobs as at July 2011 according to the zone operator.
By 2010 the government had invested R876m on developing infrastructure in this zone. The first phase covers 25 hectares, developed at a cost of R450m, to support Original Equipment Manufacturer (OEM) industry to supply the adjacent Mercedes Benz plant. The MBSA plant is a major automotive manufacturer for the export market. After the completion of the first phase MBSA ordered all its suppliers to move into the zone to facilitate its logistics and exports.
This is almost a monoculture industrial zone: over 90 percent of the investors are OEM suppliers for Mercedes Benz. Most of them are from Europe attached to Mercedes Benz. This clearly reflects the formidable challenge the zone is facing in attracting investors beyond the OEM suppliers.  The over dependence on OEM investors poses a risk to a virtual collapse of the zone should the automotive industry face severe decline for a prolonged period in future. The zone apparently does not have a value proposition beyond the MBSA OEM cluster.

It is important to note that most of the investments in this zone are not new but relocated. Furthermore, some of the investors interviewed highlighted that the relocation was not voluntary but were ‘force marched’ into the IDZ by MBSA. This reflects the leverage that an anchor investor can have and the difference this can make in wrestling in investors. Otherwise the level of investment in this zone would be insignificant if the OEM investors were not ‘force marched’ by MBSA.
Table 5: Investment profile East London
	ELIDZ

Investor Name
	Date Located on Site 
	Total Expected Employment 
	Actual Employment to date
	Sector
	Ownership

	
	
	Direct
	Indirect
	Direct
	Indirect
	
	

	MC Synchro
	15/12/2006
	35
	10
	27
	8
	Automotive Component Manufacture (ACM)
	Belgium

	Feltex Fehrer
	1/10/2006
	260
	73
	56
	16
	ACM
	Germany/South Africa

	Feltex Furturis
	1/03/2007
	40
	11
	30
	8
	ACM
	Australia/South Africa

	Feltex Trim
	1/08/2007
	120
	33
	311
	87
	ACM
	Germany/South Africa

	Feltex Caravelle
	1/10/2006
	120
	33
	0
	0
	ACM
	Germany/South Africa

	Johnson Controls Interior
	1/07/2007
	80
	22
	80
	22
	ACM
	     USA

	TI Automotives
	1/05/2007
	40
	11
	48
	13
	ACM
	England

	TI Fuel Systems
	1/12/2006
	20
	6
	22
	6
	ACM
	Germany

	Carcoustics
	1/07/2007
	23
	6
	33
	9
	ACM
	Germany

	Molan Pino
	1/11/2007
	19
	5
	6
	2
	ACM
	Germany/Spain

	UTI
	1/12/2006
	
	
	40
	
	Logistics
	South Africa

	Foxtech Ikhwezi
	06/2006
	120
	33
	48
	13
	ACM
	Germany/South Africa

	Sea Tek
	10/06/2005
	30
	8
	11
	3
	Mari-culture
	South Africa

	Milltrans
	04/12/2003
	50
	56
	56
	16
	Logistics
	South Africa

	Espandon
	
	
	
	20
	
	Aquaculture
	South Africa

	ELIDZ dairy
	
	
	
	
	
	Agro processing
	South Africa


Source East London IDZ 2009 and Fieldwork 2011
The OEM investments are highly capital intensive and hence have very marginal impact on job creation (see table 5). According to the DTI 2011, it cost an average of R1 million per 1.1 jobs created in this zone. This is untenable in an economy with over 30 percent unemployment
. In addition, most of the raw materials used by OEM suppliers are imported and many of the cars produced are for the export market, hence have limited backward and forward linkages with the domestic market. 
7.3. Richards’s Bay
The Richard Bay industrial development zone was designated in 2002 and its location was aligned to the SDI programme. It is operated by the Richards Bay industrial development corporation which is jointly owned the city of uMhlatuze (40 percent) and the KwaZulu-Natal provincial government through Ithala Development Finance Corporation (60 percent). The land initially proclaimed for the zone covered 525 hectares but was reduced to 345 hectares after part of the land was abandoned because of environmental challenges. Part of this zone is brownfield
 as it is linked to existing infrastructure. This made servicing cheaper in comparison with the greenfield zones.

The zone is focused on drawing more value from mineral resources by moving up the value chain through mineral beneficiation. This is in line with the national beneficiation programme designed to take full advantage of the mineral endowment which some view as a comparative advantage. The zone therefore targets the following sectors: aluminium industry, heavy metals, building products, dry docks, renewable energy products, agro processing, rubber recycling and granite processing to address the value chain gap.
Table 5: Richards Bay IDZ investment profile

	Investment
	Project
	Operational jobs created
	Ownership
	Value of investment

	Tata Steel
	Ferrochrome
	269(84 are full time contract workers)
	India
	R850 million


Source : Field Research 2011
The Richards Bay industrial development zone faced a number of challenges since its inception which almost stalled its take off. It faced a land dispute challenge between the zone operator and the local government. Part of the land initially designated is home to endangered flora and fauna. This had to be withdrawn and reduced the land earmarked for the zone by almost half. This dispute delayed the issuing of the operator permit by at least 8 years.
Only one investor; Tata steel which moved in before the zone was operational is on the ground. Tata steel was attracted to invest in South Africa because of the then availability of surplus and cheap electricity and logistical costs. The zone targeted investors heavy on electricity consumption. This value proposition was adopted when South Africa had leverage as a global location with cheap and surplus electricity. This is no longer the case since the 2007 power shortfall because of government bungling in planning. The zone is currently facing challenges in attracting investors. A number of pipeline investments have withdrawn (Pulp and paper and a smelter project) because of power constraints. This reflects that IDZ competitiveness is intimately tied to the national context.
In addition, the zone faces a number of logistical constrains undermining its viability. It targets mineral beneficiation and manufacturing but the port is dedicated to handle dry bulk. The port authority has no immediate plans to rationalise this. Its decision is based on traffic volume projection. Based on the current projections there are no plans in the short run to change the status quo. However, there are immediate plans to expand the Durban container terminal based on traffic projection. This negatively affects the zone’s vision to attract manufacturing investments. 

 7.4 OR Tambo International Airport
This zone was initially designated in 2002 as the Johannesburg airport industrial development zone. It later changed name to OR Tambo International airport industrial development zone. Located near the OR Tambo international airport, it became the fourth zone to be designated and got its operating permit in 2010. The original land that was earmarked for the zone was made of three separate pieces of land (122 ha, 288ha, 333ha) covering 743 hectares adjacent to the airport.
At conception of the zone, the main stakeholders were: the Airport Company of South Africa, Denel, and Blue IQ which represented the Gauteng provincial government. The Gauteng Industrial Development Company (Pty) Ltd (DEVCO) created in 2009 as a subsidiary of Blue IQ is the zone operator.
The zone aims to support strategic industries targeting  air transport. The zone targets precious mineral beneficiation and high technology industry. The feasibility study recommended that this IDZ be developed in phases. The first phase has been selected to develop a jewellery manufacturing precinct which is now in advanced stages of conception. Phase two will focus on the following sectors:
· Manufacturing of integrated circuits

· Computer hardware (PC boards, storage device)

· General electronics

· Telecommunication equipment

· Avionics

The zone operating permit was delayed because of problems with land designation following the airport master plan change to accommodate airport expansion because of the 2010 FIFA world cup. However, new land near the airport was identified and acquired but a full land inventory had to be conducted by the new zone operator. The applications for redefining the boarders of the land and operator permit had to be redone.

The rationale behind the focus on precious mineral beneficiation and jewellery is premised on the national beneficiation strategy aimed at moving up the mineral value chain to maximise returns. The mineral beneficiation strategy has a broad agenda. It has a vision to transform precious minerals extracted in the country and continent to ensure maximum benefits across the value chain. In line with this perspective, the African mining partnership led by South Africa was established to develop a mineral beneficiation framework for the continent. The fact that South Africa is a major precious mineral producer is often presumed to confer competitive advantage to move up the precious minerals and jewellery value chain. The broad focus of the ORTIDZ is to contribute towards the shift from the primary and manufacturing industries to the high technology and knowledge economy.

The ORTIDZ also has a proposal for a multi zone designed to support ‘stand-alone’ factories outside the zone but linked to the IDZ. This new proposal was conceived after part of the land earmarked for the zone was reduced following the airport expansion. This will enable the support of present clusters outside the zone for example, at the Rand gold refinery.
7.5. Possible challenges

It is a fact that South Africa and other countries in the continent are major primary producers of precious metals. However, they ironically play a peripheral role in the global precious minerals and jewellery industry. The size of the industry in South Africa for example, is less than 1 percent of the world. This is less than the size of one factory in India according to the jewellery Council of South Africa. The major global players are in Asia (India, Turkey and China) and Europe (Italy, Belgium, and Germany) and others. We may ask why South Africa and other African countries are facing challenges in moving up the value chain. It is clear that the setting of the OR Tambo IDZ is one of the steps in offsetting this as this will present many advantages to the stakeholders. For example, the operations of a customs secured area in the zone will ease cash flow problems that would have otherwise been tied in customs duty and VAT. 
However, given the current global context the ORTIDZ is likely to face the following challenges:

· Poor funding model: The sector demands high capital for the procurement of precious minerals for processing. In the major global players the manufacturers have access to cheap funding when compared with South Africa. In Europe for example, they can borrow from the precious mineral Bullion banks at the international lease rate of 1-3 percent. However, in South Africa they have to buy the gold outright. This is often through other sources of funds such as overdraft at the prevailing market rate averaging 6-7 percent. This constrains the capacity of South African producers when compared with the major global competitors. 
· Strict precious mineral regulations: South Africa has a strict precious metal and jewellery permit regulation regime. It has very stringent precious mineral regulations in comparison with the major global players. For example, local precious metals and jewellery producers are restricted on the alloys that they can use unlike in the major competing countries.

· Comparative advantage myth: It has often been presumed that the fact that South Africa is a major primary producer of precious minerals translates into a comparative advantage to move up the value chain. This may not necessarily be the case. Precious minerals have a very low volume per value and hence cheaper to transport by air over long distances anywhere across the world. As a result, the site where the mineral is produced is insignificant. Factors such as the funding models, branding and market access become more important.
· Market, culture and tradition: Africa is not a major market for precious metals and jewellery. The major markets are in Asia (India and China) and Europe. This is attached to a number of socio-economic and political factors. The Indian culture and tradition for example, gives a lot of attachment to gold gifts in marriages and other functions. As a result there is a blending of tradition and culture in the precious minerals and jewellery industry design. This gives producers in countries where this is part of the culture and tradition a vantage point to understand and predict the market trends. For example, they are better positioned to know what the market would want in the next year. On the other hand, African producers have to find a secure market elsewhere as jewellery is not a major part of the African culture and tradition. In addition, competing with countries such as India is not easy due to high labour cost and general labour market inflexibility in South Africa. It may be feasible to compete with Europe where labour costs are higher but they do have better funding models.
· Labour market question: The labour market in South Africa is regarded as generally inflexible in comparison with the major global players. An investor will have no justification to locate in South Africa when comparing with India for example given the labour market question and other constraints. The ORTIDZ targets high technology sectors which demand very high skill levels. South Africa has an unemployment rate of over 30 percent most of whom are unskilled. As a result it is often argued that there is a mismatch between the labour market and the focus of the zone. 
A number of challenges highlighted above demand remedies beyond the industrial development programme.

8. Future industrial development zones

· Mafikeng: The Mafikeng IDZ is still at the conception stage. It is located in the North West province and will focus on mineral beneficiation, agro processing and ICT manufacturing. It will be connected to an international airport to be constructed and serviced by international cargo plane.
·  Saldhana Bay: The Saldhana Bay IDZ is at advanced stage of conceptualisation. This zone will be located in the Northern Cape Province and will focus on establishing a maritime hub. In addition, it is proposed to have five principle clusters: dry dock; oil and gas; mineral production and manufacturing; steel production and manufacturing; maritime building and repair and renewable energy and production manufacturing. However, some industrialists have cast doubt on its viability unless the IDZ programme is overhauled.  
9. Reasons for investing /operating in the industrial development zone

The reasons why the investors interviewed are located in the industrial development zones are summarised in table 6 below. We can draw a number of lessons from the responses given by the sampled investors. Many of the reasons given are generic and have very little attachment to the IDZs programme (See table 6). This suggests that the IDZ programme has failed to create the desired unique industrial enclave. The incentives offered in the zone are not extra-ordinary but similar as in other industrial parks.
Table 6: Reasons for Investing in the IDZs

	Investor
	 Sector
	Reason why in the IDZ
	New/Relocation
	Investor happiness
	Zone

	Investor A
	Food Processing
	Expansion: Failed to raise capital for expansion. Zone provided bigger factory
	Relocated
	No
	Coega

	Investor B
	Ferro 
Chrome
	Cheap power(electricity) in SA and lower logistics
	New
	No
	Richards Bay

	Investor C
	Logistics
	Proximity to the Port and visibility(lower logistic cost)
	Relocation
	Yes
	Coega

	Investor D
	Food processing
	Expansion and zone provide bigger factory
	Relocation
	Yes
	Coega

	Investor E
	Bio fuel
	Proximity to port(lower logistics)
	New
	No
	Coega

	Investor F
	OEM
	Proximity to MBA(lower logistics)
	Relocated
	No
	East London

	Investor G
	OEM
	Expansion: To get OEM accreditation requirements to have all operations on one floor.
	Relocated
	Yes/No
	Coega

	Investor H
	Call Centre
	
	New 
	
	Coega

	Investor I
	Logistics
	MBSA Cluster
	Relocation
	Yes
	East London

	Investor J
	Food processing
	Proximity to raw materials from region
	New
	No
	Coega

	Investor K
	OEM
	Proximity to MBSA
	New
	Yes
	East London


Source Fieldwork 2011
10. What has been achieved?

Evaluation of special economic zones is a challenge in many countries because of the problem of access to reliable empirical data measuring zone performance. A number of indicators such as job creation, FDI, export growth are generally used. In South Africa, the problem is not only about scant data but how the model is conceptualised. The programme is not clearly defined and thus making it difficult to evaluate. Access to this information is usually heavily censored. This was a common problem in attempts to get information on zone performance from all the operators. 
Table 7: Jobs created and value of investment

	  Zone
	Manufacturing/Operational Jobs
	Targeted/Focused Jobs
	Construction Jobs
	Total Investors
	Value of Investment

	Port Elizabeth
- Coega
	 2837
	20000
	16 949
	17
	R9.2 billion

	East London
	1450
	 
	4500
	18
	R 1.1 billion

	Richard’s Bay
	269
	1890
	NA
	1
	R 850 million

	OR Tambo Airport
	NA
	NA
	NA
	NA
	NA

	Total
	4556
	
	21 449
	36
	R 11.150 Billion


Source: Adapted from DTI 2011 and fieldwork 2011
In evaluating IDZs success, we first have to look at the type of investment in the zones. As highlighted earlier, the East London industrial development zone has attracted mainly OME investors. Coega has also attracted OEM suppliers and agro/food processing investments but has more heterogeneous investors. A number of the investors (particularly the agro processing) produce both for the export and domestic market. However, the profile of investments in the zone reflects that the export dimension of the IDZs is non-existent or ‘collapsed and never materialised’ as put by one of the key informants interviewed. 
· FDI: There is no comprehensive statistics measuring the aggregate value of FDI into the IDZs. This is partly because of the way the programme is conceptualised makes no variation from other industrial parks. However, we can draw conclusions based on the level of investment into the zone which has been marginal. Most of the investors are not new in the country but relocated from other industrial parks. Therefore, the FDI into the IDZs has been subdued.
· Exports growth: The IDZs were intended to provide a one stop centre for customs administration through a customs secured area. However, this has not been put in place due to lack of clarity on how the policy should be implemented. Therefore, there is no accessible data on the aggregate volumes and value of exports from the zones. However, an analysis of investments in the zones suggests that the export component is very marginal. However, there are some exceptions. Some of the agro-processing firms in the zones have a high export component and strong backward linkages with the domestic economy. The success of the agro processing in exports is connected to the African traditional comparative advantage in the extractive industry.
· Job creation: One of the most important socio-economic objectives of IDZs is job creation. Table 7 highlights the number of people employed in the IDZs. However, it is important to note that many of these jobs are not new but relocated from other industrial parks. Coega IDZ, for example, has a target of 20 000 permanent operational jobs by 2014 but only accounts for 2287.  The underlying fact is that the IDZs have not been successful in creating new permanent jobs. In addition, most of the investments are highly capital intensive with a marginal job creation capacity.
·  Manufacturing diversification: As highlighted earlier, the investments in the zones are heterogeneous. However, the dominant sectors are automotive and agro processing. The dominance of the automotive sector reflects the dominant sector in the province where two of the operational IDZ are located. Furthermore, the presence of agro processing in the zones reflects the primary and extractive industry which most African economies traditionally have comparative advantage on the global market. This suggest that IDZs have had limited impact on manufacturing sector diversification.
· Forward and backward linkages: Most of the investors in the zones are OEM suppliers. They usually import the bulk of their raw materials and a significant proportion of their final product is for the export market. Hence, backward and forward linkages with the domestic market is limited. However, the few agro processing companies in the zones have strong backward linkages with the domestic market. In addition, they have a high job creation potential.
· Decentralisation and Development of World Class Industrial Infrastructure: The location of the industrial development zones was aligned to the SDI programme which aims at developing remote and under developed areas. The programme has offered an opportunity to the government to set up a world class industrial infrastructure in areas where this did not exist. This has enhanced job opportunities in the areas. The government has thus ‘achieved’ in ‘decentralising’ industrial development to the underdeveloped regions of the country with high levels of unemployment.

· Creation of Investor friendly environment: The subdued number of investments into the zone indicates that the programme has failed to create an investor friendly environment. For example, it takes at least six months for an investor to be approved in the IDZs against a best practise of ten days (RBIDZ 2009). However, the establishment of industrial zones has forced the government to review the general investor climate in the country and look into ways it can be improved.
11. What have been the lessons?

 South Africa has experience with special economic zones post 1994 which span for just over ten years. As highlighted, this has not been a success story. We can draw a number of important lessons from this. The reason for the failure relate to the conceptualisation of the policy, development, management and operation of the zones:
· Lack of comprehensive policy framework: The IDZs framework was poorly conceived. It lacked a comprehensive and coherent policy framework to make it work from inception. As a result, a number of critical issues such as the customs secured areas (CSA) and VAT could not be implemented almost ten years later. The IDZs are governed in terms of the Manufacturing Development Act (MDA) through the DTI. A special unit in the DTI is responsible for driving the programme. International best practise suggest that successful SEZs have dedicated legislation and are driven and represented at the highest level in government. The South African SEZs model lacked a comprehensive policy framework from its conception. Hence it had deficiencies in governance, planning, implementation, management and operation.
· Streamlining of objectives: The industrial development zone programme embraces a number of objectives like job creation, export growth, manufacturing diversification, technology transfer and others. All these objectives are very important. However, there is a risk of competing priorities. Some of the objectives may be contradictory and may result in loss of focus. For example, a focus on high technology industries and job creation may be contradictory. The ORTIDZ in particular targets mineral beneficiation and high technology industries which demand high skills. On the other hand South Africa has an unemployment problem of unskilled and low skilled and a shortage of highly skilled labour.  By chasing so many objectives there is risk of not achieving any. It may be ideal to prioritise and have a few objectives in the initial stages. For example, job creation can be prioritised first before progressively pursuing the other objectives.

· Fiscal incentives: South Africa’s industrial development zones are distinct from the world best practise in that there are no fiscal incentives offered to investors at any stage. In addition, there is no variation to any social and environmental legislation. The rationale behind this perspective is drawn from the thesis that the government should not choose winners. However, as observed the South African SEZs have failed to create industrial enclaves where the environment is more efficient and effective for investors. The South African experience with IDZs suggest that fiscal and other special incentives are initially an integral component in the creation of feasible industrial enclaves.
· Coordination and collaboration: The IDZ programme faced challenges relating to the coordination and collaboration of key stakeholders. This manifested in a number of ways. For example, the port authorities at Richards Bay and Coega have plans out of synch with the focus and vision of the zone. Furthermore the Richards Bay and ORTIDZ progress was stalled because of a land question. There is need to enhance stakeholder’s coordination and collaboration in planning, implementation management and operation of the IDZs. All possible areas of conflict must be resolved to ensure that all stakeholders work towards delivery of the programme.  Lack of interagency coordination has resulted in serious inefficiencies in zone performance.
· Future zones integration into existing industrial clusters: The focus of the industrial development zones is the global market. According to the key informants interviewed, the export dimension of the zones collapsed because of lack of fiscal and other special incentives. The zones are located in remote locations far from the major domestic markets. This makes it very difficult for them to switch to the local or even the regional market. Drawing from this experience, it is clear that future IDZ have to be integrated into existing industrial clusters.
· Labour pact: One of the challenges negatively affecting the competitiveness of South Africa is labour market inflexibility. Labour costs in South Africa are high whilst corresponding productivity is low when compared to the main global production hubs such as China and India. As a result labour has to be convinced that a flexible labour market can be progressive to all stakeholders. This can be tied to enhanced social security. The labour market can be made more flexible gradually but at the same time enhance social security. There is need to ensure that the workers who cannot be absorbed by the labour market will be cushioned by a social security net. More jobs will be created if the labour market becomes more flexible but the compensation has to be an efficient and effective social security. There is need to have a pact with labour to enhance labour market flexibility.

· Political support: World best practise has shown that consistent high level political commitment is critical for SEZs success. This was the case in China where the models were successful (Farole 2010). The South African IDZs have apparently failed to get this strategic support. They have instead faced ideological contestation within government and amongst the stakeholders. This has further compounded the problems faced by the IDZs. 
· 11.1 Regarding  OR Tambo industrial development zone:
· Precious minerals legislation: South Africa’s precious mineral legislation is severely restrictive when compared with other major global players. There is need to benchmark the precious mineral legislation in South Africa with world best practise.
· Precious minerals funding model: Given the current global context, it is apparent that precious metals and jewellery manufacturers in South Africa will face formidable challenges to effectively compete on the global market. South Africa has to design and adopt a funding model in line with world best practise to support precious metals and jewellery manufacturers to enable them to stand the global competition.
· Focus on manufacturing and intermediate technology: South Africa’s major socio-economic challenge is unemployment of the unskilled workforce. The country faces a structural unemployment problem as there is a shortage of the skilled workers. Given this context it is imperative to initially focus on manufacturing and intermediate goods before progressively moving into high technology. The shift to high technology can be linked to the improvement in the education system in the country. 

12. Conclusion
The South African industrial development zones are not in real sense special economic zones as they offer nothing extra-ordinary to investors when compared to other industrial parks. Furthermore, the creation of industrial enclaves aimed at stimulating economic growth, export and job creation premised on provision of infrastructure  but paying lip service to special incentives such fiscal incentives may not be feasible in the South African context.
13. Reference
Chang.H ,1998,Evaluating the Current Industrial Policy of South Africa‟. Transformation Volume 36. 
 Coega Development Corporation 2011 Pipe Line Management System.
Chinguno, C. 2009. “Neither fish nor flesh: A review of South Africa’s version of the export processing zones” (University of the Witwatersrand, Sociology, Work and Development Institute) ILO Report
DTI .2008, Industrial Development Zone Programme Guidelines as at September

DTI. 2011, Draft Policy statement on Industrial development Zones
Farole.T, 2010 Special economic zones in Africa: Comparing performance and  learning from global experience: The World Bank
Jauch, H. 2002, “Export Processing Zones and the Quest for Sustainable Development: A Southern Africa Perspective”. Environmental and Urbanisation Vol 14 No 1.
McCallum,J. 2011, Export processing zones: Comparative data from China, Honduras, Nicaragua and South Africa, Industrial and Employment ,Relations Department International Labour Office , Geneva ,March 

Ryan,A. Gounden,Y. and Mushayanyama,T. 2006 ‘Inventory of Free Trade Zone: Industrial Development Zones in South Africa, WAHSA Southern Africa Project Report 3.6.1.

Richards Bay Industrial Development Zone (RBIDZ). 2009, Business Plan.

Field Research 2011 was conducted between August 2011 and November 2011.
[image: image2.png]



� Some of the incentives are intended but have not been implemented.


� Refer to a new industrial park which does not require to be integrated to an existing system.


� Figures in brackets represents actual reported figures by investors during interviews conducted in 2011 





� Broad definition of unemployment


� An industrial park which may be an upgrade or a new but can be integrated to an existing system


� The investor moved into the zone before designation.


� The targeted/focused jobs for this IDZ are by the year 2014.
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