[image: image1.jpg]/O/ BUSINESS UNITY SOUTH AFRICA




INDUSTRIAL POLICY ACTION PLAN
SUBMISSIONS TO THE PORTFOLIO ON TRADE AND INDUSTRY
BY BUSINESS UNITY SOUTH AFRICA (BUSA)
CAPE TOWN
MARCH 2010
BACKGROUND

BUSA is a confederation of chambers of commerce and industry, professional associations, corporate associations and unisectoral organisations.  It represents South African business (See Annexure A - list of members) on macro-economic and high-level issues that affect it at the national and international levels.  BUSA’s function is to ensure that business plays a constructive role in the country’s economic growth, development and transformation and to create an environment in which businesses of all sizes and in all sectors can thrive, expand and be competitive. 

As the principal representative of business in South Africa, BUSA represents the views of its members in a number of national structures and bodies, both statutory and non-statutory.  BUSA also represents businesses' interests in the National Economic Development and Labour Council (NEDLAC).

Internationally, BUSA is a member of the International Organisation of Employers (IOE), the Pan-African Employers' Confederation (PEC) and the Southern African Development Community (SADC) Employers' Group. BUSA is also the official representative of business at the International Labour Organisation (ILO), African Union (AU) Social Affairs Commission and World Trade Organisation (WTO).

INTRODUCTION

The Department of Trade & Industry released the 2010/11-2012/13 Industrial Policy Action Plan (IPAP) in February 2010. The plan is premised on the January 2007 Cabinet Industrial Policy Framework, and builds on the 2007/8 IPAP. BUSA welcomes the opportunity to submit input on this important document. 
BUSA recognises that South Africa’s industrial base has deteriorated significantly over the past years, with a negative impact on economic growth and employment and thus understands the rationale for the development of an industrial policy. We believe that whilst an industrial policy action plan can be useful especially at sector-level, it needs to recognise the constraints to growth that the economy faces at firm level in particular, in order to be successful. Our view is that sustainable industrial development requires that such constraints be addressed to ensure that the overall cost of doing business is significantly reduced across the economy. 
REVIEW OF IPAP 1

BUSA believes that it would have been appropriate to publish the review of the 2007/8 IPAP, which is understood to have been undertaken before the development of 2010/11 IPAP. This would have allowed frank assessment of areas of achievement and failures. This assessment would have provided greater transparency on the IPAP and allowed for the development of a dynamic process on industrial development. 
GENERAL

The introduction of multi-pillar approach in developing the industrial policy is a positive step. Alignment of macro and micro economic policies is accepted as a pre-requisite for the achievement of economic objectives. 
BUSA has noted the request to consider the following matters:

1. Opportunities and challenges presented by the revised IPAP given the current macroeconomic environment.
2. The impact of the revised IPAP at industry level performance.
Since BUSA’s role as a confederation of business organisations is to consider the interest of the whole economy, comments are confined to the cross cutting issues.

The challenges and opportunities are dealt with in relation to the cross cutting issues in the document or which BUSA believes should have been raised.
CHALLENGES AND OPPORTUNITIES ARISING FROM CROSS CUTTING ISSUES RAISED IN THE DOCUMENT

Industrial financing

The intention to focus IDC priorities on responding to the industrial policy action plans is welcomed. However, a key challenge in making this successful is that the current approach of the IDC is similar to that of private banks, where the management of risk makes it very difficult if not impossible for emerging entrepreneurs to obtain financing from the IDC.  A review of the funding model for the IDC would therefore be welcomed. 

It is not clear from the document who will be able to access the incentive schemes for sectors and investment projects not listed. It is considered important to provide this clarification. It would also be useful to reflect on the review of the incentive schemes undertaken in terms of IPAP1.

Leveraging public procurement

BUSA has consistently argued for this issue to be addressed and welcomes the detailed proposals.  BUSA is concerned that implementation remains a challenge due to apparent lack of common ground between Treasury and the DTI. Implementation provides a range of short and longer term opportunities, particularly in respect of the strategic sectors identified, which need urgent action for success.  The challenge is to balance the imperatives of transformation and promotion of local manufacturing through application of preferential procurement.
Competition policy

BUSA supports enforcement of competition law and welcomes the intention to report annually on progress.  Any amendments to law should be thoroughly canvassed with stakeholders. Corporate leniency continues to provide an opportunity for companies to disclose anti-competitive behaviour 

Developmental trade policies

This is the first time that the role of the technical regulatory agencies under the control of the DTI has been explicitly referred to in support of industrial policy. This is welcomed.

BUSA has long argued for a more strategic approach to trade policies and welcomes the detailed actions in respect of both “Locking-out” unsafe and poor quality imports and “locking-in” access to increasingly demanding export markets.

BUSA was engaged on this element and sectors are committed to working with Government in implementing the actions. The challenge here is the availability of sufficient resources to ensure that the relevant agencies can respond to the demands placed on them by the action plans. It is also important that the action plans are used by the agencies to prioritise their work.

BUSA is also actively engaged with Government and Labour on research into ways of combating customs fraud. A stakeholder workshop is planned to discuss the findings and it is hoped that useful outcomes will be incorporated into policy in the future.

Freight logistics

Freight logistics continues to pose significant constraints on growth. These challenges have been well known for some years, despite numerous attempts to address them. The recently announced review of the freight logistics strategy at the same time as the release of IPAP 2 provides an opportunity to make direct links between the development of the sectors in the IPAP, particularly increasing local production of capital equipment while at the same time improving the efficiency and cost effectiveness of freight movement.

The decreasing utilisation of rail for movement of freight is reflected in the decline of freight transported by rail to the extent that in 2003 80% of freight was transported by road and by 87% in 2007. This figure continues to rise. 

In respect of the road freight strategy, the objective of government is that the optimum volumes need to be split between road and rail. However the rail system is currently not capable of accepting significantly increased volumes. 
In respect of roads an estimated R54m shortfall for maintenance exists.  

The lack of comprehensive rail strategy, the fact that the Railway Economic Regulator is not functioning, lack of branch lines, the monopolistic imposition of extortionary price increases and the absence of a commitment to look at innovative ways of risk sharing all contribute to the current unsustainable situation.

Security of essential services supplies

The need to develop a sustainable funding model for Eskom and the       development of the Integrated Resource Plan will set out a view of a new energy mix for the next 20 years. This will give impetus to the development of new energy markets and thus provides an opportunity for the establishment of new “green” industries. Care must be taken to ensure that the action plans in this regard respond to the energy demand profiles that will be developed as part of the Integrated Resource Plan.

A range of energy efficiency projects designed to further improve industrial energy efficiency supported by the necessary technical standards offer further opportunities for employment in the measurement and verification sector.  The same opportunities exist in the development of water efficiency standards.

The budget presentation to the Portfolio Committee on Water and Environmental Affairs highlighted the budgetary constraints facing the water sector and in particular the lack of capacity at local government to ensure a secure supply.

A secure water supply, like a secure electricity supply, is a key element of a successful industrial policy. It is imperative that an integrated approach to supply and demand of such essential services is established and maintained.

Promotion of SMMEs

SMMEs are the backbone of employment creation in most sectors of the economy and special attention should be paid to support for SMMEs in all sectors.

Regulatory burden

The cost of doing business remains uncompetitive in global terms, largely due to the ever increasing regulatory burden and decreasing capacity of government to manage the regulatory regimes. This has a negative impact on all business not just small business or some sectors.
The environmental licensing regime continues to present significant challenges to growth, in that delays in finalising applications remain a significant constraint to investment. The presentation of the Department of Environmental Affairs to the Portfolio Committee on Water and Environmental Affairs highlighted that the department had insufficient resources to handle applications, which means that more and longer delays can be expected. This situation has not prevailed for too long and the release of a revised IPAP should be used as a platform to explore more innovative and efficient mechanism to achieve the same goals.

Another area of regulation that significantly increases the cost of doing business is the duplication of requirements between provincial, national and local government and in some cases the different requirements amongst different provinces and local authorities, particularly the latter.

Partnerships with business
It is clear from the action plans that most of the investment in productive capacity will come from the private sector. It is therefore important that the plan reflects a common vision between the two parties. The limited consultation with the private sector which characterised the development of the plans should not be repeated in the implementation. It is particularly important that the private sector is consulted on how to reduce the constraints to increased investment and employment
BUSA believes that successful implementation of the action plans will depend not only on interdepartmental co-ordination but also on a balance between coercion of business by conditionalities and the establishment of a relationship between business and government based on mutual trust and respect.
Monitoring and evaluation
In line with Government’s commitment to monitoring and evaluation, provision should be made for a comprehensive monitoring and evaluation process of the industrial policy action plan. This should include public hearings.
Operationalisation of the plans

The absence of explicit reference to the sources of funding for execution of the plans is a concern and it is recommended that provision is made to ensure that the necessary budgetary provisions for the actions are made.  In order to ensure that Government and particularly the private sector are of one mind in terms of execution there should be extensive engagement on the sectoral plans.  

It is clear that the greenhouse gas reduction undertaking on climate change made to the United Nations will require significant effort from the industrial sector and while it is recognised that the undertaking was conditional, South Africa must start to move towards a low carbon growth trajectory. It is therefore imperative that reference to this objective is made in the action plans. It would also be useful to publicise availability and conditions of incentive schemes.

Integrated approach

Although reference is made to the need for an integrated approach, this is not adequately reflected in a range of areas. The absence of any mention of other government initiatives in respect of green industries in the action plans in this regard are examples of this shortcoming. This is not just essential for efficiency in planning and the like but is of paramount importance in issues such as State- administered pricing beyond the issue of State-owned monopolistic enterprises, as the setting of other rates and tariffs such as those for water, property rates and minimum wages is further undermining South Africa’s country competitive advantage. Direct linked reference to other relevant government processes should be made in the following cases:

· Green industries to National Green Economy Strategy

· Wind energy to Integrated Resource Plan

· Biomass energy to cogeneration regulations and Integrated Resource Plan

· Recycling strategy to National Green Economy Strategy and National Waste Management Strategy.
CONCLUSIONS

The revised IPAP provides the promise of greater potential for achieving the goals of industrial policy than the previous one, but intensive engagement with stakeholders is recommended to:

· Improve integration

· Address the cost of doing business more comprehensively

· Ensure the opportunities and challenges are understood by all stakeholders including government.

BUSA remains committed to working with Government to support achievement of the overarching imperative to economic growth, reduction of unemployment and elimination of poverty.

