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Ourfuture — make it work.

South Africa belongs to all its people and the future
of our country is our collective future. Making it
work is our collective responsibility. All South
Africans seek a better future for themselves and
their children. The National Development Plan is a
plan for the country to eliminate poverty and
reduce inequality by 2030 through uniting South
Africans, unleashing the energies of its citizens,
growing an inclusive economy, building capabilities,
enhancing the capability of the state and leaders

working together to solve complex problems.

South Africa's transition from apartheid to a
democratic state has been a success. In the past
I8 years, we have built democratic institutions,
transformed the public service, extended basic
services, stabilised the economy and taken our
rightful place in the family of nations. Despite these
successes, too many people are trapped in poverty
and we remain a highly unequal society. Too few
South Africans work, the quality of school education
for the majority is of poor quality and our state lacks
capacity in critical areas. Despite significant
progress, our country remains divided, with
opportunity still shaped by the legacy of apartheid.
In particular, young people and women are denied
the opportunities to lead the lives that they desire.
Our Constitution obliges all of us to tackle these

challenges.

Drawing on our collective successes and failures as
a nation, we need to do more to improve our
future. On the present trajectory, South Africa will
not achieve the objectives of eliminating poverty
and reducing inequality. There is a burning need for
faster progress, more action and better
implementation. The future belongs to all of us and

itis up to all South Africans to make it work.

The approach of the plan revolves around citizens
being active in development, a capable and
developmental state able to intervene to correct
our historical inequities, and strong leadership
throughout society working together to solve our

problems. The plan addresses the need to enhance

the capabilities of our people so that they can live
the lives that they desire; and to develop the
capabilities of the country so that we can grow
faster, draw more people into work and raise living
standards for all, but particularly the poor. This is a
plan for South Africa, requiring action, change and

sacrifice fromall sectors of society.

The plan is the product of hundreds of interactions
with South Africans, input from tens of

thousands of people, extensive

research and robust debate
throughout the country. We thank
South Africans for their contributions
and perspectives. We trust that you will see your

vision inthe plan and your ideas in the proposals.

To establish a commission consisting largely of
people from outside government and give them a
mandate to be critical, objective and cross-cutting
was always going to be risky. The Commission
thanks President Zuma for his courage and ongoing

supportin guiding its work.

All the Commissioners have put incredible effort
into producing this plan. They worked in a spirit of
common purpose that is inspiring and
representative of what the plan seeks to achieve —
South Africans from diverse backgrounds working
together to solve complex problems. The
Commission will continue in its role through
mobilising support for the plan, conducting
research, advising society on implementation and
reporting on progress made in achieving the

objectives of the plan.

The future is ours, we must make it work.

Trevor A. Manuel, MP
Chairperson

National Planning Commission
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Vision Statement

We, the people of South Africa, have journeyed
far since the long lines of our first democratic
election on 27 April 1994, when

we elected a government for us all.

We began to tell a new story then.We have

lived and renewed that story along the way.

Now in 2030 we live in a country

which we have remade.

We have created a home where everybody
feels free yet bounded to others; where
everyone embraces their full potential.

We are proud to be a community that cares.

We have received the mixed legacy of
inequalities in opportunity and in where we

have lived, but we have agreed to change our

narrative of conquest, oppression, resistance,
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We felt our way towards a new sense of
ourselves:
o Trying, succeeding and making mistakes
O Proclaiming success and closing our
minds to failure
O Feeling orientated and disorientated
through our own actions
O Affirming some realities and denying
others
O Proclaiming openness to the world, yet
courting insularity
O Eager to live together, yet finding it
difficult to recognise shared burdens
O Learning to recognise and acknowledge

shared successes.

Our new story is open ended with temporary
destinations, only for new paths to open up

once more.

It is a story of unfolding learning.
Even when we flounder, we remain hopeful.

In this story, we always arrive and depart.

We have come some way.

We know:

What we do, and how we do it, is as important
as what we want to achieve.

What we are, is because of who we have been
and what we want to become.

We will continue to make it to make us,

because we are happy with being who we are.

Who are we?

We are Africans.

We are an African country.

We are part of our multi-national region.

We are an essential part of our continent.
Being Africans, we are acutely aware of the
wider world, deeply implicated in our past and
present.

That wider world carries some of our

inheritance.
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We have learned a great deal from our
complex past; adding continuously to our

experience of being African.

We feel loved, respected and cared for at
home, in community and the public institutions
we have created.

We feel understood.

We feel needed.

We feel trustful.

We feel trusted.

We feel accommodative.

We feel accommodated.

We feel informed.

We feel healthy.

We feel safe.

We feel resourceful and inventive.

We learn together.

We talk to each other.

We share our work.

We play.

We worship.

We ponder and laugh.

We are energised by sharing our

resourcefulness.

We are resilient.

VISION STATEMENT
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We love reading.

All our citizens read, write, converse, and value
ideas and thought.

We are fascinated by scientific invention and its
use in the enhancement of our lives.

We live the joy of speaking many of our
languages.

We know our history and that of other
peoples.

We have clear values.

We create rather than eliminate; value arises
from improving through creativity that which

we inherited.

| have a space that | can call my own.
This space | share.
This space | cherish with others.

| maintain it with others.

| am not self-sufficient alone.

We are self-sufficient in community.

Through our service we show our solidarity.

We enjoy the same quality of service.

We are connected through our caring.

The beating heart of our country is a com-

munity that has all the enablers of modern life:
O We have water.

We use a toilet.

We have food on the table.

We fall asleep without fear.

We listen to the rain on the roof.

O O O O o

We gather together in front of heat.
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What we contribute in our taxes, we get back

through the high quality of our public services.

That is why we have:

O Good clinics and hospitals with well
trained, caring doctors, administrators,
nurses who rush to our aid with
empathy and expertise

O Affordable effective medicines, because
they were made for all of us

0 Good schools with well educated,

trained and caring teachers.

Each community has:

O A school

O Teachers who love teaching and learning

O A local library filled with a wealth of
knowledge
A librarian

O A police station with respected and
upright police

O A clinic with nurses who love caring for

people.

In our well-designed community surroundings
we feel safe everywhere.

There, we enjoy meeting one another.

We find so much pleasure in one another’s
company.

Everywhere we go in our country, we hear the

laughter of our children.

We are a people at work.

We work to create plenty.

VISION STATEMENT 15
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Our work brings us ever closer to our dreams.
Work grounds our dreams even the more
fantastic they are.

The reality of work connects us to our

dreams.

We work towards goals with patience invested
in actual effort.

We invest in our efforts and are not waiting in
disengaged expectation.

Because we are impatient to succeed, we work

with painstaking rigour.

Our efforts, not so much those of others,
make us stronger.

Then we are patient for the results of our
efforts.

This kind of patience, gives birth to our new

work ethic.

In this work ethic we ground our dreams.
We have built our own houses.

We are confident and self-sufficient.

We are traders.

We are inventors.
We are workers.

We create companies.
We set up stalls.

We are studious.

We are gardeners.

We feel a call to serve.

We make things.

Out of our homes we create objects of value.
We invest and reap good returns for our
efforts.

We travel to trade beyond our borders,

carrying our values with us.
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As artists we express and celebrate, we
expose and nurture, we explore, shift and
change frontiers.

Through sports of all kinds, we push the limits
of our possibilities.

Our philosophies and stories have enriched

the world.

We respect ability, competence and talent.
Now our economy is growing.
Our prosperity is increasing.

We are energised by our resourcefulness.

We are connected by the sounds we hear, the
sights we see, the scents we smell, the objects
we touch, the food we eat, the liquids we drink,
the thoughts we think, the emotions we feel,
the dreams we imagine.We are a web of
relationships, fashioned in a web of histories,
the stories of our lives inescapably shaped by

stories of others.
We love sharing our stories in our schools,
places of worship, libraries, in the variety of

media whatever they may be.

We are inevitably and intimately implicated in

one another.

VISION STATEMENT
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We have made the rules by which we want
ourselves to live:
O We hold the Constitution of our
country as the covenant guide to a fair society
O Since 1994 we've changed our laws to
obey our Constitution

O Now we live it: justice rules us, because
just laws make community possible

O The law enables us to live together
fulfilling our mutual obligations and
responsibilities in the shared public spaces of

our mutual affiliation.

Government begins in the home, grows into
the community, expands towards the city, flares
toward the province, and engulfs the entire

land.

We know our leaders as we have elected them
and pledged them into office:
O They are wise in the use of our wealth
O Wise in knowing and understanding our
wishes and needs
O Wise in expecting us to express
ourselves to them in any appropriate
manner we have agreed to be allowable
O Wise in not silencing those who criticise,
but enable them, through our rules of
engagement, to be even more rigorous in

supporting a just society.
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Our leaders’ wisdom is ours, because we sense
our wisdom in theirs.

O They do more than respond to us:

O They bring new thoughts and ideas

O They share with us what they think

O They inspire us, because we then seek to

aspire with them
O With them we renew our world

continuously.

But our gift of leaders extends far beyond
politics.

We have them in abundance in every avenue of
life.

We have come far with our cultural, religious,
and ancestral traditions.

Contemporary citizens that we are, we are
conscious of the intimate relationships

between tradition and change.

We love the land.
We greet one another again.
We enjoy being visited.

We are courteous and curious.

VISION STATEMENT
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We love arguing, we debate fiercely, we contest
ceaselessly.

We solve our differences through discussion.
We refrain from being cruel, demeaning or
hurtful in disagreement.

We feel we belong.

We celebrate all the differences among us.

We are not imprisoned by the roles ascribed

to us.

Our family life strengthens the women, men
and children who live in it.

The older share their wisdom with the young.
The young invigorate us with their energy,

openness, optimism, and questioning minds.

The welfare of each of us is the welfare of all.
Everybody lives longer.

We experience fulfilment in life, living it in the
successful society we are creating.

We feel prosperous.

Our connectedness across time and distance is

the central principle of our nationhood.

We are a people, who have come together and

shared extraordinarily to remake our society.

We ply between our cities and our ancestral
origins.

Others' ancestral origins are beyond our
country.

Where they go, from time to time, is a piece of

our home too.
We discover the country and the world.
We live peacefully with neighbours.

We have good friends in other societies.

We have welcomed people from distant lands,

who have chosen to live among us.
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We value interdependence and reciprocity.
We feel hospitable.
We are a community of multiple, overlapping

identities, cosmopolitan in our nationhood.

Our multiculturalism is a defining element of
our indigeneity.

We are, because we are so many.

Our many-ness is our strength — we carry it in

us throughout our lives.

We are safe, not so much because we are
guarded, but because of the strength of our

belonging.

South Africa, our country, is our land. Our land
is our home.

We sweep and keep clean our yard.

We travel through it.We enjoy its varied
climate, landscape, and vegetation.

It is as diverse as we are.

We live and work in it, on it with care,
preserving it for future generations.VWe
discover it all the time.As it gives life to us, we

honour the life in it.

VISION STATEMENT
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From time to time it reminds us of its
enormous, infinite power.

When rain and floods overwhelm, winds buffet,
seas rage, and the sun beats unrelentingly in
drought.

In humility, we learn of our limitations.

To create living spaces within this beautiful

land is to commensurate with our desired

values.

South Africa belongs to all its peoples.

Now, in 2030, our story keeps growing as if
spring is always with us.

Once, we uttered the dream of a rainbow.
Now we see it, living it. It does not curve over
the sky.

It is refracted in each one of us at home, in
the community, in the city, and across the
land, in an abundance of colour.

When we see it in the faces of our children,
we know: there will always be, for us, a worthy
future.
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OVERVIEW

Our future -
make it work

South African belongs to all its peoples.
We, the people, belong to one another.
We live the rainbow.

Our homes, neighbourhoods, villages, towns,
and cities are safe and filled with laughter.

Through our institutions, we order our lives.

The faces of our children
tell of the future we have crafted.



“No political democracy can

INTRODUCTION

The National Development Plan aims to eliminate

poverty and reduce inequality by 2030. South Africa

can realise these goals by drawing on the energies of

its people, growing an inclusive economy, building

capabilities, enhancing the capacity of the state, and
promoting leadership
and partnerships

throughout society.

survive and flourish if the mass of

our people remain in poverty,
without land, without tangible
prospects for a better life.
Attacking poverty and deprivation
must therefore be the first priority

of a democratic government.”

The Reconstruction and Development

South Africa has made
remarkable progress in
the transition from
apartheid to democ-
racy. This transition has
been peaceful despite
the country's history of
violent conflict and

dispossession.

Programme, 1994

24

In nearly every facet of

life, advances are being

made in building an
inclusive society, rolling back the shadow of history
and broadening opportunities for all. South Africa
has been able to build the institutions necessary for
a democratic and transformative state. The
Constitution enshrines a rights-based approach and
envisions a prosperous, non-racial, non-sexist
democracy that belongs to all its people. Healing
the wounds of the past and redressing the inequities
caused by centuries of racial exclusion are constitu-
tional imperatives. Access to services has been
broadened, the economy has been stabilised and a
non-racial society has begun to emerge. Millions
who were previously excluded have access to
education, water, electricity, health care, housing
and social security. About 3 million more people are
working today than in 1994, the poverty rate has
declined and average incomes have grown steadily

inrealterms.

NATIONAL DEVELOPMENT PLAN - 2030

Eighteen years into democracy, South Africa
remains a highly unequal society where too many
people live in poverty and too few work. The
quality of school education for most black learners is
poor. The apartheid spatial divide continues to
dominate the landscape. A large proportion of
young people feel that the odds are stacked against
them. And the legacy of apartheid continues to
determine the life opportunities for the vast
majority. These immense challenges can only be
addressed through a step change in the country's

performance.

To accelerate progress, deepen democracy and
build a more inclusive society, South Africa must
translate political emancipation into economic
wellbeingforall. Itis up to all South Africans to fix the

future, starting today.

This plan envisions a South Africa where everyone
feels free yet bounded to others; where everyone
embraces their full potential, a country where
opportunity is determined not by birth, but by
ability, education and hard work. Realising such a
society will require transformation of the economy
and focused efforts to build the country's capabili-
ties. To eliminate poverty and reduce inequality, the
economy must grow faster and in ways that benefit

all South Africans.

In particular, young people deserve better
educational and economic opportunities, and
focused efforts are required to eliminate gender
inequality. Promoting gender equality and greater
opportunities for young people are integrated

themes that run throughout this plan.



BACKGROUND

President Jacob Zuma appointed the National Planning Commission in May 2010 to
draft a vision and national development plan. The Commission is an advisory body
consisting of 26 people drawn largely from outside government, chosen for their

expertise in key areas.

The Commission’s Diagnostic Report, released in June 201 |, set out South Africa’s
achievements and shortcomings since 1994. It identified a failure to implement policies
and an absence of broad partnerships as the main reasons for slow progress, and set
out nine primary challenges:
|. Too few people work
The quality of school education for black people is poor
Infrastructure is poorly located, inadequate and under-maintained
Spatial divides hobble inclusive development
The economy is unsustainably resource intensive
The public health system cannot meet demand or sustain quality
Public services are uneven and often of poor quality

Corruption levels are high

o fy = lox W

South Africa remains a divided society.

South Africans from all walks of life welcomed the diagnostic as a frank, constructive
assessment. This led to the development of the draft national plan, released in
November 201 |. Building on the diagnostic, the plan added four thematic areas: rural

economy, social protection, regional and world affairs, and community safety.

The Commission consulted widely on the draft plan. Our public forums drew in
thousands of people; we met with parliament, the judiciary, national departments,
provincial governments, development finance institutions, state-owned entities and local
government formations; and we held talks with unions, business, religious leaders and

non-profit organisations.

South Africans have broadly supported the draft plan, proposing modifications and

making suggestions to implement it effectively. Their input has informed this plan.

National development has never been a linear How will this work in practice? South Africa’s
process, nor can a development plan proceed in a principal challenge is to roll back poverty and
straight line. Accordingly, we propose a multidi- inequality. Raising living standards to the minimum
mensional framework to bring about a virtuous level proposed in the plan will involve a combina-
cycle of development, with progress in one area tion of increasing employment, higher incomes
supporting advances in others. through productivity growth, a social wage' and

OVERVIEW 25




good-quality public services. All of these challenges
are interlinked. Improved education, for example,
will lead to higher employment and earnings, while
more rapid economic growth will broaden
opportunities for all and generate the resources

required to improve education.

The graphic below demonstrates the close link
between capabilities, opportunities and employ-
ment on social and living conditions. It shows how
leadership, an active citizenry and effective
government can help drive development in a

socially cohesive environment.

FIG 1.1 AN APPROACH TO CHANGE
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The plan focuses on the critical capabilities needed
to transform the economy and society. Achieving
these capabilities is not automatic, nor will they
emerge if the country continues on its present
trajectory. Rising levels of frustration and impatience
suggest that time is of the essence: failure to act will
threaten democratic gains. In particular, South Africa
must find ways to urgently reduce alarming levels of
youth unemployment and to provide young people

with broader opportunities.
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Progress over the next two decades means doing
things differently. Given the complexity of national
development, the plan sets out six interlinked
priorities:
Uniting all South Africans around a common
programme to achieve prosperity and equity.
Promoting active citizenry to strengthen
development, democracy and accountability.
Bringing about faster economic growth,
higher investment and greater labour
absorption.
Focusing on key capabilities of people and the
state.
Building a capable and developmental state.
Encouraging strong leadership throughout

society to work together to solve problems.

Moving ahead with the plan

This is a plan for South Africa. It provides a broad
strategic framework to guide key choices and
actions. Its success will depend on all South Africans
taking responsibility for the plan, led by the
Presidentand Cabinet.

This overview is a high-level summary of the plan.
The |5 chapters address the major thematic areas
in detail, providing evidence, recommendations

and clearimplementation frameworks.

Following publication of the plan, the Commission
willfocus on:
Mobilising society to support the plan, and
exploring a social compact to reduce poverty
and inequality through investment and
employment.
Conducting research on critical issues
affecting long-term development.
Advising government and social partners on
implementing the plan.
Working with relevant state agencies to

reportonthe progress of the objectives.



The Commission believes that to build a better

South Africa, we must start today.

Growth and jobs, education and skills, and a
capable and developmental state

While the achievement of the objectives of the
National Development Plan requires progress on a

broad front, three priorities stand out:

structural impediments, such as poor-quality
education or spatial settlement patterns that
exclude the majority. These are essential to
achieving higher rates of investment and competi-
tiveness, and expanding production and exports.
Business, labour, communities and government will
need to work together to achieve faster economic

growth.

Raising employment through faster
economic growth Social cohesion needs to anchor the strategy. If
Improving the quality of education, skills South Africa registers progress in deracialising
development and innovation ownership and control of the economy without
Building the capability of the state to play a reducing poverty and inequality, transformation will
developmental, transformative role. be superficial. Similarly, if poverty and inequality are
reduced without demonstrably changed ownership

A sustainable increase in employment will require a patterns, the country’s progress will be turbulent

faster-growing economy and the removal of andtenuous.

AN APPROACH TO CHANGE: ENHANCED CAPABILITIES AND ACTIVE CITIZENRY

The plan draws extensively on the notion of capabilities.
Key capabilities that emerge from development literature include:
Political freedoms and human rights
Social opportunities arising from education, health care, public transport and other public services
Social security and safety nets
An open society, transparency, disclosures and a culture of accountability
Economic facilities, work, consumption, exchange, investment and production.
Alongside hard work and effort, capabilities and the opportunities that flow from development enable
individuals to live the lives to which they aspire. A developmental state builds the capabilities of people to
improve their own lives, while intervening to correct historical inequalities. Neither government nor the

market can develop the necessary capabilities on their own.

Citizens have the right to expect government to deliver certain basic services, and to hold leaders
accountable for their actions. They also have responsibilities to other citizens, including mutual respect,
tolerance and abiding by the laws of the land. Leaders throughout society have to balance the power they
hold with responsibility, including listening to and tolerating different and diverse views, promoting social

cohesion and working together to resolve problems.
Making the plan work will require a complex interplay of actors and actions, and progress in any one area is

almost always dependent on progress in another. The plan will provide a common focus for action across all

sectors and sections of South African society.

OVERVIEW 27
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To accelerate development, South Africa needs the
active support of all citizens, leadership in all sectors
that puts the country's collective interests ahead of
narrow, short-term goals, and radically improved
government performance. In some instances,
policy change may be necessary, butin most areas it
is about getting the basics right, implementing
government programmes, holding people
accountable for their actions and finding innovative

solutions to complex challenges.

Direct and immediate measures to attack
poverty

The plan presents a long-term strategy to increase
employment and broaden opportunities through
education, vocational training and work experi-
ence, public employment programmes, health and
nutrition, public transport and access to informa-
tion. While there are “quick wins” to be achieved in
each of these areas, the strategies will take time to
have a large-scale effect on poverty. To reduce the
acute effects of poverty on millions of South Africans

overthe shortterm, the plan proposes to:

Introduce active labour market policies and
incentives to grow employment, particularly
for young people and in sectors employing
relatively low-skilled people.

Expand public employment programmes to
I million participants by 2015 and 2 million
by 2020. As the number of formal- and
informal-sector jobs expands, public work
programmes can be scaled down.
Strengthen primary health-care services and
broaden district-based health programmes,
such as the community health worker and
midwife programmes, and health education.
Expand welfare services and public employ-
ment schemes, enabling the state to service
and support poor communities, particularly
those with high levels of crime and violence.

Introduce a nutrition programme for
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pregnant women and young children and
extend early childhood development
services for children under five.

Improve the quality of education in
underperforming schools and further
education and training colleges.

Promote mixed housing strategies and more
compact urban development to help people
access public spaces and facilities, state
agencies, and work and business opportuni-
ties.

Invest in public transport, which will benefit
low-income households by facilitating

mobility.

DEMOGRAPHIC TRENDS AND
EXTERNAL DRIVERS OF CHANGE

South Africa's development is affected by what
happens in the region and the world. Success will
depend on the country's understanding and
response to such developments. In addition to a
detailed scan of demographic projections, the plan
discusses five notable trends: global economic
shifts, technology, globalisation, climate change and

African economic growth.

Demographic trends

What will South Africa look like in 20307 The
country has reached a stage in its demographic
transition where birth rates are falling and the
population is stabilising. This transition has profound
implications for population structure, the rate of
growth ofthe labour force, and demand for services

such as education and health.

Today the labour force (those aged | 5 to 64) makes
up 64 percent of the population, with the propor-
tion of children and the elderly comprising smaller
shares. Internationally, demographic profiles such as
these are often associated with rising incomes,
faster productivity growth, higher savings and rising

living standards. Alternatively, they can lead to a



frustrating and destabilising environment where
young people cannot get work, contributing to
violence, crime, alcohol abuse and other social ills.
The determinant of success is whether a country
can harness the advantage of having a large number
of young people who are able and willing to work.
To do so means providing them with education and
skills, and helping school leavers find work that is
stimulating and through which they can fulfil their

aspirations.

Birth rates for white South Africans began to fall in
the 1950s and 1960s, while birth rates for Africans
began falling in the late 1970s and early 1980s. In
both cases, rising urbanisation and better educa-
tional standards were decisive factors. Today, South
Africa's population is growing at | percent a year
and by 2030, it is projected to grow by 0.5 percent

ayear.

Our observations include the following:

O The proportion of South Africans living in rural
areas has fallen by about |10 percentage points
since 1994. Today, about 60 percent of the
population lives in urban areas. In line with
global trends, the movement of people from
the countryside to the cities is expected to
continue, and by 2030 about 70 percent of the

population will live in urban areas. Gauteng and

the cities of eThekwini and Cape Town are the
fastest-growing city-regions, with implications
for planning and delivery of basic services.

O Immigration is projected to add between
0.1 percentand 0.2 percent a year to the rate
of population growth in the period to 2030.

O HIV/AIDS has had a profound effect on the
population, raising overall deaths significantly
since 2000 and reducing the proportion of
women of child-bearing age. There are signs
that the country has begun to turn the corner in
response to an effective education and
treatment campaign. The HIV infection rate has
stabilised at about |0 percent. New infections
among young people have fallen and life
expectancy is rising. Despite these gains, there
will still be a sizeable number of AIDS orphans
and children requiring concerted support from
the state and communities for decades to

come.

To maximise the benefits of this “demographic
dividend” the country requires better nutrition and
health care, improved educational standards,
increased access to further and higher education,
easier entry into the labour market and greater
labour mobility (the ability to move to where jobs
are on offer). All of these factors need to be taken

into account in national planning.
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BUILDING A FUTURE FOR SOUTH AFRICA’S YOUTH

South Africa has an urbanising, youthful population. This presents an opportunity to
boost economic growth, increase employment and reduce poverty. The Commission,
recognising that young people bear the brunt of unemployment, adopted a “youth lens”

in preparing its proposals, which include:

A nutrition intervention for pregnant women and young children.

Universal access to two years of early childhood development.

Improve the school system, including increasing the number of students achieving
above 50 percent in literacy and mathematics, increasing learner retention rates to
90 percent and bolstering teacher training.

Strengthen youth service programmes and introduce new, community-based
programmes to offer young people life-skills training, entrepreneurship training and
opportunities to participate in community development programmes.

Strengthen and expand the number of FET colleges to increase the participation rate
to 25 percent.

Increase the graduation rate of FET colleges to 75 percent.

Provide full funding assistance covering tuition, books, accommodation and living
allowance to students from poor families.

Develop community safety centres to prevent crime and include youth in these
initiatives.

A tax incentive to employers to reduce the initial cost of hiring young labour-market
entrants.

A subsidy to the placement sector to identify, prepare and place matric graduates
into work. The subsidy will be paid upon successful placement.

Expand learnerships and make training vouchers directly available to job seekers.
A formalised graduate recruitment scheme for the public service to attract highly
skilled people.

Expand the role of state-owned enterprises in training artisans and technical

professionals.

Policy in a dynamic global environment

30

International and regional developments affect
South Africa in complex ways. Our view is that on
balance, global trends can have positive implications
for South Africa’s development, notwithstanding
several notable risks. Understanding and respond-
ing appropriately to complex global challenges is

the first task of planning.
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Long-term shifts in global trade and investment are
reshaping the world economy and international
politics. Chief among these developments is the
emergence of rapidly growing economies,
particularly China, India and Brazil. After nearly
three centuries of divergence, inequality between
nations is decreasing. Urbanisation and industrialis-

ation in Chinaand India are likely to keep demand



for natural resources relatively high for a decade or
more. The emergence of more consumers in
developing countries will broaden opportunities for

alleconomies.

In decades to come, as emerging economies
increase their share of world trade and investment,
the relative decline in the economic weight of the
United States, Europe and Japan will have concomi-
tant effects on their political and military influence.
This could lead to a reorganisation of the interna-
tional diplomatic and governance architecture,

reflecting new centres of influence.

South Africa can benefit from rapid growth in
developing countries that leads to increased
demand for commodities and expanding consumer
markets. At the same time, these trends pose
challenges for middle-income countries as a result
of greater competition in manufacturing and certain
information technology-enabled services. The rise
of emerging markets also increases international
competition, placing downward pressure on the

wages of low-skilled workers in tradable sectors.

Over the past five years, South Africa’s exports to
advanced economies have slowed in response to
lower demand. This decline has been offset by
increased demand from Asia and higher prices for
commodities. While South Africa has maintained a
reasonably sound trade balance, owing largely to
high commodity prices, it is of concern that high
value-added and labour-intensive exports are

slowing.

In the medium term, South Africa has to respond to
this trend by bolstering competitiveness and
investment in high value-added industries and
increasing the volume of mineral exports. Over the
longer term, South Africa has to do more to
enhance competitiveness in areas of comparative

advantage that can draw more people into work. By

improving the skills base and increasing competi-
tiveness, the economy can diversify, offsetting the
distorting effects of elevated commodity prices on

the rand.

It is likely that world economic growth over the
next decade will be lower than it was during the
previous one. This will require greater policy focus,
effective implementation of industrial policies and

improved skills development.

Globalisation

Globalisation broadly refers to rising global trade
and increased flows of people, capital, ideas and
technologies across borders in recent decades.
These trends have generally supported the
development of poor and middle-income
countries, enabling them to access markets, goods,
services, capital, technology and skills. Globalisation
has also contributed to a growing “interconnected-
ness’ that has lowered barriers to entry and

expanded the reach of knowledge.

Yet globalisation has also contributed to heightened
risk and complexity in world affairs — from financial
market volatility, to the migration of skilled people
from developing countries, to changing power
relations between states and capital. As a result of
these patterns, the current economic slowdown in
developed countries poses a significant risk to

developing countries.

South Africa’s experience of globalisation includes
tangible benefits and increased complexity. The
challenge is to take advantage of opportunities while
protecting South Africans — especially the poor —
from the risks associated with new trade and
investment patterns. For example, South Africa has a
low level of savings and relies on foreign capital to
finance its investments. Dependence on external
capital flows increases the risk of volatility in the

domestic economy. Slower growth in developed
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countries has been accompanied by strong demand
from developing countries, contributing to a wel-
come rebalancing of the country’s exports. Yet this
trend also poses a challenge for policy makers and
manufacturers, because present demand from em-
erging markets is weighted towards commodities
and raw materials, rather than a more diversified

basket of products required by developed countries.

contributed to development by investing in
telecommunications, banking, mining, construction
and retail. Closer partnership between countries,
firms and people would deepen economic and
social integration, contributing to higher rates of

growth and development.

Several structural weaknesses must be overcome if
Africa is to translate rapid growth and higher
demand for commodities into rising
employment and living standards.
Crucially, poor transport links and
infrastructure networks, as well as

tariff and non-tariff barriers, raise the

A
L4

— COst of doing business and hobble
both investment and internal trade.
~ Weak legal institutions and, in some
cases, poor governance heighten the
risks of investing. The picture is improv-
ing steadily, but challenges remain,

including in the Southern African

Development Community (SADC),

—

The economies of many African countries have
grown more rapidly over the past decade,
significantly reducing extreme poverty for the first
time in about half a century, and the continent has

carved outa greater voice in global institutions.

On the political front, democracy has made uneven
headway. The recent uprisings in North Africa are a
stark reminder of the risks of poor governance and
weak institutions that allow elites to accumulate

wealth atthe expense of the people.

Strong African growth also provides opportunities

for South African firms and industries, which have
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T\

. infrastructure, trade barriers and

which faces hurdles related to

governance. While South Africa will find it
difficult to compete in low-skills manufactur-
ing because of its high cost structure, many
countries on the continent can compete as

production costs rise in East Asia.

Several of South Africa’s challenges can only be
addressed through regional cooperation. While
South Africa is a water-scarce country, several
neighbouring countries have abundant supply.
There are other areas in which complementary
national endowments offer opportunities for
mutually beneficial cooperation. For example,
South Africa should invest in and help exploit the
wide range of opportunities for low-carbon energy
from hydroelectric and other clean energy sources

in southern Africa.



Climate change

Emissions of carbon dioxide and other greenhouse
gases are changing the earth’s climate, potentially
imposing a significant global cost that will fall
disproportionately on the poor. Rising tempera-
tures, more erratic rainfall and extreme weather
events are likely to take a heavy toll on Africa, with
an increased spread of tropical diseases and
growing losses (human and financial) from droughts
and flooding. Climate change has the potential to
reduce food production and the availability of
potable water, with consequences for migration

patterns and levels of conflict.

South Africa is not only a contributor to greenhouse
gas emissions — it is also particularly vulnerable to
the effects of climate change on health, livelihoods,
water and food, with a disproportionate impact on
the poor, especially women and children. While
adapting to these changes, industries and house-
holds have to reduce their negative impact on the
environment. This will require far-reaching changes

tothe way people live and work.

The impact of climate change is global in scope and
global solutions must be found, with due consider-

ationto regional and national conditions.

Technological change

Science and technology continue to revolutionise
the way goods and services are produced and
traded. As a middle-income country, South Africa
needs to use its knowledge and innovative products
to compete. Onits own, a more competitive cost of
production will not be sufficient to expand the global
presence of South African industry. This applies to
both new industries and traditional sectors, such as
mining. Innovation is necessary for a middle-

income country to develop.

Science and technology can also be leveraged to

solve some of the biggest challenges in education

and health. Many parts of Africa that have never
enjoyed fixed-line telephony are widely served by
efficient cellular phone networks that provide a
range of services. Educational materials can be
delivered electronically to remote villages. Science
is breaking new frontiers in fighting diseases and

lowering the cost of water purification.

Today, about |7 percent of South Africa’s popula-
tion is able to access the internet —a number that is
rising by about 20 percent a year. The use of digital
communications has changed society in ways that
are not yet fully understood. It is clear, however,
that young people have embraced the new media,
and this represents a potentially powerful means of

fostering social inclusion.

South Africa needs to sharpen its innovative edge
and continue contributing to global scientific and
technological advancement. This requires greater
investment in research and development, better
use of existing resources, and more nimble
institutions that facilitate innovation and enhanced
cooperation between public science
and technology institutions and the
private sector. The high domestic cost
of broadband internet connectivity is a
major hindrance. All South Africans should
be able to acquire and use knowledge
effectively. To this end, the institutional
arrangements to manage the
information, communications and

technology (ICT) environment need

to be better
structured to
ensure that
South Africa
does not fall
victim to a

“digital divide”.
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By 2030
Eliminate income poverty — Reduce the proportion of
households with a monthly income below R419 per
person (in 2009 prices) from 39 percent to zero.
Reduce inequality — The Gini coefficient should fall
from 0.69 to 0.6.

Enabling milestones
Increase employment from |3 million in 2010 to
24 million in 2030.
Raise per capita income from R50 000 in 2010 to
R120 000 by 2030.
Increase the share of national income of the bottom
40 percent from 6 percent to |0 percent.
Establish a competitive base of infrastructure, human
resources and regulatory frameworks.
Ensure that skilled, technical, professional and
managerial posts better reflect the country's racial,
gender and disability makeup.
Broaden ownership of assets to historically
disadvantaged groups.
Increase the quality of education so that all children
have at least two years of preschool education and all
children in grade 3 can read and write.
Provide affordable access to quality health care while
promoting health and wellbeing.
Establish effective, safe and affordable public
transport.
Produce sufficient energy to support industry at
competitive prices, ensuring access for poor
households, while reducing carbon emissions per unit
of power by about one-third.
Ensure that all South Africans have access to clean
running water in their homes.
Make high-speed broadband internet universally
available at competitive prices.
Realise a food trade surplus, with one-third produced
by small-scale farmers or households.
Ensure household food and nutrition security.
Entrench a social security system covering all working

people, with social protection for the poor and other
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THE PLAN IN BRIEF

groups in need, such as children and people with
disabilities.

Realise a developmental, capable and ethical state
that treats citizens with dignity.

Ensure that all people live safely, with an independent
and fair criminal justice system.

Broaden social cohesion and unity while redressing
the inequities of the past.

Play a leading role in continental development,

economic integration and human rights.

Critical actions

A social compact to reduce poverty and inequality, and

raise employment and investment.

. A strategy to address poverty and its impacts by

broadening access to employment, strengthening the
social wage, improving public transport and raising

rural incomes.

. Steps by the state to professionalise the public service,

strengthen accountability, improve coordination and

prosecute corruption.

. Boost private investment in labour-intensive areas,

competitiveness and exports, with adjustments to

lower the risk of hiring younger workers.

. An education accountability chain, with lines of

responsibility from state to classroom.

. Phase in national health insurance, with a focus on

upgrading public health facilities, producing more
health professionals and reducing the relative cost of

private health care.

. Public infrastructure investment at 10 percent of gross

domestic product (GDP), financed through tariffs,
public-private partnerships, taxes and loans and

focused on transport, energy and water.

. Interventions to ensure environmental sustainability

and resilience to future shocks.

. New spatial norms and standards — densifying cities,

improving transport, locating jobs where people live,
upgrading informal settlements and fixing housing

market gaps.

. Reduce crime by strengthening criminal justice and

improving community environments.



The National Development Plan is a broad strategic
framework. It sets out a coherent and holistic
approach to confronting poverty and inequality
based on the six focused, interlinked priorities

summarised below.

Uniting South Africans around a common
programme

The Constitution provides a vision of a united,
prosperous, non-racial and non-sexist society; a
country that belongs to all who live in it, united in its
diversity. The Constitution also obliges the country
to heal the divisions of the past, recognising that
South Africa emerged from a system where the

majority of its citizens were robbed of opportunity.

These dual imperatives are prerequisites for
successful national development. Uniting South
Africa is both an essential input into the process of
reducing poverty and inequality and a direct
outcome of successful poverty reduction. To build a
socially cohesive society, South Africa needs to
reduce poverty and inequality by broadening
opportunity and employment through economic
inclusion, education and skills, and specific redress
measures; promote mutual respect and inclusive-
ness by acting on the constitutional imperative that
South Africa belongs to all who live in it, and that all
are equal before the law; and deepen the apprecia-
tion of citizens’ responsibilities and obligations

towards one another.

The struggle against apartheid was first and fore-
most about the construction of a non-racial and non-
sexist democratic society, in which all people have
equal rights. Despite consistent progress since 1994,
South Africa remains a divided society, with race still
forming the main divide. Individual stereotyping of
race and ethnicity is widespread and discrimination
persists. The country’s institutional framework and
its broad economic and social trends have contrib-

uted to gradual deracialisation, but progress is not

sufficient or deep enough. Although progress has
been made to improve the lives of women;
discrimination, patriarchal attitudes and poor access
to quality education persists. The plan deals with
these factors holistically, recognising that key
priorities such as education or rural development

will have the biggest impact on poor women.

South Africa’s own history and the experiences of
other countries show that unity and social cohesion
are necessary to meet social and economic
objectives. The preamble to the Constitution
captures this balance best. It recognises the
obligation of the state to reverse the effects of
apartheid, in a context where all citizens feel part of

the country and its programmes.

Achieving and maintaining this balance requires the
confluence of several factors, not all of which are
under government's control. A growing economy,
rising employment and incomes, falling inequality, an
improving education system, fertile conditions for
entrepreneurship and career mobility will contribute
significantly to uniting South Africa’s people.
Programmes such as affirmative action, black
economic empowerment and land reform are most
effective when the economy is growing and the
education system is improving. Without such an
environment, these measures can raise the level of
social tension. This plan makes several proposals to
improve the efficacy of redress programmes,
especially those relating to broadening economic

opportunities for the historically disadvantaged.

Our nation building effort has been more difficult in
periods of slower economic growth. South Africa
cannot afford a downward spiral that sharpens social
tensions. Strong leadership is needed to promote
the vision of the Constitution. A formal social
compact may help to strengthen the alignment
between growth, development and nation building,

generating a virtuous circle.
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ARTS, CULTURE, ECONOMY AND SOCIETY

Arts and culture open powerful spaces for debate about where a society finds itself and

where it is going. Promoted effectively, the creative and cultural industries can contribute

substantially to small business development, job creation, and urban development and

renewal.

South Africa’s music industry was worth R2.2 billion in sales in 201 |; the craft sector

contributed R3.3 billion to GDP in 2010 and employs more than 273 000 people; and the

visual arts sector has a turnover of nearly R2 billion. The country’s rich cultural legacy and

the creativity of its people mean that South Africa can offer unique stories, voices and

products to the world. In addition, artistic endeavour and expression can foster values,

facilitate healing and restore national pride.

Effective measures to promote the arts include:

Providing financial and ICT support to artists to enable the creation of works expressing

national creativity, while opening space for vibrant debate.

Strengthening the Independent Communications Authority of South Africa’s mandate

for nation building and value inculcation.

Incentivising commercial distribution networks to distribute and/or host art.

Developing and implementing plans for a more effective arts and culture curriculum in

schools with appropriate educator support.

Supporting income-smoothing for artists in a special unemployment insurance scheme

and evaluating funding models for such initiatives.

Developing sectoral determination legislation frameworks to protect arts-sector

employees.

In addition to measures that promote social equity
outlined elsewhere, we propose the following:
The Bill of Responsibilities, developed by the
Department of Basic Education and others,
should be popularised, encouraging every-
oneto live the values of the Constitution.
A pledge based on the Constitution’s
preamble should be developed and used in
school assemblies. The preamble should be
displayed in all workplaces.
All South Africans should be encouraged to
learn an African language and government
programmes should work to make this a
reality.

The Commission on Gender Equality and
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the Ministry for Women, Children and
People with Disabilities should jointly set
clear targets for the advancement of
women’s rights and report on progress
annually.

Employment equity and other redress
measures should be made more effective by
focusing on the environment in which
capabilities are developed.

The country should continuously seek to
improve the efficacy of black economic
empowerment models.

Redress measures in the workplace should
focus on enterprise development, access to

training, career mobility and mentoring.



Citizens active in their own development
In many respects, South Africa has an active and
vocal citizenry, but an unintended outcome of
government actions has been to reduce the
incentive for citizens to be direct participants in their
own development. To prevent this practice from
being entrenched, the state must actively support
and incentivise citizen engagement and citizens
should:
Actively seek opportunities for advance-
ment, learning, experience and opportunity.
Work together with others in the community
to advance development, resolve problems
and raise the concerns of the voiceless and
marginalised.
Hold government, business and all leaders in

society accountable for their actions.

Active citizenry and social activism is necessary for
democracy and development to flourish. The state
cannot merely act on behalf of the people — it has to
act with the people, working together with other
institutions to provide opportunities for the

advancement of all communities.

All sectors of society, including the legislatures and
judiciary, have to ensure that the fruits of develop-
ment accrue to the poorest and most marginalised,
offsetting possible attempts by elites to protect their
own interests at the expense of less-powerful

communities.

Legislation provides numerous avenues for citizens
to participate in governance beyond elections.
Forums such as school governing bodies, ward
committees, community policing forums and clinic
committees provide voice to citizens and opportu-
nities to shape the institutions closest to them.
Communities can also participate in drafting local
government plans. Despite these avenues, there is
growing distance between citizens and the

government. Outbreaks of violence in some

community protests reflect frustration not only over
the pace of service delivery, but also concerns that

communities are not being listened to sincerely.

Better communication, more honesty and a greater
degree of humility by those in power would go a
long way towards building a society that can solve

problems collectively and peacefully.

Citizens have a responsibility to dissuade leaders
from taking narrow, short-sighted and populist
positions. Robust public discourse and a culture of
peaceful protest will contribute to a deeper
understanding of the challenges facing communities
and reinforce accountability among elected officials.
For example, if learning outcomes in a school are
below their legitimate expectations, a community
can help to remedy the situation by strengthening
school governance, ensuring that learners and
teachers are punctual, and that the support

structures from public officials are effective.

Civil society promotes development and commu-

nity cohesion. In many poor

communities, welfare non-
governmental organisations
(NGOs) and other commu-
nity-based organisations
deliver vital

sacnfice
strerg leadership

social and
employment

programmes.

More work needs to be
done to emphasise the
responsibilities that citizens
have in their own develop-
ment and in working with others in

society to resolve tensions and challenges. The
refrain, “sit back and the state will deliver” must be
challenged — it is neither realistic nor is it in keeping

with South Africa’s system of government.
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ELEMENTS OF A DECENT STANDARD OF LIVING

Income, through employment or social security, is critical to defining living standards, but

human beings need more than income. They need adequate nutrition, they need transport

to get to work, and they desire safe communities and clean neighbourhoods. These

elements require action either from individuals, government, communities or the private

sector.

The National Development Plan makes a firm commitment to achieving a minimum

standard of living which can be progressively realised through a multi-pronged strategy. In

this plan, we do not define that minimum standard of living but we do provide a framework

for the adoption of a minimum standard of living by society. This approach is consistent with

the Commission’s view that the achievement of such a floor would require support and

participation from all social partners and hence its definition is left for ongoing work of the

Commission.

The following picture illustrates the approach.

This approach to defining living standards in a

holistic way is consistent with the
capabilities approach advanced by the
Commission. The approach focuses on
the key capabilities that individuals need
to live the life that they desire. Of these
capabilities, education and skills, and the

opportunity to work are the elements
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where South Africa most needs to make progress.

Faster and more inclusive economic

growth

South Africa needs an economy that is more
inclusive, more dynamic and in which the fruits of
growth are shared equitably. In 2030, the economy
should be close to full employment, equip people
with the skills they need, ensure that ownership of
production is more diverse and able to grow
rapidly, and provide the resources to pay for

investment in human and physical capital.
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South Africa displays features of a low-growth,
middle-income trap, characterised by lack of
competition, large numbers of work seekers who
cannot enter the labour market, low savings (hence
areliance onforeign capital inflows) and a poor skills
profile. Many of these features are rooted in the
evolution of the economy over the past |50 years.
The net effect is a high levels of unemployment and

inequality, and low levels of investment.

Transforming this economy is a challenging, long-

term project. In summary, we propose to enhance



human capital, productive capacity and infrastruc-
ture to raise exports, which will increase resources
for investment and reduce reliance on capital
inflows. Higher investment, supported by better
public infrastructure and skills, will enable the
economy to grow faster and become more
productive. Rising employment and productivity
will lead to rising incomes and living standards and
less inequality. Shifting the economy towards more
investment and lower consumption is necessary for

long-term economic prosperity.

Employment scenarios prepared by the
Commission suggest that most new jobs are likely
to be sourced in domestic-orientated businesses,
and in growing small- and medium-sized firms.
While most jobs are not created directly in
exporting firms, the sectors that are globally traded
tend to have more potential to stimulate domestic
spin-offs. Given South Africa’s low savings rate and
the need to invest at a higher rate, it is important to
grow exports and expand output in those sectors.
South Africa’s trade profile has not fulfilled either of
these objectives over the past |5 years. Making
progress will mean intensifying the country’s global
presence in areas of competitive advantage, while

building the necessary infrastructure and skills.

Economic growth needs to accelerate in a more
inclusive manner. These are twin imperatives.
Government's New Growth Path aims to create 5
million new jobs between 2010 and 2020. It seeks
to do so by providing a supportive environment for
growth and development, while promoting a more
labour-absorbing economy. lts proposals are
intended to lower the cost of living for poor
households and for businesses through targeted
microeconomic reforms, especially in transport,
public services, telecommunications and food.
Lowering the cost of living is a necessary adjunct to
raising the standard of living and encouraging

investment; it will also facilitate the call for wage

moderation at both the middle and top end of the

income spectrum.

The Commission believes that the country can
create | | million jobs by 2030 by:
Improving economic policy coordination and
implementation
Building partnerships between the public
sector, business and labour to facilitate, direct
and promote investment in labour-intensive
areas
Raising competitiveness and export earnings
through better infrastructure and public
services, lowering the costs of doing
business, improving skills and innovation, and
targeting state support to specific sectors
Strengthening the functioning of the labour
market to improve skills acquisition, match
job seekers and job openings, and reduce

conflict.

Meeting the objectives of the plan requires
leadership to drive implementation, and to
convince South Africans of the need to make mutual
sacrifices for longer-term benefits. It will also require
a change in the structure of the economy and the
pace at which it grows. The crisp question is how.
Transforming the economy and creating sustainable
expansion for job creation means that the rate of
economic growth needsto exceed 5 percenta year
onaverage. To bring thisabout we propose:
Increasing exports, focusing on those areas
where South Africa already has endowments
and comparative advantage, such as mining,
construction, mid-skill manufacturing,
agriculture and agro-processing, higher
education, tourism and business services.
A more efficient and competitive infra-
structure. Infrastructure to facilitate
economic activity that is conducive to growth
and job creation. An approach will be

developed to strengthen key services such as

OVERVIEW

39




40

commercial transport, energy, telecommu-
nications and water, while ensuring their
long-term affordability and sustainability.
Reducing the cost of living for low-income
and working-class households. Inequality
and poverty can be addressed by raising
incomes through productivity growth and
reducing the cost of living. A commitment to
a minimum living standard will ensure that all
households can meaningfully participate in
the economy. The costs of food, commuter
transport and housing must be reduced,
while raising the quality of free or low-cost
education and health care.

Reduced cost of regulatory compliance,
especially for small- and medium-sized firms.
A larger, more effective innovation
system, closely aligned with firms that
operate in sectors consistent with the growth
strategy.

Support for small businesses through
better coordination of relevant agencies,
development finance institutions, and public
and private incubators.

An expanded skills base through better
education and vocational training.
Strengthened financial services to bring
down their cost and improve access for
small- and medium-sized businesses.

A commitment to public and private
procurement approaches that stimulate
domesticindustry and job creation.

A higher rate of investment, with public-
sector investment crowding in private
investment. This will depend on partnerships
with the private sector, policy certainty and
building confidence in the long-term growth
ofthe economy.

A labour market that is more responsive
to economic opportunity. This requires
lifelong learning and career advancement;

stabilising the labour environment; strength-
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ening dispute resolution institutions;
reviewing regulations and standards for small
and medium enterprises; addressing public
sector labour relations; strengthening the
application of minimum standards among
employers, recruitment agencies and
brokers; strengthening active labour market
policies and labour matching; and enabling
skilled immigration.

Enhanced commercial diplomatic services
to support the expansion of South Africa’s

global market share.

These objectives complement the goals set out in

the New Growth Path.

Increasing economic growth to above 5 percent a
year will require business and labour to endorse a

shared vision.

South Africa has to act on the fact that millions of
able-bodied people want to work. In the short
term, the economy needs to create jobs for
unemployed South Africans, many of whom are
young and low-skilled, while upgrading skills and
knowledge for a different economy in future.
Raising employment levels will have benefits
beyond the empowering experience of having a
job. It will help people invest in their children’s
education, upgrade their homes and manage life’s
risks. Work and education will enable citizens to

improve their own lives.

[t is essential to lower the cost of living for poor
households. Some elements of the plan will have a
cost-raising effect on the economy. In particular,
modernising infrastructure after decades of
underinvestment may require higher tariffs. To
offset these increases, policy should focus on
increasing competitiveness and investing in new
infrastructure in areas that directly affect the poor,

such as the food value chain, public transport,



education and health, and telecommunications.
Greater public-sector efficiency will also lead to a

lower cost structure for the economy.

A contentious issue is whether South Africa can
mobilise unemployed people into production for
export markets. Some argue that the economy is
not competitive in labour-intensive manufacturing
because the cost structure is too high, the exchange
rate is too volatile, infrastructure is inadequate and
the skills base is too limited. Yet South Africa could
compete in a range of categories should these
concerns be addressed —and in large part, they can
be addressed. Exchange-rate volatility creates a
barrier to success and the plan proposes that
resolving domestic resource costs and skills
availability would have a more sustained impact on
costs. As a middle-income country, South Africa has
to compete on the basis of excellent products and
brands, and effective entry into global distribution
channels. This will require greater commitment to
research and development and its commerciali-
sation, an efficient logistics platform and effective

economic diplomacy.

In moving towards decent work for
all, the short-term priority must be to
raise employment and incentivise the
entry of young people into the labour
market, while taking due care to prevent
substitution or the diminution of existing
working conditions. Some work opportunities
may not enable individuals to immediately live
the lives that they desire. To promote sustainable
livelihoods, it is important that individuals or
families, irrespective of income, can access services
such as quality education, health care or public
transport. Itis also important for a person who loses
their job to be able to access work from public
works programmes or community-based employ-
ment schemes. In these ways, public policy and

public action complements individual effort in the

labour market, providing sustainable livelihoods to

the working poor.

Difficult choices will have to be made. To promote
large-scale job creation, the functioning of the
labour market will have to improve. The
Commission makes proposals aimed at helping
young people get into the labour market, easing
rules for small businesses, reducing tension and
conflict, and clarifying dismissal and misconduct
procedures. More attention also needs to be given
to continuous training for existing workers and to

providing career paths for all workers.

The role of public employment initiatives, such as
the expanded public works programme, should
also be considered. Even if South Africa achieves
GDP growth above 5 percent a year and employ-
ment rises rapidly over the next decade, there

will still be a need for such programmes.

Transforming the economy also means changing
patterns of ownership and control. To date, efforts
to transfer ownership of productive assets have not
yielded the desired results, with employee share
ownership schemes playing a less significant role. A

bolderapproach and clearer targets are required.
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Policy instruments to encourage the private sector
to change ownership patterns include voluntary
scorecards, procurement regulations, licensing
arrangements (such as in telecommunications and

mining) and development finance.

There is a need to improve the effectiveness of the
instruments mentioned above, with an understand-
ing of the trade-offs that exist. In addition, more
emphasis is needed to support small businesses,
encourage government and the private sector to
procure from small firms, and to enhance the
development of black and female managers and
professionals. A rapidly growing economy that is
diversifying into new sectors will open up opportu-
nities for black-owned firms and smaller businesses,

promoting inclusive growth.

South Africa has to exploit its strengths to increase

exports. If the economy is less competitive in one
area, it will have to do better
in others. The country’s
comparative
advantages
include its min-
eral and natural
resource
endowments, a
sophisticated
financial and
business
services sector,
proximity to fast-
growing African markets,
high-quality universities and a modern, productive
agricultural sector. South Africa also has companies
that are global leaders in sectors like civil construc-

tion.

South Africa holds large global shares in platinum

group metals, gold, diamonds, manganese, coal,
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iron ore and uranium. Yet over the past decade,
domestic mining has failed to match the global
growth trend in mineral exports due to poor
infrastructure, alongside regulatory and policy
frameworks that hinder investment. South Africa
can benefit greatly from Asia’s growing demand for
commoadities. To do so means improving water,
transport and energy infrastructure, and providing
greater policy and regulatory certainty to investors.
This will enable the mining sector to deploy the
skills, resources, know-how and capital that are
available, and allow government to raise much

more tax revenue than it does at present.

There are important trade-offs to be considered in
mineral beneficiation. South Africa is losing global
market share in products such as ferrochrome.
How-ever, first-stage processing or smelting is highly
energy and capital intensive, potentially drawing
energy and capital away from other sectors. South
Africa should be selective about the areas in which it
intends to support first-stage beneficiation. Priority
areas should include those where suitable capacity
already exists, or where beneficiation is likely to lead
to downstream manufacturing. Beneficiating all of the
country’s minerals is neither feasible nor is it essential

for developing alarger manufacturing sector.

Over the next several years the world economy is
expected to grow at a modest pace. In these
circumstances, South African businesses need to
think carefully about what they produce, for which
markets, using what capabilities. As a small open
economy, South Africa can develop niche products.
Capturing a small share of global demand in areas
where local firms can compete can have a big
impact. For example, South Africa could be a global
leader in manufactured goods and services for the
mining industry, where it has substantial know-how.
This would make an important contribution to

industrialisation in a global niche market.



Regional economic integration can boost economic
growth in all countries in southern Africa. The
region has grown rapidly over the past decade, with
strong performances in minerals, agriculture, tele-
communications and tourism. Achieving economic
integration requires identifying practical opportuni-
ties where cooperation can offer mutual benefits;
investment in infrastructure; strengthening regional
trade-blocs; lowering tariffs; and addressing non-

tariff barriers, such as inefficient border posts.

South Africa needs to implement its economic

policy priorities effectively. Coordination failures,

split accountability and overlapping mandates

hinder the implementation of existing policies.

Long-term growth and investment requires a
shared vision, trust and cooperation between
business, labour and government. Today, the level
of trust is low, and labour relations have become
unduly tense (and sometimes violent). It is
inconceivable that the economy will evolve in a
more labour-intensive manner if these conditions
persist. Promoting more rapid, job-creating growth
means tackling these tensions in an honest and

open manner.

WOMEN AND THE PLAN

Women make up a large percentage of the poor, particularly in rural areas. The plan takes
gender — along with race and geographic location — into account, proposing a range of
measures to advance women's equality. In summary, our recommendations along these lines
are as follows:
Public employment should be expanded to provide work for the unemployed, with a
specific focus on youth and women.
The transformation of the economy should involve the active participation and
empowerment of women.
The role of women as leaders in all sectors of society should be actively supported.
Social, cultural, religious and educational barriers to women entering the job market
should be addressed. Concrete measures should be put in place and the results should
be evaluated over time. Access to safe drinking water, electricity and quality early
childhood education, for example, could free women from doing unpaid work and help
them seek jobs.
By 2030, people living in South Africa should have no fear of crime. Women, children
and those who are vulnerable should feel protected.
Security of tenure should be created for communal farmers, especially women.
The Department of Health should design and pilot a nutrition intervention programme
for pregnant women and young children.
Coverage of antiretroviral treatment to all HIV-positive persons requiring such drugs
should be expanded, alongside treatment of high-risk HIV-negative persons. Effective

microbicides should be offered routinely to all women |6 years and older.

OVERVIEW 43




44

An inclusive and integrated rural economy

South Africa’s rural communities should have
greater opportunities to participate fully in the
economic, social and political life of the country,
supported by good-quality education, health care,
transport and other basic services. Successful land
reform, job creation and rising agricultural produc-
tion will contribute to the development of an

inclusive rural economy.

South Africa’s hinterland is marked by high levels of
poverty and joblessness, with limited employment
in agriculture. The apartheid system forced much of
the African population into barren rural reserves.
The result was an advanced and diversified
commercial farming sector relying on poorly paid
farm labour, and impoverished, densely populated
communities with limited economic opportunities

and minimal government services.

To change this, we propose a multifaceted

approach:
Creating more jobs through agricultural
development, based on effective land reform
and the growth of irrigated agriculture and
land production.
Providing basic services that enable people to
develop capabilities to take advantage of
opportunities around the country, enabling
them to contribute to their communities
through remittances and skills transfer.
Developing industries such as agro-
processing, tourism, fisheries and small

enterprises where potential exists.

Institutional capacity is integral to the success of this
approach, including reforms to address contested
relationships between traditional and constitutional

bodies.

Building capabilities

Ata country level, critical capabilities include legal
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and other institutions, infrastructure (telecommuni-
cations, water, energy and transport), the education
and training system, sustainable management of the
environment, systems of innovation and patterns of
spatial development. Human capabilities include
education, health, social protection and community

safety.

Improving infrastructure

Infrastructure is not just essential for faster eco-
nomic growth and higher employment. It also
promotes inclusive growth, providing citizens with
the means to improve their own lives and boost
their incomes. Infrastructure is essential to

development.

Investment spending in South Africa fell from an
average of almost 30 percent of GDP in the early
1980s to about |6 percent of GDP by the early
2000s. Public infrastructure spending is also at low
levels by historical standards. In effect, South Africa
has missed a generation of capital investment in
roads, rail, ports, electricity, water, sanitation, public
transport and housing. To grow faster and ina more
inclusive manner, the country needs a higher level
of capital spending. Gross fixed capital formation
needs to reach about 30 percent of GDP by 2030,
with public sector investment reaching |10 percent
of GDR to realise a sustained impact on growth and

household services.

Both the public and private sectors can play
important roles in building infrastructure, including
bulk infrastructure. In the wake of the 2009
recession, the private sector has been reluctant to
invest its healthy levels of retained earnings in
productive capacity. At the same time, the public
sector has favoured consumption over investment.
Acknowledging this, the government has
announced a shift in the composition of expenditure
towards investment, a necessary precondition to

breaking the stalemate. Overtime, public-sector



investment can help crowd in private investment.

The Commission's recommendations on eco-
nomic infrastructure cover financing, planning and

maintenance.

Who pays for economic infrastructure? Some types
of infrastructure provide broad social and economic
benefits. But playing catch-up means that charges
have to increase in the short to medium term to
make services financially viable. The fact that one
new power station (producing 4 800MW of
electricity) costs about twice the entire depreciated
capital stock of existing power stations (producing
40 000MW) illustrates the challenge. Moreover,
high levels of joblessness and inequality make some
of these services unaffordable for most people

unless they are subsidised.

The Commission’s view is that in the long term,
users must pay the bulk of the costs for economic
infrastructure, with due protection for poor
households. The role of government and the fiscus
is to provide the requisite guarantees so that the
costs can be amortised over time, thereby
smoothing the price path. The state mustalso putin
place appropriate regulatory and governance
frameworks so that the infrastructure is operated
efficiently and tariffs can be set at appropriate levels.
For infrastructure that generates financial returns,
debt raised to build facilities should be on the
balance sheets of state-owned enterprises or
private companies that do the work. Guarantees
should be used selectively to lower the cost of
capital and to secure long-term finance. Subsidies to
poor households should be as direct and as
transparent as possible. Social infrastructure that
does not generate financial returns — such as schools

orhospitals — should be financed from the budget.

The electricity crisis of 2008 and other recent

developments have exposed institutional weak

nesses related to state-owned companies
responsible for network infrastructure. Averting
such problems requires clear institutional arrange-
ments, transparent shareholder compacts, clean
lines of accountability and sound financial models to
ensure sustainability. We make recommendations
in each of these areas. Laws that govern regulation
are often confusing, conflating policy with regula-

tion. We propose ways to fix this.

For infrastructure that supports human settlements
(housing, water, sanitation, roads, parks and so on)
the picture is unnecessarily complicated. The
planning function is located at local level, the
housing function is at provincial level, and the
responsibility for water and electricity provision is
split between those responsible for bulk services
and reticulation. In practice, these arrangements do
not work. In general, human settlements are badly
planned, with little coordination between those
installing water reticulation infrastructure and those
responsible for providing bulk infrastructure.
Responsibility for housing should shift to the level at
which planning is executed: the municipal level. The
plan sets out recommendations for effective urban

development.

Local government faces several related
challenges, including poor capacity, weak
administrative systems, undue political
interference in technical and administra-
tive decision-making, and
uneven fiscal capacity. The
Commission believes that %
within the framework of the
Constitution, there is more
room for the asymmetric
allocation of powers and
functions and for more
diversity in how develop-
mental priorities are

implemented. To achieve
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this, longer-term strategies are needed, including
addressing capacity constraints, allowing more
experimentation in institutional forms and working
collaboratively with national and provincial

government.

Compared with the best international standards,
South Africa’s ICT infrastructure is abysmal. Efficient
information infrastructure that promotes economic
growth and greater inclusion requires a stronger
broadband and telecommunications network, and
lower prices. The economic and employment

benefits outweigh the costs.

The following infrastructure investments should be

prioritised:
Upgrading informal settlements on suitably
located land.
Public transport infrastructure and systems,
including the renewal of the commuter rail
fleet, supported by enhanced links with road-
based services.
Developing the Durban-Gauteng freight
corridor, including a new dug-out port on the
site of the old Durban airport.
Building a new coal line to unlock coal
deposits in the Waterberg,
extending existing
coal lines in the
central basin and
upgrading the
coal line to Richards
Bay and the iron ore
line to Saldanha.
Developing,
in a timely
manner, several
new water schemes
to supply urban and industrial centres,
new irrigation systems in the
Umzimvubu river basin and Makatini

Flats, and a national water conserva-
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tion programme to improve water use and
efficiency.

Constructing infrastructure to import
liquefied natural gas and increasing explora-
tion to find domestic gas feedstock (including
investigating shale and coal bed methane
reserves) to diversify the energy mix and
reduce carbon emissions.

Procuring at least 20 000OMW of renewable
electricity by 2030, importing electricity from
the region, decommissioning | | 000MW of
ageing coal-fired power stations and stepping
up investments in energy-efficiency.
Establishing national, regional and municipal
fibre-optic networks to provide the
backbone for broadband access. Private
investment needs to lead the way in this area,
complemented by public funds required to
meet social objectives. Effective policies,
regulation and institutional arrangements to

achieve this are urgently required.

In implementing these infrastructure priorities, it is
important to ensure that rural communities can

benefit from both bulk and

reticulation infrastructure
and that the pricing of this
infrastructure is sensitive the

needs of rural communities.

Reversing the spatial
effects of apartheid
Apartheid left a terrible
spatial legacy. While about
3.2 million households have
benefited from new housing,
and services and infrastructure have

been provided

to many
commun
ities, limited

progress has been made in reversing



entrenched spatial inequities. In some instances,
post-1994 policies have reinforced the spatial
divides by placing low-income housing on the

periphery of cities.

Reshaping South Africa’s cities, towns and rural
settlements is a complex, long-term project,
requiring major reforms and political will. It is,
however, a necessary project given the enormous
social, environmental and financial costs imposed by

existing spatial divides.

The Commission proposes a national focus on
spatial transformation across all geographic scales.
Policies, plans and instruments are needed to
reduce travel distances and costs, especially for
poor households. By 2030, a larger proportion of
the population should live closer to places of work,
and the transport they use to commute should be
safe, reliable and energy efficient. This requires:
Strong measures to prevent further
development of housing in marginal places
Increased urban densities to support public
transportand reduce sprawl
More reliable and affordable public transport
and better coordination between various
modes of transport
Incentives and programmes to shift jobs and
investments towards the dense townships
onthe urban edge
Focused partnerships with the private sector

to bridge the housing gap market.’

Rural areas present particular challenges. Over
one-third of South Africa’s population live in the
former “homelands”, and a large proportion of this
group is economically marginalised. Policies are
required to bring households in these areas into the
mainstream economy. There are rural areas,
however, where transport links are good and
where densification is taking place in the absence of

effective land-use management and urban

governance. These require urgent interventions.

Our proposals to create vibrant urban settlements

and revive rural areas include:
Establishing new norms and a national spatial
framework.
Integrating diffuse funding flows into a single
fundfor spatial restructuring.
Reviewing the housing grant and subsidy
regime to ensure that the instruments used
are aligned with positive changes in human
settlement policy.
Reforming the planning system to resolve
fragmented responsibility for planning in
national government, poorly coordinated
intergovernmental planning, disconnects
across municipal boundaries and the
limitations of integrated development plans.
Strengthening government’s planning
capabilities.
Developing neighbourhood spatial compacts
to bring civil society, business and the state
togetherto solve problems.
Enabling citizens to participate in spatial

visioning and planning processes.

Building environmental sustainability and
resilience

Since the late [9th century, South Africa has
exploited its mineral wealth with little or no regard
for the environment. Changes are needed to
protect the natural environment while allowing the
country to benefit from its mineral deposits. In
addition to significant non-renewable mineral
wealth, the country's natural resources include its
adjacent oceans, soil, water, biodiversity, sunshine

and along coastline.

From an environmental perspective South Africa
faces several related challenges, some of which are
in conflict. The country needsto:

Protect the natural environment in all
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respects, leaving subsequent generations
with at least an endowment of at least equal
value.

Enhance the resilience of people and the
economy to climate change.

Extract mineral wealth to generate the
resources to raise living standards, skills and
infrastructure in a sustainable manner.
Reduce greenhouse gas emissions and

improve energy efficiency.

We propose three measures to protect the
country’s natural resources:
An environmental management framework.
Developments that have serious environ-
mental or social effects need to be offset by
supportforimprovementsin related areas.
A target for the amount of land and oceans
under protection (presently about 7.9
million hectares of land, 848km of coastline
and 4 | 72km?2 of ocean are protected).
A set of indicators for natural resources,
accompanied by publication of annual
reports on the health of identified resources

toinform policy.”

Climate change is already having an impact on
South Africa, with marked temperature and rainfall

variations and rising sea levels.

Research suggests that it is possible to both reduce
greenhouse gas emissions from electricity produc-
tion and still grow the minerals and mineral
processing sectors. The general approach is based
onthe following key proposals:
Implement the 2010 Integrated Resource
Plan (procuring at least 20 O0OMW of
electricity from renewables) to reduce
carbon emissions from the electricity
industry from 0.9kg per kilowatt-hour to
0.6kg per kilowatt-hour.

Improve the energy efficiency of mining and
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mineral processing by |5 percent by 2030.
This might include closing down the most

energy-inefficient plants.

The Integrated Resource Plan imposes an effective
shadow price on carbon. Complementary fiscal
reforms are needed to broaden the price on carbon
to encourage economy-wide efficiency and

investment in greener technologies.

Over the short term, policy needs to respond
quickly and effectively to protect the natural
environment and mitigate the effects of climate
change. Over the long term, with realistic, bold
strategies and global partnerships, South Africa can
manage the transition to a low-carbon economy at
a pace consistent with government's public pledges,

without harming jobs or competitiveness.

Improving the quality of education

The quality of education for most black children is
poor. This denies many learners access to employ-
ment. It also reduces the earnings potential and
career mobility of those who do get jobs —and limits

the potential dynamism of South African businesses.

By 2030, South Africa needs an education system
with the following attributes:
High-quality, universal early childhood
education
Quality school education, with globally
competitive literacy and numeracy standards
Further and higher education and training
that enables people to fulfil their potential
An expanding higher-education sector that
can contribute to rising incomes, higher
productivity and the shift to a more knowl-
edge-intensive economy
A wider system of innovation that links
universities, science councils and other
research and development role players with

priority areas of the economy.



SPORT AND HEALTHY LIVING

Sport plays an important role in promoting wellness and social cohesion. The plan treats

sport as a cross-cutting issue, with related proposals in the chapters on education, health

and nation building.

Sport and physical education are an integral part of a child’s development. The Department

of Basic Education and the Department of Sports and Recreation have taken important steps

to reintroduce sport in schools. This should be expanded so that all schools develop and

maintain infrastructure for at least two sports.

All communities should have access to sports facilities and encourage the formation of

amateur leagues. The outdoor gym in Soweto is an innovative initiative that could be

replicated in many communities. Local authorities can also promote exercise by ensuring

that urban roads have proper pavements, developing cycle lanes and installing traffic-calming

measures.

The plan proposes an initiative to encourage South Africans to walk, run, cycle or play team

games on the second Saturday of every month. The extensive network of formal and

informal sporting clubs can be mobilised to organise these events.

Expanding opportunities for participation in sports will help to ensure sports teams

represent all sectors of society. It will also ensure that South Africa produces results that

match its passion for sport.

Improving the quality of education requires careful
management, support from all interested parties
and time. According to a 2010 study of reform in
20 education systems around the world, sound
approaches begin to produce results about six years
after reforms are initiated, with sustained dividends

emerging overthe longterm.

There has been significant progress in education
since 1994. Before 1990, less than a quarter of
black learners completed matric. In 2012, this figure
is close to two thirds. South Africa has made rapid
progress in broadening preschool education and
almost 8 million children receive a meal at school.

School funding is pro-poor, with falling class sizes in

each province. Yet despite reforms introduced
since 2009, especially those relating to testing
learners and supporting teacher development,
challenges still remain. Urgent action is required on

several fronts:

Households and communities. Proper
nutrition and diet, especially for children under
three, are essential for sound physical and mental
development. The Commission makes recom-
mendations on child nutrition, helping parents and
families to break the cycle of poverty, and providing
the best preparation for young children —including a
proposal that every child should have at least two

years of preschool education.
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Management of the education system.
Reducing layers of bureaucracy would make more
resources available to support schools and
teachers. The general rule of thumb is that
interventions, both supportive and corrective, need
to be inversely proportional to school perfor-
mance. In this way, better-performing schools can
be given the freedom to get on with the job, as long
as there is measurable improvement. We make
specific recommendations focused on better
support to schools, delivering the basic necessities
fora good education and measuring the right things.
We propose a campaign to improve infrastructure

in poor schools, especially in rural areas.

Competence and capacity of school
principals. The common feature of all well-run
schools is leadership. The Department of Basic
Education has recently launched a programme to
measure the competencies of principals and deputy
principals. This survey will also help identify weak
performers, based on learner scores, and allow for
appropriate support for principals and teachers.
Principals should be selected purely on merit, be
given greater powers over school management and

be held accountable for performance.

Teacher performance. Our proposals cover
training, remuneration, incentives, time on task,
performance measurement, and content and
pedagogical support. Professionalism and the
conditions that enhance professional conduct must
be rebuilt, and accountability for performance
needs to be enhanced. This means that professional
development, peer review, school infrastructure,
the provision of learner support materials and
teacher support systems need to be strengthened.
Teachers, both individually and at school level,
should be held accountable for learner perfor-
mance, with due recognition of the learning

environment.
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Further education and training (FET). The
FET system is not effective. It is too small and the
output quality is poor. Continuous quality improve-
ment is needed as the system expands. The quality
and relevance of courses needs urgent attention.
When quality starts to improve and the employabil-
ity of graduates begins to increase, demand for FET
services will rise automatically. Simply growing the
sector without focusing on quality is likely to be
expensive and demoralising for young people,
further stigmatising the system. By 2030, the FET
sector should cover about 25 percent of the age-
relevant cohort, implying an increase from about
300000todayto I.25 million by 2030.

Higher education. The performance of
existing institutions ranges from world-class to
mediocre. Continuous quality improvement is
needed as the system expands at a moderate pace.
A major challenge is that poor school education
increases the cost of producing graduates, and a
relatively small number of black students graduate
from universities. Increasing participation and
graduation rates, with the option of a four-year
university degree, combined with bridging courses
and more support for universities to help black
students from disadvantaged backgrounds, is likely

toyield higher returns.

Research and development (R&D). A
simultaneous focus on R&D and on the calibre of
teaching would improve the quality of higher
education, but without attention, inadequate
human capacity will constrain knowledge produc-
tion and innovation. Universities need to become
centres of excellence at the cutting edge of
technology. By attracting students from abroad,
universities can generate revenue and increase the
skills pool. Students from abroad who graduate
from South African universities should qualify for a
seven-year work permit to encourage them to stay

and work here. While South Africa needs to spend



more on R&D in general, the institutional setup also
needs to improve the link between innovation and
business requirements. Government should
partner with the private sector to raise the level of
R&D, with resources targeted towards building the
research infrastructure required by a modern

economy.

Quality health care for all

Long-term health outcomes are shaped by factors
largely outside the health system: lifestyle, diet and
nutritional levels, education, sexual behaviour,
exercise, road accidents and the level of violence.
The Commission makes recommendations in each
of these areas. Priority areas include sex education,
nutrition, exercise, and combating smoking and
alcohol abuse. These are social responsibilities that
deserve to be taken seriously by every citizen, and

promoted by families and institutions.

Good healthiis essential for a productive and fulfilling
life. 7he Diagnostic Reportdemonstrates the starkly

interrelated challenges posed by a crumbling health

system and a rising disease burden. South Africa’s

broken public health system must be fixed. While
greater use of private care, paid for either by users
or health insurance, is part of the solution, it is no
substitute for improving public health care. A root-
and-branch effort to improve the quality of care is
needed, especially at primary level.

By 2030, the health system should provide quality
care to all, free at the point of service, or paid for by
publicly provided or privately funded insurance.
The primary and district health system should
provide universal access, with a focus on preven-
tion, education, disease management and
treatment. Hospitals should be effective and
efficient, providing quality secondary and tertiary
care for those who need it. More health profession-
als should be on hand, especially in poorer

communities.

Reform ofthe public health system should focus on:
Improved management, especially at
institutional level
More and better-trained health professionals
Greater discretion over clinical and adminis-

trative matters at facility level, combined with
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effective accountability

Better patient information systems support-
ing more decentralised and home-based
care models

Afocus on maternal and infant health care.

At institutional level, health-care management is in
crisis. The Department of Health has recently
launched a programme to evaluate management
competence. Complementary reforms should
include greater delegation of authority over staffing,

shift structures and routine procurement.

A district-based approach to primary health care is
part of the pilot phase of national health insurance.
For this approach to be successful, the health
system needs more personnel (including profes-
sionals and paramedics), new forms of manage-
ment authority, and strengthened statutory

structures for community representation.

The HIV/AIDS epidemic has illustrated South
Africa’s ability to make monumental social and
political mistakes — as well as its ability to correct

them and implement a complex programme

effectively. The health system'’s success in managing
the epidemic over the past five years is commend-
able. Yet there is no room for complacency. There
is a continuing need for education, prevention,
testing and treatment. Lowering the rate of new
infections will reduce the demand on the public
health system. Yet even if there are no new
infections, there will still be a sizeable number of
HIV-positive people requiring treatment, posing
continuing challenges for the tuberculosis infection
rate and the risk of drug-resistant HIV strains
developing. The epidemic and its implications for
public policy are likely to persist for at least another

generation — possibly two.

Building a national health insurance system is an
important objective. There are four prerequisites to
its success: improving the quality of public health
care, lowering the relative cost of private care,
recruiting more professionals in both the public and
private sectors, and developing a health information
system that spans public and private health
providers. These reforms will take time, require
cooperation between the public and private

sectors, and demand significant resources.

PEOPLE WITH DISABILITIES

Disability and poverty operate in a vicious circle. Disability often leads to poverty and

poverty, in turn, often results in disability. People with disabilities face multiple

discriminatory barriers.

Disability must be integrated into all facets of planning, recognising that there is no one-size-

fits-all approach.

In line with the priorities of the plan, people with disabilities must have enhanced access to

quality education and employment. Efforts to ensure relevant and accessible skills

development programmes for people with disabilities, coupled with equal opportunities for

their productive and gainful employment, must be prioritised.

NATIONAL DEVELOPMENT PLAN - 2030



Social protection

Social protection brings social solidarity to life and
ensures a basic standard of living. It also plays an
important role in helping households and families
manage life’s risks, and eases labour market trans-

itions, contributing to a more flexible economy.

By 2030, South Africa should have a comprehen-
sive system of social protection that includes social
security grants, mandatory retirement savings, risk
benefits (such as unemployment, death and

disability benefits) and voluntary retirement savings.

Part of our approach to social protection is through
a social wage, which includes no-fee schools, free
basic services and subsidised public transport. In
addition to creating more jobs in the private sector,
a significant broadening of public employment
programmes will also help to ensure that fewer

households live below a determined income level.

To achieve the objectives of broader social security

coverage, we propose the following:
An acceptable minimum standard of living
must be defined, including what is needed to
enable people to develop their capabilities.
The retirement savings and risk benefit gap
should be closed through reforms, including
mandatory contributions, with consideration
given to subsidising these contributions for
low-income or periodic workers.
Social welfare services should be expanded,
with more education and training for social
work practitioners and a review of funding
for non-profit organisations.
Public employment should expand, with a
focus on youth and women. It is expected
that public employment will provide the
equivalent of 2 million full-time jobs by 2020.
A commitment to household food and
nutrition security involving public- and

private-sector action.

Building safer communities

By 2030, people living in South Africa should feel
safe and have no fear of crime. Women, children
and vulnerable groups should feel protected. They
should have confidence in the criminal justice
system to effectively apprehend and prosecute
criminals who violate individual and community
safety. The South African Police Service and metro
police should be professional institutions staffed by
skilled, disciplined, ethical individuals who value

theirwork and serve the community.

Achieving this vision requires targeted action in five
key areas:
Strengthening the criminal justice system.
This requires cooperation between all
departments in the government's justice,
crime prevention and security cluster. The
recommendations in the Review of the
South African Criminal Justice System will go
along way in addressing the system'’s current
weaknesses.
Making the police service professional.
The police code of conduct and code of
professionalism should be
linked to promo-

tion and
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discipline in the service. Recruitment should
attract competent, skilled professionals
through a two-track system; one for
commissioned officers and one for non-
commissioned officers.
Demilitarising the police service. The
decision to demilitarise the police force,
moving away from its history of brutality, was
a key goal of transformation after 1994. The
remilitarisation of the police in recent years
has not garnered greater respect for the
police or higher conviction rates. If anything,
it has contributed to violence. The police
should be demilitarised
and managed
towards a
professional
civilian
service.
Adopting an
integrated
approach.
Achieving a
safe
society
means
tackling the fundamental
causes of criminality, which requires a wide
range of state and community resources.
Building community participation. Civil
society organisations and civic participation
are needed to establish safe communities.
Community safety centres should be

considered.
The Commission endorses the seven-point plan

put forward by the criminal justice system, which is

discussed in detail in chapter | 2.
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A capable and

Developmental state

Towards better governance

Aplanis only as credible as its delivery mechanism is
viable. There is a real risk that South Africa’s
developmental agenda could fail because the state is
incapable of implementing it. The Commission
makes far-reaching institutional reform proposals to
remedy the uneven and often poor performance of

the public service and local government.

A developmental state tackles the root causes of
poverty and inequality. A South African develop-
mental state will intervene to support and guide
development so that benefits accrue across society
(especially to the poor), and build consensus so that
long-term national interest trumps short-term,

sectional concerns.

A developmental state needs to be capable, but a
capable state does not materialise by decree, nor
can it be legislated or waved into existence by
declarations. It has to be built, brick by brick,
institution by institution, and sustained and
rejuvenated over time. It requires leadership,
sound policies, skilled managers and workers, clear
lines of accountability, appropriate systems, and

consistent and fair application of rules.

Policy instability is a concern. While there are cases
where policy must change, government often
underestimates the disruptive effect of major policy
adjustments on service delivery. A balance hasto be

struckand at present that balance is missing.

To achieve the aspiration of a capable and develop-
mental state, the country needs to enhance
Parliament’s oversight role, stabilise the political-
administrative interface, professionalise the public
service, upgrade skills and improve coordination. It
also needs a more pragmatic and proactive

approach to managing the intergovernmental



system to ensure a better fit between responsibility
and capacity. Equally, the state needs to be prepared
to experiment, to learn from experience and to
adopt diverse approaches to reach common

objectives.

To professionalise the public service, we propose

that:
An administrative head of the public service
should be created, with responsibility for
managing the career progression of heads of
department, including convening panels for
recruitment, performance assessment and
disciplinary procedures.
A hybrid system for appointing heads of
departments should be introduced,
incorporating both political and administra-
tive elements.
A graduate recruitment programme and a
local government skills development
strategy should be introduced to attract high-
quality candidates.
The role ofthe Public Service Commission in
championing norms and standards, and
monitoring recruitment processes should be
strengthened.
A purely administrative approach should be
adopted for lower-level appointments, with
senior officials given full authority to appoint

staffintheir departments.

The skills profile of the public service mirrors the
national skills profile. There are critical shortages of
good-quality doctors, engineers, information
technology professionals, forensic specialists,
detectives, planners, accountants, prosecutors,
curriculum advisors and so on. In addition, the
management ability of senior staff operating in a
complex organisational, political and social context
requires greater attention. To solve both the
technical and managerial skills shortages, govern-

ment has to take a long-term perspective on

developing the skills it needs through career-
pathing, mentoring, and closer partnerships with

universities and schools of management.

Accountability is essential to democracy. There are
several weaknesses in the accountability chain, with
a general culture of blame-shifting. The account-
ability chain has to be strengthened from top to
bottom. To begin with, parliamentary accountability
is weak, with Parliament failing to fulfil its most basic
oversight role. Education outcomes cannot im-
prove unless accountability is reinforced through-
out the system, from learner results to the delivery
of text books. The rising number of service delivery
protests indicates that the state also needs to make it
easier for citizens to raise concerns. When entering
a public building, citizens should be able to see what
service they can expect, and where to go and who

totalkto ifthey are not satisfied.

Accountability in state-owned enterprises has been
blurred through a complex, unclear appointment
process and, at times, undue political interference.
We recommend clarifying lines of accountability by
developing public-interest mandates that set out
how each state-owned enterprise serves the public
interest, ensuring appointment processes are
meritocratic and transparent, and improving
coordination between the policy and shareholder

departments.

Improvements have been achieved in the efficiency
of service delivery in pockets of government,
notably the South African Revenue Service and pilot
projects in the Departments of Home Affairs,
Health and Justice. Operations management and
system improvements have been at the heart of
these reforms, and these successes need to be
replicated in more areas of government. These
experiences show what can be achieved when
leaders and staff are committed to working together

toimprove performance.
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The efficacy of the intergovernmental system is a
hotly debated subject. The different spheres of gov-
ernment are interdependent and we need to find
ways of ensuring they work together more effec-
tively. The plan proposes a change of approach away
from trying to find new structural arrangements,
which is destabilising, towards identifying and
resolving specific weaknesses in coordination and
capacity. The state needs to improve its management
of the system, including mediating agreements
between district and local municipalities where there
is duplication or conflict over the allocation of
responsibilities and resources. Provinces should
focus on their core functions and develop their

capacity to support and oversee local government.

The constitutional framework allows for more
differentiation in the allocation of powers and
functions, and this should be used to ensure a better
fit between the capacity and responsibilities of
provinces and municipalities. The existing system
can be improved, with clarification of responsibili-
ties in the areas of housing, water, sanitation,
electricity and public transport. Large cities should
be given greater fiscal and political powers to
coordinate human settlement upgrading, transport
and spatial planning. In other areas, regional utilities
could provide services on behalf of less well
resourced municipalities, but this must be led by
municipalities to avoid undermining democratic

accountability for service delivery.

Fighting corruption

High corruption levels frustrate society’s ability to
operate fairly and efficiently, and the state’s ability to
deliver on its development mandate. According to
Transparency International’s global corruption
survey, between 2001 and 2010, the level of
corruption increased. Corruption often involves
both public- and private-sector participants. The
perception of high levels of malfeasance at senior
levels of government makes the fight against

corruption that much harder.

NATIONAL DEVELOPMENT PLAN - 2030

Strong social factors play a contributing role.
Perceptions that the structure of the economy is
unjust, historical inequities and new forms of
empowerment that have benefited politically
connected individuals fuel a culture in which
corruption thrives, both in government and in
business. These underlying social phenomena must

be addressed as part of the fight against corruption.

Political will is essential to combat this scourge.
Political will is measured by assessing the amount of
money spent fighting corruption, the legal arsenal
that corruption-busting institutions have at their
disposal, the independence of anti-corruption
authorities from political interference and the
consistency with which the law is applied. Being soft
on smaller cases, or unusually tough on corruption

involving political opponents, implies inconsistency.

In addition to political will, corruption has to be
fought on three fronts: deterrence, prevention and
education. Deterrence helps people understand
that they are likely to get caught and punished.
Prevention is about systems (information, audit and
so on) that make it hard to engage in corrupt acts.

The social dimensions of corruption need to be

tackled by focusing on values, through education.




We propose several measures to strengthen South

Africa’s anti-corruption arsenal:
Competent, skilled institutions like the Public
Protector and Special Investigating Unit need
to be adequately funded and staffed and free
from external interference.
While thousands of cases are investigated,
few get to court. Specialised teams of
prosecutors and special courts should be
established.
Government’s procurement policies blur
the line in matters of corruption, and the
state procurement system has become
overly bureaucratised. The emphasis on
compliance by box-ticking makes the system
costly, burdensome, ineffective and prone to
fraud. We propose greater central oversight
over large and long-term tenders, making it
illegal for public servants to operate certain
types of businesses and making individuals
liable for losses in proven cases of corrup-
tion.
The country has barely begun to tackle
societal factors that contribute to corruption.
South Africa’s history of state-sponsored
patronage further blurs ethical standards.
International experience shows that with
political will and sustained application of the
right strategies, corruption can be signifi-

cantly reduced and public trust restored.

Leadership and responsibility

throughout society

The successful implementation of this plan requires
strong leadership from government, business,

labour and civil society.

South Africa needs leaders throughout society to
work together. Just as the transition from apartheid
was a win-win solution rather than a short-sighted
power struggle, the fight against poverty and

inequality will have benefits for all — black and white,

rich and poor. Given the country’s divided past,
leaders sometimes advocate positions that serve
narrow, short-term interests at the expense of a
broader, long-term agenda. It is essential to break
out of this cycle, with leaders that are willing and
able to take on greater responsibility to address

South Africa’s challenges.

To successfully implement this plan, the country
needs partnerships across society working together
towards a common purpose. At present, South
Africa has high levels of mistrust between major social
partners. Avirtuous cycle of building trust and engag-
ing in discussion to confront the most pressing chal-

lenges is needed — one that takes a long term view.

The government will be responsible for a large
share of the recommendations in the plan. To
implement these recommendations, it will need to
strengthen its accountability chain, improve its
capacity, be prepared to make difficult decisions and
work with others in society to solve challenges. This
means communicating honestly and sincerely with
the public, while holding citizens accountable for
their actions. Leaders, especially in government,
must also face up to difficult decisions and trade-offs.
Strong leadership is about making such decisions
and effectively persuading society that the best path

is being pursued.

The state sets the ethical bar for society as a whole.
If corruption is seen as acceptable in government, it
will affect the way society conducts itself. This makes
it even more important that government acts to

address the high levels of corruption iniits ranks.

The private sector employs about three-quarters of
South Africa’s workers and accounts for over two-
thirds of investment and R&D expenditure. South
Africa needs a thriving private sector that is investing
in productive capacity. While the profit motive

drives business, companies cannot grow unless

OVERVIEW

57




58

they operate in an environment where employ-
ment and income levels are rising. Legislation
requires business to consider employment equity,
black economic empowerment, the environment,
skills development, local content, small-business
development, community social responsibility and
several location-specificimperatives, such as mining
area development strategies. In this complex
context, it is in the long-term interests of all
businesses for the country to grow faster and for

more people to be employed.

[t is also in the interests of business that the level of
inequality be reduced. Inequality raises the cost of
doing business, skews market structure and
ultimately limits growth opportunities. It also breeds
mistrust and tension. Excessive
executive remuneration does
little to build a more inclusive
society where everyone feels that
they share in the fruits of
development. While legislating
salaries is impractical, leadership is
required to ensure that busi-

nesses act more responsibly.

Despite healthy balance sheets,

many South African corporations are not investing
because the global economy remains weak.
Businesses are also concerned about changes in the
policy and regulatory environment that may raise
costs. To some extent, low investment is also the
result of inadequate infrastructure provided by
state-owned enterprises. South Africa needs to
break this cycle of low growth and low investment.
Government has an important role to play in
building trust and confidence to encourage long-
term investment. Business also has a role to play — if
everyone invests more, the economic gains will

accrue tothe private sector.

South Africa has a well-developed and vibrant

trade-union movement. Historically, trade unions

NATIONAL DEVELOPMENT PLAN - 2030

have played a role in politics, understanding that the
issues pertinent to its members do not stop at the
factory gate. Unions advance the interests of their
members and give voice to vulnerable workers,
such as farm workers, domestic workers or casual
workers. The rights and benefits afforded to
workers and increases in living standards that most
workers have seen since 1994 constitute a

significant gain for the country.

To continue to make progress in raising incomes
and living standards, productivity must also
increase. South Africa’s labour market is often
characterised by contestation between profitable
firms and reasonably well-paid employees.
Outcomes determined in bargaining processes
leave little room for new entrants
to enter the workplace. To
address high levels of unemploy-
ment, particularly among youth,
extraordinary measures will be
required. Union leadership is
critical to ensuring that gains by
members are sustainable in the
long term. To achieve this,
productivity and employment

have to rise continuously.

In a developmental state, unions share responsibil-
ity for the quality of services delivered, for improv-
ing the performance of government, and for fighting

corruption and inefficiency.

Civil society leaders represent citizens on issues
closest to their hearts and must be taken seriously.
These leaders are responsible for ensuring that that
criticism and protest are conducted with dignity and
maturity. Although civil society leaders sometimes
only represent narrow interests in a broad and
diverse society, they form an integral part of a
vibrant democracy that involves people in their own

development.



CRITICAL SUCCESS FACTORS

FOR THE PLAN

The role of the National Planning Commission is to
advise government and the country on issues
affecting the country’s long-term development.
This is a plan for the entire country, and all sections
of society need to take responsibility for making it a
reality. To successfully implement the plan, the
Commission identifies a series of critical success

factors.

Focused leadership

Because the plan is designed to bring about
fundamental change over a period of nearly two
decades, it requires a degree of policy consistency
that straddles changes in leadership in government,
business and labour. Many aspects of the plan will
require years of effort to deliver results. For
example, the transition to a low-carbon economy
will need long-term policies and spatial planning
regulations will take decades to overcome the
geographic divisions of apartheid. Policy changes
should be approached cautiously based on
experience and evidence so that the country does

not lose sight of its long-term objectives.

Aplanforall
Broad support across society is needed for the
successful implementation of the plan. In a
vibrant democracy this support will not be

uncritical. Vigorous debate is essential for
building consensus and
broad-based ownership
of the plan.
Constructive debate also
contributes to nation
building by enabling
South Africans to

develop a better
understanding
and to take

ownership of

priorities. Different parts of the plan require buy-in
and sacrifice from different sectors. When differ-
ences occur, it is important that the reasons for
disagreement are debated and clearly explained, so
that there can be broad consensus on the way
forward. The National Planning Commission can
use its convening power to bring stakeholders
together to facilitate dialogue and develop

solutions.

Institutional capability

Much of the plan deals with the institutional reforms
required to overcome weaknesses in the public
sector, particularly where public agencies are
unable to meet their responsibilities to poor
communities. These proposals are about develop-
ing the attributes necessary to support the plan.
Building institutional capability takes time and effort.
The chapter on building a capable and develop-
mental state provides pointers on the approach to
be pursued. Institutions improve through continu-
ous learning and incremental steps; tackling the
most serious problem, resolving it and moving to
the next priority. This requires good management,
a commitment to high performance, an uncompro-
mising focus on ethics and a willingness to learn

from experience.

Several challenges require attention, including a
critical shortage of skills, a complex intergovern-
mental system, high levels of corruption, weak
lines of accountability, inadequate legislative
oversight and a long history
of blurring the lines
between party and state.
These are difficult issues,
requiring honest
reflection, careful

planning and decisive

leadership.
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Resource mobilisation and agreement

on trade-offs

The National Development Plan will shape
resource allocations over the next two decades, but
it will not determine annual budgets. The best way
to generate resources to implement the plan is to
grow the economy faster. If the economy grows by
more than 5 percent a year, government revenue
and the profits of private firms will more than

double overthe next 20 years.

The plan supports government's intention to
gradually shift state resources towards investments
that reshape the economy, broaden opportunities
and enhance capabilities. As a result, other parts of

the national budget will need to grow more slowly.

Spending more on investment is only the first step.
South Africa also has to improve the quality of this
spending through better planning, sound procure-
ment systems and greater competition in the econ-
omy. There is a need for greater efficiency in all areas
of government expenditure, because the overall
envelope is likely to grow relatively slowly over the
medium term. Particular attention needs to be given
to managing the government wage bill, making
resources available for other priorities. This will
involve balancing competing pressures such as
increasing staff numbers, adequately remunerating

skilled professionals and improving benefit coverage.

NATIONAL DEVELOPMENT PLAN - 2030
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The plan proposes a three-pronged human-
resources strategy involving a long-term training
strategy, better outputs from the higher-education

sector and strategic allocation of scarce resources.

Sequencing and willingness to prioritise

Government has to be willing to prioritise. Cabinet
and senior public officials should focus most of their
attention on a few strategic priorities. This plan
provides such a strategic framework. It identifies
high-level priorities and, in some areas, a specific
sequencing. For example, it highlights the need to
raise the quality of FET colleges before rapidly
expanding capacity. Implementing this plan will
require some tough, potentially unpopular

decisions.

Clarity on responsibility

Arecurringtheme inthe plan is that the accountabil-
ity chain needs to be tightened. The public needs a
clearer sense of who is accountable for what. There
need to be systems to hold all leaders in society

accountable for their conduct.

Weak, poorly performing systems make it hard to
attribute responsibility, with the frequent result that
no one is accountable. The plan cites the example
of what happens when the water in a town is found
to be undrinkable. The media blame the Minister of
Water Affairs. The community

blames the mayor. The
mayor blames the head
of the water utility. The
head of the water utility

blames the technical

engineer. The engineer says
that the maintenance budget has been

cut for the past three years and now the
water is undrinkable. The head of finance in
the municipality says that the budget was
cut because personnel costs have

crowded out maintenance expendi-



ture. The mayor argues that the salary structure is
negotiated at a national level by the South African
Local Government Association. The association
says that municipalities can opt out of these

agreements if they are unaffordable. And so on.

South Africa’s intergovernmental system is
complex, but this challenge is not an excuse for
blurring lines of responsibility. The establishment of
the Department of Performance Monitoring and
Evaluation is a positive step to tighten the account-
ability chain. The Commission also calls for
shareholder compacts with state-owned enter-
prises and performance agreements with Cabinet

ministers to be made public.

[t needs to be clear when parties outside govern-
ment are responsible for implementing parts of the
plan. Business, labour and civil society are diverse
groupings and rarely speak with a common voice.
Nevertheless, clear responsibilities and account-
ability chains, including with social partners, are
essential for the success of the plan. In many areas,
business, labour and civil society can identify how
they can contribute to the plan's priorities.
However, in some cases this role will need to be
formalised. Working together to realise particular
objectives in the plan will help to build trust both

within and between sectors.

CONCLUSION

To make meaningful,
rapid and sustained

progress in reducing
poverty and inequality over
the next two decades, South
Africa needs to fix the future, starting
today. This plan outlines a new
development approach that seeks to
involve communities, youth,

workers, the unemployed and

business in partnership with a

capable state. The aim is to develop the capabilities
of individuals and of the country, creating opportu-
nities for all. Critically, the plan emphasises the
urgent need to make faster progress on several

fronts to sustainably reduce poverty and inequality.

The National Development Plan is based on
extensive research, consultation and engagement.
While it is neither perfect nor complete, it sets out
firm proposals to solve the country’s problems, and
to deepen the engagement of South Africans from

allwalks of life in building our future.

The country we seek to build by 2030 is just, fair,
prosperous and equitable. Most of all, it is a country
that each and every South African can proudly call
home. It is up to all South Africans to play a role in

fixing the future.

NOTES

| Social wage refers to amenities provided to society through public
funds. These include social grants, free basic electricity and water,
and no-fee schooling.

2. The Presidency (201 I'). Development Indicators.

3. The “gap market” refers to people earning above the level required
to receive a state-subsidised house, but below the level required
to obtain a bond from a commerecial bank.

4. For example, the Department of Environmental Affairs is defining a
standard for soil quality and plans to report annually on the state

of this resource.

5. McKinsey (2010). How the world's most improved schooling

systems keep getting better.
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CHAPTER 3:
ECONOMY AND EMPLOYHMENT

Objectiven
Th unenngloproens rate ihould Gl Fom

24.9 paroent in june 2011 0 14 parcent by 1020
and to & percent by 20300 The requires an
additional | | milion jobs. Tota! employment
should rise from 13 million 10 24 million.

The propadion of adults working should

The propoton of sdults in rural aness
wesrdng thoid rise from 19 peroent 1o
40 percent.

from 54 pement to 65 percent.

Gross Domestic Product (GDP) shoukd
increase by 1.7 tifmes in real tarms, requicng

wenrage anvull GOP growth of 5.4 percert tver
the perid. GDP per capita should incraass Fom
about frowm about RS0 000 per person in 2010 @
AL IGO0 per person n 2000 in constant, prices.,

The proportion of naional income samed by
fthe hoticmn 4 peroert should nese from about
& percent today to |0 percent in 20301

Broden ownerstep of asets to hatoncaly
dhachirnigesd grougs
Exports (a8 measuned in volurme famms)
should grow by & percent 2 year to 2030
with non-traditional ssports groswing by
|0 perrent 2 year.

Increases naticra savings from | & percert
of GDP 1o 25 percent.
The bewel of gross foed capital formation
shiould rie from | 7 peroent 1o 30 percent,
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weith problc sechor fooed westsrrent risng o
10 poreent of GOP by 2030.

Publ: smployment programmes should
reach | rrdbon by 2015 and 3 million
ez fry JO3D.

Bectiors

|. Reduce the cost of ving for poor househoids
and costs of deoing business through
Iretreecanerm relsrns,

2 Deviop propoasls for an acoppiable rminimum
siaraiard of fving and proposak on hosw tor ackeeye
ithifs v i,

Y, Bemove the mod pressing constraints on
proath, imvesiment and job cresion, induding
enengy gereration and distribution, urban plarning
[ [ oM

4. Posien South Aftcs o sifract offthone Butiness
serices, and budd on the advariage provided by ks
ecommuncatons, banking and retsd S
Dperating in other couniries.

5. Incresse the benefil to the country of owr

imeneral nesounoes by

O Giving dear certainty cver property rights
(the right to mine)

O Increasing rall, water and enesgy
nasnachse

O Structure a maton regime that & G
ecpitabie and prechcable and that recognises
the non-renswable nature of minenal
PESCLICES.

. Broaden the expanded public works
programme o cover 2 millon fulime equivalent
ot by 200D,



T, Offer it incantive 1o ermplorers o reduce the
intal cont of hinng young lsbour marast entrants,
Fuclitate agreemert Debwesn ompioyes and
LR O erkny-evel wages.

B Gwve 2 sibsidy to the placement sector o
identify, prepare and place malric graduates Mo
[

%, Business and labowr o develop ther own
rugonsh o nedae poth Lo

10, Adopt & mone open mmgrabon Bppmoech o
] Suppdy of hegh-beend slelis,

11, Adopt an approach 1o handing probatiorary
period that reflects the intention of probation.

12, Smpifies demissal procedures for non-
performance or macondic, especaly ior smaller
firrns,

13, Strergthen degune resolfions medharsems in
the labos rrarket with & view 10 fecaceg berdaon
and violenoe.

CHAFTER &
ECOMNOMIC INFRASTRUCTURE

Objectives

@ The proporiion of people with access to the

edectricty grid should rise 10 at least 50 pencent by
2030, with non-grid opbors avalable for the st

0 The country would need an addboral 29
QOO of electricity by 2030, Aboiut 10 F00MW

of exdiling capacty | o be retred, imphing rew
ol of roee than 0 D00

O Af least 20 000N of this capacity should
come from rersaabls sources.

O Erdure that ol people hive acces to desn,
potabls wister 5 that there & encugh waler for
agncuiure and industry, recoprisng the rade-off
nthe use of water,

0 Reduce water demand in urban aness to |5
pencent beiow the business-as-mal scemano by
2030

@ The proportion of pecopie who e pubbe
trarapon for regulsr commutes wil | spand
sgrificandly. By 2030, publc transport will be user-
fendly, ks emerormenialy damagng, cheaoer
ard integrated or seamiess

0 Durban port ceacdty showld incresse from 3
irrllicen cosntainers & year 8o H0 mmillion by 2040,

0 Competbaly priced and widely aasiabls
Ibroadiand

Actionm.

Caal

14, Driure domeit securty of cod supply for
vt powst StaSoR Thecugh industry cormpadt,
more compreterave conl Teld plannieg and
opering up the VWaterberg for coal mining,

15, lveest in 2 new heavy-hadl radl cormidor o the
‘Weaterherg ool field, upgracde: the certral besin ool

network and expand export capacity in the ine 1o
Picharcds Bay.

Gax

|6 Enable exploratory drilling to identdy
ecrrrrically recoserabie aoal team and shals g
TS, while erwonTertl ivestgEions will
continee to ascertmin whether susiainable
expioitation of these resources & pomible. F g
resenves are proven and emvirgnmental concems
alifted, then development of these resooroe

SURMARTY OF QISECTIVES AND ACTIOMS




e - -t propects dhould be Bt tracked,

17, Incorparate & gresier share of gas in the erengy
rrix, both through importing Squefed natunl gas
and i resenves prove cormmencial, using shale gas
Develop infrastruciure for the import of lquefied
rabural gas, mainky for poses production, over the
shart bo medium term.

Electricity

IB. Move 1o less carbon-intensve  slecinoty
production through procunng ot least 20 000MWY
of menbwable enengy, Pomased Fyio-mpons
fom the regon and increased  dermand-sde
P, kel o water heaneg

19.Move Eskomis system opersior, planning
[Poveer procunesTent, poswer purchasing and posser
oortracting functions o the: independent sysiem
and rmarket opersior and acoslerated procunement
of independent power producers.

20, Reng-fence the siectrefy datri fon busneiet
of the |1 lanpest murcipaliies (wiich scoount for
Bl peroent of supphy), resche manterance and
refurbshment backiogs and deveiop a firandng
zan, dongsde mestTert Ahuman Gk

1. Fevae ratonal elecirification plan and ermsre
) perrert prid access by 0300 (aith Balanoe met
through off-grd techrologies),

Lispuanied fapeds

1. Upgrade fusl refinenes b erdure they meet
rew sl quallty sanderch and FEst on larper
stradep s socks 1o ermuane secunty of Bapoly,

21, Continue 10 import refined fusk, erpuring that

the growing defict in petroleum producs & met,
e defer dheascirann: cn- 2 mewy nefinery o 10| T

RATIOMAL DEVELDPMENT PLAN - 2030

Waler rescurces

A comprehenine  mMBnEgement Srategy
rodukng B0 ivesrert programimee for vl
nesouros developenent, bl water supply and
wastewaler management for maor centres by
201, with reviews every o years

25. Compiete prase 1 of the Lesotho Highiands
water project by 2000,

6. Timely development of several new wilter
schermed 1o supply wrben and industrial centres,
new Imgation systems n the Umnazirvubu rver
basin and Maknathind Flass, and & natonal waner
COMBENVEICN PROEAmIMe D IMpRove waler e
ane eficercy

AT, Creaie regioral water and wisteaater utiities,
ared epend mandates of the masting water boands
i(betwesr 200 2 and 201 T

Trarsport

28, Consohcpie and selectiely mxaand transport
and lopstcs infrastruciure, with key foos e
bory

O Upgradng the Durtan-Gauterg freight
comdor, incuding a rew port at e oid
Durtan srport ste.

o Expanding capacity of the coal, won ore and
to concessonmg parts of 1hi network.

O Bulking the N2 read through the Eastern
Cape,

O Publc trarsport infrastructune and sysems,
inchudirg the rensvwal of this corniriter ral
fleet, supported by enfanced lirks with
road-based wervices.

formnabion sl ComEmlEnsrations

rirasl PTG

2%, Extbishing a ratonal, regoral and munaopal
Fre-ootic network to provide the backbone



for broadband access; driven by private
restment, complemented by poblic funds
required 1o meet social obpectives.

30, Crange the regulsbory framework fo endune
that intermet broadbard capacty ireroved,
prices Gl sprdicantly and aocess Improves,

CHAFTER 5:
EMYIROMMENTAL SUSTAIMABILITY
AMD RESILIEMCE

Objeothes
0 A et of indicaiors for ratural resounoes,

accompanied by publicasion of arrual repors on
e health of identified resountes to o policy.

0 Atarped for the amoort of land and ooeans

irder protection (presently about 7.9 millon
Feectnres of larel, B4Bkrrs of coastion ard 4 | T2

sy liomitres of oonen ane protecind).

0 Achipes the peak, plaiesy and dedine
trjeciony for greenhouse gis emsons, with the
peak beng reached around 2025

O By 2030, an economy-wide carbon price
shaouiid be erirenched

O Zero emasion bulding sandarcs by 2030,

0 Abpolss reducions i the total volume of
wasie disposed o langfll each year,

O Atleast 20 000MW of renewable energy
shouid be contracted by 2030,

0 Improved deaster preparednes for extreme
e e,

O Incregsed investrnent in new sgroutrsl
technologies, resisrch and the development of

aclaprtataon sirabepes for the pretection of runl
Bvelhood snd expangon of commencal
agnoture,

Acthors

3, An independent Chmate Changs Cendre, in
partrership with academic and ofher appropriate
instftulions, i echabithed by povemment o
support the acsons of povertmen, busnew and
o' socety.

31 Put in place & repulstony framewodk for lnd
U, DO efiure Bl Cordervation and restorsticn of
[preshecing aneas

33, Carbon price, bulidng sandands, vehic
emamon sandards and municipal reguiaSon o
acfeee scale in mulating renewable energy;
washe recycling and in retrofitting bulidings.

34 Carbon-pricng mecharisms, supporied by a
wicker suite of ritygation policy Instrurrents o

drive energy efoery,

A5, Al ey Duliiegs 1o rrset Thie anangy-
eficiency criteria set out in South Alrican Mational
Sandard 204

36 Channed publc imvestment imto nesearch, new
aprotunl techrolopies or commercal frming,
a5 wed as for the developrrent of adagtation
srpteges. a5 support servoes for small-seake and
nursl e,

CHAFTER &
INCLUSIYE RURAL ECOMNDMETY

Db i
O An addtioral &43 000 direct jobs and 226

000 indirect jobs in the agrculture, agro-
processing and releed sectors by 2030

SURMARTY OF QISECTIVES AND ACTIOMS




0 Martzn & posthve trade balance ke prirnacy
and processed agroutuesl products,

Action

A7, Rurwd economies will be acihvisnd through
improved infrastruciure and service delbaery, a
resview of land tenure, service to small and rmicno
armers, a reviews of mining industry
ComaTetrrErs 0 wooal meestment, and boursm
imeesiments

38, Substartially incraae vestment i rigation
infrastructune in Makkathing Flats and Lirsnmibe
River Blasin,

19, Create tenure security for communal Temens,
epecialy women, imvestgate dierent forms of
francrg and vesting of private property rghts o
land refiorn beneficanies that does ot hamper
ibeneficzaries with a high debt burden.

CHAFTER T:
SOUTH AFRICA IH THE REGION
AND THE WORLD

Objectives
O Intra-regonal trade i Southern A thould

increass frorn T peroent of trade o 25 peroerd of
race by 2030,

O Socuth Alrica’s trade with regional neighbours
should inonegse fom |5 pencent of our trade o
30 percent

Articnm

&, Focus trade penetration and diplomate
preserce i bet-growing markets (Ao, Brard and
Alrica).

4|, Irplerrent 3 focused regonal inbegration
strategy with emphash on:
2 Poad, el and port infrestruchure in the

regon
6 Reducng rad tape, comuptan s delns st
Excler pOSiE
@ Using frandal ratitutions o parner with
businesses wanting to expand on the
continent
Srergenencg repora. cooperahan i food
and energy markoets and waber
ranagement.
@ Idertifying and promaoting practical
expperturatied kor cooperation bued on
CETERTTTry rabonal erdomemenis

&

CHAPFTER &:
TRAMSFORMING HUMAM
SETTLEMEMTS

Objectives
0 Sirorg and eficent spatial planning systemn,
weed inbegrated across the sphenes of povernment.

O Upgrade al irformal setterments on sitise,
weed lacated land by 2030,

0 Mo pecpls bang coser 10 ther places of
weork

O Better quality public traraporn.

2 More jobs in or dose to dense, urban
trrsrrhips.

Mctions
41 Reforrns 1o the current planning system for
Imanted anondindtasn.

43, Develop & strategy for densfication of cties
e rescuror alloceton o promois bether located
hoising and setthements.

A4 Substarinl imestnent o ensune safe, eliable
and afiorable public tansport.

BATIOMAL PLANNING COMBEESION: HATICMAL DIVILOPENT PLAN



45, Introduce ipatisl development ramesor s
rrre, mchadig mproveg the balance between
ication of jois and people,

45, Conduuct 3 comprehersive review of the grant
and subsidy regime for housing with a view 1o
eraure dversity in product end Sinance cptors
that would aliow ior mome howsehold chosos and
rciude atocused strategy on e houting e
rrarket, Frvoieng Dacka, subsces 4 ernplayer
Fsmary schermes,

A7, Matonal wpatisl restneciureg fund, inegrateg
gurrently defimed Linckng,

48. Establsh a nafional observatcry for spatial dasa
and analysi.

plarring and development of spatial compacts.

0, Itroduce rrschaninm. that weould maks L
Frdrkets work more effecieely for t poor and
ot rural and wban velioods

CHAFTER %:
IMFROYING EDUCATION, TRAIMNIMG
AMD INMOYATION

Objactives

o Make eary chichood developmert. a top
priority among the mesmsnes o impnoees the
qualty of ecucation and long term prospedts of
future penerations. Dedcred resourtes thouid
e chasnnelled fowands ertuning that all childnen
are vl cared for from a0 early age i recess
approprate emolonal. cogntive anG physial
developrer® stmultion,

o Al children shouid have at beast 1 years of
presschool educrtion.

O Al B0 percerd of leamarns in grades 3, &
ard 7 must acheeve 5 parcent oF moe n the
annua rational EEesEents in Reracy, maths and
SN0

o Between B0 - ¥ peroend of learmers should
complete | 2 years of schocling and or vocational
education with 2 'east BD percert sucresfuty
[passirg e et e

0 Erseste riastnochee backiogs and erdure
hast &l schoois et the menemm standanch by
2006,

0 Expard the collepe sysinm with a foos on
mproving qualty. Better quaity will bulc
confidence inthe cofiepe secior and aftrad mone
leamers. The recommended partcopation rate of
25 peroent would accommiodate about |25
illion i,

O Prowde | millon leeming opportunbes
through Corenuniy Educaion and Tralning
Cortres

0 Improve the throughput rate to BO percent
by 2330

@ Produce 30 000 artisars per pear

0 Increate ervolment 8 undeersties by of kst
M0 peroerd by 2030 30 that enrolments ncrskds
o abeast |62 erslbon froen 550 000 in 2010,

O Incresse the number of students elighe 1o

sudy towands maths and soence based degrees
1o 450 000 by 2030,

0 Increase the percentape of Ph guaifed saf
in the higher education sedior from the curment

34 percerd 1o cver T percent by 2030,

0 Produce mone than |00 dodorsl graduates

HURILARTY OF QISECTIVES AND ACTIOMS




jpesr mrallion per year by A030. That implies an
ircrease from 1420 in 2000 1o well over
5000 & year

O Expand soerce, techroiopy and reovaton
outpa s by Increaing research and development
spending by governmert and tvough
EnOCUNRging industry B0 do 5o,

Action

Emrly childhood development

51. Design ard impiement & rulrition programn
for pregnart women and yourg chideen,
iolowed by a chidhood development and care
orograrmme for al chidren Lnder te age of 1

51 Wncrease state funding and support b ensune
iriversal hoceds to two yeirs of eardy chidhood
ehevelopirerd expoiune bafore grade 1,

51, Srergthen coordnaton beteeen
departments, 5 well & the private and non-profiy
seciors. Foous should be on noutine day-1o-cay
cocrdination befween unis of departrments that
i samilar work.

Schooling
54, The interests of ol Sakefolders thould be
Binpred bo Support the common poal of achiedng
pood educational oultomes thal ane responsve 1o
CEPITRNY Miach BN Bocnane develapmenl.
@ Educational natitutions sheold be provsded
with the capacity 10 rglement pobcy
Where capacty is lacking, thes should be
addresosd as an ungent priority.
@ Teachers should be recognised for their
efiorts and professcnalem. Teaching should
b & highly valued professson.

55, Imiroducn iroinive sekered o 1o the
anrial ratonal Masssrert i revelrd dohool for
oSNt FrErovemieTS.

HATICMAL DEVELOPMENT PLAN - 2030

56. Top perfonming schooks in the publc and
private seciors sk e necognied a5 nalioral
assets. They should be supporied and not sadded
with unnetrssary Bunders.

57, Strengthen anc maard Furza Lushaia and
erre that graduates of the programme are

immediaiely swcrbed ino schools. it should not
b el B pracluates i find placermerts in sachool,

58, investguin Introgucing profesional
certficion. Mewty quaified teachers would need
5o dernocatrate Certn comoetens s Selore Ty
are empioyed in sohooks, and after that they
would be ofisred prelimirany or probatiorany
cerdhcabon, o be fnalsed based on
dermoratraled competence. The professional
carification of ol teachers would need (o be

Ferewe perodally

59, Crange the apposnimant proosss 10 erdurs

that compesent indesadal are attracied 1o

@ Candidries should underpo a competency
aSssstment o deterrrine ther akability
ard idertdy the areas i which they would
eed developrment and supporl

2 [Bersnabe wrion luence 0 promoling oF
apposnting principaly, The Department of
Banic Sducaton and provingial deparimerts
of education miat erdure tat buman
FESCANTIES IMSNAgeent Capacty &
improved and recruiment undertaken
cormectly.

© Implernert an eriry level quaFcaton for
principals.

Further education and training
60, Support The developrment of specaloed
PrOgramTe I urherites. loouding on tranng
college lectunens and provide funcing for
univenities io conduct reseanch on the vocasonal



kRS WECior,

6. Bulldl the capacity of FET irathutions o
becoeme the prefemed institutions for vocational
education and traning. Learmers shouid be able to
choose the vocational patimay before completing
Grade | 2. Expand the prographical spreac of FET
ot

62, Buiid a strorg relatonsh o betamen the
colege secior and industry. SETAs have & crucal
Feie i bulding relationshion Betveen sduction
institutions s the erplcpens.

Highar aduvearion

&1, Implement a MNational Programme o develop
the et Genersfon of Adcadernics for South
Adfrcan Higher Education

4. Complete the corstrucson of two new
urvversties in Mourralaga and the Northern
Caper; nenwy el schools in Limpopa and
rurnber of acedermie hodptas: sqand tha
infrastiruchone of eduing rstihsons and low all
vt (o v of distencn education to mech
Mo bearners,

65, Provide an option of a four-year university
degree, combined with bridging coureess and
rmore support for unersties 1o help shudents
from deacvantages backgrounds.

&b, Prenide &l Budents who gually for the
Matioral Student Financal Asd Scherre with
acorss 0 full funding through loar and burmanes
10 cover the costs of tuition, books,
accommodiation and other Ivng experes,
Students who do not qualify thould have access
f bank loans, baciosd by stale sureties. Both the
indacral Soudent Finsndaal Asd Schieme and Bank
s shad be recoveree Brough amangements
with the South Alrican Revenus Service. Service-

ferikd sctholarshepn shonsid be padable i ireid
such 8 munEng. teacheng and socisl work,

&7 Rl eviragraton requirements for highly
sl sciencn and mashemaics nachers,
techricans and reseanchers. Al graduates from
fioregn cournes should be granted 7-pear work
|perrnits.

CHAFTER 1D
HEALTH CARE FOR ALL

Objectives
0 Increase peecape ik o femae e

epncinny @t berth to 70 yeary,
O Progresvely irgroes TE présvention and

LT,
0 PFeduce maternal, infant and chilld mortality.

o Sgnificantly reduce prevalenoe of non-
icommunicable chronc diteases.

O Reduce inury, sccidents ind vickende by 50
pareent from 2010 el

o Deploy primary eashoans bean provide
e bo familes and communities.

0 Bverpone must have access o an equal
starcand of care, regardiess of their income

0 Rl porsts weth slalled, cormmitted and

Ao
Addrees the ocial determinants that

afMect laalth and diiaaia

8. Prorreite Feakiy dots i prnyssel sty

HURILARTY OF QISECTIVES AND ACTIOMS




Stremgthen the heslth stem

6%, Bring in ackdiional capacty and opertise 1o
strerggtiuery Paakh system o the gt e,
inplerne & rational health iInlorration gyshen 1o
ergure that al parts of the sysem have the
required moabon i eflecvely achieve ther
resporsibiities: put in place 2 human nesource
straiegy with national nomre and standards for
staffing, lnled 80 & pacicige of care; determing
e Gualiications for hospital managens,

Prevvert and restliice tha diisase burdan

and promots Faabth

70, Prevert anct control apemic burdens
through determing and treating HIVIAIDS, nirw
epschernics and alochol abuse: improve the
abocation of resources and the avalabdcy of
heakh personne! in the public sscior; and
improve the quality of e, operational eficency,
eabth weorker moraie and kadership and
Inncwation.

Implerment Mational Health Irsurance
Tl rplement the scharms in & phided manmer,
g o
@ Improving quakty of cane in pubis cikties
@ Paducng the relative cost of private
medical care
@ Incressing the number of medical
profesmona’s
@ Introducing a pabent record syster ard
supporing informuation technology sysiems

Auild human rescurces in the health
oCT o

T Accelerats the producton of comimurty
et Spocalist in the fve Maen Spociabst Breas
{rreicine, surgery, indhuding anassthetics,
obstetrics, pasdiatrics. and prychiatry) and train

e P ST,

T3, Feonuit, train and depioy 700 000 community

RATIOMAL DEVELDPMENT PLAN - 2030

health wironrs b rmplament comrmurty-babed
prirvary Faalth care.

CHAFTER 11:
EOCIAL PROTECTION

Crbjnctioe
0 Ereure progressvely and through muliple
weenues that no one ves below a defired

O Al children should enoy services and benefts
e Al Buciltating steds o nutriton, heath
e, educabon, socs cane and ety

O Addeess problems such 55 hunges,
madnufriton and micronuinent delicences that
affect physical grown and cognitive: development,
especialy among chidren.

0 Address the sills defict in the: socal wellare
- w i

0 Provide noome wppon 1o the unermpioyed
Throwgh vanous Mtve Bhour Parke! s
SCh i pubkc works programenes, trning e
skl deveioprent, and other Bbour market
relatedd iroentives.

2 Al working individuals should maie adequate
presion for rebreme through mardeed
spvings. The state should provide mesunes 1o

0 Sl protection pysere musl respond o
the growth of temporany a7 part-bere contracts,
ard the increasing importance of selif-employment
ard establish mecharisms 1o cover the risis
amocted with such.

0 Crege an eflecte socal welane gystem that
idelbvers beeiler results for vinerable groups, with



the stsle plinng & linger robe cormpared & ros,
Chel soaciety' shonkd complenent govermiment

NI,
7]

Actiens

T4, Toguther with socid partnens, defonming &
social foor that can be progressively realised
#ough rising employment, higher eamings and
social grarts ard other apecs of the socal wage.

5. Increase the sopty of four crlegones of socal
servce profewsonal 1o 55 000, 1o respond o the
derrand tor sporopraie s socs weltare
ServacEs, e, SOCH] WOrkErS, odkiry OF BSSEtal
socal workers, comremunly Sraopment
worieers, and child and youth care workers.

M. Identiy the main dements of 2
wiralegy and lbunch a campagn.

T7. Create incenthes thal encourage 3 cuture of
ndivchual tndng koe ks and ks of ncome dus
i oid e, ness, ngury oF lods of weork for

warinrs in both the formal snd informal secon.

T8, Expiore desgrs of 3 mstune of fnancng and
institutional frameworic that enables those in the
informal econamy o partidpate in contributony
socil irsuranoe schemes,

T9. Filot mechaninms and incenipes o st the
ke 16 aceema T labous Mt

B0, Expand mosting putlic ermgioyrrent mitisthves
i oreate opportuniies for B unemploynd,

8. Develop a consoldated irstitutonal
framerwork that supports coherent policy
el W ) el "
aversght of the systern.

CHAPTER I3:
BUILDING SAFER COMMUNITIES

Disfecthes
I 2000 people Iving i Seuth Alrics heel sue 2

havvn no fear of crime, Thay fesl wafe o home, at
schonl and & work, and they engy an acive
community e free of fear. Women cn walk
freely in the street and the chidren can play slely
outtde. The police serdce s 2 wel-nesounted
orofessoral irstitution stafed by highty skilbed
officers who value ther worls, serve the
CoFnrTLrTty, SepUATT et A pronerty witht
dcrirination, probect the pescell ageest
wickanon, and respact the rights of &l to ecuality
and justice,

Actians

82, Safety audits done in 3l communities fooussing
on crime and safety condibors of the most
wiznerable in the community.

B3. Al schools should have learmer safety plans,

. Derrilitarse the pobos foros and tran o
pobon parsannel i prolsssionsl poloe ethics snd
pracice.

85, Increase comemunity participaton in crime
B6. The Mational Rural Saflety Strategy Pan must
be mplermented n high rak aree moking al
rode players and stasehoiders,

B7. Mobdne youth for inrer cty sshety 10 secune
safe places and spacis for young people.

BE. A jsdciary-led irdependent court
acmirstrabon must be deveioped.

B9, Chear oriteria for appointment of judges muss

HURILARTY OF QISECTIVES AND ACTIOMS




e ot i place. (With ermpshase on the aarcdse’
progressve cridentss gnd transkommathve ol
shdosopity and mperse).

B0, Compuisory qomimunity sendon must be
extercied io all bew praduates fo enhance access
0 pustion and prosate veork oppodunities for
grachaie bvwyers

CHAPTER 13:
BLILDH MG A CAFABLE AN
DEVELOPMENTRAL STATE

Objectives
0 A stabs that n capable of plirng &
Sirveloprmintal v translonmative rob,

@ A pubbc service immensed in the
developrment agenda but irmuted from undue
poltical inerference.

O 5taff a1 af bevels have the authority,

experience, competence and support they reed
1 o thesr cite,

0 Relators betwoeh naonal, prosdncsl ird
cal pewvernimernd are improved through & mone
Proactive spercach 10 maraging the
interpovermmental fysiem.

0 Clear povemance structures and stable
leaderthip enabie date-gared enteprises [S0E)
o achiewe thasr deveiopmental potental,

Actian

Stabilne the political-adminhiratie

It mrfdcm

. Create an admindtrative head of the puliic
Sl with respormbality ke rdnagng the Cines
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CHAPTER ONE

KEY POINTS

Policy making
in a complex
environment

The current financial crisis has highlighted the
increase in economic inequality globally and
given rise to a call for efficient market policies

that also embrace principles of social justice.

Over the next two decades, emerging
markets and developing countries will power
global growth as they shed their role as
suppliers of low-cost goods and services, and
become providers of capital, talent and

innovation.

Africa’s changing demographic structure,
increasing urbanisation, untapped
agricultural potential and need for better
infrastructure present significant

opportunities for growth.

While climate change is a major threat,
developments in science and technology will
enable countries to mitigate the effects,

without undermining growth.
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INTRODUCTION

In the next few decades, the world is expected to
experience unprecedented changes. A confluence
of diverse and numerous developments — an
explosion of urbanisation, revolutionary
innovations in science and technology and a
rebalancing of economic power from developed to
developing countries — offer new opportunities.
However, the cumulative effect of these
developments is highly uncertain. Managed
correctly, the interconnectedness that has enabled
globalisation can bring enormous benefits, not least
a reduction in poverty and greater social
integration. However, failure to curb the financial,
technological and social threats associated with
globalisation pose substantial risks. The global
effects of the financial crisis that began in 2008 are a

case in point.

To take advantage of the opportunities while
preparing prudently for the risks will require policies
and actions that regulate and incentivise innovation,
capitalise on recent trends, such as increasing
urbanisation, and enhance the capacity to resolve
conflicts and address challenges at a global level,
necessitating a better understanding of the main

drivers shaping trends.

INCREASED INTEGRATION, INCREASED
COMPLEXITY, INCREASED RISK

Economic integration has accelerated over the past
three decades. Between 1980 and 2005, world
merchandise imports and exports increased more
than seven times, while global foreign investment
flows grew |8-fold." This was on the back of a
32 percent rise in real world gross domestic
product (GDP).

Technology has both deepened and accelerated the
world's interconnectedness, enabling higher
growth, a leap in trade and a great surge in cross-
border investment. The pace is likely to quicken
further over the next two decades as information
flows and capital movements, trade and migration

speed up.

Air transport, container traffic and logistical chains
have negated the effects of distance. Better
infrastructure has hastened the flow of people into
towns and cities. The world's population has nearly
doubledsince 1950; the urban share of the total has
increased from 29 percent in 1950 to over
50 percentin 2009. The internet, mobile telephony
and growth in computing power have made virtual

proximity almost universal.
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Global integration has brought benefits, spurring
growth for a generation. Until the 2008/09 crisis,
many developing countries were making good
progress in reducing poverty. Between 1981 and
2005, the share of the population in the developing
world living below US$1.25 a day more than
halved, from 52 percent to 25 percent. China cut
the percentage of its citizens living in poverty to
abouta quarter ofits 1990 level in just two decades.
Between 1997 and 2007, the percentage of
Africans living on US$1.25 a day fell from
59 percent to 50 percent. Economic growth,
spurred in large part by exports, has been key to
reducing poverty in developing countries. Over the
past three decades, global trade grew almost twice
as fast as GDFE due to revolutions in transport and
communications, and a sharp decline in import

tariffs.

Globalisation has also been marked by negative
trends. Inequality has risen. The gap between the
rich and the poor has grown in almost three-
quarters of Organisation for Economic
Cooperation and Development (OECD) member
countries over the past two decades.” The Gini

coefficient, which measures inequality of

FIG 1.1 GLOBAL EQUALITY
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distribution (O being total equality and | being the
widest disparity), worsened globally from 0.44 in
1950 to 0.54 in 2000.” A quarter of the population
in developing countries still lives on less than
US$1.25 a day, | billion people lack clean drinking
water, 1.6 billion have no access to electricity,
and 3 billion do not have adequate sanitation.’
HIV/AIDS has been devastating in sub-Saharan
Africa.

Deeper levels of integration have been
accompanied by uncertainty and volatility, as shown
by the widespread financial — and then broader
economic — contagion after the collapse of Lehman
Brothers in September 2008. This was followed in
late 2009 by the start of a sovereign debt crisis in the
eurozone. The crisis began when a new
government in Greece revealed that its
predecessors had concealed enormous deficits.
The crisis spread across the Eurozone, with first
Greece, then lIreland and Portugal, requiring
financial support, leaving Italian and French banks
particularly exposed. Within two years, the volume
of world trade fell by a third as the crisis spread from

country to country at staggering speed.

2050 increasing inequality?

1950 1955 1960 1965 1970 1975
Year

1980 1985 1990 1995 2000

Source: Branko Milanovic (2007) in Goldin and Reinert °
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The recession has been most sharply felt in
developed countries, but developing economies
have also felt the effects of depressed growth. Un-
resolved global imbalances and austerity measures
are affecting confidence and consumption
worldwide. Central banks have used up their
arsenals, while money pumped into the system has

caused inflationary effects in emerging markets.

The challenge is identifying a path of recovery given
the unknowns. No one knows for certain whether
the European Union will evolve or finally break up,
what China's growth trajectory will be and what the
implications for Africa are. Economics helps us
understand how recovery might happen when the
problem lies in one country, not when all countries

are affected.

Clearly though, the crisis seems to have affected
those who can least afford it, threatening the
achievement of the United Nations' Millennium
Development Goals and weakening the middle
classes. Global unemployment rose 6.6 percent in
2009, while youth unemployment saw the largest
rise in decades. High youth unemployment and
food-price increases tipped several countries in
North Africa — and Syria in the Levant — into revolt
against corrupt, authoritarian leaders, raising
questions about stability in the neighbouring oil-rich

Gulf states.

The fallout from the financial crisis was a sobering
reminder of the weakness of governments and
global institutions. As economic conditions
worsened in the United States in 2010, and the
European Union began to face its own crisis, the
initial success of a synchronised approach faded.
The inadequate response is partly due to the
complex, systemic nature of the challenges.
Neither governments nor the relevant international
institutions are set up to monitor or assess the risk of

systemic contagion, or to deal with systemicfailure.

NATIONAL DEVELOPMENT PLAN - 2030

The widespread negative effects of the recession
have increased doubts about the viability of the
global economic order built over the past three
decades, leading to growing pressure for more
inclusive, secure and sustainable globalisation.
Wealth and income disparities, both national and
international, threaten economic development as
well as social and political stability. Despite robust
growth in some emerging economies, many are
trapped in a cycle of poverty. About | billion people,
mostly in sub-Saharan Africa and South and Central
Asia, survive on less than 2 percent of the world's

wealth.

Business and government leaders canvassed by the
Harvard Business Review (201 I) cited increasing
economic inequality and the opaque and fragile
global financial systems as possible sources of a
serious breakdown in the system itself. Many agree,
such as the demonstrators who occupied Wall
Street, those who forced the closure of St Paul's
Cathedral in London, those camping in the main
squares and thoroughfares of Madrid and
Barcelona, and those clashing violently with police
in Athens. Around the world, people are indignant
at the inequity of a system that passes the cost of
failure on to taxpayers and those dependent on
jobs, while the benefits of its success are
disproportionately enjoyed by traders and senior

financial executives.

The widespread effects of the financial crisis are only
one example of a wider problem of global chal-
lenges whose workings are not fully understood.
Many scientists believe that population pressures,
urbanisation and rising consumption and waste are
pushing planetary boundaries to breaking point with
uncertain, but potentially catastrophic, con-
sequences. The most familiar example is climate
change, which poses huge environmental, social
and economic risks to communities in different

parts of the world, and potentially to humankind.



Other systemic crises are entirely possible. These
include cyber-attacks that could cripple financial
markets, electricity supplies, transportation
networks, and supply chains; and the outbreak of a
pandemic that could disrupt travel, tourism, trade,

financial markets, and domestic and regional order.

The scales are tipping

Economic policies under review

Laissez faire free-market doctrines have dominated
global economic policy-making for 25 years. The
era of rapid economic globalisation, against the
backdrop of the collapse of the Berlin Wall in 1989,
led many to believe in the triumph of a particular
perspective or model, particularly in the
relationship between the state, the market and the
citizen. A "unipolar" view characterised by western
(and particularly Anglo-Saxon) economic and
political norms became dominant. But the global

economic crisis has prompted a rethink.

The crisis has increased the focus on the role of
government, and in particular on government
failure to regulate and prevent systemic collapse.
The "markets are efficient” mindset, which arose in

the United States and Britain inthe early 1 980s and

FIG 1.2 SOVEREIGN EXTERNAL DEBT

spread rapidly worldwide over the next 25 years,
asserted that freer markets are always better. Both
traditional economic theory and experience show

this is not correct.

Specific conditions make it possible for markets to
work efficiently and market failure is common when
these conditions are not satisfied. In a 2008 review
of eight centuries of financial crises, former
International Monetary Fund (IMF) chief economist
Ken Rogoff and Carmen Reinhart showed that
"serial default is a nearly universal phenomenon as
countries struggle to transform themselves from
emerging markets to advanced economies ... [and
that] crises frequently emanate from the financial
centres with transmission through interest rate
shocks and commodity price collapses. Thus, the
recent US financial crisis is hardly unique". The
graph below highlights the experience of the past
200 years.

The crisis has encouraged the search for sound
perspectives on economic policy. The most
influential critics are not seeking to replace
mainstream economics or eliminate the benefits of

globalisation. They focus on the failure in the past
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few decades of economists and governments to
apply much of what used to be standard knowledge
and practice about market failures. Rather than a
policy lurch to another polar position, the call is for
efficient market policies that also embrace principles
of social justice, empowerment, and a balance

between rights and responsibilities.

A common theme emerging in the debate is the need
for a more nuanced balance among the roles of gov-
ernments, the private sector and the market to
achieve dynamic economic growth. Successful count-

ries such as China and South Korea illustrate this.®

Credible and sustainable national policies should be
based on the specific situation of each country,
taking the global context into account. Economic
policy-makers must recognise that institutional
failures are endemic in the working of markets, and
that it is not feasible to eliminate them.” Policy-
makers should anticipate the risk of failure, and both
encourage transparent markets that offer an
appropriate balance between risk and return, and
be alert to distortions that are likely to lead to

marketfailure.

Their refusal to abdicate government's
responsibilities to the working of the financial
markets protected countries such as Germany,
Canada, Australia, India, Brazil, Turkey and South
Africa from the worst effects of the financial crisis of
2007/08. China's unique blend of market
economics and state direction steered it through
the turbulent waters, albeit with high inflation and

rising social discontent.

Balance of economic activity

The composition of global growth and wealth has
changed dramatically since the 1990s. The recent
economic and financial crisis in the United States
and Europe and the increasing economic

prominence of emerging market and developing
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countries has contributed significantly to the
changing balance of world economic power. China
has become an especially dominant force in the
global economy. In 2010, it outstripped Japan to
become the world's second largest economy as
measured in nominal GDP (about 40 percent as big
as the United States economy), and was by far the
biggest contributor to global GDP growth; its
economy added US$638 billion to growth in global
nominal GDP, versus US$497 billion added by the
United States economy. By some forecasts, China
will overtake the United States as the largest
economy by 2025; others put the date at 2035, or
even 2050.

Vibrant growth is also expected in India and South
East Asia, as well as Eastern Europe, Latin America,
parts of the Middle East, North Africa and sub-
Saharan Africa. While the euro area, Japan, Britain
and the United States will still play a major role in
supporting growth in the decades ahead, global
growth, demand and aggregate wealth are shifting
toward the emerging economies. The World Bank
suggests that by 2025, six major emerging
economies — Brazil, China, India, Indonesia, South
Korea and Russia— willaccount for more than half of
all global growth, growing, on average, by
4.7 percent a year to 2025, by which time their
share of global GDP will have grown from
36 percent to 45 percent. The advanced
economies are predicted to grow by 2.3 percent

overthe same period.

As economic power shifts, emerging market
economies are helping to drive growth in lower-
income countries through cross-border investment
and trade.” Trading patterns are starting to reflect
this. From 1990 to 2008, Asia's share of Africa's
trade doubled to 28 percent, while Western
Europe's portion shrank from 51 percent to
28 percent. Europe accounts for 30 percent of

Africa's exportsand China | 7 percent —although



FIG 1.3 THE WORLD IN 2050

The top 30in 2050
Size of economy in
Order in 2050 2050 (Bn, Constant
by size 2000 USD)
1 China 24617
2 us 22270
3 India 8165
4 Japan 6429
5 Germany 3714
6 UK 3576
7 Brazil 2960
8 Mexico 2810
9 France 2750
10 Canada 2287
11 Italy 2194
12 Turkey 2149
13 S. Korea 2056
14 Spain 1954
15 Russia 1878
16 Indonesia 1502
17 Australia 1480
18 Argentina 1477
19 Egypt 1165
20 Malaysia 1160
21 Saudi Arabia 1128
22 Thailand 856
23 Netherlands 798
24 Poland 786
25 Iran 732
26 Colombia 725
27 Switzerland 711
28 Hong Kong 657
29 Venezuela 558
30 South Africa 529

Rank change Income per capita
between now (Constant 2000 USD) Population
and 2050 2050 2010 (Mn)
2 17372 2396 1417
-1 55134 36354 404
5 5060 790 1614
-2 63244 39435 102
-1 52683 25083 71
-1 49412 27646 72
2 13547 4711 219
5 21793 6217 129
-3 40643 23881 68
0 51485 26335 44
-4 38445 18703 57
6 22063 5088 97
-2 46657 16463 44
-2 38111 15699 51
2 16174 2934 116
5 5215 1178 288
-3 51523 26244 29
-2 29001 10517 51
16 8996 3002 116
17 29247 5224 40
2 25845 9833 44
7 11674 2744 73
-8 45839 26376 17
0 24547 6563 32
9 7547 2138 97
13 11530 3052 63
-7 83559 38739 9
-3 76153 35203 9
7 13268 5438 42
-2 9308 3710 57

Europe will continue to be South Africa's biggest
trading partner for some years to come, the gap

with China is expected to narrow significantly.”

A number of drivers are behind the growth in
emerging markets, including technological
progress, better education and economic
management, greater openness to international
trade, changes in the use of land, and domestic
migration from low-productivity to high-
productivity sectors. However, demographic shifts
and urbanisation (see chapter 2) stand out as key to

improved economic performance.

Declining birth rates over the past decade are
changing the demographic profile of most emerging
market economies, leading to lower dependency
ratios — on average, a working person will have
fewer very old or very young dependants. Partly as

aresult of this, 70 million people (mostly in

Source: HSBC, 2011

emerging economies) are expected to cross the
threshold to middle-class status with annual
earnings of between US$6 000 and US$30 000

eachyear.

The second driver is the largest urban migration in
history. Agricultural workers are leaving the land,
where they were often engaged only in subsistence
farming, for urban jobs. This is leading to the
development of new mega- and mid-sized cities.
This year, for the first time, more than half of China's
|.34 bilion people were classified as urban

residents.

Planning for these mass migrations will bring
enormous pressures. Large slums are already a
feature of the world's largest developing world
cities. Traditional ideas of slum clearance have been
challenged by radical new thinking, driven by the

sheer scale of urbanisation and its economic
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consequences. Architecture for Humanity, which
has upgraded slums in Brazil, Kenya and South
Africa, argues that modern city design should

tolerate slums by learning from them.

The effects of urbanisation include growth in the
wage-earning class (where jobs are available);
higher demand for education, consumer goods,
health care and transport; a new business class of
entrepreneurs and managers; and gains in output
per worker. As China and India become
manufacturing and service powerhouses, labour
productivity is growing at more than five times the

rate of most western countries.

Emerging markets are becoming key areas of
growth in consumption, production and, in some
cases, innovation. The policies and strategies of all
countries and companies will need to address the
challenge of a global economy driven by low-cost,
high-growth companies or innovation in many parts
of the world. Governments will need to create
enabling environments for their business sectors
and develop strategic policy frameworks that

exploit this reality.

Companies will have to develop new business

models and products that match the needs and

wallets of the growing emerging market urban
populations. Levels of income per capita will still be
relatively low — these consumers will wield, on
average, just |5 percent of the spending power, in
real dollars, of their developed-world counterparts.
China's income per capita today is just 6 percent of
thatinthe United States. Even a predicted sevenfold
increase by 2050 will bring it to only 32 percent of
the United States figure. In India, income per capita
is just 2 percent of that in the United States. To serve
these customers, companies will need to focus on

innovation and develop new business models.

The expected global economic rebalancing
depends on the ability of emerging market
countries to maintain their current growth trends.
This is not inevitable. Continued economic
dynamism will depend largely on policy, steering
economies away from low-productivity activities,
such as subsistence agriculture and informal trading,
to sectors that lift the country up the sophistication
ladder.

This means wider and deeper investment in
education and skills training, and enabling
employment in high-value jobs. This is essential if
developing economies are to reap the benefits of

theirfavourable demographic make-up.

FIG 1.4 EMERGING MARKETS AND GLOBAL GROWTH
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FIG 1.5 RATIO OF WORKING-AGE POPULATION (16—64)
2.2 TO THE REST OF THE POPULATION (1950-2050)
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Balance of global political power

Economic globalisation has outpaced political
globalisation. The pillars of the international political
order suffer from democratic deficiencies — their
structure, which dates from the decade after World
War I, primarily serves the interests of the
advanced industrial countries. In the IMF for
example, quotas, which are the main determinant
of the voting power of members, are allocated on
an economic power basis that no longer reflects
economic realities. A failure to shift quotas to
dynamic emerging markets and developing
countries undermines the Fund's relevance and
legitimacy in promoting global growth and

economic and financial stability.®

The inequitable distribution of power in global
organisations such as the United Nations, the
World Bank, the IMF and the World Trade
Organisation has made them hostage to power
blocs and particular economic policies, limiting their
ability to take central roles in global problem-
solving. Bodies such as the Group of Eight (G8),
Group of 20 (G20) and Group of 77 (G77), have

similar limitations. Bigintergovernmental

1 1 1
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Source: World Bank, 2011

conferences tend to be too ritualistic, long on
declarations and short on implementation. The
original model of the Group of Seven (G7) was
exclusive and did not represent the new world
economic order, but extending it has resulted in
unwieldy gatherings where form trumps substance.
The new institutions have been set up without an
overarching structure, resulting in competition and
an unbalanced distribution of responsibilities and

power.

A review of the governance structures of many of
these bodies and organizations is long overdue.
The past four years have underscored the need for
fundamental redesign. Developing countries,
including South Africa, are in a strong position to
advance a reform agenda that had impetus even
before the financial crisis. These countries need to
push for more balanced representation in global
forums and for institutions that are attuned to the
challenges of social and economic justice.
Commenting on United States President Barack
Obama's nomination of Jim Yong Kim as the next
president of the World Bank, the Financial Times
said: “Washington needs to reboot the World
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Bank's legitimacy and relevance in the eyes of the
poorest countries, which are increasingly turning to
China and the private markets for investment and
capital. If it continued to appear to be a preserve of
the old rich club, the emerging world will continue
tolook elsewhere.”"'

National institutions also need to be overhauled.
While leading companies are forced to adopt
management policies and styles that reflect their
global reach, in most countries, the public sector is
locked into outdated national models that do not
allow governments to deal with global challenges.
Most domestic regulators have only a national
remit. Treaties and conventions take too long to

negotiate, are often not ratified, and when they are,

12
are rarely enforced.

Over the next two decades, both governments and
companies will need to adapt continuously as they
address the risks and opportunities of the evolving
global environment. National governments,
especially those whose societies are characterised
by high levels of inequality, such as South Africa, will
need to introduce more equitable economic
policies to hold on to domestic legitimacy and adjust

toachanging and increasingly complex world.

Rise of Africa

Africa is the second most populous continent after
Asia. Its current population of nearly | billion is ex-
pected to rise to 2.2 billion over the next 40 years.
Between 2000and 2010, GDP grew at 5.6 percent

e T AP
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ayear, topping 7 percentin 2002, 2004 and 2007."

Africa's poor economic performance began to
improve in the mid-1990s. Macroeconomic re-
forms brought down inflation and opened eco-
nomies to international trade. Led by the two
largest economies, South Africa and Nigeria, many
countries built prudent fiscal positions after 1995.
Political and macroeconomic stability and micro-

economic reforms consolidated the growth path.

Foreign debt as a percentage of GDP and debt-
service obligations as a percentage of export
revenues have both declined dramatically to levels
comparable to those of other regions, and
sovereign credit ratings in some countries have a
positive outlook. More countries are now seen as
"frontier emerging economies"’, with relatively
developed financial markets, including Botswana,
Cape Verde, Ghana, Kenya, Mauritius,
Mozambique, Namibia, Nigeria, Seychelles, South

Africa, Tanzania, Uganda and Zambia.

Foreign direct investment has increased
dramatically, from US$9 billion in 2000 to
US$62 billion in 2008. Total foreign capital flows
into Africa rose from US$15 billion in 2000 to a
peak of US$87 billion in 2007. Relative to GDP, that
is almost as large as the flows into China. The rate of
return on foreign investment in Africa is higher than

inany other developing region.
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In part, this is due to an improved business
regulatory environment. A study of publicly traded
companies operating in Africa between 2002 and
2007, mostly in manufacturing and services, found
that average return on capital was about two-thirds
higher than that of comparable companies in China,
India, Indonesia and Vietnam. Similar trends were
found in foreign direct investment, with American
companies achieving a higher return on African

investments than on those in other regions.

Interest in Africa's rich mineral resources accounts
for much inward investment, but higher investment
in infrastructure and better education have laid the
foundation for other sectors as well. McKinsey's
analysis indicates that all sectors contributed to the
growth surge, including resources, finance, retalil,
agriculture, transportation and tele-
communications. Natural resources contributed
only 24 percent of GDP growth between 2000 and
2008."

Average years of schooling are catching up with
those of the rest of the world, after having increased
more than fivefold since 1960. Nevertheless,
education and preparation for employment are
both poor in quality. Although primary school
enrolment rates across sub-Saharan Africa have
doubled inthe last generation, completion rates are
still under 70 percent, compared to over

90 percentfor North Africaand East Asia.

Advances have not been uniform across the
continent. Africa is highly diverse. The GDP of the
|0 largest countries makes up more than
70 percent of the continent's total, and 34 of the
world's 48 poorest countries are African. The
average annual income south of the Sahara,
excluding South Africa, is only US$342, and more
than 40 percent of the people in sub-Saharan Africa
live onlessthan US$ | aday.”

Opportunities

Minerals underpin the economic strength of many
countries. Africa holds 95 percent of the world's
reserves of platinum group metals, 90 percent of
chromite ore reserves, 85 percent of phosphate
rock reserves and more than half of the world's

cobalt.

In addition, there may be a gap between the actual
endowments and what has been identified and
exploited. Substantial reserves could yet be found."®
So the future might bring a considerable increase in
Africa's commodity exports, changing the economic
map as new resource-rich countries emerge, and

prolonging and deepening growth.

Most African countries have not used their
commodity wealth to reduce poverty. The
proceeds of oil or minerals extraction have largely
been consumed, rather than invested in people and
infrastructure. Ugly and costly political contest for
control of revenues is still a serious problem in parts

of the continent.

Over the next 20 years, other endowments will
come to the fore, including a demographic profile
that will potentially boost both productivity and
consumption; infrastructure deficits that present
investment opportunities; and suitable conditions
for large-scale agricultural and agri-processing
development, both for domestic consumption and

forexport.

Africa has the world's youngest population, and in
less than 15 years it will be home to one quarter of
the world's population under 25 years of age. Africa
will benefit from a large, mostly youthful, working-
age population that will have progressively fewer
dependants to support as fertility rates fall further.

The current generation of young people can greatly
expand the continent's productive workforce, but

without education, skills and programmes to
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promote job creation and entrepreneurship, it also
poses a major risk. About 54 percent of Africa's
youth are unemployed today, and nearly three
quarters live on less than US$2 a day. Unless this
changes, the potential for political instability is great.
Recent developments in North Africa have shown
the consequences when young people do not find

work and feel deprived of dignity.”

The rapid growth in the working-age population
will be matched by a dramatic rise in the number of
people living in cities. Analysts project that by 2030,
over 50 percent of Africa's population will live in

cities, many of which will be megacities.

Massive urbanisation will lead to a fundamental shift
in the economic profiles of many African countries.
Although 40 percent of Africa is urbanised today,
agriculture accounts for 70 percent of employment
and |5 percent of GDP This balance will change,
bringing the continent more in line with other
developing economies. Agricultural output makes
up 7 percent of GDP in Brazil and 12 percent in

China. In the G7 countries, agricultural production
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is now less than 3 percent of all goods produced.

Urbanisation not only reduces the number of
people engaged in small-scale agriculture; it also
facilitates economic diversification. The combined
effects of lower dependency ratios and greater
urbanisation ought to have a further significant
impact on the productivity of the labour force.
Productivity levels have been growing since 2000 at

anaverage of 2.7 percentayear.

Africa will soon be the last remaining major low-
wage region in the world. Per capita GDP in Chinais
already above the global average. China is moving
up the industrial ladder, shedding enough
manufacturing jobs to double manufacturing
employment in other low-income countries,

particularly in Africa.

In addition, Africa's extensive coastline and
proximity to European and North American
markets puts Africa-based firms in a strong position
to displace Asian competitors in labour-intensive

manufacturing.
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Employment and urbanisation will drive a huge
increase in consumer spending. Over 80 million
households in Africa now earn at least the
equivalent of US$5 000 annually — an increase of
80 percentin eight years. Between 2005 and 2008,
consumer spending in Africa increased at a com-
pound annual rate of |6 percent, well over twice
the GDP growth rate. In all but two countries, GDP
per capita increased. Many consumers have moved
from the destitute level of income (less than
US$1 000 a year) to the basic-needs (US$1 000 to
US$5 000) or middle-income (up to US$25 000)

levels.

Mirroring the pattern of urbanisation elsewhere in
the developing world, the number of households
with discretionary income is likely to rise by
50 percent over the next decade, to 128 million.
McKinsey suggests that sub-Saharan Africa's top
cities could have a combined spending power of
US$ 1 3 trillion by 2030."”

This has particular implications for banks, tele-
communications companies and manufacturers of
fast-moving goods. McKinsey projects that four
groups of industries — consumer-facing industries,
agriculture, resources, and infrastructure — could
collectively generate US$2.6 trillion in revenue
each year by 2020, US$! trilion more than in
2010.%

The explosion in consumer demand is particularly
evident in mobile telephony. In the past 10 years,
the number of mobile subscriptions rose from
|5 million to 500 million, and it is expected to
increase to close to 800 million by 2015. Over the
next five years, east and central Africa will have the
highest mobile subscription growth rates in the
world. Nigeria is already the world's tenth largest

mobile market.

Internet use has also risen in Africa, to about

120 million users. The World Bank estimates that
the industry attracted US$56 billion in investment in
the decade to 2008, despite challenging market
conditions, including high connectivity costs, high
usage charges and poor electricity supply.
According to the International Telecommunications
Union, the top five most expensive places in the
world for fixed-line broadband in 2010 were all in

sub-Saharan Africa.

New fibre-optic cables can reduce costs and extend
connectivity. A range of mostly privately funded
cables on Africa's east and west coasts will allow
dramatically better connectivity and will lower costs
for users if intra-regional networks are built.
Already, Africa's international bandwidth capacity
has increased 120 times to over |0 terabytes per

second since 2008.

The continent's massive infrastructure deficit,
though debilitating, also presents great
opportunities. Africa has the weakest infrastructure
in the world — average electricity costs of US$0. 18
per kilowatt-hour are about double those of other
developing countries. The largest infrastructure
gaps are in energy, with citizens in 30 of the 47
countries in sub-Saharan Africa facing regular power
shortages and power interruptions. Power outages
are responsible for a loss of between | percent and
6 percent of potential GDP every year. Road
density is lower in Africa than in any other
developing region, with |52 kilometres of road per
| 000 square kilometres of land area. Bridging the
infrastructure gap will cost about US$93 billion a
year, with about 40 percent in the power sector.”"

Poor infrastructure and tough market conditions
force companies to develop business models and
products for price-sensitive consumers. Innovation
driven by necessity delivers solutions that may
provide useful springboards into other markets.
The pioneering work in mobile money transfers is

one of the notable innovations in response to poor
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infrastructure. Safaricom's M-Pesa system has led
this sector with a model that combines using small
traders and mobile technology. By 2010, 14 million
Kenyans had transferred US$7 billion through
M-Pesa.

The breakthroughs in cell phone banking have not
yet extended to easing money flows in and out of
Africa, or between countries. The cost of sending
remittances to sub-Saharan Africa averages almost
12 percent of a US$200 transaction, compared
with less than 8 percent for most other developing
regions. The cost of cross-border remittances
within Africa, if permitted at all, tends to be even

higher.”

Remittance flows into Africa, the largest source of
net foreign inflows after foreign direct investment,
have quadrupled in the past 20 years, reaching
US$21.5 billion in 2010 in sub-Saharan Africa.”
These flows underscore the size and importance of
migration both from and within Africa. About
30 million Africans, or 3 percent of the population,
have migrated internationally, including within

Africa.”

Today, 500 million people in sub-Saharan Africa do
not have access to electricity, which is a prerequisite

for social development, and the ability to harness

technological opportunity and enable
environmental sustainability. Renewable energy
sources will become increasingly important. Sub-
Saharan Africa is particularly well positioned to
develop solar and hydro-energy, and to produce
bio-fuels. The Grand Inga project could provide
sufficient electricity for Africa and allow it to export
energy through interconnecting links to southern
Europe. This would require three major African
interconnection projects: the northern highway
(between Inga and Egypt), the southern highway
(between Inga and South Africa) and the western

highway (between Inga and Nigeria).

Angola, Mozambique and Tanzania, among other
countries, have the potential to produce ethanol
profitably from sugar cane on land that is not used
for food crops. Africa also has the potential to
reduce emissions by protecting its forests. The
United Nations' programme to reduce emissions
from deforestation and forest degradation is an
attempt to create financial value for the carbon
stored in forests by offering incentives for the

sustainable management of woodlands.

Agriculture is another area of potential growth.
Current output does not match Africa's agricultural
potential. From being a net food exporter in the

early 1 960s, the continentis now a netimporter.

The Greater Inga hydroelectric project has been under discussion for over four decades,

with the first studies undertaken in the 1960s. The first phase involved the construction of

three power stations in the Nkokolo valley in the Democratic Republic of Congo. The pro-

ject includes Inga | (351 megawatts [MW]), which was commissioned in 1972, Inga Il
(I 424MW), which was commissioned in 1982, and Inga lll (about 3 500MW). High-voltage

lines transmit the power from Inga | and |l to Zambia, Zimbabwe, South Africa and the

Democratic Republic of Congo (Brazzaville). The Inga Il project was to be developed by

the western power corridor, a joint venture of the national power firms of the Democratic

Republic of Congo, Angola, Namibia, Botswana and South Africa, but progress has stalled.

The second phase addressed the development of the Grand Inga power station, with a total

capacity of 39 000MW, to be equipped progressively with 52 power generators of 750MW.
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While more than one-quarter of the world's arable
land is in Africa, it generates only 10 percent of
global agricultural output and is highly concentrated
— Egypt and Nigeria alone account for one-third of
total agricultural output on the continent. Over
60 percent of the world's unexploited cropland is in
sub-Saharan Africa, compared with 31 percent in

Latin America.

The barriers to raising production in Africa are well
documented: inadequate infrastructure to bring
crops to market — an annual additional investment
of US$50 billion is required in sub-Saharan Africa
alone for transport and other kinds of infrastructure;
perverse trade barriers and tax incentives; poorly
regulated access to agricultural land by foreign
private and state entities; highly fragmented
production — 85 percent of Africa's farms occupy
less than two hectares (in Brazil, Germany and the
United States, only | | percent or less work on this
scale); and lack of technical assistance and finance
for farmers, including access to high-quality seeds,
fertiliser and other inputs suited to the continent's
ecological conditions. If the continent is able to
overcome these barriers, agricultural output could
increase to US$880 billion per year by 2030.”

Given its vast untapped agricultural potential, Africa
is well positioned to address some of the world's
food challenges, especially in the well-watered area
between the Tropics of Cancer and Capricorn.
Demand for food is expected to grow by between
30 percent and 50 percent over the next two
decades as the world population grows from
7 billion to 8 billion by 2030.” Apart from growth in
numbers, hundreds of millions will be wealthier,
and demanding a more varied, high-quality diet.
Competition for land, water and energy will
intensify as the effects of climate change become
apparent, potentially increasing the scarcity and
pollution of water, and accelerating soil erosion and

degradation. Current climate models indicate that

more water will be available for agriculture in Asia
and North America, but progressively less in sub-
Saharan Africa, Latin America and the Caribbean,
compounding present challenges and demanding

innovative responses.

The Alliance for a Green Revolution in Africa, for
example, is working to achieve food security for
Africa by promoting sustainable agricultural growth
through smallholder farmers. Recognising that
smallholders — mostly women — produce most of
Africa's food today with minimal resources and little
government support, the alliance supports
smallholders with good seeds and better soils, as
well as access to markets, storage, transport and
finance, while seeking to improve agricultural

policies.

This focus is necessary. Hunger remains
widespread. More than 900 million people lack
access to sufficient carbohydrates, fats and protein,
while | billion are thought to suffer from "hidden
hunger", because vitamins and minerals are missing
from their diet. In contrast, | billion people are
eating substantially too much, spawning a new
public health epidemic of chronic conditions such as
type 2 diabetes and cardiovascular disease. The
World Economic Forum's Global Risk Network
estimates that non-communicable — or chronic —
disease (heart disease, stroke, diabetes, some
chronic lung conditions and preventable cancers)
will increase by 27 percent in Africa, 25 percent in
the Middle East, and 21 percent in Asia and the
Pacific in the next decade, if not addressed

effectively.”

Other risks include the loss of the continent's best
and brightest minds. Skilled migration rates are
particularly high. In a survey of the top five students
graduating from the top |3 high schools in Ghana
between 1976 and 2004, three quarters had

emigrated at some point between secondary
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school and age 35.” The United Nations Economic
Commission for Africa and the International
Organisation for Migration estimate that 27 000
Africans left the continent for industrialised
countries between 1960 and 1975. During the
following decade, the number rose to 40 000.
Since 1990, they estimate at least 20 000 have left
the continent each year. In 2000, one out of every
eight Africans with a university education lived in a
country in the OECD, a rate exceeded among
developing regions only by the Caribbean, Central

. . 29
America and Mexico.

The continuing recession in the United States and
Europe has reversed the trend. According to a
recent survey, Working in Africa, a third of
professionals of African origin currently living abroad
see better opportunities today in Africa to progress
their careers than within developed economies.
Africa's fortunes will depend largely on how the
educated and skilled diaspora view personal
opportunities, and domestic and foreign investors
regard returns on investments. Both decisions —
whether or not to stay and whether or not to invest
— are strongly influenced by government policies.
Reduced conflict, more transparent regulatory and

legal systems, greater openness intrade, and higher

investment in infrastructure enabled the stronger
economic growth of African economies in the first
decade of this century. Future success depends on
these trends being strengthened and accelerated.
All' successful countries are raising their game
continuously and the recession is forcing companies
to operate more efficiently, cost effectively and

creatively.

The environment

Market and policy failures have resulted in the global
economy entering a period of "ecological deficit", as
natural capital (ground water, marine life, terrestrial
biodiversity, crop land and grazing) is being
degraded, destroyed, or depleted faster than it can
be replenished. Waste and carbon-equivalent
emissions per capita are climbing faster every yearin

an ecosystem with finite limits.

Human activity is warming the planet. For the past
millennium, the earth's average temperature varied
within a range of less than 0.7 degrees Celsius (°C).
For the past 150 years, there has been an increase
of nearly | °C. By the end of this century, the earth
could be 5°C warmer than in the 19th century. To
put this into perspective: the planet has not been

3°Cwarmerthan | 9th century levels for 3 million

FIG 1.7 CARBON EMISSIONS PER YEAR: 1990-2030
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years, or 5°C warmer in the last 30 million years.
The business-as-usual scenario in Fig |.7, suggests a
probability of about 50 percent of warming of 5°C,
or more, in the first part of the 22nd century. Even
4°C would transform the relationships between
humans and the planet. Hundreds of millions would

have to move, increasing the possibility of severe

Climate change is inequitable. High-income
countries, with one sixth of the world's population,
are responsible for nearly two thirds of the
greenhouse gases in the atmosphere, but it is
developing countries that will suffer most from the

effects of extreme weather.”

global conflict sustained over a long period. To have
a 50 percent chance of containing the increase to
2°C, the world needs to reduce greenhouse gas
emissions to no more than 44 billion tons per year
of carbon equivalents by 2020 and 35 billion tons by
2030.”

The effects of the planet's warming are felt mostly
through water — storms, floods and inundations,
droughts and desertification, and rising sea levels.
Experts on the Intergovernmental Panel on Climate
Change warn of radical disruption and instability in a
very short space of time. Unless emissions are
checked soon, development will be reversed in
many parts of the world, bringing major economic
decline. The risks of delay are also not well under-
stood. Because carbon and other greenhouse gas
emissions accumulate in the atmosphere and
persist for very long periods, it is quite likely that
within five or 10 years, any realistic chance of

containing warmingto 2 ° C will have been missed.”

Since the threat to the world's environment and the

challenge of poverty alleviation are closely
intertwined, the debate should focus on ensuring
that environmental policies are not framed as a
choice between growth and mitigating climate
change. A low-carbon future is the only realistic
option, as the world needs to cut emissions per unit
of output by a factor of about eight in the next 40
years. In fact, the energy-industrial revolution now
under way offers exciting opportunities. As shown
by the agricultural and industrial revolutions, as well
as the current information and communication
revolution, innovation, creativity and growth can
shape quite different futures, with huge rewards for
pioneers of new models. The new energy
architecture and its relationship to the built
environment will spur innovation, and potentially
attain energy security and a cleaner and safer

environment, while retaining greater biodiversity.

The political challenge in the next two decades will
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be to develop policies and regulatory initiatives that
prompt improved resource management and
deliver substantial clean-technology industries. This
willinclude policies that help people cope with new

risks during the transition, adapting land and water

times the earth's diameter. In addition, 90 percent
of edible fish stocks have already been fished out,

while bigger fishing fleets are being built.”

Industrialised food production contributes to

management to protect livelihoods and threatened
natural environments, while transforming energy

systems.

Although climate change is the chief ecological
challenge, others closely linked also pose serious
risks, such as water scarcity, pollution, food
production and safety, and depleted fishing stocks.
The earth and its atmosphere are an integrated
ecosystem. Interaction among its different
components is not well understood. As Johan
Rockstréom of the Stockholm Resilience Centre has
warned, humankind risks triggering dangerous
inflection points if it transgresses planetary
boundaries. Such points involve interactions among
climate; fresh water; biogeochemical loading,

affecting the nitrogen and phosphorus cycles; the

destruction of biodiversity, and ocean acidification.”

The amount of water being taken from the earth's
underground reservoirs, or aquifers, which are
essential for agriculture, is over 400 million tons a
day more than is being replaced by rain. To quantify
that another way: it would take 25 million water

trucks to carry that amount of water —a convoy 30
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climate change and the destruction of biodiversity.

Damage to the environment includes soil loss due
to erosion, loss of soil fertility, salination and other
forms of degradation. In many places, water
extraction for irrigation is exceeding rates of

replenishment.

The threat of climate change has led scientists,
academics and policy-makers to explore
geoengineering, deliberate, large-scale intervention
in natural systems to counteract global warming.
Some vehemently oppose geoengineering
research, fearing it will be an excuse to delay
reducing emissions. Even supporters agree that
new technology breakthroughs that can counter
the effects, particularly of global warming, are no
panacea. Instead, they carry potentially great risks,
and should not be seen as an alternative to emission

reductions.

Debates continue about managing ecological
challenges. For most, the pace of change is
dangerously slow and deeply worrying. A common
understanding among countries is emerging that

low-carbon growth is the desired end state. But this



involves investment, change and collaboration.
There is still little evidence that the international will
is there to overcome differences and conclude an
effective global agreement. Change is more likely to
be bottom-up, triggered by perceptions at a
national or local level, and aggregated progressively

in regional and global agreements.

Science and technology

Developments in science and technology are
fundamentally altering the way people live,
connect, communicate and transact, with profound
effects on economic growth and development.
Science and technology are key to equitable
economic growth, because technological and
scientific revolutions underpin economic advances,
improvements in health systems, education and

infrastructure.

The technology revolutions of the 2 | st century are
emerging from entirely new sectors, based on
microprocessors, telecommunications, biotech-
nology and nanotechnology. Products are trans-
forming business practices across the economy, and
the lives of all who have access to their effects.” The
most remarkable breakthroughs may be expected
to come from the interaction of insights and

applications arising when these technologies meet.

Through breakthroughs in health services and
education, these technologies have the power to
better the lives of poor people in developing
countries. Eradicating malaria, a scourge of Africa for
centuries, is possible. Cures for other diseases
endemic in developing countries are also possible,
allowing people with debilitating conditions to live

healthy and productive lives.

Access and application are critical. Science and
technology are the differentiators between
countries that are able to tackle poverty effectively

by growing and developing their economies, and

those that are not. The extent to which developing
economies emerge as economic powerhouses
depends on their ability to grasp and apply insights
from science and technology and use them
creatively. Innovation is the primary driver of tech-

nological growth and drives higher living standards.

As an engine of growth, the potential of technology
is huge, and still largely untapped in most developing
economies. Less-developed countries not only lack
skilled labour and capital, but also use these less
efficiently. Inputs account for less than half of the
differences in per capita income across nations. The
rest is due to the inability to adopt and adapt

technologies to raise productivity.™

Computing, for example, through unlocking
infrastructure backlogs and managing integrated
supply chains, can transform economic
performance by enabling affordable and accessible
services in education and health. The combination
of computers and the internet, and mobile devices
and "cloud" technology, has transformed human
experience, empowering individuals through
access to knowledge and markets, changing the
relationship between citizens and those in authority,
and allowing new communities to emerge in virtual

worlds that span the globe.

According to the International Telecommunications
Union, by the end of 2010 there were an estimated
5.3 billion mobile cellular subscriptions worldwide,
including 940 million subscriptions to 3G services.
About 90 percent of the world's population can
access mobile networks; three quarters of mobile
subscribers live in developing economies. Cellular
technology has allowed Africa to leapfrog the age of
fixed-line telephony, bringing affordable access to

millions of people.

However, the continued and equitable expansion

of information and communication technology
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depends on electricity. The real divide over the next
20 years will be between those who have access to
reliable electricity to power these devices and those

who do not.

Other technologies under development are
interventions for cognitive enhancement, proton
cancer therapy and genetic engineering.
Revolutionary inventions include small
underground nuclear power units called nuclear
batteries that will be ultra-safe and maintenance-
free; new types of photovoltaics that will make
electricity from sunlight cheaper than that from coal;
and myriad nanotechnologies, some of which
lower the cost and increase the reliability of many
products — even in the poorest areas of the

developing world.

Managing technological revolutions poses
challenges. Certain innovations and discoveries are
likely to raise fraught bio-ethical issues, as genetic
modification of food crops and cloning of human
embryos have already done. There is a risk that
their cost, particularly in the early stages of
development, will worsen the present inequality by
limiting access to wealthy individuals. This already
happens in health care in certain G7 countries,
where the demand for high-cost diagnostic
equipment and surgical interventions enabling
longevity and better quality of life for older wealthy
people overstretches public health-care budgets,
and lowers service quality in poor neighbourhoods.
Finally, resource-intensive technologies focused on
satisfying high-consumption demand — such as the
demand for holidays abroad in coastal resorts,
wilderness areas or iconic cities — increase carbon

emissions and environmental damage.

Whatever the challenges, however, refusing to
participate in the technological revolution is not an
option. To promote technological advances,

developing countries should invest in quality
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education for youth, and continuous skills training
for workers and managers, and should ensure that
knowledge is shared as widely as possible across

society.

In a world in which the internet makes information
ubiquitous, what counts is the ability to use
knowledge intelligently. Knowledge is the
systemically integrated information that allows a
citizen, a worker, a manager, or a finance minister to
act purposefully and intelligently in a complex and
demanding world. The only form of investment that
allows for increasing returns is in building the stocks
and flows of knowledge that a country (or
company) needs, and in encouraging new insights

andtechniques.

Adopting appropriate technologies leads directly to
higher productivity, which is the key to growth. In
societies that have large stocks and flows of
knowledge, virtuous circles that encourage
widespread creativity and technological innovation
emerge naturally, and allow sustained growth over
long periods. In societies with limited stocks of
knowledge, bright and creative people feel stifled
and emigrate as soon as they can, creating a vicious
circle that traps those who remain in a more
impoverished space. Such societies stay mired in

poverty and dependency.

The investment climate is crucial, as are the right
incentive structures, to guide the allocation of
resources, and to encourage research and

development.

Successful countries have grown their ability to
innovate and learn by doing, by investing public
funding to help finance research and development
in critical areas. There are many examples — the
space programme, defence and aerospace in the
United States; integrated value chains, just-in-time
manufacturing and total quality management in

Japan; high-tech manufacturing in Singapore; and



almost everything in China today. Everyone is
involved — big and small, public and private, rich and
poor. And these countries, and their leading
companies, constantly benchmark, monitor,

evaluate and adjust.

CONCLUSION

The 2Ist century presents humankind with
exceptional opportunities and unprecedented risks.
The systemic linkages between risks can either
amplify the impact of harmful events or modulate
and disperse their effects. Interconnected risks are
shown by the links among food, fuel and water in
the context of climate change; among illicit trade,
organised crime, corruption and terrorism in the
context of fragile states and cybercrime; and among
global macroeconomic imbalances, wide disparities
in the growth paths of developed and emerging
economies, and weak systems of global
governance. It would be a mistake to believe that
South Africa is a captive of irrational and irresistible
extraneous forces. The decisions and actions it
takes to create or modify linkages, regulate and
incentivise behaviour and adopt policies on global

issues are greatly important.

The ability of governments to navigate these
challenges will be determined by their insight into
current circumstances, the foresight they develop

about trends and possible futures, and the policies

they adopt to fit their countries and economies to

purpose.

The unintended consequences of globalisation
increase the pressure on government leaders to
adjust global institutions to new realities, and to
promote a more equitable global order. ltis far from
clear, however, that the structural tension between
the accountability of all governments to their
electorates will easily be reconciled with the need
to address the challenges of the global commons in
a responsible way. Times of austerity tend to
narrow the vision of most people, and make them
less inclined to accommodate the needs of others.

There are signs of this across the developed world.

The next few decades will see a rebalancing of the
world order, with the power of developed
economies shrinking and that of developing
economies rising. Africa will be able to play an
important role in this transformation if its
government, business communities and civil-
society groupings cooperate to ensure that the
successes of the last decade, in particular in reducing

poverty, are maintained and widened.

Threats to the environment are real and growing,
driving the world closer to a tipping point. Failure by
world leaders to take urgent action to remedy

current trends in carbon emissions will lead to dire

consequences for future generations.
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The benefits that are certain to flow from
technological revolution in an increasingly
connected and knowledge-intensive world will be
seized by those countries and companies that are
alive to the rapidly changing environment, and
nimble enough to take advantage of the
opportunities. Those that succeed will make
substantial advances in reducing poverty and
inequality. In mapping its path for the next 20 years,
China draws the conclusion that countries that
maintain an outward orientation — developing and

high-income alike — will be among the successful

ones during the coming decades, while an inward-
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KEY POINTS

Demographic
trends

For the next decade South Africa has a highly
favourable age distribution profile. Fertility
rates in South Africa are much lower than
elsewhere in Africa, and life expectancy is
increasing, though off a lower base because of
HIV/AIDS. Consequently, there is a large
youth and working-age population and
proportionally fewer very old and very

young.

The extent to which South Africa can take
advantage of its demographic profile will
depend on whether it is able to prioritise
policies that improve the capabilities and life
chances of its large youthful population.
Given the high HIV/AIDS prevalence,
particular attention needs to be given to
health care provision to ensure that people
of working age can participate gainfully in the

economy.

South Africa will need to adopt a much more
progressive migration policy in relation to
skilled as well as unskilled migrants, and
should better plan for rapid urbanisation.
This can only be done if there is sufficient
data on the movement of people within the

country and on those entering the country.
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INTRODUCTION

Good demographics can go a long way in helping
countries achieve strong economic growth. Over
the short to medium term demographic changes
tend to be gradual. This gives policy-makers the
opportunity to make optimal decisions: if policy
interventions are informed by current and
projected demographic profiles then programmes
to improve health, education and skills can be
properly targeted, and the appropriate services

and infrastructure provided.

However, ignorance of demographic trends can
result in a serious misallocation of resources and
inappropriate interventions. This makes planning for
demographic changes important, especially in the
face of growing pressure on food, energy and water
supplies; greater population mobility; additional
demands for jobs and social support; and the

uncertain effects of climate change.

To take full advantage of South Africa's demographic
profile, and to manage attendant risks, itis necessary
to understand what the country's population looks
like today — and what it will look like in the decades
to come. A deep understanding of South Africa's
demography over the next 20 years can ensure that
correct policies are designed and adopted, potential

windfalls exploited and threats avoided.

DEMOGRAPHIC DIVIDEND

Developed and developing countries are at very
different stages in their demographic transitions.
The share of the population in the |5 to 29 age
bracket is about 7 percentage points higher for the
less developed world than the more developed
regions. In Africa, about 40 percent of the
population is under |5, and nearly 70 percent is
under 30. In a decade, Africa's share of the
population between |5 and 29 years of age may

reach 28 percent of its population.

NATIONAL DEVELOPMENT PLAN - 2030

Having a relatively young population can be
advantageous, provided the majority of working-
age-individuals are gainfully employed. A large
workforce with fewer children to support creates a
window of opportunity to increase economic
output and invest in technology, education and skills
to create the wealth needed to cope with the future
aging of the population. Some economists call this
window of opportunity the “demographic
dividend” (or “bonus”). The window eventually
closes when the workforce ages and there are
relatively fewer workers to support increasing
numbers of older people, but the dividend can last

for several decades.

South Africa's population growth rate is slowing, the
birth rate is declining and life expectancy is
increasing, though off a lower base because of
HIV/AIDS. Consequently, there is a large youth and
working-age population and proportionally fewer
very old and very young. This demographic profile
proved to be a boon for economic growth in Asian
countries and is similar to other middle-income
countries such as Brazil, Mexico, India and the

Maghreb states (see chapter |).

The challenge is to convert this into a demographic
dividend. This will only be possible if the number of
working-age-individuals can be employed in
productive activities, with a consequent rise in the
level of average income per capita. If South Africa
fails to do this, its large youth cohort could pose a
serious threat to social, political and economic

stability.”

Dominant trends

There are significant differences in the profiles of
South Africa's population groups across the three
main demographic drivers: fertility, mortality and
migration. Due to historical inequalities Black South

Africans generally live shorter lives and have a higher



fertility rate than white South Africans, although the
fertility rate among the black population is dropping

sharply, particularly in urban areas.

Migration, both within the country and across its
borders, will feature in the country's profile over the
next |8 years. The movement of people from rural
areas to towns and cities will increase while
migration, predominantly from other African

countries, is likely to continue.

[fthe economy continues to expand at current rates
and fertility rates continue to decline, the population
will grow from 50.6 million to 58.5 million by 2030.
If the economy contracts, the current fertility rate is
likely to stay the same, resulting in the population
reaching 59.8 million. A migration shock scenario,
under which a country north of South Africa
collapses leading to larger numbers of migrants,
would push the total population number up to

61.5million.”

The table below sets out population trends based

on five scenarios of the most important factors

affecting the population, loosely structured under

potential economic conditions.

South Africa has arrived at the “sweet spot” of
demographic transition. The population has a
proportionately high number of working-age
people and a proportionately low number of young
and old. This means that the dependency ratio—the
percentage of those over 64 and under |5 relative
to the working-age population —is at a level where
there are enough people of working age to support
the non-working population. The caveat in South
Africa's case is that unemployment and HIV/AIDS
have produced many more dependants than would
normally be the case. Although statistically South
Africa is in a position to cash in on a demographic
dividend, the challenges of joblessness and

HIV/AIDS are a burden on those who are working.

If not managed, the perfect window could become
the perfect storm. South Africans between the ages
of 15 and 29 will make up more than a quarter of
the total population until 2030. This could be

potentially dangerous if this cohort is alienated from

Scenarios Fertility Migration HIV/AIDS Total Population
1. Rapid economic  Decreasing faster Increased Faster roll-out of 58.2 million
development than current rate immigration antiretrovirals (ARVs)
and increased life
HIV+ expectancy
2. Current Current level of Constant 2010 ARVs protocols  58.5 million
economic decreases in proportional and increased HIV+

development fertility rates

immigration based
on 2005 levels

life expectancy

3. Slowing Slower decrease in  Constant
economic

development

fertility rates

proportional
immigration based

2010 levels of roll-out  58.4 million
of ARVs and lower
increase in HIV+ life

development
with migration
shock

fertility rates

on 2005 levels expectancy
4. Negative Stable fertility rates Decreasing Slower roll-out of 59.8 million
economic immigration over ARVs and 2008 HIV+
development time life expectancy
5. Current Current level of Increased 2010 ARV protocols 61.5 million
economic decreases in immigration and increased HIV+

life expectancy

Source: ASSA, 2011
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mainstream society and without decent prospects.
The challenge is putting this working-age population
to work. There is a real opportunity to build a
stronger economy, eliminate poverty and reduce

inequality.

This window of opportunity will close before 2030,
as the over 64s as a share of the population rise
from 5 percenttoday to 6.5percent by 2023, and to
over 7percent by 2027. According to the United
Nations (UN), this is when a country's population in
demographic terms is regarded as “old”. The
number of South Africans over the age of 64 will rise

fromabout 2.5 million now to 4.4 million by 2030.

This ageing population will put pressure on the
economy, especially as a significant percentage of
the older population will be living with HIV/AIDS as
treatments become more effective. This age group
is also more vulnerable to non-communicable
diseases with some predictions that the number of
cardiovascular deaths in South Africa could double
by 2040.The increased demand on health spending
and social security will have significant budgetary

implications, which taxpayers will have to fund.

SOUTH AFRICA'S DEMOGRAPHIC
PROFILE

Fertility rates

Internationally, fertility levels vary widely, ranging
from an average of |.| children bornto awomanin
Singapore to 7.2 in Niger. High fertility rates are
generally found in contexts of poverty and
powerlessness, where the infant mortality rate is
high, and opportunity and education for women is
low. Health care, education, old-age security,
women's empowerment, economic aspirations
and urbanisation generally bring down fertility rates,
which can change rapidly. In Thailand, the fertility
rate dropped in a decade from about 6 to 2 as

secondary school education expanded.

In South Africa, the fertility rate has also dropped,
although over alonger period. Inthe late | 960s, the
rate was about 6.7, falling to 2.9 in 2001 and to 2.3
in201 1. Itis projected to fall to 2.1 by 2030, which
is close to the replacement rate at which a
population remains relatively constant in size. As a
result, the population is expected to increase by a

little over 8 million by 2030.

South Africa's fertility levels differ according to
location and socioeconomic characteristics. They

are highest in the mainly rural provinces and

FIG 2.2 DEPENDENCY RATIOS — BASE SCENARIO
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South Africa's projected demographic profile will affect government spending.

Health care and pension provision will have to be adjusted to accommodate the fact that:

People will live longer as life expectancy improves

Older people will form a growing percentage of the population

A greater number of people will be living with HIV/AIDs as treatments become more

effective

The number of people requiring ARV treatment will triple.

Several factors will affect the costs associated with these shifts. These include the extent

to which pensions are raised to keep up with cost of living, the efficiency of the health care

system, the cost of drugs, particularly ARVs, and increases in grant payments. These costs

could be absorbed if the majority of the working-age population are employed, but would

be difficult to manage if high levels of unemployment persist.

municipalities, and lowest in the most urbanised.
According to the 2007 Community Survey, the
highest fertility rate by municipality was in the OR
Tambo district in the Eastern Cape with a level of
4.1, while the lowest was 2.2 in the City of Cape
Town, the uMgungundlovu district in KwaZulu-
Natal and the Sedibeng district in Gauteng. The
consequence is that rural populations continue to

grow despite significant urban-rural migration.

Mortality

South Africa is-in the midst of a health transition-

characterised by epidemic infectious diseases and a

rise in non-communicable diseases. The country is

simultaneously affected by a quadruple burden of

diseases consisting of:*

O Maturing and generalised HIV/AIDS epidemic
and high levels of tuberculosis

O High maternaland child mortality

O Non-communicable diseases such as
cardiovascular disease, type 2 Diabetes,
cancer, chronic lung disease and depression

O Violence andinjuries.

These burdens are reflected in morbidity statistics.

Total deaths in the country have increased sharply,

with the numbers doubling in the decade to 2008.
This increase is accounted for by two groups: the
rate doubled for young children under the age of
five and trebled for young adults between 30 and
34. Overall, increased mortality sharply reduced
the median age of death to less than 45, and to a
lower age for females than males.
The Health Data Advisory and Coordination
Committee Report set a target of a |0 percent
reduction in the under-five mortality rate by 2014,
from 56 per | 000 live births (2009)to 50 per | 000
—live births. A-10 percent reduction is also set for the
infant mortality rate from 40 per | 000 live births
(2009)to 36 per | 000 live birthsin 2014.”

HIV/AIDS has been a powerful factor in South
Africa’s demographics over the past two decades.
The current estimated HIV prevalence rate is about
10.6 percent, with the total number of people living
with HIV/AIDS having risen from 4.21 million in
2001 to an estimated 5.4 million in 201 1. This
number s projected to rise to 7.3 million by 2030.°

The highest levels are among youth: an estimated

1 6.6 percent of those aged between |5 and 49 are
HIV positive.”
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The impact of HIV/AIDS is most evident in life
expectancy figures. In the second half of the 20th
century, South Africans started to live longer, from
45inthe early 1950sto about 65 inthe early 1990s.
HIV/AIDS reversed this dramatically. Life
expectancy for African men fell most dramatically
(49 years by 2003), and for African women to
52 years. This rapid decline was followed by some
recovery, with 5.7 years being added to male life

expectancy and 9.7 years forwomen by 2008.

The future demographic effect of this pandemic is
an area of some debate. Life expectancy will
continue to be affected by HIV/AIDS, but the extent
to which this will happen will depend on the efficacy
and impact of treatment and prevention. The
number of new infections is likely to decrease
gradually, or at least to remain stable, but the
number of people with HIV/AIDS is expected to
continue to rise, reaching 7.3 million in 2030, while
the number of those sick with AIDS is also expected
to rise from 800 000 to about |.3 million. The

increase will happen as ARVs and other treatments

ASSA2003

extend the lives of those infected with HIV.

NATIONAL DEVELOPMENT PLAN - 2030
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In 20 years, HIV/AIDS will account for a smaller
percentage of overall deaths, atthough it will remain
an important factor. The decline in life expectancy
has already reversed, and average life-spans will
continue to increase, but average life expectancy is
still expected to only reach 60 by 2030, significantly
lower than other middle-income countries such as
Brazil (71.4 years in 2009). Health experts
consulted by the Commission take a more
optimistic view, arguing that if the correct policies
are putin place, average life expectancy of 70 can be
achieved by 2030.

HIV/AIDS has also exaggerated existing
discrepancies between population and
socioeconomic groups. Although life expectancy
for African women is expected to average just over
60 years by 2030, the average for white women is
expected to stay at 76 for the next two decades. For
African men, life expectancy will average just under
56 by 2030, while the average for white men will

increase from over 72 to over 73.

Even though South Africa is not a country at war, it

faces an unprecedented burden of morbidity and



mortality from violence and injury, with an overall
injury death rate that is nearly twice the global
average and the rate of homicide of women by

intimate partners six times the global average. "’

The highest rates for victims of homicide are seenin
men aged between |5 and 29 years (184 per
100 000). In some areas, such as Cape Town's
townships, this rate more than doubles. Deaths of
men from homicide outnumber those of women

by more than sevento one.

POPULATION MOVEMENT

Migration

Data provided by the Global Commission on
International Migration suggests that international
migrants (changing country of residence over the
past five years) make up about 3 percent of the
world population, with levels ranging from about
0.1 percentin Chinato 65 percentin Kuwait. South
Africa’s figure has been estimated to be about
2.7 percent, which is modest in global terms,
although Gauteng, the international migrant
gateway to South Africa, has a figure of about

|3 percent.

Data on migration into and within South Africa is

poorly collected, weakly analysed and often

misleading. Data collection is difficult because many
migrants live below the radar and move regularly
between South Africa and their country of origin. At
best, there are indicators for growth in international
migration. For example, annual total border
crossings have risen by over 2 million since 1996,
from 5.1 milion to 7.5 million.” This reflects

growth in tourism, but may also indicate increased

transnational movement.

Extrapolating from census data, the Forced
Migration Studies Programme has estimated that
the overall foreign population is likely to be
between |.6 million and 2 million or 3 percent to
4 percent of the total national population. Forced
Migration Studies Program estimates that there are
between | millionand .5 million Zimbabweans in
South Africa, making up the largest group of

migrants.

If international trends are reflected in South Africa,
migration patterns will become increasingly com-
plex, involving diverse social groups and a
combination of permanent and temporary
migrants. There will be more youthful and women
migrants, and a growing number of migrants
moving from regions severely affected by climate

change.

FIG D. AIDS SICK AND NEW INFECTIONS: 2010-2030
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While international migration is more politically
sensitive, movements between and within
provinces and municipalities represent the most
numerically significant form of movement in the
country. The migration of foreigners into the
country is often less important to population
patterns than other dynamics such as fertility rates
and internal migration. For example, between 200 |
and 2007, 74 percent of Gauteng's population
growth was due to natural growth, 26 percent due

to migration and only 3 percent was due to cross-

border migration.

Movements into and within municipalities have
significant implications for planning, budgeting and
the provision of services. Municipalities are often
unable to respond effectively because they do not
have sufficient data, or the necessary skills to make
sense of the data they have.” Research by the
African Centre for Migration and Society found that
most municipalities lacked an understanding of their
indigent communities, most lacked financial and
human capacity to plan for population dynamics and
that there was ineffective inter-government

. . . . . 15
coordination on planning and service delivery.

The National Planning Commission’s Diagnostic
Report showed that differential migration patterns
largely reflect national patterns of job creation and

job loss. Between 2001 and 2007, for example,

Gauteng had a net gain of about 3 million people
and the Western Cape just over | million. The
Eastern Cape had a net loss of about 1.4 million and

Limpopo .2 million.

Unless the growth trajectories of particular
provinces dramatically change these patterns are
likely to continue. Over the next | 8 years Gauteng,
the Western Cape and KwaZulu-Natal will/are
likely to see the biggest net gains in population: in
Gauteng the population is expected to increase
from 10.8 million to 14.1 million, in the Western
Cape it could increase from the current 5.3 million
to 6.4million, and in KwaZulu-Natal from
[0.4 million to I'1.9 million. Other provinces can
expect marginal increases in their population sizes
(see charts). However, the Eastern Cape's
population is expected to shrink. Between 2020
and 2030 it could see a decline of 125000 from

6.8 millionto 6.7 million."

Future migration flows are difficult to predict
because they are driven by constantly changing
social and economic factors. South Africa’s
economic position in Africa will affect migration
flows, as will the political circumstances of
neighbouring states. The scale and nature of the
impact of international migration should be
addressed with flexibility as sources of data

collection and analysis are strengthened.

FIG D. PROVINCIAL POPULATION PROJECTIONS: 2010-2030
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If properly managed, migration can fill gaps in the
labour market and contribute positively to South
Africa’s development. Energetic and resourceful
migrant communities can contribute to local and
national development, and diverse, cosmopolitan
populations are often the focus of cultural,
economic and intellectual innovation. If poorly
managed, however, the skills and potentials of
migrants will be neglected. Migration will remain a
source of conflict and tension, and migrants will be
increasingly vulnerable, subject to continued abuse,

exploitation and discrimination.

Urbanisation

Consistent with most of the world, South Africa has
experienced rapid urbanisation. In 2008, half the
world’s population was urbanised and by 2030
nearly three out of every five people will live in
urban areas.”” South Africa is slightly more urban
than the global average: about 60 percent of the
population is urbanised (according to the official
definition), and this is projected to be about
70 percent by 2030.

The patterns of urbanisation in South Africa are
complex because circular labour migration under
apartheid has led to an intricate relationship
between rural and urban areas. Itis likely that urban
populations will become more permanently settled
over time. The rate of urbanisation may slow, as it
has done in Latin America and parts of Asia, but it is
likely that almost all of South Africa’s net population
growth until 2030 (an estimated 8 million) will take

place in urban areas, especially in major cities.

Increased migration to towns and urban centres
reflect similar trends in all developing countries. This
trend is not necessarily a reflection of poor rural
policies but rather a reflection of the fact that urban
living offers individuals a wider range of
opportunities. Although there is a tendency to view

these migrations as bad, they can in fact have very

positive effects. These include the ability of the state
to deliver better services because urban settings are
more easily within reach, rising living standards if
internal migrants are able to access jobs and a fall in
fertility rates, which inevitably occur as people adapt

to urbanlife.

Informal settlements present a particular challenge.
Most job-seeking migrants moving to cities first live
in informal settlements, which are an affordable en-
try to the city. Many migrants cannot break into the
urban labour market and find it difficult to move out
of shacks into more formal accommodation. The
average residence period within urban informal
settlements has increased from about two to four

yearsinthe early [990sto |0 years currently.

Although rural-urban migration is significant, about
78 percent of migration from rural areas and small
towns was to other rural areas and small towns.
Consequently, while the growth of large urban
centres needs to be properly managed, planning
must also respond to changing patterns of

population distribution in rural areas.

POLICY IMPLICATIONS

Opportunities

Changes in population structure can significantly
affect national performance, because individual
economic behaviour varies with age. The young
and the old tend to consume more than they
produce, and nations with a high ratio of
dependants to workers devote a relatively high
proportion of resources to these groups, often
limiting economic growth. In contrast, nations with
a relatively large share of the population of prime
working age can experience a boost in income and
savings, because the working-age population tends
to produce more than it consumes. However,
demographic dividends can only stimulate
substantial economic growth where there are

appropriate economic and labour policies that
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allow the young to enter the workplace,
investments in health and education, and a stable
and effective government. The key is to identify
economic policies that can harness the benefits of a

larger working-age population.

East Asian countries have made the most effective
use of the demographic dividend. The working-age
population of East Asia soared from 47 percent in
1975 to 64 percent in 2010."° Some evidence
attributes more than 40 percent of the higher
growth in East Asia compared with Latin America
from 1965 to 1990 to the faster increase in its
working-age population — accompanied by a focus
on export-orientated economic policies and
investment in education and skills development. For
the next 20 years, South Africa will have over
[4 million young people between the ages of |5
and 29. The number will peak in 2021, reaching

[5.1 million.

This presents a tremendous opportunity — but it
also constitutes a serious risk, given that joblessness

mirrors age and race faultlines.

Young black people account for two-thirds of the
unemployed below the age of 35. Unemployment
rates are highest in the |5- to 24-year-old group
(46.6 percent in 2008) and second highest among
25to 34-year-olds (26.2 percent). For black youth,

the unemployment rate is 65 percent. If youths fail

to get a job by 24, they are unlikely to ever get

formal employment.'”

Unresolved, this trend poses the single greatest risk
to social stability. Young people are more likely to
rebel if left with no alternative but unemployment
and poverty. Generally, homicides are committed
by males between the ages of |6 and 30.” In South
Africa, this could translate into social disorder,

widespread political unrest and increased crime.

O The degree to which the demographic
dividend can be banked, and the risks avoided,
depends on policy choices and how effectively
they are implemented. Government needs to
apply a “youth lens” to policies to expand
opportunities, enhance capabilities and provide
second chances. Areas most commonly
identified as unlocking the potential of a
demographicdividend are:

O Betterhealth, including food security

O Betterhealth care

O Better education to meet the demands for
higher skill levels

O Easylabour marketentry

O Labour mobility.

Access to proper health care for children is critical,
as this can have lasting effects on physical and mental
development, which can affect children's future

productivity, earnings and economic well-being.

FIG 2.5 DEPENDENCY RATIOS — BASE SCENARIO
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Although health and education are necessary to
take advantage of a youthful population, they are
not sufficient. Expanding opportunities for higher
education without a concomitant increase in
employment opportunities can be hazardous. High
unemployment among educated youth can
potentially lead to political upheaval and violence.
Economic opportunities and jobs are therefore
crucial. The demographic dividend can be realised
only if gainful employment is created for the

growing proportion of people of working age.

Migration solutions

South Africa, like most other African countries, has
done little to increase the benefits of migration or
reduce the risks migrants face. The potential
economic benefits of migration are constrained by

the lack of support for migrants in key markets.

South Africa's immigration policy has sought to
respond to the need for skilled immigrants through
amendments to the Immigration Act, which
facilitate the arrival of scarce skills. There is little
regional legislation, however, beyond the Southern
African Development Community Protocol on the

Facilitating of Movement of Persons.”"

Required steps to better facilitate migration include:

O Improving data collection, coordination and
analysis as a matter of urgency.

O Easingthe entry of skilled migrants.

O Countering xenophobia by conducting
sustained campaigns.

O Effectively addressing the rights and
vulnerabilities of migrants.

O Introducing support programmes to regularise
migrant residence.

O Ensuring better and more consistent law
enforcement (by protecting victims and
prosecuting perpetrators).

O Strengthening transnational infrastructure

(transport, electronic communications,

banking services).
O Addressing the specific need of migrants in
South Africa.

Interventions are also required at a municipal level.
The most pressing need is for reliable data. Statistics
South Africa must work with municipalities to better
disaggregate data at local level while imposing
standardisation at national level; build the capacity of
municipalities to collect data, do research and
analyse the results; and develop institutional
frameworks that entrench collaboration between

municipalities and specialised research institutions.

South Africa's internal migration patterns demand

two policy responses:

O Astrong rural policy to ensure that those who
remain on the land are not locked in poverty
and that their life chances are improved.

O Astrong urban development policy that caters
for increasing numbers by ensuring that the
necessary infrastructure is in place for a growing

population.

CONCLUSION

South Africa's demographic profile could help to
tackle poverty and inequality. Reaping the benefits,
however, will only be possible if sound education
and skills training are provided. Jobs must follow. If
South Africa fails to do this, its large youth cohort
could pose a serious threat to social, political and

economic stability.

Given the high HIV/AIDS prevalence, particular
attention needs to be given to health care provision
to ensure that the large number of people of
working age are not debilitated by disease and can

participate gainfully in the economy.
South Africa also needs to adopt a much more

progressive migration policy in relation to skilled

and unskilled migrants. Immigrant workers can
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make a substantial contribution to economic regard, effective planning for migration and rapid

growth and job creation. However, the threat of urbanisation isimportant.
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xenophobia could destabalise communities. In this
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CHAPTER THREE

KEY POINTS

Economy and
employment

To eliminate poverty and reduce
inequality, South Africa has to raise levels
of employment and, through productivity

growth, the earnings of working people.

South Africa needs faster growth and
more inclusive growth. Key elements of
this strategy include raising exports,
improving skills development, lowering
the costs of living for the poor, investing
in a competitive infrastructure, reducing
the regulatory burden on small
businesses, facilitating private investment
and improving the performance of the
labour market to reduce tension and
ease access to young, unskilled work

seekers.

Only through effective partnerships
across society can a virtuous cycle of
rising confidence, rising investment,
higher employment, rising productivity

and incomes be generated.

South Africa requires both a capable and
developmental state, able to act to
redress historical inequities and a vibrant
and thriving private sector able to
investment,employ people and penetrate

global markets.

(S

@,



110

INTRODUCTION

Building on South Africa's progress in forging a
democracy overthe past |8 years, the country now
enters a new 20[Year phase of development,
focused principally on the economic advancement
of the poorest South Africans. This plan provides a
detailed and holistic approach to the task; covering
education, infrastructure, rural development,
health care and social protection, among other
issues. But most critically, to eliminate poverty,
South Africa has to raise employment. This can
happen only if the economy grows faster and in

ways that draw in the historically disadvantaged.

This chapter principally deals with proposals to raise
employment and economic growth. The key
measures of economic success identified in the plan
are that South Africa achieves average Gross
Domestic Product (GDP) growth of over
5 percent, and that by 2030 GDP per capita is more
than twice the present level, export growth has
accelerated, income levels have risen above the
poverty line for all, inequality has been substantially
reduced, and unemployment has been reduced

from 25 percentto 6 percent.

The first half of the 2 Ist century offers South Africa
enormous economic opportunities. It also
promises unprecedented challenges and risks,
which will be driven by both external developments
and internal dynamics. While South Africa is too
small an economy on the global stage to affect the
direction of the changes to come, understanding
and anticipating the drivers of change internationally
could make the difference between economic
success and failure. Similarly, pre[#mpting domestic
and regional developments and dangers will affect
outcomes. Choices made now on the basis of these
insights will largely determine whether or not South
Africa emerges in 2030 with a stronger economy

and amore socially equitable society.
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These goals will be achieved only if the country
confronts current structural and policy weaknesses,
minimises risks, and exploits its economic strengths

in ways that benefit the most marginalised in society.

STRUCTURAL FEATURES OF THE
SOUTH AFRICAN ECONOMY

The economic challenge

The fragility of South Africa's economy lies in the
distorted pattern of ownership and economic
exclusion created by apartheid policies. The effects
of decades of racial exclusion are still evident in both
employment levels and income differentials. The
fault lines of these differentials are principally racially
defined but also include skill levels, gender and

location.

Consequently, South Africa has developed into one

of the most unequal societies in the world, with very

high levels of poverty, carrying all the attendant risks.

In addition, the country has failed to reap a demo[]
graphic dividend by harnessing the potential of a

proportionately large cohort of working[dge youth.

Our analysis of the problem indicates that South

Africais in alow growth, middle income trap. There

are four key features of this trap that serve to

reinforce each other. These are:

O Low levels of competition for goods and
services

O Large numbers of work seekers who cannot
enterthe labour market

O Lowsavings

O Apoorskills profile.

Uncompetitive goods and services markets are a
result of the pattern of economic growth under
apartheid and sanctions[hduced isolation. This has
led to relatively high profit margins but little new
investment or innovation. Profits are shared and
then consumed by both existing owners of capital

and existing workers. Uncompetitive markets for



goods and services and low levels of investment
mean that new firms are not entering the market
and employment is low. Uncompetitive labour
markets keep new entrants out and skew the
economy towards high skills and high productivity
sectors. Low savings mean that the country is reliant
on foreign capital inflows, which reinforce the
oligopolistic nature of the economy since foreign
investors invest in existing high[profit firms. Skills

constraints push up the premium

for skilled labour, inducing a large
gulf in the salaries of skilled and

unskilled people, raising levels of

inequality.

Overcoming these
challenges is neither
easy nor straightforward.
For example, liberalising
labour markets without dealing
with other features could lead to
higher profits without increases in
investment, innovation or
employment. While there are
several sectors where further
steps to increase competitiveness is required;
distance from markets, the size of the market and its
high cost structure make it difficult to break
oligopolies. Even if it were possible to break the
oligopolies leading to lower profits, this would not
necessarily lead to higher investment and

employment.

Other weaknesses in the South African economy
include extreme pressure on natural resources,
energy constraints, spatial misalignments, and
limited access to large markets because of

geographical distance.

South Africa is in the fortunate position of having
areas of comparative advantage. These include its

natural endowments (including minerals), a strong

fiscal position, its location on the continent, a strong
and deep financial services sector, quality universities

and a small but sophisticated services industry.

In transforming the economy, South Africa faces
several challenges, some of them external, some of
them as a result of history or geography, and some
because of limited capacity. Even where they are
external, South Africa can and must plan for them.
Global economic development and the economic
downturn, economic performance on the African
continent, the rise of emerging markets, intensified
global competition, technological change and
climate change will greatly influence the context in
which South Africa operates. Global
commodity prices will affect different
parts of the economy
differently. A global drive
for compliance on
environmental standards will have cost
implications; but it will in turn
drive innovation, reduce
waste, improve energy
efficiency and promote new
investment. These external

driversare discussed in detail in chapter |.

There are other structural factors that should
heavily influence policy[inaking in the pursuit of full
employment. In the first category are those that are
common to economies similar to South Africa's. In
the second are challenges and opportunities specific

to this country.

Structural challenges in similar countries
Some of the structural challenges South Africa faces
are not unique. Awareness is key to overcoming

them.

Resource curse: Mineral[¢xporting economies
tend to have difficulty diversifying their industrial

base, and also experience slower than average
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growth and high inequality. An exchange rate linked
to commodity prices, rather than the sophistication
of a nation's exports, is a major challenge. In
addition to volatility, the exchange rate can become
overvalued in periods where commodity prices
rise, putting a brake on non[¢ommodity exports.
Activities that are not traded benefit, such as retalil,
banking, telephony and housing construction.
Difficulties arise when the boom is over and goods
producers are left weakened. Some firms have
adapted to this cycle by producing for local or
export markets depending on domestic market
conditions and the exchange rate. This enables
survival, but is not conducive to long[erm planning

and expansion.

Higher commaodity prices buffer the economy and
create the appearance of growth, leading
governments and companies to become
complacent and under{ihvest in people and

productivity growth.

If these pitfalls are consciously avoided, and if the
mineral endowments are used to facilitate long[]
term capabilities, these resources can serve as a
springboard for a new wave of industrialisation and

services for domestic use and exports.

Middle-income trap: Many economies that have
achieved middle[ihcome status struggle to shift
further upwards. However, many have
experienced substantial, albeit relatively slow,
growth over the past decade. The differentiator is
how much the country invests in human capital,

product development and technology.

Global economic downturn: The global recession
and its aftermath of slow growth have persisted
since late 2007. Global growth is unlikely to recover
rapidly. Slow growth could persist, because the
unwinding of imbalances — such as excessive

current[dccount surpluses and deficits, high levels of
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government debt, and the deleveraging process of

businesses and households —isincomplete.

The worst[tase scenario is a decade of slow
growth, low demand for imports, low levels of
employment growth and low interest rates, which
fuel currency swings in emerging markets. At worst,
slow growth in the United States, the European
Union (EU) and Japan will negatively affect growthin
Brazil, China and India because these richer
countries remain major markets for the goods

produced in developing countries.

The youth bulge: Many developing economies are
experiencing a “youth bulge”. Alarge economically[]
active population can contribute to falling poverty
rates, though much depends on whether this
population is activated. The changes in
demography, particularly the increase in the
numbers of people in the working[dge cohort, can

be adividend or a burden.

The future of work: Manufacturing is becoming a
proportionately smaller employer in upper{niddle[]
income and highlihcome countries, with at least
three quarters of new employment found in
services. South Africa is no exception. Most jobs are
found in domestically oriented services such as
retail, personal services, security, domestic work
and office cleaning, where productivity and wage
growth is lower. Secondly, the nature of work is
changing from most people having a single
employer, a standard 40[hour working week and a
standard set of benefits. Today many people work
for several employers, work less than 40 hours a
week and do not enjoy a standard package of
benefits. This is a reality that we must grapple with,
seeking to expand such employment while also
improving the conditions of both existing workers

and casual workers.



Resource-intensive economy: South Africa is the South Africa is likely to face challenges (and
27th largest economy in the world, but the |2th opportunities) in reducing emissions. South Africa is
largest carbon dioxide emitter. This is mainly also a dry country with limited fresh water
because the energy intensive economy is largely resources. It will have to find ways of using water
dependent on carbon[based fuels. As the world more sensibly and improving both the water and
takes steps to cost the negative effects of carbon, energy efficiency ofindustry.

SOUTH AFRICA AND THE CURRENT GLOBAL ECONOMIC CRISIS

This plan has a 20-year horizon. However, the immediate effects of the deepening global
economic crisis cannot be ignored. While the United States economy is recovering, growth
over the next decade is likely to be slow, largely because of high levels of public debt and
European Union leaders' ability to find a credible solution to the sovereign debt crisis. While
forecasts for developing economies are more upbeat; a recession in the EU, South Africa's

largest trading partner, could further dampen growth.

What steps can South Africa take to mitigate the risks in the short term to medium term?

O Counter-cyclical fiscal policy: Government needs to build in macro-policy cushions to
enable South Africa to counteract the effects of the financial crisis. Continued fiscal discipline
isimportant, though a more expansionary stance might be necessary if the EU contracts.

O Monetary policy: A balancing act needs to be struck between curbing inflation — and
keeping the embers of economic growth alive.

O Preventing excessive overvaluation of the rand: Low interest rates in developed
countries contributed to the excessive strengthening of the rand exchange rate, weakening
the ability of the economy to diversify. Prudent accumulation of foreign-exchange reserves is
an appropriate response to such developments.

O  Stronger social security net: A spike in unemployment must be met with interventions to
protect the most vulnerable, particularly the young who cannot find jobs.

O  Protect sectors with long-term prospects: Short-term support measures must be
provided to industries hard hit by the cyclical downturn.

O Re-orient trade to emerging markets: Developing-country demand has been at the
heart of the recovery in global trade. South Africa must shift its focus to opportunities on the
rest of the continent, as well as in other developing countries.

O Social dialogue: A common front to forge joint solutions to the risks facing the economy
must be found. South Africa cannot afford dysfunctional relationships among the public and
private sectors, and civil society. They urgently need to find one another.

O  Work together: Confidence has collapsed in high-income countries. Political systems are
unable to come up with decisive actions. This is most evident in the inability of the United
States senate to pass a jobs bill and the EU to come up with a solution to the debt crisis. The
lesson is stark. Unless all sections of South African society work together across the political

and class spectrum, it will be unable to weather the effects of the global crisis.
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Structural challenges specific to South

Africa

Some structural challenges are specific to South

Africa, including:

O High levels of inequality and a relatively small
market.

O Skewed ownership and control. The corporate
landscape of South Africa has changed
remarkably since 1994. However, it remains
highly concentrated. This poses a barrier to
business entry and expansion in key markets,
which are essential for employment creation.
Present forms of black economic
empowerment (BEE) are not achieving all the
desired objectives.

O Insufficient progress in advancing human
development; whether in relation to
education, health or safety.

O Extreme pressure on natural resources.

O An energy constraint that will act as a cap on
growth and on options for industrialisation.

O Spatial misalignment whether in reference to
the urban/rural divide or within urban areas,
and binding constraints posed by poor physical
planning and network infrastructure.

O Distance from main markets globally and
limited market access.

O Implementation and coordination challenges.

There are also many favourable factors, such as
growing middle strata, scientific capability and
institutions, fiscal resources, capabilities in dynamic
sectors that are growing globally, a strong minerals
base in a context of a commodity boom, high
education enrolments, being located in a high[]
growth region, and the fact that many challenges
that would influence our success lie within our

power tofix.
Some of the implications for South Africa are set out

below:

O Recognise the importance of investing in the
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engine of growth (rising outputs from tradable
sectors), the sources of jobs (often domestically
oriented and services firms) and the linkages
betweenthe two.

O Develop flexible human settlements,
responsive to changing locations of work (such
as available rental stock, and good and
affordable public transport systems).

O o raise the chances of achieving continuous
work opportunities, South Africa will require
labourTinatching services, transition support
and easy access to retraining.

O In the earlier years, as the country expands
access to employment on a mass scale, a large
proportion of working people will receive low
pay. It is essential to reduce the cost of living in
relation to food, transport, education, health
and other basic services.

O The environment must be conducive to taking
advantage of opportunities that arise. Create an
enabling platform that allows people to
respond to opportunities.

O The long[ferm solution to skewed ownership
and control is to grow the economy rapidly and
focus on spreading opportunities for black
people as it grows. Improving standards of
education; better support for entrepreneurs;
and a focus on career mobility, workplace
training and financial inclusion are ways to deal
with these structural weaknesses. Government
procurement, licensing and other forms of
economic rents should help reduce racial

patterns of ownership of wealth and income.

SUMMARY OF THE ECONOMIC PLAN
To pave the way for accelerated economic progress
over the next 20 years, South Africa needs to make

tough decisions that will involve compromise and
trade[dffs.

Any solution must tackle the problem holistically

dealing with each of the features of the low growth



trap overtime. Key proposals include:
O Raising exports while taking steps to prevent
excessive overvaluation of the currency

O Improvingskills development

O Breaking the disincentive to hire young,
unskilled work seekers by incentivising the
employment of young, unskilled work seekers

O Using fiscal policy to raise savings and
investment and to reduce consumption

O Taking measures to increase competition in
regulated sectors or broadening price
regulation in sectors that are natural
monopolies

O Lowering the costs of transport and logistics
and investing in remedies to address spatial
divides

O Strengthening the social wage to raise living
standards of those out of work or in low paying

jobs.

South Africa must develop a more competitive and
diversified economy. The plan identifies three
strategic interventions to underpin this process:
raising levels of investment; improving skills and
human[¢apital formation; and increasing net
exports. Success on these three fronts will lead to
rising employment, increased productivity,

improved living standards and a decline in inequality.

Rising rates of investment will be achieved initially
through state spending on infrastructure, largely
aimed at “crowding in” private[$ector investment.
The focus needs to be on infrastructure that
promotes efficiency in the economy and reduces

costs for business and for individuals.

Private[3ector investment can be stimulated by
creating policy certainty and ensuring that all policies
address the need for South African companies to be
competitive. Businesses are also likely to invest
more on the back of expanding consumer markets,

including those on the rest of the continent.

South Africa must tackle the diversification of the
economy from a range of angles. It needs to build
on state capacity to identify sectors that willimprove
export opportunities. In addition, development
finance can play a crucial role in promoting industrial
policy. The government, in partnership with the
private sector, must identify areas to nurture and
support; develop sensible instruments to support
those areas; and implement them competently.
Support and protection should be focused on
industries, not firms. At the same time the
government must encourage vigorous competition
and impose it through competition laws. Critically,
industrial policy should allow for learnings and for

timely exit strategies.

The proposals in the plan take cognisance of the fact
that South Africa is a middle[ihcome country. On
the one hand, it cannot compete in low[skilled
industries because cost structures are already too
high. On the other hand, the country lacks the skills
to compete with advanced manufacturing countries
such as Germany. South Africa therefore needs to
compete in the mid[3$kill manufacturing and service
areas, and niche markets that do not require large

economies of scale.

To stay competitive and to move up the value chain,
three interventions are necessary: labour{narket
reforms aimed at promoting employment,
particularly of young people; action to promote
productivity gains and new entry by firms; and

research and development (R&D) for innovation.

Inthe short to medium term, most jobs are likely to
be created in small, often service[priented
businesses aimed at a market of larger firms and
households with income. Rising export earnings
and rising investment are prerequisites for these
service[priented jobs to be created. Public policy
can be supportive through lowering barriers to

entry, reducing regulatory red tape and providing an
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entrepreneurial environment for business
development. Significantly, these firms are often
intensive in mid[end low[3killed employment.

Arise in exports is central to the plan. However, net
exports will only rise if South African businesses

become more competitive. This requires

This is especially true in a minerals[&xporting
economy where external prices can have a
destabilising impact on the non[iinerals sector.
Counterf¢yclical fiscal policy and low and stable
inflation are key elements of this supportive

macroeconomic approach.

investment, but it also requires supportive

macroeconomic policies.

LOWERING THE COST OF DOING BUSINESS

South Africa is a relatively small market, far from major trading partners. In addition, it has a history
of economic development skewed by isolation and apartheid. These factors have resulted in major
sectors of the economy developing in an uncompetitive manner, leading to a high cost structure. In
a number of sectors, public and private monopolies have used their market dominance to charge
high prices. This is especially damaging when these sectors provide critical inputs into the
production process such as electricity or steel. Added to these factors, poor services by

municipalities and utilities to businesses raise costs significantly.

The National Development Plan makes several proposals in the areas of regulatory reform,
infrastructure investment, competition law and the quality of public services to address these

structural features, thereby contributing to lower costs for businesses.

LOWERING THE COST OF LIVING FOR THE POOR

Reducing the cost of living for the poor is essential for achieving a social floor and enhancing
peoples' lives and their opportunities to effectively participate in society and the economy. The main
cost drivers for poor household are food and energy and, given the apartheid spatial legacy, the cost

of transport.

Poor households feel the effects of food price increases much more severely than more affluent
households. Furthermore, rural households pay more for a basic food basket than their urban
counterparts because of the low volume of sales, limited competition, high transport costs and lack

of adequate storage facilities in rural areas.

Reducing the cost of living for the poor requires a stable food inflation environment; provision of

adequate, subsidised and reliable public transport; and a predictable energy price path.
The poor provision of public services, including education and health care, places additional cost

burdens on poor households by forcing many to pay for private provision. Improving the provision

of public services is important for lowering costs for poor households.
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KEY ELEMENTS FOR EMPLOYMENT
CREATION

Solving South Africa's most pressing problems

involves implementing all aspects of the plan. In
order to raise employment, South Africa needs
better educational outcomes, a healthier
population, better located and maintained
infrastructure, a sound social safety net, a capable

state and much lower levels of corruption.

This chapter focuses on efforts to grow the
economy faster and to make it more labour{]
absorbing. With regard to current government
policies and programmes, the New Growth Path is
the government's key programme to take the
country onto a higher growth trajectory. The New
Growth Path is about creating the conditions for
faster growth and employment through

government investment, microeconomic reforms

that lower the costs of business (and for poor
households), competitive and equitable wage
structures, and the effective unblocking of
constraints to investment in specific sectors. The
proposals in this chapter are largely consistent with
these policies. They do, however, cover a longer
time frame and the emphasis on catalysts and action

steps may differ in some respects.

The New Growth Path and this plan are
complementary in the effort to lower costs in the
economy, especially as high costs contribute
towards limiting employment growth and increase

hardship for poorhouseholds.

In addition to lowering the cost of living for the
poor, the vision and plan for the economy has five
central elements, which are discussed in this

section.

OBJECTIVES FOR EMPLOYMENT AND GROWTH TO 2030

The high-level numeric targets for sustainable and inclusive growth include:

O Afallin the strict unemployment rate from 25 percent to 14 percent in 2020 to 6

percent by 2030

O Arrise in the labour force participation rate from 54 percent in 2010 to 65 percent

O About | | million additional jobs by 2030.
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Non-working age population 18
Working-age population (15-65)

Labour force participation rate, percentage

Labour force (million)

Age dependency, ratio

Employment target

Unemployment rate, percentage

Employment (million)

Net new employment needed (million)

Dependency ratio

Under these conditions:

About 41 percent of the working-age population between 15 and 64 would be employed. The

aim is to increase this to 52 percent by 2020 and to 61 percent by 2030.

Real GDP more than doubles (implying average GDP growth of 5.4 percent between 2011 and
2030. At this rate of growth, there will still be substantially more reliance on very low-income
employment, survivalist activities and public employment schemes.

The proportion of the population with income below the poverty measure of R418 per day (in
2009 rands) falls from 39 percent in 2009 to zero in 2030. The level of inequality will fall from 0.7
in 2010 to 0.6 by 2030. The share of income going to the bottom 40 percent of income earners
rises from 6 percent to 10 percent.

On average, the dependency ratio (the number of people depending on one wage earner) will
fall from 4 to 2.5. For low-income households, this ratio will fall from an average of 5 to 6 down to

4 to 5. A falling dependency ratio will be a central contributor to reducing poverty and inequality.
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Creating an environment for sustainable
employment and economic growth

The country has to develop the capabilities of the
workforce on a broad scale. In that context,
earnings will need to be realistic from the standpoint
of long[lerm competitiveness, and sufficient to
ensure a decent standard of living. South Africa will
require a stable and constructive environment for
bargaining and labour relations that supports

investment but also secures human rights.

The rate of investment to GDP is expected to rise
from 17 percent to 30 percent by 2030. This will
happen incrementally, with substantial
contributions from a gradually expanding pool of
domestic savings as well as foreign capital. The
direction of national resource allocation will be
important, with a greater part of this investment
supporting productive sectors with competitive

advantage.

There are evident binding constraints on growth,
investment and employment creation, identified in
the Accelerated and Shared Growth Initiative for
South Africa (AsgiSA) and the New Growth Path.
These must be addressed much more rigorously
and systematically than has been the case to date.
The most urgent examples include: energy
generation and distribution; urban planning
approval processes; water supply and waste[Jvater
management; the logistics platform;
telecommunications; and licensing for water,
minerals and environmental permits. Regulatory
certainty and institutional reforms will draw forth

competitive outcomes in network industries.

Human development is an essential part of inclusive
growth. Lower living costs (through targeted
microeconomic reforms in transport,
telecommunications, food and spatial planning),
betterfuality public services (especially in health

and education) and a more comprehensive social

security net will reduce pressure on households,
particularly for low[ihcome groups with limited
earnings from work. This will improve individuals'
ability to respond to labour{inarket opportunities
and downturns, reducing the prevalence of crises

that many households experience.

Macroeconomic policy helps minimise the impact
of external shocks. Combined, these factors should
enhance stability in low[Ihcome households, enable
human capital development, and improve the

chances of social and class mobility.

Promoting employment in labour-
absorbing industries

A large percentage of the jobs will be created in
domestic[priented activities and in the services
sector. Some 90 percent of jobs will be created in
small and expanding firms. The economy will be
more enabling of business entry and expansion,
with an eye to credit and market access. By 2030,
the share of small and medium(3ized firms in output
will grow substantially. Regulatory reform and
support will boost mass entrepreneurship. Export
growth, with appropriate linkages to the domestic
economy, will play a major role in boosting growth
and employment, with small[Jand medium[3ized

firms being the main employment creators.

Economic participation in rural areas will rise from
29 percent to 40 percent as a result of reformed
land tenure, support to farmers, expanded social
services, higher agricultural output, mining social

investment and tourism.

Private and public[$ector procurement willimprove
access to opportunities for small and medium
enterprises. Human settlements and services will
need to be conducive to small[] and medium[]
enterprise expansion.

Public employment programmes are an essential

element of any employment strategy. Taking on
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board lessons from successes and failures in existing
programmes, up to | million opportunities will be
created annually by 2015, mostly through
community[based services. As market[based
employment expands, so these opportunities can
be reduced. However, they will be needed in large

numbers overthe entire period.

Promoting exports and competitiveness
To expand production requires more active
promotion of demand for South African products in

domestic and foreign markets.

Policy will focus on developing areas of competitive
advantage, where there are revealed strengths. In
the process of implementation, it will be important
to learn from success and failure and to withdraw
from sectors where mistakes have been made.
Playing a more pivotal role in regional development
will be essential. South African companies will be
encouraged to participate in regional infrastructure
projects, but also in integrating regional supply

chains to promote industrialisation (see Chapter 7).

The share of exports in South African output will rise
and the profile will be more diverse, with a growing
portion of non[ineral manufactures and services.
A greater proportion of exports will be directed to
emerging markets. Opportunities for increased
trade and bilateral investment in Africa will develop.
Offshore business services will be attracted, fuelling

site developments and employment.

Expanded and diversified exports can be expected
to increase employment and incomes through
larger foreign exchange earnings, which enable the
purchase of inputs for further industrialisation and
infrastructure investments; an impetus for
productivity and economic growth throughout the
economy; and the creation of new jobs directly plus

a more significant proportion of employment
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generated indirectly as a result of a concerted effort

to promote linkages in domestic industries.

The diversification of trade will reduce the strong
link to commodity cycles and the associated
volatility in the exchange rate and earnings. This will
cushion the economy from shocks, with sufficient
reserves and fiscal space. In turn, a more stable
environment for domestically oriented firms, which
create the majority of employment, will emerge.
Moreover, stability in exports reduces the risk of a
foreign debt trap, protecting critical public[$pending

programmes.

Strengthening the capacity of the
government to implement its economic
policy

The South African state will be capable of
implementing programmes and policies effectively
and consistently, at least in priority areas.
Accountability, combating corruption and
professionalising the public service are of central
importance. The country must exercise stronger

oversight of public entities.

There must be a change in mind[$et across all
sectors of society — public, private and civil society —
and increased focus on implementation and real

change.

The government is responsible for a wide range of
services for citizens and businesses, and functions
through a number of spheres, agencies and
institutions. Complexity and stretched capacity can
blur focus, distracting attention from the critical
problems. The government must therefore phase
key strategies appropriately. Implementation of the
economic policies presented here must be the top

priority inthe short to mediumterm.



Demonstrating strategic leadership among
stakeholders to mobilise around a national
vision

Given the scale and ambition of the task, all sections
of society will have to provide leadership and vision.
Leaders must be able to rally constituencies around
long[ferm goals, recognising that benefits may be
unevenly distributed and take time to realise.
Similarly, leadership in the government must ensure
a more concerted and coordinated effort to

implement agreed programmes.

EMPLOYMENT SCENARIOS

The proposals in this plan are aimed at creating
about | | million net new jobs over this period, thus
reducing the rate of unemployment to about 6
percent by 2030. This should be attained at the
same time as South Africa increases labour{force
participation rates from the current 54 percent of
the working[dge population to 61 percent. The
specific targets and numbers for each period are

outlined earlier in the chapter.

Baseline scenario (scenario I): South Africa could
continue along the current trajectory without any
major improvements to the policy environment
and with poor global economic conditions. While in
this instance the country is able to meet some of its
infrastructure commitments, the rate of investment
in the economy is not much improved. More
people are absorbed into the economy, but the
unemployment rate declines only from the current
25 percent to 19 percent by 2030. Given the
objective to create | | million jobs by 2030, there
would be a shortfall of 3.3 million. The deficit would
have to be met through more than 5 million public[]
works job opportunities per year by 2030
{coinpared tothe current 500 000 and the targeted

| million job opportunities).

Solid minerals scenario (scenario 2): In a better
global environment and with good performance on
infrastructure programmes, the growth rate is
much better and more people are employed.

However, investment flows mainly to the most

FIG 3.1 INDICATIVE SCENARIOS - EMPLOYMENT OUTCOMES BY 2030

Sectors 2010 2030
Scenario 1 X .
Employment . Scenario 2 Scenario 3
Thousands ) mediocre ) ) ) _,
in 2010 . solid minerals diversified
minerals
Agriculture 627 514 627 804
Mining 297 269 388 437
Manufacturing 1556 1880 2169 2289
Leader & high paid services
. 2 025 3009 3 657 4188
(e.g. finance, transport)
Follower services
. . 1927 41801 4875 4967
(e.g. retail, personal services)
Construction & utilities 828 1054 1278 1407
Informal sector & domestic
2922 4093 4 604 5012
work; excl EPWP
Public sector, private social
. 2529 3278 3518 4225
services & parastatals
Expanded Public Works
420 5483 2644 431
Programme (EPWP)
Total 13131 23 760 23 760 23 760
Average GDP growth 3.3% 4.8% 5.4%
Percentage working-age
population working (excl 41.0% 47.1% 54.4% 60.1%
EPWP)
Unemployment without EPWP 25.0% 27.7% 16.5% 7.7%
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FIG 3.2 INDICATIVE SCENARIOS - SECTOR DISTRIBUTION OF EMPLOYMENT

Sectors 2030
Scenario 1 ) .
mediocre Scenario 2 Scenario 3
. | solid minerals diversified
minerals
Agriculture 4.8% 2.2% 2.6% 3.4%
Mining 2.3% 1.1% 1.6% 1.8%
Manufacturing 11.8% 7.9% 9.1% 9.6%
Leader & high paid services
rENEnP 15.4% 12.7% 15.4% 17.6%
(e.g. finance, transport)
Foll i
OTIOWET services , 14.7% 17.6% 20.5% 20.9%
(e.g. retail, personal services)
Construction & utilities 6.3% 4.4% 5.4% 5.9%
Informal sector & domestic
work: excl EPWP 22.3% 17.2% 19.4% 21.1%
Public sector, private social
. 19.3% 13.8% 14.8% 17.8%
services & parastatals
EPWP 3.2% 23.1% 11.1% 1.8%
Total 100.0% 100.0% 100.0% 100.0%
Manufacturing as a % excluding
. 15.2% 9.6% 11.3% 12.2%
informal sector & EPWP
High-skill services as a % of
employment excluding 18.9% 15.3% 19.1% 22.3%

informal sector & EPWP

profitable capital[lntensive activities in  mining,
energy, chemicals and metals. As a result, most of
the jobs are created in low[paid domestically
oriented services, such as retail and business and
personal services. In this instance, about 2.6 million
public[fvorks job opportunities would have to be
created per year by 2030.

A diversified dynamic economy

(scenario 3: the plan)

This plan proposes choices for a path that would
lead to more substantial investments in
strengthening municipal infrastructure and services,
in strengthening education systems, and in
generating access to capital for new and expanding
firms. The Department of Trade and Industry
develops partnerships with the private sector in
positioning commercial representation in  key
export markets. Substantial investment is made in
research and development and the

commercialisation of South African innovations.
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The substantial commitment to reducing the costs

of production and living bears fruit, and South Africa
becomes a more attractive investment destination.

Improved efficiencies and oversight help to get the
rapid increases in administered price inflation under
control. A move to promote community[based

house[building with innovative local inputs helps
expand housing, supplier industries and related job
creation. These actions improve wellbeing, so that
although the majority of jobs created are still in low([]
skills services, families are able to achieve a decent

standard of living.

The fall in production and living costs stimulates
local production. As these industries expand, and
value[ddded exports become alarger share of sales,
sothe rand becomes less subject to global swings.

China and India grow rapidly, and the demand for
commodities continues. South Africa sets up a
Financial Centre for Africa to attract project finance

and becomes well established as a financial and



services platform. Growing support from regional
partners for this role is bolstered by substantial
South African investment in major energy and
infrastructure projects, as well as South Africa
playing a greater role in promoting regional supply
chains that underpin agricultural and industrial

production inthe region.

The expansion in offshore business services and
related linkages stimulates almost 700 000 jobs,
especially in Gauteng and the Western Cape.

Successful promotion of supplier industries to the
mining industry have spin[pffs in supplying global
mining projects and also lateral linkages into other
uses, such as water purification, electronics, and
robotics. Progress is made in processing some of
the minerals in the country, through clusters such as
Platinum Group Metals and the production of about
25 percent of the global demand for fuel cells and

related technologies.

Some ofthe preconditions for this growth path are:

O Strengthening commercial

transport, telecommunications, energy, and water,

especially in servicing municipalities and activities of

an expanding small[Jand medium[3ized cluster of
firms. The approach to achieving competitive costs

and productivity in economic infrastructure s

discussedin chapter 4.

O Education, health and safer communities — the
approach to achieving improved education and
health outcomes to 2030 are discussed in
chapters9, 10and 12.

O Human settlements and transport — improved
alignment of human settlements and public[]
transport systems to the emerging forms of
employment are discussed in chapter 8.

O Strengthening the capabilities of the workforce,
ensuring that earnings are responsive to

industrial demands, but also sufficient to ensure

a minimum standard of living, and stabilising the
environment for bargaining and labour
relations in a way that is conducive to
investment but also to human rights, are
discussed in this chapter.

O Promoting the expansion of global market
share in domestic and foreign markets.

O Playing a more pivotal role in regional
development, including infrastructure
investment, but also integrating supply chains.

O Strengthening public[3ervice capabilities and

the governance of state[pwned enterprises, as

discussed in chapter I 3.

These improvements have a dynamic effect, where

improvement in one year sets off

activity with new rounds in
subsequent years. A
successful, diversified
mineral[exporting
economy involves
success in  exporting
traditional products, as
well as a growing role for
activities linked to existing
industries in new, non[{raditional
sectors. These are expanded by
stimulating linkages in dynamic product
areas and traded services activities
where South Africa has a competitive
advantage. In this case, domestically oriented
services still play an important role in employment
creation, in contributing over
40 percent of all new jobs, but the proportion is
smaller. Manufacturing employment grows, but its
share falls (although not by as much as in scenario 2)
from |5 percent to |12 percent of formal employ[]
ment. Almost a million jobs could be created in
manufacturing over the 20 years. The share of high[]
value services rises to about 22 percent of formal

employment, from |5 percentin 2010.
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RURAL ECONOMIES

Rural economies will be activated through the stimulation of small-scale agriculture;

tourism, including the creative and cultural industry; and mining investments and related

spin-offs. Public-sector procurement will also be leveraged to stimulate local activity.

Much will depend on strengthening local institutions, the flow of infrastructure funding,

equitable social service provision, and addressing land tenure reform and regulation in

respect of water and mining. The mining charter needs revision to improve the

approach to community investment.

Spatial dynamics and rural employment

As discussed in detail in chapter 6, it is important to
locate poor and unemployed people in better{]
situated land. This will make it easier and cheaperto
access work opportunities, provide cheap and
efficient public transport networks from existing
townships, and encourage business activity
(including labour{intensive manufacturing) close to

dense townships.

These are costly and complex reforms to
implement, requiring clearer planning legislation,
including reforms in the management of land use,
firm steps to limit urban sprawl, and prioritising
urban transport networks that are adequately

resourced and well run.

It is possible to raise employment in rural areas
through a rural development strategy that raises
agricultural output; provides basic services;
supports small farmers; broadens land ownership;
and invests in water, transport and other network
infrastructure. A well[implemented strategy to
boost agricultural output could create up to
| million jobs by 2030.

TOWARDS FASTER GROWTH

The plan's central goals are expanding employment
and entrepreneurial opportunities on
the back of a growing, more inclusive economy.
This will require deepening the productive base,

whether in agriculture, mining, manufacturing or
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services. By 2030, South Africa should have a more
diversified economy, with a higher global share of
dynamic products, and greater depth and breadth
of domestic linkages. It will need to intensify
stimulation of local and foreign markets, as well as
strengthen conditions to promote labour[]
absorbing activities. Traded activities will act as a
spur to growth, as will stimulation of domestic
opportunities and the linkages between the two. It
will take decisive action on the part of the state and
the other social partners for the country to break

out of the current path dependency.

Achieving and sustaining a growth
acceleration
The goal is to almost treble the size of the economy

by 2030, so that II

opportunities are created.

million more work

Many countries achieve an accelerated rate of
growth for, about, eight years. Very few sustain it.
Only I3 countries have grown at an average of
7 percenta year for 20 years. There is no consensus
on what accelerates growth and how to sustain it.
Some economists propose a binding constraints
approach: detecting the key constraints and
eliminating them, and advancing to newer, more
pressing constraints. This entails a state capable of
singling out and agreeing on the main restriction,
dealing effectively with it, and moving on to the next

set of issues.



Growth acceleration might arise through an
external shock that leads to rising terms of trade.' In
African economies, this stimulus has come from
rising demand for and prices of commodities. The
external shock can begin such acceleration, but it

will not sustain growth.

Countries can accelerate growth if firms respond to
these incentives. Fig.3.3 shows rising value of South
African exports since 2002, but falling volumes since
1996. This indicates poor responsiveness,
cushioned by higher commodity prices. The
reasons for this weak response are likely to be the

“binding constraints”.

Exchange[tate devaluations, in some countries,
have had the effect of creating a growth spurt.
However, this only works if firms can respond to
opportunities and if labour and product markets are
flexible enough to prevent the weaker currency
from fuelling inflation. In South Africa, these
conditions do not exist, though they can be
developed over time. South Africa's present
economic capabilities do not allow greater control
over the exchange rate, although reducing volatility

should receive greater attention.

This plan involves sequencing the identification of a

select number of binding constraints to industrial

FIG 3.3 SOUTH AFRICAN EXPORTS - WORLD MARKET SHARE (1994 = 100)
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CONSTRAINTS

Labour-absorbing growth will be stimulated by identifying major constraints that hinder
investment and production in key sectors. These can be addressed in a sequenced
manner.

Committed action will lift some significant binding constraints. The first commitments will
include constraints in electricity supply, water, business registration, urban planning
approvals, mining licensing, and high-skilled labour supply — the elements that obstruct
business. The rolling nature of this commitment is intended to support growth
acceleration and sustain it over time, with a bias to labour absorption. Many of these are
already policy commitments, but require rapid decision-making and strong institutional
oversight.
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expansion, eliminating them, then advancing to the

next round of constraints.

Lifting those constraints to growth that are within
power of policy[inakers to influence can be an
effective way of spurring growth. These must be
factors that have an economy[Yvide effect on
lowering prices or raising productivity, or else a
targeted effect on groups of activities that underpin
investment in dynamic sectors. Often a
combination of actions is required, as one
improvement in isolation may not be sufficiently

enabling for firms.

Rapidly rising wages do not usually precede growth
acceleration — they are more likely to follow the
onset of a sustained acceleration by two to five
years. This is particularly the case if the urgent focus
is on access to employment opportunities for large
numbers of workers, on the back of which
qualitative improvements can be attained. This is a
trade[dff that South African society has to address.
However, two qualifications should be attached to
it: expanding access to new entrants should not be
undertaken in a manner that lowers the working
and remuneration conditions of existing
employees; and the overall dispensation should

include some sacrifices by management.

In summary, growth accelerations are associated
with rising investment, rising productivity growth,

increasing exports and rising employment.

Raising the rate of investment

A labourfdbsorbing growth path will rely on
improved infrastructure and network services that
support traditional industries, such as mining and
agriculture, and newer dynamic industries and
associated linkages. These services tend to account
for a large proportion of domestic costs and can
make a substantial difference to improving

economy[Yvide efficiency and cost structures. In an
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effort to promote an accelerated and sustained

growth rate, these improvements can generate
successive productivity spurts that begin a new

round of growth.

Attaining a rate of fixed investment to GDP of
30 percent is a gradual process — taking perhaps a
decade after an initial accelerated growth phase. If
these rates of investment are not achieved, growth
might be sustained if there is a significant rise in the

productivity of capital.

The nature of infrastructure spending is important.
Direct benefits from infrastructure investments that
lower the real cost of transport services are
generally more pronounced in industrial sectors.
Infrastructure investment that reduces the real cost
of communications network services extends
greater direct benefits to the services sector
groupings. However, given the links between
sectors and sector groupings, the indirect lowering
of network infrastructure costs must be considered.
Investments that improve efficiency and reduce the
cost of transport and communication to other
productive sectors have the potential to enhance
competitiveness in a way that boosts labour, rather

than displacing it.



Raising the rate of investment will require measures to reduce business costs and

uncertainty and enhance profitability, public sector commitment to capital investments and

maintenance, and regional integration to expand the consumer base. The savings rate will

ratchet up over time.

Rising fixed[{apital formation does not guarantee
growth or employment. It will only have this effect if
output, and output per worker (or labour
productivity), rises. This in turn implies falling
employment per unit of output. Output must
therefore rise fast enough to promote net
employment growth. Fast[tising employment will
depend on the expansion of highly labourintensive,

domestically oriented activities.

Rising rates of investment will be sourced from:

O Higher levels of public[jector fixed capital
formation, especially in the earlier years, with an
emphasis on infrastructure that promotes efficiency
and reduces costs. Public[3ector fixed capital
formation's contribution to GDP should rise to
10 percent, which is consistent with ratios during

high[§rowth phases in other countries.

O Private investment stimulated by expanding
consumer markets, rising profitability, natural
resources endowments and leveraging the
country's position on the continent. It will be
attracted by improved conditions created as a result
of policy certainty, infrastructure delivery, efficiency

of public services and the quality of labour.

O Foreign investment, which will have to play a
significant role in a context of curbed savings. These
investments lead to rising output, incomes and
employment growth. Savings will rise. Over time, a
larger share of investment should be funded
domestically, but this will depend on how well
resources are used in the short term to raise

productivity, incomes and employment.

Gaining global market share

To optimise the impact of expanding exports, it is
necessary to stimulate areas where there is a
revealed competitive advantage and growing global
demand, where the product would contribute to
rising terms of trade, and where potential exists to

expand domestic linkages.

South Africa has competitive capabilities in a range
of minerals and fast[growing goods and service
activities, although it is not gaining global market
share. There is a high opportunity cost to this that

needs investigation.

South African industrial policy will transition from its
historical approach of favouring energy[land capital[]
intensive goods production, sometimes with
limited domestic linkages, towards an increasingly
diversified industrial base. It is often presumed that
substantial employment might be created through
trade in light manufactured goods. However, South
Africa can only compete in labourintensive
activities on the basis of niche products, processes

and know[how.

Trade in services deserves more attention. Some of
the fastest[§rowing global segments are in finance
and business services, where South Africa has
capability. Tourism is another example, which
already receives substantial attention. The country
is not sufficiently exploiting demand for goods and
services arising from South African investment in

other countries.
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Promoting structural change and stimulating new
industries will require state intervention, including
incentives, procurement, research and
development, and infrastructure investment, to
provide the right type of skills and to ease access in
those sectors to other markets. If the activity is
traded goods, the World Trade Organisation
defines permissible subsidies as those that support
only human or technology development, or site or
infrastructure. Ifthe traded activity is a service, there

are few, if any, limits imposed by global regulations.

South Africa has made substantial use of trade[]
related benefits, especially to promote the
automotive and clothing sectors, with tradable
duty[free import permits linked to export

performance.

The country will have to adopt a more forceful
approach to market[ccess arrangements, as well
as a commitment to commercial presence in key

export markets.

GLOBAL MARKET SHARE

Opportunities to raise the share of employment in traded activities sustainably will be identified and stimulated.

These will be found in clusters centred on agriculture, mining, manufacturing and services, where South Africa

has proven competitive advantage and initial capabilities in dynamic products with the potential for expanded

domestic linkages. Industrial zone developments and trade promotion will rely on competitive logistics,

services, skills, product capabilities and market access. South Africa will find it difficult to compete with low-

income economies on the basis of labour cost, unless it focuses simultaneously on lowering the cost of living

and logistics costs for these products, and considers subsidising some low-skill sectors.

South Africa will strengthen its positioning for offshore business services, taking advantage of its
telecommunications, banking and retail firms operating in other countries.

Strong economic diplomatic presence will be established in countries with the potential for expanded market
share. Trade will be diversified towards emerging economies by improving market access for South African
exports, working with regional trading partners to lower tariff and non-tariff barriers, and improving transport and
logistics networks in the region.

Developing true partnerships between business and government will be essential. Cooperation can support
market penetration globally. South Africa will also support domestic cluster development.

The tariff structure will be simplified while recognising the need for tariffs in specific areas. In addition, more
emphasis will be given to offensive interests by seeking greater multilateral liberalisation from large emerging
economies. Protection against unfair trading practices will be an essential barrier to undercutting domestic
producers.
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Stimulating domestically oriented activity

Most new employment will arise in domestically
oriented activities, where global competition is less
intense and there is high labour component. It may
be functionally possible to trade in these activities,
but in essence, they must take place where the
demand exists. Examples include housing

construction, retail, personal services such as
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hairdressing or cleaning, and business services such
as office cleaning or repair. The environment for
small[§cale agricultural producers will also be
improved. The stimulation of demand for these
goods and services, support for small firms, access
to credit, and easing of the regulatory environment
could help to make these activities absorb more

labour. The challenge is that the productivity of



these activities is lower than the rest of the
economy, and can have the effect of dampening

potential growth.

A number of countries have effectively promoted
industrial development through local procurement
rules. Two recent policy efforts will form an
important foundation for promoting procurement.
The Preferential Procurement Policy Framework
Act (2000) and the Revised Preferential
Procurement Regulations (201 1) constitute an
important step in stimulating local production
through public[$ector procurement. This effort
must be stepped up, alongside strengthened public[]
procurement systems. A Local Procurement
Accord, negotiated through the Department of
Economic Development and social partners,
commits both the private and the public sectors to
ambitious targets in respect of the localisation of
procurement. However, efforts to stimulate local
procurement should not reinforce higher costs for
the public sector and business because this will

undermine growth and job creation.

DOMESTIC DEMAND

Domestically oriented industries will be
actively stimulated, as they will be the
main source of employment creation.
Public and private procurement will be
important sources of demand, enabling

market entry in a highly concentrated

environment. Small-business support

and special sector-targeting measures
will be pursued and are discussed in

sections below.

South Africa as an integral part of
regional growth

Leveraging a regional platform will be an essential
part of a growth strategy. Each market is relatively
small, but together they create a substantial
consumer base that could attract foreign
investment. Economies of scale and scope could be
enabled through this larger market and through
regional production chains. South Africa's growth

potential will be tightly linked to that of the region.

Currently less than 6 percent of South Africa's
merchandise imports are sourced from the
Southern African Development Community
(SADC), while more than 18 percent of the
country's merchandise exports are to other SADC

countries.

Commaodities are animportant driver, and currently
account for 32 percent of growth. Commodity
investments, large infrastructure projects and
growing consumer demand are potential
opportunities for South African companies, along
with consequent regional growth in consumer
demand. The extent to which this potential can be
unlocked will depend on how the continent deals
with barriers to trade and investment, and

implements agreements on regional integration.

South Africa will have to develop strategic
relationships across the continent and further afield.
This will depend on trade negotiating capabilities, as
well as the ability to leverage project finance for
regional investments. Bilateral agreements are

crucial.

The current strategy rests on leveraging African

growth, which has been faster than South Africa's.

South Africa therefore needs to fulfil a more active

and integrating role within the region. This may
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entail shifting activities that cannot be undertaken
competitively in South Africa to lower[fost
environments. In southern Africa's case, this could
include integrating farmers (and intermediate[hput
suppliers) within the region into supply chains, and
shifting production of some of the more highly
commoditised products. Similarly, geographic
diversification of South Africa's power sources could

reduce risks of supply constraints, assist in

South Africa will act as a spur to
regional growth, rather than merely
relying on it. This will involve greater
commitment to regional
industrialisation and supply chain
linkages, shifting trade balances,
power purchase agreements, the
establishment of a Financial Centre
for Africa, and substantially more
financial resources devoted to

funding projects in the region with

linkages to South African companies.
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correcting trade imbalances, and help to increase
regional demand for South African exports. In the
area of tourism, rising costs in South Africa can be
partially offset by the packaging and marketing of
regional tourism destinations together with South
African ones — so that the relative attractiveness of
both the local and regional offerings are enhanced
and sustained. This could necessitate a different
approach towards the development and expansion

of regional transport routes and modes.

By 2030, regional cooperation and integration in
southern Africa and the continent will have
produced demonstrable benefits for South Africa
and its neighbours, boosting economic growth and
social welfare (employment and incomes), as well
as giving the region greater voice and influence in
international forums. Progress in relation to regional
integration will be reflected in the increasing share
of intra[African trade in total continental trade: an
estimated doubling from current levels of about
10 percent by 2030. The approachto achieving this
result is outlined in the chapter on South Africa in

the region and the world (chapter 7).



NATIONAL SYSTEMS OF INNOVATION
AND LEARNING PERMEATE SOCIETY
AND BUSINESS

Continuous learning and innovation are essential
ingredients for the success of middle[]Jand upper]
income economies. A substantial research and
development sector, with support for the
commercialisation of innovation, is essential.
However, learning, innovation and process
improvements often take place in incremental steps
on the shop floor if there is a conducive
environment. A stronger system of labour relations
and improved shop[floor relations and
communication will promote learning feedback

loops within existing firms.

Accelerated technological redundancy and reduced
product lifecycles create opportunities for new
industrial firms to enter new product segments, but
they also increase the risk to established firms and
product segments. The policies and institutions that
will support the formation of new, dynamic market
segments will need to be agile, efficient, dynamic
and self[forrecting. They must help firms discover

new lines of competitive advantage.

Global experience indicates that while growth in
export earnings can encourage higher imports, it
does not necessarily generate technological

innovation and broad[based, export{led economic

growth. In shifting to a more dynamic economy, the
country must allow structural change arising from
technological redundancy. It is unclear how South
Africa will manage the implications of such shifts for
the output and employment of existing, but no
longer viable, firms. The best solution is for the state
to play an active role both in funding research and
development and in guiding the type of research
that the private and public sectors conduct. Despite
an excellent set of science institutions, research
priorities are not always consistent with South
Africa's competitive advantage or growth strategy.
Often the country looks far afield when the base for
innovation and new product development are
linked to existing industries and firms. A well[]
functioning research capacity is vital in sustaining
growth and improving productivity. Chapter 9

considers implications for the education system.

A RESPONSIVE LABOUR MARKET

By 2030, the South African economy should
generate sufficient opportunity that enables those
who want to work the access and possibility to do
so. It should create opportunities and work for all,
while ensuring human rights, labour standards and
democratic representation. Progressively over
time, the vision of decent work should be achieved,
in an expanding economy, with rising skill levels.

Constructive labour relations should be conducive

toaninclusive economy..

INNOVATION

South Africa's competitiveness will rely on national systems of innovation, permeating the

culture of business and society. Innovation and learning must become integral. This will

require interventions from the schooling system, through to shop-floor behaviour, to

research and development spending and commercialisation. Public policy could focus on

research and development in existing areas of competitive advantage, where global

markets are set to grow. These include high-value agriculture, mining inputs and

downstream processing, innovation to meet environmental and energy efficiency

objectives, and financial services.

CHAPTER 3: KEY DRIVERS OF CHANGE

131




132

The labour regime will become more responsive to

the challenge of simultaneously expanding

employment opportunities, raising living standards

and reducing inequality. The labour environment

operates in a context of slow growth, insufficient

levels of employment, and weak skills. Issues that

need attention include:

O Improving access to lifelong learning and career
advancement

O Improving labour market matching and
transitions

O Stabilising the labour environment, improving
dispute resolution and shop[floor relations

O Clarifying dismissal and retrenchment
provisions in the Labour Relations Act (1995)
Code of Good Practice and its management

O Strengthening the labour courts, bargaining
councils and resourcing the Commission for
Conciliation, Mediation and Arbitration
(CCMA)

O Reviewing regulations and standards for small
and medium sized enterprises

O Addressingfessential services.

Labour relations involve buyers and sellers in a highly
contested terrain. In South Africa, there are extreme
income and wage inequalities. Achieving desired so[]
cial objectives is a challenge, particularly given the
competing interests of reducing mass unemploy[]
ment, raising living standards and closing the earnings
gap. In the earlier phase of the plan, emphasis will
have to be placed on mass access to jobs while main[]

taining standards where decent jobs already exist.

Historically, race[based labour rules entrenched
apartheid injustice and increased inequality. The
central roles of the new labour regime were to
define and protect against unfair labour practices;
minimise dispute settlement costs, ensuring visibly
fair outcomes; promote collaboration between
workers and employers to enable industrial

expansion, with visibly fair distribution of benefits;
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and overcome obstacles to skills development and

career mobility.

Wage determination in the private sector

Wage determination must be conducive to

employment and equity objectives. Some

considerations include:

O  Ensuring afair division of earnings in a context of
extreme inequality

O Determining affordable wages that support
economic expansion

O Recognising the need to achieve a social floor,
including the social wage (for example free
basic services and transport costs) and
measures to reduce inflation of basic

commodities and that of administered prices.

From a 20[Jear perspective, real wage growth will
have to be linked to productivity growth — although
itis possible for it to veer off for a few years, it is not
feasible to sustain a labour{bsorbing path unless
both are growing in tandem. This is a sensitive, but
central point. Raising economy[fvide and intra[firm
productivity will help achieve rising real wages and

expanding employment.

In 2010, the median income from work was R2 800
per month overall, and R3 683 per month in the
non[hgricultural formal sector. The bottom
25 percent of workers averaged Rl 500 per
month, the top 25 percent R6 500, and the top
5 percent R17000. Within the top 5 percent, there
is significant upward variation. The variation by race
and gender is substantial. Average earnings for
women are 25-50 percent less than for men. Inthe
bottom 50 percent of earners, the average earnings
of African workers is one[fjuarter to one[fifth that of
their white counterparts. With high dependency
ratios in low[ihcome households, the majority of
working people live near or below the poverty line.

Addressing this tension requires an appreciation of

the multifdlimensional relationships among a variety



of factors. Mass labour absorption will reduce the
dependency ratio and thus lift the pressure on the
employed. State interventions and cooperative
relations with business will help reduce prices of
basic commodities and improve the social wage.
Employers will have to commit to higher rates of
investment and labour absorption, and equitable
sharing of the benefits of higher growth and
productivity. Measures such as entry[level wage
flexibility should be encouraged, but should not be
exploited to displace experienced workers. In other
words, there should be commitment to achieving
the objectives agreed upon, within rules that are

jointly developed.

Public-sector labour relations should be
conducive to delivery and employment
objectives

The public sector is the largest employer and lies at
the heart of service delivery. Its labour regime has to
be conducive to service[Helivery and

developmental objectives.

The current system of managing disputes in
essential services such as health, education and
policing does not enable public[$ector productivity.
Extended strike action can undermine the delivery
of essential services. The current system neither
discourages strike action, nor inspires confidence in
other ways of addressing disputes and grievances.
Improved relations and commitments between the
employer and organised labour are required to
achieve a more effective working environment. A
clear definition for essential services is required.
The determinations of appropriate sanctions are
required where essential services and minimum
service level agreements are not upheld. Similarly,
expectations of the state as employer to implement
agreements on wages and conditions are required,
and appropriate sanctions set where these are not
implemented timeously.

There have already been substantial movements

towards improved pay equity in the public service.
The public[3ector wage bill has grown rapidly over
the past few years and is set to exceed one[3hird of
total government expenditure. The levels need to
be sustainable. The Commission recommends that
multifyear agreements be reached on public[]
service pay, and this is determined in line with the

national budget process.

Another reason for strike action in the public sector
is that its bargaining council represents different
occupations and skill levels, leading to conflation of
priorities and bargaining position. The Commission
therefore recommends that the public service
bargaining council be reformed, and that the
chamber be broken into various separate
chambers, based on the occupations and skills levels

inthe public service.

Skills supply

Chapter 9 deals extensively with education and
training. To deal with the skills crisis the Commission
has identified improving the quality of education
outcomes throughout the education system as one
of the highest priorities over the next |8 years, and
beyond. This includes the post[$chool system
which the Commission believes must provide
quality learning opportunities for young people;
adults who want to change careers or upgrade skills;
people who have left school before completing
their secondary education; and unemployed
people who wish to start a career (see chapter 9
improving education, training and innovation for the

detailed proposals).

Active labour-market policies

In South Africa, most low[lhcome households live
far from the centres of economic activity. The costs
of searching for and getting to work are high, and
information about work is often unavailable. In this
context, labour{inarket services are extremely

important, including those that prepare
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workseekers and match them with opportunities.

In addition, low[¢ost and efficient public transport is
essential — the approach to achieving this is
discussed in the chapter on human settlements

(chapter 8).

Several labour{inarket experiments will be put into
action from 2012. The following proposals will
strengthen labour matching and increase skills
developmentand supply:
Provide driver training for school leavers.
Offer a tax subsidy to employers to reduce the
initial cost of hiring young labour{inarket ent[]
rants; and facilitate agreement between em([]
ployers and the unions on entry[level wages.
Give a subsidy to the placement sector to
identify and prepare matric graduates, and
place them in work opportunities. The
placement company would be paid upon
successful placement. This should be
complemented by strengthening the ability of
the Department of Labour's labour centres to
match supply and demand in the labour
market.
Extend the non[3tate[$ector Expanded Public
Works Programme's employment incentive,
aimed at increasing employment in non[profit
organisations.
Expand learnerships and make training
vouchers directly available to workseekers.
Create employee retention schemes to offer
short[time work during periods of low
demand.
Provide access to lifelong learning that im[]
proves employability and institute measures to
expand further and higher education through[]
putand quality (as discussed in chapter 9).
Adopt a more open approach to skilled
immigration to expand the supply of high skills
in the short term, in a manner that obviates

displacement of South Africans.
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Labour-market regulation

To achieve a “decent work” agenda, one must

balance faster expansion in employment

opportunities with the protection of human rights.

Policy intervention will be required to improve

employment creation and labour protection. The

main areas that require attention are:

(o]

(o]

An approach to handling probationary periods
that reflects the intention of probation

An approach that simplifies dismissal
procedures for poor performance or
misconduct

An effective approach to regulating temporary
employment services

Monitoring compliance to statutory sectoral
minimum wages

Implementing and monitoring health and safety
regulations

Strengthening the CCMA and the Labour
Court in dispute resolution and to support
trade unions and employers in managing shop[]
floor relations

Limiting the access of senior managers who

earnabove R300 000 to the CCMA, given that their

employment contracts better regulate dismissal

procedures.

Approach to probation and dismissals

Probation allows employers to assess the suitability

of employees. It is set for a specified period, often

sixmonths, to determine whether anew employee

fits in based on capability, performance, personality,

culture and other factors. Probation allows the new

employee the opportunity to perform, but also

gives the employer the chance to avoid undue risk.

Uncertainty about the application of current

provisions undermines the willingness of firms to

hire inexperienced workers.

To ease entry into formal work opportunities,

ordinary unfair dismissal protections should not

apply to employees on probation, up to a limit of six



months of service. This means that the contract is
assumed to be limited to the probationary period,
unless confirmed otherwise. To prevent the abuse
of terminating and re[¢mploying just before the
probationary period expires, the period of service
could include all previous service with the
employer, whether directly or through atemporary

placementagency.

Dismissals: misconduct or poor
performance

Pre[dlismissal procedures in cases of misconduct or
poor performance are of concern to employers.
The Code of Good Practice has a simple set of
guidelines for such cases. However, experience has
not reflected this simplicity. The old Industrial Court
developed jurisprudence under the old Labour
Relations Act (1956) that imposed strict procedural
requirements on pre[dlismissal hearings. Despite
the amended act trying to break from this approach,
lawyers, arbitrators and judges continue to apply
technical and exacting jurisprudence in applying the
new act. Rulings from the Labour Court have
clarified that the “criminal model” of procedural
fairness is not consistent with the 1996 act and
arbitrators are required to follow a less technical
approach. The procedures, however, remain strict
and formulaic, and are inconsistent with legislation
on the statute books. There is also anecdotal
evidence of excessive reversal of dismissals on

procedural rather than substantive grounds.

To reduce the regulatory burden, we recommend
that the pre[dlismissal procedure requirements be
revisited to simplify the procedures. Any appeal or
reversal of a dismissal should be ruled on
substantive and not procedural grounds, except in

the case of constructive dismissal.

Labour regulation for small business
Small businesses highlight the obligations of labour

legislation as one of their main regulatory burdens,

arguing that they generally do not have the financial
or administrative resources to comply with all
regulatory requirements. This does not, however,
imply that these businesses should be exempt from
labour regulatory requirements, as complete
exemption may act as a perverse incentive for a
race to the bottom among small business and for
larger employers to reduce their workforce to

circumvent labour regulation.

To reduce the regulatory burden on small[]and
medium[$ized enterprises, we recommend that
the Code of Good Practice clearly lay out

procedures appropriate to small business.

Compliance requirements and regulations for
reporting on employment equity and skills
development should be simplified for small firms, or

even eliminated for very smallfirms.

Regulating temporary employment
services

Private temporary employment and placement
services have significantly contributed to labour{]
market matching in the past two decades. This may
partly be explained by formal employers seeking to
circumvent labour regulations. It may also be caused
by the rapid expansion of services sectors, which
have been the main source of employment growth.
Bhorat’ estimates that 900 000 people have been
given some work opportunity as a result of
temporary employment services. These services
are essential given the fragmented labour market,
where low[lhcome households are generally far
from economic opportunity and have weak labour(]
market networks. Most new opportunities are in
services activities, which often involve changing jobs
periodically. These employment services raise the
chance of achieving more regularised employment,
as well asaccess to skills training for new placements.

They also provide access to benefits for workers.
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To ensure that the opportunity for labour matching
is available to vulnerable workers, while protecting
their basic labour rights, South Africa needs to
regulate the private labour placement sector and
temporary employment services effectively. Some
basic provisions could ensure that after a worker
had spent six months with a temporary
employment service and/or client, the two would
be jointly and severally liable for unfair dismissal and
unfair labour practices. The temporary
employment service would be responsible for the
employment relationship with regard to the
Unemployment Insurance Fund, the
Compensation for Occupational Injuries and
Diseases Act (1993), the Basic Conditions of
Employment Act (1997, as amended) and the Skills
Development Act (1998).

Strengthening the ccma, the bargaining
councils and the labour court

The CCMA and bargaining councils

The CCMA is an independent institution overseen
by a tripartite governing body. This system was
intended to provide cheap, quick, accessible and
informal dispute resolution. Cases not settled by
mediation or arbitration are referred to the Labour

Court.

The Bargaining Councils play an essential role in
dispute resolution within their respective sectors.
They typically handle 90 000 cases a year. The
CCMA plays a larger role for unorganised sectors,

such as domestic workers.

The resources provided to the CCMA must be in
line with the pressures of cases handled. The
CCMA's funding model requires review and
deepening, along with recognition of the need for
its enhanced role in developing capacity for
conciliation, mediation and arbitration for the

parties.
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Labour relations have become fraught over the past
few years and this has increased the workload and
effectiveness of the organisation. Reduced
negotiating capacity, the re[¢mergence of non[]
work[place issues in wage negotiations, and the rise
of general mistrust between parties and has
resulted in a rise in cases referred to the Labour

Court.

To deal with this, the CCMA s introducing
negotiating training forums and mediation capacity[]
building for parties. The operational efficiencies of
this institution are important for the effective
operation of the labour market. The Commission

recommends additional support forthe CCMA.

The Labour Court
Labour courts are specialist courts with national
jurisdiction and have the same status as the High

Court of South Africa.

The Labour Court handles only a fraction of all
disputes, as intended by the new labour regulatory
regime. Even so, the courts are not handling this
reduced caseload well. Only 20 percent of reviews
lodged with the labour courts in the first 10 years of
the CCMA's operation have been finalised. It takes
an average of 24 months for a review application to
be heard in the Labour Court. In the Labour Appeal
Court, reports of delays between 12 and 18
months between date of hearing and date of

judgment are not uncommon.

The Commission recommends a review of the
funding model and the operational functionality of

the Labour Courtand Labour Appeals Court.



PROVIDING A STABLE AND ENABLING
MACROECONOMIC PLATFORM

MACROECONOMY

A stable and enabling macroeconomic
platform will underpin sustainable
growth and employment creation.
Within the framework of a floating
exchange rate, the government will
explore approaches to protecting
firms from rand volatility. It will devote
considerable attention to fiscal impact
on development, through improved
efficiency in government spending,
and an appropriate balance between
investment and consumption

expenditures

A stable and enabling macroeconomic platform will
underpin sustainable growth and employment
creation. Macroeconomic policy serves as a
foundation for growth and development. It must
support the country's overall development strategy
and contribute towards higher growth and

employment.

The principal task of macroeconomic policy is to
provide a stable and enabling platform upon which
firms and individuals invest, work and consume. A
crucial role for macroeconomic policy is to
minimise the cost of shocks to the economy,
especially in its impact on workers and the poor. It
does this by ensuring relative stability in prices, and
in critical variables, such as interest rates and the
exchange rate. There is an inherent trade[bff
among stable prices, interest rates and exchange
rates when the price of leading imports and exports

change.

The success of the development plan will depend
on supporting investment, especially domestic

investment; incentivising savings; and enabling firms

and individuals to take a longer{erm perspective of
economic opportunity. Given South Africa's
economic circumstances, a floating exchange rate is
the most sensible instrument to protect the
economy from external shocks. For example, if the
oil price rises by 10 percent under a fixed exchange[]
rate regime, the price of fuel will rise by a similar
magnitude. However, under a floating exchange
rate, an appreciation of the currency can offset the
need for a fuel price rise. Similarly, if the gold or
platinum price falls sharply, a weaker exchange rate
can smooth out the rand earnings of these

commaodities.

The rand is a highly volatile currency, militating
against long[ferm expansion in goods production
and diversification, and constraining small firms.
Policy should focus on minimising the impact of this
volatility on the real economy. Higher reserves,
higher savings rates, a more diversified economy
(and export basket), prudent and countercyclical
fiscal management, sensible mineral royalty regimes
and macroprudential regulations” all help to provide
the stable platform for investment, growth and

employment creation.

Additional steps can be taken to help protect the
economy from an overvalued exchange rate when
commodity prices are high. Running a budget
surplus and faster accumulation of reserves helps to
weaken the exchange rate. The mandate of the
Reserve Bank gives it the licence to take factors such
as the exchange rate and employment into account
in conducting monetary policy. Rand volatility poses
great difficulty for both exporters and importers,
and for smallJand medium(3ized enterprises in
particular. An approach will be required to buffer

smaller firms from rand volatility.
The balance in expenditure between consumption

and investment will be key to delivering higher

growth and employment. Significant choices are to
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be made among public[$ector wage levels, the size
of the public sector, and the allocation to
investment. The budget should prioritise those
investments that raise economic growth and that

improve people's capabilities.

Development[finance institutions are part of the
overallfiscal armoury of the state. They partner the
private sector in lowering risk, take a long[ferm
perspective towards investment, and promote the
government's development objectives.
Development[finance institutions in the industrial,
infrastructure, agricultural and housing sectors are
central to the plan to raise growth and
employment. Measures will have to be instituted to
ensure that they operate efficiently and have sound
balance sheets, for them to meet their

development mandate.

ECONOMIC TRANSFORMATION

Economic transformation is about broadening op[]
portunities for all South Africans, but particularly for
the historically disadvantaged. It is about raising em[]
ployment, reducing poverty and inequality, and
raising standards of living and education. It includes
broadening ownership and control of capital ac[]
cumulation. In addition, it is about broadening access
to services such banking services, mortgage loans,
telecoms and broadband services, and reasonably
priced retail services. It is also about equity in life
chances and encompasses an ethos of inclusiveness
that is presently missing. This includes equity in
ownership of assets, income distribution and access

to management, professions and skilled jobs.

Employment equity and workplace
opportunity

Employment equity in the workplace is a key
element of the country's plans to broaden
opportunities for the historically disadvantaged.
Since 1994, it has successfully contributed to a

growing black middle class. Itis a policy premised on
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the fundamental acceptance that opportunity was
distorted by apartheid and that rectifying this is a
logical, moral and constitutional imperative.

For at least the next decade, employment equity
should focus mainly on providing opportunities for
younger people from historically disadvantaged
communities who remain largely marginalised.
More specifically, race and gender should continue
to be the main determinants of selection. This will
ensure that society is able to utilise the totality of the
country's human resources, and also help improve
social cohesion . It will be critical in this regard to put
in place a more robust and efficient monitoring and

enforcement system.

The Employment Equity Act (1998) states that if
two candidates have the same qualifications, similar
competencies and experience, then the black
person or woman should be selected. The act does
not encourage the appointment of people without
the requisite qualifications, experience or
competence. If these provisions were
implemented consistently and fairly, the act would

enjoy broader supportand appeal among citizens.

The intention of the act is to encourage firms to
develop their own human potential. This requires
spending time and resources mentoring and
developing staff. Staff training, career{pathing and
mobility in the workplace will grow both the person
and the company. South African employers spend
too little on training their staff and investing in their
long[ferm potential. If more staff were trained, the
economy would do better and the incentive to job[]
hop would be reduced. Short[ferm solutions, such
as overpaying for scarce skills, are
counterproductive to the long[ferm development
of both the individual and the company. The
government may need to review the present
incentive structure embodied in the Skills
Development Act to ensure higher spending on

staff development.



Two other factors affect skills and staff development:
rapid economic growth, which will lead to greater
career opportunities and rising incomes; and an
improved education system, producing ever
greater numbers of skilled black and female work

entrants.

Transforming ownership of the economy

BEE largely focuses on broadening ownership and
control of capital accumulation. It aims to de[]
racialise ownership structures as well as the top

echelons of the business community.

Two potential avenues exist for ensuring greater
black ownership and control: the first is through
redistribution, and the second is through ensuring
that new growth is skewed towards black

entrepreneurs.

Most BEE has taken place through the first avenue
as deals have been struck to enable black ownership
of large firms. There has been less success in
implementing the second opportunity, which
focuses on growing entrepreneurs including small

businesses.

Instruments to drive empowermentinclude:
Licensing arrangements in mining, telecoms
and broadcasting
Preferential procurement legislation
BEE charters, the codes and the BEE scorecard
Development Finance Institutions which either
specifically seeks to broaden black ownership

or generally seeks to grow new sectors.

The combined effect of the legislation is that major
companies must meet targets on seven elements of
BBBEE: ownership,

employment equity,

management control,
skills development,
preferential procurement, enterprise development

and socioeconomic development.

The present model of BEE has not succeeded to
any considerable degree in broadening the scope of
ownership and control of large firms. However,

there have been difficulties. These include:

Lack of capital to acquire ownership or control
of major parts of the economy. This has encouraged
debt[firiven deals that are likely to work only when
the economy is growing rapidly and company

profitability is expanding significantly.

There have been some positive spin[$ffs from
procurement policy. In many instances it has
enabled fast and more visible growth of black
entrepreneurs. However, this has also created
perverse incentives such as causing job losses when
firms import goods rather than use local producers.
In addition, the current processes are riddled with

corruption and incompetency.

Misaligned targets and definitions between the
BBBEE Act (2003) and the codes and the sector
charters, and the other redress legislation such as
the Employment Equity Act and the Public Finance
ManagementAct (1999).

To overcome these challenges, the Commission
makes a number of proposals for transforming the

ownership ofthe economy. They include:

Creating an enabling environment for small,
micro and medium enterprises and entrepreneurs
to thrive. This includes inculcating the spirit of
entrepreneurship in schools, lowering the cost of
doing business in the economy, and reducing

barriersto entry in various value chains.

Aligning all legislation and the codes and
charters that flow from the BBBEE Act. This process
has begun and should continue to ensure that the
state procurement lever is used more effectively to

advance socioeconomic targets in certain
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geographies and industries. Mandatory targets for
socioeconomic development and job creation for

alltenders above R | 0 million should be introduced.

The National Empowerment Fund must be
resourced adequately to execute its mandate. It
must strengthen its support to black[pwned small
and medium sized enterprises as well as strengthen
and expand the provision of finance and other
support to new black industrialists and
entrepreneurs. This should not just be in the form
of financial support, but must also include enabling
market access and the removal of administrative

and regulatory burdens on small businesses.

The state must develop capacity to optimise
returns from South Africa's natural resources. Rent
collected from mining companies should be used to
drive an accelerated development agenda for skills

development and sustainable job creation.

Land reform
The Constitution protects property rights and
prevents confiscation of property without due
compensation. However, it also provides a legal,
political and moral basis for redress measures such
as land reform. Flowing from the Constitution, the
White Paper on land allows for land redistribution,
land restitution and tenure reform. The principles
underpinning land reform are threefold:
De[facialising the rural economy
Democratic and equitable land allocation and
use across race, gender and class
A sustained production discipline for food

security.

Overall progress has been slow. In 1994, the target
for redistribution based on all three pillars was
30 percent of land to be redistributed in five years.
By 2011, only 4.1 percent of land had been
redistributed, most of which was state land. The

rate for productive land has been even slower: only
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3.7 percent of agricultural land has been

redistributed since 1994.

Chapter 6, which deals with an integrated and
inclusive rural economy, provides specific proposals
to raise agricultural production and effect land
reform in a way that focuses both on ensuringland is
distributed more equitably and on building the
capabilities of farmers and communities to earn an
income. The chapter also makes specific
recommendations on land tenure in communal
areas. These balance traditional authority with
greater certainty for female[headed households to

investinfarming.

Small and expanding firms will support job
creation and redress skewed ownership

patterns

Small and expanding firms will become
more prominent, and generate the
majority of new jobs created. They will
also contribute to changing apartheid-
legacy patterns of business ownership.
They will be stimulated through public
and private procurement, improved
access to debt and equity finance, and a

simplified regulatory environment.

Small[Jand medium[3ized enterprises will play an
important role in employment creation. According
to the Finscope (2006) survey, 90 percent of jobs
created between 1998 and 2005 were in small,
medium and micro enterprises. Despite this, total
early[$tage entrepreneurial activity rates in South
Africa are about half of what they are in other

developing countries.

State efforts to assist the sector have had limited

success. Moreover, partly due to the lack of robust



data, the debate around small and medium sized
enterprises and their ability to assist in employment
growth has become heavily weighted with

ideology, assumptions and anecdotes.

Aside from creating jobs, there are other
advantages to broadening the base of new and
expanding firms: reduced levels of economic
concentration, higher levels of competition, and
increased opportunities for BBBEE. However,
there are real obstacles to creating such an
environment, including distortions created by
apartheid in ownership and access to land, capital
and skills for the majority of the population;
widespread crime; a policy environment that
traditionally favours concentration and large
corporations; and a global trade environment that
encourages and rewards economies of scale and

scope in both production and distribution.

Because they have supply chains across the country,
large firms are able to sell their products at prices
smaller companies cannot match. A strategy to
promote small business needs to address access to
established supply chains and the facilitation of

buyer—supplier relations.

The extent to which small[3cale agriculture,
microenterprises and artisanship have weakened is
a concern. In many developing countries, it is these
activities that provide shock absorbers for extreme
poverty and platforms for selffémployment, with
the potential to serve as rungs on the ladder of
economic advancement.

Before measures can be instituted, clear
understanding of the issues facing small and medium
sized enterprises and recognition of the diversity of
the sector is essential. Small businesses operate in
different environments and are owned and
managed by people with a wide range of

motivations and aspirations. The size of the

business, its geographical location and the sector in
which it operates will determine the kind of

assistance it needs and interventions required.

Support measures should be segmented, based on
whether small firms are start[{ips or multiple start[]
ups; survivalist businesses; so called “dassies” or
lifestyle businesses; “gazelles” or high[growth
businesses; franchises; very high potential or high
impact businesses; and/or new industries or new

technology businesses.

For example, South Africa needs to address the
challenge of start[lips and repeat start[lips, including
after failure. The country has a comparatively low
start[Lip rate and a high proportion is survivalist in
nature. What does South Africa need to do to
promote new businesses
and enhance the potential
of those businesses to
Reduced

administration cost to

grow!?

get started could help,
equity/seed funding
gaps should be addressed,

and quality of business

models and support

are important.

Entrepreneurs with the highest potential are those
who have previously started businesses
successfully. Creating strong markets for these
businesses to buy and sell, and making it simple to
start more businesses, is critical. This group of
entrepreneurs is a great target market for an
incentive system. Another group requiring focus on
is those entrepreneurs who have failed before.
They find it difficult to start businesses again as credit
access and so on becomes challenging. The country
needs a mechanism to address this. The one[3ize[]
fits[@ll support programmes of government must

change.
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Nearly 80 percent of small businesses in South
Africa offer retail services and the remaining
20 percent provide services. Small, medium and
micro enterprises in the retail sector mainly buy
products and sell them in the same form. Those
offering services are involved largely in
manufacturing, tourism and the business[3ervices
sector, and are located primarily in Gauteng, the

Western Cape and Mpumalanga.

The Small Business Project's Small and Medium-
sized Enterprises Growth Index 201 | shows that net
new employment is not typically created on a
significant scale in existing businesses. This is usually
the preserve of newly established business entities,

whichtendto be smallerinsize.

The figure above (Fig 3.4) provides the top reasons

for small firms not growing their employee

The activities non[tetail SMMEs are involved in - [ g [ef A e Ko] =7V e 1)\ K p's

include:

No Plans to expand,
fully staffed

Business services: IT (consulting,
services, software development and
programming); financial services (including
insurance brokers, accounting and tax

consultant firms); and advertising,

Financial contraints/
cash flow

communications and marketing. Sub[3ectors
include human resources service providers,
research providers, business[upport services

and legal services.

Manufacturing: plastics or food, steel,
metal and wood manufacturing, printing, and
manufacturing for the construction industry. Among
the industries they are active in are chemicals,
industrial equipment, clothing and textiles, rubber,

packaging, sports equipment and pharmaceuticals.

Tourism: guest houses, bed[&nd[preakfast
establishments, hotels and lodges, backpackers,

tour operators and conference venues.

SmallJand medium[3ized enterprises operating in
the various sectors face different pressures. Those
inthe manufacturing sector are hardest hit by labour
laws and other regulatory burdens. Those in the
services sector are badly affected by the shortage of
skills, particularly accounting and service[$ector

capabilities such as sales.
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Skills
challenges

Labour
regulations

Bad economic conditions,
decline in business/workload

PERCENTAGE OF SAMPLE
Source: Small Business Project, SME Growth Index, 2011.

numbers. The main reason is the current economic
environment followed by the labour environment,
financial constraints and skill challenges.

The challenge is therefore twofold: to create a
more enabling environment for small enterprises to
grow, expand their operations and employ more
people; and secondly to create the conditions
under which start[lips can flourish and more
entrepreneurs enter the market. Interventions to
support both these outcomes will be mutually

reinforcingforthe sector.

Key proposals to support small business
development:
O Publicand private procurement
©® Leverage the Local Procurement Accord to
promote stronger buyer—supplier relations

and deeper localisation.



O]

Implement commitments to 30[Hay

payments to smaller suppliers.

Make government procurement
opportunities more accessible to small
businesses, streamline tender processes,
improve transparency and get rid of

corruption.

O Regulatory environment

®

Simplify the regulatory environment. The first
step would be to appoint an expert panel to
prepare a comprehensive regulatory review
for smalllJand medium[3ized companies to
assess whether special conditions are
required. This includes regulations in relation
to business registration, tax, labour and local
government. Regulatory Impact Assessments

will be done on new regulations.

O Access to debtand equity finance

®

Examine a role for the state in easing access to
finance by start[lips and emerging businesses.
The government and the private sector
should collaborate in creating financial
instruments for small, medium and micro en[]
terprises. A risk[$haring agreement should be
created as start[{ips are particularly in need of

financial supportand are least able to access it.

Explore the role of venture capital.

Urgently consider measures to reform the
mandates and operations of development[]
finance institutions in line with initiatives
already being undertaken, and upgrade the
skills of those providing business advice and
services.

Build research capacity to address the paucity
of data currently available on small businesses
and scale up public communication on

available opportunities.

O Small-business support services
©® Consolidate and strengthen these. Action has
already been taken to create a unified small[]
business service delivery agency. Public[]
private partnership can be considered,
where the private sector is incentivised to
provide small businesses with support, with

increased payment contingent on success.

® Support and grow franchising associations
and get involved in commercialising models
of this nature. Franchising has been globally

successful in reducing risk and failure rate.

O Address the skills gaps
® Provide training for school leavers and
unemployed youth with a focus on skills
development. The public sector should
establish programmes run by well[{rained
ex[entrepreneurs who have firstfhand
experience of the sector; the government
should incentivise the private sector through
tax breaks to set up mentoring programmes;
established small enterprises should be
offered wage subsidies to take on apprentices

and to offer youth placements.

©® Provide skills development for students
currently in school with a focus on grooming
an entrepreneurial attitude. This should
include reviewing the curriculum with a view
to encouraging entrepreneurial thinking and
creating the skills necessary for start[lips. The
review should consider focusing education
into technical and academic streams after
grade 8, and establishing vocational and tech[]
nical training for studentsin grades 9and | |.
Promote skills development for new sectors
with a focus on high[technology skills
advancement. This will include improving the
Further Education and Training (FET) colleges
to ensure that they are producing better{fjuality
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students with the skills identified as lacking in the
small enterprise sectors. Colleges should

introduce entrepreneurship programmes.

As reflected in chapter 9, the country must reform
the system of skills training to provide for the needs
of the economy (including the sectors and activities

identified in the plan) and of society as a whole.

SECTORAND CLUSTER STRATEGIES

To attain full employment, decent work and
sustainable livelihoods, it will be necessary to take
firm decisions on sectors and clusters that will serve

as aplatform to launch a new growth trajectory.

There are two related sets of tensions in industrial
policy: between the government picking and
supporting winners, and an open[&rchitecture
approach where support is informed by market[]
based mechanisms. In practice, most countries try
both approaches, but there is an opportunity cost

where resources are limited.

The sectors identified below are those with
substantial potential for either growth stimulation or
employment, or both. They cover areas of existing
competitive advantage and the main resource
industries. There is evidence that there is substantial
growing global demand in these areas, that they will
contribute to rising terms of trade, and that they

have potential to stimulate domestic linkages.

While the sectors identified below contain
competitive advantages for South Africa and the
possibility for large[§cale labour absorption, these
and other sectors should be promoted in
amanner that allows for a transition to a knowledge
economy and optimal usage of information and
communication technologies (ICTs). Research into
and initiation of such a transition should happen

immediately, as should optimal exploitation of
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capabilities in which South Africa is already a leading
player, because such initiatives take a long time to

bearfruit.

The agro-industrial cluster

The agro cluster encompasses farming activities,
downstream processing of foodstuffs and
beverages, and upstream suppliers of inputs into
food manufacturing (such as packaging, containers
and preservatives) and into farming (such as
fertiliser, seed and capital equipment). The sector
favours large commercial farms, and vertically
integrated agro[processing. This constrains entry
and expansion of small farmers and manufacturers.
South Africa accounts for 0.6 percent of global
market share in food sales, increasingly veering
away from mass grains towards more diversified
products such as edible fruits and nuts, fats and oils,

meat, and dairy products.

The falling share of agriculture employment is not
unusual in a development process, but is so in the
context of a large labour surplus. Agriculture is still
one of the most labour{intensive goods[production
sectors, with substantial employment linkages.
Resources are not being used sensibly, which
requires urgent attention because this sector is one
of the few remaining goods producers with strong
direct and indirect economic and employment links

tothe rural poor.

The neglect of agriculture speaks to the neglect of
rural communities. The contraction in formal
employment in agriculture is not a recent
phenomenon. In 1971, there were 1.8 million
people employed. This dropped to 1.2 million in
1995, and, dramatically, to just over 600 000 today
(or 900 000, if food and beverage processing and
fishing are included). The number of hectares under
cultivation has fallen since 1974, and hectares under

irrigation have not expanded since the early 1990s.”



Compared to other regions, South Africa has a
small share of its rural population engaged in
agriculture. These longstanding trends show that
although it is possible to turn agricultural production

around, it will not be easy or rapid.

Major investments in South Africa's commercial
farming sector (from the public sector, the private
sector, and public[private partnerships) have
resulted in new growth and jobs. For example,
partnerships between the Industrial Development
Corporation and the private sector have led to
expansion of the table grape industry along the
Orange River and the sugar industry into
Mpumalanga), and more recently the wine industry
has expanded. Similar opportunities exist with
untapped potential, including on the Makatini Flats
and in the Eastern Cape (Umzimvubu River Basin).
New initiatives, such as those to do with agriculture
in the green economy and conservation efforts, can

potentially create new employment opportunities

in rural areas. Climate change will influence which
investments will pay off best, and where they

should be made.

Without major policy improvements, the
agriculture sector could continue to shed
employment, mostly due to land consolidation and
technical change. Of the range of
possible employment outcomes in agriculture
discussed here, the most optimistic scenario shows
that about | million direct and indirect jobs can be
created. The future depends on whether the
country can develop land to produce labour ]
absorbing crops. An additional million opportunities
might be created in micro and semi[3ubsistence

farming.

Chapter 6 outlines proposals to stabilise income for

farmers, and to stimulate demand for their output.

AGRICULTURE AND AGRO-PROCESSING

Key proposals in the agriculture and agro-processing sectors include:

Substantial investment in irrigation infrastructure, including water storage, distribution and reticulation throughout
the country where the natural resource base allows, as well as in water-saving technology. A 50 percent increase in
land under irrigation would cost R40 billion in off-farm infrastructure over a | 0-year period.

Greater investment in providing innovative market linkages for small-scale farmers in communal and land-reform
areas.

As part of comprehensive support packages for farmers, preferential procurement mechanisms to ensure that new
agricultural entrants can also access these markets.

Tenure security. Farmers will only invest in these areas if they believe that their income streams from agriculture are
secure. Tenure security will secure incomes for existing farmers at all scales, for new entrants into agriculture, and for
theinvestment required to grow incomes.

Technology development. Growth in agricultural production has always been fuelled by technology, and the returns
to investment in agricultural research and development are high.

Policy measures to increase intake of fruits and vegetables, and reduce intake of saturated fats, sugar and salt, as
recommended in the South African food dietary guidelines, to accompany strategies to increase vegetable and fruit
production.

Exploration of innovative measures, such as procurement from small-scale farmers to create local buffer stocks and
community-owned emergency services.
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The minerals and metals cluster

The minerals cluster encompasses all mining and
quarrying activities, supplier industries to the mining
sector, and downstream beneficiation of the

minerals that are mined.

The collective share of direct mining activities of
South Africa's GDP has declined from 2| percentin
1970 to only 6 percent in 2010. The number of
people employed directly in mining (excluding
upstream and downstream industries) fell from
660 000 in 1970 to about 440 000 in 2004 and
stabilised at that level. Mining, minerals and
secondary beneficiated products account for almost

60 percent of export revenue.

The expansion of mining exports mainly depends
on global demand, the availability of the mineral,
prospecting and mining technology, access to
energy and water, and an enabling and transparent
regulatory environment. The relative
competitiveness of alternative locations is also a
factor. In minerals such as platinum or manganese,
South Africa has the main global deposits. Despite
this clear potential, the mining sector has failed to
benefit fully from the commodities boom over the
past decade or more. South Africa must exploit its
mineral resources to create employment and

generate foreign exchange and tax revenue.

Given the energy[intensive nature of mining and
mineral beneficiation, South Africa will
also need to invest heavily in helping the industry to
reduce its carbon footprint. Similarly, the mining
sector needs to use water more efficiently.
Concerns about the impact of a resource curse
should not be confused with an essential
commitment to expanding minerals production and
exports. The resource curse will be addressed
partly through stimulating forward and backward
linkages to expand industrial and services

capabilities.
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The South African mining industry has performed
poorly over the past decade. During the
commodity boom from 2001 to 2008, the mining
industry shrank by | percent per year, as compared
to an average growth of 5 percent per annum in the
top 20 mining exporting countries. The mining
industry is smaller now than it was in 1994. This is
an opportunity lost, as estimates show the mining
sector could expand by 3 percent to 4 percent a
year to 2020, creating a further 100 000 jobs. The
Human Sciences Research Council's most
optimistic estimates show that mining employment
could expand to 200 000 by 2024, potentially
stimulating a further 100 000 jobs through linkages,
and more if they are actively stimulated. This relies

substantially on platinum[group metals.

The central constraints are uncertainty in the
regulatory framework and property rights;
electricity shortages and prices; infrastructure
weaknesses, especially in heavy haul rail services;

ports and water; and skills gaps.

It is urgent to stimulate mining investment and
production in a way that is environmentally sound
and that promotes forward and backward linkages,
given South Africa's substantial unrealised
opportunity and global market dominance in

deposits.

Beneficiation or downstream production can raise
the unit value of South African exports. In this
regard, resource[tluster development, including
the identification of sophisticated resource[based
products that South Africa can manufacture, will be
critical. Electricity is the main constraint, as most of
these activities are energy intensive. As long as
electricity is scarce, there will be a trade[bff
between beneficiation and other more labour]
absorbing activities. In general, beneficiation is not a
panacea because it is also usually capital intensive,

contributing little to overall job creation.



Substantially more attention will be devoted to
stimulating backward linkages or supplier industries
(such as capital equipment, chemicals and
engineering services). Demand is certain; there is
an opportunity for specialised product
development, and the product complement is
diverse. They are also more labour{dbsorbing than
typical downstream projects. Such products have
the potential for servicing mining projects globally,
which is an advantage should the commodity boom

persist.

Mining companies have an explicit requirement to

participate in local development, and have the

resources to do so in South Africa and the region.
The sector could stimulate local economic
development more substantially if the mining
charter was aligned to these goals. More could be
done on human[tesource development, local

economic developmentand procurement.

Notwithstanding the difficulties, it should be
possible to create about 300 000 jobs in the

minerals cluster, including indirect jobs.

Manufacturing
South Africa's manufacturing strength lies in capital[]

intensive industries. In the context of high

MINERALS CLUSTER

Proposals to grow investment, outputs, exports and employment in the minerals cluster include:

O Address the major constraints impeding accelerated growth and development of the mining sector in
South Africa. The main interventions include: ensuring certainty in respect of property rights;
passing amendments to the Minerals and Petroleum Resource Development Act (2002) to ensure a
predictable, competitive and stable mining regulatory framework; secure reliable electricity supply
and/or enable firms to supply their own plant with an estimated potential of 2 500MW by 2015; and
secure, reliable rail services, potentially enabling private participation.

O Develop, deepen and enhance linkages with other sections of the economy. This includes: linkages
with both manufacturers of inputs (capital goods and consumables) and suppliers of mining-related
services; and downstream producers, especially for platinum-group metals and chrome ore. In this
regard, an export tax could be considered.

O Provide focused research and development support to enable improved extraction methods that
lengthen mine life; better energy efficiency and less water intensity; and alternative uses of South
Africa's extracted minerals, especially platinum-group metals, titanium and others that have
potential for application in new energy systems and machinery.

O Identify opportunities to increase regional involvement and benefit in the whole minerals cluster.
This could include encouraging the establishment and development of alternative providers of
partially processed intermediate inputs in other countries in the region.

O Ensure active engagement on, and resolution to, issues raised through the Mining Industry Growth
and Development Task Team process.

O Improve alignment of mining charter requirements to ensure effectiveness in local communities.
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unemployment, growth would ideally be sourced

through expanded contribution of labour.
However, to compete, the country's cost structure
requires an emphasis on productivity, products and

logistics.

The most important contributions to manufacturing
expansion will be in relation to the business
environment. Challenges relate to the availability
and cost of electricity; the efficiency of the logistics
platform; the quality of telecommunications; and
fast[fising administered pricing for electricity,
transport, fuel, and fertilizer. A constrained skills
supply also poses great challenges. A volatile and

sometimes overvalued currency adversely affects

both imported inputs and exports.

Half of South Africa's manufacturing exports lie in
capitallintensive processed minerals, metals and
chemicals. Intensive support to the motor industry
has had a substantial effect on expanding both
imports and exports of vehicles, the stimulation of
assembly, and some backward linkages, but vehicle

retail sales generate most employment.

Other major opportunities for manufacturing
should be considered in relation to clusters of
activity and are discussed in other parts of this
section —such as supplier industries to construction,
the energy sector, waste retilisation, mining inputs,

downstream processing of metals, and others.

STIMULATING MANUFACTURING

O Stimulation of these sectors will mainly be facilitated through:

O Ensuring a growing share of products that are dynamic, and have potential for domestic

linkages

O Leveraging public and private procurement to promote localisation and industrial

diversification

O Intensifying research and development support for product development, innovation and

commercialisation

O Exploring approaches to buffering manufacturers from the effects of currency volatility

O Strengthening network infrastructure and skills supply, and bringing administered prices

under control.
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Construction/infrastructure cluster

The construction/infrastructure cluster includes
industries that produce new infrastructure and
construction assets, the network of suppliers to
those industries, and the entities engaged in
operating and maintaining this new infrastructure.
Infrastructure investment is crucially important
because it creates jobs for low[3killed people,
encourages private investment, lowers the cost of
doing business, promotes spatial inclusivity, and has

strong backward linkages to supplier industries.

The state has committed substantial funding to
public infrastructure to address backlogs, but not all
of it has been spent. Its current commitment is

R808 billion overthe nextthree years.

Employment in the construction/infrastructure

Key proposals to grow this sector:

sector has fallen from 833 000 in 2006 to 712 000
in 2009. Of this, about 60 percent is formally
employed. There have been only two years of
substantial employment growth in construction

overthe pastdecade.

Rising income and employment, combined with a
stable outlook for interest rates, can promote small[]
scale construction in the residential construction
and housing renovation market — a key
employment driver. Similarly, more and better{]
quality public housing has strong linkages to local
supplier industries, promoting growth and

employment.
There is also scope for export growth — particularly

to other African markets — for products that

competitively meet customer needs.

CONSTRUCTION/INFRASTRUCTURE

O Address government's ability to spend its infrastructure budget, particularly with regard
to project-management capacity, long-term planning, and monitoring and evaluation of
both expenditure patterns and construction work.

O Support the civil construction and the supplier industries in their export efforts — with the
establishment of a Financial Centre for Africa, and more support in commercial diplomatic
relations.

O Intensify support to supplier industries such as building supplies, steel, glass and cement.

O Create conditions for a less cyclically volatile industry by emphasising numerous, smaller-
scale, regionally dispersed projects to address backlogs, which are more accessible to
smaller firms and new entrants.

O Expand public funding for alternative types of low-income housing that would generate
more demand directly and in supplier industries.

O Promote a simultaneous focus on more energy-efficient buildings and building techniques
to reduce demands on electricity supply in the longer term. Home insulation and the
installation of solar water heaters are labour-intensive activities that have strong

backward linkages to supplier industries.
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The green economy

The United Nations Environmental Programme
defines the green economy as “a system of
economic activities related to the production,
distribution and consumption of goods and services
that result in improved human well[Jbeing over the
long term, while not exposing future generations to
significant environmental risks and ecological
scarcities”. Shifting to a green economy, including to
a low[tarbon economy, is shifting to a more
sustainable economic growth and development
path inthe long term, and therefore has implications
for choices about the structure of the economy.
This section deals with the green economy in the
context of a new and growing sector within the
South African economy. Chapter 5 considers how

South Africa will shift to alow carbon[&mitting path.

The green economy agenda arises simultaneously
with South Africa's energy shortages. Aside from
intentions to build coallfired plants, South Africa's
imperative to expand renewable energy sources
dramatically and to promote energy saving is
consistent with the global agenda. A target to
generate 20 000 MWh of renewable energy by
2030 has been set. Progress towards achieving this
target has so far been sluggish, with about | percent

of electricity generated from renewable sources.

The green economy agenda will be leveraged to
promote deeper industrialisation, energy efficiency
and employment. The Green Economy Accord
currently being negotiated among social partners

will help drive this agenda forward.

The finance sector

The finance sector incorporates all those activities
linked to credit and loans, the raising of capital, the
trading of financial assets and properties, the
investment and management of savings, and the
provision of banking and insurance services. Like

many other areas, it has undergone significant
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change in recent decades, mainly as a result of
technological change. There is now a far larger
foreign presence in ownership as a result of

mergers and acquisitions.

While the rest of the economy has expanded by
67 percent since 1994, finance sector output has
tripled, and was an important contributor to
employment expansion. About 300 000 to
400 000 people work in finance, insurance and
related activities. Substantial employment is created
indirectly, through property, building maintenance,

security, personal and business services.

In addition to its role as a provider of potentially
dynamic intermediate services, the finance sector
has the potential to contribute towards greater
inclusion of historically marginalised groups — by
extending access to banking and insurance services,
by helping to promote and mobilise household
savings, and by easing broader access to credit.
While the South African banking and insurance
sectoris viewed as relatively sophisticated in a global
context, banks and insurers find it hard to extend
services to this market segment using traditional
channels because of their high costs and limited

potential forincome.

The proportion of the population that is banked or
has access to transactional financial services and
savings facilities is expected to increase from about
63 percent to about 90 percent by 2030.
Developments in ICT have made it possible to
establish alternative virtual networks that can be
used to deliver financial and other services at much
lower cost. Similarly, alternative, lower{ost
technology platforms such as the internet and
mobile networks will make it easier for short[term
insurers to offer reduced premiums (for
commensurately lower levels of cover), which

should help to expand access.



Areas that should be prioritised:

THE FINANCE SECTOR

© Continuously broaden access to banking services to poorer people and lowering costs

through a combination of competitive pressures and reducing other infrastructure

costs.

O Strengthen credit extension to productive investments, especially small and expanding

firms, and for working capital. Government and the private sector have to work

together to find ways of increasing business lending.

O Provide small-business advisory and support services, financed partly by the state.

Conclude discussions to identify and deploy investable capital to increase production in

labour-absorbing sectors.

O Encourage private firms, such as construction firms, to partner with South African

banks in providing project finance for contracts on the continent.

It is of concern that South Africa's banks do not
extend sufficient credit to businesses, especially
smaller firms. Greater access to credit for firms
would lead to higher levels of business investment
and jobs. Several countries, most notably India,
have quotas for credit to the business sector. To
reduce lending risks, South Africa should consider
public[private partnerships to provide advisory and

supportservices.

The country has not used its sophisticated financial
services industry sufficiently to foster growth and
create employment. With government support,
these sectors can expand aggressively on the
continent, with strong linkages to the South African
economy. Obstacles to expanding back[pffice
operations include high internet charges, low
bandwidth, and skills constraints in managing these
types of operations. Making it easier for foreign
companies to bring in skilled foreign workers will

also help the sector.

Retail and business services

Retail and business services together are the biggest
employers in most middle[] and high[lhcome
economies. In South Africa, the formal retail sector
accounts for almost 2 million jobs, and another
3 million jobs exist in informal activities. Business
services account for about 20 percentto 30 percent

of gross value added and over | million jobs.

A number of retailers have located in the region,
and this will generate export opportunities for fast[]
moving consumer goods producers if effectively

leveraged.

Business services comprise a wide set of activities,
including office cleaning, computer repair, real

estate and back[dffice processing.

Information technology[knabled services
transacted locally and across borders have become
firmly established over the past decade, and could
be seen as a rapidly[growing new industry. South
Africa must therefore invest into drawing this

business to its shores.
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RETAIL AND BUSINESS

In support of employment and growth, the following will be pursued in the plan:

O The retail sector will be encouraged to procure goods and services aimed at stimulating local
producers, and especially small and expanding firms.

O Further investigation will be conducted on opportunities to stimulate sustainable small-scale
retail and cooperative buying, with the aim of reducing costs in townships and rural areas, and
stimulating related employment.

O South African retail operations in the region will be encouraged to supply stores with South
African products, and also be supported to develop suppliers within the region in support of
regional industrialisation objectives.

O Information technology-enabled service exports will be promoted, with the aim of attracting
United States, United Kingdom and Indian business-process outsourcing. South Africa should
become a leading provider of information technology-enabled services globally, with services
integrated into the region.

O Rising consumption of the lower-income groups in South Africa and the region should
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stimulate retail employment and demand for supplier industries.

Tourism and culture

The tourism cluster encompasses the range of
activities and associated incomes that accompany
people visiting the country. The total contribution of
tourism activity to South Africa's gross value added
was estimated at over 9 percent in 2008. South
Africa has the disadvantage of being far from the
wealthiest consumers, but it has several
comparative advantages, including natural beauty,
well[inanaged national and other parks, the
domestic aviation sector, hotel capacity and the
personal[$ervices industry. South Africa has
positioned itself as a conference and sports event
destination. It is also home to nine world heritage

sites and an area of global niche tourism.

Culture, the arts and other parts of the creative
economy have the potential to generate
employment and export earnings. Foreigners visit
South Africa to see, understand and learn about its
peoples and cultures. The arts and related creative
economy sector are thus an asset that needs
investment to provide opportunities for more

people, often outside of the formal economy.
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The tourism industry and the creative economy
sector are labour intensive, and stimulate the
growth of small businesses. They can develop other
spin[dffs, such as foreign direct investment and the
crafts industry. Increased airline competition would

help lower costs of travel.

Public-sector employment

The public service typically plays an important role
in employment creation. South Africa exhibits a
paradox in this regard. The public sector employs
about 9 percent of the labour force and accounts for
about |8 percent of formal employment. Despite
this limited number, the public[$ervice wage bill
(including local government) exceeds |2 percent of
GDP — very high by both developed and

developing country standards.

South Africa's public sector is faced with a dilemma.
In a skills[fonstrained economy, the premium for
skilled labour is high. This pushes up the salaries of
skilled people in the public service. The public
service also pays well above the market rate for
low[3killed people, inhibiting its ability to create
low[3kill jobs.



KEY POLICY ISSUES:

O Emphasis will be placed on increasing the total number of tourists entering the country,

and the average amount of money spent by each tourist.

O Ease of doing business, as well as availability of appropriate levels of tourism infrastructure

(particularly transport, tourism offerings/ products and accommodation), will play an

important role in attracting different types of tourists.

O Foreign business tourists arriving by air generate the most significant multipliers. South

Africa will be positioned as the business and shopping centre for the region.

O South Africa can do more to develop the region as an international tourist destination by

emphasising the broader biodiversity, cultural diversity, scenic beauty and range of

tourism products, and making it easier for tourists to travel between countries in the

region. A Schengen-type visa for the region will be considered.

In theory, it should be possible to grow public
employment in areas such as health, policing, social
welfare and education. This, however, has to be
balanced against the magnitude of increases in
public[$ector salaries. Furthermore, the public
service has to identify opportunities in entry[level
services such as auxiliary nurses, community health

workers and day[¢are services for pre[$chools.

Public employment schemes

The problem of unemployment and under]
employment has become too big for market[pased
solutions to solve in the next |0 to 20 years. There
is no doubt that market[based employment is the
most sustainable source of job creation, but in even
the most optimistic of scenarios, many people are
likely to remain out of work. Low productivity, non[]
market services such as expanded public works
projects in government construction, care, selflhelp
projects and survivalist activities are generically

called public employment schemes.

The public employment programmes should target
the creation of 2 million opportunities annually by

2020 or earlier, if possible. The central challenge is

to identify institutional approaches that will enable
this scale of achievement. Few programmes have
succeeded. South Africa has existing commitments
to public employment in the EPWP and the new
Community Works Programme. The EPWP I
could provide a number of these opportunities,
mostly in the social sector, particularly in
community[based care such as early childhood
development projects. The Community Works
Programme, which decentralises decision[inaking
to the ward level, also holds this promise. These
employment schemes should therefore
complement social[lelivery programmes to

strengthen community reach.

The government must investigate more creative
and innovative ideas. For example, the Department
of Arts and Culture's plans include employment of
graduates as arts facilitators for clusters of schools.
The rationale is to identify and develop talent and
support career choices in the arts, as well as to
develop audiences and consumers through
exposure to the arts and participation in them. This
would include all learners having access to heritage

sites, performing and visual arts etcetera.
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ROLE OF THE STATE AND
INSTITUTIONAL CAPABILITY

This plan places a high premium on making specific
choices to launch the country onto a higher growth
trajectory. It does not seek to address all the
challenges at the same time. The government will
have to provide firm and focused leadership. The
major institutional challenges in the public sector are
dealt with in chapter |3. In the economic sphere,
among the major stumbling blocks to efficient
economic services are poor coordination and
integration, multiple priorities, and an undefined
hierarchy of authority among the plethora of
government departments involved in the economic

sector.

Whenever a complex and integrated set of
responsibilities is split across departments, it is
difficult to maintain coherence over time. This has
been evident in the inability of the government to
drive a microeconomic reform strategy over the
past |8 years because the functions are split over so
many departments. . While integrative structures
on such priorities and employment and

infrastructure have been set up, there has been in

Public employment schemes will be an
essential part of an employment plan
to 2030. The main opportunities will
lie in community-based services and
the roll-out of the social-sector
initiatives of the Expanded Public
Works Programme (EPWP).
Realistically, South Africa must plan
and budget for a minimum of two

million opportunities annually.
Emphasis should be placed on

generating market-based

opportunities where possible.
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the recent period a higher level of fragmentation in
government's economic strategy and how it is
implemented. The Commission recognises that a
certain degree of fragmentation has crept into
government's economic strategy and this must be
fixed. Clear lines of responsibility are necessary but
clear direction and a commonly agreed upon

strategy are also of central importance.

To deal with this issue, the Commission proposes
that the Presidency, as the centre of government,
be given strategic coordinating responsibility. This
will entail convening power to resolve key points of
disagreement and ensuring policy alignment. See

chapter 3.

The country also needs to clarify its thinking, and
develop a firm and consistent view on the role of
the state in the economy. The realisation of the
economic, and indeed other, objectives of Vision
2030 requires long[ferm commitments by all
sectors of society, including the private sector. Policy

certainty is therefore essential.

Specific proposals include:

O Strengthening the role of the state as service
provider, as the core provider of public goods (such
as infrastructure and other public services), as an
economic regulator, as a consumer, and as a critical
player in giving leadership to economic

development and addressing market failures.

O Creating a clear system of hierarchy and
decision[inaking across economic line[function
departments and spheres of government. The
Presidency will act as the strategic centre of power
to resolve key points of disagreement and ensure

policy alignment.

O Responsiveness on the part of the state to
anticipate possible crises and respond to them

rapidly and appropriately.



O Establishing significant consequences for not
reaching targets, whether in social or economic

areas of delivery.

O Measuring performance in economic services
departments on the basis of success, or otherwise
in facilitating investment and building partnerships

among the economic actors.

O Improving trust between the public and private
sectors. The government must treat private actors
as partners in policy design and implementation,
and the private sector in turn must respond to and

facilitate the realisation of national objectives.

O Urgently addressing constraints to public[]
private partnerships — including the institutional
arrangements for regulating and executing such
partnerships as well as relevant capacity in

government departments and spheres.

O Thatany direct state involvement in productive
sectors should be informed by the “balance of
evidence” in relation to stimulating economic
growth and competitiveness, creating jobs and
reducing inequality, as well as availability and optimal

deployment of public resources.

Social compact

O For South Africa to achieve its objective to
eliminate poverty, reduce inequality and create jobs
requires greater trust between the state and
business. As highlighted in the diagnostic report and
the inputs of various organisations and individuals,
the lack of trust between government and business
and in turn, between these and the labour
movement, is a stumbling block towards faster
economic development. Various accords have
been signed between social partners and an
institutional mechanism such as the National
Economic Development and Labour Affairs Council

(NEDLAC) exists. But because of the lack of

strategic engagement among the social partners,
focus on immediate sector interests and general
questioning of each other's “bona fides”, no
effective partnership exists. This problem is

especially acute at regional and local level.

O  The Commission proposes that the National
Development Plan serves as a basis for
developing a broad social compact among critical
role[players and society at large. See chapter 5.
This should also find expression at local and
regional levels, with greater engagement
between businesses and provincial and local
government, as well as trade unions and other

sections of civil society.

CONCLUSION

O Achieving full employment and sustainable
livelihoods is possible. Moving onto this new
trajectory of high, sustained and job[¢reating
growth implies a break from the current path. It
requires a commitment by all sectors of society to
contribute to the efforts required to meet our
common objectives, and difficult choices will have

to be made.

Trade-offs and choices

O Achieving full employment, decent work and
sustainable livelihoods will depend on making
choices during various phases to 2030. The ability
to do this is a function of leadership among all
social partners. The achievement of the
objectives and targets in this plan will be to the
benefit of all, but each sector of society needs to
agree on the contribution it will make, and take

turnsto carry the heavier part of the load.

O Given that many proposals in this plan will
take time to register any meaningful impact, it is
critical to urgently introduce the active labour(]
market policies proposed in this chapter, to

initiate mMassive absorption of young people and
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women into economic activity. This will require
decisiveness on the part of the state, and business
and labour should adopt a strategic approach to
negotiations and building trust between

themselves.

Role of the state

Not only does the state have a role in setting the
appropriate macroeconomic framework, it must
also provide the right microeconomic conditions, to
ensure that the day[fo[day decisions and actions of
people and companies help deliver the best social
and economic outcomes. These frameworks and
interventions determine the social and economic
climate that South Africans live in, and therefore the

level of economic growth and employment.

Among other actions, the state must enhance
regulation of market participation, identify and
resolve market failures, provide appropriate public
infrastructure and services, and help to lower

transaction costs across the economy.

The private sector

Most of the jobs will be created in the private sector.
This, however, will require South African
entrepreneurs to be vibrant and seize opportunities
when and where they arise, and to adapt
themselves to the continuous process of
technological change.

Rather than rely on economic rent and
endeavouring to accumulate the bulk of the
rewards of improved productivity and general
economic performance, the private sector should
embrace entrepreneurship, innovation and an

equitable sharing of the fruits of prosperity.

Worker leadership
Worker leaders have to advance and defend the
interests of employed workers, and with other

sectors of society, ensure that inequality is reduced.
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At the same time, they need to consider those who

are presently marginalised from economic activity.

Allowing for greater access to the labour market for
those not active in the economy and ensuring that
those currently without an appropriate voice are
adequately catered for is a responsibility of leaders

of workersand society atlarge.

The first phase (2012-2017)

Movement towards an inclusive and dynamic
economy requires that the country should urgently
launch the virtuous cycle that allows it to move to a

new growth trajectory.

Inthe early years, emphasis will be on absorbing the
unemployed, especially young people, into

economic activity.

Higher mining exports during this period of high
commodity prices will help pay for the
development of capabilities and endowments to
forge a new path in the economy of the future. The
country needs urgent investments in rail, water and
energy infrastructure, alongside regulatory reforms
that provide policy certainty. At the same time, the
private sector should commit more investments to
supplier industries for the infrastructure
programme and in general economic capacity while
capital costs are low, and imported equipment is
cheaper. Opportunities for large exports to sub[]
Saharan Africa and other destinations in the

developing world should be creatively pursued.

Concurrently, policy instruments and agreements
on moving to the next phase should be ironed out.
The plan identifies a number of steps required to
move towards this new path. These include
prioritising actions that lift key constraints to
economic expansion, even though the govern[]

ment's responsibility is necessarily broader. In the



firstfive years, the government will commit to:

O Doubling the annual expansion in high[3kills
supply and improving education throughput at
primary and secondary levels

O Improvingthe labour relations environment

O Interventions to improve labour[arket
matching

O Ensuring the supply of energy and water is
reliable and sufficient for a growing economy,
and that the responsibilities of municipal
maintenance of distribution systems are
appropriately allocated and funded

O Intensifying research and development
spending, emphasising opportunities linked to
existing industries

O Developing the arrangements for a Financial
Centre for Africa

O Implementing its commitment to promote
industrial diversification through its
procurement programme

O Changing the approach to land tenure systems
in ways that stimulate production and
economic opportunity, thereby reducing
uncertainty

O Expanding public employment programmes

rapidly.

The second phase (2018-2023)
Subsequent to this, South Africa should focus on
diversifying the economic base. This should include

building the capacities required to produce capital

and intermediary goods for the infrastructure
programme and sub[Paharan Africa. It should
include resource[¢luster development for the
mining industry, combining production of capital
goods, provision of engineering services, and

beneficiation that targets identified opportunities.

In this phase, the country should lay the foundations
for more intensive improvements in productivity.
Innovation across state, business and social sectors
should start to become pervasive. Centres of
learning should be aligned to industrial clusters with
potential for domestic and global linkages.
Innovation should also focus on improved public
services and on goods and services aimed at low[]

income sectors.

Approaching 2030

As the country approaches 2030, the emphasis
should be on consolidating the gains of the second
phase, with greater emphasis on innovation,
improved productivity, more intensive pursuit of a
knowledge economy and better exploitation of
comparative and competitive advantages in an

integrated continent.

Closerto 2030, South Africa should be approaching
“developed world” status, with the quality of life
greatly improved, with skilled labour becoming the
predominant feature of the labour force and with

levels of inequality greatly reduced.
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CHAPTER FOUR

Economic

infrastructure -
the foundation

of social and
economic
development

KEY POINTS South Africa needs to maintain and expand
its electricity, water, transport and
telecommunications infrastructure in order
to support economic growth and social
development goals. Given the government's
limited finances, private funding will need to

be sourced for some of these investments.

The role and effectiveness of sector
regulators needs to be reviewed. In addition
to issuing licences and setting tariffs,
regulators need to place more emphasis on
stimulating market competition and
promoting affordable access to quality
services.This will require capacity-building in

regulatory institutions.

Policy planning and decision-making often
requires trade-offs between competing
national goals. For instance, the need to
diversify South Africa's energy mix to include
more renewable energy sources, which tend
to be variable in terms of production, should
be balanced against the need to provide a

reliable, more affordable electricity supply.
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INTRODUCTION

South Africa needs to invest in a strong network of
economic infrastructure designed to support the
country's medium- and long-term economic and
social objectives. This economic infrastructure is a
precondition for providing basic services such as
electricity, water, sanitation, telecommunications
and public transport, and it needs to be robust and
extensive enough to meet industrial, commercial

and household needs.

South Africa has a relatively good core network of
national economic infrastructure. The challenge is
to maintain and expand it to address the demands of
the growing economy. In the transport and energy
sectors — dominated by state-owned enterprises —
the economy has already
been constrained by
inadequate investment and
ineffective operation and
maintenance of existing infra-
structure. In the tele-
communications field, policy
and regulatory uncertainty
and lack of capability remain
barriers to infrastructure
investment and to achieving
affordable, quality services,
especially for the poor. In the
water sector, delaying critical
investments may result in
water shortages during a

drought period.

There is some concern that the state does not have
the institutional or financial capacity to implement
the investment plans needed to finance
infrastructure on the required scale. Other issues
include the increasing cost of electricity, roll out of
infrastructure to rural areas, the likely introduction
of a carbon tax and the poor performance of some

state-owned enterprises. Civil society has
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protested against exploring shale gas in the Karoo
and the envisaged nuclear-build programme,
arguing that the government was focusing too much
on infrastructure and too little on protecting South

Africa's scarce resources, especially water.

The country needs to make large investments to
propel economic activity. These investments need
to be made in a structured, considered manner to
prevent inappropriate initiatives, protect South
Africa's resources and ensure that prioritised
investments are efficiently implemented. Poor
investment decisions commandeer the state's
financial resources and hinder other important
investments, ultimately constraining economic
growth. Greater use of public-private financing is
likely to bring about better decision-making and
improved spending discipline, resulting in more
rigorous assessment, shareholder accountability
and reporting. These factors will, in turn, ensure

easier access to capital.

Current investment levels are insufficient and
maintenance programmes are lagging. The
government needs to better coordinate
collaborative investment by businesses and
provincial and local government into key
infrastructure projects, such as in the
Waterberg/Lephalale region in Limpopo, at Coega
in the Eastern Cape, and along the strategic freight
corridor linking Gauteng and Durban. The
formation of the presidential infrastructure
coordinating committee goes some way towards

achieving these goals.

Priority should be given to infrastructure
programmes that contribute to regional integration.
These include the African Union's north-south
corridor and sector-specific projects such as
enhancing border facilities, improving energy access
and information and communications technology

(ICT) connectivity, and revising transport links.



Programmes in underdeveloped regions, such as a
proposed multipurpose development around a
new dam on the Umzimvubu River, should also be
prioritised since it could mobilise the natural
resource advantages of an otherwise

underdeveloped area.

State-owned enterprise performance may be
improved by combining cooperation and
competition. Mechanisms are also needed to
ensure local industry remains regionally and globally

competitive, while meeting domestic needs.

Access to basic electricity, water and sanitation, and
public transport for many South Africans,
particularly in poor rural and peri-urban com-
munities, accessing electricity, safe water, sanitation,
telecommunications and public transport is a daily
challenge. Even where infrastructure is available,
households can often not afford enough electricity
and water to cook and stay warm, or the fares to go
to town to look for work. These problems will only
be resolved if their underlying causes are
addressed. Mostimportantamongthese are:

O Many households are too poor to pay the costs
of services.

O Some municipalities are poorly managed or
have limited human and financial resources to
deliver services.

O In other municipalities, there is not adequate
bulk infrastructure to supply all households with
electricity and water services.

O Unrestrained use by some households leaves
others with nothing.

O These causes are addressed by the following

chapters of the plan:

O Chapter 3 discusses how household incomes
will be adequate to pay for services if there are
jobs that pay enough. Where this is not the
case, some form of subsidy must be available to

ensure that people can access basic services.

This can be provided as a grant to the
household or to the municipality to provide
free services that meet people's basic needs.

O Chapter |3 suggests ways in which municipal
performance can be improved to ensure
service delivery. It also suggests reviewing the
way municipalities are funded and the levels of
services they should provide in light of the
difficulties that those serving mainly poor
communities face. Where municipalities do not
have the staff or the finances to provide services
effectively, they should approach neighbouring
municipalities, regional agencies, Eskom and
their local water boards for help. They should
also consider empowering local communities,
particularly in scattered rural settlements, to
runtheir own services.

O Chapter |5, which covers transforming society
and uniting the country, discusses how
communities can take action to improve their
circumstances. In many places, uncontrolled
water use by households at the bottom of the
hill means that water never reaches those who
live higher up. Similarly, uncontrolled electricity
use from unmetered, unauthorised con-
nections causes transformers to trip or burn
out, cutting off whole communities. People
need to come together to work out ways to
maintain a fair share of services for everyone.

O Chapter 8 addresses the need to properly
locate and plan settlements. This can help
improve access to adequate and affordable
public transport, an area in which poor people
carry an unfair burden that aggravates their

poverty.

THE ROLE OF REGULATORS

While some network industries (such as power
generation and ICT services) lend themselves to
competition, core components such as the
electricity grid itself, gas and water pipelines, and

railway lines tend to form natural monopolies. With
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high fixed costs and decreasing average costs of
service provision as more customers join these
networks, it is often difficult to stimulate meaningful
competition or to encourage multiple market
entrants. In such cases, effective economic

regulation is essential.

Over the past two decades, independent
regulatory authorities have been established world-
wide to issue licences, ensure access to networks,
set prices and establish technical and service
standards. South Africa has dedicated regulatory
agencies for electricity, gas and petroleum pipelines,
telecommunications and ports. These regulators
are tasked with safeguarding reliable and
competitively priced services for consumers, while
promoting affordable access for poor and remote
households. They are supposed to ensure that
utilities and operators, are efficient and financially
viable so that they can invest in maintaining,

refurbishing and extending their networks.

After more than |5 years of sector regulation, it is fit-
ting to analyse the effectiveness of these regulators.
Although regulators have succeeded in issuing
licences, developing pricing methods and
establishing technical and service standards, they
have not achieved the positive outcomes initially
envisaged. Based on the performance of the ICT,
electricity and port sectors, South Africa is slipping
down international benchmark rankings. The
reliability of electricity supply has deteriorated and
prices that were previously below economically
viable levels are now climbing at rates that
consumers are unable to absorb. Communications
quality, speed and cost are significantly worse in
South Africa than in comparable nations, with a

similar situation in rail and port performance.
Regulators are confronted by two challenges: first,

to make sure that there are adequate levels of

investment to ensure customers get reliable
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services, and second, to ensure that pricing levels

are managed in a way that creates certainty and

mitigates against shocks. This requires:

O A closer working relationship between
regulators, utilities and government depart-
ments

O Better management of financing requirements
through economically viable pricing levels

O Agreater climate of certainty and an avoidance

of economic shocks.

The institutional arrangements and design of
network regulators is being reconsidered.
Regulation works best where there is sufficient
political will to support it; where regulators are
legally independent, publicly accountable and their
decision-making is transparent, and where the
regulator is backed by adequate institutional, and
human capacity. South Africa faces challenges in all
these areas. As a result, it makes sense to initially
restrain the regulatory agencies' decision-making
discretion while their institutional design is
reviewed, their roles and accountabilities are
clarified and the related legislation and subsidiary

regulations are updated.

Improved regulatory performance is vital for
national development. Capacity building remains a
core challenge, requiring sustained training to
improve leadership and technical capabilities. The
quality of regulation, however, is not just about the
regulator. The state itself must have adequate
capacity and capability to formulate effective
policies; support the design, establishment, review
and improvement of regulators; and respond to
issues identified by capable regulators. A capable
state (chapter 13), with functioning, well-run
utilities, departments and municipalities, will help

ensure efficient regulation.



Proposals to improve regulation

The following is proposed for the immediate future:

O Institute a far-reaching review of current
infrastructure regulators to clarify roles,
strengthen accountability, update legislation
and regulations, and reform institutional design.

O Explore the possibility of further consolidation
of regulators.

O Establishamonitoring and evaluation unitin the
Presidency to undertake periodic regulatory
impact reviews and provide advice and support

to regulatory authorities.

THE ENERGY SECTOR: EMPOWERING

SOUTH AFRICA

The plan envisages that, by 2030, South Africa will

have an energy sector that

promotes:

O Economic growth
and development
through adequate
investment in energy
infrastructure. The
sector should provide
reliable and efficient
energy service at
competitive rates,
while supporting
economic growth
through job creation.

o Social equity through
expanded access to
energy at affordable tariffs and through
targeted, sustainable subsidies for needy
households.

O Environmental sustainability through efforts to
reduce pollution and mitigate the effects of

climate change.

More specffically, South Africa should have
adequate supply security in electricity and in liquid

fuels, such that economic activity, transport, and

welfare are not disrupted. Prices for energy are
likely to be higher in future, but they will still be
competitive compared with South Africa's major
trading partners. In addition, more than 90 percent
of the population should enjoy access to grid-

connected or off-grid electricity within 20 years.

To realise this vision, South Africa's energy system
needs to be supported by effective policies,
institutions, governance systems, regulation and,

where appropriate, competitive markets.

The plan sets out steps that aim to ensure that, in
20 years, South Africa's energy system looks very
different to the current situation: coal will contribute
proportionately less to primary-energy needs,
while gas and renewable
energy resources -
especially wind, solar and
imported hydroelectricity
— will play a much larger
role. Public transport will
be highly developed and
imported hybrid and
electric vehicles will be
more widely used. The
economy's energy
intensity will continue to
decline and energy-
efficient options will be
widely available and
increasingly adopted. The
country's energy market will be more diverse, with
greater opportunities for investors to provide
innovative, sustainable energy solutions within

credible and predictable regulatory frameworks.

The energy reality

South Africa is very dependent on coal. It is the
country's largest economically recoverable energy
resource and among its three top mineral export

earners. Internationally, South Africa ranks fifth as a
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coal producer and exporter. Domestically, coal is
used to produce:

o Over 70 percent of primary energy

O Morethan 90 percent of electricity

O Athird of liquid fuels.

As a result, South Africa is a significant emitter of
carbon dioxide, which contributes to climate
change. Domestic electricity has historically been
underpriced, resulting in mining houses investing in
energy-intensive beneficiation processes. Energy
intensity is one and a half to four times higher than
the Organisation for Economic Cooperation and
Development average (depending on whether
gross domestic product is measured in nominal or

purchasing-power parity terms).

Adequate supply is a key concern, especially for
electricity and liquid fuels. South Africa experienced
multiple power failures between 2005 and 2008,
resulting in lower economic growth and
widespread inconvenience. Even though the 2009

recession depressed demand, the supply-demand
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balance remains tight. Similarly, the distribution of

petrol, diesel and gas has not always been reliable.
The prices of paraffin, liquefied petroleum gas and
alternative household fuels (including biomass and
renewable energy sources) are far from optimal,
even though paraffin and liquefied petroleum gas
prices are regulated. Too many households rely on

costly inferior fuels that also pose health risks.

The quality of market competition and regulation in

the energy sector has been far from optimal. The

economy requires:

O Increased competition in electricity generation

O Better regulation of price, supply and quality of
electricity and petroleum products

O Anend to crippling transport constraints due to
ineffective  policy-making and regulation,
especially rail. Lack of rail capacity has
constrained delivery of coal to power stations
as well the expansion of coal exports. The
export capacity of the privately owned
Richard's Bay Port is a third higher than the

existing rail capacity from the coalfields.



Perhaps the most successful achievement in the
energy sector over the past |5 years has been the
National Electrification Programme. In the early
1990s, two out of three South Africans did not have
electricity; now about three quarters of the

population have access.

Key policy issues and planning priorities
South Africa needs to devise policies and plans for
the following in order to improve the country's
energy situation:

O Growth in coal exports needs to be balanced
against the need for domestic coal-supply
security.

O Gasshould be explored as an alternative to coal
for energy production.

O There needs to be a greater mix of energy
sources and a greater diversity of independent
power producers (IPPs) in the energy industry.

O Municipal electricity-distribution services need
to be improved.

O Electricity pricing and access need to
accommodate the needs of the poor.

O Thetiming and/or desirability of nuclear power
and a new petrol refinery need to be

considered.

These issues are addressed in detail below. This is
followed by a discussion on integrated energy
planning, policy trade-offs and phasing

considerations to 2030.

Balance domestic coal supply security with
growth in exports

Given fixed investments and low direct costs, coal
will continue to be the dominant fuel in South Africa
for the next 20 years. A national coal policy that
takes into consideration South Africa's realistic coal
reserves, the need for a sustainable supply of
domestic coal for power, synthetic fuels and

industrial chemicals, and the need to expand the

coal export market, is urgently required. The coal

industry's development has been constrained in

recent years due to regulatory uncertainty in the

mining sector, too little investment in new

infrastructure and a failure to maintain existing

infrastructure. The policy needs to take the

followinginto consideration:

O The changing coal-mining landscape

O Theneedforgreater collaboration

O The need to ensure security of domestic coal
supply while promoting export

O Technologies that may provide for cleaner coal

use.

Rail Infrastructure For Coal

Coal reserves are declining in some areas and new
ones are coming on-stream elsewhere. Two thirds
of South Africa's coal reserves and resources are in
the Waterberg. As coal reserves in the central basin
diminish, a new heavy haul rail corridor to the
Waterberg coalfield in Limpopo will need to be
developed within an overall infrastructure-
investment plan that also addresses additional water

suppliesforthe Lephalale area.

Transport infrastructure for the central coal basin
and the coal line to Richard's Bay also needs
strengthening to match port export capacity of at
least 91 million tons per year by 2020. Other
possibilities include a link with Botswana coal
deposits and a trans-Kalahari rail connection, linked
to expanded port capacity at Walvis Bay in Namibia
and/or a further rail loop around to Maputo.
Private-sector participation will be essential to

. i . |
relieve the rail infrastructure investment burden.

Improved collaboration

Formal structures need to be established to foster
collaboration between the government, Eskom,
Transnet, Sasol, IPPs and the coal industry to
optimise domestic coal use while maximising coal

exports. Collaboration in the development of the
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original railway from the central basin to Richard's
Bay and the development of the Richard's Bay Coal

Terminal offers a valuable lesson.
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Collaboration is also needed to address the
fragmentation that has accompanied black
economic empowerment in the coal industry. Few
smaller companies have the financial muscle to sign
long-term take-or-pay contracts to motivate
Transnet to invest in railway-line expansion. The
government and private sector should work
together to resolve this impasse and maximise
economic value from this industry. One option is
the creation of an inland coal market with
appropriately located coal hubs that would gather

and then supply domestic and export markets.

Ensure security of local coal supply while
promoting exports

Changes in coal export markets are resulting in new
challenges in securing coal for Eskom's power

stations. Historically higher grade coals were
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exported and lower grades were sold to Eskom.
However, countries such as India are accepting
lower grade coals and Eskom has been struggling to
conclude new long term coal supply contracts.
Washing coal to export quality also produces
middlings (i.e. the middle, lower grade fraction) for
Eskom. One of the problems is that if coal is washed
to lower export quality (e.g. for India) less middlings
are produced, also often at a lower quality. And
mines are increasingly looking for higher prices for
these middlings. This has led to calls for restriction of
lower grade coal exports or the imposition of

export permits

However, government should be cautious in
applying policy measures which might have
unintended consequences. For example, banning
exports of coal lower than, say 5500 kcal/kg, could
disincentivise investments in new multi-product
mines necessary for supplying future Eskom
demand, but which also depend on export earnings
for their financial viability. Most of the higher grade
coals in the central basin have been mined out and
new mines have to deal with lower quality

resources.

Rather the best initial approach should be to
facilitate a win-win solution between Eskom and the
Coal Miners. And this is entirely possible as the
highest value option for most mines is an income
stream from both exports and Eskom. Eskom, the
coal miners and government need to work
together to plan the optimal utilization of specific
fields. The framework for this cooperation
potentially exists in the Coal Road Map exercise.
The National Planning Commission could also use

its convening powerto help resolve these issues.

If cooperation fails, then government still has the
option under the security of supply provisions in the
National Energy Act (2008) to “direct any state-

owned entity to acquire, maintain, monitor and



manage national strategic energy feedstocks and

carriers.”

The other critical intervention is the opening of
the Waterberg field, as mentioned above. The
latest resource and reserve estimates indicate
much larger resources than previous studies.
The Waterberg field yields a relatively small
export fraction and a much larger Eskom fraction.
New mines there are only viable if they also

supply Eskom.

Innovation and technology for cleaner
coal use

There is potential to increase the efficiency of coal
conversion, and any new coal power
investments should incorporate the latest
technology. As the existing fleet of old coal-fired
power stations is replaced, significant reductions
in carbon emissions could be achieved. Cleaner
coal technologies will be supported through
research and development and technology-
transfer agreements in ultra-supercritical coal
power plants, fluidised-bed combustion,
underground coal gasification, integrated
gasification combined cycle plants, and carbon

capture and storage, among others.

Gas as an alternative to coal

Substituting gas for coal will help cut South Africa's
carbon intensity and greenhouse gas emissions.
Possibilities include off-shore natural gas, coal-
bed methane, shale gas resources in the Karoo
basin and imports of liquefied natural gas, which
could be used for power production, gas-to-

liquid refineries and other industries.

Off-shore natural gas

New natural gas resources — enough to power at
least a medium-sized power station — have been
discovered off the West Coast. Further drilling

may indicate that the resource is larger. The

resource should be developed for power
production in a phased way. Initial units will
contribute to supply security, while encouraging

further drilling and development.

Regionally available natural gas could either be
piped to South Africa, for example from Namibia
(recent finds in Mozambique are probably too far
north to pipe economically), or it could be used in
regional power plants with electricity transmission

lines to South Africa.

Coal-bed methane gas

Experiments are under way to assess the potential
for mining coal-bed methane gas, although the
overall potential of this resource for producing
electricity in South Africa is probably less than
previously thought. Underground coal gasification

technology is also being developed.

Shale gas

According to the United States Energy Information
Administration, technically recoverable shale gas
resources in South Africa form the fifth largest
reserve globally. Confirmation of recoverable
reserves is still necessary through further drilling of
test wells. Even if economically recoverable
resources are much lower than currently
estimated, shale gas as a transitional fuel has the
potential to contribute a very large proportion of
South Africa's electricity needs. For example,
exploitation of a 24-trillion-cubic-feet resource will
power about 20 gigawatts (GW) of combined cycle
gas turbines, generating about |30 000GW-hours
(GWh) of electricity per year over a 20-year period.

This is more than half of current electricity
production. South Africa should seek to develop
these resources, provided the overall economic
and environmental costs and benefits outweigh
those associated with South Africa's dependence on

coal, or with the alternative of nuclear power. The

CHAPTER 4: ECONOMIC INFRASTRUCTURE — THE FOUNDATION OF SOCIAL AND ECONOMIC DEVELOPMENT

167




168

national value of this resource needs to be

maximized.

Liquefied natural gas

A global market has developed for liquefied natural
gas imports, the prices of which are increasingly
delinked from oil prices. With South Africa needing
to diversify its energy mix, liquefied natural gas
imports and the associated infrastructure could
provide economic and environmentally positive
options for power production, gas-to-liquids
production (at Mossgas) and other industrial energy

uses.

Required infrastructure to re-gasify liquefied natural
gas is becoming more affordable, with some ships
incorporating these regasification capabilities
onboard, combined with local submersible docking
and pipeline facilites to deliver gas onshore.
Investment should begin in liquefied natural gas

infrastructure.

Diversify power sources and ownership in
the electricity sector

The elements addressed below relate to reducing
the carbon intensity of power sources, and the
need to increase private participation and

investment in this field.

Balancing supply security, affordability and
climate-change mitigation

South Africa will need to meet about 29 000
megawatts (MW) of new power demand between
2012 and 2030. Afurther 10 900MW of old power
capacity will be retired. As a result, more than
40 O00OMW of new power capacity needs to be
built. Eskom's current committed capacity
expansion programme will see more than
|0 O0OMW of new generating capacity added to
the existing system. However, there is still a clear
gap between future needs and committed

infrastructure investments.

Power generation plants contribute about half of
South Africa's current greenhouse gas emissions. If
the sector follows the proposed carbon emissions
scenario of peak, plateau and decline, the balance of
new capacity will need to come from gas, wind,
solar, imported hydroelectricity and possibly a
nuclear programme from about 2023.

Programmes to curb demand will also be necessary.

The Department of Energy's Integrated Resource
Plan 2010-2030 lays out these options in a policy-
adjusted scenario that seeks a trade-off between
least-cost investment, technology risks, water-use
implications, localisation and regional imports. The

plan calls for 21 500MW of new renewable energy

capacity to be in place by 2030. International
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bidding rounds have already been held to fast-track
renewable energy procurement with positive
outcomes in terms of falling prices and substantial

new private investment

Further refinements and regular updates of the
Integrated Resource Plan will be necessary to track
demand (which could be lower because of energy-
efficiency gains or a sluggish economy, or higher if
economic growth accelerates) and to assess
whether new generation technologies are
delivering timely and affordable power. To ensure
supply security, a back-up plan with flexible,
incremental and rapidly implementable response
measures is required. Planning capability needs to
be vested in the independent system and market
operator (ISMO). Improved data collection,
stakeholder involvement and publication systems

will be necessary for more effective planning.

Increasing diversity in South Africa's energy-
production mix is important to mitigate climate
change while enhancing supply security. For
example, combined cycle gas turbines — a cleaner
and less capital-intensive technology than coal-fired
power stations — can be used to improve supply
security by flexibly picking up any shortfall in supply
from renewable energy sources. Developing the
southern African region's hydroelectric resources,
first in countries such as Zambia and Mozambique,

is also a priority.

Botswana, Zimbabwe and Mozambique have
considerable undeveloped coal reserves. The
Southern African Development Community has
very low per capita carbon emissions and these
resources could be used for regional power
production, providing considerable economic
benefits. There is thus a prospect for accelerated
economic development based on enhanced inter-

regional electricity trade.

Diversifying South Africa's power mix will also
require enhanced investments in transmission

infrastructure and control systems.

South Africa's quest for a lower carbon-emitting
power sector needs to be balanced against the
potentially higher costs and variable supply that
come with new and renewable energy. The costs of
renewable-energy technologies, such as solar, are
falling, but they are still higher than conventional
power technologies. Recent local renewable
energy bidding rounds attracted solar prices two or

three times that of coal-fired electricity.

Ultimately, South Africa's electricity plan needs to
balance increased use of new and renewable
energy technologies with established, cheaper
energy sources that offer proven security of supply.
As South Africa seeks an appropriate balance
between responding to climate-change concerns
and employing least-cost power-generation
technologies to propel economic growth, it will
adopt a least-regret approach. South Africa needs
to remain competitive throughout the transition to

alow-carbon future.

Widen participation and accelerate
investment in electricity sector

South Africa needs a clear policy that makes explicit
the electricity market structure and how it will
evolve over time. New build opportunities need to
be clearly divided between Eskom and IPPs. Itis also
important to employ effective procurement
processes that initiate timely, internationally
competitive bidding for new capacity and negotiate
robust contracts. The government, with the
cooperation of Eskom, needs to quicken its plans to
establish an independent system and market
operator. This operator should be tasked with
procuring and contracting IPPs and, preferably,
managing transmission assets. Remaining regulatory

uncertainties that need to be resolved include the
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question of IPPs selling to customers other than
Eskom, access to Eskom's grid and rights to trade

electricity.

Effort must be made to maximise debt-raising on
capital markets for Eskom, backed where necessary
by sovereign guarantees. However, private
investment will be needed to augment public

initiatives.

Improving electricity distribution

A reliable electricity supply depends on sufficient
generating capacity coupled with a dependable
transmission and distribution grid. Municipalities
distribute about half of South Africa's electricity, with
increasing local supply failures. Previous
government policy required that municipal
distribution assets be transferred to six new regional
electricity distributors. Little progress has been
made on this in the past |0 years, not least because
a constitutional amendment shifting responsibility
for electricity distribution from local to national
government was abandoned in the face of
increasing opposition. During this policy hiatus,
municipal investments in infrastructure have been
inadequate, with maintenance and refurbishment

backlogs now exceeding R35 billion.

Proposals to address the problem are:

O Invest in human and physical capital in the
12 largest municipal distributors, which account
for 80 percent of the electricity distributed by local
government. This is a high-priority programme that
needs to be driven at national level in collaboration
with these municipalities. In addition, Eskom, or
larger cities or towns, could take over electricity
distribution functions on a voluntary basis from
smaller, poorly performing municipalities. Medium-
sized municipalities, performing reasonably, could

continue with delivery.

O Improve governmental support for
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combating illegal use. Electricity theft, through
illegal connections and tampering of meters, is
becoming an increasing problem, as is theft and
vandalism of electricity cables and transformers.
Eskom and municipalities are currently losing
billions of rand annually. The government needs to
support the electricity industry in this struggle by
running a high-profile, well-resourced programme
that publicises the negative effects of theft and
vandalism on service delivery and encourages
community-based approaches to address these

issues.

O Improve demand-side management. The
next 20 years will see smarter management of
electricity grids through innovative control systems
and smart meters. This will open opportunities for
more distributed generation systems, both to meet

local demand and to feed back into the grid.

Electricity prices

Electricity prices will have to increase to cost-
reflective levels if Eskom is to be able to service its
debt and fund effective operations, refurbishment
and system expansion. The government s probably
close to the limits of the fiscal and guarantee support
it can give Eskom (given other huge infrastructure
needs plus ongoing social imperatives). Eskom's
access to private debt is also becoming more

difficult and expensive.

There is, however, concern that a sharp price
increase could dampen economic growth and
development. The challenge is to find ways to
stagger the pace of price increases. Investments in
generation plants and transmission and distribution
networks are typically capital-intensive and lumpy.
Management of debt-to-equity and interest cover
ratios often requires steep price increases.
However, after the majority of the debt is
amortised, utilities could receive significant free cash

flows.



A number of related pricing issues need to be
addressed:

O The regulator can establish appropriate
mechanisms to prefund capital and create a
smooth price path over a longer term so that
consumers face more predictable and manageable
price increases. (There are lessons in the way the
Trans-Caledon Tunnel Authority smoothed water

tariffs for the Gauteng area).

O Widen access to reduced tariffs for low-
income families. Free basic electricity and cross-
subsidised tariffs are already available for many low-
income households. However, these need to be
applied more consistently and comprehensively to
shield poor consumers from high price increases.
Since the costs of these subsidies will become
significant in future, any increases in their level, and
any proposals for a new subsidy mechanism, should
be carefully assessed as part of a local government

fiscal review.

O Introduce carbon pricing with appropriate
conditional exemptions. The purpose of a carbon
tax is to change investment behaviour away from
carbon-intensive power generation technologies.
However, given the structure of South Africa's
electricity market, this is unlikely to occur without
additional measures. The regulator and Eskom will
be forced to pass the additional costs of a carbon tax
directly to captive consumers, who do not yet have
the choice of alternative, cleaner electricity supplies.
The Integrated Resource Plan already incorporates
a shadow carbon price: higher-cost renewable
energy technologies were forced into the plan in
order to reach carbon-emission mitigation targets.
Externalfactors are thus beginning to be internalised
in the electricity price through the “policy-adjusted”

plan.

Nevertheless, it may still make sense to have an

economy-wide carbon tax, coupled with

conditional exemptions in some sectors (or rebate
or recycling schemes), to send a broad signal to the
industry and consumers that they are living in a
carbon-constrained world. To achieve meaningful
shifts in technologies for electricity generation, it is
important that this tax is introduced alongside direct
low-carbon policy actions. A conditional carbon tax
exemption could be applied to the electricity sector,
provided it progressively moves to a lower carbon
generation mix, as mandated in the Integrated
Resource Plan. This would significantly increase

renewable energy and diversify generation sources.

National electrification and energy
poverty

The energy needs of poor households are still
inadequately met. Between a fifth and a quarter of
South Africans still have no access to the grid. The
electrification programme has slowed (annual
connection rates are now half of those a decade
ago) and the original goal of universal access by
2014 is not feasible. The following interventions are

proposed:

O A thorough review of targets, planning, tech-
nology choices, funding and implementation.

O Subject to costs, South Africa could aim for at
least 90 percent grid connection by 2030, with
alternative off-grid options offered to the
remaining households for whom a connection

isimpractical.

Develop integrated programmes to tackle energy
poverty by building on research done since the
1990s around household energy use. Even poor
households with access to electricity can afford to
use only modest amounts and rely on other sources
such as paraffin, gas and fuel wood. An integrated
programme could include sustainable production of
fuel wood and its safe combustion in efficient stoves

inrural areas.
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Reassess the timing and/or desirability of nuclear

powerand a new petroleum refinery

Nuclear power

O According to the Integrated Resource Plan,
more nuclear energy plants will need to be
commissioned from 2023/24. Although nuclear
power does provide a low-carbon base-load
alternative, South Africa needs a thorough
investigation on the implications of nuclear energy,
including its costs, financing options, institutional
arrangements, safety, environmental costs and
benefits, localisation and employment oppor-
tunities, and uranium enrichment and fuel-
fabrication possibilities. While some of these issues
were investigated in the IRP, a potential nuclear fleet
will involve a level of investment unprecedented in
South Africa. An in depth investigation into the
financial viability of nuclear energy is thus vital. The
National Nuclear Energy Executive Coordinating
Committee (NNEECC), chaired by the Deputy-
President, will have to make a final “stop-go”
decision on South Africa’s nuclear future, especially

after actual costs and financing options are revealed.

O South Africa needs an alternative plan— ‘Plan B’
— should nuclear energy prove too expensive,
sufficient financing be unavailable or timelines too
tight. All possible alternatives need to be explored,
including the use of gas, which could provide
reliable base-load and mid-merit power generation
through combined-cycle gas turbines. Gas turbines
can be invested in incrementally to match demand
growth. While their operational costs are arguably
higher than those of nuclear stations, their unit
capital costs are cheaper, they are more easily
financed and they are more able to adjust their
output to make up the shortfall from variable

renewable energy sources.

O The development of shale gas resources, if

available, will still take some time. In the meantime,
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West Coast gas resources should be developed and
investments should be made in liquefied natural gas

importinfrastructure as insurance for the future.

Petroleum refinery

O South Africa produces about 5 percent of its
fuel needs from gas, about 35 percent from coal and
about 50 percent from local crude oil refineries.
About 10 percent is imported from refineries
elsewhere in the world. South Africa has a sizeable
capital stock and management capacity to produce

fuelfrom gas.

O The country faces several related pressures
around liquid fuels over the next decade. Refined
fuel products are needed to run the economy and
much of the demand is on the Highveld, far from
the coast. South Africa also needs to improve the
standards of fuels used, for health reasons and to
accommodate more efficient engines that will
reduce fuel demand and carbon emissions. At the
same time, undue fuel-price increases should be
avoided, as they will negatively impact the

economy.

O South Africa faces the following specific

challenges in the liquid fuels sector:

O Gas stocks for the existing gas-to-liquids plant
from off-shore fields are declining. South Africa
should source sufficient feedstocks to support —
and, ideally, increase — production. If there are no
feedstock constraints, the Mossgas plant will be able
to increase its production by about a third through
major new investment. There are several options
to secure feedstocks:
® Investin gasfields close or adjacent to existing
fields in the southern Cape. This is the best
option, as marginal costs are lower. This will
also allow further exploitation of existing
fields, maximising use of existing capital.

PetroSA is best placed to lead this



Options Advantages

New coal-to-liquid “Would allow for use of indigenous
plant and abundant feed stocks

-Scale makes 80 000 barrels per
day feasible

- South Africa has technology and
managerial expertise in this area.

Disadvantages

-The process is heavily carbon intensive — and with a
carbon tax of US$25 a ton, the economics look less
favourable.

-It is a large capital-intensive investment in a capital-
constrained country.

-This will require significant government subsidies,

either directly or indirectly.

Import refined -Refining margins are low at
product present, so this option is cheaper.
-This will not consume significant
capital, in the context of current

capital constraints.

Fuel security is lower with this option, given
dependencies.
-If refining margins rise quickly, the import bill and

current account deficit will be negatively affected.

investment, given its existing capital and its
management experience.
© In the longer term, the Mossel Bay Refinery
could use either liquefied natural gas imports
or Karoo shale gas, if it becomes available.
O Refining capacity has run out and South Africa
now has to import a share of its refined fuel
needs. There are five options to deal with this:

©® Build a new oil-to-liquid refinery (for

example the proposed Mthombo project in

Coega)

© Buildanew coal-to-liquid refinery

©® Upgrade the existing refineries, allow
significant expansion of one or more of the
existing refineries or do both

© Importrefined product

©® Buildarefinery in Angola or Nigeria and buy a
share ofthe product of that refinery.
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O FEach option has different advantages and

disadvantages, asindicated in Fig.4. 1.

The least risky and most cost-effective option is to
continue importing a share of refined product until
the country reaches a stage where it can absorb the
output of either a new refinery or a major upgrade
of an existing refinery. South Africa will therefore
continue to import, taking a decision on the next
step by 2016 or 2017 at the latest. Timing is
important, given lead-time requirements to
develop a new refinery (estimated at about eight to
|0 years) that would be expected to produce
output by 2025 to 2028 (if no other options are
implemented). The decision will need to consider
fuel security, employment, the current account, the

rand, interest rates, fuel standards and competition.

Otherissues related to liquid fuels:

O Clean fuel standards: Health issues and the
advent of new, more efficient automobile engines
mean that South Africa needs to migrate to
international clean fuel standards. This requires
major investment in upgrades and conversions of
existing refineries at a time when the major oil
companies are increasingly selling-off refinery
assets. A mechanism has to be found to fund these
upgrades. This issue is also linked to the decision
around a new, modern refinery investment, which
would meet these new standards.

O Biofuels are also a possibility in the future, but
because South Africa is largely a dry country,
production is likely to be located in the southern

Africaregion.

O Vehicle Carbon Tax: If South Africa adopted a
consistent carbon price across the economy, and
this price was around RI100/ carbon, it would
translate into an increase of only 5 per cent at the
pump (compared to 20 per cent for the electricity
sector), thus sending only a weak signal to

consumers to conserve petrol or diesel. A much
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more effective instrument would be a tax on vehicle
sales based on their carbon-emission signatures.
Such a tax would encourage consumers to opt for
more fuel-efficient vehicles, thus saving liquid-fuels-

based emissions.

O Electric vehicles: Over the next 20 years,
South Africa can expect to see greater use of
electric vehicles, making it even more vital that we
start decarbonising electricity generation. We shall
also encourage a shift to greater use of public
transport, as outlined in the transport section of this

chapter.

Integrated energy planning

The energy sector is primarily organised along
individual supply industries. It is therefore necessary
and useful to outline actions needed in these specific
sectors. However, fuels may be substituted and
demand-side measures have the potential to

substantially reduce their consumption.

South Africa’'s approach to energy planning needs to
become more holistic and integrated. It is difficult
for the Department of Energy, on its own, to deal
effectively with cross-cutting issues, which
encompass institutional capacity, governance,
competition, regulation, investment, spatial
planning, linkages to transport, water and ICT
infrastructure and economic, social and
environmental impacts. The Commission can assist
the DoE in defining various policy, scenario and
planning options and is willing to  play a facilitating

role between relevant stakeholders.

Trade-offs
Trade-offs to consider when deliberating South

Africa's future energy mix includes the need to:

O Balance the need for a lower carbon-intensive
power-generation mix (which implies adopting

higher cost and variable renewable energy



technologies) with the need for competitive
electricity prices and a reliable electricity supply,

which are essential for economic growth.

Balance the need for a less energy and carbon-
intensive economy with the need to take advantage
of the country's mineral resources. South Africa has
to explore credible ways to improve the energy
efficiency of mining and minerals processing while
expanding mineral extraction, beneficiation and
exports. A reasonable trade-off seems possible. As
stated in the chapter 5 on transitioning to a low-
carbon economy, recent research indicates that the
total carbon emissions from mining and producing
gold, platinum-group metals, coal, iron, steel, ferro-
alloy metals and aluminium (including onsite
emissions and those embedded in associated
electricity use)are lower than often assumed —
about |5 percent of South Africa's total national
carbon emissions. Projections indicate that
emissions from these sectors will not grow much
and may even decline due to structural changes and

less carbon-intensive electricity production.

O Balance state ownership of energy enterprises
with effective regulation and market reforms
needed to stimulate competition and achieve

greater private-sector involvement.

Phasing

The steps needed to move to a different energy
context by 2030 are outlined below. They are
grouped according to short-, medium- and long-

term priorities.

Short term

Overthe nextfive years, South Africa needs to:

O Develop a national coal policy and investment
strategy based on a realistic estimate of coal
reserves, the sustainable supply of coal for domestic
needs and the sustainable expansion of coal-export

markets within the context of diminishing carbon

intensity. The government further needs to forge a
compact with coal-industry leaders to secure coal

for domestic energy-production needs.

O Invest in a new heavy-haul rail corridor to the
Waterberg coalfields in Limpopo. This should form
part of an integrated infrastructure investment plan
for the Lephalale area that addresses, among other

factors, the additional water supplies needed.

O Strengthen rail infrastructure in the central coal
basin and the coal line to Richard's Bay. The
government will broker a partnership between

Transnet and the private sector for these projects.

O Do exploratory drilling for economically
recoverable coal seam and shale gas reserves. Full
investigations into whether the use of these
resources is possible will continue, taking into

account environmental implications.

O Develop West-Coast off-shore gas for power
production by contracting private-sector service

providers.

O Promote investment in liquefied natural gas

landing infrastructure.

O Commission Eskom's Medupi coal power
station and Ingula pumped-storage plant. In addition,
at least 3 725MW of renewable energy will be

contracted from the private sector.

O Pass the Independent System and Market
Operator Act, after which Eskom's system operator,
planning, power procurement, purchasing and
contracting functions will be transferred to an
independent state-owned enterprise. Eskom's
transmission assets should also be transferred to this
entity. The independent operator's mandate will
include procuring and contracting IPPs, including

those able to provide renewable energy.
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O Amend the National Energy Regulator Act
(2004) and the Electricity Regulation Act (2006) to
ensure a more efficient and predictable regulatory

environment.

O Ring-fence the electricity-distribution businesses
of the |2 largest municipalities, representing
80 percent of municipal distribution, and resolve
their maintenance and refurbishment backlogs.
Develop a financing plan for these municipalities that
takes into consideration the need to invest in human

capital.

O Develop a sustainable national electrification

plan.

O While the decision has been taken in principle,
further and more in-depth investigations are needed
into the implications of greater nuclear energy use,
including the potential costs, financing mechanisms,
institutional arrangements, safety, environmental
costs and benefits, localisation and employment
opportunities, and the possibilities of uranium
enrichment and fuel fabrication. The National
Nuclear Energy Executive Coordinating Committee
will make a stop-go decision after actual costs and

financing options are revealed.

O Agree on afunding mechanism for upgrading of
existing refineries to ensure they meet new fuel-
quality standards. Imports will continue, ensuring
that the growing deficit in petroleum products is
met. Petroleum refiners and importers will hold

stocks of sufficient size to ensure supply security.

O The Commission will work with the
Department of Energy on an interdepartmental
process to develop and regularly update integrated
energy plans. Integrated Resource Planning
capabilities (for the electricity sector) will be
institutionalised in the Independent System

Operator.
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O Introduce a vehicle point-of-sale carbon tax
based on their carbon-emission levels. This would
encourage consumers to opt for more fuel-efficient

vehicles, cutting emissions from liquid fuels.

O Encourage greater use of hybrid or electric
vehicles and public transport. A shift to electric
vehicles will increase electricity demand and will
have implications for network design, smart-
metering and tariff structures that encourage off-
peak use. Greater use of public transport will also be
encouraged, as outlined in the transport section of

the plan.

Medium term

By 2020, itis envisaged that:

O Coal rail capacity will match coal export port
capacity at Richard's Bay (at least 9| million tons per

year).

O The Kusile coal-fired power station will be
commissioned and at least 7 000MW of renewable

energy will be contracted, mostly from private IPPs.

O Liquefied natural gas infrastructure will be in
place to power the first combined-cycle gas

turbines.

O Pro-poor electricity tariffs will be better
targeted to include all qualifying electricity

customers.

O Electrification coverage will reach at least
85 percent. Integrated household energy supply
strategies will offer affordable access to
complementary energy sources that include solar

water and space heating.

O A decision will be made on whether South
Africa should continue importing petroleum

products or investinanew refinery.



Long term

By 2030:

O More than 20 000MW of renewable energy
will be contracted, including an increasing share
from regional hydroelectricity, provided this is an

affordable target.

O Rail and port capacity will be further enhanced

to supportincreased coal exports.

O About Il O0OOMW of Eskom's older coal-
powered stations will be decommissioned, but
close to 6 000OMW of new coal capacity will be
contracted — part of it from other southern African
countries (subject to South Africa's commitments in

climate-change negotiations).

O Cleaner coal technologies will be promoted
through research and development investments
and technology-transfer agreements in, among
others, the use of ultra-supercritical coal-power
plants, fluidised-bed combustion, underground coal
gasification, integrated gasification combined cycle

and carbon capture and storage.

O The extent of economically recoverable coal-
bed seam and shale gas reserves will be understood.
Subject to acceptable environmental controls, these
gas resources, supplemented by liquefied natural
gas imports, will begin to supply a growing share of
power production. This could avoid the need for

further base-load nuclear generation.

O Rising energy prices, an economy-wide carbon
tax with sector exemptions, coupled with direct
action (such as the implementation of the Integrated
Resource Plan in the electricity sector; scaled taxes
on the sale of high-emission vehicles, equipment
and building standards; and targeted energy-
efficiency programmes) will drive South Africa's
energy sector on a path to lower carbon and energy

intensity.

O At least 90 percent of South Africans will have
access to grid electricity, with the remainder meeting

their energy needs from off-grid sources.

O Hybrid and electric vehicles will be more widely

used.

WATER RESOURCES AND SERVICES

Water is a strategic resource critical for social and
economic development and there is growing
concern about the potential impact of water-related
risks. South Africa ranks low — [28th of
|32 countries — in Yale University's Environmental
Performance Index.” This is attributed, in part, to
the poor state of its water ecosystems. South Africa
also ranks 148th out of 180 countries in terms of
water availability per capita, according to the 2012
World Water Development Report.* Since South
Africa is already a water-scarce country, greater

attention will have to be paid to its management and

use.

Water supply and sanitation services, which depend
on adequate management, are a priority for most
South African communities. Their effective and
sustainable management is essential for community
health, development and cohesion, and continued

economic activity.

By 2030, it is envisaged that effective management
of water and the services derived from it will
support a strong economy and a healthy
environment. The country's development will
reflect an understanding of available water
resources and effective water planning that cuts
across different economic sectors and spheres of
government. All main urban and industrial centres
will have a reliable water supply to meet their
needs, while increasingly efficient agricultural water
use will support productive rural communities.
Natural water sources will be protected to prevent

excessive extraction and pollution. Water will be
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recognised as a foundation for activities such as
tourism and recreation, reinforcing the importance
of its protection. Where rivers are shared with
other countries, South Africa will ensure that it

continues to respect its obligations.

Before 2030, all South Africans will have affordable,
reliable access to sufficient safe water and hygienic
sanitation. Service provision arrangements will vary
in different parts of the country, with different
approaches adopted for densely built-up urban
areas and scattered rural settlements. Local
governments will retain responsibility for ensuring
service provision in their areas and, in many cases,
will continue to manage the services directly.
However, alternative solutions such as community-
based management, local franchising or the use of
regional water utilities will be allowed if they would
be more effective. Authorities responsible for
water-resource management will coordinate their
activities with local service providers, and monitor

and supportthem, as discussed in chapter | 3.

The water reality

After 1994, a major infrastructure expansion
programme was initiated to address a long history
of underinvestment, resulting in improved access to
potable water. This was complemented by a
greater focus on water-resource management.
However, there is still much to do.

Implementing broader water-resource policies that
address equitable allocation and protection of the
resource remains a challenge. Water restrictions
due to drought have been limited in recent years
but the threat remains due to delays in investment
in infrastructure and a failure to moderate growth in
demand. Backlogs in service provision in rural areas
remain and there is pressure to upgrade urban
service levels, which will require further

investment.

There are serious concerns about the ability of the
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current water administration to cope with emerging
challenges. The available pool of experienced water
engineers and scientists is shrinking rapidly.
Administrative failures and the absence of
enforcement indicate that management quality is
deteriorating and institutional memory is being
eroded. Delays in issuing water licences are
affecting economic activity, with new farmers also
being affected as the administration fails to
reallocate water rights in areas where demand
exceeds supply, as provided for in the National
Water Act (1998).

Managing water resources
Managing, monitoring and protecting South Africa's
water resources in a sustainable way while allowing

for economic growth demands the following:

O Effective administration. Management of
South Africa's limited water resources must
become more effective. This includes involving
users so that they understand and can respond to
emerging constraints; systematic monitoring to
ensure effective water-supply planning,
development and operation; and regulating water's
various uses (including for disposal of wastewater)
to ensure sustainability. Effective administration
requires clear and coherent legislation and policies
based on strong research and development
capacity and the right technical tools. As the nation's
water resources are extensively interconnected —
often flowing across political boundaries — oversight
of their management and administration should
remain national. But some decentralisation of
responsibilities is necessary, because it is at local

level that users can best be involved.

O Evolving water-resource management.
Given growing uncertainty about the availability of
water to meet expanding demand, the
management approach must be regularly

reviewed. A statutory public process for this already



exists, requiring that a national water resource
strategy is produced every five years. This strategy is
informed by catchment management strategies and
local government's water services development
plans, as outlined in their integrated development
plans. If this review process is properly
implemented, priority areas for intervention will be

identified and implementation can be monitored.

O  Prioritisation. There is an urgent need for a
coherent plan to ensure the protection of water
resources and the environment in the Mpumalanga
Highveld coalfields, upstream of the Vaal and
Loskop dams, as well as in the Lephalale-Waterberg
area. Given environmental pressures and
development demands, current water allocations in
the upper Vaal and Olifants River water-
management areas urgently need to be revised.
Local planning should also ensure that groundwater
resources are optimally used. If properly planned
and managed, groundwater can often meet local
needs more effectively than large regional

infrastructure projects.

Water-management strategies

The Commission proposes that the following
strategies are adopted:

O Establish a national water-resources
infrastructure agency. The Department of Water
Affairs has identified the actions necessary to
reconcile the water demands of major urban and
industrial centres with potential supplies up to
2030.° These plans need to be translated into well-
timed investment programmes to avoid supply
constraints. Large investments in regional systems
could be undertaken by a national water-resources
infrastructure agency, perhaps modelled on the
South African National Roads Agency Limited. This
agency would build on the foundation provided by
the Trans-Caledon Tunnel Authority, which s
already supporting implementation of several large

projects, and help to resolve the organisational

challenges faced by the department's Water Trading
Entity. However, the national government, through
the Department of Water Affairs, should continue
to lead the planning process, reviewing these
programmes every five years to ensure
coordination with other long-term economic and

infrastructure plans.

O Reduce demand. Reducing growth in water
demand is just as important as increasing its supply.
Current planning assumes it will be possible to
achieve an average reduction in water demand of
| 5 percent below baseline levels in urban areas by
2030. Detailed targets have been set for different

areas.

Achieving demand reductions on this scale will
require programmes to reduce water leakage in
distribution networks and improve efficient
domestic and commercial water use. The
Commission proposes running a national
programme to support local and sectoral initiatives
to reduce water demand and improve water-use
efficiency. Demand-management projects with
merit should be given priority and regarded as being
on par with water-supply expansion projects in

terms of importance.

O Manage agricultural use better. Agriculture
uses the largest volume of water (even though
agricultural water supplies are less reliable than
those supplied to urban and industrial users). The
farming sector will have to increase its water
efficiency to improve production and allow for
water to be transferred to new users in water-
scarce areas, to compensate for the expansion of
irrigated agriculture, which has high job-creation
potential. The Commission proposes a dedicated
national programme to provide supportto local and
sectoral efforts to reduce water demand and
improve water-use efficiency. Water-saving and

demand-management projects should be
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considered as part of the overall range of water-
supply investment programmes. These can be com-
pared with supply expansion projects, and should

be prioritised accordingly, based on their merits.

O Investigate water reuse and desalination.
There is already extensive indirect reuse of water in
inland areas, where municipal and industrial
wastewater is reintroduced into rivers after
treatment. However, there is considerable scope
for further water reuse. Many municipalities lack the
technical capacity to build and manage their
wastewater treatment systems. As a result, a
regional approach to wastewater management may

be required in certain areas.

Water infrastructure investment should include
projects to treat and reuse water, selected on their
merits. Research into water reuse and desalination
and the skills to operate such technology should be
developed, perhaps underthe auspices of a national
water-resource infrastructure agency (discussed

below) or the Water Research Commission.

Institutional arrangements for water-
resource management

The institutions that manage water resources
should reflect the shared, public nature of water.
Although current legislation provides an institutional
framework to achieve this, implementation has
been slow. This is, in part, because the growing
water challenges —and the need to build institutions
to deal with them — are not fully understood.

Human resources are also limited.

Institutional development is particularly needed for
the Olifants River, Crocodile-west subcatchments
of the Limpopo, the Nkomati River and the upper
and middle Vaal subcatchments, and the
Umzimvubu River in the Eastern Cape, where
water supplies have already reached their limit and

where water allocations need to be reviewed. Such
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catchment-based institutions will need strong
support from national bodies, especially in terms of

resource monitoring and infrastructure planning.

Water-management institutions should ensure that
their operations and development align with the
country's macro-development strategies and
sectoral priorities. If there is capacity, the
consultative process that produces the national
water-resource strategy every five years could be
used to ensure such alignment. The Commission

should support and facilitate this alignment process.

Institutional arrangements for water
services

In terms of the Constitution's allocations of powers
and functions, the provision of water supply and
sanitation services is the responsibility of
municipalities, with support and oversight from
provincial and national level. Many of the
institutional challenges at this level are generic, and
are dealt with in chapter |3. There are, however, a
range of specific considerations on the best
institutional approach to adopt in different
circumstances, as well the financial arrangements to
ensure sustainable, accessible services for poor

communities.

Key policy issues

The following policy issues guide appropriate
actions to improve the management, use and
conservation of South Africa's water resources:

0 Enhanced management capacity will be needed
to address the increasing pressures on water
resources. This capacity is in decline, partly due to
institutional uncertainty. New institutional
arrangements should acknowledge limited human-
resource capacity and give high priority to the
development and retention of the specialised staff
required. Current human-resource development
programmes have had limited success and must be

made a strategic priority.



O Institutional arrangements for water-resource
management need to be finalised, specifically the
number of water-management areas to be
established, the mechanisms through which users
will be involved in the management of water in
these areas, as well as the organisation of the
management and development of major water-

resource infrastructure.

O Areviewofexistingwaterallocationsisneededin
areas where new users are seeking access, but
current users already take more than can reliably be
provided. There is statutory provision for these
reviews, whichifnotundertaken, will resultinarise of
illegal use and the over-allocation of the resource.
This will reduce supply reliability, jeopardise existing
social and economic uses and damage the

environment.

O To guide water-management approaches,
strategic planning decisions are needed on general
economic and social development, as well as
environmental protection. Geographic areas
where this is needed include:
©® Mpumalanga Highveld coalfields — a balance
between environmental protection,
agriculture, energy requirements and water
resources.
© Lephalale and Waterberg areas — water
requirements and sources for mining and
energy investments.
©® Olifants River (Limpopo/Mpumalanga) —
careful consideration of the balance between
mining, agriculture and nature conservation.
©® Umzimvubu River (Eastern Cape) — water-
resource development could support
agriculture, domestic supply, hydropower
production, transport and tourism if planned
ina coordinated manner.
O Investments to support economic uses of
water, including urban consumption, should

normally be funded by users through appropriate

pricing measures, which must include
arrangements to ensure that all people can afford
access to basic water services. However, the
challenges of sustaining service provision in poor

municipalities must be recognised and addressed.

O It is likely that a substantial proportion of
investments to support rural development
(including agriculture and rural settlements) will
have to be publicly funded. Policy is needed to guide
such investments to achieve a balance between

financial costs and social benefits.

O The norms and standards for basic water
supply and sanitation services should guide the
allocation of funds to municipalities. However, in
many cases, new investments are routinely
designed to exceed existing norms and standards,
resulting in service provision that is financially
unsustainable. An urgent review of the norms and
standards, together with the financial provisions to

meetthese, is required.

O Many small and rural municipalities lack the
financial and technical capacity to manage water
services adequately. Some flexibility in approach is
recommended, which could include the use of
regional utilities and community management of
franchise arrangements, provided municipalities
retain their role as the political authority responsible

for service oversight.

O Water availability and demand varies widely.
This limits the usefulness of pricing as an instrument
of allocation and control and increases the
complexity of price-setting. At present, water price-
setting aims to recover the cost of making water
available, while administrative allocation methods
seek to balance economic, social and
environmental benefits where markets frequently
fail. For water services, price-setting is regulated by

municipal procedures. In this context, the need for
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an independent economic regulator for water, its
specific functions and the potential costs and
benefits in relation to the current arrangements
should be carefully assessed. This assessment could
take place within the proposed cross-sectoral

review of infrastructure regulators.

Trade-offs
In charting a way forward for water management,

the following trade-offs and issues emerge:

O A balance has to be achieved between water
allocations for industrial and urban use, with
important economic implications, and for
agriculture and conservation, which have important

social and environmental implications.

O Greater water-use efficiency in agriculture
tends to be capital- and skills-intensive, but may in
turn support job creation. These gains will be
difficult for new entrants to agriculture to achieve

without substantial support.

O The costs associated with environmental
protection (for example, those associated with
enforcing pollution standards and extraction of
restrictions) should be set against social and
economic needs. Current legislation allows for
different levels of protection, but in many cases
water reserved for the environment is already used

for other purposes.

O Any review of norms and standards for basic
water supply and sanitation services should
consider whether service provision through public
infrastructure is advisable outside formal settlement
areas, given the high costs associated with serving
scattered rural communities. Household grants for
self-supply may be considered in some areas.

O Atmunicipal level, it isimportant to balance the
political autonomy and exclusive service-delivery

mandate granted by the Constitution with the

NATIONAL DEVELOPMENT PLAN - 2030

realities of limited financial and human-resources
capacity. A flexible institutional model should allow
continued political oversight of local service
provision by municipalities, while taking advantage
of other delivery models such as regional service

providers or community management.

O A balance is needed between allocating
financial resources to support investments in higher
levels of service and providing services to
underserved households, while also maintaining

and periodically refurbishing existing infrastructure.

O In some rural areas (for example, around
Sekhukhune district municipality in Limpopo and
Bushbuckridge local municipality in Mpumalanga),
reliable water supplies can only be made available
through large and costly distribution works.
Decisions about such schemes must recognise that
they are unlikely to be viable without substantial

ongoing operating subsidies.

Phasing

Between 2012 and 2015, the following actions are
required to achieve the 2030 goals:

O The national water-resource strategy should
be tabled for consultation by mid-2012 and
approved by year-end to guide the development of
the sector. Along with the water-resource
investment programme, it should be reviewed in
consultation with water users and other
stakeholders every five years to ensure that it adapts
to changing environmental, social and economic

circumstances.

O Future institutional arrangements for water-
resource management must be defined by the end
of 2012, with implementation by 2015 at the latest,
if institutional memory is to be retained and
continuity in management ensured. The
institutional arrangements could include:

® A national water-resource infrastructure



agency that will develop and manage large
economic infrastructure systems.

® Catchment management agencies to
undertake resource management on a
decentralised basis, with the involvement of
local stakeholders.

® National capacity to support research,
development and operation of water reuse
and desalination facilities.

©® Adedicated national water-conservation and
demand-management programme, with
clear national and local targets for 2017 and
2022, and subprogrammes focused on

municipalities, industry and agriculture.

O A comprehensive investment programme for
water-resource development, bulk-water supply
and wastewater management must be established
for major centres is being finalised and should be
reviewed every five years. This programme will
include the following major investment projects,
with clear allocation of responsibilities for financing
andimplementation and set targets for completion:
® The Lesotho Highlands Project Phase 2,
which is to be completed by 2020 to supply
the Vaal system.
® Current KwaZulu-Natal Midlands projects
(eThekwini and Msunduzi municipalities and
surrounds), which need to be completed
and future major augmentations decided on.
These augmentations could be through
desalination, reuse or by building a new dam
on the Mkomazi River in time for water to be
available in 2022.
® Western Cape water-reuse and ground-
water projects, which are to be completed
by 2017.
©® Regional water infrastructure investments
and bulk-water supply programmes, which
must be defined by the end of 2012, with
clearimplementation targets.

©® The management of water services must be

strengthened and regional water and
wastewater utilities established to support
municipalities (including expanding mandates

of existing water boards) by 2017.

TRANSPORT

By 2030, investments in the transport sector will:

O Bridge geographic distances affordably, foster
reliably and safely so that all South Africans can
access previously inaccessible economic
opportunities, social spaces and services.

O Support economic development by allowing
the transport of goods from points of
production to where they are consumed. This
will also facilitate regional and international
trade.

O Promote a low-carbon economy by offering
transport alternatives that minimise

environmental harm.

The state will oversee a transport system that takes
into consideration the realities of transport in South
Africa and strives to serve the interests of society. It
will provide basic infrastructure where needed.
Where independent service providers would best
meet transport needs, the government will enable
licensing within a framework of effective regulation.
Crucially, the state agents responsible for transport
will have the competence, information gathering
and planning facilities and the necessary leadership

toachieve these goals.

The transport reality

South Africa needs reliable, economical and
smooth-flowing corridors linking its various modes
of transport (road, rail, air, sea ports and pipelines).
Currently, these corridors are dominated by
outdated, malfunction-prone railway technology
and poor intermodal linkages.® Ports are
characterised by high costs and substandard

productivity relative to global benchmarks.
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About 96 percent of South Africa's bulk commodity

exportsare transported by sea.

Although rail is the ideal mode of transport for large,
uniform freight travelling further than 400km,
69 percent of all freight transport activity (measured
by ton kilometres) is conveyed by road, parts of
which are “rail friendly”. This strains a road network
already suffering from significant maintenance
backlogs and contributes to poor road safety. South
Alfrica's high accident rate places a huge burden on
society, both in terms of the emotional and health
costs of death and injury, and the financial costs of

damaged and lost cargo.

Social and economic exclusion caused by apartheid
is still evident in the long distances many people,
especially the poor, travel from where they live to
where they work. Providing suitable means for the
safe, efficient and cost-effective transport of people
and goods is crucial. Such mobility broadens social

and economic access, alleviating poverty.

Recent investments have given South Africa's air-
travel infrastructure the capacity to handle
projected passenger volumes to 2030. However,
air transport poses a challenge for wider
development. In contrast to intercontinental travel,
where network density and cross-subsidisation of
flights keep prices down, the cost of a plane ticket to
a destination within Africa is prohibitive. In future,
the significant levels of carbon emissions resulting
from air travel may substantially reduce travel for
business and leisure and may negatively affect the

tourism sector.

Strategic focus areas

South Africa needs to focus on a number of strategic
focus areas if it is to reach its transportation goals by
2030.

O Prioritisation. Transport decisions usually

involve expensive, expansive systems that take
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years to build and are in place for decades. Given
the financial and time commitment such decisions
demand, it is important to carefully rank competing
options using clear decision-making criteria. Focus
should be on safety, affordability and efficacy rather
than on trying to incorporate all transport options.
Decisions should take South Africa's developmental
goals into consideration and guard against adopting
transport approaches from other nations that are
not aligned with South Africa's priorities or

resources.

O Focus on transport as a system. Instead of
focusing on a particular transport mode, emphasis
should be placed on the total transport network.
This systemic approach will help improve transport
efficiency and accessibility while reducing the overall
environmental, social and economic costs. This
approach should also consider transportation
options that would contribute towards South
Africa's decarbonisation efforts, for instance, the use
of electric buses or offering companies incentives
for using delivery vehicles powered by liquefied

natural gas.

O Look beyond transport. Social and economic
mobility does not necessarily depend on atransport
system. Spatial planning — for example, establishing
more economic opportunities where people live or
creating new settlements close to work hubs —
could also provide a solution. However, this is a
long process. In the medium term, South Africa will
probably continue to experience increasing traffic

congestion.

O Behavioural change. Behavioural change is
critical for reducing the environmental, social and
economic costs associated with transport. Targeted
communications campaigns and the availability of
alternatives have the potential to improve South
Africa's transport situation by shifting public thinking

about public transport and transport that uses



alternative energy sources. For instance, while
some forms of private transport, such as the car, will
still be used in 2030, there will be a marked move
towards public transport as more options become

available to commuters.

Key policy and planning priorities
With these strategies in mind, the government
needs to focus on the following policy issues going

forward.

Create workable urban transit solutions
To create a streamlined and effective urban

transport system, the government needs to:

O Increase investment in public transport and
resolve existing public-transport policy issues.
This includes attracting private-sector investment.
Both public and private investment should go
towards extending bus services, refurbishing
commuter trains, linking high-volume corridors and
integrating all these into an effective service. The
government needs to coordinate these investments

if economies of scale are to be maximised.

Public-transport investment increased at | 5 percent
ayearfrom 2006. Inthe shortterm, to harvest these
investments, future asset management and
increased use of existing assets must be a priority,
with a focus on doing more with what the country
has. It is crucial to strengthen governance of the

sector and operational efficiency.

Nowhere is this more evident than in the bus rapid
transport system, which has demonstrated the
potential of high-quality mass transit systems while
also showing it is critically important to align social
interests with technical solutions. The Johannesburg
bus rapid transport project incorporated taxi
owners —a milestone in formalising the taxi industry
as a transport operator. During 2011, however,

striking drivers halted this transport system. As

public transport must be dependable, authorities
will have to create reliable services by placing
commuters' interests above the sectarian concerns
of transport providers, while also allowing these
services to be economically sustainable businesses.
Fixing problems with bus rapid transport systems is
a priority given the significant financial and spatial
investments made to date and the potential such a
system represents for qualitatively better public

transport.

O Devolve transport management to local
government. Governmental policy is to devolve
transport management to local government. This
will help align the fragmented and conflicting
interests of multiple transport authorities, each with
separate funding sources and mandates. However,
handing responsibility for transport over to
municipal authorities will only succeed if it is
accompanied by strengthening of institutions and
alignment of legislation, policy and practice. Where
metropolitan municipalities are adjacent, a regional
transport authority may be appropriate to support
integration, as proposed in Gauteng's 2055
strategy, which prioritises harmonising

transportation efforts within its city region.

O Provide incentives for public-transport use.
Public-transport subsidies will increase affordability
for low-income commuters. Mounting costs for
private car users (tolls and projected higher fuel
costs), together with prioritising flow of public-
transport vehicles on roads, might encourage

motorists to use public transport.

Public-transport solutions should extend services to
captive transport users while winning custom from
those who have options. This will require a public-
transport system that has the capacity, frequency,
coverage and safety performance required to
compete with the benefits of having a privately

owned car. The Gautrain has shown public
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transport is an option for commuters who can
afford to use cars. The airport link has been quickly
and successfully adopted, although this is not the
case on the Pretoria-Johannesburg route, which
has a small reach and weaker links to commuters'
departure and destination points. Authorities may
need to add additional feeder services to make this

link work, increasing the already considerable cost

O Improve road infrastructure. Even with
greatly expanded public transport, city dwellers will
still use cars. Transport authorities will need to plan
and invest in road and transport infrastructure
construction, maintenance and oversight — and
integration with public services — while using
technology, such as intelligent traffic signalling, to

maximise traffic flow.

O Renew the commuter train fleet. Even though
trains provide the lowest-cost transport service in
metropolitan areas, they are also often unreliable and
uncomfortable, with the forced retirement of aged
rolling stock placing more pressure on operations.
New technology is needed to improve service

levels.

Strengthen and optimise freight corridors

South Africa is a transport-intensive economy. Its
advantages in terms of resources are greatly eroded
by high transport costs and poor freight transport
infrastructure. South Africa's mineral sector, for
example, has the potential to drive economic
growth in the short term, yet it is being stifled by
limited capacity to transport mineral commodities,
particularly coal, manganese and iron ore, on

existing rail lines.

Most of South Africa’s bulk freight is transported on
existing national road and rail networks. Planning
should prioritise improving the capacity, efficiency
and sustainability of these corridors while enhancing

the performance of seaports and inland terminals.

NATIONAL DEVELOPMENT PLAN - 2030

Plans should be informed by experience and the
poor performance of Transnet's capacity expansion
programmes. Richard's Bay Coal Terminal, for
instance, is greatly underutilised because capacity
on the adjacent rail link did not keep up with

expansion on the terminal.

Given the magnitude of these capacity constraints
and the huge financial and organisational resources
needed to improve corridor performance, effective
partnerships need to be developed between the
public and private sector. Healthy competition

between service providers is also key.

The following corridors have been identified for

expansion and improvement:

O Durban-Gauteng corridor. By 2030, the
Durban-Gauteng freight corridor should be a
model for how to strengthen and optimise freight
corridors. As the corridor that handles most of the
country's high-value freight, it is the first priority. It is
also the most strategic corridor to achieve a shift of
freight from road to rail by overcoming rail's main
drawback — lack of intermodal flexibility — by
improving the performance of terminals on either
end. It could demonstrate that the institutional
model needed for corridor improvement rests with
aligning the interests of cities with authorities across
all tiers of government, as well as the transport
operators that connect the intervening space.
Transnet and its partners in this project are making

progress with this emerging institutional model.

Success factors include unrestricted access into the
terminals for freight, removing bottlenecks on the
road and rail routes, and expanding terminal
capacity. Planning priorities include new access
routes into Durban's port, allowing for segregation
of freight from other rail traffic, and building new
hubs or inland terminals around Gauteng for

improved road-rail transfers. At least three new



Gauteng hubs will replace existing inner-city hubs as
they reach full capacity. Higher rail density and
throughput to achieve scale economies will require
rail alignment, together with upgraded technology
to move and control trains. Transnet has developed
plans that will address the capacity of Durban's port.
Further container capacity to meet South Africa's
needs over the longer term will be provided by
constructing a new terminal on the site vacated by

moving Durban's airport to La Mercy.

O Coal-transport corridors. The Waterberg
coalfields in Limpopo need to be linked both to
domestic power generators and to export facilities
in Richard's Bay. Planning should also take
Botswana's need to access Indian Ocean ports for
its own coal exports into consideration. Transnet
has firm plans for capacity expansion for coal
exports up to 97 Million tons per annum through
Richard's Bay to be reached in stages. The needs of
coal producers, domestic customers, notably
Eskom, and access to export channels are at such a
scale that network-wide capacity expansion is
required, including a rail link through Swaziland that
will give flexibility to coal transport, as well as benefit
trade in timber and sugar with that country.
Improvements to the coal transport corridors
require strengthening lines tunnels, bridges, power
supply and building new lines. The long-term
economics of the coal market are difficult to predict
and therefore do not give certainty to the transport
market forecast. When firm commitments to
expand are made prompt and economical
execution will be crucial and challenging because
multiple infrastructure projects could be competing

for scarce resources at the same time.

O North-south corridor, a Durban to Dar es
Salaam transport network, linking the two major
ports of the Southern African Development
Community, Central and East African economic

communities embracing improvements to road and

raillinks through the countries.

As indicated by the Port Regulator, South African
ports perform poorly, operating at levels below
comparative operations at costs that are significantly
higher than the global average. This is hindering the
nation's development objectives. Poor
performance is largely due to the absence of
competition in terminal operations and Transnet's
business model, which uses surplus generated by
ports to fund investments elsewhere. The trade-

offs obscured within the Transnet group must be

addressed if port prices are to be competitive.

South Africa is also a maritime nation with a
3 000km coastline straddling a major strategic
shipping route. Close to 80 percent of trade is by
sea, but the country has a weak maritime industry
that does not adequately complement its land and
aviation national infrastructure and services. South
Africa needs to reappraise the maritime sector in
light of its geopolitical positioning and ask what
contribution it could make to employment and

regional trade.

Provide long-distance passenger transport
options

Long-distance transport alternatives include travel
by intercity bus, taxi, private transport, air travel and
limited intercity passenger trains. In this context,
where should scarce public resources be directed?
South Africa's largest single public asset is its road
network. National and provincial roads are the
prime means of connecting people and moving
cargo from small settlements and secondary towns
to the centres of economic activity. At a
replacement value of R1.7 trillion, preserving it is a
top priority. In the short term, before expansion can
be considered, maintenance needs to be done on
local and provincial government roads to prevent

further deterioration.
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Institutional capacity to manage road traffic also
needs to be strengthened. This includes upgrading
safety mechanisms, rigorously enforcing
compliance with road-safety rules and wide-scale
road-safety education. Success will be evident in

road users changing their behaviour.

In the long term, the proposed expansion of
intercity passenger rail services will need to be
carefully assessed. Ralil is costly and South Africa
would have to practically start from scratch due to
the age of its long-distance passenger fleet. Intercity
passenger rail makes up a small part of the market
with little patronage. Itis only a significant service for
low-income travellers at annual holiday peak times.
Alternatives, specifically road-based options
currently in service, will have to be assessed against
the high costs and limited coverage of passenger
rail. Given the need to fund improvements to tran-
sport services for commuter rail and bus services
with a wide reach for poor people, the net benefits

of passenger rail investments seem unjustified.

Rural access and mobility

To achieve a meaningful level of rural access and
mobility, planning should offer different services to
meet different local needs. Where population is
concentrated in an area with little productive
economic activity, priority should be given to
enabling easy access to basic needs and state
support (for example, service points for public
health care and grant support). Scheduled public-
transport services could be provided to ensure such

access.

People tend to relocate from isolated rural homes
and settle at transport nodes or along transport
corridors to access services. These movements
provide further opportunities for improved
economies of scale for public transport. Given
limited resources and urban migration, subsidised

services should be limited to such places.
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Phasing

Providing sustainable transport services that are
efficient and inclusive is inextricably linked to the
need for spatial change in South Africa's cities and
improvement in related transport corridors. Users
will adjust to pricing that is supported by greater
transparency regarding the full costs associated with
each service, including costs linked to

environmental impact. Key themes are discussed

below.

2010-2015: Consolidation and selective
expansion

Greater emphasis will be placed on asset
management, increased use of existing assets,
extending economic infrastructure through joint
private and public projects, and expanding public

commuter rail-transit services.

Given scarce resources, some needs will have to be
deferred. The state will need to maintain public
confidence that improvements will spread by
achieving excellence in meeting priority needs.
Decisions on project selection will be driven by
tightly focused criteria. Priorities include:

O Improving streamlining of assets and
institutional arrangements for public transport
(including the powers and functions of role
players). Asset-use needs to be consolidated and
existing assets should be used better. First, public
transport and infrastructure must be managed
better by removing duplicated functions, refining
powers and functions, imposing accountability and
enhancing governance and decision-making
processes. Thereafter, streamlining institutional
arrangements in metropolitan areas can be
achieved by setting up regional transit authorities. It
is crucial to ensure that all parts of the existing road-
based commuter services function properly, as
many commuters depend on bus and minibus taxi
services. Large publicinvestments have been made,

offering a glimpse into how better-performing



public transport can improve people's commute.
Transport authorities should focus on enforcing
sector-wide compliance and encouraging
contracted operators and independent service
providers to invest and provide a more commuter-

friendly experience.

O Renewing the commuter rail fleet, with a
region-by-region shift to new high-capacity rolling
stock, supported by station upgrades and improved
facilities to enhance links to road-based services.
Stabilising existing services is crucial, because

complete fleet renewal could take upto |5 years.

O Expand capacity for mineral exports,
targeting metal ores and coal. This involves
improving strategic freight corridors for southern
African and international trade. Private-sector
partnerships (primarily with Transnet and the South
African  National Roads Agency Limited) are
essential to upgrade corridors. Where state-owned
enterprises are unable to meet demand for freight
services, the state should vigorously encourage
private-sector involvement. The National Ports Act
(2005), which stipulates that all new developments
should be concessioned, needs to be more
stringently enforced so that all operators (public or
private) perform or are replaced. Intensive
application of information technology to transport
systems will increase use and flow rates through
new railway signalling and highway traffic control
systems. These are strategic investments that can
be deployed more rapidly than building new fleets

or roads to boost the use of existing infrastructure.

O Optimal utilisation of assets — Port of
Ngqura's modern deep-water facilities makes it

attractive for container transhipment traffic .

O Transport planning, led by central government
to formulate credible long-term plans for transport

that synchronises with spatial planning and aligns

the infrastructure investment activities of provincial
and local government and clearly communicates

the state's transport vision to the private sector.

2016-2020: In step with evolving land-use
changes

Guided by plans for the urban form, the focus will
be on achieving the mutually reinforcing effect of
transit-led growth. This will help increase
concentration in urban settlements, while
improving economies of scale for transport modes.
Once the instructional reforms for public transport
have been completed, regional transit authorities

should be established.

2021-2025: Energy efficiency

Emphasis will be on increasing energy efficiency and
the resilience of transport networks, drawing on
progress in establishing renewable energy

resources.

Use of lightweight materials in freight and passenger
vehicles should be increasingly preferred, because
of their lower lifecycle energy requirements and

greater load-carrying capacity.

2026-2030: Mid-life upgrades

Reviewing progress towards the 2030 vision should
guide the tactical adjustments needed to overcome
problems. Planning should provide for refitting
transport systems to incorporate technological

improvements.

INFORMATION AND

COMMUNICATIONS INFRASTRUCTURE
ICT is a critical enabler of economic activity in an
increasingly networked world. As a sector, ICT may
provide important direct opportunities for
manufacturing, service provision and job creation,
but their main contribution to economic
development is to enhance communication and

information flows that improve productivity and
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efficiency. For this reason, a country that seeks to be
globally competitive must have an effective ICT
system, as this “infostructure” provides the
backbone to a modern economy and its
connections to the global economy. The link
between ICT's contribution to economic growth
only takes effect when connectivity reaches a critical
point, estimated to be 40 percent for voice
communications (Roller & Waverman 2001) and

20 percent for broadband (Koutroumpis 2009).”

An immediate policy goal is to ensure that national
ICT structures adequately support the needs of the
economy, allowing for parties beyond the public
sectorto participate. At present, there is an effective
duopoly in the mobile-phone market. Telkom still
dominates the telecommunications backbone and
telephony markets. This dominance has been
ineffectually regulated, resulting in high input costs
for businesses, which has in turn resulted in an
increase in the costs of services and products. It has
also inhibited investment in growth areas within
ICT, such as business-process outsourcing and
offshore information-technology-enabled services.
Telkom's monopoly has seen deterioration in fixed-
line connections that will further undermine South
Africa's future competitiveness unless it is

addressed.

By 2030, ICT will underpin the development of a
dynamic and connected information society and a
vibrant knowledge economy that is more inclusive
and prosperous. A seamless information
infrastructure will be universally available and
accessible and will meet the needs of citizens,
business and the public sector, providing access to
the creation and consumption of a wide range of
converged services required for effective economic
and social participation —at a cost and quality at least
equalto South Africa's main peers and competitors.

Within this vision, the underlying ICT infrastructure

and institutions will be the core of a widespread
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digital communications system. This ecosystem of
digital networks, services, applications, content and
devices, firmly integrated in the economic and social
fabric, will connect public administration and the
active citizen; promote economic growth,
development and competitiveness; drive the
creation of decent work; underpin nation building
and strengthen social cohesion; and support local,
national and regional integration. Public services and
educational and information products will be
accessible to all, and will build on the information,
education and entertainment role envisaged for
public broadcasting. The human development on
which all this is premised will have created an e-
literate (online) public able to take advantage of
these technological advances and drive demand for

services.

ICT will continue to reduce spatial exclusion,
enabling seamless participation by the majority in
the global ICT system, not simply as users but as

content developers and application innovators.

The ITC reality

More South Africans use mobile phones
(29 million) than listen to radio (28 million).’ Despite
this, growth in South Africa's ICT sector has not
brought affordable, universal access to the full range
of communications services. The performance of
most state interventions in the ICT sector has been
disappointing. South Africa has lost its status as
continental leader in internet and broadband
connectivity.” The price of services and equipment
remains a significant barrier to expanding mobile-
phone and fixed-line use, with limited network

competition further increasing costs.

International evidence suggests that a new ICT gap
is opening up between those with access to high-
speed internet and those who access internet via
mobile connections.” While users cope with

deteriorating fixed-line connections by switching to



mobile networks in the short term, this may lock
South Africans out of global networks in the longer
term as applications in other countries are
increasingly based on ultra-high-speed “fibre to

premises” networks.

The main constraining factors have been:

O Poor returns from the state's investment in
Telkom.

O Little evidence of an effective strategy to ensure
that connectivity in South Africa keeps up with
its peers.

O Policy constraints, weaknesses in institutional
arrangements, conflicting policies, regulatory
failure and limited competition.

O The ability of the regulator, the Independent
Communications Authority of South Africa, to
enable a more open market. Its work has been
hampered by legal bottlenecks, limited capacity
and expertise, and policy direction being
complicated by the constitutional guarantee of
“‘independence”, which should only apply to
broadcasting rather than to the technical areas
of ICT, although this may need to be revised as
broadcasting and ICTs converge.'" The last
comprehensive policy review wasin |996.

A single cohesive strategy is needed to ensure the

diffusion of ICTs in all areas of society and the

economy. Like energy and transport, ICT is an
enabler — it can speed up delivery, support analysis,
build intelligence and create new ways to share,
learn and engage. But ineffective ICT can also

disable economic and social activity.

In the very short term and well in advance of 2030,
the state will need to re-establish the shape and
nature of its participation in the sector. A new policy
framework will be needed to realise the vision of a
fully connected society. A key issue will be to decide
on the role of state infrastructure interventions.
These interventions will have to balance the priority

goal of achieving affordable and truly universal

access to communications services, while
recognising the general efficiencies that may be
derived from the application of private capital in

economic activity.

In future, the state's primary role in the ICT sector
will be to facilitate competition and private
investment, to ensure effective regulation where
market failure is apparent, and to intervene directly
to meet specific social goals. Direct involvement will
be limited to interventions to ensure universal
access and to help marginalised communities

develop the capacity to use ICTs effectively.

Policies and priorities

Implement an enabling, coordinated and
integrated e-strategy

To achieve its ICT goals, South Africa must have a
coordinated, enabling ICT strategy and plan. The
key aspects of this are:

O A national e-strategy that cuts across
government departments and sectors.

O Stimulating sector growth and innovation by
driving publicand private ICT investment, especially
in network upgrades and expansion (particularly in
broadband) and development of applications and
local content.

O Reviewing the market structure and analysing
the benefits and costs of duplicating versus sharing
infrastructure, given that the radio spectrum on
which mobile networks depend s limited.

O Establishing a common carrier network,
possibly by structurally separating Telkom's
backbone operations from its retail services.

O At least applying open-access policies to
encourage sharing of certain elements of the
backbone fibre network, without discouraging
private long-term investment.

O Targeted public investment, possibly through
public-private partnerships.

O Developingthe specialised institutional capacity

to ensure that policy keeps up with the evolution of
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the sector and that regulation is effective.

O Focusing on stimulating demand by promoting
e-literacy, instituting ICT rebates and incentives and
developing ICT applications in sectors such as
health and education as well as on the supply-side
infrastructure and institutions.

O Effectively engaging various institutions,
including global ICT governance agencies, such as
the International Telecommunications Union and
the World Trade Organisation, on issues of regional

integration and harmonisation.

The digital divide can be partially addressed through
more competitive and efficient markets and
effective regulation that enables operators to meet
the demand for affordable services, reducing the
number of households or individuals requiring
support. Further strategies to enable access are

“smart subsidies”, '

which require a once-off
intervention. These should be favoured over

strategies that require permanent subsidies.

The rate of change in the ICT sector means that
such programmes should regularly be reviewed
and refocused. This will require the state's

investment and support.

Demand stimulation and job development

O Demand-side interventions. Improving
equitable access to ICT services will require action
to stimulate demand. At the most fundamental
level, e-literacy needs to be improved through
training in schools, at tertiary-education facilities and
adult-education colleges, as well as through supplier
training. A larger audience will, in turn, help
stimulate market demand for multilingual, relevant
local content and make it practical to develop online

and mobile government-service applications.
O Job creation and the skills challenge.

Constructing and maintaining communications

networks will generate both unskilled job
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opportunities in the short to medium term (such as
digging trenches or spanning cables for expanding
networks) and skilled work over the longer term (as
networks need to be maintained, upgraded and
refurbished). The education system, supported by
government investment into ICT skills

development, will need to prepare for this.

O Role of the private sector. Experience
elsewhere demonstrates that private-sector
participation and competition, coupled with
effective regulation, have the potential to deliver
lower prices and improved quality and speed of
service. South Africa needs to commit to

intensifying competition inthe ICT sector.

O Streamline spectrum allocation. Spectrum
allocation is perhaps the biggest regulatory
bottleneck in the deployment of wireless
technologies that will, in the short to medium term,
meet the diverse needs of society and economy.
The radio spectrum is a scarce resource that needs
to be optimally allocated to meet both economic
and social objectives. Significant high-capacity
spectrum will become available with the shift from
analogue terrestrial television broadcasting to digital
terrestrial broadcasting. This should be swiftly
allocated to ensure that services based on emerging

technologies can expand.

Mechanisms for this allocation need to be based on
clear conditions, transparent processes and limited
discretion. In order to qualify for allocation,
potential services providers have to meet specific
conditions and clearly define the services that they
will provide. The awarding process may take the
form of auctions or reverse bidding,* as long as the
process is robust and transparent. The ultimate goal
will be to attract appropriate investment at a low

enough price to meet social and economic needs.



Once allocated, spectrum bandwidth should be
fully tradable (within the original allocation criteria).
Regulators should not be too restrictive in dictating
which technologies should use which parts of the
spectrum. They should discourage spectrum-
hoarding, where licensees buy spectrum
bandwidth and either fail to use it or use it only in
certain geographical areas. Spectrum policy should
favour competition, but incumbents should not be
excluded from gaining access to bands needed for
expansion or to apply new technologies. In line with
global trends, spectrum licences should be
technology-neutral so that they can be adapted to
meet rapidly changing technological developments

without high regulatory costs.

O  Local-loop challenge. The local loop — the
fixed connection between the main
telecommunications network and end users — has
historically been operated by Telkom and serviced
by copper wires. Internationally, the trend is to use
fibre-optic cables for the local loop as they are less
valuable (and therefore less vulnerable to theft) and
offer far higher speeds. Telkom's copper network is
deteriorating. Competitor Neotel, meanwhile, is
making slow progress in rolling out fixed-line
connections, relying instead on wireless
connections, particularly for domestic users.

The strategic medium-term objective is to improve
the quality, reduce the cost and expand the reach of
the local loop. To achieve this there must be clarity
about Telkom's future role and regulatory incentives
to ensure that local-loop unbundling achieves its
objective, which is to expand affordable access to

high-quality, high-speed broadband.

Building institutional capacity and
competencies

The state needs to have sufficient institutional agility
and competence to make effective interventions in
this rapidly changing sector. The government's

primary role should be to ensure that public policy

promotes market access and creates effective
institutions that ensure competition, regulate

operator behaviour and address market failure.

In pursuing these goals, it will be important to
address the inherent conflict of interest between
the state's role as a competitive player in the market
(through its enterprises, InfraCo and Sentech, as
well as its majority share in Telkom) and its role as a
policy-maker. Similarly, at local-government level,
there is tension between the fact that municipalities
both regulate access for infrastructure (through
wayleaves, for example) and compete with private
service providers by developing their own
broadband networks to perform city management
functions. A better distinction of these roles is
required to avoid unintended policy outcomes.
Mechanisms will have to be put in place to ensure
the regulator's autonomy from the state and
industry interests, and accountability will have to be
ensured through transparency and specialised

parliamentary oversight.

At some scales, it may be desirable to coordinate
state and private investment into infrastructure to
avoid costly duplication. Pragmatic regulatory

approaches to facilitate this should be explored.

Trade-offs

The following trade-offs and choices apply:

O Thereis a need to ensure sufficient large-scale
investment (through both public and private funds)
to allow for extension of ICT infrastructure that
supports the economy. This must be balanced
against the need to ensure that the objectives of
greater inclusivity and sustainability and specific
strategic goals of access and service provision are
met, even in underserviced areas and marginalised
communities. Given that the state is capital
constrained, with many urgent priorities, willing and
capable private investors are needed. Creating a

collaborative partnership with defined social
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responsibilities may be appropriate. Alternatively,
where private investment is able to create the
connectivity, public investment could focus more
on enabling the demand by supporting e-literacy

and content delivery or reducing investment risk

O Low barriers to market entry and competitive
markets require less intensive regulation and have
the potential to drive down prices and improve
consumer choice. However, such low barriers may
also threaten the financial viability of current service
providers or state-owned enterprises. Greater
competition may also limit new, potentially risky

investments in emerging ICT technologies.

O As broadcast and other ICT technologies
converge, setting quotas for local content on
television and radio promotes local production, but
also has the potential to increase broadcasting costs.
This could make it difficult for regulated broadcast
services to compete against content providers on

unregulated services such asthe internet.

O Encouraging cost efficiency in the sector by
regulating prices could result in job losses among
present service providers. However, lower prices
could swell telecommunications demand, creating
other jobs elsewhere in the ICT sector and the

broader economy.

O Allowing network competition to extend
networks and services, with likely duplication of
resources and infrastructure in a resource-
constrained environment, needs to be weighed
against the effects of having a single common carrier
backbone that offers fair, open access to its facilities

ina competitive services sector.

O Deterioration of the local loop highlights the
need for strategic decisions about the future role of
Telkom, which holds the local-loop monopoly and

is still state controlled even if it is not entirely state
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owned. While protecting the local-loop monopoly
may ensure ongoing dividends for the state in the
short term, the deteriorating fixed-line network
may impose serious costs on society in the longer
term. Structural separation of local loop and
backbone activities may be required. Open Reach
and British Telecom are a successful example of

suchastructural separation.

O Making critical spectrum available to operators
to deploy new technologies to grow their business.
Alternatively, waiting for a full spectrum audit and
conducting comprehensive allocations or auctions
of the entire reassigned spectrum with the

associated losses that delays bring.

Phasing
Phasing of priorities to create an enabling ICT reality

by 2030 is discussed below.

Short term:2012-2015

There is a clear and urgent need for a full policy
review, which has not been done in the ICT sector
since 1995. In the next five years, South Africa
needs to develop a more comprehensive and
integrated e-strategy that reflects the cross-cutting
nature of the ICT sector. This should link policy
objectives to specific strategies. It should include
plans to allocate the new spectrum that will become
available with the switch to digital broadcasting, and
should set out a strategy for universal internet
access, with clear targets for monitoring and
evaluation. In addition, it should outline
interventions to promote ICT diffusion such as e-
literacy programmes to stimulate demand, ICT
skills  development and institutional capacity-

building.

Evidence suggests that affordable internet access is
best achieved through effectively regulated
competitive markets, complemented by targeted

state intervention.



The following policy issues require attention:
O Adjust market structures and remove legal

constraints to enable full competition in services.

O Develop a strategy for the local loop to ensure
that quality improves, costs are reduced and fixed-
line coverage is expanded to meet demand for

high-speed telecommunications.

O Ensure that regulatory agencies have the
resources to encourage market entry and fair

competition, as well as address market failure.

O Implement a service- and technology-neutral
licensing regime to allow for flexible use of
resources, especially for spectrum that is urgently

needed for next generation services.

O Make spectrum available on a “use it or lose it"
basis to encourage efficient use, drive down costs

and stimulate innovation.

O Spectrum allocation should accompany set
obligations to overcome historical inequalities in the
ICT sector. However, these obligations should not

delay the competitive allocation of this resource.

O Ensure access to low-cost, high-speed

international bandwidth with open-access policies.

O Facilitate the development of high-bandwidth

backbone networks.

O Assess state-owned enterprise and municipal
performance in ICT provision and decide on the
future role and configuration of the state's family of
ICT enterprises (Broadband InfraCo, Sentech and
Telkom). Examine the market's ability to sustain
infrastructure competition and whether the benefits
of this outweigh the problems of duplication of

facilities in a resource-constrained environment.

O Identify alternatives to infrastructure
competition through structural separation of the
national backbone from the services offered by
Telkom to create a common carrier that offers open
access to service competitors. Similarly, encourage
or prescribe sharing of expensive trenching
infrastructure by creating common rights of way for

competing operators to lay dedicated lines.

Medium term: 2015-2020

Between 2015 and 2020, the following goals
should be pursued:

O Extend broadband penetration. The
Commission supports the Department of
Communications' proposed target of 100 percent
broadband penetration by 2020. All schools, health
facilities and similar social institutions should be
connected and individual citizens should have
affordable access to information services and voice
communication at appropriate locations.
Broadband is currently defined as a minimum
connection speed of 256 kilobytes per second, but
by 2020, this will probably be at least 2 megabytes
per second, with some countries aiming for
|00 megabytes per second. South Africa's goals
should be to remain competitive rather than to set

firm numerical targets.

O Benchmark South Africa's performance
against other countries. It is suggested that by
2020, strategic investment and regulatory guidance
will result in the costs associated with internet
access falling to match South Africa's peers. More
generally, South Africa should aim to position itself in
the top quartile of the International
Telecommunications Union's ICT Development
Index ranking of middle-income countries. It should
also aim to regain its position as the continent's

leader in both quality and cost of ICT services.
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Long term: 2020-2030

Ongoing e-strategy implementation and
refinement will ensure that the ICT sector supports,
rather than limits, South Africa's global
competitiveness and economic performers. The
country will maintain or improve its International
Telecommunications Union rankings.

By 2030, the government will make extensive use
of ICT to engage with and provide services to

citizens. All South Africans will be able to use core
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KEY POINTS

South Africa has a rich endowment of natural
resources and mineral deposits, which, if
responsibly used, can fund the transition to a
low-carbon future and a more diverse and
inclusive economy.

must be

Developmental challenges

addressed in a manner that ensures
environmental sustainability and builds
resilience to the effects of climate change,
particularly in poorer communities.

Investment in skills, technology and
institutional capacity is critical to support the
development of a more sustainable society
and the transition to a low-carbon economy.

Focused, institutionalised capacity building

and management structures are needed.

Ensuring
environmental

sustainability and

an equitable
transition to
a low-carbon
economy

Carbon-pricing mechanisms that target
specific mitigation opportunities need to be
implemented.

Consumer awareness initiatives and
sufficient recycling infrastructure should
result in South Africa becoming a zero-

waste society.

The development of environmentally
sustainable green products and services,
including renewable energy technologies,
will contribute to the creation of jobs in
niche markets where South Africa has or

can develop a competitive advantage.
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INTRODUCTION

The 20"century was a period of unparalleled
growth for humanity’s population and
socioeconomic development. During this period,
environmental constraints to human activity were
often not fully recognised. The world is now
experiencing a growing number of undesirable
consequences as continued economic expansion
and resource exploitation threatens the stability of

natural systems.

Historically, as countries and individuals have
accumulated wealth, their impact on the natural
environment has increased. In some cases, this has
been mitigated by policy action at
national level, but all too often the
result has been to export \
environmentally damaging
activities to other, invariably
poorer, countries. Addressing
inequities in the wealth and
distribution of resources

between rich and poor is
therefore critical, both between

and within countries.

Developing countries are at
particular risk due to a
combination of geography, the intrinsic vulnerability
of poor communities to environmental threats, and
the pressures that economies based on resource
extraction place on the environment. Given that the
effects of climate change and environmental
degradation fall most heavily on the poor, South
Africa needs to strengthen the resilience of its
society and economy to the effects of climate

change.

South Africa has a rich endowment of natural
resources and some of the world’s most substantial
mineral deposits, including coal and natural gas.

However, the exploitation of minerals is an energy-
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intensive activity. While the country’s coal deposits
currently represent a relatively cheap and reliable
source of energy, coal is carbon intensive and in the
medium to long term, its use could prejudice South
Africa’s interests as global restrictions on carbon
emissions to mitigate climate change are
introduced. South Africa is the 42nd largest emitter
per capita and is among a number of developing
countries that are likely to face globally imposed

emissions constraints in the near future.

Aside from coal and natural gas, the country has
abundant potential sources of renewable energy in
the form of solar and wind energy, but these are
currently comparatively expensive,
particularly when the costs of
storage and transmission are taken
into account. Competitively priced
energy is needed to exploit mineral
resources, the earnings from which
will be required to fund the
transformation of South African
society, as well as the promotion of a
NGE , more diverse and inclusive

T~ economy. For this reason,

South Africa must leverage its
solar resource and regional
hydropower opportunities as
competitive advantages, in parallel with the
responsible exploitation of fossil fuels and minerals.
For this to happen, the country must invest in the
skills, technology and institutional capacity required

to supporta competitive renewable energy sector.

South Africa faces urgent developmental challenges
in terms of poverty, unemployment and inequality,
and will need to find ways to “decouple” the
economy from the environment, to break the links
between economic activity, environmental
degradation and carbon-intensive energy
consumption. Inthe past, resources were exploited

in a way that was deeply unjust and left many



communities excluded from economic
opportunities and benefits while the natural
environment was degraded. The country must
now find a way to use its environmental resources
to support an economy that enables it to remain
competitive, while also meeting the needs of
society. Thus, sustainable development is not only
economically and socially sustainable, but

environmentally sustainable as well.

VISION 2030

By 2030, South Africa’s transition to an
environmentally sustainable, climate-change
resilient, low-carbon economy and just society will

be wellunder way:

O Coordinated planning and investment in
infrastructure and services that take account of
climate change and other environmental pressures,
provide South Africans with access to secure
housing, clean water and decent sanitation, and
affordable and safe energy, making communities
more resilient to the impacts of climate change and

less socioeconomically vulnerable.

O Adaptation strategies in conjunction with
national development strategies are implemented,
including disaster preparedness, investment in
more sustainable technologies and programmes to
conserve and rehabilitate ecosystems and

biodiversity assets.

O Investment in consumer awareness, green
product design, recycling infrastructure and waste-
to-energy projects results in significant strides to

becoming a zero-waste society.

O Growth in the renewable energy sector by
2030, as envisaged in the Integrated Resource Plan
(IRP 2010), takes off in response to falling
technology costs, government’s bold support for

the sector, and the introduction of targeted carbon-

pricing mechanisms to facilitate further private

investmentin renewable energy.

O The development and marketing of niche
products and services, coupled with mutually
beneficial partnerships with neighbouring countries,
create jobs in domestic manufacturing of renewable

energy technologies.

O South Africa reduces its carbon emissions, in
line with its international commitments, while
maintaining its competitiveness in the global
economy by carefully managing investments in local
and regional renewable energy resources and
aggressively promoting just and equitable trading

arrangements.

O Policy and regulatory frameworks are created
for land use, to determine the environmental and
social costs of new developments and ensure the

conservation and restoration of protected areas.

O Public investment in new agricultural
technologies and the development of resilient and
environmentally sustainable strategies and support
services for small-scale and rural farmers ensures
the protection of rural livelihoods and the
concurrent expansion of commercial agriculture, so
South Africa remains a net exporter of agricultural

produce.

Inevitably, in the transition to a greener and more
environmentally sustainable economy, trade-offs
must be made. However, the careful design and
sequencing of decisions ensure that the decline of
legacy sectors, such as coal-fired electricity
generation, are balanced by concurrent growth in
green economy sectors. The emergence of small,
medium and micro enterprises in areas such as
waste management contribute to reducing un-

employment, poverty and income inequality.
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Behaviour change on the part of ordinary South
Africans, driven by a growing awareness of
sustainable development, is one of the most

significant factors in achieving progress towards the

transition. A revolution in social values is under way,
with the culture of conspicuous consumption being
steadily supplanted by one of social and

environmental responsibility.

Guiding principles for the transition
The following principles can guide the transition to an environmentally sustainable low-
carbon economy, moving from policy, to process, to action:

Just, ethical and sustainable. Recognise the aspirations of South Africa as a
developing country and remain mindful of its unique history.

Global solidarity. Justly balance national interests with collective action in relation
to environmental risks and existential threats.

Ecosystems protection. Acknowledge that human wellbeing is dependent on the
health of the planet.

Full cost accounting. Internalise both environmental and social costs in planning
and investment decisions, recognising that the need to secure environmental assets may
be weighed against the social benefits accrued from their use.

Strategic planning. Follow a systematic approach that is responsive to emerging
risk and opportunity, and which identifies and manages trade-offs.

Transformative. Address the structural and systemic flaws of the economy and
society with strength of leadership, boldness, visionary thinking and innovative planning.

Managed transition. Build on existing processes and capacities to enable society to
change in a structured and phased manner.

Opportunity-focused. Look for synergies between sustainability, growth,
competitiveness and employment creation, for South Africa to attain equality and
prosperity.

Effective participation of social partners. Be aware of mutual responsibilities,
engage on differences, seek consensus and expect compromise through social dialogue.

Balance evidence collection with immediate action. Recognise the basic tools
needed for informed action.

Sound policy-making. Develop coherent and aligned policy that provides
predictable signals, while being simple, feasible and effective.

Least regret. Invest early in low-carbon technologies that are least-cost, to reduce
emissions and position South Africa to compete in a carbon-constrained world.

A regional approach. Develop partnerships with neighbours in the region to
promote mutually beneficial collaboration on mitigation and adaptation.

Accountability and transparency. Lead and manage, as well as monitor, verify and

report on the transition.

NATIONAL DEVELOPMENT PLAN - 2030



STEPS TOWARDS THE VISION

To achieve this vision, South Africa will need clear
long-term development strategies to address the
challenges of poverty, unemployment and
inequality while managing natural endowments in a
sustainable manner. Within an increasingly
resource- and carbon-constrained global economy,
the challenge is to grow sustainably by building the
technological base for decoupling the economy
from natural resource consumption and carbon
emissions. These considerations must be central to

anational development strategy.

Sustaining South Africa’s ecosystems and
using natural resources efficiently

The maintenance of ecosystem
services such as those providing
food and clean water, regulating
climate and disease, supporting
crop pollination and nutrient cycles,
and delivering cultural benefits such
as recreational opportunities, is
fundamental to achieving South
Africa’s social and economic

development objectives.

The biodiversity and ecosystems in

conservation areas are national assets. Long-term
planning to promote biodiversity and the
conservation and rehabilitation of natural assets is
critical, and should be complemented by a strategy
for assessing the environmental impact of new
developments as an important component of
overall development and spatial planning. Where
damage cannot be avoided or mitigated, and where
the social and economic benefits justify the
development, a commensurate investment in
community development and the rehabilitation and
conservation of biodiversity assets and ecosystem

services is required.

A planning imperative for the efficient management
of ecosystem services and natural resources, in
which the water sector has already made some
progress, is to strengthen the regional approach.
Cooperation with neighbouring countries has the
potential to deliver competitive advantages not
available to individual countries (refer to chapter 7),
and can boost renewable energy production and
bolster regional food security in response to the

effects of climate change.

South Africa’s natural resources endowment
includes precious metals, diamonds, coal and an as
yet undetermined amount of shale gas. The mining
sector is a significant component of the economy,
providing jobs and a vital source of
foreign exchange. Abundant coal
reserves have led to a historical
dependence on coal as a source of
electricity, resulting in a highly
carbon-intensive economy, with
the electricity sector alone
accounting for almost half of
greenhouse gas (GHG) emissions.
The mining sector is a relatively
minor contributor to carbon
emissions: projections by the
Department of Environmental Affairs suggest that
the mining sector is responsible for 13.5 percent of
carbon emissions. Emissions directly incurred by
the industry (scope |)account for 3.6 percent of the
national total, with the remaining 9.9 percent
consisting of scope 2 emissions, mainly embedded

inthe purchase of electricity.

As is true for many industrial sectors, reducing
scope 2 emissions is key to reconciling the
continued development of mineral endowments
with the goal of building a low-carbon economy.

The principle ways of achieving this are:
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Introducing more energy-efficient and less
carbon-intensive industrial processes within the
sector.

Increasing the contribution of renewable
energy to electricity generation.

Reducing the carbon footprint of existing and
planned coal-powered power stations through
retrofitting, clean coal technologies and investigating
the financial and environmental feasibility of carbon-

capture and storage technologies.

The scope for increasing energy efficiency in the
mining sector, while not insignificant, is limited —

underscoring the need to transform the electricity

A\
G

sector.

Electricity pricing plans, predicated

on the need to obtain a return on

investment on new generating
capacity as contained in IRP 2010,
will also affect the mining and
minerals sector, with energy-
intensive operations like
aluminium smelting likely to
relocate once existing preferential
pricing agreements expire, further

reducing the sector’s footprint.

Recognising that carbon pricing and energy costs
will affect industries where production levels are
tightly calibrated to input costs and international
markets, such as ferro-alloys industries, measures
such as carbon taxation will be implemented in a
flexible manner that is sensitive to both the impact
on employment, and the environmental impact of

sustained production.

South Africa has significant renewable energy
resources, particularly solar and wind. Efficient use
of these natural resources is fundamental to
achieving the shift away from coal-powered

electricity towards the decarbonisation of the

NATIONAL DEVELOPMENT PLAN - 2030

economy. The allocations in terms of the IRP for the
electricity sector are a good starting point. The long-
term trend towards increasing the price
competiveness of renewable energy in relation to
fossil fuels will continue as capacity expands, and the
ability to leverage natural resources in terms of
renewable energy will give South Africa an
increasingly competitive advantage as carbon
constraints become more important in the global

economy.

Proposed interventions and planning imperatives:
The Department of Environmental Affairs and

South African National Biodiversity Institute should

B
G

implement the protected areas
expansion strategy and promote
the biodiversity stewardship
programme to build
conservation partnerships
around privately-owned land.
National Treasury should
introduce incentives to protect
and rehabilitate ecosystems,
such as rebates and tax

reductions.

The Department of Environmental Affairs,
together with related Departments such as
Agriculture and Rural Development, should
investigate the socioeconomic implications and
policy requirements of a system for requiring
commensurate investment in community
development and the protection of ecosystem
services to mitigate the environmental and social

impacts of new developments.

The Department of Water Affairs should
ensure that the implementation of national
strategies for water conservation and demand
management are properly resourced and enjoy
appropriate policy prioritisation across the

economy.



The Department of Energy, Department of
Mineral Resources, Department of Water Affairs
and Department of Environmental Affairs should
collaborate in developing planning instruments that
ensure South Africa uses its endowment of
renewable energy resources, combined with
effective implementation of environmental
regulations to mitigate the exploitation of strategic

mineral resources.

The National Treasury and the Department of
Public Enterprises should ensure that decisions on
the use of financial incentives and disincentives, such
as preferential electricity pricing agreements and
carbon pricing will in future be made on the basis of
evaluating both the effect on employment, and the

environmental impact.

Building sustainable communities

Sustainable communities are built through well-
structured development planning processes that
help to guide them to optimally manage natural
resources and environmental risks in the pursuit of

social and economic goals.

Sustainable development indicators for local
government that incorporate environmental
performance is a key requirement for developing
the planning capacity required to ensure
environmentally sustainable development of
human settlements. This needs to be accomplished
inatransparent and inclusive manner to ensure that
the criteria for evaluating environmental
performance are relevant to the communities
concerned. These performance indicators should
inform the system of national-to-localfiscal transfers
to incentivise environmental performance, and

build planning and implementation capacity.

The challenge of building environmentally
sustainable communities must inform the

progressive devolution of responsibility for human

settlements to local government. When guided by
effective planning, urban densification provides an
opportunity to reduce the environmental footprint
associated with delivering utility services such as
waste management, electricity, water and
sanitation, and public transport. It also improves
access to social services such as health and

education.

Building sustainable human settlements (chapter 8)
requires more than bricks and mortar. In taking on
its responsibilities for the building of vibrant human
settlements the state must adhere to principles of

sustainable development by:

Reducing the carbon footprint and economic
costs of transport for the urban poor by facilitating
access to affordable, safe and convenient public
transport and promoting the location of job-
creating industries in close proximity to new
housing developments (see chapter 8) as well as
implementing urban greening programmes to

promote quality of life in urban areas.

Encouraging a holistic approach to low-cost
housing developments that include local
recreational facilities, retail opportunities, as well as

community, social, and health services.

Ensuring compliance with strengthened
environmental requirements in building
regulations, particularly with respect to energy-
efficiency standards, and the roll-out of solar water

heating.

As per the National Waste Management
Strategy, implementing a waste-management
system through the rapid expansion of recycling
infrastructure, and encouraging the composting of
organic domestic waste to bolster economic activity

in poor urban communities.
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Implementing stepped tariffs to promote the
conservation of water and electricity, while ensuring
continued access to free basic services. Local
government must lead by example in terms of

recyclingand demand-side management.

Cities have begun to take the lead in developing
partnerships that contribute to sustainable delivery
of services, but national government needs to
provide institutional support for project preparation
and the replication of successful models at scale to

accelerate and broaden this process.

Rural areas experience different challenges to urban
areas, and in many cases it is the rural poor who are
vulnerable to climate-change effects. Small-scale
farming among African communities is crippled by
the legacy of apartheid and has contributed
significantly to the wvulnerability of these
communities. At the same time, commercial farms
have struggled to adjust to the deregulation of the

sector.

Increasingly, South African agriculture faces

technical and structural challenges that require

improved sector management, including adequate
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funding of research, investment in skills and training,
effective communication strategies and agricultural
extension. However, there are also underlying
structural and policy issues that need to be
addressed in order for a regeneration of rural

communities to take place.

The regeneration of rural areas is fraught with
location-specific dynamics, and is dealt with more
fully in chapter 6. Rural development is often
inextricably tied to land reform and in many parts of
the country, traditional leaders determine progress.
The issues are complex, and involve the need for
security of tenure for small-scale farmers to
leverage capital against the value of traditional
arrangements for land use, in terms of providing
access to land on a non-commercial basis. Gender
is important, with issues of equity in many cases
being an obstacle to rural development. Social
determinants of sustainable development that need

to inform land reform include:

Gender should not be an obstacle to access to
land.

Strategies that promote the efficient use of
agricultural land should equally promote access
to land and social equity and recognise the
important economic role of subsistence

agriculture in some rural communities.

Dispersed rural communities often struggle to gain
access to basic services such as public health,
electricity and water because of the costs involved.
Opportunities to “leapfrog” technologies and
exchange innovative approaches to common
problems with neighbouring countries exist. For
instance, it is often more cost effective to provide
electricity to facilities and households in dispersed
rural settlements through off-grid and mini-grid
renewable energy than it is to connect them to the

national grid.



As with any form of community building, the
building of sustainable communities cannot be
accomplished as a top-down process, but must be
the outcome of engagement with participation by
communities. Government and non-government
actors are needed to promote awareness of
sustainability issues within  communities, and
disseminate context-sensitive information about
the causes and effects of climate change. Behaviour
change is important to respond to developmental
challenges, and particularly to reduce the
environmental footprint of communities. It is likely
to enhance South Africa’s ability to meet national
mitigation commitments. The scope of the
challenge and threat requires ordinary people,
especially those with higher incomes, to make
changes in their lifestyles and values, and take

positive action.

Proposed interventions and policy imperatives:

The National Treasury and the Department of
Environmental Affairs should work with the South
African Local Government Association to develop
and implement environmental performance
indicators for local government that will increasingly
inform fiscal allocations and capacity-building

supportfor climate change.

The Department of Energy and Eskom should
work with the South African Local Government
Association, the South African Cities Network, the
South African Photovoltaic Industry Association and
financial institutions to refine incentives for
widespread use of rooftop solar power in the built

environment.

As part of the National Electrification
Programme, the Department of Energy should
address the delivery backlog in dispersed rural
settlements by expanding the use of renewable

energy in off-grid electrification.

Responding effectively to climate change:
mitigation

Over the past few vyears, South Africa has
increasingly stated its ambition to act responsibly to
mitigate the effects of climate change. Domestic and
international commitments are based on Cabinet’s
approval of the “peak, plateau and decline”
emissions trajectory in 2008, which was formalised
internationally in South Africa’s Copenhagen Pledge
in2009.

The National Climate Change Response White
Paper clarifies this ambition through quantifying the
business-as-usual trajectory, against which the
efficacy of South Africa’s collective actions to reduce

GHG emissions is measured.

South Africa recognises the gap between the
requirements of science for a global emissions cap
that restricts climate change to safe levels, and
mitigation ambitions on the part of all nations.
Although, as a country, South Africa is vulnerable to
the impacts of both climate change and carbon
constraints, it accepts that ambitious global
agreements on emission reductions may emerge in
the light of the Copl7 agreement to launch the
‘Durban Platform of Action’. Although such
commitments are expected to be subject to the
transfer of finance and technology from developed
to developing countries, there is a need to be
flexible and resilient enough to adjust the national
trajectory in keeping with an equitable global
agreement on mitigation measures. This means
aggressively promoting the development of local
manufacturing and technical capacity in a broad
range of renewable energy and other clean
technologies to provide the country with room to
manoeuvre in a carbon-constrained global

economy.

A competitive advantage can be gained through

becoming an early adopter of mitigation
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technologies and mitigation finance mechanisms
appropriate to the local context, rather than
competing for carbon space with a shrinking band of
countries tied to obsolete fossil-fuel technologies
that may be increasingly subject to trade barriers.
Regional cooperation with neighbouring countries
in terms of coordinating exploitation of hydro-
electricity and biofuels (see chapter 4), as well as
agreements in terms of the extraction and
processing of fossil fuels, has a role that, until now,

the country hasfailed to exploit.

With energy generation making up 48 percent of
South Africa’'s emissions, coupled with extensive
natural coal resources, the energy sector is both the
most important and most challenging to transform.
South Africa will build on the flagship renewable
energy projects by investing in a range of renewable
energy at a scale sufficient to build a local
technological and manufacturing base and create
employment. This will lay the basis for a more
aggressive expansion of these sectors. South Africa
will also explore other opportunities for diversifying
its energy mix away from fossil fuels through for
example partnering with neighbouring countries to
develop hydropower resources, initially in
Mozambique and Zambia, and eventually in the
Democratic Republic of Congo. At the same time,
the country will explore the use of natural gas as a

less carbon intensive transitional fuel.

Data from the Draft National Greenhouse Gas
Inventory for South Africa’ suggests that industrial
energy consumption makes up to 9 percent of
South Africa’s emissions, with a further 14 percent
from industrial processes and product use. The
chemical industry, especially coal to liquids, and the
minerals industry, are primary contributors.
Industry has committed itself to an energy efficiency
programme, and further improvements will be
achieved through South African Building Standards

and a change in carbon pricing. There is also
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significant potential for improvements and changes
in some industrial processes. This will be combined
with a change in the focus of industrial
manufacturing towards greener industries over

time.

The transport sector contributes 9 percent to
emissions, which will be addressed through
improvements in vehicle efficiency and standards,
promotion of public transport, integrated transport
planning, potential increase in bio-fuel content in
fuel requirements, major expansion in public
transport and rail freight infrastructure, promotion
of electric and hybrid vehicles through public-sector

investment in product development, and non-

motorised transportand cycling.

Fugitive emissions make up 9 percent of total
emissions, and improvements can be made
through capturing coal-mine methane emissions,
improvements in the design of petroleum plants,
and more stringent fuel storage requirements.

Increased bio-fuel production willalso be effective.

Agriculture, forestry and land use contribute 6
percent to total emissions, and have significant

potential to act as carbon sinks, particularly in the



context of regional sequestration initiatives, which
should be incorporated into the regional strategy
described in chapter 7. South Africa will seek to
expand the forestry sector, and will re-establish
natural plant cover in areas such as the thicket
biome. Agricultural practices will reduce meat

production, reduce the use of nitrogen fertilisers,

and promote organic farming methods.

Waste makes up 2 percent of emissions, and South
Africa will cut down on solid-waste disposal,
promote composting and recycling of organic
waste, and run a countrywide programme to

capture land-fill gas methane.

The residential emissions make up only | percent of
total emissions, which will be reduced through
greater household energy efficiency, implementing
new building design standards (including solar water
heaters) and reducing domestic use of fossil fuels

through universal electrification.

Given South Africa’s dependence on coal, it makes
sense to investigate carbon capture and storage that
takes into account economic, environmental and

technological feasibility.

International experience shows that the most

effective way to achieve a just and managed

transition to a low-carbon economy and encourage
emitters to change their practices is to internalise
the social and environmental costs of their
behaviour. This can be done through adequately

pricing carbon.

Coordination of policy and approaches in
government helps to establish a carbon-pricing
strategy, and the government has identified two

instruments in this respect:

Carbon pricing
The carbon budget approach.

A carbon budget sets the amount of carbon that can
be emitted in a given amount of time, benchmarked
against the national GHG trajectory range. Given
the long-term structural implication of limiting
emissions, the time-frame for such an approach to
be feasible would need to be until 2050. A carbon
budget approach would:

Emerge from a bottom-up sector-by-sector
analysis that is sensitive to:

The particular dynamics of the South
African economy

The costs and risks of mitigation in
particular sectors of the economy

The developmental imperatives of the
country in terms of job creation and poverty

eradication.

Cumulative in nature and subject to regular
review to allow for flexible adjustment of targets in
relation to progress against the national GHG
trajectory for the entire period (to 2050), and
responsiveness to changing dynamics in the

international mitigation regime.

Implemented incrementally, initially targeting

sectors with the greatest mitigation potential.
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Aligned with international standards established
in terms of the United Nations Framework
Convention on Climate Change for the monitoring,
reporting and verification of GHG emissions, and
supported by adequate capacity within the

government in this respect.

The development of a carbon budget requires a
foundation of trustworthy data to support
understanding of the socioeconomic implications
and strategic options for the structural changes
required. The government needs to build capacity
to effectively administer the monitoring, reporting
and verification systems, supported by the

participation of industry and other stakeholders.

While the principle of a carbon tax as a mechanism
for establishing a domestic price for carbon is
accepted by the government, the National Treasury
is still engaged in research and consultation on its
implementation. Issues that need to be considered

include:

The desirability of incrementally applying a
series of carbon taxes, such as on vehicles, and
calibrating such taxes to progress against sectoral

targets.

The impact of a tax on sectors with limited

flexibility in terms of emissions, such as the cement

industry and SASOL, and energy-intensive in-
dustries whose mitigation potential is constrained
by the national energy mix, such as the mining and

minerals sector.

The extent to which the impact of a carbon tax

will be passed directly onto consumers.

The need for a conditional exemption of the
carbon tax in the electricity sector that can be
phased out over time, given the context of a
regulated electricity price, effective Eskom mon-
opoly and an IRP that mandates progressively lower

carbon intensity in electricity generation.

The cumulative economic impact of a carbon

tax.

The creation of a properly regulated domestic
market in carbon offsets will enable industry to
identify least-cost approaches to emissions
reductions and drive private-sector investment in

renewable energy and mitigation.

Proposed interventions and policy imperatives:

The Department of Energy and the
Department of Public Enterprises are to provide
leadership in the reform of the electricity sector,

establishing an independent systems and market
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operator, forming an initial step in promoting

diversification within the sector.

The National Treasury will implement a
carbon-pricing strategy, in close consultation with
stakeholders such as the Department of Trade and
Industry, Department of Energy, Department of
Mineral Resources and Department of
Environmental Affairs, as well as National Economic
Development and Labour Affairs Council, with

possible conditional exemptions for specific sectors.

The National Treasury and the Department of
Environmental Affairs are to develop the regulatory
framework for a domestic market in carbon offsets,

together with the Johannesburg Stock Exchange.

The National Treasury, the Department of
Economic Development and the Department of
Energy are to facilitate public- and catalyse private-
sector investment in renewable energy, with a
particular focus on developing manufacturing
capacity across a range of technology options, by
means of infrastructure grants to local government,
public-private partnerships, and the Green

Economy Fund.

The National Treasury is to use fiscal
instruments to subsidise research and development
and the Department of Trade and Industry will
invest in strengthening the ability of South Africa to
support its innovators in the process of product
development and marketing, with a particular focus

onrenewable energy and energy efficiency.

The Department of Transport must support
and incentivise improvements in vehicle efficiency
and fuel standards, integrated transport planning

and promote public and non-motorised transport.

Responding effectively to climate change:
adaptation

Climate change is already having an impact on
South Africa. Over the last 50 years, there are clear
signs of warming and increased frequency of rainfall
extremes. The number of hot days has increased in
frequency, while days with cooler temperatures
have decreased in frequency. The sea-level has

risen around the South African coast.

Inthe short term, South Africa’s capacity to respond
to climate change is compromised by factors such as
social vulnerability, and dispersed and poorly
planned development, rather than inadequate

climate-specific policy.

South Africa’s primary approach to adapting to
climate change is to strengthen the nation’s
economic and societal resilience. This includes
ensuring that all sectors of society are more resilient

to the future impacts of climate-change by:

Decreasing poverty and inequality

Creating employment

Increasing levels of education and promoting
skills development

Improving health care

Maintaining the integrity of ecosystems and the

many services thatthey provide.

The best form of adaptation to climate change will
come from strong policies, backed by sound
technical understanding and operational capacity to
deal with the general development challenges in
each sector. Local, provincial and national
governments will need to embrace climate
adaptation by identifying and putting into effect
appropriate policies and measures that are well
coordinated and credibly motivated. Where
climate is an important factor, as in agriculture,
water and infrastructure development, sectoral

development must be informed by the best
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available climate predictions and coordinated re-
sponses promoted through an effective national
planning system. South Africa should avoid dev-
elopment of climate-adaptation strategies that run

parallel to broader national development strategies.

Further research is needed to inform climate
resilient planning and implementation. This must
seek to provide more detailed information about
the potential impacts on different geographic
regions. The high level of uncertainty about possible
future climate scenarios over the medium and long
term means that:

Climate resilient development planning has to
be flexible enough to respond to a wide range of
possible climate futures.

Investment in scientific research is needed to
narrow the possible range of scenarios and guide

resilient development planning and strategy.

South Africa’s Second National Communication on
Climate Change also highlights the many barriers to
effective climate- and disaster-risk management and
to climate-change adaptation responses. Accessible
and reliable information is lacking, with too few
social platforms to allow citizens to engage
effectively on climate-change issues. Effective

communication of the possible impacts and

potential responses is therefore a significant

adaptation challenge.

Apart from the needs for improved disaster-risk
reduction, South Africa's National Climate Change
Response White Paper highlights a suite of sectors
that need to consider climate change impacts in
their planning, namely water, agriculture and
commercial forestry, health, biodiversity and
ecosystems, and human settlements (urban, coastal

andrural).

Proposed intervention and policy imperatives:

The National Research Foundation is to
establish a national facility dedicated to funding
research and developing human capacity in climate-
change adaptation and climate modelling.

The Agricultural Research Council should
establish a research focus on climate change and
food security.

The Water Research Commission should
continue its current programme to understand the
potential impacts of climate change on the nation’s
water resources.

The National Disaster Management Centre
should include climate-change risks in the national
disaster management plan and in its communication

strategies.
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Managing a just transition

The poor and vulnerable continue to be
disproportionately affected by climate change.
Human health-related risks due to climate change
are exacerbated by widespread poverty that
includes a unique disease burden, high population
mobility, and informal settlement housing
characterised by poor sanitation, risks of
waterborne disease, fires, flooding and
malnutrition.  Without adequate adaptation
strategies this existing disease burden could worsen
through increased vector-borne and emergent

diseases.

Similarly, a global failure to mitigate the most
dangerous levels of climate change will have a
disproportionate effect on the African continent and
potentially devastating long-term consequences
locally. This knowledge underpins South Africa’s

commitment to mitigating its own carbon emissions.

At the same time, millions of people are employed
in energy-intensive industries, and the mining sector
is a major contributor to South Africa’s foreign-
exchange earnings. An equitable transition must
protect the poor and vulnerable from the
transitional costs associated with mitigation, such as
increased costs of energy, food and transport, job
losses in carbon-intensive industries, and the
demand for different skills. A growing body of
evidence suggests that as income inequality
increases within a society, so does its environmental
footprint, along with social burdens such as crime
and poor health, and that targeting income
inequality is one of the most effective strategies for

sustainable development.”

In managing the transition, South Africa needs to
understand that the decisions it takes could lock it
into and have long-term environmental and
economic consequences. Factors to consider

include:

Public infrastructure investments that need to
be recouped over an extended timeframe must
take account of the risk of a significantly increased
cost of carbon, which will increase the cost of fossil

fuels.

Committing to a particular technology can
result in institutions and financial resources
becoming committed to suboptimal investments
when more efficient, less costly, more labour

absorbing or cleaner alternatives become available.

Any decision about infrastructure involves
committing to its emissions profile over its lifespan,
and consideration must be given to the ability to
incorporate it into a changing energy mix to avoid
situations in which infrastructure is prematurely
decommissioned (thereby not realising its full

economic value).

The Commission highlights some examples of
decisions that could potentially lock South Africa
into an unsustainable and carbon-intensive path,
and trade-offs that are needed to move to a low-

carbon future. These include:

The building of two new coal-fired power
stations, Medupi and Kusile, with a combined
output of 9 600MW. Although these are more
efficient than existing coal power stations, they lack
flexibility in operation and they will commit the
country into significant carbon-dioxide emissions
over their projected lifespan. This will limit the
available carbon space for the rest of the industry

and the economy and society asa whole.

South Africa has extensive coal resources that
have not yet been developed, as well as shale gas
resources in the Karoo that, while not fully
explored, are believed to be substantial. The
exploitation of these resources would contribute to

environmental damage and the national carbon
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footprint, but could potentially create jobs and be a
source of foreign exchange and investment,
providing a level of energy security. It could also
provide a lower-carbon fuel source that allows the
economy to make a transition from its dependence

oncoal.

The implications of Eskom’s current build plans for
Medupi and Kusile are not necessarily incompatible
with the national GHG emissions trajectory, but will
impose corresponding constraints on other
industrial sectors, and may constrain future

decisions about the extent and timing of

decisions to exploit other renewable
resources and transitional fossil-fuel
resources such as the Karoo shale
gas, off-shore gas and liquefied
natural gas imports. These
decisions will inevitably be
informed by developments in
global energy and carbon markets

and the impacts of global agreements

on South Africa’s ability to competitively exploit its
fossil-fuel resources. Trade-off decisions, based ona
set of criteria and indicators that include
environmental and socioeconomic factors, will

needto be made.

To manage a just transiton to a low-carbon
economy, it is essential that there is policy alignment
at all levels of government in relation to priorities
and considerations when investing in infrastructure
that has long-term consequences for the
environment and national mitigation targets. To this

end:

IRPs for the electricity sector and national
mitigation trajectory will need to be aligned, forming
part of an integrated energy plan for the country that

charts the course to alow-carbon economy.

The transition to an environmentally

NATIONAL DEVELOPMENT PLAN - 2030

sustainable, low-carbon economy will be a cross-
cutting objective that will be integrated into the
plans of government departments, integrated
development plans and future iterations of the

Medium Term Strategic Framework.

Carbon emissions will form part of
environmental assessment procedures for
infrastructure investment decisions at all levels of
government and in all government agencies and

parastatals.

In terms of the carbon budget, quantitative
emissions objectives will be developed
for each economic sector that are aligned

with the mitigation trajectory for

the country.

The short-term costs of
building a just, low-carbon and
resilient economy and society will
be far lower than the long-term costs of an
unplanned response. South Africa should initially
focus on pursuing those mitigation options that are
likely to have the least regrets options, particularly
around energy efficiency, that improve the
competiveness of local industry, create jobs and
represent a net saving rather than cost to the

economy and gross domestic product.

Proposed initiatives and policy imperatives:

Parastatals and the Department of Public
Enterprises are to include environmental indicators
in the criteria for evaluating investment in bulk

infrastructure.

The Commission is to regularly review the
alignment of government policies and regulation
with progress towards achieving a just transition to
an environmentally sustainable, low-carbon

economy.



The Department of Performance Monitoring
and Evaluation is to include carbon intensity and
emissions reductions, the intensity of water use and
critical land use parameters in the national indicators
that it uses to monitor and assess government

performance.

Enhancing governance systems and
capacity

Government will lead the transition to a low-
carbon economy. An aspect of this role is creating
an enabling environment for the private sector and
civil society to contribute to the transition by
creating policy frameworks and economic signals
that promote appropriate changes in business

practice and behaviour.

Managing the transition to a low-carbon economy
will require investment in governance systems and
capacity. In relation to reducing the carbon intensity
of the economy, the following institutional

arrangements and actions will be important:

Ensuring that climate change is effectively
addressed and mainstreamed in every department,
under the supervision of the Presidency and
National Planning Commission, as an essential
component of a broader national development

strategy.

Government should, in building capacity in this
field, establish and support an independent
research body as a repository of information and
best practice in the fields of climate change
mitigation and adaptation. The Centre should bring
together differing perspectives, and provide
guidance to government agencies in fulfilling their
regulatory mandates, as well as providing a forum
for business and civil society. It should also tap into
practical knowledge and guidance about low
carbon technologies and ways of responding to

global climate imperatives.

Strengthening the Department of
Environmental Affairs’ capacity to provide
mechanisms and oversight for the monitoring,
reporting and verification of sectoral carbon

emissions.

Strengthening and reforming regulation of the
energy sector, in particular:

Ensuring the nuclear regulator has sufficient

capacity for proper regulation of the industry,

commensurate with the risks involved.
Establishing the independent systems and
market operator (see chapter 4) for the
electricity sector and establishing a policy
framework under the National Energy
Regulator of South Africa to promote

diversification in the electricity sector.

Aligning the national skills development strategy

with the requirements of the green economy.

The government will undertake certain regulatory
and legislative interventions to establish the policies
and instruments required to effect the transition,
including:

Fiscal interventions and reform in relation to
carbon pricing, incentives for the green economy,
and promoting performance against environmental

indicators by local government.

Ensuring that environmental impacts of public-
sector investment and spending are fully costed to
promote the principle of full-cost accounting as a

corporate governance standard.

Establishing a framework for reporting on GHG

emissions by industry.
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PHASING

To ensure environmental sustainability and an
equitable transiton to a low-carbon economy
requires strategic planning, a sound evidence base
and substantial investment. While the aim is to make
an immediate impact on emissions and provide
support to those already affected by environmental
impacts, the socioeconomic trade-offs of the

transition will have to be carefully managed.

Attention to phasing and sequencing of investments
is an important part of the planning process. The

phasing required is outlined below.

By 2015 - planning, piloting and investing

South Africa creates the framework for
implementing the transition to an environmentally
sustainable, low-carbon economy as a core
element of its strategy for sustainable development

as proposed inthe plan asawhole.

The roles and institutional arrangements
indicated by the Climate Change Response White
Paper have been reviewed and implemented, as
appropriate, and processes and systems have been

developed to enable their mandate to be delivered.

An independant Climate Change Centre, in
partnership with academic institutions and other
appropriate institutions, is established by
government to support the actions of government,

business and civil society.

A regulatory framework for land use is in place,
to assess the environmental and social costs of new
developments and ensure the conservation and

restoration of protected areas.

There is a comprehensive, trusted and ex-
panding evidence base in relation to South Africa’s
emissions profile to inform climate-change policy-

making.

NATIONAL DEVELOPMENT PLAN - 2030

South Africa’s mitigation commitment is
defined and actions are being taken to achieve it. A
process to understand the implications of mitigation
efforts by sectors within a limited carbon space has
been established through the carbon-budget

approach. This guides sectoral and company

mitigation targets and infrastructure spending.

Carbon-pricing mechanisms have been put in
place (with appropriate exemptions). These are
supported by a wider suite of mitigation policy
instruments that target specific mitigation

opportunities.

Strategic environmental assessments are used
to reduce regulatory obstacles in environmental
impact assessments and provide incentives for

green economic activities.

In global negotiations, South Africa takes strong
action to promote a just transition to a low-carbon
economy and seeks to ensure that national and
regional interests are not undermined by

protectionist economic policies elsewhere.



Significant investment and international
assistance programmes are in place for climate-
related research and development, and the roll-out
of mitigation and adaptation projects, especially for

key vulnerable sectors.

There has been substantial development of
technical skills and policy capacity to facilitate the
transition to a low-carbon economy, and for
adaptation research and implementation in

particular.

The national recycling strategy is delivering
absolute reductions in the total volume of waste

disposedto landfill each year.

Environmental sustainability, climate-change
issues and opportunities for regional responses are

addressed at forums for regional cooperation.

Two further integrated resource plans for
electricity are complete and aligned with an
integrated energy plan, including carbon constraints
appropriate to South Africa’s overall mitigation

effort.

Land, agriculture and water policies and
strategies are reviewed at regular intervals to
ensure that they continue to contribute to

sustainable development approaches.

By 2020 - implementing programmes of
sustainable development and targeting
the emissions peak

As socioeconomic development begins to make
significant inroads into reducing poverty and
unemployment, emissions are in the process of

peaking.

Land, agriculture and water development
strategies have provided the basis for programmes

of environmentally sustainable rural regeneration.

Public investment is being channelled into new
agricultural technologies for commercial farming, as
well as for the development of adaptation strategies
and support services for small-scale and rural

farmers.

The development and marketing of niche
products and services is encouraging the domestic

manufacture of greentechnologies.

The introduction of carbon pricing has been
completed and assessed, and proposals have been

finalised for its economy-wide extension.

The carbon-budget approach has evolved,
informing ongoing policy development and
implementation, in support of South Africa’s
international commitments. State capacity for long-
range adaptation and mitigation planning is at an

advanced level.

Medium-term adaptation strategies are being
piloted and implemented, including for disaster
preparedness, encouraging investment in
adaptation technologies and research into the
conservation and rehabilitation of ecosystems and

biodiversity assets.

Comprehensive reporting on carbon
emissions and environmental performance by the
government and business is under way, and annual
data on emissions levels and climate impact feeds

into policy and regulatory processes.

Regional cooperation frameworks are in place
to assist countries in becoming more resilient to

climate change and to foster cooperation.

A culture of energy efficiency in society is well

established.
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By 2030 - An environmentally sustainable
society, expanded low-carbon economy and
reducing emissions

South Africa has reduced poverty and
unemployment to socially sustainable levels, as
emissions reach a plateau. Thriving rural
communities are providing an economic and social
base for a significant number of people. Urban
development is more compact and energy efficient.
Growing public awareness of the consequences of
climate change and unconstrained consumption of
our natural resources leads to a refocusing of
political priorities towards the protection and

rehabilitation of the region’s natural assets.

Investment in low-carbon and climate-resilient
infrastructure has enabled South Africa to export

and profit from its technologies and skills, and

Notes

| Draft National Greenhouse Gas Inventory for Republic of South
Africa, Government Gazette Notice | 104 of 2009. Available at
http://Aww.info.gov.zaview/DownloadFileAction?id= 106775
(accessed 05/06/2012).

2. Research on the relationship between inequality and various social
and environmental indicators is extensive, however the pathways
and mechanisms underlying these linkages are yet to be
established. Inequality is shown to increase consumerism and can
lead to greater environmental damage by undermining the
collective action required for environmental protection. A full
discussion may be viewed in the article Unexpected connections:
Income inequality and environmental degradation by Haupt and
Lawrence, available at http://www.shapingtomorrowsworld.org/
hauptlnequality.html.
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benefit sectors that deliver enhanced energy, food
and water security, new high-quality job

opportunities, and improved quality oflife.

The state is well capacitated and comfortably
manages its policy, regulatory and support

functions.

The transition has been aligned with South
Africa’s efforts to address poverty and inequality.
The benefits of building resilience are evident in the

strides towards aflourishing and prosperous nation.

Various incentive frameworks and a suite of
comprehensive carbon-pricing policies have
catalysed high levels of private investment in
mitigation and adaptation activities, and generated

public resources for reducing emissions.



CHAPTER SIX

KEY POINTS

An integrated
and inclusive
rural
economy

Rural communities require greater social,
economic and political opportunities to

overcome poverty.

To achieve this, agricultural development
should introduce a land-reform and job-
creation/livelihood strategy that ensures

rural communities have jobs.

Ensure quality access to basic services, health

care, education and food security

Plans for rural towns should be tailor-made
according to the varying opportunities in
each area. Intergovernmental relations
should be addressed to improve rural

governance.




INTRODUCTION
Since 1994, the main challenge for rural
development has been marginalisation of the poor.
Combating this required changes in access to
resources (land, water, education and skills), and
improved rural infrastructure and other

government services.

Some progress has been made, with significant
shifts in the extent and degree of poverty. The
National Income Dynamics Study' revealed that the
rural share of poverty fell from 70 percent in 1993
to 57 percent in 2008. The improvement in
household welfare is generally

ascribed to the large

increase in social-grant

expenditure and

migration to urban areas.

Farm workers also enjoy

greater rights, both as

workers and tenants, and

receive better wages.

Access to basic services
has increased, although
at a slower pace than in
urban areas, and is not

fully realised. Since 1994, "~

about 7.2 million hectares” of /

agricultural land have been redistributed through
both land redistribution and restitution process. Of
79 696 land claims lodged since 1994, 95 percent

have been settled.

Rural areas, however, are still characterised by great
poverty and inequality, with many households

trapped in avicious cycle of poverty.

VISION 2030
By 2030, South Africa's rural communities must
have better opportunities to participate fully in the

economic, social and political life of the country.

NATIONAL DEVELOPMENT PLAN - 2030
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People should be able to access high-quality basic
services that enable them to be well nourished,
healthy and increasingly skilled. Rural economies
will be supported by agriculture and, where
possible, by mining, tourism, agro-processing and

fisheries.

The vision includes better integration of the
country's rural areas, achieved through successful
land reform, infrastructure development, job
creation and poverty alleviation. The driving force
behind this will be an expansion of irrigated
agriculture, supplemented by dry-land production
where feasible. In areas with low economic
potential, quality

education, health care,
basic services and social
security will support the
development of human
capital. In areas with
some economic
potential, non-
agricultural activities
(such as agro-industry,
tourism, small
) enterprises and
fisheries) will boost
2 development. Under-
development in the former homelands
must be confronted through agricultural
development, improved land management,

infrastructure and targeted support to rural women.

Access to basic social and infrastructural services is a
high priority for many rural households, and these
are addressed in the chapters on human
settlements (chapter 8) and social protection
(chapter 1'1). This chapter focuses on developing
rural economic opportunities, without which
services are unlikely to be sustained in the long

term.




WHAT NEEDS TO BE DONE
The Commission proposes a differentiated rural

development strategy that focuses on:

O Agricultural development based on
successful land reform, employment creation
and strong environmental safeguards. To achieve
this, irrigated agriculture and dry-land production
should be expanded, with emphasis on smallholder
farmers where possible. To this end, established
agricultural industries must be enabling partners.

O Quality basic services, particularly
education, health care and public transport.
Well-functioning and supported communities
enable people to seek economic opportunities.
This allows them to develop their communities
further through remittances and the transfer of
skills, which will contribute to the local economy.

O In areas with greater economic potential,
industries such as agro-processing, tourism,
fisheries (in coastal areas) and small enterprise
development should be developed with market
support. Special focus to enhance skills and
capabilities of rural women entrepreneurs with

accessto land andfinance.

The strategy should ensure access to basic services,
food security and the empowerment of farm
workers. It should also recognise the wide range of
opportunities present in rural areas and develop
strategies tailored to local conditions. Institutional
capacity is integral to success, especially in the
reforms required to resolve contested relationships

between traditional and constitutional institutions.

AGRICULTURE

As the primary economic activity in rural areas,
agriculture has the potential to create close to
[ million new jobs by 2030, a significant contribution
to the overall employment target. To achieve this,
South Africa needs to:

O Expand irrigated agriculture. Evidence shows

O that the |.5 million hectares under irrigation
(which produce virtually all South Africa's
horticultural harvest and some field crops) can be
expanded by at least 500 000 hectares through the
better use of existing water resources and
developing new water schemes.

O Use some underused land in communal areas
and land-reform projects for commercial
production.

O Pick and support commercial agriculture
sectors and regions that have the highest potential
for growth and employment.

O Support job creation in the upstream and
downstream industries. Potential employment will
come from the growth in output resulting from the

first three strategies.

O Find creative combinations between

opportunities. For example, emphasis should be
placed on land that has the potential to benefit from
irrigation infrastructure; priority should be given to
successful farmers in communal areas, which would
support further improvement of the area; and
industries and areas with high potential to create
jobs should receive the most support. All these will
increase collaboration between existing farmers
and the beneficiaries of land reform.

O Develop strategies that give new entrants
access to product value chains and support from

better-resourced players.
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The table below depicts how this can be achieved.

FIG 6.1 THE EMPLOYMENT CREATION POTENTIAL OF SOUTH AFRICAN

AGRICULTURE
Target group Primary
jobs
created

Secondary Assumption

jobs
created

Subsistence farmers with 83 000 41500 [The livelihoods of one in 10 of

<0.5 hectares the farmers in this category are
improved.

Small-scale farmers with 165 000 82 500 |[The livelihoods of half the

between 0.5 and 5 hectares farmers in this category are

of land improved.

Small-scale farmers with 75 000 37 500 [These farmers employ

>5 hectares of land themselves and two others.

Better use of redistributed 70 000 35000 |Redistribution beneficiaries

land employ themselves and two
others; one in 10 restitution
beneficiaries become self-
sufficient.

Labour-intensive winners 200 000 100 000 (Critically, this requires
investment in irrigation,
support to smallholder farmers
and their ability to grow their
businesses.

Labour-extensive field crops 10 000 5000 [This reflects a “high road” or
optimistic scenario and
assumes that the current
decline in employment in
commercial farming is halted.

Labour-extensive livestock 40 000 25 000 [This reflects a “high road” or
optimistic scenario and
assumes that the current
decline in employment in
commercial farming is halted.

Total 643 000 326 500 969 500

Note: The employment multiplier between agriculture and its upstream and downstream industries has been taken at a
conservative estimate of 0.5 for small-scale farmers.

Creating jobs in agriculture will not be easy. It will
require credible programmes, sound
implementation, significant resources and stronger
institutions, such as agriculture departments in local
and provincial government. The effectiveness of
extension officers depends on performance,
capacity and level of priority given by provincial
agricultural departments. Whether this service is

effectively located should also be considered.
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Despite these challenges, with the right approach it
is possible to reverse the decline in the agriculture
sector, promote food production and raise rural
income and employment. White commercial
farmers, agribusinesses and organised agricultural
industry bodies can help bring these objectives to
fruition. A significant effort and resurgence in

agricultural training is required.




Jobs and livelihoods in communal areas
Traditionally, agriculture was a livelihood asset for
the rural poor when other sources of income fell
away. This role was always underdeveloped
because of apartheid, but it is diminishing further
due to increases in social grants and employment
opportunities elsewhere. Agriculture, however, has
the potential to expand if the necessary
environment is created. Better land use in
communal areas could improve the livelihoods of at
least 370 000 people.

The table below shows South African households
with access to land. About 300 000 jobs are
available, based on the following assumptions. First,
assume that 83 | 871 plots of less than half a hectare
are largely vegetable gardens and that the 34 546
farmers with more than 20 hectares farm in
commercial areas. This leaves some 440 000
households who farm on some scale. Of these,
about 373 500 have access to between half a
hectare and five hectares; while about 50 000 have
access to between five and 10 hectares. Some
farmers with more than five hectares already have
access to irrigation infrastructure. Others farm in
areas where irrigation is possible. There must be at
least 25 000 small-scale farmers in communal areas
with access to more than five hectares of dry land,
and who do not farm in areas that can be irrigated. If

each ofthese employ two workers, about 50 000

jobs will be created. If half the farmers on between
half a hectare and five hectares benefit from better
livelihoods a further 165 000 job opportunities will
be created. If the livelihoods of one in every 10 of
those with access to less than half a hectare
improve, a total of at least 300 000 potential new
job opportunities will come directly from

agriculture.

A further 70 000 livelihood opportunities are
created if land-reform beneficiaries are properly
supported. By 2009, the land redistribution and
restitution programmes had transferred land to 185
858 beneficiaries (about 40 000 households) and
[.6 million beneficiaries (270 000 households)

respectively.

If one in three beneficiaries of the redistribution
programme farms on a small scale and employs at
least two workers, 40 000 jobs are created.
Assuming that at least one in 10 beneficiaries of the
restitution programme improves their livelihood,

this provides afurther 27 000 jobs.

A large number of the beneficiaries, mainly of the
restitution programme, have not been able to settle
onthe land or use it productively. In part, they have

lacked infrastructure, inputs and technical support.

To realise opportunities, security of tenure is

FIG 6.2 SOUTH AFRICAN HOUSEHOLDS' ACCESS TO AGRICULTURAL LAND

Hectares Number %
(weighted)
<05 831871 64.5
0.5-1 235 454 18.3
=5 138 196 10.7
5-10 38 146 3
10-20 11 940 0.9
20 + 34 546 2.7
Unknown 17 556 _
Total 1 1307 710 100

Source: Statistics South Africa, 2006.’
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required. Investment by farmers will occur if they
believe income streams are secure. This requires
infrastructure and functioning market institutions,

including insurance markets.

Land-reform beneficiaries in commercial farming
areas have to fund their land purchase upfront,
making it almost impossible to farm profitably
because of the high debt burden. Alternatively, if the
land is given as a grant, the state has to provide the
funding through the fiscus. Since the state has
limited means to provide post-settlement support,
a possible solution would be to use the Land Bank,
established to address the difficulty of entry into
commercial farming. The bank has used explicit
and, later; implicit subsidies from government to

provide mortgage loans for up to 40 years.

A stepped programme of financing would address
most of the financing problems of land-reform
beneficiaries. This can be achieved through giving
successful applicants a rent-free probation for two
or three years. If farmers prove capable, they will
move to a long-term lease of about 40 years with
the full commercial rental phased in over four years.
Part of the rental fee applied to a sinking fund held at

the Land Bank will eventually give them full title.

Land access in communal areas is treated as though
land rights and the right to use land for different
purposes are the same thing. In practice, land rights
differ depending on how people use the land.
Securing tenure is important when land is used to
grow crops. The focus should be on cooperating
with traditional leaders to secure tenured irrigable
land supported by fully defined property rights. This
will allow for development and give prospective

financiers and investors the security they require.

Expand commercial agriculture
Expanding commercial agriculture has the potential
to create 250 000 direct jobs and a further 130 000

NATIONAL DEVELOPMENT PLAN - 2030

indirect jobs. This can be achieved by supporting
agricultural subsectors with potential for long-term,
sustainable expansion in production and value-
adding processes. Expansion is driven not only by
higher levels of productivity, but also by foreign and
domestic demand. Without an increase in demand,
increased production will depress domestic prices,

which is bad for employment creation in the sector.

The section below deals with the agricultural
subsectors that show the most promise for
development, grouped into the following
categories: large labour-intensive industries, smaller
labour-intensive industries, and large existing
industries with significant value-chain linkages. The
figure below presents an overview of the industries
by mapping the relationship between current

growth rates and dependence on labour.

Large labour-intensive agriculture

Citrus

There are about 60 000 hectares of citrus trees in
South Africa. The employment requirement to
produce citrus fruit is estimated at one worker per
hectare, about 60 000 workers are employed on
citrus farms. Direct downstream labour
requirements for citrus are estimated at one
labourer per 2 500 cartons packed: with about
100 million cartons packed per year, some 40 000
jobs are created in packing plants for a period of six
months, or 20 000 full-time equivalents. In addition,
there are labour requirements for transportation,
warehousing, port handling, research and

development, and processing.

From 2000 to 2010, the citrus-farming area
increased by 28 percent, from 47 000 to 60 000
hectares. Almost 10 000 hectares of citrus have
been redistributed by the land reform programme,
but 70 percent of these orchards are in distress.
Rehabilitated, they would provide about 7 000

additional on-farm jobs.



Table and dried grapes

There are about 23 500 hectares of table and dried
grapes planted in the country, with an employment
requirement of 1.6 workers per hectare, so about
38000 workers are employed on these farms. This
represents an expansion of 4 200 hectares since
2000, indicating that 6 720 additional jobs were

created.

Total exports of fresh grapes increased from
37.2 million cartons of 4.5 kilograms (kg) each in
2000to 51 million cartonsin 2010. Ifthis output can
be repeated over the next |0 years, it holds
significant potential to expand the industry. The
single greatest challenge in penetrating new
markets remains market access through trade
negotiations and sanitary and phytosanitary
agreements. As with the citrus industry, South Africa
needs to remain internationally competitive to

create and maintain its market share.

The opportunity to expand table and dried-grape
vineyards lies mainly in the Orange River region. At
present water rights are available for an extra 8 000
hectares, of which about 4 700 are expected to be
planted for table and dried grapes over the next

decade.

Subtropical fruit

Land reform is expected to determine the
expansion of subtropical fruit production. The
banana industry is an example. The area under
production has declined from 18 000 to 12 000
hectares over the past decade. Farms have either
become unproductive or producers are not willing
to reinvest, choosing to move production to better
locations in other African countries. With a labour
multiplier of two workers per hectare, this industry
can create a significant number of jobs if the
necessary technical and financial support is injected

into just one third of the underused area.

Similarly, the avocado industry has a lot to offer in
employment creation. While the hectares under
banana production have been declining over the
past decade, the area under avocado production
has expanded rapidly. The industry argues that
production could expand by a further 70 percent
(9 275 hectares) over the next decade. With a
labour multiplier of almost two labourers per
hectare and upstream and downstream linkages of
about |.3 jobs per hectare, roughly 30 000 jobs can
be created over the next |0 years. About 90 000
tons of avocados are now produced, of which
more than 50 percent is exported, 10 percent

processed and the rest sold into the fresh market.

FIG 6.3 AGRICULTURAL GROWTH AND EMPLOYMENT POTENTIAL

High growth potential

Olives n

Sheep Soya beans Macadamians Peacan Nuts
Poultry ' Avacados
Eggs . Nectarines Magos
Cattle  Wool Citrus  plums, Prunes  Table Grapes
Lucerne, Oats, Hay . Aool Raisins
Yellow maize Dalry Cotton pples Vegetabh:_\s
Sunflower Pigs Sugar cane Fears Bartgﬂgs
Non-Labour intensive___Canola Labour intensive
<0.01 Labour/ ha Wheat Peaches >1.3 Labour/ ha
White Maize Tobacco  Apricots
Barley Groundnuts _
Sorgham Wine
Forestry

Low growth potential

Source: Bureau for Agricultural Policy, 201 I’
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Vegetables

The vegetable industry could be one of the largest
contributors to job creation and the improvement
of livelihoods if the potential growth in demand in
South Africa and the southern African region is
considered. The demand for vegetables has grown
consistently (about 30 percent over the past
decade) and as per capita income rises, this trend
will continue. However, the rate of increase in
demand could be much faster and the production of
vegetables could expand significantly if access to
rural markets is established, transparent electronic
trading platforms are put in place and markets in
neighbouring countries are accessible. It is
estimated that, apart from potatoes, the demand
for vegetablesis 25 percent below its potential. This
figure can be added to the increasing demand trend
of 3 percent a year, which implies

that expansion of commodities

such as tomatoes, onions and

carrots could reach roughly

60 percent over the next 10

years.

Small-scale, labour-
intensive agriculture

This category includes industries
such as macadamias, pecan nuts,

rooibos tea, olives, figs, cherries and berries.

In sheer size, these industries do not compete with
existing labour-intensive ones. However, their
potential for expansion is by far the highest. Relative
to South Africa's production potential, the size of
the export market is vast, assuming that market
access can be established in some of the key
growing markets. This implies that market size or

demand growth is often a lesser factor.

Despite the huge market potential, the realities of

expanding production need to be considered since

these products demand very specific growing
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conditions. The quality of the fruit is the key issue in

export markets.

Roughly 80 000 jobs could be created in these
smaller, labour-intensive industries. Smaller or
niche industries are attractive because economies
of scale, which are found in the big established
industries, may not be present. As a result,
producers might be more inclined to use labour

than investin machinery.

Large, non-labour intensive industries
with significant value-chain linkages
The grain, oilseed and livestock industries can be
classified as large and non-labour-intensive, yet they
have significant upstream and downstream linkages
due to their sheer size. Despite their lack of labour-
absorption capacity, these
industries are considered strategic
given their role in food security and
the wvulnerabilities derived from

potential distortions in global

markets.

A number of these industries have

significant growth potential,

particularly poultry. Over the past

five years, South Africa has
imported onaverage 235 000 tons of chicken meat,
orabout | 5 percent of local consumption. Over the
past decade, production has increased by
45 percent. Industry experts argue that over the
next |0 years, production could grow by a further
40 percent. The demand for chicken will continue
to grow rapidly. Over the past decade, demand has
increased by 68 percent and currently stands at
about 32kg per person per year. Industry experts
argue that demand could grow to 45kg per person
by 2020, bringing the total demand for chicken to

about 2.3 milliontons.

The demand for animal feed will grow rapidly over




the next decade as more animal protein is
consumed. The area under soybeans is projected
to at least double from current production levels.
Market potential is ample in the animal-feed
industry and significant expansion in processing
facilities provides the downstream linkages to create
sustainable jobs. Using soybeans in the food chain
also shows potential for expansion. Yellow maize
has room to expand given the increased demand
for animal feed, followed by sunflower and canola
oils. Only a marginal increase in the area under
white maize and wheat production is expected
over the long term, largely because, in the
competition for arable land, the expansion of grain
and oilseed production will take place where the
fastest growth in demand is anticipated, namely

animal feed.

Trade-offs and risks for

agricultural expansion

Failing to adequately address
tenure security for black
farmers in the communal
areas and under the land-
reform programme would
pose a major risk to
agricultural expansion. As
long as these farmers
(especially women farmers) do not have secure
tenure they will not invest in the land and
agricultural production will not grow at the rate and

pattern required for growth in employment.

Failure to increase government investment into
infrastructure and support services that target small-
scale farmers would also pose a risk. At the same
time, attention must be given to ensuring that the
systems are in place for all farmers in South Africa to
access domestic and foreign markets with food that
is fresh, safe and socially and environmentally
friendly. Bio-security risks and mitigation measures

must be given priority.

In most areas, additional water can only be made
available if there is a concerted programme to
improve the efficiency of existing irrigation,
reallocate water and ensure that new entrants use
the water effectively. This will require a substantial
support programme that would best be introduced

in partnership with existing farmers.

Finally, if the expansion of agricultural production
envisaged in this plan takes place within the current
structure of farming by merely expanding large-
scale commercial farming. The potential to create

additional jobs is limited.

Recommendations

To expand agriculture and create | million jobs in
the sector, the Commission makes the following
recommendations:

O Substantially increase
investment in water
resource and irrigation
infrastructure. This should
happen where the natural
resource base allows. The
efficiency of existing irrigation
should also be improved to
< Make more wateravailable.
O Provide innovative
market linkages. Make provisions to link small-
scale farmers in the communal and land-reform
areas to markets in South Africa and further afield on
the subcontinent. This will require improved road
and rail infrastructure to usher farm products to and
through the value chain and to markets, and
improved communications infrastructure to inform
agricultural role-players about buying and selling
prices and supply-and-demand trends. Linking
farmers to markets will also require infrastructure
for processing and value addition and new forms of
intermediaries, such as cooperatives, to help small
producers achieve economies of scale in

processing. Farmers also need cold-chain
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infrastructure if they are to access markets for
high-value produce and rural consumers.

Linking farmers to existing markets is not
enough. A substantial proportion of agricultural
output is consumed in the “food away from home”
market in South Africa. While this includes
restaurants and take-away outlets, which are hardly
relevant in most rural areas, it also includes school
feeding schemes, other forms of institutionalised
catering such as in hospitals and correctional
facilities, and emergency food packages, where the
state is the main purchaser. Preferential
procurement mechanisms should be put in place to
ensure that new entrants into agriculture can access
these markets while still supporting existing farmers.

Create tenure security for communal
farmers. Tenure security is vital to secure an
income for existing farmers and new entrants. The
possibility of flexible systems of land use for different
kinds of farming on communal land needs to be
investigated.

Investigate different forms of financing. Look
into financing alternatives and vesting private-
property rights to land-reform beneficiaries in a way
that does not hamper beneficiaries with a high debt
burden.

There should be greater support for
innovative public-private partnerships. South
Africa's commercial farming sector is full of
examples of major investments that have resulted in
growth and job opportunities. These include the
expansion of the table grape industry along the
Orange River, expanding the sugar industry into
Mpumalanga, and other strategic industries. More
opportunities exist. Examples of regions with
untapped potential include the Eastern Cape and
the Makatini Flats in KwaZulu-Natal, while new
initiatives such as agriculture in the green economy
and conservation efforts in general can potentially
create new employment opportunities. Climate
change will affect what investments will pay off best

and where they should be made.
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Increase and refocus investment in research
and development for the agricultural sector.
Growth in agricultural production in South Africa
has always been fuelled by technology and the
returns on investment in agricultural research and
development have been high, partly because South
Africa has adapted technology from all over the
world to its circumstances. This should again
become the focus of agricultural research by
research councils, universities and the private
sector for all scales of farming. The industrialisation
of agriculture and the country's unique ecosystems
also demand that attention be paid to advances in
ecological approaches to sustainable agriculture.
This includes greater attention to alternative energy,
soil quality, minimum tillage and other forms of
conservation farming.

Improve and extend skills development in
the agricultural sector, including
entrepreneurship training. This should include
training a new cadre of extension officers to
respond to the needs of smallholding farmers and
contribute to their integration into the food value
chain. Farmer-to-farmer skills transfer must be
encouraged to help develop a new generation of
farmers. Every effort must be made to deracialise
the agricultural sector.

Investigate whether extension and other
agricultural services are appropriately located at
provincial level. Innovative means for agricultural
extension and training by the state, in partnership

with industry, should be sought.

Land reform will unlock the potential for a dynamic,
growing and employment-creating agricultural
sector. In the submission on the draft National
Development Plan a call is made to allow for the
evaluation of the Green Paper on Land Reform
currently in progress and for enough time to
evaluate the particular proposal of the Commission.

The Green Paper deals with various structures



including a Valuer General (management), Land
Management Commission and a Land
Management Board which will also impact on the
kinds of land reform models to be contemplated.
The Commission agrees with this call as we believe
that our proposed model is only one of many that

should be considered.

The National Planning Commissioner's proposed
model for a workable and pragmatic land reform is
based on the following principles:

O Enable amore rapid transfer of agricultural land
to black beneficiaries without distorting land
markets or business confidence in the
agribusiness sector.

O Ensure sustainable production on transferred
land by making sure that human capabilities
precede land transfer through incubators,
learnerships, mentoring, apprenticeships and
accelerated training in agricultural sciences.

O Establish monitoring institutions to protect land
markets from opportunism, corruption and
speculation.

O Bringland-transfer targets in line with fiscal and
economic realities to ensure that land is
successfully transferred.

O Offer white commercial farmers and organised
industry bodies the opportunity to significantly
contribute to the success of black farmers
through mentorships, chain integration,
preferential procurement and meaningful skills

transfer.

Proposed model

Each district municipality with commercial farming
land in South Africa should convene a committee
(the District Lands Committee) with all agricultural
landowners in the district as well as key
stakeholders such as the private sector (commercial
banks, agribusiness), the government (the national
Department of Water Affairs and provincial

departments that deal with rural development, land

reform and agriculture) and government agencies
(the Land Bank and the Agricultural Research

Council).

This committee will be responsible for identifying
20 percent of the commercial agricultural land in the
district and giving commercial farmers the option of
assisting its transfer to black farmers. This can be
done asfollows:

O Identify land readily available from the following
categories: land already in the market; land
where the farmer is under severe financial
pressure; land held by an absentee landlord
willing to exit; and land in a deceased estate. In
this way, land can be found without distorting
markets.

O After beingidentified, the land would be bought
by the state at 50 percent of market value
(which is closer to its fair productive value) The
shortfall of the current owner will be made up
by cash or in-kind contributions from the
commercial farmers in the districc who
volunteer to participate.

O In exchange, commercial farmers will be
protected from losing their land and gain black
economic empowerment status. This should
remove the uncertainty and mistrust that
surrounds land reform and the related loss of
investor confidence.

O A stepped programme of financing should be
created. This would include the involvement of
the National Treasury, the Land Bank as well as
established white farmers. The model
envisages that the cost of land reform be spread
between all stakeholders. It also envisages new
financial instruments being designed for the
purpose of facilitating land reform. These could
include 40-year mortgages at preferential rates
for new entrants into the markets, as well as
land bonds that white farmers and others could

investin.
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DEVELOPING NON-AGRICULTURAL
ACTIVITIES

While mining is more geographically concentrated,
it is vital for job creation. The secondary benefits of
mine-related products and services and how they
can be used to develop local economies needs to
be investigated as little is known of mining value
chains or how they can address spatial
developmental inequality. However, as the
experience of the Free State goldfields and some
Northern Cape mining areas show, long-term
investments should be carefully scrutinised for

closure risks.

Mining workers are better paid than agricultural
workers. The companies are required to participate
in local development, and have resources to do so
as their surplus is greater than in agriculture. There
is an opportunity to influence the role of mining in
rural development through the Mining Charter.
The emphasis of the charter needs to be
increasingly on human resource development, local

economic development and procurement.

The traditional approach to rural development and
improving agricultural income in poor countries is
to help farmers move up the value chain by
supporting agro-processing. In South Africa,

however, a highly centralised, vertically integrated

agro-processing sector already exists for staple
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foods such as maize, wheat, sugar, sunflower oil,
tea, flour, peanut butter, cigarettes, beer, fruit juices
and canned goods. These value chains tend to
exclude small, new or black farmers, but there is no
point setting up parallel agro-processing initiatives
and ignoring the industry giants. The scope for
small-scale manufacturing and agro-processing
targeting local consumers in poor communities is
limited. The opportunities that do exist tend to take
the form of niche opportunities on a small scale
rather than the kind of scale that can create many
jobs or sustain group projects or cooperatives. One
option may be to engage with businesses, as part of
a broader social compact, to gain their cooperation
for long-term smallholding development. This has
already been done in the sugar and brewing

industries with some positive results.

Opportunities exist in higher-value, higher-volume
external markets, both national and beyond. To take
full advantage of these opportunities, smaller and
poorer producers need to adopt cooperative
strategies that give them greater collective market
power in accessing value chains and regarding
minimum  supply volumes. Together, smaller
producers can negotiate improved levels of market
access and better terms of participation. They can
also gather and share information for the benefit of
the collective. Developing partnerships with other
commercial players in the value chain is another

potential strategy.

In certain rural areas (for example, the Wild Coast,
Port St John's, Tzaneen, fishing villages and the
Waterberg) tourism offers opportunities to
enhance people's livelihoods. These benefits
depend on institutional support and the level of
involvement of local communities. Another
interesting option is the arts and crafts market.
Globally and in South Africa, the size of the creative-

artsindustry is projected to grow.



For coastal areas, marine fishing is important for
subsistence and employment. Subsistence fishers
rely on marine resources as a basic source of food.
They are largely dependent on low-cost resources
that are important to the social fabric of their
societies and have a long history of dependency on
these resources. There are about 29 000
subsistence fishers, concentrated on the east and

south coasts.

Small-scale and artisanal fishers have relatively small,
low-cost operations, but often fish high-value
resources. Industrial fisheries target large-scale
harvesting of mainly offshore resources that are
caught using expensive, high-tech boats and
equipment. There are very few large-scale
industrial fisheries in South Africa, but they employ
about 27 000 people on better terms than in many

otherindustries.

A number of fundamental issues need to be
resolved in the fishing industry. Firstly, while the
industry is relatively transformed in terms of black
economic empowerment, those historically

involved in fishing have frequently been ignored.

Secondly, the trend in awarding fishing licences has
been to favour allocating many rights of small value,
rather than fewer rights of substantial value. This
increases the number of participants, but also
decreases the average gain per participant and
increases the difficulty of enforcement. Since most
fishing resources are harvested to their limit or
over-exploited, increasing the allowable catch of

most resources is not viable.

It is fundamental that fishing rights are economically
viable and not allocated in a way that threatens
compliance. If sustainability is not maintained, the
entire fishing industry will collapse and everyone will

be affected.

Small-scale fisheries cannot be regarded as a way to
boost employment. Capital-intensive industrial
fisheries offer better salaries and better conditions of
employment than small-scale low-capital fisheries.
Reducing the rights allocated to industrial fisheries to

award them small-scale operations simply cuts jobs.

To retain a viable fishery it is paramount that the
resource is protected and managed sustainably. A so-
phisticated scientific research and monitoring system
is essential to this. Traditional fishers must be afforded
better opportunities and support. Al role players
must be subjected to stringent compliance measures
that are effectively enforced. Expanded or new
fisheries must be sought where ecologically possible.
Other economic opportunities must be developed

to supplement the livelihoods of fishing communities.

Recommendations

To expand non-agricultural activities in rural areas,

the Commission recommends the following:

o Develop strategies for economic cooperation
that give poor producers greater collective
market power in value chains and improved
access to information. Such economic
cooperation will also allow them to achieve the
minimum supply volumes required for
participation and empower them to negotiate
improved terms of participation.

O lIdentify other potential partners in the agro-
processing value chain to support smallholding
development.

O As aspecific example, encourage supermarkets
to open up value chains by partnering with local
producersinrural areas.

o Develop and incentivise the development of
niche markets to promote smaller producers.

o Allocate economically viable fishing rights.
Review fisheries' policies to determine the best
way to allocate rights to maximise

employment.
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HUMAN CAPITAL, SOCIAL SECURITY,

FOOD SECURITY AND BASIC SERVICES
While the primary goal of the rural strategy is to
uplift South Africa's rural areas, it also aims to enable
the poor to relocate to cities, which usually offer
easier access to services and secure employment.
To achieve this, specific attention should be paid to
improving the human capital of residents in rural
areas. This section deals mainly with household
food security. The sections on human settlement
(chapter 8), education (chapter 9), health (chapter
|0) and social security (chapter |1) contain
recommendations regarding those aspects of

development.

Food security

Malnutrition is the direct outcome of food
insecurity. In South Africa, many infants and one in
five young children experience stunted growth.
Micronutrient malnutrition — particularly
deficiencies of vitamin A, iron and zinc — affects the
health, growth and learning abilities of young
children and the productivity of the adult
population. At the same time, and often in the same
communities and households, obesity contributes
significantly to the incidence of chronic diseases,
including type 2 diabetes, cancer and coronary

artery disease.

Food security exists when everyone has access to
sufficient, nutritious and safe food at all times. This
implies that food must be available and that people

must have the means to access it.

It is necessary to make a distinction in policy
discourse between “national food self-sufficiency”,
“food security” and “access to food by poor
people”. South Africa is food-secure and has been
for a number of decades. This means that it earns a
trade surplus from agricultural exports and is able to
cover the cost of food imports from those exports.

The country has also produced enough of the staple
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cereal (maize) for all but three of the past 50 years
(the exceptions being the droughts of 1984, 1992
and 2007). The composition of the maize harvest is
changing, however, with more yellow than white
maize planted. This reflects the trend towards
higher consumption of animal proteins and the fact
that wheat, rice and potatoes are becoming the
preferred staples as the population urbanises and
becomes more affluent. In this regard, the national
food-security goal should be to maintain a positive
trade balance for primary and processed agricultural
products, and not to achieve food self-sufficiency in

staple foods at all costs.

Region-based approaches to food security should
be investigated. As South Africa's agriculture
becomes more specialised and efficient, there may
be a trend away from the production of staples to
higher-value crops. As there is only limited
correlation between climatic events in South Africa
and countries to the north of the Zambezi, regional
cooperation may offer greater supply stability and
resilience to droughts. Regional economic
integration is best served when there are
complementary interests and advantages between
the parties, which may be the case in food
production. Regional expansion of production, as
seen in recent years, is favourable. South Africa
should benefit from the opportunities this brings for

trade, food stability and value-chain consolidation.

Household food security is determined by the
ability to access food rather than its availability. Food
insecurity at household and individual level in rural
areas is best addressed by job creation and
agricultural productivity. Other strategies include
helping poor households cope with food price
increases, using and expanding existing public works
programmes for rural infrastructure development,
and ensuring that all eligible households have access
to social grants. Vulnerable groups, particularly the

elderly and chronically ill, should have access to



nutritional services. Public works programmes and
social grants are addressed in other sections of the

plan.

Poor households feel the effects of food-price
increases much more severely than more affluent
households. It is estimated that low-income
households spend about 35 percent of their money
on food, compared to the 3 percent spent on food
in upper-income households. Furthermore, rural
households pay more for a basic food basket than
their urban counterparts because of the low
volume of sales, limited competition, high transport
costs and lack of adequate storage facilities in rural

areas.

Research shows that it is possible to have increased
agricultural productivity without a corresponding
improvement in nutritional status. This is partly due
to less nutritious crops being planted and a lack of
nutrition knowledge, especially among pregnant
women and caregivers. The food security strategy
must therefore ensure that increased agricultural
employment and rural incomes translate into
improved nutrition. This is particularly important
where women of child-bearing age participate in
agricultural production and in upstream and

downstream economic activities.

Special nutritional services may also be required for
households with a shortage of able-bodied
persons, child-headed households or households
with chronically ill or elderly members. Supplying
nutritional services during natural disasters or other

emergencies also needs attention.

In some rural areas, community organisations have
implemented basic food-support activities with the
support of non-governmental organisations.
However, services are uncoordinated and uneven,

and the demand s high.

Recommendations

O The national food security goal should be to
maintain a positive trade balance and not to strive
for food self-sufficiency in staple foods at all costs.

O Opportunities for regional food security
strategies that contribute to greater stability of
supply and price should be investigated.

O Household food security strategies should
include using and expanding existing public works
programmes. In particular, the Community Works
Programme for rural infrastructure development
should be used. All eligible households should have
access to social grants and the most vulnerable
groups should have access to nutritional services.

O Investigate measures to close the urban/rural
food-price gap. This will contribute substantially to
ensuring greater food security for people in rural
areas. Measures that should be investigated include:
solutions to improve efficiencies, including better
access to price information for farmers; effective
communication between transport companies and
wholesalers; educating packers and retailers on safe
food handling; and cost-effective packaging to
lessen losses after harvesting.

O Suitable arrangements to ensure safe
pregnancy and child birth and to enable working
mothers to breastfeed exclusively for the first six
months must be put in place for farm workers.

O Effective nutrition education for health
workers, mothers and other caregivers should be a
national priority.

O Food fortification should include foods for
young children. Fortified mixes and low-cost
fortified spreads or powders should be widely
available.

O Links between agriculture and nutrition can be
strengthened, particularly regarding producing and
processing nutrient-rich foods such as legumes and
other vegetables.

O Policy measures to increase intake of fruits and
vegetables and reduce intake of saturated fats, sugar

and salt, as recommended in the South African
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O dietary guidelines, should accompany strategies
toincrease vegetable and fruit production.

O Special nutritional services may be required for
households with a shortage of able-bodied
persons, child-headed households or those with
chronically ill or elderly members. Provision for
nutritional services during natural disasters or other
emergencies needs more attention.

O Innovative measures, such as procurement
from small-scale farmers to create local buffer
stocks and community-owned emergency

services, could be explored.

RURAL TOWNS

Chapter 8 dealing with human settlements argues
for the need to recognise the extreme
differentiation within “rural South Africa”. The
chapter argues that it is useful to differentiate
between the small market towns, agri-villages,
informal settlements, farm villages and scattered
homesteads in commercial farming areas, and the
displaced townships, peri-urban informal
settlements, villages and scattered homesteads in
formerhomelands.

There are other dimensions of differentiation that
need to be considered. This includes rural areas
with declining or stagnant economies, while others
have local economies that are growing even faster
than those of large urban centres. Some areas are
receiving migrants and densifying, while others are
sources of out-migration and have declining or static
populations. Some rural areas are well positioned in
relation to nodes and corridors of development
across Southern Africa while others are extremely
marginal. There are also huge differences in terms
of the types of economic activity and the levels of
poverty across each area. The Commission
believes that because of this South Africa requires
different and specific strategies to address each of

these settlement types.
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Recommendations

o Given the differentiated characteristic of rural
towns, specifically in former homelands, plans
should be developed for each area based on their
economic potential.

O The high cost of providing services and
infrastructure in rural areas, and especially in places
that are remote and have low population densities
require innovative solutions. For example off-grid
provision of electricity, dry sanitation and so on.

o Many rural municipalities lack the financial and
technical capacity to manage water services
adequately. Some flexibility in approach is
recommended, which could include the use of
regional utilities and community management of
franchise arrangements as long as municipalities
retain their role as the political authority responsible
for service oversight.

O Provide subsidised scheduled public transport
services to provide easy access for basic needs and
state support (for example, service points for public
health care and grant support).

O In some rural areas (for example, around
Sekhukhune and Bushbuckridge), reliable water
supplies can only be made available through large
and costly distribution works. Decisions about such
schemes must recognise that they are unlikely to be
viable without substantial ongoing operating

subsidies.

RURAL GOVERNANCE

The performance of local government in rural areas
has been highly uneven and is weakest in historically
deprived areas, where it has an important
developmental role to play. Chapter |3 contains a
set of proposals on how to strengthen local
government. The core objective is to ensure that
there is a better fit between the capacity and
responsibilities of municipalities. This requires greater
differentiation in the allocation of functions so that
municipalities with limited capacity can focus on a

core set of tasks. It also requires a long-term



approach to building capacity by promoting local
government as a career path in its own right. For rural
municipalities, it will not always be appropriate or
feasible to recruit the full range of expertise they need
to succeed. Inthese instances, it may be beneficial for
municipalities to consider using existing utilities such

as water boards as regional service providers.

Chapter |3 highlights the need for national
government to engage in resolving coordination
problems between district and local municipalities.
Particular problems arise where there is
disagreement about which tier is responsible for
delivering municipal services. This can lead to
duplication of work or funding not going to the tier
that is providing the service. In such cases, the
relevant national department needs to broker
agreements on the divisions of service jurisdictions

and funding.

Agriculture is a concurrent function of national and
provincial government, but it is also dependent on
basic infrastructure and planning decisions that are
functions of local government. It is therefore
important to improve intergovernmental
coordination around these issues. Integrated
development plans provide an opportunity to
promote coordination in these areas on a case-by-

case basis.

A layer of complexity comes from the role assigned
to traditional leadership. Traditional leadership plays
an important role in facilitating communication with
South Africa’s citizens to improve the effectiveness of
developmental local government. However,
confusion emerges when traditional forms of
authority are legislated, as traditional leadership
structures may then displace or duplicate the role of
the state. This has potential to create disjuncture
between the traditional authorities' land-usage rights
and the responsibilities of municipalities to deliver

services to that land.

FARM-WORKER EMPOWERMENT AND
LABOUR RELATIONS

The relationship between farmers and farm
workers is difficult and needs to be far better to
achieve agricultural expansion, higher employment
and better living conditions. The link between
housing and employment on farms is a threat to
normalising labour relations. As a result of this
connection, farm workers are vulnerable to
eviction if they demand better wages and working
conditions, or try to get supplementary part-time

work away fromthe farm.

Soon after 1994, the government introduced
legislation to protect farm workers from unfair
evictions. The legislation failed to slow down
evictions, largely because it required workers to go
to court to challenge them and because evictions
linked to dismissals are permitted. Farm workers did
not have the resources to challenge unfair dismissals
or illegal evictions. In 2009, the Department of
Rural Development and Land Reform embarked
on a three-year programme to monitor evictions,
provide legal assistance to farm workers and

mediate solutions.

Labour laws depend mainly on unions to monitor
and report violations. Labour inspectors cannot
maintain an overview of all places of employment
and some farm owners in South Africa refuse to
allow them access to farms. Only |3 percent of
farm workers belong to a union, compared to 40

percentforthe rest of the formal sector.

Options should be investigated to empower farm-
worker organisations to negotiate on an equal
footing with farmer organisations. The government
should investigate the possibility of using the
proposed wage subsidy to increase employment
on farms and improve working and living conditions

for farm workers.
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Impartial research into on-farm relations could form

the basis for joint solutions between farmers, farm

workers, their representatives and relevant

authorities.

INCLUSIVE RURAL DEVELOPMENT BY
2030
By 2030 there should be integrated rural areas

where residents will be economically active, have

NOTES

I. The Presidency (2009).National Income Dynamics Study.

2. Minister of Rural Development and Land Reform budget Speech
(2012)

3. StatsSA, 2006 General Household Survey. Pretoria, Statistic South
Africa.

4. Inthis and subsequent subsections it is important to recall that there

are few single-commaodity (monoculture) farms in South Africa,
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food security and access to basic services, health

care and quality education.

Achieving this vision will require leadership on land
reform, communal tenure security, infrastructure
and financial and technical support to farmers, and
capacity building to enable state institutions and

private industries to implement these interventions.

hence these employment numbers cannot be aggregated. For
example, citrus farms also produce other types of fruit and livestock
products, wine farms often also produce wheat or deciduous fruit, and
soon.
Bureau for Agricultural Policy (BFAP) (201 1).The contribution of the
agro-industrial complex to employment in South Africa. Unpublished

report prepared for the National Planning Commission.




KEY POINTS

In global terms, South Africa’s foreign policy must
be shaped by the interplay between diplomatic,
political, security, environmental, economic and
regional co-operative dynamics that define early
2| st century international relations. In particular,
our foreign policy-making should remain
cognisant of global shifts in hard, soft and smart
or mental power from West to East; the
stratification of regional groupings in the world;
the proliferation of threats to human and state
security;to internal and external sovereignty,and

to natural resources.

On the basis of our identity as an African country,
South Africa’s foreign policy should be driven by
a clear and critical understanding of our national,
regional and continental priorities in a multi-
polar world where the geo-strategic politics of
the continent is, once again, becoming
increasingly central to global political economic
competition for natural resources and market
share. As such, we need to have a clear strategy
of South Africa’s place in the region, on the
continent and in the world over the next 20 — 30
years, and the political space the country will

occupy.

On the continent, South Africa should improve
collaboration and co-operation, through deeper
integration and increased trade with its regional
trade partners in Africa, and the global south, in
general, particular emphasis should be placed on
the role that South Africa can play in mediating
the role and influence of the BRICS group and
African countries.The impending Tripartite Free
TradeArea is a significant step towards improved
African integration and should be a priority in

SouthAfrica’s foreign policies.

Positioning
South Africa
in the World

In the sub-region, policy-makers must identify
regional synergies with South Africa’s immediate
SADC neighbours in investment, production and
in specific market sectors such as energy and

agro-processing.

The NPC submits that the Department of
International Relations and Cooperation should
focus on organisational transformation to make
the department more efficient and effective in its
operations abroad, internally and domestically.
The NPC recommends that the department’s
research capabilities be strengthened, and that it
works in collaboration with South Africa’s
research, business and academic institutions and
with epistemic communities to develop the

country’s foreign policies.

South Africa’s business community must be
drawn more closely into our foreign policy
making. It is an incontestable reality of late
capitalist international relations that it may be
states that secure international trade or financial
relations, but it is, ultimately, private companies
that do business across borders. This reality
places a high burden of expectations on South
African companies to act ethically and
responsibly in the region, on the continent and in

the world.
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INTRODUCTION
In order for South Africa to achieve its national goals
of eradicating poverty, lowering inequality, creating
jobs and making the transition to a resilient low-
carbon economy, foreign relations must be driven
by the country's domestic economic, political and
social demands, as well as our regional, continental
and global obligations. Meeting these expectations
and obligations can be achieved through a clear
understanding of global shifts in power and
influence from West to East, regional formations in
Africa, and the emergence of powers
like Mexico, Turkey, Indonesia and
Columbia — some of
which are vying for a

voice in early 2Ist
century international
relations. In these
present and emergent
global contexts, much of
which is presented in

Chapter |, South Africa

should set the following

five goals:

|. Define national priorities.
This should include:

O Articulating South Africa's national interest and
the country's obligations to the global community in
relation to the sustainability of the natural
environment, the global economy, the international
flow of migrants, human freedom and international
co-operation. This will serve as the basis for foreign
relations.

O Building a common understanding of these
interests between key government and private-
sector actors, but also within the wider society.

O Reviewing the geopolitics of the region, the
continent and the world, in the context of increased
pressure on African states as well as political
economic and institutional obstacles and lethargy

that may prevent deep regional integration and
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back-of-the-border harmonisation of policies.

O Reviewing South Africa's foreign representation
to determine efficacy and efficiency.

O Reviewing training of foreign-service officers,
starting by studying global best practice on
economic diplomacy and international
negotiations. These issues are addressed more fully
below.

O Enhancing research capabilities and
cooperation among vital state institutions that deal
with cross-border issues, including the Department

of International Relations

) and Cooperation, the
Department of Trade and
Industry, the
Department of Home
Affairs, Customs, and
the international trade
division of the
Department of
Agriculture, Forestry and
Fisheries together with
the representatives of the
relevant private sector
‘ organisations. Where

s 3/ issues of development
policy and human rights are

concerned, it is important to engage with social

formations and civil society groups within South

Africaand onthe continent.

2. Aggressively expand trade and investment in
the region, on the continent and globally. This will
require developing hard infrastructure (like road
and rail networks) and soft infrastructure (trade-
facilitation systems, supply-chain management, and
customs controls and administration). South Africa
should identify specific trade, manufacturing and
industrial niches, where the country enjoys
competitive advantages to make full use of the
strong growth in East Asian economies and their

interests on the African continent.



3. Harmonise border policies between South
Africa's regional trading partners, especially in the
emerging Tripartite Free Trade Area', starting with
immediate consultation on greater financial
integration

4. Integrate national institutions responsible for
foreign policy, international negotiations and
monitoring. In particular, South Africa's business
community and research institutions should be
called on to strengthen the country's bargaining
powers and enhance competitiveness abroad and
in the region. This may mean that institutional
capacity has to be strengthened to meet regional
and international obligations in the region, in Africa
and in the BRICS countries.” For instance,
President Jacob Zuma has mandated the
Development Bank of Southern Africa as South
Africa's development financing mechanism, and
partnered the institution with development financial
institutions from each of the BRICS countries. To
fulfil South Africa's obligations in the BRICS and in
the region, the Development Bank of South Africa
should be strengthened institutionally.

5. Improve human security through effective
transnational natural-resource management —
especially when it comes to water and energy —and
knowledge-sharing on vital issues such as
communicable diseases, most notably HIV/AIDS,
malaria and tuberculosis, and transnational crime

and maritime piracy.

Human security interventions in the region should
focus on improving livelihoods in countries that are
dependent on agriculture and agro-processing by
supporting efforts to improve productivity and
include an increasing proportion of African

producers in global value chains.

South Africa must institute aggressive trade and
foreign investment policies to place the country ona
more competitive global path, and retain an

influential space for the country in key multilateral

institutions like the African Union, the World Trade
Organisation, and the Group of Twenty Finance
Ministers and Central Bank Governors. This
chapter offers a short-to-medium-term guide for
achieving this and protecting long-term national

interests.

South Africa's status in the World

As a middle-income country, South Africa is
overstretching itself diplomatically. With more than
I 50 embassies, consulates and offices around the
world and an apparent drive under way to open
more embassies, the question of whether South
Africa can actually afford more international
representation — and whether existing operations
are cost-effective — has been raised. It is not
necessary to have representation in every country
in the world. Countries like Britain, France, Russia,
Brazil, the US and China place diplomats who are
skilled in international negotiations and finance in
key strategic and economic positions and
institutions. Furthermore, democratic South Africa
has enjoyed significant permutations of power and
influence in international relations that have not
always been associated with diplomatic or consular
representation. The country has, however,
experienced a relative decline in power and

influence in world affairs.

South Africa lost a great deal of the moral authority —
as a power resource’ — that the country enjoyed in
the period immediately after the 1994 election.
The most significant achievement in South Africa's
post-1994 international relations has been our
accession to the Group of Twenty Finance Ministers
and Central Bank Governors. Membership to the
Group of Twenty Finance Ministers and Central
Bank Governors affirmed that while South Africa
was not one of the biggest economic powers in the
world, we were a significant player in the system of
international financial and political economic

governance. One highly significant outcome of our
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membership to the Group of Twenty Finance
Ministers and Central Bank Governors was that
South Africa was invited, almost regularly, to the
Group of 7 meetings of the world's most powerful
elite; the political leadership that effectively decides
on the direction of world affairs. In recent years,
however, South Africa has played an increasingly
smaller role in the elite Group of 7 to the extent that
the country may well be losing an important voice in
decisive world affairs. When all of these issues are
considered, South Africa's foreign relations are
becoming increasingly ineffective and the country is
sliding down the scale of global competitiveness and
overall moral standing. This apparent decline is part

of the overall demise of the “golden decade” of

African diplomacy, spanning | 998 t0 2008."

Within the southern African region, there is the
perception that South Africa is acting as abully, a self-
interested hegemon that acts in bad faith among
neighbouring countries.” As such, South Africa
enjoys less support in the region than it did in the
period immediately after 1994, when the country
held pride of place among world leaders. This lack
of influence is reflected in the difficulty the country
faced in securing the top leadership position in the
African Union. While the issue of the African Union
leadership has been resolved, a significant effort is
required to increase South Africa's role and space
that promotes and protects the comparative
advantages of all countries on the continent towards

mutual gain.

South Africa’s relative decline in global standing has
led to material losses in regional and continental
bargaining, and in trade and investment
opportunities. Despite playing a key role in peace
settlements on the continent, South Africa has
gained little by way of expanded trade and
investment opportunities. South African diplomats
have great skill in drafting memoranda of

understanding, policy statements and agreements,
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but lose momentum when it comes to
implementing agreement terms or following up on
promises of benefits. There is a marked dislocation
between the efforts of South Africa's business
leaders and its government leaders and officials.
Governments may negotiate trade deals, but it is
private companies that actually trade across
borders. South African foreign policy needs to draw
on the leadership and capabilities of its business
community if it is to strengthen collaboration and
co-operation on the continent as a reliable partner
in Africa, and as part of BRICS.

South Africa's role in the BRICS Group
Joining the BRICS alliance is an important
development in the recent history of South Africa's
international relations. South Africa has been
admitted as a full member of BRICS, which is an
important opportunity to and recognition of its role
in the economically emerging African continent.
However, South Africa's economy is smaller than
that of the BRICS economies and this has led to
some questioning of the country's membership.
However, it can play a leading role in BRICS by
helping to facilitate deeper integration of relations
between African states and other BRICS member-
countries and by focusing on other niche
advantages. The country has several strengths that
can be used both when negotiating within BRICS
and in broader global negotiations between BRICS
and the world, including:

Considerable natural resources

Highly developed banking, financial,

communications and transportation networks

Established and relatively successful business,

industrial, mining and research institutions.

South Africa's foreign relations must reflect its role as
an equal member and strategic African partner in
the BRICS group and in world affairs, in general.
The country's diplomats should work closely with

business and industry leaders, with research and



academic institutions and with epistemic
communities, to facilitate relationships with

counterparts in BRICS.

South Africa’s role within BRICS should be informed
as much by geo-political movements in the world,
the Global South and in Africa, with reference, in
particular, to the rise of new economic and political
powers in Africa, with which we should establish
strategic partnerships. Within BRICS, and in Africa,
South Africa’s relations with China and India are
particularly important. China is fast becoming the
most active and important foreign actor in Africa.

While the European Union and the United States

may well continue to be significant economic

partners for African states for at least the next
decade, the Commission believes South Africa can
play an important role in facilitating exchange
between Africa and Asia — especially since China
and India's main interest is the continent's minerals.
South Africa has considerable mineral resources,
skill in mining and capacity for related research, as
well as a highly-developed financial system that

could play an important role in facilitating Asian

trade and investment on the continent on a
mutually beneficial basis. It is important that policy-
making remains in touch with South Africa's
domestic capabilities and regional objectives. On
this basis, and given the pressing needs for food
security in the region, international bargaining must
include securing investment, diversification and
continued progressive development in agriculture

and agro-processing.

The Department of International Relations and
Cooperation, in collaboration with South Africa's
research institutions and professional bodies,
should lead a strategic drive to engage China on
minerals, mining, research and development and
infrastructure expansion on the continent. This
collaboration must include maintaining sanitary and
phyto-sanitary standards to ensure that South
Africa's products can continue to gain access to

European markets.

Cooperation and integration in Africa

In six months of consultations, the NPC
encountered, alongside the perception of the
country as a regional bully, and that South African
policy-makers tend to have a weak grasp of African
geopolitics. Because of this, foreign relations with
African states are often tentative, with policy-
makers vacillating between leading and muddling-
through on issues of integration and cooperation.
To be sure, as the economies of African countries
grow, sub-Saharan Africa will become less unipolar,
economically at least. This is necessarily a good
prospect. South Africa's approach to the region
should therefore not be considered a zero-sum
game; its policies on African integration must be
based on positioning South Africa as one of the
continent's powerhouses that would lead African
development and influence in world affairs. At
current growth rates, South Africa could lose its
status as the continent's largest economy by 2030.

Countries like Nigeria and Kenya will expand their
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existing roles as sub-regional nodes of a continental
network of which South Africa as well as Egypt and
Angola will be important part centres. Policy
research should start to engage this issue urgently
and critically, with closer cooperation and deeper
integration being the main objectives. Growth of
African economies must be a priority, and any
achievements in this regard must be promoted and

protected.

Some projections state that Nigeria's economy will
overtake South Africa's within the next two or three
decades.” The Nigerian government aims to
increase the country's gross domestic product
(GDP) to US$900 billion by 2020, which would
require at least |3 percent annual growth on
average. South Africa's strength lies in its diversified
economy, whereas Nigeria's economy is
increasingly dependent on oil exports. Crude oil
became dominant in the Nigerian economy in the
| 970s and currently accounts for about 40 percent
of GDP over 95 percent of foreign-exchange
earnings, more than 70 percent of federal
government's revenue source and over 90 percent
of all new investments. The country's trade-to-
GDP ratio is high, making its economy highly
susceptible to external shocks.” Nigeria's current
economic surge may take time to fully unsettle
South Africa as the continent's economic
powerhouse, but it may become an important
node for Asian investment and trade into Africa.
The same is true for Kenya which, while
economically smaller than both South Africa and
Nigeria, has also started to register growth in key
areas, and is part of a rapidly growing and integrating
sub-region. World Bank data shows that Kenya is
the richest country in East Africa. With almost
US$800 income per capita, Kenya is the closest to
meeting the international middle-income threshold
of US$ 1 000.
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Given its relatively stable macroeconomic policies
and geostrategic proximity to the emerging Asian
powers (it is closer to India and China than South
Africa, and has access to a vast East African market),
Kenya could join South Africa in the creation of
more effective and efficient regional production and
supply chains across the continent. South Africa's
long-term policies should, therefore, take into
account and promote the growth trajectories of
both Nigeria and Kenya as economic powerhouses
on the continent, and their join these countries in
shaping the political economy of the continent and
its international relations over the next 20 to 30

years.

PROPOSALS TO REPOSITION SOUTH
AFRICA IN THE REGION AND THE
WORLD

The Commission believes that South Africa needs
clarity on its national interests. The main objectives
in terms of foreign policy-making should be to
expand regional, continental and African trade
based on an informed understanding of the
geopolitics of Africa; to develop a healthy
consultative and practical relationship with South
Africa's research and corporate institutions in order
to deploy its foreign service more effectively in the
pursuit of expanded trade and investment; and to
improve the country's leadership role in regional
and global affairs. While our regional priorities are
important, South African policy-making should not
lose sight of the emergence and increased influence
of countries like Turkey, Indonesia, Mexico,
Columbia and Venezuela in global political
economic affairs. As it goes, Turkey is expanding its
presence in Africa at a rapid pace. Itis also important
to bear in mind that the tilt from West to East
described in chapter | will necessarily be a long-
term process in the sense that Europe, North
America and Japan may continue to be powerful
political economic forces in the world for at least the

next 20to 30 years.



Clarity on national interests

The Commission recommends urgently convening
a high-level, high-impact task team to investigate
South Africa's foreign relations. The task team
should produce definitive studies on:

O South Africa’s national interest

O South Africa in the context of African geopolitics
O South Africa’s role in the world, especially in

BRICS and in multilateral relations.

The studies should each do the following:

O Analyse. Aclear and trenchant analysis of South
Africa’s current role and standing in the world, as
well as its short-, medium- and long-term
objectives in terms of foreign relations. An
important aspect would be to produce a critical

scenario of the world in 2030 and beyond.

O lIdentify the obstacles South Africa faces in
reaching its objectives and how to overcome
them. A clear-sighted understanding of the
challenges South Africa faces is crucial for knowing
which alliances to establish and maintain over the

next 20to 30 years.

O Outline an implementation programme to
reach these objectives. This programme should
be based on the country’s realistic capabilities and
should include feedback mechanisms to continually
assess the impact and real outcomes of South
Africa’s foreign relations. Particularly important are
the outcomes related to food security, water,
energy, education, health, transport and common
infrastructure, national defence, adjustment to

climate change and economic growth.

With particular reference to defining and articulating
South Africa’s national interest, the NPC believes
that research should be guided by the following

macro-structural guidelines:

O A high-level discussion about the nature of the

national interest that is practical, honest and

principled.

O A deep reflection on the country’s global
position, in the specific context of the drivers of
change described in chapter |, nested in a
structured way in the southern African region,
Africa, the global south — especially BRICS —

and the world.

O Identification of a set of strategic thrusts,
including:

©® Cooperation within BRICS in identified areas
of mutual and measureable benefit.

©® Promoting deeper regional integration in
southern Africa that builds on regional
synergies with the objective to make
southern Africa more competitive and faster
growing, while strengthening South Africa’s
voice in international bargaining and
negotiations for power in Africa and the
world.

©® Promote greater trade integration
throughout Africa, working in collaboration
with the country’s partners in North, West
and East Africa, while maintaining the pace of
the Tripartite Free Trade Area negotiations.

©® Strengthen economic diplomacy and build
effective partnerships with the private sector
and state-owned enterprises. In areas such
as science, culture, higher education, sport
and environmental protection, there is a
need to showcase South Africa and promote
its presence and leadership on strategic
issues as part of its “soft power” in
international relations, without losing sight of
the increased value of mental power - the
ability of countries to show restraint on
emotional impulses and maintain a relatively
stable mind-set in getting along with each
other during international negotiations, and

in general.’
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South Africa urgently needs recommendations on
how to take these forward. While much of it is
already in place within the Department of
International Relations and Cooperation, the NPC
can take the matter forward at the southern Africa
level. The NPC will engage with its counterpart
national planning agencies in southern Africa to
improve policy coordination and programme
cooperation and consider how regional
development planning can be improved. It will also
seek to identify potential synergies between
countries and support programmes that take
advantage of complementary human and natural
endowments to promote development and build
resilience to natural disasters.

Expand regional, african and international

trade

Evidence suggests that growth in trade between

countries dramatically increases prosperity in the

world, although lowering trade barriers between
countries may create challenges in the medium
term. There is a strong correlation between overall

wealth gains in trade and poverty alleviation, with a

generally positive causal effect on the internal

distribution of that wealth. Although these
relationships may differ from country to country, it is
generally accepted that trade has a positive effect on
wealth creation.” In other words, an overall
increase in a country’s wealth has the potential to
reduce income inequality; although any process of
integration must include measures to manage the
short-term negative impacts. To expand South

Africa’s wealth and distribute it equitably, the

country needs to expand trade into the southern

African region as a short-term priority. This can be

done by focusing on the following:

o Reassess existing regional cooperation and
organisation and play a more active role in the
tripartite arrangement.

o Lead South African businesses into the region
and the continent to capitalise on Chinese (and

South African) investment in, and manufacturing
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on, the continent, especially in minerals mining
and in agro-processing.

o Invest in hard and soft infrastructure to
facilitate cross-border trade.

o Expand and diversify trade in agriculture and
agro-processing - which should include a

purposeful strategy on food security.

Move from regionalisation to regionalism

In order to advance regional cooperation, South
Africa needs to purposefully shift from
regionalisation, which allows for transnational
activity without formal political cooperation, to
regionalism, which involves conscious political
planning and possibly the creation of formal

institutions.

Where institutions already exist, the Commission
recommends a thorough and urgent review of
standing agreements — especially those with the
Southern African Customer Union (SACU) and the
Southern African Development Community
(SADC) — to align South Africa’s regional foreign
engagements more closely with our national
priorities in a manner that is mutually beneficial to
neighbouring states. Such a review should also aim
to strengthen southern African integration into the

Tripartite Free Trade Area.

The free-trade area has the potential to significantly
increase South Africa’s trade and investment, but
the country has to remain in full political control of its
destiny in Africa. If, as recommended above, South
Africa’s interests are well defined and there is a
reliable understanding of the geostrategic politics of
Africa, South Africa will have clarity on the important
differences between cooperation and integration,
on the different types of institutions and
organisations it wants to be part of ° and on how
the country should position itself over the next two
to three decades. Simply put, South Africa’s

alignments, affiliations and strategic partnerships



must be consistent with its geostrategic political and
economic priorities. Policy-making should

therefore be guided by the following objectives:

O Focus on what is practically achievable
without over-committing to regional and
continental integration, and with a full
understanding of the measureable contribution that
policy-making can make to secure and promote its

national interests.

O Remain an influential member of the
international community and stay at the forefront

of political and economic developments.

O Deepen integration with Brazil, Russia, India
and China as part of the BRICS group," while still
promoting regional and global cooperation (see the

next section for details).

O Stabilise the regional political economy
through increased integration and cooperation.
This requires effective communication of the
benefits of deeper regional and global integration to
the South and southern African public. Although
foreign policy is rarely made on the basis of public
opinion, informing the public about the benefits of
foreign collaboration might help alleviate the
xenophobia that countries often experience when

theirborders are opened.

Deepening integration

To achieve maximum benefits for the people of
South Africa, policy-makers need to remain
cognisant of the differences between African
geopolitical ambitions, notions of solidarity and
domestic realities. With these broad principles in
mind, South Africa should aim to deepen
integration on three fronts simultaneously:

O Regionally, in southern and sub-Saharan Africa
O Continentally, in the context of Africa’s

progression towards political and/or economic

union, of which the Tripartite Free Trade Area is an
important building block

O  Globally, by strengthening relations with BRICS
countries and ensuring that Africa remains an
important part of global production and value
chains, so preventing re-marginalisation of the

continent.

Deepening South Africa’s role in the region starts
with a pragmatic appraisal of existing agreements on
the continent and how regional affiliations overlap.
Assessing these entanglements should help the
government better manage the dynamics of
national interests and global realities in a fast-
changing international environment. Policy-makers
would have a clearer sense of the country’s
international commitments, enabling them to
identify areas of responsibility and accountability
while also understanding how South Africa can play
a political, economic and intellectual leadership role
in Africa. This will help them adjust the country’s
diplomatic footprint accordingly, possibly starting
with a review of some of the original Abuja Treaty
proposals, especially the envisaged priorities and

stages of integration.

STEPS TO REPOSITION SOUTH AFRICA
IN THE REGION AND THE WORLD

The Commission proposes that South Africa’s
integration in southern and sub-Saharan Africa, as
well as the continent in general, be a staged process

shaped by three strategic objectives:

O Include civil society in integration planning.
The government should include civil society —
especially labour and community organisations
from regions that share borders with neighbouring

countries—in all planning relating to integration.

O Involve the business community in foreign
relations. South Africa’s sophisticated business

community needs to be intimately involved in
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foreign relations. Diplomats may strike foreign
cooperation deals, but it is private companies that
actually trade across borders. They are, therefore,
central to wealth creation. The local business
community is willing and able to provide
managerial, administrative and general capacity-
building services to South Africa’s regional
institutions. It is a resource that needs to be fully

explored.

O Obtain clarity regarding what types of
regional agreements are preferable to serve
South Africa’s long-term interests. Policy-makers
should be cognisant of the implications of all aspects
of foreign policy, from customs unions and a
common market to free-trade and regional trade

agreements.

Based on these strategic objectives, three concrete
policy proposals can be implemented immediately.
The Commission proposes that high-level task
teams are established to address each of these
issues:

O  Thejoint/separate futures of SADC and SACU

O The Tripartite Free Trade Area along the
eastern seaboard of the continent with particular
focus on and integration through trade facilitation
frameworks and infrastructure development

O Greater macroeconomic and financial co-

ordination inthe region and on the continent.

These task teams should include South Africa’s
business and scientific community, and experts in
agriculture and related fields. This approach to
regional and African cooperation — and possible
union — would significantly strengthen South
Africa’s macroeconomic and financial integration,

and harmonise behind-the-border policies.

SADCand SACU
A critical review of the progress on and

effectiveness of SADC policies is required. As
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urgent as this review is, it should not include a stand-
still of exchange in the region; our main priorities in
the region is to grow our economy and encourage
the expansion o neighbouring countries. One
specific area with room for immediate action is
representation. South Africa is critically
underrepresented in organisations like the African
Development Bank and SADC. The latter is critical

as South Africais a major funder of the group.

The Commission recommends that an urgent
review of SADC and SACU be conducted to iron
out inefficiencies, remove overlaps and assess
whether the two organisations should be collapsed
into one. There is also a need to look at the internal
organisational structures and cultures of SADC and
SACU as these will affect the policies that emanate
fromthem. These issues must be considered in light

ofthe emerging Tripartite Free Trade Area.

The tripartite free trade area

The Tripartite Free Trade Area has gained significant
momentum in technical terms, but it still needs to
be managed politically. The initial phase is nearing
completion and will result in an increase in free
movement of businesses across national
boundaries. The subsequent stages, however, will
be more difficult to negotiate and implement, and
will require strong political leadership and highly

skilled technical intervention.

Liberalising trade and opening South Africa’s
borders will come at a cost. South Africa’s economy
is significantly stronger and more diverse than that of
its immediate neighbours. As such, once the
country’s borders are opened further, it may face
increased pressure from inward migration. Chapter
2 briefly addresses the question of inward migration
and how it influences domestic planning. Other
consequences of increased inward migration are

discussed later in this chapter.



Under the provisions of the Tripartite Free Trade
Area, countries in the region that rely heavily on
trade taxes for revenue — about 25 percent of
Malawi and Zambia's revenues come from trade
taxes — could face significant declines in revenue.
Certain industries in some countries could lose
market share due to their relative inefficiency. In the
short term these issues need to be managed
through countervailing fiscal measures and social
policies to mitigate the likely influx of people from
these regions. Some countries will also lose
employment opportunities to neighbours in the
shortterm, but inefficiencies should be shaken from
the system and employment should increase over

time.

South Africa cannot simply wait for these events to
unfold; it needs to plan ahead. The following
questions need to be addressed through public

debate and purposeful government engagement:

O What will South Africa gain from a more
integrated region? What sacrifices will have to be
made to support integration?

O How relevant are South Africa’s current
regional affiliations? To what extent do they further
the country’s national interest?

O What would be a more appropriate
relationship between SACU and the SADC? How
do the two overlap! How would integrating the
two benefit South Africa and its neighbours?

O Although greater regional integration is a goal, is
there sufficient support in South Africa (and in the
other countries) for regional integration, as imple-
mented through SADC and similar organisations?

O What is the most appropriate sequence to
follow in planning for trade, sectoral cooperation,
and macroeconomic and currency integration?
There is no avoiding the fact that South Africa will
have to make strategic trade-offs to implement
regional cooperation and integration. It may be

necessary, for instance, to cede certain national

opportunities for regional benefit on the
assumption that regional growth will benefit the
South African economy. However, regional growth
may benefit only some sectors of the domestic
economy (such as financial and professional
services) to the detriment of other sectors
(especially labour-intensive lower-wage sectors like
mining). Similarly, freer trade within the region may
benefit South African business at the expense of its

neighbours.

Deepening South Africa’s relations with its direct
neighbours and the rest of the continent requires
pragmatism concerning macroeconomic
coordination and integration, infrastructure
development, the voluntary and involuntary
movement of people, and effective management of
natural resources. The movement of people and
effective management of natural resources are
cross-cutting issues in regional integration narratives
and will be addressed later in this chapter.
However, there are also undisputed benefits of

cross-bordertrade in goods and services.

Trade facilitation frameworks
Infrastructure and cross-border
procedures
Regional trade is best facilitated by a framework that
includes physical transportation networks and
standardised procedures and process of
warehousing, customs and clearing processes and
safety of transportation. A good road cannot
facilitate trade if there are disruptions at border
posts and in customs procedures; these need to be
made more efficient and all blockages need to be
opened. Functionally integrating South Africa into
regional and global production and supply chains
necessarily includes:
O Creating adequate warehousing and logistic
facilities
O Instituting efficient procedures at customs and

border posts
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O Standardising government policies and
regulations to avoid duplicated processes and

delays.

These factors contribute significantly to creating and
managing efficient supply chains. Efforts to
strengthen regional trade can draw on international
best practice. For instance, in the Asia-Pacific
Economic Cooperation region, the Australian
Treasury created a standard business report
programme to reduce regulatory burdens in
member countries by eliminating duplicated data
entry and maximising the use and reuse of
information across government agencies. South
Africa, drawing on international and regional
experience, should encourage better cross-border
integration and cooperation by harmonising and
standardising policies and regulations, as well as
facilitating cooperative arrangements between

customs administrations and other state agencies.

The Maputo corridor, a trade route connecting
north-eastern South Africa, Swaziland and south-
western Mozambique with the port of Maputo, is
an example of relatively successful integration and
coordination that has involved the public and

private sectors. Its direct benefits include:

o Stimulating trade through adequate
infrastructure and reliable, transparent practices
and procedures.

o Opening up South African markets to
Mozambican producers and improving South
Africa’s access to global markets by improving
the Maputo port.

o Creating jobs through increased economic
activity in Maputo and along the corridor, with
the ability to shift to higher value-added industry
sectors.

Increasing access to international tourism.
Improving income generation by encouraging

private investment.

NATIONAL DEVELOPMENT PLAN - 2030

O Improved public-sector savings by using private

investment in infrastructure development.

Such practical transnational cooperation has
become a defining feature of globalisation. The
Maputo corridor confirms that the ability to
compete in the world economy depends not only
on transport systems, but also on trade facilitation
frameworks. Such frameworks need to:

O Ensure the physical capacity to support trade
and its underlying supply chains.

O Provide appropriate regulations, including
customs procedures, to ensure that trade flows
abide by the rules and regulations of different
jurisdictions.

O Enable accounts to be settled and mitigate risks
through a network of banking, finance, legal and
insurance arrangements.

o Above all, a trade facilitation framework has to
be durable, building traders’ trust in its long-term

stability and viability.

Currency integration

The pace of globalisation has increased
simultaneously with regionalisation over the last
four to five decades. The best developed example
of regional integration is the European Union. A
lesson that can be learned from the European
experience is that trade between countries can be
significantly enhanced by currency integration.
While South Africa should be fully aware of the
potential benefits for trade and investment, policy-
makers should also remain aware of the trade-offs

and challenges that come with monetary union.

Nonetheless, selective expansion of existing
regional monetary unions could serve as useful
building blocks towards a continental common
currency. However, given the widespread lack of
fiscal stability evident in many African countries, no
such steps are likely in the immediate future. South

Africa’s  financial system is highly developed,



Weighting individual gains against costs of a united African currency

Some economics would gain and others would lose from the proposed African

egional and subregional monetary unions. Full monetary union among either
West African Monetary Zone or Economic Community for West African States’
members would be undesirable for most members.

Gainers

Common Market for
Eastern and Southern

Africa Sudan, Zambia,
Zimbabwe
East African Community Kenya

Economic Community of
West African States

Southern African
Development Community

Angola, Ethiopia,
Malawi, Seychelles,

The Gambia, Ghana,
Nigeria, Sierra Leone

Angola, Botswana,
Democratic Republic of

Significant losers

Egypt, Kenya,
Madagascar, Mauritius,
Namibia, Swaziland,
Uganda

Benin, Burkina Faso,
Cote d’lvolre, Mali,
Niger, Senegal, Togo

Lesotho, Namibia,
South Africa, Swaziland

Congo, Malawi,
Mozambique,
Seychelles, Tanzania,
Zambia, Zimbabwe

West African Monetary
Zone

Nigeria

especially when compared with its regional
neighbours. This disparity, and unevenly developed
financial systems, would count against South Africa
in a common currency system as suggested by the
table above, which lists those countries that would
benefit and those that would lose from a joint

currency.”

Regional trade agreements

Regional trade agreements are typically driven by
three basic objectives:

O Topromote marketintegration

O Todevelop regional infrastructure

O To strengthen stability, predictability and

transparency in regional governance.

While the Common Market for Eastern and
Southern Africa (COMESA) and the Economic
Community of West African States (ECOWAS)

have made significant advances in this area, similar

The Gambia, Ghana,
Guinea, Sierra Leone

Source: International Monetary Fund, 2004

progress has yet to be made in the rest of Africa.
Policy-making needs to begin with what actually
exists, and proceed with a clear understanding of
the types of regional formations that South Africa
would like to create or be part of. If the objective is
to accelerate continental integration as a step
towards a united Africa, then discussions about
continental diversity are needed — particularly the
differences between South Africa and frail, weak or
collapsed states. Such a discussion would raise
important questions about leadership. The way
forward requires consultation and deliberation at all

levels.

There has already been significant cooperation in
agreements regarding the provision of regional
public goods. The African Union and ECOWAS
have become important providers of security, and
the West Africa Telecommunications Regulatory

Agreement has promoted harmonisation and
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integration of telecommunications in West Africa.
Over the past three decades, several states in Africa
and in the Eastern Caribbean have also used forms
of outsourcing (to regional organisations) as a way
to reduce costs, and increase the quality of public
service and the provision of public goods. In sub-
Saharan Africa, the Banques des Etats d I'Afrique
Centrale and the Banque Centrale des Etats de
I'Afrique de I'Ouest have pioneered multi-country
central banking. The Organisation pour
I'Harmonisation en Afrique du Droit des Affairs has
harmonised business law among member
countries in central and west Africa. These are
evidence of growing and successful integration on

the African continent.

HUMAN SECURITY
Since the end of the Cold War there has been an
increased shift in focus from security as a military
issue to considering security as a broader social
matter to include job security, social safety nets,
access to water and food security, among other.
Some of the lessons that have been learned over
this period is that greater liberalisation tends to
open countries up to external threats. It is well
documented that international travel can transfer
communicable diseases from Hong Kong to
Canada within 24 hours. This is an unavoidable
negative externality of international travel. It is also
unavoidable as countries open their borders. It
follows that greater liberalisation and integration
raise a number of issues that extend beyond trade,
economic and financial matters, yet have an impact
on international amity. The most important of these
are:
O Cross-border crime, including piracy and
counterfeit goods
O Pressures on natural resources, especially
water
O The voluntary and involuntary movement of
people

O The spread of communicable disease.

NATIONAL DEVELOPMENT PLAN - 2030

TRANSNATIONAL CRIME

Piracy

Two areas in cross-border crime have a significant
effect on South Africa and the region: maritime
piracy, which poses a threat to South Africa’s trade,
and counterfeit drugs, which significantly amplify the
humanitarian crisis in communicable diseases,
especially HIV/AIDS and waterborne ilinesses, and
human trafficking. Direct interventions need to be

made in both areas.

Maritime piracy is putting the continent’s coasts and
ports under increasing pressure. Even though
piracy has not yet penetrated South Africa’s local
waters significantly, efforts need to be made to
prevent the problem from spreading along the
country’s coastline. This is especially important in
light of the fact that about 95 percent of South
Africa’s trade volume (about 80 percent by value) is
seaborne. Seven commercial ports handle an
estimated 200 million tons of freight a year,
equivalent to about 3.5 percent of world sea trade
volumes. This places South Africa among the top

| 5 international maritime trading nations.

Maritime piracy costs the global economy between
US$7 billion and US$12 billion a year, with the
African coastline being the hardest hit. The most
significant increase in global maritime piracy has
been along the eastern seaboard of Africa where
between 1998 and 2008, there was a 19.4 percent
increase in piracy and armed robbery at sea.”  Itis
possible that maritime piracy along the East African
and South African coast will have an impact on the
economies of landlocked countries like Malawi,
Zambia, Botswana, Zimbabwe and Swaziland.
South Africa’s approach to maritime piracy should,
therefore, be shaped by our own priorities and
expectations, as well as those of our regional

partners.

The Commission agrees with the national Ministry



of Defence that there is an urgent need to
strengthen South Africa’s navy. The country and its
interests in the region are becoming increasingly
vulnerable. In 2006, the global total of hostages at
sea was 186; by 2010 the figure for the Indian
Ocean alone was | 016. Of particular concern to
South Africa is that, in the |2 months between
March 2011 and the February 2012, there were
57 pirate attacks in Tanzanian territorial waters. This
marks a distinct move in piracy from the Horn of
Africa, south along the coast and into the SADC

area.

The Commission recommends that South Africa
places particular emphasis on combating maritime
piracy along the east coast of Africa. To begin with,
as part of Tripartite Free Trade Area negotiations,
South Africa should extend the current agreement
that allows the South African Navy to undertake
operations in Mozambican and Tanzanian waters,
to include Kenya. South Africa’s anti-piracy
operation, which involves the South African Air
Force, Special Forces and South African Military
Health Services as well as the South African Navy,
must be strengthened in order for operations to be

sustained.

Given the urgency of the matter, policy-making
should address formal legal institutional
arrangements such as the United Nations
Convention on the Law of the Sea and the
Suppression of Unlawful Acts against the Safety of
Maritime Navigation Convention. South Africa
should also insist that its trading partners harmonise
domestic legislation in accordance with global best
practice. While significant attention has been
focused on the coast of Somalia, there is increased
concern over the spread of piracy along the coast of
West Africa and specific threats to South African
waters. This problem is especially acute in the
context of increased port congestion. Africa’s

shipping volumes have been rising more rapidly

than the global average, with increasing direct costs
(port congestion penalties or surcharges) and

indirect costs (inventory, idle ships and trucks).

Counterfeit goods

Counterfeit goods have resulted in hundreds of
millions of US dollars in lost tax revenue across
Africa. The East African Community (Burundi,
Kenya, Rwanda, Uganda and Tanzania) reports
more than US$500 million in unpaid taxes as a
result of counterfeit goods. Tanzania in particular
reports losing between US$370 million and
US$6 17 million per year due to tax evasion related
to counterfeit goods. These countries are part of

the emerging Tripartite Free Trade Area.

The sale of counterfeit drugs is a particular problem,
both because of the health risks it poses and
because it reduces the sale of legitimate drugs. A
2009 United Nations report found sales of 45
million counterfeit anti-malarial medicines
generated US$438 million in revenues for criminal
syndicates. Another report contended that
counterfeit drugs sold in Kenya represent about 30
percent of drugs sold in that country, equalling
approximately US$ 130 million annually.” In Angola,
the National Department of Intellectual Copyright
Crime of the Economic Police reported that
approximately 70 percent of medicines used by the
Angolan population were forgeries. Nigerian health
officials estimated that 70 percent of drugs in
circulation in the country are either fake or

adulterated. '

Counterfeit pharmaceuticals also reduce economic
incentives to develop new products and decrease
brand value, brand reputation and competitive
advantage. Economic analyses by the Organisation
for Economic Cooperation and Development
show that foreign direct investment from Germany,
Japan and the US is higher in economies with lower

rates of counterfeiting, and that multinationals are
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less likely to invest in countries where they are likely
to have their products copied. Rights holders inves-
ting in Kenya reportedly lose an estimated US$390

million annually to counterfeiting and piracy.

It is in the interests of all African countries to act
aggressively to mobilise awareness and take a lead
in the International Medicinal Products Anti-
Counterfeiting Taskforce (IMPACT). Domestically,

South Africa should focus on five important areas:

O Legislative and regulatory infrastructure.
Stronger legislation will help empower those who
have to deal with counterfeits and counterfeiters in
the course of their work, namely, the police,

customs officials and the judiciary.

O Regulatory implementation. Regulatory
oversight of pharmaceuticals — especially of
distribution channels — must be strengthened. It is
important that there is coordination between
health authorities, the South African Police Service,
customs and South Africa’s judiciary to ensure
proper regulation, control, investigation and

prosecution.

O Enforcement must be strengthened. South
Africa should work with regional government
officials and with the World Customs Agency and
Interpol to identify sources of counterfeit medicines

that enter the country and the region.

O Synchronising technology. Matching the
technology (hardware and software) of countries in
the region is essential in order to speed up lengthy

legal and administrative processes.

O Risk communication. In collaboration with
IMPACT, South Africa must institute the
mechanisms required to both respond to — and
alert stakeholders and the public about — counterfeit

medicines entering or leaving the country.

NATIONAL DEVELOPMENT PLAN - 2030

These efforts should be integrated with policing of
transnational crime and the creation of a centralised
crime database, the creation of specialised
organised crime units and widening the scope of
joint operations between policy agencies in the

region to include pharmaceutical crime.

Regional cooperation to find synergies and
address pressure on natural resources

Effective regional integration is predicated on
meaningful cooperation in the management of
common-pool resources, on burden-sharing and
on the creation of institutions to manage these
processes. Evidence from international experience
has shown that liberalisation — the opening of
political economies — creates contagion
mechanisms such as the exchange of goods, capital
and the movement of people that can place
increased pressure on natural, human and
institutional resources. These pressures are critical
in areas of human security, especially access to
water, power in food security and protecting
biodiversity. The management of regional
integration — from creating effective regimes to
establishing institutions for the day-to-day
operations of cooperation — should therefore be
comprehensive and effective to meet domestic,
regional and continental obligations. The NPC
recommends that urgent attention be given to
water scarcity in the region to promote and protect
regional diversity, strengthen regional production

and improve resilience.

Most of southern Africa faces critical water
shortages, requiring purposeful and urgent
transnational interventions. Such interventions
should be mutually beneficial for the participating
member countries, as is the case with phase 2 of the
Lesotho Highlands Water Project and the further
development of the Orange-Senqu River to meet

Namibia’'s water needs.



Managing southern Africa’s natural resources on a
regional, as opposed to a local or national basis,
would help countries in the region manage climatic
variability and help to maintain food security. A dry
spell that reduces agricultural production in one
sub-region may be addressed by production from
another. Cooperative policy-making and
institutional arrangements could help to make the

southern African region more resilient to climatic

variability and generate other complementarities,
allowing countries to specialise in areas where they

have the greatest advantage.

Much of Africa’s natural-resource scarcity is
economic ratherthan physical. Most of sub-Saharan
Africa uses only a small proportion of its available
water, suffering from regular droughts primarily

because there is no infrastructure to capture and

FIG 7.2 PROJECTED POPULATION GROWTH AND WATER STRESS

IN AFRICA, 1990-2025
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store water for use in dry periods. Africa needs
investment in water-management infrastructure.
Similarly, there are extensive areas of unused arable
land that are unlikely to be commercially developed
unless there is investment into the infrastructure
and institutions needed to transport produce to

markets.

Regional integration would address economic
scarcity through targeted policy interventions and
public investment, as is already occurring under the
Comprehensive Africa Agriculture Development
Programme of the New Partnership for Africa’s
Development. An emerging challenge is the
extensive interest shown by external investors in
acquiring large tracts of land for commercial
agriculture. While such investment may reduce
economic barriers to the effective use of natural
resources and create new market opportunities,
capital-intensive agriculture may not address
poverty and could result in displacement of poor

people, adding to migration pressures.

Migration

The relatively unrestricted movement of labour
across the region and the continent can contribute
significantly to more inclusive economic growth.
Migrants have played an important role in South
Africa’s economic development and regional
integration since the late | 9th century and it is likely
that this trend will continue. While exact figures on
immigration flows are elusive, and unemployment
on the continent is much higher than commonly
assumed, South Africa’s relatively stable economy
makes the country highly attractive for immigrants.
South Africa should create incentives for highly-
skilled workers to take up positions and share our
own professional expertise in the region. This
approach to immigration and migration, in general,
can be managed through established formal
organisations like SADC, as well as through

institutions  like the Southern African Regional
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Universities Association. A systematic promotion of
regional economic growth would create conditions
for greater movement of people in the region, with
mutually beneficial outcomes for all the countries on

the sub-continent.

The United Nations High Commission for
Refugees estimates that there are |2 million
internally displaced people in Africa as a result of
conflict and/or different levels of state failure. In
addition, there are many “environmental refugees”,
who have been forced to leave their homes
because of environmental disruption (natural and
human) jeopardising their existence. It has been
estimated that by 2020, there will be 50 million
environmental refugees, the vast majority of these
in the developing world, especially in Africa.”® Over
the past several decades, North African migrants
have fled to Europe, owing in part to the
desertification of the Sahel. Given the weaker
economy in Europe and moves to tighten
European Union immigration controls, some of

these migrants may now move south.

South Africa urgently needs a two-pronged
decision on migration: a qualitative and quantitative
research project on migration into the country, and
clear policies on how to address the additional
burden(s) that migration places on national
resources. Consultation in both areas must include
the Departments of Home Affairs, Labour, Trade
and Industry, Human Settlements, the Department
of International Relations and Cooperation and

provinces that border neighbouring countries.

Increase in communicable disease

Greater openness of South Africa’s borders is likely
to result in an increase in the transmission of
infectious disease. Malaria costs African countries an
estimated US$12 billion each year in lost output. In
sub-Saharan Africa, the economic cost of

tuberculosis-related deaths, including those



resulting from HIV co-infection, is estimated to be

around US$50 billion each year.

At the same time, the openness of South Africa’s
borders will result in improved sharing of
knowledge and information, which will help
countries in the region deal with their health issues
by, for example, helping poor countries that lack
medical, technological and financial resources to
respond to outbreaks of disease. One of the most
important causes of the spread of HIV/AIDS in
Africa (and elsewhere, for that matter) is a lack of
access to information and knowledge. Poor
countries lack the resources to prevent the spread
of communicable diseases through surveillance,

research and treatment.

Policy-makers can look at global best practice
employed by institutions such as the United States
Centres for Disease Control, the United Kingdom's
Royal Society for Hygiene and Tropical Medicine,
and the French Instituts Pasteur to find ways of
creating early-warning systems about outbreaks of

disease.

South africain the world

South Africa needs to understand the way in which
the world will change beyond 2030. The
Commission therefore recommends that the
Department of International Relations and
Cooperation, in collaboration with South Africa’s
research and corporate institutions, conduct a
qualitative scenario-plotting exercise to give policy-
makers a sense of the world in which South Africa

will operate in 2030 and beyond.

To do this, the Commission recommends that the
research capacity of the department be
strengthened. This will be addressed more fully
below. We believe the department has the human
capacity, butis lacking a clear directive to establish or

strengthen existing research. Such research

capacity is needed if the department is to support
the government and local businesses in making

policies.

While political economic predictions and
projections are notoriously unreliable, the outcome
of such an exercise could nonetheless help guide
domestic and international decisions for the next 20
or 30 years. To get a sense of the possibilities, the
Commission produced, from readily available data,
a growth scenario for 147 countries to 2050. This
scenario takes into consideration the effects of
capital, labour and energy on economies. It found

that, accounting for relative price variations:

China will account for 33 percent of the world
economy by 2050. By contrast, the US will account
for 9 percent of the world economy; India,
8 percent; the European Union, |2 percent; and

Japan, 5 percent.

China's economy is expected to overtake that of
the US ataround 2020 (or 2040 at constant relative
prices). However, in terms of standards of living
measured by GDP per capita in purchasing power
parity, China will still lag 10 percent behind the US
by 2050."”

The following figures, created from data produced
by Goldman Sachs'’s Global Economics Research
Group, provide empirical projections of global

economic power based on size of GDP

Audit of foreign representation

A thorough audit of South Africa's foreign
representation is needed in order to understand
what it costs South Africa to maintain foreign
missions. This audit should include detailed
explanations of diplomats' salaries and expenses
abroad, compared to those of diplomats from other
middle- and high-income states. The Commission

believes that it is unacceptable for South Africa's
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diplomats to earn the same salaries as their
counterparts from the wealthiest countries in the

world.

South Africa's diplomatic interactions should include
experts from private commercial, banking and
scientific institutions. The department should gather
knowledge about, and coordinate interactions
between, local representatives from these sectors
and their international counterparts. This is
especially necessary in economic diplomacy, where
discussions of technical issues can be undertaken by
specialists who tend to share the same background

in education and training and are therefore well

positioned to reach an agreement on the practical
steps that need to be taken. Restoring the role of
technical and epistemic expertise in diplomacy is
vital for effective regional and international

cooperation and integration.”’

These changes within the Department of
International Relations and Cooperation are,
essentially, about organisational reform. The NPC
believes that the department's organisational
capacity should be strengthened considerably, to
focus on research and to reflect the changes under
way in the global political economy. On this basis,

the department should get appropriate training and

FIG 7.3 PROJECTIONS OF ECONOMY SIZES IN 2050 (US$ BILLION)
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education, deploy professional diplomats and train
or upskill political appointments, improve
communication and marketing, and develop an
effective interface with civil society and academia in

orderto build the required capacity.

Public diplomacy is fundamental to South Africa's
projection of soft power. Itisimportant to develop a
more sophisticated public diplomacy strategy that
encompasses more than a communications
function. Public diplomacy should use new media
and social networking, as well as people-to-people
initiatives. The NPC proposes that the Department
of International Relations and Cooperation adjusts
the country's foreign policy objectives to match
South Africa's position as a middle-income country.
Inthis respect, the department may wish to evaluate
the suitability of its current structure in terms of its
mandate and delivery needs. Such an evaluation
should look at the country's diplomatic footprint
across the world, and develop a more professional

diplomatic service.

The NPC has identified the need for greater
resources for research and analysis. It is suggested
that the department's research and analysis are
autonomous from the operational elements of
country-specific desks. The purpose of this unit
would be to focus on “big-picture” and “over-the-
horizon™ issues on international affairs, and provide
alternative analyses and options on specific
problems and incidents in the international domain.
The department should increase its focus on
economic diplomacy training and develop officials to
be specialists, rather than generalists in areas like
climate change, trade negotiations, peace and
conflict resolution and mediation, and human

security issues.

CONCLUSION
Since its historic elections in 1994, South Africa

enjoyed a significant presence in world affairs,

regional politics and in Africa. This general standing
declined in the region, on the continent and in the
world, but some of this decline has been halted by
the country's membership of BRICS. In more
specific terms, South Africa has declined in areas of
global competitiveness and business confidence.
Domestically, the historic phase of macroeconomic
stability and growth between 2000 and 2008 has
lowered poverty marginally, but failed to address
the growth of inequality and absorb more labour
into the economy. However, the country's
infrastructure is crumbling; it faces critical shortages
in new energy sources and unpredictable climatic
conditions have placed enormous burdens on our
agricultural production as much as they have on
access to potable water. To address these issues,
the NPC recommends that foreign policies be
based on immediate domestic demands, and on
regional burden-sharing on common resources,
like access to water, biodiversity, energy-
generation, increased functional integration
through trade and investment and efficiencies in the
transfer of goods, services and the movement of

people inthe region, on the continent and globally.

The NIPC is of the view that South Africa's foreign
relations and diplomacy must be informed by the
strategic interplay between political, economic,
security, environmental and human dynamics.
Positioning South Africa in the world must start with
establishing greater efficiency (and effectiveness) in
regional regimes and institutions (notably in SACU,
SADC and the evolving Tripartite Free Trade Area);
in the country's multiple international affiliations,
especially in the BRICS and the global south; in
multilateral relations; and in the institutions of global

governance.

As a middle-income African country, there needs to
be a more comfortable fit between critical domestic
socioeconomic demands, regional and continental

obligations and international cooperation through
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BRICS and the world. Foreign policies cannot be
disassociated from these demands and obligations.
They should be made through engaging with
domestic constituents like the business community,
the Development Bank of Southern Africa and arts,
culture and sporting bodies, which ultimately
constitute the relations between countries. In other
words, although the South African government
may negotiate access to global cultural exchange, it
is social movements that interact with their
counterparts in other countries. The government
must create an environment for businesses,
researchers and academics — the main drivers of
wealth and knowledge creation — to interact with
their foreign counterparts to improve the
intellectual resources and economic prosperity of
the country and the region.

If South Africa wants to eradicate poverty, reduce

NATIONAL DEVELOPMENT PLAN - 2030

inequality, build a capable state and a cohesive
society with high levels of trust among the
population, it needs to make its economy more
inclusive and accessible, and affirm the country's
identity as a leading presence in the region, on the

continentand inthe world.

International relations need to be grounded in
realities of the international competition for
resources that are, in some cases, scarce and
diminishing, and in other cases, unpredictable.
Foreign relations must not be approached as a
zero-sum game. South Africa has a deep history of
alignment and cooperation with countries of the
global south. The key is to make foreign relations
and multiple transnational affiliations work better for

South Africans, first.
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KEY POINTS

Respond systematically, to entrenched
spatial patterns across all geographic scales
that exacerbate social inequality and

economic inefficiency.

In addressing these patterns we must take
account of the unique needs and potentials
of different rural and urban areas in the
context of emerging development
corridors in the southern African

subregion.

The state will review its housing policies to
better realise constitutional housing rights,
ensure that the delivery of housing is to be
used to restructure towns and cities and
strengthen the livelihood prospects of

households.

Transforming
human

settlement and

the national

space economy

Active citizenship in the field of spatial
development will be supported and
incentivised through a range of interventions
including properly funded, citizen-led
neighbourhood vision and planning
processes and the introduction of social

compacts from neighbourhood to city level.

Planning in South Africa will be guided by a
set of normative principles to create spaces
that are liveable, equitable, sustainable,
resilient and efficient, and support economic

opportunities and social cohesion.

South Africa will develop a national spatial
framework and resolve the current
deficiencies with the local system of
integrated development planning and
progressively develop the governance and
administrative capability to undertake

planning at all scales.



INTRODUCTION

Where people live and work matters. Apartheid
planning consigned the majority of South Africans to
places far away from work, where services could
not be sustained, and where it was difficult to access
the benefits of society and participate in the

economy.

A great deal of progress has been made since 1994,
but South Africa is far from achieving the
Reconstruction and Development Programme
(RDP) goals of “breaking down apartheid geogra-
phy through land reform, more compact cities,
decent public transport and the development of
industries and services that use local resources
and/or meet local needs”. Despite reforms to the
planning system, colonial and apartheid legacies still

structure space across different scales.

For this reason, the Commission proposes a
strategy to address the apartheid geography and
create the conditions for more humane — and
environmentally sustainable — living and working
environments. It is a strategy that responds directly
to the South African Constitution, and especially to
the provisions in the Bill of Rights that affirm the right
of all to a healthy environment; access to adequate
housing; and access to basic services (Sections 24,
26&27).

The strategy is guided by the need to:

O Respond systematicall, and over time, to
entrenched spatial patterns across all geo-
graphic scales that exacerbate social inequality
and economicinefficiency.

Implement strategically chosen catalytic
interventions to achieve spatial transformation
in a manner that supports locally driven spatial
governance.

Achieve a creative balance between spatial
equity, economic competitiveness and

environmental sustainability.
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O Expand personal freedoms by providing the
residents of South Africa with greater choice of
where to live.

Support individuals, communities and the
private sector in engaging with the state on the
future of the spaces and settlements in which
they live and work while streamlining pro-
cesses to enable local governments to

implement strategic spatial interventions.

There are no quick fixes for transforming the
functioning of human settlements and the workings
ofthe space economy. There are powerful interests
concerned with maintaining the spatial status quo,
while the massive existing investment in fixed assets
means that transformation will invariably be
incremental. However, bold measures taken overa
sustained period could change the trajectories of
spatial development and could mean considerable
gains for ordinary citizens and for the national
economy. This process must start now to stop and
reverse the dysfunctional patterns that have

continued since 1994

A fundamental reshaping of the colonial and
apartheid geography may take decades, but by
2030 South Africa should observe meaningful and
measurable progress in reviving rural areas and in
creating more functionally integrated, balanced and
vibrant urban settlements. For this to happen the
country must:
O Clarify and relentlessly pursue a national vision
for spatial development
Sharpen the instruments for achieving this
vision
Build the required capabilities in the state and

among citizens.

Before addressing each of these three elements,

the chapter reflects briefly on the spatial challenges

confronting South Africa.




Consultation on this chapter included a number of
meetings with government departments, a
workshop with a cross-section of stakeholders,
including government, experts, associations and
industry bodies, as well as numerous discussions

with experts inthe field.

STORYLINES
The spatial challenges are discussed

below interms of five storylines:

resource extraction in the interior, for example, the
Maputo corridor, Coast2Coast, the Beira develop-
ment corridor and the Lobito development
corridor. Increasingly important, however, are the
north-south corridors, including the recently
identified development corridor from Durban to
Dar es Salaam, which extends through Gauteng,

Limpopo, Zimbabwe and Zambia.

FIG 8.1 THE SOUTH AFRICAN CONTEXT
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The national space economy needs to be

understood in terms of the southern

African subregion (see chapter 7, “Positioning South
Africa in the World"). Southern Africa is transform-
ing as cross-border trade increases and as
infrastructural networks become increasingly
integrated. The nature of the settlement system in
southern Africa is also transforming, with South
Africa's urban growth lagging compared to
countries such as Botswana, Zambia, Namibia,
Angola and Mozambique®. All of this requires a
strategic response, including a reorientation of
attention to rapidly growing cities in the subregion,
and greater attention to cross-border planning
issues including environmental protection, water

security, energy and transport.

The Spatial Development Initiative programme has
been important in supporting transnational corridor
development. Corridors in southern Africa have

mainly been east-west, linking port cities to

saldanha @
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b

Source: DBSA North-South Corridor

Atanational scale, South Africa's economic activity is
distributed across four metropolitan regions and a
network of cities, large towns and service centres,
all linked by established networks of connecting
infrastructure. However, the country also has a
dysfunctional and inequitable settlement pattern.
The challenges are that:
O Many people still live in poverty traps, including
the former homelands, where less than
30 percent of adults are employed (compared
with 55 percentinthe cities).
Orne in two households depends on social
grants or remittances, compared with one in six
incities.
Logistics and communication lines are long

because of sheer scale, making infrastructure

maintenance difficult and movement of goods

and people costly.
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Interconnected interventions are needed to tackle
these issues. These include economic solutions,
institutional reforms, changes to land management
systems and infrastructure investment. This chapter

focuses on the spatial aspects of these interventions.

The landscape has changed since 1994, producing
mixed results. The Gauteng city-region has
reinforced its national dominance and attracted
growing migration. The coastal city-regions have
performed less well, especially in terms of job
creation, largely because the manufacturing
industry has failed to gain traction despite the
apparent advantages of their location. The
performance of smaller cities has been uneven,
depending ontheir dominant industries. Many small
towns and rural areas have stagnated or declined as
agriculture and mining have gone through structural
changes, while others have developed dramatically
as economic activity has increased. Parts of the
former homelands are changing their economic
structure, supported by increased spending from
social grants which raises questions about long term
sustainability but does potentially open new

opportunities. This is occurring along major
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transport corridors, in developing tourism areas
and along national borders where trade and

transportare growing.

By 2030, a perspective on changing settlement
patterns must consider the distribution of, and
threats to, natural resources, and the spatial
implications of the emergence of green
technologies and green economies’. The
Commission has mapped the spatial dimensions of
these concerns. These include: biodiversity threats,
particularly in the Western Cape; stressed water
catchments; areas contributing disproportionately
to greenhouse gas emissions and air pollution such
as the Mpumalanga Highveld; new areas of
resource extraction including the Waterberg; and
areas most severely affected by climate change such
as the west of the country where rainfall is expected
to decline, and the interior of the country where an
increase in extreme rainfall events are anticipated.

These changes may alter the relative potential of
regions, including the Northern Cape, for example,
where large-scale investment in solar energy is

anticipated.

GIR

Data Source:
CSIR mesoframe, SACN settlements typology

Nelson Mandela Bay

SOURCE: Council for Scientific and Industrial Research, 2011
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Although we deal with the rural and the urban in
separate subsections, the distinctions between
these categories are blurred”. This is partly a legacy
of apartheid policies, such as forced removals and
restrictions on migration, which led to dense
settlements in rural areas, while labour controls led

to circular migration between rural and urban areas.

South Africa needs an integrated approach to this
interdependency and national territory issues. The
population have responded, and continues to
respond to changes in economic opportunity. For a
discussion on current and anticipated migration
patterns across South Africa, refer to chapter 2 on

demographictrends.

N

A

Map Scale 1: 6 200 000

(c) University of Oxford 2009

Community Survey 2007

and spatial data sourced

from Statistics South Africa

(c) Statistics South Africa 2009

The map above reveals the extent of spatial
disparities across South Africa. While rural areas are
the most deprived in relative terms, urbanisation of
poor households means that there is a growing
concentration of poverty in large urban areas in

absolute terms.

Differences and inequalities within rural
areas

Despite population shifts from rural to urban areas,
the health and wellbeing of the entire population still
depends on rural goods and services — food, water,
minerals, energy, biodiversity, natural and cultural

experiences, labour and land —and this will become
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clear inthe next few decades as resources become

more constrained.

International experience shows that rural areas play
a role in urbanisation. Urban areas are markets for
rural products and rural areas demand urban
goods. Early on, cities have limited capacity to deal
with large inflows of low-skilled migrants, so it is
important to provide security and services in rural
areas and to support agriculture. As urbanisation
grows, rural areas continue to provide the goods,
services and markets essential for the national
economy, but they also start to provide space for
economic activities that cannot survive in expensive

urban environments.
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These international observations apply to South

Africa, although there are also characteristics
specific to the country as a result of colonisation and
apartheid. Historically, rural populations were able
to subsist without support, growing their own food,
building their own housing and using local resources
for water and energy. As rural people became

crowded into reserves and homelands, the

productive base of many of

these areas was

undermined.

Today, 40 percent
of South Africa's
population lives in
rural areas, of which

a very small

proportion is self-
sufficient or
significantly involved in

agriculture.

Over the past two
decades, the productive
economy of rural areas has declined further, with a
sharp drop in agricultural employment. Reasons for
agricultural decline in the commercial sector and
changes in rural economic activity in the former
homelands are discussed in chapter 6 dealing with
an integrated and inclusive rural economy. Even
where agriculture has the capacity to provide
sustainable livelihoods for rural households, out-
migration will continue as urbanisation, which is a
global trend, increases and there are limits to the
ability of agricultural activities to support population
growth. However, rural areas cannot be written off
indiscriminately as spaces of social reproduction and
retirement with no economic prospects. There are
rural areas in South Africa that have experienced
significant economic growth. In some places,
especially near large metropolitan markets or along
transportation corridors, agriculture has expanded,

and other areas have potential that could be
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unlocked if policy shifts are implemented. There are
also signs of economic vibrancy in parts of the
previous homelands, in sectors such as retall,
transport and construction, as increased state grants
have expanded local circulation of money. These
successes need to be built on and new
opportunities explored while recognising the
danger of continued investment in settlements
which are unlikely to be viable without continued

financial support.

The economic base of rural areas and how
agriculture can be expanded to support more
people is examined elsewhere in the plan. This
chapter focuses on the spatial aspects of rural
development. These cannot be divorced from
other critical issues — institutional development,
land tenure reform, non-agricultural employment
and resource rights. Each needs to be addressed in
a comprehensive programme that restores rural
areas, and clearly outlines the role of the state and

local government, as well as capacity requirements.

The starting point is recognition of the extreme
differentiation within rural South Africa.
Typologies have been developed that differentiate,
for example, between the small market towns, agri-
villages, informal settlements, farm villages and
scattered homesteads in commercial farming areas,
and the peri-urban informal settlements, villages,
and scattered homesteads in former homelands.
This is a useful approach that points to the need for
differentiated planning responses in relation to
varying settlement types. However, there are other
dimensions of differentiation. For example, some
rural areas have declining or stagnant economies,
while others have local economies that are growing
even faster than those of large urban centres. Some
areas are receiving migrants and densifying, while
others are sources of out-migration and have
declining or static populations. Some rural areas are

well positioned in relation to nodes and corridors of



development across southern Africa while others
are extremely marginal. There are also huge
differences in terms of the types of economic

activity and the levels of poverty across areas.

More work is required to ensure that there is a
sufficiently differentiated understanding of rural
areas in South Africa so that interventions in support
of rural development will be sensitively attuned to
variant developmental conditions®. South Africa
must, for example, develop a better understanding
of the changing demographics of who stays, who
leaves and who returns and what impact that has on
the nature of the household structure and livelihood

opportunities across the typologies.

The spatial concerns in relation to rural

developmentinclude:

o The high cost of providing services and
infrastructure in rural areas, and especially in
places that are remote and have low population
densities.

o  The continued densification of rural settlements
where there is access to good transport
services. Many of these settlements have
population densities approaching that of urban
areas but lack the suitable mix of land uses and
'urban' economic activities to support local
economies, and the necessary infrastructure
and governance arrangements to manage this

change. A large proportion of people living in

rural areas live with strong urban expectations,

further complicating the interventions required.
The current framework governing land use in
traditional areas is not working. In particular, it
discriminates against women’.

The spatial opportunities in sectors including
agriculture, mining, tourism and renewable
energy that remain unrealised because of the
lack of connecting infrastructure.

The large areas of high-potential agricultural
land that are grossly underutilised, particularly in
traditional areas.

The damage being done to high potential
agricultural land and related ecosystems
through short-term mining activities.

The failure of the land-reform programme to
take proper account of spatial potentials.
Successful agricultural production requires
suitable land that is well located in relation to
major markets and agro-processing chains.
Many land-reform initiatives have been in areas
that are marginal to markets with insufficient
development, for example, in peri-urban
agricultural zones’.

A lack of focus on infrastructure that connects
producers to markets to protect producers and
consumers from external shocks and rising
transport costs.

Weak mediation mechanisms to resolve spatial
conflicts involving tourism, agriculture, mining
rights, and protection of biodiversity. These are
becoming increasingly acute as natural

resources are depleted.
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Urban inefficiencies

Most South Africans live in a complex network of
towns and cities, which generates about 85 percent
of all economic activity. Urban areas vary
enormously in relation to such factors as spatial
form, economic base and institutional strength and,
as with rural areas, it is important that a one-size-
fits-all approach is not taken. The government and
the private sector should understand the distinct
challenges and potential of different areas and

respond with a location-specific approach.

Towns and cities are connected in varying degrees
into wider urban systems and their development
reflects global and local forces. Economic activity is
becoming consolidated in the largest cities.
However, other activities including in highly skilled
professional services are decentralising partly as a
result of information and communication
technology (ICT) and lower transport costs,

creating opportunities for smaller urban centres.

A major trend is the development of city-regions
that extend beyond individual municipalities. This
offers opportunities but also complicates urban
planning and management. In particular, decision-
making around land-use management and the
coordination of development initiatives are greatly
affected by the blurring of boundaries. Institutional
structures that ensure greater collaboration and
harmonisation of plans must be considered. The
Gauteng city-region and embryonic city-regions
around port cities are cases in point, requiring new

collaborative approaches.

Towns and cities are affected by a range of

challenges:

O Despite slower urbanisation than in other parts
of Africa, another 7.8 million people will be
living in South African citiesin 2030 and a further
6 milion by 2050, putting pressure on

municipalities to deliver services. A large
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proportion of new urban residents will be poor,
reflecting a phenomenon referred to as the
urbanisation of poverty.

In particular, the number of young people in
cities is growing rapidly. These youth are largely
in the working-age category and mainly
unemployed or involved in marginal enterprise.
This requires a positive response, as
disenchanted youth are both a hazard and a lost
resource to society.

South Africa's towns and cities are highly
fragmented, imposing high costs on households
and the economy. Since 1994, densities have
increased in some urban areas and there has
also been partial regeneration of inner cities,
coupled with the growth of housing ownership’
but, overall, little progress has been made in
reversing apartheid geography.

The growth of property value has led to an
overall average house price that has made
housing unaffordable to many South Africans,
and has further excluded participation in the
property market by historically excluded
groups. The growth has largely benefited
middle- and higher-income groups.

There is an insufficient understanding in policy
of the informal and adaptive strategies and
livelihoods of the poor. The relationship
between where people live and how they
survive is often overlooked.

Transportation networks are critical to the
spatial transformation of urban areas. There has
been progress in some cities in delivering new
public transport infrastructure, but the major
shift from supporting private cars to
incentivising public transport is yet to happen,
and insufficient attention has been given to
integrating modes of transport and
coordination across municipalities.

Although cities are generally more resource
efficient than scattered settlements, their

concentration requires the development of



large sources of energy and water and good
transport connections which can place strains
on the surrounding natural environment. If this
is not resolved, cities face varying degrees of
water stress, food insecurity and power
shortages. Future development depends on
the ability of towns and cities to become less
resource intensive. The concentration of
people, industries and infrastructure in urban
areas presents opportunities to use resources
more productively. There are also
opportunities to create greener urban spaces,
even inthe densest areas.

Towns and cities are not productive enough
and do not generate sufficient jobs. While most
of the larger cities have performed better than
smaller cities, their growth has been
disappointing. Manufacturing has performed
especially poorly. There is also little support for
the informal economy, while township
economies are unable to retain local spending
power or attract productive investment.

Many of the challenges are not a result of a

vacuum in policy, but rather insufficient

FIG 8.4. SOUTH AFRICAN INDEX OF MULTIPLE DEPRIVATION (2007)

A single mother of four children aged between three and 12

lives in Tembisa with her mother. She spends nearly five hours
each day commuting to and from work in the Pretoria suburb
of Brummeria, where she is an office cleaner. The journeys cost
nearly 40 percent of her monthly salary of Rl 900. She leaves
home at 05:00 to be at the office at 07:30, starting with a 2
kilometre walk to the taxi stand, which takes her to the train
station. In Pretoria, she takes another taxi to Brummeria. After
leaving work at 16:00, she may not get home until 19:00, as the
trains are often late. She spends over R700 a month on

transport and nearly 100 hours on the road.

institutional capacity, a lack of strong
instruments for implementation and a lack of
coordination. There is also a critical lack of trust
between different interest groups which
reduces the willingness of economic players to
commit to the kind of long term investments
which are needed to generate jobs and the
economic returns that would support

sustainable urban growth.

Source: The South African Cities Network'®

CHAPTER 8: TRANSFORMING HUMAN SETTLEMENT 267




268

THE ACCOMMODATION CONUNDRUM

South Africa is faced with addressing the
accommodation needs of the mass of its population
in a way that builds long-term settlement
sustainability and strengthens the capabilities and

livelihood prospects ofits citizens.

In 1994, South Africa’'s new housing policy was
launched, with the housing capital subsidy scheme
as its instrument. The Department of Human
Settlements estimates that 3.2 million subsidised
units have been completed / are in progress for
poor families: a considerable achievement. The
programme enabled home ownership with title
deeds being transferred to the beneficiaries. At the
same time, access to basic services expanded —
97.7 percent of households have access to water
and 82 percent have access to sanitation and

75.8 percentto electricity' .

The housing policy has been a learning
process. The release
of a revised policy in
2004,
Breaking New Ground,

known as

followed a growing
recognition that the

programme often

resulted in poor-
quality units; uniform
and monotonous
settlements on the
urban edge; the
concentration of the
very poor in new

ghettoes; and poor-quality
residential environments without the necessary
social facilities and supportive infrastructure.
Unwittingly, post-apartheid housing policy had
reinforced apartheid geography.

Other shortcomings became apparentas the

NATIONAL DEVELOPMENT PLAN - 2030

programme approached its first decade. These

included:

O The scale of the housing problem — indicated,
for example, by the growth of informal
settlements in areas of economic opportunity —
was increasing despite the delivery of RDP
houses.

O Agrowing recognition that the programme was
a blunt instrument in response to the diverse
housing needs of individuals and households. It
was unable, for example, to respond to
individuals who did not qualify for the subsidy
and who were also unable to access the limited
range of housing products available in the
market. It failed to address the importance of
rental accommodation in a context of
household mobility and transience. Despite the
intention to bring private-sector finance into the
lower end of the market, very little was
achieved as investment risks remained high.

O The programme gave insufficient attention to
the workings of the market, including the rental
market. Beyond the state programme, the
extension of property finance for the lower end
of the housing market was muted, with very
limited growth in the secondary market at the
lower end. It did not adequately transform the

apartheid neighbourhood geographies.

Breaking New Ground attempted to address these

concerns by “utilising housing as an instrument for

the development of sustainable human settlements,
in support of spatial restructuring”. In particular, it
emphasised:

O Theneedfor better-located mixed-income and
mixed-use housing projects by extending the
scope of the project-linked subsidy
programme.

O More diverse housing forms by structuring new
programmes, including tackling informal
settlement upgrading as a recognition of entry

into the incremental housing-delivery process.



O Greater attention to social and rental housing as
mechanisms to revitalise depressed property
markets including the lower-end rental market.

O Accrediting municipalities with the housing
delivery function to effect improved integrated
settlement development; and linking job
opportunities and work creation with housing

development processes.

This approach was reinforced in 2009 with the
creation of a Department of Human Settlements
and the adoption in 2010/1| of the President’s
delivery agreement on “sustainable human
settlements and improved quality of household life”
(outcome eight). Important elements included:

O The commitment to upgrade 400 000
households in well-located informal
settlements with the assistance of the National
Upgrading Support Programme by 2015.

O The emphasis on increased social housing
delivery and inducements on affordable rental
accommodation.

O The unlocking of well-located land, especially
state-owned land, for affordable housing.

O Mechanisms to induce improved performance
of the lower end of the property market,
including those that increase private finance to
the bottom end of the affordable market

segment.

The Commission acknowledges the positive
direction that human settlement policy has taken
since the introduction of Breaking New Ground and
believes that the full implementation of outcome
eight will make a major contribution to housing
delivery. There are, however, a number of challenges
requiring special attention if the delivery of housing is
to be used to restructure towns and cities and to
strengthen the livelihood prospects of residents: *
o Circular migration and households with more
than one house make it difficult to understand

the real demand for housing.

O Providing
housing
could help
people
earn an
income from
home.
However,
there is a lack
of clear policy
on home-
based
income
generation.

O State-provided houses are not being integrated
into the property market because there is a delay
in registration and issuing of title deeds, and
households are not allowed to sell their sub-
sidised houses for eight years after receiving it.

O Private investment into housing at the lower
end of the market is very slow, although there is
evidence of effort and resources for beneficiary
residents in transforming their homes .

O There is a growing gap market as many
households with an income above the
threshold for receiving a subsidised house have
neither access to a private bond nor adequate
government support .

O Inadequate attention is paid to rental
accommaodation across income bands. There is
not enough incentive for public and private
investors to invest in rental housing. The
government lacks operational capacity to
manage rental stock.

O Despite efforts to transform South Africa’s
urban areas, many housing projects do not
create efficient urban spaces.

O There is a lack of enabling policies and
implementing instruments to support the
development of an appropriate housing mix in

inner cities.
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Despite improvements in state-subsidised
housing, projects are not achieving living areas
with different types of housing for different
income groups, supported by schools, clinics,
businesses and job opportunities.

There are growing housing backlogs in areas of
economic growth and in-migration, with a
disproportionate number of new houses in
areas of little or no growth. This indicates poor
spatial targeting of housing projects.

In general, the focus remains on housing rather
than on developing quality environments for
low-income communities, supported by the
necessary physical, social and environmental
services.

Despite improvements, the existing housing
subsidy system continues to fund top structures
(houses) rather than producing quality public
spaces and infrastructure in the area.

Breaking New Ground emphasises affordable
inner-city housing. However, municipalities
continue to focus on providing individual
ownership units where it is easy to meet
numerical targets. This is largely because policy
and funding instruments for affordable inner-
city accommodation have not been accessible.

The National Upgrading Support Programme,
which aims to upgrade informal settlements,
has made slow progress due to rigid local
regulations, ambivalent attitudes towards
informal settlements in parts of government,
and a lack of capacity to upgrade such
settlements (see box below on informal

settlements and livelihoods).
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Addressing the challenges

The housing issue is complex and needs to be
addressed through a cumulative process of reform.
There is tension between the need to address
housing backlogs quickly and affordably, and the
need to provide housing to create well-functioning,
high-quality human settlements that will offer
greater opportunities for income generation and
human development. It is the Commission’s view
that a long-term perspective on spatial
transformation must be kept in mind at all times

while addressing short-term needs.

There is a need to find the correct balance between
protecting property rights of vulnerable individuals,
protecting state investment, allowing integration of
state-provided housing into the property market to
stimulate the secondary housing market and
ensuring locational flexibility for housing

beneficiaries.

To achieve this, there is a need to debate the
appropriate role for government and other actorsin
realising the constitutional right to housing and
developmental goals, such as improving income
through job creation, providing livelihood support
and creating environments that facilitate human
development. Large amounts of money have been
spent on the housing sector but major problems
remain. The system of state-provided housing has
benefited many poor households but may have
undermined the incentive for people to upgrade
their own housing circumstances and may have

increased a dependency on the state for the supply

of private goods . A national discussion is required

on the future funding of housing in South Africa, and
on the respective roles of the state, the private
sector and individual households in providing
housing and creating integrated and sustainable

human settlements.




ADDRESSING CHALLENGES OF
AFFORDABILITY FOR HOUSEHOLDS IN THE 'GAP MARKET'

Fifteen percent of households in South Africa have access to bond finance. Around 60
percent of households qualify for subsidised houses, leaving a group representing
approximately 25 percent that does not qualify for a fully subsidised house, yet does not
earn enough to qualify for a bond. This segment is known as the gap in the housing

market.

The Department of Housing first introduced the Finance Linked Individual Subsidy
Scheme (FLISP) in October 2005 to provide assistance to households earning from

R3501 to R7000 per month. The programme was revised significantly to take account of
lessons learned and expanded to include beneficiaries earning up to R15 000 per month.
Under the revised programme, households earning from R3 501 to R7 000 qualify for a
serviced stand in a housing project if they are unable to secure mortgage funding to buy a
complete product. Households earning from R7 001 to R15 000 per month qualify for
financial assistance to be able to repay their bond. A mortgage-guarantee fund was also
introduced to reduce the lending risks of banks in this sector. Limited stock is however

available in this segment of the market.

A market where only |5 percent of households are able to take care of their housing
needs independent of the state, points to market failure. A recent dialogue on housing-
infrastructure finance highlighted that there are layers of individual failures that result in

unaffordable housing for a large part of the population.

Particular aspects that require unpacking, which affect housing prices, include:
Bureaucratic delays in approval of new development applications that increase the
holding cost of land.

High demand for well-located land pushes up the price.

Availability of bulk and link infrastructure often also leads to delays in
implementation and present high costs to developers if additional services need to
be installed to unlock development.

Views from private developers that inclusion of products affordable to the gap
market will increase their risk and compromise project viability.

Households falling within the particular income bracket are not necessarily ready to
commit to a fixed location for a period of 20 years and the transaction costs
associated with sale and transfer of fixed residential property is high. Very limited
support is available for this group to access affordable rental to allow a more flexible

location until they are ready to invest in property for the long term.
It is important to address all of the above in the medium to long term. In the short term,

it will be important for the state to alleviate the symptoms of market failures by

supporting households to access shelter affordably.
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The current housing programme is costly, with an
estimated R300 billion required to address the
current 2.1 million backlog in housing units.
However, spatial transformation and meeting the
settlement needs of the poor is invariably expensive
and fiscal concerns cannot be the only issue
considered when reviewing the programme. The
critical concern is whether the current programme
is effectively targeted. More attention must be paid
to aspects of human settlement apart from top
structures, including public infrastructure and the
public environment. Are there other ways to
support household shelter while directing attention
to the full range of factors that make up sustainable

settlement?

The Commission envisions a revised approach to
human settlement, in which the state properly fuffils
its obligation to providing high-quality public
infrastructure and environments, while also
supporting and facilitating low-income households
in acquiring adequate shelter. How this will be
realized requires detailed technical work, led by the
Department of Human Settlements, but there is an
urgency to the matter as the current trajectory of
housing provision must be changed if the overall

objectives of human settlement transformation are

to be achieved. In part the solution may come from

Q “—x a more innovative application of the instruments

available by provincial and local
governments, but there is a need for new
instruments that will incentivise and
complement investment by
households, such as housing
vouchers that are not spatially
tied as well as a need to
reorient funding towards
public infrastructure and public

environments.

The development of new

housing stock is severely
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constrained by the failure of municipalities to
provide bulk infrastructure proactively. In part this is
due to planning and management failures at
municipal level (discussed in more detail in chapter
I3) and, in part, due to gaps in the municipal
financial framework (addressed in chapter 4). The
housing challenge is therefore closely related to the
need to provide access to basic services. Despite
the achievements in this area since 1994, access to
adequate housing, reliable electricity, safe water
supplies, accessible public transport and hygienic
and dignified sanitation facilities remain a daily
challenge for many South Africans, particularly in

poor rural and peri-urban communities.

These challenges will only be resolved if their
underlying causes are addressed. Priority areas
include:

O Affordability of services for poor households.

O Poorly managed municipalities, with limited
human and financial resources.

O Failure of municipalities to develop bulk capacity
to supply all the networks from which
households get their services or to develop
housing areas where adequate infrastructure is
available.

Uncontrolled use by some households.
Inadequacies in the maintenance of

infrastructure and lack of reliable data.

There are particular problems in the distribution of
electricity, the quality of water supply, the
integration of new public transport networks, and
the reduction of waste-to-landfill, which require
urgent attention. Municipal spatial planning is often
inadequately linked to investment decisions around
bulk infrastructure, and this points to the need to
improve the capabilities for spatial governance as
well as to revitalise the municipal integrated
development planning processes and transform it
into a practical instrument to guide municipal

investment.



Informal settlements provide new migrants and the urban poor an affordable point of access
into towns and cities, although they are also associated with high degrees of physical and

social vulnerability.

Part 4, Volume 5 of the Housing Code (2009) points to the role of informal settlements in
including households that did not qualify for housing subsidies by providing funding for area-
based upgrades, in addition to household-linked subsidies. Outcome eight recognises that
informal settlements provide land and urban opportunities for the poor, but implementation
remains slow. The reasons for this are diverse. There is an ambivalence across government
towards how to address the upgrading of informal settlements,and the mechanisms for the in
situ upgrade of informal settlements have yet to be fully developed. The institutional
capabilities to manage processes such as incremental tenure, infrastructure and shelter
upgrade and the development of appropriate regulations, in a participatory and empowering

way, have yet to be developed.

Wherever possible, upgrades should happen in situ, or at least with minimum disruption to
existing communities. In South Africa, many provinces and local authorities still revert to
conventional approaches to land development. Decisions on where upgrading should happen
is often contentious. In many cases relocations happen where more creative solutions to

land rehabilitation could be found.

There are local examples of upgrading projects, but results have been uneven and

inconsistent and there is a need for a systematic assessment of results.

Informal settlements are highly differentiated in terms of history, location, levels of

vulnerability and social structures, and so generalised solutions should be avoided. There is,

however, a general lack of adequate information about the nature and conditions of each of
the informal settlements, which would allow for tailored solutions,and would enable a more

strategic use of resources.
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Weak capabilities for spatial governance

Renewed effort is needed to ensure that national,
provincial and local government work together in
reshaping the built environment to achieve smarter

andfairer development.

South Africa's intergovernmental system of spatial
planning has been slow to develop and
coordination has been poor. The complex division
of powers and functions between local, provincial
and national government has contributed to the
problem and, in addition, ambiguities in the

Constitution about who is responsible for spatial

planning have created uncertainty.

The planning system

has cemented
municipal and

provincial

boundaries,
making it almost
impossible to plan
across borders or
to collaborate between
one province or
municipality and another. This
has hindered development
planning as many developmental issues,
such as environment, transportation and economy

issues, straddle political boundaries.

There are added complications within each level of
government. Spatial planning is dispersed across
national ministries'’, and is subject to parallel and
sometimes conflicting legislation. The legislation
that regulates land-use management is largely
unreformed and dates back to apartheid. Without a
guiding framework for national spatial
development, ministries and state agencies
sometimes operate at cross-purposes. For
example, policies on the use of surplus state-owned

land are inconsistent.
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Provincial land-use management functions overlap
with municipalities, creating confusion and conflict.
Provinces are largely responsible for overseeing
economic activities such as agriculture, tourism and
environmental management. However, lack of
capacity has delayed development and reduced the
quality of the provincial growth, and coordination
strategies for development. The divide between
managing development and the environment, and
promoting economic investment is a design flaw in
the planning system, making it difficult to strike a

reasonable balance.

Municipal integrated development plans (IDPs) vary
in quality. One of the problems with IDPs at
municipal level is there is no effective system for
themto gain the national and provincial support that
they require to be meaningful. IDPs also depend on
robust capacity within municipalities for both
planning and implementation, which is often
lacking. Some municipalities have gone beyond
IDPs and related spatial development frameworks
by developing long-range strategic plans and more
detailed plans, even down to the level of urban
design. However, many municipalities are still
struggling to produce credible IDPs. A handful of
municipalities are ready to introduce new
instruments to shape space, such as value-capture
instruments, but most require continued supportin

developing basic plans.

Inefficiencies in processing planning applications
have sometimes deterred job-creating investment.
The costs associated with long approval processes
are carried by the private sector with negative
consequences for growth and job creation. The
planning system does not distinguish between
procedural requirements for small municipalities
that receive only a few large applications and big

metropolitan authorities that get many.



Municipal planning responsibilities were recently
clarified by a Constitutional Court judgment, but
urgent action is needed to bolster local
government's capacity to fulfil these functions. The
proposed Spatial Planning and Land Use
Management Act provides a framework for spatial
planning and land-use management towards spatial
transformation, but more fundamental changes will
be required in areas that go beyond the mandates of

the department that sponsored the act.

Difficulties for the planning system include:

O Ambiguity and contest around the
developmental role of traditional authorities.
Poor cross-boundary coordination.
Autonomous transport systems.

Legal complexities for municipalities to acquire
and swap land parcels.

O Disparate funding streams, which complicate
integrated development.

O Planners (and other development and built
environment professionals) who lack an
understanding of economic principles, market
forces and commercial realities to negotiate
better development outcomes, and also of
informal livelihood practices and the challenges
these raise for flexible and empowering

regulation.

One of the consequences of weak spatial
governance is that spatial planning has tended to
follow patterns set up by private-sector investment.
While the private sector has a role to play, the
overall pattern of spatial development should be
shaped by the long-term public interest, and so the
capability of the state to engage with the private

sector must be improved.

The weaknesses in capacity relate to
implementation structures and planning. A lack of
effective project preparation and project

management skills, including thorough pre-

feasibility and feasibility work, causes service-
delivery backlogs, poorly conceptualised projects,

and failure to spend allocated budgets.

Sound spatial governance requires strong
professionals and mobilised communities. Many
municipalities struggle to appoint qualified planners
and urban designers, who are in short supply and
are often not considered a priority. As a result,
quality standards are sometimes poor, and because
opportunities are limited, too few people study
planning and urban design. Low capacity aggravates
the lack of citizen engagement in neighbourhood
planning and development. There are few
examples of communities initiating their own
planning and problem-solving, and these efforts are
often stalled due to the government’s inability to

engage and respond.

There are pronounced limitations on citizen action
at individual and community level. Although IDPs
are required to be participatory, engagement in
planning processes and joint problem-solving often
happens at a superficial level. Participatory
processes are often formulaic and compliance-
driven, and there are few incentives for citizens to
engage in community-building. Citizen
dependence on a state with limited capability leads
to confrontational protests by individuals who are
waiting for the state to provide houses and services.
Simply providing the opportunity for local
communities to take part in preparing their own
plans may create new forms of inequality as better-
resourced communities are far more likely to
respond to the opportunity. A differentiated
approach to spatial planning is required which
allows simple approaches to be adopted in
uncontested areas but provides for mechanisms to
address the conflicts that are likely to emerge in

other cases more speedily than at present.
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WHY IS TRANSFORMATION SLOW IN SOUTH AFRICA?

There is now wide agreement that spatial transformation in the democratic era has been

slower and more ambiguous than initially anticipated. In accelerating spatial

transformation towards 2030, South Africa needs a proper understanding of why

expectations have not been met to date. Analysis points to the following reasons,

amongst others:

There are powerful interests at all levels concerned with maintaining

the spatial status quo. Spatial patterns reflect, to a large extent, historical and

current power relations. They change gradually over time in response to shifts in

political and economic control. Major changes to spatial arrangements are likely to

provoke resistance from those who have a vested interest in maintaining the

existing pattern. This is apparent at all levels, including at the community level

where the so-called NIMBY (not in my backyard) response makes the goal of

social and income integration in the built environment very difficult to achieve.

Spatial planning interventions that could override some of the NIMBY and private

sector objections to developments that could support greater spatial equity are

still weak.

The diverse (often contradictory) spatial effects of economic and social

policies. Spatial change is the outcome of diverse social, economic, institutional

and political processes. In South Africa, policies and programmes in areas including

trade and industry, transportation, environment, housing, health, education,

infrastructure have not been scrutinised for their spatial implications, and there has

been no sustained effort to achieve spatial alignment.

The lack of an overarching strategic approach to spatial development.

The responsibilities for spatial planning remain institutionally fragmented across

various departments, while spatial planning does not have significant institutional

force within the governmental system.

CLARIFYING THE VISION
A vision for spatial futures needs to be inspiring but
also believable, and should emerge from a process

of consensus-building.

Inthis section, the Commission proposes:

O A set of overarching principles for spatial
development.

O A process of vision-building through the

development of a national spatial framework.
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O A national discussion on the future of towns,

cities and rural settlements.

While we envisage the vision unfolding as a process
of creative dialogues, we also suggest elements that
we have tested with a range of stakeholders. The
Commission provides, for example, a proposed
schema for spatial targeting that indicates where
investment should be focused, and we identify
elements of the existing broad consensus for

transforming towns and cities.



Overarching principles for spatial

development

All spatial development should conform to the
following normative principles and should explicitly
indicate how they would meet the requirements of

these principles:

O  Spatial justice. The historic policy of confining
particular groups to limited space, as in
ghettoisation and segregation, and the unfair
allocation of public resources between areas,
must be reversed to ensure that the needs of

the poor are addressed first rather than last.

O Spatial sustainability. Sustainable patterns of
consumption and production should be
supported, and ways of living promoted that

do not damage the natural environment.

o

o

Spatial resilience. Vulnerability to
environmental degradation, resource scarcity
and climatic shocks must be reduced.
Ecological systems should be protected and

replenished.

Spatial quality. The aesthetic and functional
features of housing and the built environment
need to be improved to create liveable, vibrant
and valued places that allow for access and

inclusion of people with disabilities.

Spatial efficiency. Productive activity and jobs
should be supported, and burdens on business
minimised. Efficient commuting patterns and
circulation of goods and services should be
encouraged, with regulatory procedures that
do not impose unnecessary costs on

development.

MAKING THE CASE FOR A NATIONAL SPATIAL FRAMEWORK

South Africa needs a spatial vision to inform development policy, specifically to:

Tackle inherited spatial divisions. South Africa’s spatial structure perpetuates
exclusion. Distorted growth patterns cannot be ignored. They also worsen economic
and logistical inefficiencies.

Unlock development potential. Many places are not growing economically because
of a lack of infrastructure, inadequate skills, poor innovation capacity and weak
governance. The locked-in potential of these areas could be released through targeted
investment in economic and social infrastructure and institutional support.

Guide and inform infrastructure investment and prioritisation. A spatial
investment framework is needed to support growth and inform the long-term
infrastructure investment strategy.

Manage contemporary economic and demographic shifts. Economic dynamics
are produced by concentrating productive activity, entrepreneurs, workers and
consumers in a place without congestion.

Facilitate coordination between parts of government and other agents. Spatial
policy could be used to bring different actors and interests together to define a common

future binding all sectors locally, provincially and nationally.
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Develop a national spatial framework

Spatial policy seeks to coordinate and connect the
principal decisions that create and shape places to
improve how they function. Spatial policy does not
operate in isolation — unaided it cannot transform
the country’s economic geography or promote
growth. However, spatial policies can make a
difference when they are integrated with plans for
tangible public and private investment that are
sustained over time, and carefully adapted to the
needs and opportunities of specific places. Good
spatial planning also builds communities and

improves social cohesion.

Spatial policy can be used to strengthen ties with
neighbouring states by guiding measures to
improve cross-border infrastructure connections,
ensure better integration and management of a
wider network of human settlements and support
the sharing of economic assets to secure
economies of scale. To achieve this, a transnational
spatial framework for southern Africa should be
developed, which might eventually be integrated
within an Africa-wide spatial framework. This s,
however, likely to be complex, poliically and
institutionally, and should not delay the concurrent
preparation of a national spatial framework for
South Africa.

The development of the national spatial framework
needs to involve the government, business and civil
society to create a shared perspective. In identifying
key elements of a common vision, lessons can be
learnt from an earlier attempt to address such
concerns — the National Spatial Development
Perspective. It focused on the tough choices facing
costly public investments, but it took a narrow view
of the development potential of different places.
Recent data has highlighted trends that illustrate the
need for an ongoing process of spatial
management. Given the complexity of the task, and

the need for a fully participatory process that
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properly involves departments and agencies with a
mandate for spatial development, the Commission
does not present a national spatial framework in this
chapter. Rather, we suggest some elements for
inclusion in the framework and propose the
institutions and processes necessary for the work to

start.

The challenge of spatial disparity is one of the most
difficult issues that the framework would have to
confront. Economic development is uneven, with
some places growing more quickly than others.
National spatial policy needs to support the major
centres of competitiveness where jobs can be most
efficiently produced. However, there are
opportunities and growth dynamics to be unlocked
within currently lagging regions. South Africa
should:
O Develop governance capabilities and creativity
inall regions, and in lagging regions in particular.
O South Africa should implement its plans to
invest in connective infrastructure that would
integrate lagging regions into the economic
core.
O Invest in infrastructure and services that
enhance labour mobility in search of jobs, such

as education, training and transportation.

The development of a national spatial framework,
as well as ongoing spatial management, must be
supported by integrated national system of spatial
data infrastructure. There are a number of initiatives
in the public and private sectors to collect and
analyse data at national level, but these are not well

integrated and there is duplicated effort.

A national spatial framework cannot and should not
address the details required within provincial and
municipal spatial development frameworks. It can,
however, offer broad principles for provincial and
local development. An important principle is spatial

differentiation. Spatial planning should recognise



and respond to differences between places. Spatial
typologies used by the government usefully
differentiate between categories of settlement, but
they are not sufficiently nuanced within each
category. For example, there are considerable
differences in informal settlements. Those closer to
urban centres often house young unemployed
males looking for jobs, while those towards the
urban periphery often have a more stable
population with a high percentage of women and a

. . 18
greater needfor social services .

The framework should also deal with areas of
national importance and develop specific
programmes to support them. Territorial plans of
this nature would work best in South Africa if they
are supported by a spatial fund that can direct
support to specific areas to address specific spatial
objectives. The development of such a fund would
need to be part of a process that interrogates the
fragmented fiscal arrangements for spatial
development in housing, infrastructure and

neighbourhood development.

The proposed national schema for spatial targeting

(provisionally mapped) is illustrated and discussed
below.

O National competitiveness corridor. The
corridor of logistics hubs, road, rail, fuel and other
infrastructure, including and connecting Gauteng
and Durban, is vital to the future of the national
economy, and should be designated as a national
competitiveness corridor. It accounts for about
46 percent of gross domestic product (GDP), and
would build on the Department of Transport’s
2050 Vision for the Durban-Gauteng freight
corridor. The corridor should be integrated as part
of the anticipated transnational Durban-Dar es

Salaam corridor.

O Nodes of competitiveness. Clusters of
localities that account for at least 5 percent of GDP
or jobs have experienced higher than average
growth since 1994, or have the potential for high
growth in future. Special attention must be given to
their efficient development and to creating and
retaining economic value. The Cape Metropolitan
region, which produces about | | percent of GDP
and eThekwini, which produces about 9 percent,

are obvious candidates, although the latter is

Source: National Planning Commission, 2012
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already incorporated within the corridor. With their
ports and industrial and agro-processing hubs, the
Eastern Cape's two metropolitan regions could also
enhance national economic prospects. Collectively,
these regions contribute about 4 percent of GDP
These regions have not performed optimally since
1994, but with targeted support, their performance

and contribution could be improved.

O Rural restructuring zones. Some rural areas
have large populations that are experiencing
change, for example, new settlement formation.
Such areas need management, institutional
development, land and tenure reform,
infrastructure provision and economic stimulus.
They include the more densely populated parts of

the previous homelands, where there is population

dynamism and sufficient numbers to provide the

basis for viable markets. There may also be areas
with agricultural, tourism or mining potential.
Almost all provinces have areas that fall within this
category, but the zones should only be designated

after careful consideration against a set of criteria.

© Resource-critical regions. These regions have
natural resources that provide ecosystem lifelines to
the country and may require specific policies to
ensure their sustainability. They may include areas
of highly valued mineral resources (the platinum
belt); areas of great importance for biodiversity (the
Western Cape); and critical water production areas
(various catchments along the Eastern Escarpment).
Regions with competition between development
and environment, or between competing
environmental uses (the Mpumalanga Highveld)

may also fall under this category.

O Transnational development corridors. These
corridors are critical to creating an integrated
southern African economy, which require specific

interventions around economic stimulus and trade
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and transport networks. The corridors between
Gauteng and Zimbabwe, and Botswana and
Mozambique are likely to be recognised as the

primary transnational development corridors, and



should be integrated within the corridors supported
through the Strategic Development Initiative

programme.

Special intervention areas. These areas
require particular forms of state support for
specified periods. They include:

Job intervention zones. Areas that have lost
more than 20 percent of their jobs over the
past decade, with significant losses to the
national economy. The state may seek to
stimulate the growth of new sectors, develop
new skills or, in extreme cases, promote out-
migration. Areas of concern include
agricultural districts in the Western Cape, the
Free State goldfields, the Newcastle-

Dannhauser region in KwaZulu-Natal, and

Growth management zones. Areas of rapid
anticipated growth that may require special
planning and management. For example,
rapid new growth is anticipated in the
Waterberg region in Limpopo as a result of
new mining development and related
industry such as petrochemicals, and around
Saldanha in the Western Cape due to
resource-related port and industrial

development.

Green economy zones. These zones have
proven potential to create “green jobs”,
where short-term state intervention could
leverage significant private development. For
example, areas in the Northern Cape offer

potential for solar and wind energy.

the far west Witwatersrand.

PROPOSED INFRASTRUCTURE PROJECTS IN
THE NATIONAL SPATIAL FRAMEWORK

The government recently adopted an infrastructure plan that is intended to transform the
economic landscape of South Africa, create a significant number of new jobs, strengthen the
delivery of basic services to the people of South Africa and support the integration of African
economies. This single common infrastructure plan will be centrally driven and monitored. It
will allow for a planning framework that goes beyond a single administration to avoid stop-start
patterns through a 20-year project pipeline with five-year priorities. The first set of priorities
will include 17 projects. Priority projects will need to catalyse and enable socioeconomic
development and cut across development areas,and include all provinces. Particular projects of
note for the overall spatial structure include the geographic and spatial projects that include
the unlocking of the Northern Mineral Belt with the VWaterberg as the catalyst; the Durban-Free
State-Gauteng logistics and industrial corridor; south-eastern node and corridor development
that improves Eastern Cape access into Kwazulu-Natal; improved rail capacity between the
Eastern Cape and Northern Cape; acceleration of investments in road, rail and related
infrastructure to unlock economic opportunities in the North West Province; the Saldanha-
Northern Cape development corridor; integrated municipal infrastructure projects to assist
the 23 least-resourced districts with infrastructure;and a project to transform space and public
transportin large urban areas.

The national spatial framework must take account of these proposals, indicating the relationship
to overall spatial objectives. It is critical to provide a framework to coordinate across these

initiatives,and to link these initiatives to other development processes across South Africa.

Source: Presidential Infrastructure Coordinating Commission, 2012.
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Each of these zones should have an integrated
programme of actions to help realise potential or
deal with problems. Investments will vary in nature
and scale between areas, therefore a matrix linking
spatial areas with forms of intervention is required.
Support is likely to target bulk infrastructure, capital
for land assembly, public transport, other
connecting infrastructure, business development,
skills and capacity building, and programmes to

enhance innovation.

The areas for spatial targeting indicated above will
be designated by national government. Provincial
and municipal authorities should also designate
areas for special attention, and integrated funding
could allow for this. Municipalities should establish a
few transformation zones to act as catalysts and
demonstration projects for urban integration and
densification. This would build confidence in the
government’s ability to reshape human
settlements. Projects could:

O Regenerate run-down inner city areas.

O Develop growth magnets on large vacant sites
that have the potential to accommodate job-
creating investment and large residential
populations in accessible locations.

O  Cement links between peripheral townships

and urban cores.

The institutional arrangements for supporting these
zones need further consideration, and may involve

public-private partnerships and support from

national government.

Spatial social compacts

The transformation of space is complex given the
diversity across South Africa, the entrenched
historical legacies, the multiple interests at stake and
the many trade-offs required. The Commission
supports developing social compacts as a way of
mediating interests and providing the platform for
future action. These compacts may be developed in
a variety of sectors such as health, education,

economy, but can also have a spatial dimension.

Spatial compacts can happen at various scales, from
local neighbourhoods to cities or regions. They
must deal with matters of direct concern where
there are competing interests such as, the
development of new public transport systems, the
upgrading of informal settlements, the management
of informal trading, inner-city regeneration,
neighbourhood safety, measures towards
environmental sustainability and infrastructure
maintenance. Developing compacts should be
managed to give voice to all competing interests,
and should address the responsibilities of the state,
the private sector and the citizenry in spatial
development. The government should find means

to incentivise developing these compacts.

Developing social/spatial compacts has
preconditions, such as a level of trust between
participants, high-level mediation capacity,
measures to ensure equitable participation,
especially where some parties are well resourced

and others not, and adequate sanctions and
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consequences of non-performance in terms of the
contract. Strong capacity is required to initiate the
process and draft the compact. Chapter |5, dealing
with nation building, explores social compacts in

more detail.

There is also a need to stimulate a broad discussion
on the future of South Africa’s cities, towns and
villages. Unleashing citizens’ popular imagination,
creative thinking and energies are needed to tackle
the challenges and opportunities that settlements
face. People from diverse sectors of society will be
encouraged to present new ideas, creative designs
and alternative proposals to restructure their living
and working environments. This should include
young people intownships, artists in inner cities, the
elderly in rural areas, and thought leaders in South

African society."”

Rural futures

Rural areas present developmental challenges.
They generally do not have the economic base that
urban areas have, while the low densities and
remoteness of many rural areas mean that the

capital investmentand servicing cost per unit is high.

Our spatial vision for rural South Africa is the
development of vibrant, productive rural
communities that create and keep wealth in their
areas and also provide benefit to the nation. The
question is what can be achieved realistically within
the time-frame of the National Development Plan

given the constraints and trade-offs.

The Constitution guarantees absolute minimum
rights, including basic services and a healthy
environment. Service backlogs in rural areas must

therefore be addressed.

The Commission believes that the most sensible
approach to unlocking the potential of rural areas is

to accept the reality of rural differentiation. There is

an enormous difference between remote rural
areas with low densities and marginal economies,
and rural areas that have an established or potential
economic base, and are well located in relation to
urban markets and transport corridors. In the
former, the focus may be on the universal access of
services and improving connectivity, while in the
latter there is a rationale for investment in economic

infrastructure.

The first principle underlying a vision for rural areas
should therefore be sensitivity to the
differentiated nature of rural areas, recognising
that that there is a rationale for varying types and

levels of investment.

Other principles and elements of an elaborated

rural spatial vision include:

O Innovative forms of service and infrastructure
provision where conventional, fixed
infrastructure may be unaffordable. This
includes mobile services, renewable energy
andICT.

O Stronger spatial coordination and greater clust-
ering of services in all rural areas, including health,
education, transport, welfare and security.

O Strengthened systems of governance and
management such as reformed tenure and land
management systems, and targeted
infrastructure provision in areas of densification
along mobility corridors and within previous
homelands.

O A land reform programme that is spatially
targeted in areas that are most viable in terms of
agriculturalland and access to markets.

O Prioritised attention to agriculture and rural
enterprise development in areas of high market
access, especially within peri-urban zones and
along major mobility corridors.

O Prioritised attention to connective
infrastructure that strengthens the links

between the urban and the rural.
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O Attention to “soft infrastructure” for rural
development, including support for good
governance, enterprise and youth
development.

O Attention to expanding ICT access in all rural
areas.

O Attention to the infrastructure for supporting
non-farm activities such as tourism and mining
in areas with proven potential.

O A renewed emphasis on the developmental
role of small towns in rural areas as job creation
centres.

O Targeted investment to support the regional
and local food production systems that build
local rural economies and reduce national food
security risks.

O Attention to developing green economies in
rural areas, especially in relation to producing
renewable energy, and sustainable tourism,

farming and water-usage.

Urban futures

South Africa needs to rethink the urban to face
future challenges. We must grapple with this task
and deal intelligently with social exclusion,
environmental threats, economic inefficiencies,
logistical bottlenecks, urban insecurity, decaying

infrastructure and the impacts of new technologies.

Over the past few years — supported by the work of

organisations such as the South African Cities

Network — consensus has begun to emerge around

an urban vision for South Africa:

O Towns and cities, as with rural areas, are highly
differentiated and solutions and strategies must
be tailored to their unique circumstances.

O The main challenge in planning for urban areas
is to enable job creation linked to sustainable
livelihoods and to establish well-performing
human settlements. This should be at the heart
of what municipalites do and how they

function.

NATIONAL DEVELOPMENT PLAN - 2030

The state should gradually shift its role from a
direct housing provider of last resort to a
housing facilitator ensuring adequate shelter
and greater access to a wider choice of housing
options. It should ensure optimal settlement
performances by developing public goods
through investment in public transport, other
economic and social infrastructure, quality
public spaces and jobs.

Where housing is provided, greater emphasis
should be on rental housing as many individuals
do not settle permanently in towns and cities,
or require interim accommodation before they
doso.

Social diversity should be accommodated in the
way that investments are directed and
enhanced inthe built environment.

The social and environmental function of land
should be properly acknowledged in addition
tothe value of land as a marketable commodity.
In the context of economic uncertainty and
climate change, towns and cities must be
designed for long-term resilience and flexibility,
with more attention given to citizen
vulnerability and safety.

In a context of economic scarcity, city
government, business and citizens should
become efficientin their use of resources.

The ways in which goods are produced,
transported and consumed must be
progressively greened.

South African towns and cities must keep up
with international innovation in technology,
transport and energy production, while local
urban innovation systems should be
incentivised.

Ageing urban infrastructures must be
refurbished and core infrastructure like roads,
transit, sewers and utilities should be properly
maintained. There must be a transition to
sustainable infrastructure delivery.

All new developments should enhance the



ideal of creating vibrant, diverse, safe and
valued places.

Public transport investment should be used for
the spatial transformation of towns and cities
(see chapter 4 for a full discussion on public
transport).

The housing programme must be aligned with
other public investments in transforming the
form and functioning of towns and cities. It
should ensure overall growth of the property
market and a more equitable distribution of its
value™.

Children and youth should be given special

attention in urban development.

These elements are reflected in a substantive spatial

vision for towns and cities:

Urban sprawl should be contained and possibly,
reversed as denser forms of development are
more efficient in terms of land usage,
infrastructure cost and environmental
protection. A pragmatic approach is required to
ensure that the raised cost of land and housing
associated with increased densities does not
burden the poor. This may require
implementing inclusionary housing policies,

using state-owned land for affordable housing

and introducing land value-capture

instruments.

Special incentives and subsidies should be
designed to make affordable, large-scale high-
density housing possible in inner cities, on well-
located land parcels, taking into account
property markets.

Retrofit existing, non-sustainable human
settlements with the public infrastructure and
services required to make the transition to
sustainability.

New urban development and infrastructure
investments should be focused around
corridors of mass transit and around existing
and emergent economic nodes, applying
internationally accepted principles of transit-
oriented development (see chapter 4)”',

The major concentrations of urban poor
should be spatially linked into the mainstream
of city life through investments in transport
infrastructure and the connecting corridors of
development.

Investment strategies in the public environment
linked to improved social infrastructure
investment, and inducements to get increased
levels of private finance to improve the quality
and value of properties, must be developed.
Economic hubs supporting diverse economic

activities should be developed within
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historically black townships that have sufficient
market size and/or mechanisms that integrate
townships into wider economic functioning
localities.

© Recognise that informal settlements provide
the poor with affordable access to urban land
and housing markets. Well-located informal
settlements should be upgraded in situ.

©  New ghetto formation should be avoided by
promoting a mix of race and income groups in
new housing developments.

©  More attention should be given to the design

and quality of urban public space.

SHARPENING THE INSTRUMENTS

Many of the elements of the spatial vision outlined
above were known and accepted in 1994, although
there has been refinement and adaptation. For
example, there is more emphasis on environmental
sustainability. The real challenge has been to
translate the vision into implementation and

meaningful spatial outcomes.

Planning and fiscal instruments were developed
including IDPs (with spatial development
frameworks); the housing subsidy; and
infrastructure funding mechanisms. These
mechanisms have worked to varying degrees but
there is a need to sharpen the instruments. Bolder
measures are needed to reconfigure towns and

cities towards efficient and equitable urban forms.

The following recommendations are made:
O Reform the current planning system
to:

®  Eliminate inefficiencies in administrative
procedures for land development without
compromising the need for careful
evaluation of proposals. Municipalities should
be required to report on turnaround times in

decision-making, and procedural
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requirements should be re-assessed during
the proposed review of the planning system.
Require all municipal and provincial plans,
including IDPs and their spatial development
framework components, to be translated
into spatial contracts that are binding across
national, provincial and local government.
Actively support the development of plans
that cross municipal, and even provincial
boundaries that would promote
collaborative action in fields such as
biodiversity protection, climate-change
adaptation, tourism and transportation.
Ensure that every municipality has an explicit
spatial restructuring strategy that is linked
to instruments for implementation. This
includes identifying priority precincts for
spatial restructuring.

If necessary, tools must be developed that
empower municipalities to make critical
interventions to redress past social
segregation.

Retool the instruments of land-use
management to achieve spatial objectives by,
for example, municipalities introducing land-
use zoning, incorporating the social value of
land imperatives and the fiscal instruments to
achieve spatial objectives.

Strengthen the link between public
transportation and land-use management
with the introduction of incentives and
regulations to support compact mixed-use
development within walking distance of
transit stops, and high-density developments
alongtransit routes™.

Encourage the development of plans or
components of plans that address the
concerns of children and youth and reflect
their voice.

Strengthen the enforcement of local

planning and building control.



o

Urgently review the existing grant and

subsidy regime for housing with a view to:
Ensuring diversity in product and finance
options that would allow for more
household choice and greater spatial mix and
flexibility”.
Ensuring that state funding does not support
the further provision of non-strategic housing
investments in poorly located areas™.
Prioritising development in inner cities and in
other areas of economic opportunity such as
aroundtransport hubs and corridors™.
Ensuring that housing provision supports
livelihood production and job creation.
Progressively shifting state support from only
providing top structures to investing in public
space and publicinfrastructure.
Leveraging private-sector funding into
providing increased levels of finance to the
lower end of the market and ensure that this
investment is also directed to well-located
areas.
Ensuring that private housing developments
are incentivised to include a proportion of
affordable housing™.
Supporting the growth of housing delivery in
the gap market by addressing affordability

constraints and reducing the cost of products

sothat they are made more affordable.

o

Supporting municipalities in developing
capital and operational financing strategies
that will allow them to provide the bulk and
link infrastructure required for large

development.

Introduce mechanisms that would make land

markets work more effectively for the poor.

® Require municipalities to improve their

understanding of local sub-markets by
examining how poor people access land,
accommodation and business opportunities.
They should then develop ways to support
and regularise these processes to reduce the
costs of accessing and trading land for housing
and small enterprises.

Municipalities must have clear strategies and
allocate budgets to open up well-located,
affordable land for new development.
Municipalities should identify existing
settlements that are not formally recognised,
assess the possibility for upgrading the
settlements and where appropriate, give
legal recognition to, and upgrade these
settlements.
Ensure that all state-funded houses
transferred to beneficiaries have clear
property rights attached, whether a title deed

delivered to the beneficiary household, or a
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clear rental agreement. Assist households in
resolving other legal issues constraining their
property rights such as the transfer of estates,
property disputes and delays in title deed
transfer.

Review the eight year sales restriction on
state-provided houses to find the correct
balance between protecting property rights
of vulnerable individuals and allowing for

greater flexibility and locational choice.

O Recognising that funding issues often constrain

municipalities from taking the bold steps
needed to achieve spatial restructuring,
integrate the flow of funding for spatial
restructuring into a consolidated national
spatial restructuring fund that would:”
Be a primary instrument for the objectives of
the national spatial framework by channelling
funding into regions and localities according
tothe framework.
Provide national support for catalytic projects
aimed at transforming spatial arrangements
and providing practical content to the new
vision at regional and local level.
Incentivise innovations in terms of spatial
development.
Fund infrastructure that is targeted at spatial
transformation and that is consistent with

sustainability criteria.

Provide support for economic development

NATIONAL DEVELOPMENT PLAN - 2030
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hubs, nodes and linkages to be developed in
historically black townships.

Support municipalities with the development
of specific urban infrastructure interventions
in support of spatial restructuring.

As a matter of urgency, a review will be
undertaken of the financial implications of
spatial restructuring and the design of
mechanisms to mitigate them through this
fund.

Introduce a package of instruments to
support the transition to environmental
sustainability that would:
Introduce sustainability criteria and
environmental ratings that would be applied
to all infrastructure investment and all
development applications.
Introduce measures such as stepped tariffs
and targeted penalties that would reduce the
demand for electricity and water, cut water
leakages, eliminate waste going to landfill, and
generally discourage high-consumption
lifestyles.
Progressively strengthen the energy-
efficiency criteria set out in the South African
National Standard 204 to achieve a zero-
carbon building standard by 2030.
Progressively strengthen standards and

instruments to deal with environmental

hazards, risks and vulnerability.




©® Develop a policy framework to respond to
the bottlenecks that create food insecurity in

both urban and rural areas.

O Develop a clear enabling legal and
institutional framework across the spheres of
government that will allow municipalities with
the necessary capacity to introduce value-
capture instruments. These would extract a
portion of the additional value that accrues to a
property as a result of investment by the state

forthe public benefit.”

O Recognise the role played by informal
settlements and enhance the existing national
programme for upgrading informal
settlements by developing a range of tailored
responses, including:

© Rapid assessment and appraisal of all informal
settlements

© Mechanisms to recognise rights of residence
and allow for incremental upgrade of tenure
rights

©  Minimum health and safety standards which
would be progressively upgraded as
regularised informal settlements are brought
into the mainstream urban fabric

©  Funding arrangements and programmes that
would channel resources into community
facilities, public infrastructure and public
spaces, and not just into housing

© Dedicated capacity at local level for informal

settlement upgrading”.

O Give supportto rural spatial development by:
© Developing instruments to address the
dense settlement development outside of
formal urban areas.
© Developing a strategy to enhance the
developmental role of small towns.
© Achieving spatial coordination by directing

funding for service, infrastructure and

settlement development into designated
rural development hubs.

© Revising the land reform programme to
incorporate the spatial dimension.

© Supporting research into the functioning of
local and regional food production systems

toidentify gaps and bottlenecks.

O Give the necessary attention to
implementation by:
© Creating a robust set of indicators as part of a
spatial governance evaluation framework.
© Extending budgeting cycles for large capital
investments beyond the three-year term of
the Medium Term Expenditure Framework.
©  Making full provision for project-preparation
funding and specifications and ensuring that
project funding is provided only once
convincing project preparation has been

concluded.

BUILDING CAPABILITIES

Transforming human settlements is a large and
complex agenda requiring far-reaching policy
changes and shifts in household, business and
government practices. Planning for transformation
happens within an uncertain context and requires
foresight, resilience and versatility, as well as
updated information and continually revised

knowledge.

One of the most valuable contributions over the

next five years is to build the capabilities for effective

spatial decision-making and implementation. These

capabilities are required in:

O Local, provincial and national government

O Educational and research institutions

O The spatial professions such as planning, urban
design and architecture

O Society atlarge.

Capability is a broad concept. It includes the
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institutional architecture, processes and resources
needed for effective spatial governance, as well as
the required knowledge sets, skills, learning
networks, innovation capacity and leadership.

It will take time to create this capability, drawing ona
fuller understanding of the limitations and
incorporating the lessons of good international
practice. The short-term priority is to make the
existing system work better, through capacity
building, institutional coordination and legislative
changes. But at the same time the state must
support the process of building a robust planning
system. Accountability systems need to be
strengthened to ensure that planning systems are

responsive to external pressures for change.

To develop the necessary capabilities, the
Commission recommends the following:

O An urgent and comprehensive review of the
national planning system. The Spatial Planning and
Land Use Management Act is a necessary response
to the Constitutional Court judgement in the
Development Facilitation Act case. However,
further legislative and institutional reform will be
required if the deficiencies in the national planning

system are to be properly addressed, and more
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comprehensive legislation should be produced
within the next five years that should follow the
proposed review. This broader reform should, for
example, provide the platform for integration
between spatial planning, transport planning and
environmental management. It should also foster a
much tighter integration of spatial planning and long-

term infrastructure planning and finance regimes.

O Improved spatial planning and coordination.
Spatial planning responsibilities in  national
government are scattered across several
departments including Rural Development and
Land Reform, Cooperative Governance and
Traditional Affairs, Human Settlement, Transport,
Environment Affairs and Trade and Industry.
Strategic coordination should take place within the
cluster system and in the Presidency, as discussed in
chapter 3. This framework should also guide
spatial planning and coordination. Areas for strategic
coordination in this regard include the
implementation of the national spatial framework
and policy, resolving spatial conflicts and ensuring
that the spatial outcomes of policies and
programmes across government are aligned to

national objectives. The strategic direction needs to

- -
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be followed through with establishment of day-to-
day working relationships towards agreed

outcomes.

O The creation of a national observatory for
spatial data assembly and analysis. This
observatory would be informed by the success and
experience of other observatories internationally,
and at provincial and city-region scale in South
Africa. It would collect, continually update and
analyse data and other information relevant to
spatial planning. The observatory could be linked to
the proposed ministry or be located in one of the
major research institutions in the country. Either
way, it will have to be created via a legal framework
that enables collecting, integrating and managing
information from various sector departments and

agencies.

O Strengthen planning capabilities within local
government through the extension of existing
initiatives™, but also through institutional
innovations that may include the regionalisation of
planning and service delivery, or at least
arrangements that allow for cross-border sharing of
planning capacity. Rigorous implementation and
monitoring of the Planning Profession Act is
required as it would ensure proper capability and
standards with regard to designing and interpreting
spatial policies and strategies. It also relates to
implementing land-use management, and the
quality of development applications. Particular
attention may need to be paid to land use
management processes in areas under traditional

governance.

O Develop a capability framework for spatial
governance together with professional bodies,
educational institutions and relevant government
agencies. This framework should deal with
strengthening the education and training of planners

and other spatial professionals, promoting research

in the field, effective regulation of the professions,
improving the quality of professional work,
providing incentives for spatial innovation,
continuing  professional development, ongoing
formative evaluation, expanding scarce skills in
urban design, for example, developing
communities of practice who develop and
exchange knowledge, and enhancing public

knowledge.

O Introduce spatial compacts from neighbour-
hood to city level as a means to build consensus
over spatial futures and mediate spatial conflicts.
Incentivise the development of spatial compacts by
linking funding to the successful negotiation of the

compacts.

O Support and incentivise active citizens in the
field of spatial development through a range of
interventions including properly funded, citizen-led
neighbourhood vision and planning processes”;
matching local funding with national funding”;
youth planning processes; public works
programmes tailored to community building and
local needs™; funding support for micro-initiatives
atlocal level; dialogue forums involving people from
different national and cultural backgrounds; and
renewed attention to the People’s Housing
Process. The message needs to be sent out that
people’s own efforts are important, and the state
must assist with the resources needed for poor
communities and civil society to participate in spatial

governance.

O Require municipalities to provide as much
information on local areas as possible on an open-
access basis and support citizen training in spatial

competencies.

CONCLUSION
In these proposals, the Commission offers a

combination of strategic vision and pragmatic
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incremental changes. It gives strong emphasis to
developing the instruments and capabilities needed
for the effective spatial governance of development.
There is an urgent need for the government to get
its system, instruments and incentives right. Active
citizenship is a critical component of the mix. The
government needs to provide the channels for
ordinary citizens to influence decision-making and
resource allocation for the future of their

communities, towns and cities.

Spatial transformation is a long-term project. There
is massive investment in fixed assets — in all kinds of
infrastructure, as well as housing, factories and
offices. Shifts in spatial form may proceed at a glacial
pace in areas where development pressures are
low, and somewhat faster in areas of economic
dynamism and population in-migration. However,

while spatial transformation is not a quick fix, it can

NOTES

I This refers to the changing distribution of economic activities and the
shifting patterns of populations which responds in part to availability

of economic opportunity.

2. With South Africa's average annual change in size of urban
population (2010-2015) projected as |.24 percent, compared to
2.34 for Botswana, 3.16 for Zambia, 3.3 1 for Namibia, 3.99 for
Angola and 4.02 for Mozambique (United Nations Habitat's State
of African Cities - 2010 report).

3. This may include sustainable electricity generation and transmission,
transporting and storing captured carbon, new transport
technologies (networks for charging or fuelling vehicles using
electricity, hydrogen or biofuels) and natural systems to handle
storm water drainage and water recycling. It will also include more
emphasis on the construction of houses and buildings that are

more energy and water efficient.

4. For the purposes of presenting national statistics and for developing
policy, it is necessary to provide some definition to the terms urban
and rural. Currently the terms are used variably across
government. Statistics South Africa has commenced a process of

refining and clarifying terminology.
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be effective if supported by strong policies,
consistent implementation and political will. Future
generations will benefit if development patterns
begin to change now. New spatial arrangements
could fundamentally transform job and livelihood
prospects for the poor. Spatial transformation will
reduce travel time and costs between home and
work, and increase mobility for households to
access better job and education opportunities. This

inturn will reduce poverty and inequality.

The outcomes of spatial change may take decades
to be realised fully, buta shiftin direction can happen
relatively quickly. These proposed interventions can
be fully implemented in five years. Positive
outcomes from these reforms should be evident
within the period of the plan, providing the basis for
real transformation in the rural and urban landscape

over the subsequent decades.

5. Wright G and Noble M (2009). The South African Index of Multiple
Deprivation 2007 at Municipal Level. Report prepared for the

Department of Social Development.

6. The Commission notes the valuable work currently being
undertaken by the Institute for Poverty, Land and Agrarian Studies
at the University of the Western Cape and the Centre for the
Analysis of South African Social Policy at the University of Oxford in
developing a multi-dimensional area typology that would assist in

distinguishing places for the purposes of policy interventions.

7. Although the Traditional Leaders Governance Framework Acts of
2003 and 2009, read with the Municipal Systems Act of 2000,
clarifies the responsibility of the Municipal Council in relation to
land-use management in traditional areas, this is not reflected in the

practice on the ground in many places.

8. Commonages, for example, offer advantages for job creation,
farming incubators and welfare safety nets, but many are

mismanaged, obsolete or controlled by relatively affluent groups.

9. 62 percent of South Africans own their own dwelling (Community
Survey, 2007), although there is a considerable backlog in issuing
title deeds (Urban Landmark, 201 1).
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State of the Cities Report. Johannesburg.

. The Presidency (201 1). Development Indicators.

The Commission acknowledges the insights provided by the
Financial and Fiscal Commission, which has held public hearings on
Housing Finance; Urban LandMark; the Monitoring and Evaluation
Unit in the Presidency; the Department of Human Settlements;

and various individuals.

. The Mortgage Guarantee Fund and the revised Finance Linked

Individual Subsidy Programme are important initial steps to direct

further private funding into the lower end of the market.

Only 15 percent of households in South Africa have access to bond
finance. About 60 percent qualify for subsidised houses, leaving a

gap market of about 25 percent.

This has been emphasised in the rulings of the Constitutional
Court, for example, where six out of the 12 rulings on
socioeconomic rights by the Constitutional Court have been
housing-related (The Socio-Economic Rights Institute of South
Africa, 201 1).

Financial and Fiscal Commission (201 ). Challenges and
opportunities in Housing Finance in South Africa. Available at
http://www.ffc.co.za/index.php/media-a-events/interactive/public-

hearings/housing-finance.html (accessed |5 March 2012).

These include Rural Development and Land Reform, Human
Settlements, Cooperative Governance and Traditional Affairs,

Economic Development and Environmental Affairs.

. Cross, C (2010). Housing Delivery: Interphasing formal and

informal. Presentation to the Department of Human Settlement
planning workstream on 2| September 2010. Available at
http://stepsa.org/resources/shared-documents/dhs-presentation-

re-plnn-workstream-v-6-22-sept

This national conversation should be a collaborative venture
between the Commission and other agents including the relevant
government departments; agencies such as the South African Local
Government Association and South African Cities Network; the
private sector; and organisations of civil society including non-
government organisations with a focus on human settlements, and

initiatives such as Lead SA.

This will allow greater movement of people into spaces that
optimise their opportunity for development and growth. It offers
greater ownership and consideration of built environments, greater
overall spatial efficiency, and with property value growth, an

increased rates base that is essential for long-term sustainability.

. These principles include supporting high-density mixed-use

developments within walking distance of public transit stops, with
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high-quality public environments.

. Targeted capital improvement budgets in transit-oriented zones

could assist with the restructuring.

. This may require giving consideration to alternatives to fixed-

location subsidies such as housing vouchers or grants for purchasing
building materials that would allow the beneficiaries to decide on

the appropriate location for building.

Municipalities and the Department of Human Settlements (National

and Provincial level) need to take joint responsibility.

. A densification or restructuring subsidy or allowance could be

considered.

The process initiated in 2007 to produce an inclusionary housing

act needs to be concluded.

All existing funds allocated to built environment functions should be
investigated with the view of to consolidating them into the

proposed national spatial restructuring funds.

. Value-capture instruments can create opportunities to fund much

needed infrastructure and to increase access by poor communities
to well-located sites in the city. For more details, see Urban
Landmark, available at:
http://www.urbanlandmark.org.za/research/x58.php (accessed 4
May 2012).

The National Upgrading Support Programme has made significant
progress recently in developing the framework for informal
settlement upgrading. These initiatives should be supported and

extended.

Such as the committee of the Human Settlements Minister and
Members of the Executive Council, innovative institutional
applications among delivery agencies and new initiatives like the

Large Cities Support Programme.

. Funding will be required to assist local communities in procuring

professional planning and facilitation capacity.

. This could be achieved by introducing a neighbourhood

development component to the proposed national spatial fund
building on the experience of National Treasury's Neighbourhood

Development Partnership Grant.

. This could happen in at least four areas: a) the economy of social

care, b) green infrastructure, c) cultural services, and d) public
facilities such as schools, clinics, roads, parks, community centres

and libraries.
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KEY POINTS

The South African education system needs
urgent action. Building national capabilities
requires quality early childhood
development, basic education, further and

higher education.

Early childhood development should be
broadly defined, taking into account all the
development needs of a child, and provided

to all children.

The priorities in basic education are human
capacity, school management, district
support, infrastructure and results-oriented
mutual accountability between schools and

communities.

Further Education and Training colleges,
public adult learning centres, sector
education and training authorities,
professional colleges and Community

Education and Training Centres are

Improving
education,
training and
innovation

important elements of the post-school
system that provide diverse learning

opportunities.

Further education should expand
moderately, and as quality improves/expands
rapidly, higher education should incorporate
a range of different institutions that work
together to serve different priorities,
including effective regulatory and advisory

institutions.

Distance education, aided by advanced
information communication technology, will
play a greater role in expanding learning
opportunities for different groups of learners
and promote lifelong learning and continuous
professional development. Private providers
will continue to be important partners in the

delivery of education and training at all levels.

Research and innovation by universities,
science councils, departments, NGOs and
the private sector has a key role to play in
improving South Africa’s global
competitiveness. Coordination between the

different role-payers isimportant.
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INTRODUCTION
This chapter focuses on sub-sectors of the
education, training and innovation system:

Early childhood development

Basic education

Post-school

The national research and innovation system.

It offers a vision, discusses challenges, and presents
proposals in each of these sub-sectors. The work
done by the Department of Basic Education (DBE)
and Department of Higher Education and Training
(DHET) in developing plans, strategies,
programmes and policy initiatives has informed this

chapter.

The chapter draws on the Action Plan to 2014:
Towards the Redlisation of Schooling 2025 (DBE,
2011). The proposals in the Green Paper for Post-
School Education and Training (DHET, 2012) were
also taken into account. Many of the proposals in
this chapter are already being implemented or
under consideration by the relevant departments.
Where the commission is making new proposals
these will need to be tested before being adopted

as policy.

2030 VISION

By 2030, South Africans should have access to
education and training of the highest quality, leading
to significantly improved learning outcomes. The
performance of South African learners in
international standardised tests should be
comparable to the performance of learners from
countries at a similar level of development and with
similar levels of access. Education should be
compulsory up to Grade 12 or equivalent levels in

vocational education and training.
The education, training and innovation system

should cater for different needs and produce highly

skilled individuals. The graduates of South Africa's
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universities and colleges should have the skills and
knowledge to meet the present and future needs of

the economy and society.

Innovation is critical for introducing new products
into the market and producing goods and services
more efficiently. Research and development should
be significantly expanded. Collaboration across the
South African education system and with
internationally accredited institutions should lead to

higher levels of innovation.

The education system will play a greater role in
building an inclusive society, providing equal
opportunities and helping all South Africans to
realise their full potential, in particular those
previously disadvantaged by apartheid policies,
namely black people, women and people with

disabilities.

The different parts of the education system should
work together allowing learners to take different
pathways that offer high quality learning
opportunities. There should be clear linkages
between schools, FET colleges, universities of
technology, universities and other providers of
education and training. There should also be clear
linkages between education and training and the

world of work.

The single most important investment any country
can make is in its people. Education has intrinsic and
instrumental value in creating societies that are
better able to respond to the challenges of the 21*
century. Lifelong learning, continuous professional
development and knowledge production alongside
innovation are central to building the capabilities of

individuals and society asawhole.

South Africa has set itself the goals of eradicating
poverty, reducing inequality, growing the economy

by an average of 5.4 percent, and cutting the



unemployment rate to 6 percent by 2030.
Education, training and innovation are critical to the

attainment of these goals.

Higher levels of education, skills, research and
innovation capacity are also required for:
O The transition to a low carbon economy and

meeting the greenhouse gas emission targets

o

Tackling health challenges

(o]

Developing new and utilising existing
technologies
O Taking advantage of the opportunities that arise

from economic growth.

South Africa needs engineering skills to deliver the
massive infrastructure programme announced in

the 2012 State of the Nation address. The country

also needs enough doctors, nurses and health
professionals in different occupational classes to
deliver quality healthcare. Critically, the pool of
researchers needs to expand and their productivity
needs to increase significantly. Innovators are going
to play a critical role in creating new products and
new ways of producing existing products cheaply
and more efficiently, including the delivery of public

services.

Building national capabilities requires quality early
childhood development, schooling, college,
university and adult education and training
programmes. Research institutions and the national
science and innovation system must be coordinated

and collaborative.

Early childhood
development

Primary education

® Public centres ® Public schools

® Non-profit centres ® Independent schools
® Private centres ® Home schools

® Corporate foundations

Secondary education

® Public schools
® Technical high schools
® Independent schools

® Home schools

Post school

® Universities

® Universities of technology

® Private higher education
institutions

® Public further education and
training colleges

° Private further education and
training colleges

‘ Workplace training providers

* Non Profit Organisations

: Public & private adult learning
centres

L]

Professional colleges

EARLY CHILDHOOD
DEVELOPMENT

The benefits of intervening early in the lives of
childreninclude:
O Betterschool enrolment rates, retention

and academic performance

(o)

Higher rates of high school completion

Lower levels of antisocial behaviour

o

O Higherearnings

O Betteradult health and longevity.

Improving early nutrition has been shown to
increase school attainment by up to one grade
and adult earnings by up to 40 percent. Early
childhood development is critical for children
to reach their full potential.

As envisioned by the 2001 White Paper on Early
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FIG 9.2 RELATIONS BETWEEN POVERTY, STUNTING, CHILD DEVELOPMENT
AND SCHOOL ACHIEVEMENT
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Source: Adapted from The Lancet 2007 '

Childhood Education, early childhood development includes:

Family planning, healthy pregnancies and postnatal care to give children an optimal startin life
Nutrition support for pregnant and breastfeeding women and young children

Birth registration, social security and other state provisions for the poorest families
Supportfor parenting

Quality learning by young children at home and in groups, programmes and centres

O O 0O 0O 0O

Preparation for formal schooling.

PROGRESS IN ASPECTS OF
EARLY CHILDHOOD DEVELOPMENT PROVISION

South Africais doing very well in some spheres:

87 percent of households with a young child have access to safe drinking water

82 percent of households with a young child are connected to mains electricity
97 percent of pregnant women attend at least one antenatal clinic

89 percent of children are fullyimmunised at one year old

83 percent of births are registered

73 percent of eligible young children receive the child support grant

83 percent of children are enrolled in Grade R, remarkable progress over the last decade in expanding access
to GradeR.

Source: Diagnostic Review of Early Childhood Development, 2012 & various DBE reports
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For many South African children life is a constant
struggle from a very young age. The coverage of
quality early childhood development services is
uneven. Apart from health services, early childhood
development services below Grade R are mainly
provided by private for-profit operators,
community-based organisations and large non-
governmental organisations (NGOs). Through a
family income means test, a per-child subsidy is
provided to registered centres. This covers over
400 000 children. However, because early
childhood development is still privately provided,
registered centres are unevenly distributed and do
not yet reach the most vulnerable poor children,
especially in rural areas. Fees also inhibit the poorest
families from using what services are available. Early
childhood development programmes need to
expand, with government support, to reach all
vulnerable children, including children with

disabilities.

Life chances are shaped before birth. There are
2.8 million households and I1.5 million people
who are vulnerable to hunger, over 72 percent of
whom live in rural areas. Poverty affects the health,

dietary habits and health care of pregnant women.

Nationally, stunting affects almost one in five
children (18 percent), with higher levels of stunting
in rural areas (24.5 percent), and urban informal
areas (18.5 percent). About one in 0 children
(9.3 percent) are underweight, reflecting the
severity of child under-nutrition. Children, pregnant
and breastfeeding women and those living with
tuberculosis (TB) and HIV/AIDS are most at risk.

Micronutrient deficiency is also a problem. One in
four women lacks vitamin A and about a third of
women and children are iron deficient. A third of
preschool children are vitamin A deficient,

2 1.4 percent are anaemic and 5 percent suffer from

iron-deficiency anaemia. About a third of very
young children do not get enough food and
nutrition, affecting their growth, health, cognitive
development and full participation in society.
Nowhere is this more evident than in South Africa's

poor schooling outcomes and low skills base.

Nutrition programme for mothers and
infants

Children entering primary school in 2012 will be
working in 2030. How healthy they are, how well
they function, how well they do at school and in the
labour market depends on the decisions the

governmentand all in society make now.

Bhutta, et al highlighted the | 000-day window of
opportunity from pregnancy to 24 months as a
critical period in the development of a child.
Essential early measures to give each child a better
start in life can be delivered through a two-year
programme for mothers and infants including:

Vulnerable caregivers

Adequate nutrition including micronutrients

Immunisation

Protection from destitution

Care and stimulation.

The Department of Health interacts with pregnant
women, new mothers and young children as part of
its antenatal and postnatal services. Itis well placed to
lead on health care and nutrition, with support from
the Department of Social Development through
home and community-based services. The primary
health care strategy for child health in South Africa,
Integrated Management of Childhood lliness (IMCI)
has a Care for Child Development (CCD) module
that supports mothers and other caregivers to
stimulate  children's development through age-
appropriate language and play. An expansion of IMCI
and CCD should be piloted as part of the broader

effort to improve early childhood development.
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Universal access to early childhood
development

In 2030 in South Africa, there will be about 4 million
children under 3, nearly 2 million in the 4-5 years
age group and just under | million 6-year-olds. The
majority of these children will be in urban areas, but
there will also be a significant number in rural areas.
Plans for early childhood development
infrastructure and services need to differentiate
between the needs of urban and rural areas. There
are differences in these areas that require

customised approaches.

The interventions should be different for children of
different age groups. The youngest (03 years) are
best served through clinic, home and community-
based programmes that focus on working with
families. 4-5 year old children benefit from some

structured learning in group programmes.

The quality and coverage of early childhood
development services for children aged 0—4 is poor.
Grade R is currently the strongest element of
preschool learning and support. It links early
childhood development services to primary
schools. This method should be extended to
include four and five year olds. But it would have to
build on afirmer foundation of child nutrition, health
and development from pregnancy to three years of
age, without which children will not be able to take

advantage of an expanded preschool experience.

Early childhood development services should be
flexible, and responsive to the needs of children,
families and communities. Some services need to
be targeted directly at children, while others

provide supportto their primary caregivers.

It is also essential that everybody has access to
services of a consistently high standard regardless of
who they are and where they live. Specific

consideration should be given to the most
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vulnerable children —those who are living in
poverty, at a great distance from existing services, or

with disabilities.

Universal access to quality early childhood
development for children aged 0—3 must be made
available and have a strong nutrition and educational
focus. Atthough early childhood development may
continue to be provided through the private sector,

astronger role for the governmentis essential.

The central challenges include:
Funding for infrastructure and staff
Trainingforteachers
Learner support materials and equipment
Strengthening of support agencies
Reaching the most vulnerable children and
families
Ensuring that departments responsible for
different aspects of early childhood

developmentwork together.

Proposals for early childhood development

Make early childhood development a top
priority among the measures to improve the quality
of education and long-term prospects of future
generations. Dedicated resources should be
channelled towards ensuring that children are well
cared for from an early age and receive appropriate
emotional, cognitive and physical development

stimulation.

Broaden the definition of early childhood
development, taking into account all the
development needs of a child. Use the expanded

definition as the basis for all strategies.

Make 2 years of quality preschool enrolment

for4and 5 year olds compulsory before Grade |.

Define and phase in a comprehensive package

of services for all young children.



O Address the coordination weaknesses
between the different sectors and departments
responsible for early childhood development
services in order to strengthen collaboration. The
Commission will work with the respective
departments to find a solution to the perennial
coordination challenge in the delivery of early

childhood development services.

O Standardise the guidelines, norms and
standards for early childhood development
programmes. The Department of Basic Education
has a set of guidelines for the planning of public
schools, which also sets out requirements for
Grade R facilities. The Department of Social
Development published regulations in 2009 that
set out national norms and standards for drop-in
centres in terms of the Children's Act of 2005.
These guidelines, norms and standards must be
standardised and should take into account the

needs of children with disabilities in all communities.

O Encourage innovation in the way early child-
hood development services are delivered. Home
and community-based early childhood development
interventions should be piloted in selected districts.
Financing for this initiative could involve working
closely with foreign donors and private sector fund-

ers. External finance is useful as a way of piloting new

=

initiatives not for basic funding of early childhood
development programmes, which the state must

provide.

Improve state funding for early childhood
development. Current funding mechanisms are not
adequate for the expansive early childhood
development programme reflected in this plan. It is
important to test and develop funding models that

cover the comprehensive package of services.

Strengthen coordination between departments, as
well as the private and non-profit sectors. Focus
should be on routine day-to-day coordination
between units of departments that do similar work.
Officials who work on issues that affect children
should find effective ways to deliver programmes
and resolve problems across departments and
sectors rather than wait for coordination at the level

of directors general.

Invest in training early childhood development
practitioners, upgrading their qualifications and

developing clear career paths.

Provide governmental support for training,

resource and other intermediary agencies so that

they can support community-based programmes.
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Institutional architecture

The primary purpose of early childhood develop-
ment will continue to be comprehensive support
for the holistic development of young children and
their families. This requires the convergent efforts
of several departments and depends on a strong
coordinating mechanism. While the departments
of health, basic education and social development
lead in providing services for young children, poor
vulnerable families also depend on the efforts of
the Department of Home Affairs for their
children's birth registration in order to access state
support, the Department of Human Settlements
for housing subsidies, and the Departments of

Energy and Water Affairs for basic services.

The state is responsible for ensuring that all
vulnerable families receive a comprehensive
package of early childhood development services.
There should be a policy and programme shift to
ensure that the Department of Basic Education
takes the core responsibility for the provision and
monitoring of ECD. Other departments should
continue to provide services in a supportive
capacity. Resource allocation should gradually
reflect the changes in institutional responsibility for

early childhood development.

BASICEDUCATION
South Africa’s school education successes over the
last | 8 years have largely been in:
Providing universal access to educational
opportunities for the majority of learners
(97% participation for the cohort 7 to | 5 years,
and 83% for 16 to |8 year olds, including
further education institutions)
Improving infrastructure
Equalising resource allocation
Providing free education to learners from poor
households through fee exemption and the no-
fee policy

Expanding the nutrition programme to
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6 million learners.

The major shortcoming is the quality of school
education outcomes.

The main contributory factors include:

Human capacity weaknesses in teaching,
management and school support (district
offices)

The language skills of learners

The lack of cooperation between key
stakeholders, particularly unions and the

government.

Attempts to address school education challenges
have been characterised by blame and a lack of

accountability.

The National Development Plan is aligned with the
Department of Basic Education’s Action Plan and
Vision for Schooling in 2025 in both its diagnosis and
proposed solutions. These plans are complemen-
tary, not competing. The National Development
Plan makes new proposals in some areas and in
others it merely outlines general points of departure

to frame and guide reforms in education.

Some of the areas that need attention can be
grouped into the following categories:
The role of teachers, principals, other
stakeholders, parents and districts.
Infrastructure and information and communi-
cation technology (ICT).
Curriculum, incentives, inclusivity and language
issues.

Sports, school health, arts and culture.

The role of stakeholders in
basic education

The interests of all stakeholders should be
aligned to support the common goal of achieving
good educational outcomes that are responsive to
community needs and economic development.

Educational institutions should be provided



with the capacity to implement policy. Where
capacity is lacking, this should be addressed as an

urgent priority.

Teachers should be recognised for their efforts
and professionalism. Teaching should be a highly

valued profession.

Attention should be given to the continuing
development of teachers and promotion of
professional standards. Bodies such as the South
African Council for Educators and specialist subject
associations need to play a greater role in this.
Teachers must have a good knowledge of the
subjects they teach and cognitive competence in the
language in which they are required to teach. Subject
knowledge particularly needs strengthening in maths

and science.

The best teachers should be retained and new
ones attracted. Bursary programmes for continuing
professional development can improve the quality
of teaching and help to attract and retain teachers.
The pay structure for teachers should encourage

themto stay in the profession.

The core business of schools is learning and
teaching, and the core task of principals is to ensure
their school ethos is conducive to these priorities.
Principals need to provide leadership on the
curriculum, as well as administration and manage-

ment.

Teaching in schools can be improved through
targeted support by district offices. District offices
should also ensure communication and information
sharing between the education authorities and

schools, and also between schools.

Top performing schools in the public and
private sectors must be recognised as national

assets. They should be supported and not saddled

with unnecessary burdens. Their support should be
enlisted to assist underperforming schools. To
remain the beacons of our education system, they
need to be supported as well as held accountable
for performance based on an agreed set of

outcomes.

Providing meaningful information to parents on

their children’s performance can enable them to

hold schools accountable.

Performance tends to improve
when parents are actively involved
and take an interest in the affairs of

the school.

School infrastructure

Ensure that all schools meet
minimum standards for infrastruc-
ture and commit to progres-
sively upgrading each
school’s infrastructure to

meet optimum standards.

Target no-fee schools \
when planning infrastructure to
compensate for resource deficits in communi-
ties. There should be well-equipped libraries,
laboratories, computer and media centres to
ensure that learners in no-fee schools have access
to similar learning resources to their counterparts in

less poor communities.

Take learner safety into account when planning

infrastructure.

High speed broadband should be readily
available and incorporated into the design of
schools. This will enable greater use of technology
in education and enhance the classroom experi-

ence for both teachers and students.

Explore the use of mobile devices such as
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phones and tablets in distributing learning content.

Curriculum, incentives, inclusivity and
language issues

O Avoid disruptive changes to the curriculum.
Keeping curriculum changes to a minimum will
enable teachers to develop the core skills and

competence to deliver the curriculum.

O Introduce incentive schemes linked to the
annual national assessments to reward schools for
consistent  improvements. Avoid entrenching
historical inequalities by ensuring that the incentives
reward schools according to the rate of

performance improvements.

o Provide inclusive education that enables
everyone to participate effectively in a free society.
Education provides knowledge and skills that
people with disabilities can use to exercise a range
of other human rights, such as the right to political
participation, the right to work, the right to live
independently and contribute to the community,
the right to participate in cultural life, and the right to
raise a family. Ensuring that all children with
disabilities have access to quality education will help
South Africa meet its employment equity goals in

the long run.

O Learners’ home
language should be
used as a medium

of instruction for

longer and English
introduced much
earlier in the
foundation phase.
Training and

effective
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support materials should be available for teachers
and learners to facilitate the transition to English as

the language of learning and teaching.

O Introduce career guidance at the senior phase
of primary school to ensure that learners are aware
of further educational opportunities and can make
informed career choices. Programmes to expose
learners at the earliest stages of primary school to
different careers also should be supported. Career
guidance helps expose learners to opportunities
and should be an integral part of the school
curriculum. This will help reduce the high number

oflearners who drop out.

Sports, arts and culture

O Encourage sports and physical education. They
are an integral part of the holistic development of a
learner. Schools are where talent is identified,
career choices made (including careers in sport) and
habits learnt. Given the growing problem of obesity,
the habit of leading an active life-style can be
developed at a young age through participation in
sport. Working with the Department of Sport and
Recreation, the Department of Basic Education has
reintroduced school sport. This positive initiative

needs to be expanded.

O Expose learners to history, heritage and
culture. History, heritage and culture are important
for understanding the past, analysing the present
and planning for the future. They foster social
understanding and cohesion, which is important for
social and economic stability and growth. The arts
inspire creativity and innovation and also build social
cohesion. A holistic education widens career path
choices and develops audiences and consumers in
different sectors of the economy. The Department
of Arts and Culture and the Department of Basic
Education are developing plans to revitalise arts and

culture in schools.



Long-term goals for basic education
Improving the performance of the South African

education system requires hard work and focus.

The Commission proposes that specific focus over

the next | 8 years should be on:

O Improving literacy, numeracy/mathematics
and science outcomes

O Increasing the number of learners eligible to
study maths and science-based degrees at
university

O Improving performance in international
comparative studies

O Retainingmorelearners.

These goals will require improvements in other
areas as well and will impact on the education

system as whole.

Improve literacy, numeracy/mathematics
and science outcomes
The Department of Basic Education aims to
increase to 90 percent the number of learners in
grades 3, 6 and 9 who have mastered the minimum
competencies in language and numeracy by the end
of each year. The Commission proposes that the
required competency levels be defined as
50 percent and above. In other words, 90 percent
of learners in grades 3, 6 and 9 must achieve
50 percent or more in the annual national

assessments inthese subjects.

Increase the number of students eligible

to study maths and science at university

In 2011, 120 767 learners were eligble for a
bachelor's programme, down from 126 371 in
2010. The Department of Basic Education's plan is
to increase the number to 300 000 by 2024, with
350000 learners passing mathematics and 320 000
learners passing physical science. The Commission
proposes a target for 2030 of 450 000 learners

being eligible for a bachelor's programme with

maths and science. Action is required throughout
the education system, but particularly in early
childhood development given that the cohort that
will enter university in 2030 has not yet started
primary school. Consideration should be given to
expanding the Dinaledi Schools initiative, which
increases access to maths and science in

underprivileged schools.

Improve performance in international
comparative studies

The Department of Basic Education aims to
improve South Africa's average Southern and East
African  Consortium for Monitoring Education
Quality results for grade 6 languages and maths
from 495 to 600 points by 2022. And to improve
average grade 8 scores in the Trends in
Mathematics and Science Study (TIMSS) from 264
to 420 points by 2023. The Commission proposes
that grade 8 scores in the round of TIMSS closest to
2030 should reach 500 points.

South Africa needs to develop and strengthen
collaboration with other education systems in the
English-speaking world and the BRIC countries
(Brazil, Russia, India and China) to ensure that
students from the South African education system
are equipped to be admitted into those systems.
International collaboration in education will help
South Africa to successfully tackle its education
challenges. Stronger educational links with these
countries will also help students to become
increasingly broadminded in terms of how they

look at both South Africa and the wider world.

Retain more learners

South Africa loses half of every cohort that enters
the school system by the end of the |2-year
schooling period, wasting significant human
potential and harming the life-chances of many
young people. Secondary school completion rates

are 77 percent in the United States, 87 percent (to
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the age of 16) in the United Kingdom and
93 percent in Japan. South Africa should aim for a
comparable completion rate of between
80-90 percent, including learners in further
education and training (FET) colleges. Compulsory
education should be extended to successful
completion of Grade |2 in basic education or the
equivalent level in the post-school sector. FET
colleges should provide a meaningful vocational
education alternative to secondary schooling.
There needs to be alternative post-secondary
education of good quality for learners who cannot,

or choose notto, go to university.

Proposals to improve human capacity

Human capacity weaknesses are pronounced in
teaching, management and district support
structures. Over the next |8 years, the following
actions will need to be given attention. Some of the
actions will be short to medium-term and others

willbe mediumto long-term.

Produce more and better qualified
teachers

The number of teachers produced each year has
increased noticeably, but there are still shortages of
teachers for certain subjects and age-groups.
Subjects with teacher shortages include languages,
mathematics, science, technology and the arts. The
shortages are compounded by the fact that teachers
who specialise in these subjects are not always
assigned to teach them. There are shortages in the
foundation phase and early childhood
development. Geographically, shortages are acute

intownship and rural schools.

One of the main reasons South Africa needs more
teachers is to reduce class sizes. Class sizes impact
on learner performance. Small classes allow
teachers to give more attention to individual
learners. In South Africa, for every teacherthere are

33 learners, compared to Botswana where the

NATIONAL DEVELOPMENT PLAN - 2030

ratio is 1:22, which is one of the lowest
teacher/learner ratios in the world. The
Department of Basic Education estimates that to
achieve the same ratio as Botswana, the public

sector hasto employ 160 000 more teachers.

The solution to the weaknesses in teacher capacity is
not simply to train more teachers or for existing
teachers to gain higher qualifications. Teachers cert-
ffied as qualified increased from 54 percent in 1990
to 94 percent, but outcomes have remained poor.
South Africa needs to improve the quality of
teacher training, and recruit higher calibre
candidates. The Integrated Strategic Planning
Framework for Teacher Education and Development
in South Africa 2011-2025, provides a useful
framework. It needs to be strengthened and there
should be incentives to ensure it is implemented

effectively.

In the short to medium term, recruit foreign
teachers in the areas of critical shortages and grant
seven-year working permits to foreign students

graduating in South African universities.

Explore non-conventional approaches to
attracting and preparing teachers, such as
professionals from other areas entering teaching
(second-career professionals), on the job training,
and fast-track entry systems for experienced

professionals.

Create an institutional environment that allows
educators in private schools to move back to the

state system.

The availability of teachers in all subjects in all
schools requires:
Expandingtraining capacity
Investigating new ways of attracting teachers
Removing entry difficulties for teachers who

have left the profession, foreign teachers, and



professionals from other sectors
O Addressing policy blockages that prevent the
deployment of teachers to teach where they

are most needed.

Expand the Funza Lushaka bursary
scheme

O Strengthen and expand Funza Lushaka, an
important new strategy to attract learners into the
teaching profession. Full-cost bursaries enable
eligible students to complete a full teaching
qualification in an area of national priority. Recipients
of these bursaries are required to teach at a public
school for the same number of years that they

receive the bursary.

O Ensure that Funza Lushaka graduates are
immediately absorbed into schools. Human
resources planning should anticipate the number of
Funza Lushaka graduates each year and deploy
them to the schools where there are shortages. It
should not be left to graduates to find placements in

schools.

Develop teachers’ skills and commitment

O Help teachers develop better ways of
delivering the curriculum using the learner
workbooks that are provided, including structuring
lessons, covering the material in the curriculum and
conducting assessments. This should be the short-
term focus and directed at in-service teachers. As
teachers gain confidence and develop skills to
deliver the curriculum, the focus will move to other

aspects of teacher development.

O Help teachers improve their knowledge of the
subjects they teach. This is of critical importance.
Teacher development should build teachers’
subject knowledge and provide training in effective
teaching methods. Teacher development
programmes should be targeted at those areas

where teachers’ subject knowledge is weakest.

O The department, schools and professional
bodies should be involved in organising and
delivering teacher development activities. Teachers
must also take the initiative to identify the areas in

which they need further development and

approach the department for assistance to access
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training opportunities. Courses that are in line with
the requirements of the teacher’s job must be fully
subsidised by the government and should take
place outside term time. On completion of the
course or professional development activities,
teachers should earn points towards meeting

the continuing Professional

Teacher
Development re-
quirements of the South African

Council for Educators.

Expose teachers to the use of technology in
their own training, and train them to use it in their
teaching. Greater use of technology backed by
high-speed broadband could open new
opportunities not currently available for learners in

disadvantaged schools.

Investigate introducing professional
certification. Newly qualified teachers would need
to demonstrate certain competencies before they
are employed in schools, and after that they would
be offered preliminary or probationary certification,
to be finalised based on demonstrated
competence. The professional certification of all
teachers would need to be renewed periodically
(for example, every five years), serving as an
incentive for teachers to undertake continuous

professional development.

Professional associations

Allow a wide range of training providers to
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offer professional development courses for
teachers, subject to approval by the South African

Council for Educators.

Support professional associations working
more closely with teachers to provide professional
development opportunities, disseminate
information about best practices and provide
updates on cutting-edge research in particular
school subject areas. In subject areas where
professional associations do not exist, provide

incentives to stimulate their establishment.

Teacher unions

Teacher unions are crucial to improving the
education system. Experience in other countries
shows that without a good level of professional
expertise among union leaders, it is difficult to get
unions to move beyond the issue of salary
increments to the core professional concern of

improving the quality of education.

Investigate ways of working with unions to

reach their members.

Sponsor advanced studies for union leaders as

part of a constructive partnership.

Assist unions in developing the capacity to
implement continuous professional
development strategies for their members.
Over time, accredit professional development
institutes linked to unions so that they can offer
continuous  professional development that
earns points towards meeting the Continuing
Professional Teacher Development
requirements of the South African Council for

Educators.

Remuneration
Change the pay structure for teachers.

Bursaries alone will not attract enough top-



achieving candidates into teaching. The flat wage
gradient is a deterrent for highly skilled people.
Teacher salaries need to be competitive in
comparison to other parts of the public sector. The
wage structure should recognise qualifications,
experience and the scarcity of skills in specific

subjects or geographicareas.

O Link the pay structure to career paths and

reward good teachers.

Improving performance

Many education experts are critical of the idea of
linking teacher pay to the performance of learners
because it ignores other factors affecting learner
performance, such as the socioeconomic status of
learners, parent involvement, learning backlogs,
and schoolinfrastructure and resources. Teachersin
poor areas would be penalised for factors they have
no control over, and teachers in rich schools would
be more likely to benefit. The Commission
therefore proposes that incentives be directed at
schools rather than at individual teachers to focus on
those areas where teachers working collectively

can make a difference.

O Reward schools that show continuous
improvements in their annual national
assessments. To target incentives at where
they are most needed, design the incentives to
prescribe that schools should improve their
results by |0 percent or more to qualify. Many
of the schools in affluent areas are already
performing at high level with pass rates above
80 percent and are unlikely to improve their

results by 10 percent.

O Ensure that improvements are sustainable by
prescribing that schools must show
improvement over three consecutive years to

qualify for rewards.

O Maintain a careful balance between making the
conditions too difficult so that it is not
worthwhile for schools to work towards them,
or so easy that they make no difference to

performance.

Proposals for improving school
management

The core business of schools is learning and
teaching. The main responsibility of a school
principal should be to lead the core business of the

school.

Appropriately qualified and competent
principals

O Change the appointment process to ensure
that competent individuals are attracted to become
school principals. As in other senior management
positions, candidates should undergo a
competency assessment to determine their
suitability and identify the areas in which they would

need developmentand support.

O Eliminate union influence in promoting or
appointing principals. Unions play an important role
in recruitment to ensure that proper procedures
are followed, but not in deciding who gets
promoted or appointed. Most of the undue
influence by unions is possible because the district
officials responsible for recruitment and human
resources management have a limited
understanding of labour laws. The Department of
Basic Education and provincial departments of
education must ensure that human resources

management capacity isimproved.

O Implement an entry qualification for principals.
In 2007, the Department of Education introduced
an entry qualificationfor aspiring principals with a

view to improving educational outcomes. The

Advanced Certificate in Education (ACE) was
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piloted nationally. The External Evaluation Research
Report of the Advanced Certificate in Education did
not find clear evidence of short-term gains in matric
results at the schools where principals had
undergone ACE training. The fact that the
evaluation was done only two vyears after the
qualification was introduced may explain its limited
impact and the evaluation results should not be used
to discredit and discontinue the implementation of
an entry qualification for principals. The results of
the evaluation must be used to improve and
strengthen this programme. The qualification (or its
adaptation) should continue to be offered as in-

service training for incumbent principals.

Introduce performance contracts for principals
and deputy principals, in line with Department of
Basic Education policy. Use these contracts to help
principals find ways to improve their performance
every year, including identifying their training needs.
Over time performance contracts should also be
introduced for other members of school senior

management teams (SMT).

Replace principals who repeatedly fail to meet
performance targets, based on monitoring

information and interviews with school stakeholders.

Use data from the performance management

systems to identify areas where principals need more

training and possibly to update the ACE curriculum.

Gradually give principals more administrative
powers as the quality of school leadership improves,
including in financial management, the procurement
of textbooks and other educational material, and
human resources management. These delegations
ensure that principals are held accountable for their
schools. Provincial departments will remain the
employer of educators, and wages will continue to

be centrally determined.

Create capacity in districts so that they can
support schools to deliver the curriculum. Districts
require skills and expertise in curriculum
management, project management, data analysis,
monitoring, planning, reporting, accounting and
problem solving in order to provide effective
support. Many of the weaknesses in schools are a
reflection of weaknesses at the district level.
Curriculum experts at district level should support
teachers, and managers should support principals
and heads of departments. Districts should also be
responsible for planning for the academic year in each
school, making sure that each school has all the
necessary materials, and designing interventions to

support underperforming schools.

Deploy muiltidisciplinary support teams to

work with districts in the short to medium term.
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Proposals for results oriented mutual
accountability

Schools can be intimidating for many parents of
learners. In poor communities in particular, there is
an imbalance in power relations. Parents often feel
il equipped to engage with teachers and school
management about the performance of their
children and the school as a whole. The absence of
accessible performance indicators and the lack of
feedback from teachers makes it difficult for parents
to monitor their child’s progress and engage with

the school.

This breakdown in the relationship between
schools and parents also makes it more difficult for
teachers to maintain discipline and hold learners

accountable for regular, punctual attendance.

O Construct a results-oriented framework of
mutual accountability where districts are
accountable for supporting schools, including
the nature of the support they provide, the
number of times they have visited each school
and what they did during the visits. Schools also
need to be accountable to education
authorities for their overall performance on
key indicators. More importantly, schools
should be accountable to the school
community for the performance of the school
in relation to the annual school plan. Finally,
parents should be accountable for the
behaviour, attitude, attendance and work ethic

of their children.

O Provide all stakeholders with clear information
on accountability measures. Accountability
measures are likely to be met with resistance
because they change the balance of power. At
first, they will add to the workload of teachers
and principals and put new obligations on

parents. Once systems and routines are

established, the workload will lessen and the system

will deliver benefits for everyone.

O Each school should have a plan that maps out
its goals for the academic year. Performance
indicators, such as the rate of improvement on
annual national assessment (ANA) results,
curriculum coverage and teacher and learner
attendance, should be monitored and regular
reports provided to parents. The ANA results
should be made accessible to parents and the
community in a way that makes the data easy

tointerpret.

Reliable measures

O Externally administer and mark the ANA for at
least one primary school grade to ensure that there
is a reliable, system-wide measure of quality for all
primary schools. This will serve as a snapshot of the
health of the system and help authorities to develop

targeted interventions.

Community ownership

O Give additional support to governing bodies.
School governing bodies have a clear legal mandate
to oversee the governance of schools. This includes
extensive responsibility for finances and internal
school policies. Many governing bodies are
significantly hampered by parents’ lack of expertise

and social status relative to school staff.

O Develop a strong sense of community
ownership. This encourages community members
to assist with a range of tasks, such as helping to
deliver the school nutrition programme, growing
and supplying the school with vegetables and
preparing meals, monitoring learner safety, and
preventing vandalism and theft. School
management will have to work with communities
on an on-going basis to develop and maintain such a

sense of ownership.
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Proposals to improve school infrastructure

School infrastructure backlogs have been
considerably reduced over the past 10 years. But
many school environments are still not conducive

tolearning.

The Department of Basic Education has committed
itself to eradicating 496 inappropriate structures,
providing basic water to | 257 schools, providing
basic sanitation to 868 schools and providing
electricity to 878 schools in the 2012/13 financial
year. To meet these commitments, the department
willhave to:
O Find ways to deliver infrastructure and services
more efficiently and cost-effectively
Improve the quality of information used for

planning.

Factors affecting the continued backlogs:

O Vandalism and theft of equipment

O Natural disasters such as storms, floods and
fires
Migration to urban areas puts pressure on
infrastructure in those areas, while other
schools are underused
Escalating building costs even as the school
infrastructure budget has increased
Lack of capacity in planning, procurement,
project management, financial management

and construction management.

In addition to suitable buildings, schools need access
to services such as water, sanitation and electricity.
The rollout of infrastructure for these services is
bedevilled by poor coordination between different
state agencies and local authorities, who are

responsible for providing infrastructure services.

Infrastructure shortages are particularly acute in
poor communities where learners are at a
significant disadvantage. The no-fee school policy

and school nutrition

programme are important

interventions to mitigate the

<P O x
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negative effects of poverty on

learning.

In many rural areas schools
are the only public institution
communities have access to.
No-fee schools are typically
located in areas with low
levels of education, fragile
social networks, largely
dysfunctional community
structures, no community
libraries, limited access to

media, and few sources of
information about opportunities. Schools in

these communities should be strengthened and




equipped with the best infrastructure, equipment
and resources (especially ICT infrastructure) to
strengthen their role in countering historical
disadvantage. No-fee schools should be targeted

for significant infrastructure upgrading.

The Department of Basic Education has guidelines
for planning public school infrastructure. These
guidelines classify primary and secondary schools
into four categories based on the number of
learners: small, medium, large and mega schools.
The school environment is further graded
according to basic safety, minimum functionality,
optimum functionality and possibilities for
enrichment. The guidelines are sound and should
be legislated to ensure that they are adhered to.
Legislated guidelines will help to ensure they are not
deliberately ignored by officials involved in planning,

constructingand improving school infrastructure.

Goals
Eradicate infrastructure backlogs. All schools
should meet the minimum standards by 20 6.
Undertake an infrastructure audit to enable
proper planning. By 2030, all schools should
have high quality infrastructure.

Actions
Investigate the spiralling costs of building
schools. Chapter |3 sets out principles for
ensuring that procurement delivers value for
money
Develop measures to build schools at a
reasonable cost without compromising quality.
Expand infrastructure delivery capacity.
To avoid construction delays clarify and
streamline the responsibilities of different
institutions including the Departments of Basic
Education and Public Works, the Independent
Development Trust, provincial departments of
education, and local authorities.

Reverse the decision to centralise the delivery

of school infrastructure and develop capacity at
the appropriate levels. Procurement decision
making should remain decentralised but
there's a central role in providing enabling
structures (in this case guidelines on price,
materials and construction firms) as well as
differentiated oversight.

Plan new schools according to population
trends and settlement patterns to avoid
constructing schools where demand is
declining. This will require closer coordination
with local authorities.

The Department of Basic Education,
Department of Communications,
Department of Public Enterprises and
INFRACO must draw up a joint plan to roll out
broadband ICT infrastructure to schools. ICT
will play an increasing role in education over
the next |8 years, and the most crucial enabler
of ICT is high-speed broadband. Corporate
foundations, NGOs and international donors
should be invited to work with the
government to develop open source

educational software and content.

The education pact

Itis generally accepted that South Africa’s education
system needs far-reaching reforms. Many
corporate foundations, NGOs, faith-based
organisations, and individuals have offered their
expertise as part of a national initiative to support

schools to improve learning outcomes.

The Department of Basic Education’s plan, the Basic
Education Accord, the Quality Learning and
Teaching Campaign (QLTC) and the National
Development Plan all point to the need for:

More focused approaches

Intersectoral cooperation.

There are many interventions by the public sector,

private corporations, universities, unions and
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NGOs. The Department of Basic Education has
established a delivery unit to work with schools in
underperforming districts throughout the country.
The current level of consensus among stakeholders
and the will to work together constitute an
important moment in South African society and an

opportunity that we need to build on.

It is difficult to get different groups to agree to work
together, even if it is in their collective interests. In
divided societies like South Africa, levels of trust are
low and groups tend to prioritise their immediate
sectoral interests. When parties do agree, it can be

difficult to keep to the terms of the agreement.

The QLTC Code for Quiality Education pledge and
the Basic Education Accord set out what each party
should do to improve the quality of education, but
implementation has been patchy. A new agreement
will not lead to improvements unless we focus on

the obstacles to implementing existing agreements.

The public signing of an agreement represents an
important symbolic commitment by leadership and
a public statement of what is important. This should
not be a once-off event. Leaders must engage with
each other on a continuous basis and repeatedly

reaffirm their commitment to the pact.

Build consensus on the education pact. The
pact must be meaningful to all education

stakeholders and to all South Africans.

Monitor the pact at the school level. Provide
the school community with regular
information so that local solutions can be

found.

The Commission is proposing a painstaking process
of mobilisation and continued engagement with the
education pact. All political leaders, inside and

outside of parliament, in provincial legislatures and
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councils, should commit to the education pact and
use it when they do their constituency work.
Leaders of sports and faith-based organisations,
unions, NGOs, corporations, cooperatives,
student organisations, governing bodies, traditional
leaders and traditional healers should discuss the

pactand address obstacles to implementation.

The importance of education to the future of South
Africa demands a non-partisan approach. South
Africans should agree that differences and
grievances should never be allowed to disrupt

education.

A national initiative to improve learning
outcomes

Drawing on the existing consensus on the need to
work together, the Commission proposes a
national initiative involving all stakeholders to drive
efforts to improve learning outcomes in schools,
starting with the worst performers. The focus
should be on schools and districts and address
weaknesses in teaching, management,

administrative support and accountability.

As a shortto medium-term intervention, it should:
Use strategies that compensate for
weaknesses in schools and district
Provide intervention tools that do not
require high levels of capacity

Help build capacity.

Each of the broad elements of the initiative will have
detailed plans and realistic implementation

strategies.

Ensure that districts have the capacity to
support curriculum delivery. Each district
should have a team that ensures that each
school has the required material and the
knowledge and skills to use it. Districts should

help to develop the leadership and



management capacity of principals and heads
of departments. At a minimum, this
development should cover training in the key
responsibilities of principals and members of

school senior management teams.

Teacher development should include training
on curriculum pacing and the subject content
that teachers find difficult to teach. Given the
large numbers of teachers, ICT should be used
as one of the ways of delivering teacher

development.

Different stakeholders should collaborate
under a single national initiative to pool
resources. Many international donors, private
companies, corporate foundations, charitable
NGOs, faith-based

organisations and individuals have initiatives

organisations,

under way or are willing to be part of a national
initiative. The national initiative should provide
a framework that gives direction to these

individual efforts.

Work with communities to address
socioeconomic factors like nutrition and safety

thatimpact on learning.

The national initiative should be under the auspices
of the Department of Basic Education, but draw on
expertise in institutions that are already working on
school improvement as well as those that have the

potential to make a contribution.

The initiative should be piloted in a sample of
schools and expanded over time. Interventions
should be inversely proportional to school
performance. Schools performing well will not be
expected to do tasks designed for poorly
performing schools. And schools with the lowest

performance will receive the closest attention.

POST-SCHOOL

The post-school system comprises a wide range of
institutions with different objectives and meeting
different needs. These institutions can be
developed to accommodate more learners.
Institutions should collaborate to build on each

others’ strengths.

The current post-school system comprises:
Further education and training colleges, which
focus mainly on vocational education and
training
Private providers at colleges and universities
Adult education institutions
Universities
Sectoral education and training authorities,
generally called the skills development sector
The regulatory and quality assurance

framework.

The goal is to have a post-school system that
provides quality-learning opportunities to young
people, adults who want to change careers or
upgrade skills, people who have left school before
completing their secondary education and
unemployed people who wish to start a career.
Post-school institutions should provide programmes

and services that meet the range of needs.

Vision for the post-school system

The Commission is in agreement with the vision for
South Africa’s post-school system set out in the
Green Paper for Post-School Education and
Training (DHET, 2012). The Green Paper
promotes higher education as an expanded,
effective, coherent and integrated system. Higher
education institutions should be supported by

effective regulatory and advisory institutions.

The Commission would add to DHETs vision the
need to build national institutions for science,

technology and innovation to develop intellectual
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capital and spur economic growth and
development. This system needs to be supported
by effective governance and funding mechanisms to

promote coordination and collaboration.

South Africa needs a post-school system that
provides a range of accessible options for younger
and older people. The system should be capable of
adapting to changes in technology, industry,
population dynamics and global trends.
Accelerating economic growth requires science,
technology, vocational and technical skills, and they
need to be produced quickly. To promote lifelong
learning, post-school institutions should accept
students who are academically less prepared and

provide them with targeted support.

Role of the post-school sector
Contribute towards quality learning and
teaching in the entire education system from
pre-school through to higher education.
Teachers in schools, ECD centres and colleges

aretrainedin universities.
Respond to the skills needs of all sectors of
society including business, industry and the

government.

Raise education and training levels to produce

highly skilled professionals and technicians.

Provide lifelong learning opportunities for a

wide range of candidates.

Develop partnerships to play a strong role in

national and regional initiatives.
Conductand disseminate research.
Promote technology transfer through research

studies done in collaboration with local and

foreign firms.
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Enhance research, development and

technology infrastructure.

Strengthen the foundations for good
governance by enabling citizens to participate
meaningfully in the social, economic and

political life of the country.

Overview of the current post-school system

The South African post-school system is not well
designed to meet the skills development needs of
either the youth or the economy. Approximately
three times as many students enter universities each
year compared to those entering colleges. In 2010,
universities enrolled around 950 000 students while
colleges enrolled about 300 000. Public adult
learning centres enrol approximately 300 000
learners who are studying part-time for Grade 12
and adult basic education training learners. Private
providers are playing an increasingly important role
in the post-school sector. Enrolments in private
higher education institutions are estimated to range
from 80 000 to 120 000 learners. A large number
of private providers offer FET courses funded

through the skills levy.

Though some institutions perform well and have the
academic expertise and infrastructure to be
internationally competitive, many lack adequate
capacity, are under-resourced and inefficient. Access
and opportunities are inequitably distributed. The
growth of enrolments in private institutions also
indicates that the public system is not responsive to

the needs of all students.

Universities

In 2030, South Africa will have over 10 million
university graduates with a minimum of a bachelor’s
degree. This takes into account the current number
of graduates and the targets proposed in this plan.
This will be a 300 percent increase over a 30-year

period (2001 — 2030). There will be roughly



INDICATORS OF PROGRESS
IN HIGHER EDUCATION

O Enrolment in HE institution increased from 490 494 students in 1994 to 837 644 in

2009 i.e. 71% increase.

O Significant demographic changes in student population: two thirds of university

students were African in 2009 compared to 32% in 1990.

O Student financial aid increased from 10.3 million in 1994 to R2.7 billion in 2010.

O University research output increased from about 5 500 in 2003 to 9 600 in 2010.

400 000 new university graduates each year. In
2001, South Africa had 2.6 million graduates
(Statistics South Africa) or one in every |7 people.
In 2030 one in six people will be a university
graduate. This is one of the strongest indicators of

expanding access to university education.

For the increase in the number of graduates to be
meaningful, the quality of education needs to
improve. Many of the new graduates between now
and 2030 must be in the critical skills categories,
such as engineering, actuarial science, medicine,
financial management, and chartered accountancy.
The downward trend in the number of learners
who pass matric with mathematics must be

reversed.

The data on the quality of university education is
disturbing. South African universities are mid-level
performers interms of knowledge production, with
low participation, high attrition rates and insufficient
capacity to produce the required levels of skills.
They are still characterised by historical inequities
and distortions. The university sector is under
considerable strain. Enrolments have almost
doubled in |8 years yet the funding has not kept up,
resulting in slow growth in the number of university
lecturers, inadequate student accommodation,
creaking university infrastructure and equipment
shortages. The number of institutions that have

recently been put under administration is an

indication of the leadership and governance

challenges.

The needto improve quality is demonstrated by the
reports of graduates who are unable to find
employment and the low conversion rate from
graduation to achieving professional status in
engineering science. The Engineering Council of
South Africa reports that only 10 percent of
graduates who had been registered as candidate
engineers for more than three years attained
registration as professional engineers in the last two
years. The legal profession is facing similar

challenges.

The academic profession requires renewal if South
African universities are to expand, compete and
drive the knowledge society and economy. There is
a shortage of academics, especially in the human,
natural, engineering and actuarial sciences. The
problem of graduate unemployment in the face of
skills shortages is an indication that universities
produce graduates who do not meet the needs of

industry and society.

Higher education is the major driver of information
and knowledge systems that contribute to
economic development. However, higher
education is also important for good citizenship and
for enriching and diversifying people’s lives. Quality

higher education needs excellence in science and
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technology, just as quality science and technology

needs excellent higher education. The most

important factor that determines quality is the

qualifications of staff.

Universities are key to developing a nation. They

play three main functions in society:
Firstly, they educate and train people with high-
level skills for the employment needs of the
publicand private sectors.
Secondly, universities are the dominant
producers of new knowledge, and they
critique information and find new local and
global applications for existing knowledge.
South Africa needs knowledge that equips
people for a changing society and economy.
Thirdly, given the country’s apartheid history,
higher education provides opportunities for
social mobility. It can strengthen equity, social
justice and democracy. In today’s knowledge
society, higher education is increasingly
important for opening up people's

opportunities.

To increase the output of professionals, all parts of
the education system have to perform well. This is
why the Commission has identified improving the
quality of education outcomes throughout the

education system as one of the highest priorities.

Differentiation
South Africa has a differentiated system of university
education, but the system does not have enough

capacity to meet the needs of learners. Universities

of technology and comprehensive universities have

more than halftheir students enrolled on vocational
programmes, while traditional universities have an
almost equal spread of enrolments between
vocational, professional and general qualifications.
Traditional universities have a higher percentage (14
percent) of enrolments at masters and PhD level
compared to the other two (2 percent and 3
percent respectively).  Indicators such as doctoral
degree output, research output and the proportion

of staff with PhDs also show that research capacity is

concentrated in afew institutions.

A detailed analysis of the nature and extent of
differentiation in the university sector has been
done. Such analysis enables policymakers to make
sober decisions about funding, support and
performance targets for the different kinds of

institutions.

Universities must:
Define their niches to enhance their ability to
contribute to national objectives
Provide a diversity of programme offerings
tolearners
Develop capacity to provide quality
undergraduate teaching
Some must develop the capacity for cutting-
edge research training
Provide for flexibility and innovation

throughoutthe system.

Building an expanded, differentiated university
system requires that other post-school institutions

function optimally. If the college sector functions
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optimally, the pressure on universities to offer lower
level diplomas and certificates will be reduced. This

will allow universities to focus on their niche.

Proposals for universities

Improve the qualifications of higher education
academic staff. South Africa needs to increase the
percentage of PhD qualified staff in the higher
education sector from the current 34 percent to
over 75 percent by 2030. Higher Education South
Africa (HESA) has developed a detailed proposal for
a National Programme to develop the Next
Generation of Academics for South African Higher
Education. The proposal seeks to address the
challenge of developing future academics and

deserves to be implemented.

Improve the quality of teaching and learning.

University lecturers should be recognised teachers.

Increase the participation rate at universities by
at least 70 percent by 2030 so that enrolments in-
crease toabout |.62 millionfrom 950 000in 2010.

Increase the throughput rate for degree
programmes to more than 75 percent. The
number of graduates will increase from the
combined total of 167 469 for private and public
higher education institutions to 425 000 by 2030.
As part of this target, the number of science,
technology, engineering and mathematics

graduates should increase significantly.

Increase the number of masters and PhD
students, including by supporting partnerships for
research. By 2030 over 25 percent of university
enrolments should be at postgraduate level.
International exchange partnerships should be

pursued and encouraged.

Produce more than 100 doctoral graduates

per million per year by 2030. South Africa currently

produces 28 doctoral graduates per million per
year, which is very low by international standards.
To achieve the target of 100 per million per year,
South Africa needs more than 5 000 doctoral
graduates per year against the figure of | 420 in
2010. If South Africa is to be a leading innovator,
most of these doctorates should be in science,

engineering, technology and mathematics.

Double the number of graduate and
postgraduate scientists and increase the number of
African and women postgraduates, especially PhDs,
to improve research and innovation capacity and

make university staff more representative.

Create a learning and research environment

thatis welcomingtoall.

Expand university infrastructure. University
enrolments have almost doubled since 1994 and
infrastructure has not kept up. This has a major
impact on the quality of teaching and learning.
Student accommodation in universities needs

urgent attention.

Develop uniform standards for infrastructure
and equipment to support learning, promote equity
and ensure that learners doing similar programmes
in different institutions receive a comparable

education.

Strengthen universities that have an embedded
culture of research and development. They should
be assisted to access private sector research grants
(third stream funding) in addition to state subsidies
and student fees, attract researchers, form
partnerships with industry and be equipped with
the latest technologies. In turn, they should support
postgraduate students, not only in their own
institutions but also in those which focus on teaching
and learning as well as in other sectors of the post-

school system.
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Provide performance-based grants to build
capacity and develop centres or networks of
excellence within and across institutions. Given that
performance-based grants, can entrench historical
privilege and disadvantage, capacity-building grants
should be provided with clear targets for

improvement in five-year intervals.

Offer extra support to underprepared learners
to help them cope with the demands of higher
education. Many individuals with poor schooling
aspire to higher qualifications, but they are
academically less prepared than their middle class
counterparts. Support programmes should be

offered and funded at all institutions.

Expand the use of distance education. The
advances in ICT can help overcome the
infrastructure limits to further expansion of higher
education. Upfront investment is needed in
technology, curriculum design, quality assurance
and monitoring. The Department of Higher
Education and Training has published a draft policy
statement intended to provide a framework for
expanding the use of distance education in higher

education. The Commission supports this initiative.

Private providers will continue to be important
partners in the delivery of education and training at
all levels. Ensuring the quality of private provision
requires enabling regulation, quality assurance, and

monitoring and evaluation of programmes.

Colleges

Approximately 65 percent of college students are
unable to find work experience, which is a
requirement for completing National Technical
Diplomas popularly known as N diplomas. The
college sector is intended as a pathway for those who
do not follow an academic path, but it suffers from a
poor reputation due to the low rate of employment

of college graduates.
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The college sector needs to be expanded, but this
must be preceded by clarity about its vision and role.
The priority is to strengthen colleges, address quality
teaching and learning, and improve performance. A
critical indicator of performance is the throughput
rate and the ability of college programmes to provide

the skills South Africa needs.

Colleges are the backbone of technical vocational
education and training. Their target group includes
young people in the FET phase who chose the voc-
ational pathway, adults who want to change careers
or upgrade skills, and unemployed people who wish
to start a career. Colleges should be strengthened to
become institutions of choice for the training of

artisans and producing other mid-level skills.

Improve the throughput rate to 75 percent by
2030. This would have a major impact on South

Africa’s skills profile.

Produce 30 000 artisans per year by 2030

Promote lifelong learning to complement post-

school education.

Provide funding certainty to ensure that colleges
employ staff and give them job security. This will
ensure that colleges attract and retain skilled and

experienced college staff.

Support the development of specialised
programmes in universities focusing on training
college lecturers. Provide funding for universities to

conduct research on the vocational education sector.

Build the capacity of FET institutions to become
the preferred institutions for vocational education
and training. Learners should be able to choose the
vocational pathway before completing Grade |2.
Expand the geographical spread of FET institutions to

ensure that learners who choose to pursue a



vocational career have access to institutions that
provide quality vocational education and training.
Distance education with structured learner support

will help to improve access.

Expand the college system with a focus on im-
proving quality. Better quality will build confidence in
the college sector and attract more learners. The
recommended participation rate of 25 percent
would accommodate about |.25 million enrolments
compared to the current 300 000. The DHET pro-
poses establishing  Community Education and
Training Centres which will incorporate the current
public adult learning centres. These institutions, com-
bined with enrolment in workplace-based prog-
rammes, should reach an additional | million

learners.

Build a strong relationship between the college
sector and industry. This will improve the quality of
training in colleges and ensure quick absorption of
college graduates into jobs. Continuing education is
necessary for meaningful participation in a modern
economy where many jobs require some college or
university education. Industry should play a significant
role in college curriculum development and provide
opportunities for practical training. Through this part-
nership, the college sector will also be able to deter-

mine what skills are needed in the labour market.

Significantly decrease the number of young

people who are not employed or in education and
training by 2030. There are currently about 3 million
young people aged 18-24 who are not in

employment, education or training.

The Strategic Plan 2010/1 1 ——-2014/15 of the
DHET identifies a number of priority areas, including:
strengthening the institutional capacity of vocational
education and training institutions, increasing access
and improving success in programmes leading to
intermediate and high learning, and ensuring a
dynamic interface between workplaces and learning
institutions.  The commission supports these

priorities.

Providers
The state and private sector both have arole to play

in providing post-school education and training.

Develop and support a coordinated system for
providing a diverse range of further education and
training opportunities, through a range of state and
private providers. The starting point must be
strengthening existing institutions, with a focus on
the college sector, public adult learning centres and

technical high schools.

Undertake a careful analysis of all further
education and training colleges, other colleges and
public adult learning centres to determine gaps in

the post-school institutional network. Not all

M‘L
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institutions can or should offer all types of training. A
differentiated system is needed. Where there are

gaps, new institutional types should be established.

Identify an appropriate role for distance
education in the college sector and develop a policy
framework to guide institutions in developing

distance education.

Adult education
The adult education sector in South Africa faces
many problems:
Limited curriculum and lack of appropriate
formal qualifications
Small scale with around 300 000 participants
Lack of a clear institutional identity
High staff turnover due to lack of job security
Limited resources
Run on a part time basis
Not linked to the other parts of the
education system
Few participants acquire the General

Education Certificate.

The adult education sector is underdeveloped. It
operates on a limited budget — consistently below
the international benchmark of | percent of the
education budget and has no facilities of its own - it
shares facilities with schools. The level of
qualifications of teachers in this sector has improved

as a result of the introduction of an adult education
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teacher qualification via distance education by
UNISA. Despite this, there is a high turnover of staff
as teachers in this sector are employed on | year
contracts.  Quality is poor, regulation and

monitoring is non-existent.

The Department of Higher Education and Training
proposes establishing Community Education and
Training Centres which incorporate and transform
the current public adult learning centres. The
Commission welcomes this proposal. Community
Education and Training Centres will contribute to
creating alternative education and training
pathways. The current public adult learning centres
should be transformed into Community Education
and Training Centres that offer a variety of courses
ranging from adult basic education to secondary and
non-formal education. Community Education and
Training Centres, like all post-school institutions,

must have a clear identity and purpose.

The Kha Ri Gude Mass Literacy Campaign run by
the Department of Basic Education caters for adult
literacy learners and has been very successful.
There is a need for relevant programmes and
qualification for adults many of whom are Kha Ri
Gude graduates. The existing programmes and
qualifications for adult learners should be
restructured to ensure they are appropriate for

their target audience. The proposed Community

Education and Training Centres will help expand




opportunities for graduates of the adult literacy
campaign as well as other adult learners.

The location of the literacy campaign and the adult
basic education and training programme in different
departments is not ideal. Linkages need to be
developed to ensure that learners who graduate
from one programme do not face barriers in

advancing their studies in another programme.

Skills development

The sectoral education and training authorities
(SETAs) were established in 1997 and funded
through the levy-grant system. They are expected
to facilitate the delivery of sector-specific skills
interventions that help achieve the goals of the
National Skills Development Strategy and develop
the skills needed by employers. There are currently
21 SETAs.

Current problems with the SETAs include:

O Poorgovernance

O Inadequate human resources

O Poor administration and financial
management

O No proper monitoring and evaluation
system

O No accurate records of the number people
who have benefited from the system and
what the impact has been

O Limited or no linkages with the post-school
sector

Contributions of the SETA system include:

O SETAs have facilitated the participation of
private training providers in skills
development. However, training has tended
to be in the form of short courses and in
many respects has not been tailored to the
needs of the labour market.

O Learnerships have facilitated entry to the

labour market for unemployed people.

Where there is efficient implementation SETAs

have had a positive impact, but skills shortages
continue to choke the South African economy.

Proposals for the skills development sector
O Improve relationships between education
institutions and employers. SETAs have a crucial
role in building relationships between education

institutions and the employers.

O Resolve the role of the skills development levy.
The SETAs have a surplus of about R3 billion while
other bodies, such as colleges and universities, are

financially constrained.

O Clarify the mission, purpose and mode of
operation of the SETAs. The current system largely
excludes public providers (further education and
training colleges and universities) from providing
training funded by SETAs and the National Skills
Fund. A related issue is whether SETA funds can be
used to fund new and potential employees or
whether they are solely for the currently employed
in levy-paying firms. The focus on existing
employees makes it harder to build a strong
relationship between SETAs and colleges and
universities, which would be best placed to train

potential employees.

O Social partners at the National Economic and
Labour Development Council (NEDLAC) need to
debate whether the government, as a large
employer, should contribute to the skills levy.
Private sector firms and SETAs should take national
priorities into account when planning and funding

training initiatives.

Regulation and quality assurance

Post-school education in South Africa is governed
by an array of legislation and institutions. There is
duplication, overlap and, at times, incoherence and

inconsistency.

The quality assurance framework is complex, with
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overlapping directives and on-going contestation
between different quality assurance bodies. The
main bodies responsible for quality assurance are
the three quality councils: the Council on Higher
Education (CHE), Umalusi, and the Quality Council
for Trades and Occupations (QCTO). Previously,
SETAs performed quality assurance functions
largely directed at the private training providers they
fund. Professional bodies, such as the Engineering
Council of South Africa, are a fourth category of

quality assurance body.

The complexity and overlaps in the regulation and

quality assurance systems need to be addressed.

Structural and systemic issues

Mobility within the education system should be
supported through clear standards and procedures.
Students should be able to move between colleges
and universities, between different universities,
between schools and post-school institutions, and
between educational provision and the world of
work. To do this, they need information on what

different institutions offer.

Each post-school institution must have a clear
identity and mission, including further education

and training colleges. FET colleges continue to offer

traditional theoretical training for apprenticeships

through the old formal technical college
instructional programmes popularly known as
Nated programmes and the National Certificate
Vocational. Delivering these programmes in a single

institution is difficutt and can be confusing.

There should be programmes to upgrade the skills
of college lecturers, in partnership with industry.
Industry experts should be encouraged and
incentivised to spend time teaching in colleges, and
college lecturers should be encouraged to spend
time in the workplace updating their knowledge and
skills. College teaching should be made attractive to

good lecturers and students.

The evolution of the post-school system should
always be guided by the principle of providing

learning opportunities for all students.

Drivers of change

Private and public institutions must work together to
create the educational infrastructure needed to
support a thriving economy. The globalisation of
labour and technology markets requires education
systems to collaborate across national borders and

across sectors.

Demographic changes are placing increasing

demands on governments and educational
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institutions to increase access to affordable, high

quality education.

Meeting national development objectives and
responding to global trends requires changes in
planning and greater use of technology in delivering

training programmes.

Funding an enabling, high quality
differentiated system

Funding for higher education as a proportion of
GDP has declined marginally over the last few years
from 0.76 percentin 2000to 0.69 percent in 2009.
To preserve the quality of higher education,
additional funding will be needed to support an
increase in participation and knowledge

production.

Proposals for post-school funding

O Base the revisions to the universities” funding
framework that is currently being considered by the
Ministerial Committee for the Review of the
Funding of Universities on the needs of a
differentiated system, with adequate provision for

both teachingand research.

O Asthe quality assurance and monitoring system
matures, greater emphasis should be placed on
incentivising graduate output. Such a shift would be
in line with the international trend towards greater
emphasis on output-based funding. The
Department of Higher Education and Training
would have to address the risk of discouraging
universities from taking students from deprived

backgrounds.

O Provide all students who qualify for the National
Student Financial Aid Scheme with access to full
funding through loans and bursaries to cover the
costs of tuition, books, accommodation and other
living expenses. Students who do not qualify should

have access to bank loans, backed by state sureties.

Both the National Student Financial Aid Scheme and
bank loans should be recovered through
arrangements with the South African Revenue
Service. Service-linked scholarships should be
available in areas such as nursing, teaching and social

work.

O Consider extending the National Student
Financial Aid Scheme to qualifying students in
registered private colleges as an incentive for private

sector expansion.

Supporting institutions in chronic distress

The Department of Higher Education and Training
should identify institutions that are in on-going crisis
despite earlier interventions. Dedicated support
should be provided for comprehensive renewal
plans over five years. The plans should identify a
viable and sustainable academic path for the
institution, with an appropriate programme and
qualification mix. If measurable progress towards
achieving the objectives is not evident after five
years, consideration should be given to reviewing

the status of the institution.

NATIONAL RESEARCH AND
INNOVATION SYSTEM

In comparison to its population, South Africa’s
science and innovation system is small by
international standards. The natural sciences
produce the most accredited research (36 percent
of the country’s total research output), followed by
the humanities (2| percent) and medical and health
sciences (20 percent). From 1995 to 2007, the
proportion of all scientific output produced by
universities increased from 80 percent to 86
percent, which means that universities are
increasing their dominance as knowledge

institutions in South Africa.

Research and development spending was

0.92 percent of GDP in 2007. By comparison,
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Norway spends |.62 percent. While South Africa
has excelled in some areas, such as registering plant
cultivars, there has been little increase in public
sector research personnel, PhD graduates and
research outputs. This compromises South Africa’s

global competitiveness.

Overall, South Africa’s global competitiveness
needs to be improved, and the system of
innovation has a key role to play. It is the principal
tool for creating new knowledge, applying
knowledge in production processes, and
disseminating knowledge through teaching and

research collaboration.

The nature of how and where research gets done
has changed radically. There are multiple sites of
research and knowledge production, which are
partly or wholly separated from higher education: in
industrial laboratories, government departments,
corporate research units, parastatals, statutory
research councils and NGOs, or through
collaboration between these organisations. It is
essential that all these sites of research and
innovation are coordinated and function coherently
to take advantage of new modes of knowledge
production, economies of scale and opportunities

presented by working across disciplines.

The distribution of research capacity in higher
education institutions is skewed in favour of
historically white institutions. Under apartheid, the
development of research capacity in black
universities was severely limited, and they have only
recently integrated research into their core
functions. A research mandate has only recently
been included in the institutional missions of

universities of technology.
Continued advances in technological innovation

and the production of new knowledge are critical to

growth and development. Achieving a competitive
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and sustainable economy will require a strong and
effective system of innovation, science and
technology. The research and innovation system

also needs to contribute to transformation.

The Department of Science and Technology (DST)
has a number of programmes aimed at stimulating
research and innovation. They coverareas such as:
Space science and technology
Hydrogen and energy
Biotechnology and health innovation
Innovation planning and instruments

Radio astronomy advances.

The DST also aims to develop and implement
national programmes to produce knowledge and
the associated infrastructure, equipment and public
research services to sustain the National System of
Innovation. The creation of the South African
Research Chairs of the National Research
Foundation is an important contribution to

developing research capacity.

The DST hosts science expos annually to stimulate
interest in science among young people. This is an
important initiative and should be supported by
development of special schools for children who

exhibitinterest in science.

Recently, South Africa won the right to co-host the
Square Kilometre Array (SKA), the largest
telescope. This gives South Africa the potential to
develop its capability in astronomy. There are
many other programmes and initiatives that make
up a base on which South Africa can build a strong

National System of Innovation.

Proposals for the national research and
innovation system

Create a common overarching framework to
address pressing challenges in the national system of

innovation, involving the higher and further



education system, state-owned enterprises and
private industries. The system needs to functionina
coherent and coordinated manner with broad
common objectives aligned to national priorities.
Special consideration should also be given to
dedicated programmes in water, power, marine,
space and software engineering, in which South
Africa has both comparative and competitive
advantages. Companies that focus on such
programmes should provide internship
programmes for experiential learning, specifically in

manufacturing and services.

Nurture and coordinate research capacity in
higher education and link it to postgraduate studies.
Improve coordination and support for partnerships
between universities and other research and

innovation sites.

Transform the demographic composition of
researchers in higher education, research councils
and private research establishments. Put in place
funding and research capacity development
programmes to support young, female and black

researchers.

Increase support for postgraduate study at
universities, for senior researchers, for partnerships
between universities and industry. A more stable
funding model is needed for all educational
institutions that conduct research. Expand research

capacity and improve research output.

Develop a common policy framework on the
critical role of science and technology, the role of
higher education in shaping society, and the future
of the country and its growth path. This should
involve the Departments of Higher Education and
Training, Science and Technology, Trade and
Economic

Industry, Public Enterprises,

Development, and the National Treasury.

Relax immigration requirements for highly
skilled science and mathematics teachers,
technicians and researchers. All graduates from
foreign countries should be granted 7-year work
permits. The movement of people, ideas and
goods should be encouraged across the East and

Southern African region.

Revitalise science and mathematics by
increasing the number of school leavers eligible to
study science and mathematics-based subjects at

university.

Develop a few world-class centres and
programmes within both the national system of
innovation and the higher education sector overthe
next |18 years. The right to co-host the Square
Kilometre Array project is an example. These
should be in South Africa’s areas of comparative and
competitive advantage, including indigenous
knowledge systems. Establish South Africa as a hub
for higher education and training in the region,
capable of attracting a significant share of the

international student population.

The government must create an investment
climate that encourages the private sector to
compete locally and internationally with innovative
products, services and technologies. The freedom
of scientists to investigate and of entrepreneurs to
innovate is critical. The government must support
collaboration between the business, academic and

public sectors.

Networks and partnerships

The national system of innovation is about
networks and partnerships. Research and
development happens in many sites outside
universities, including the science councils, state-

owned enterprises and industry.

Partnerships are important for drawing together the
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capabilities, interests, and resources of different
stakeholders. A framework to coordinate the
production of knowledge and guide the investment

of publicfunds should support such partnerships.

The framework should include strategies and
incentives to attract businesses to develop industry
clusters designed to increase competitiveness and
wealth. These clusters contribute to the

development of science and technology capacity.

CONCLUSION
The decisions we make today will determine the
labour market prospects of graduates in 2030. We

estimate that South Africa will have more than 10

million university graduates and there will be
roughly 400 000 new graduates each vyear
Although this will represent a 300 percent increase
over a 30-year period, the country needs other
skills, which are provided through non-degree
programmes. Our education and training
institutions must deliver programmes of the highest

quality.

The proposed interventions in early childhood
development, basic and post school education are
designed to ensure that learning outcomes
improve. The challenges we face require everyone

to be an active participant.



CHAPTER TEN

KEY POINTS

Promoting
health

Greater intersectoral and inter-ministerial
collaboration is central to the Commission’s

proposals to promote health in South Africa.

Health is not just a medical issue. The social
determinants of health need to be addressed,
including promoting healthy behaviours and

lifestyles.

A major goal is to reduce the disease burden

to manageable levels.

Human capacity is key. Managers, doctors,
nurses and community health workers need
to be appropriately trained and managed,
produced in adequate numbers, and

deployed where they are most needed.

The national health system as a whole needs
to be strengthened by improving governance

and eliminating infrastructure backlogs.

A national health insurance system needs to
be implemented in phases, complemented
by a reduction in the relative cost of private
medical care and supported by better human
capacity and systems in the public health

sector.
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INTRODUCTION

South Africa’s health challenges are more than
medical. Behaviour and lifestyle also contribute to
ill-health. To become a healthy nation, South
Africans need to make informed decisions about
what they eat, whether or not they consume
alcohol, and their sexual behaviour, among other

factors.

People need information and incentives to change
their behaviour and lifestyles. Leaders and other
influential people can provide role models. All
South Africans need to be encouraged to buy, grow

and eat healthy foods, and to do more exercise.

Promoting health and wellness is critical to
preventing and managing lifestyle diseases,
particularly the major non-communicable diseases
among the poor, such as heart disease, high blood
cholesterol and diabetes. These diseases are likely

to be amajorthreat overthe next 20to 30 years.

There are other non-behavioural factors that affect
well-being. The environment in which people are
born, grow up, live and work can affect their health
negatively. This includes exposure to polluted
environments, inadequate houses and poor
sanitation. How well the health system functions
can determine the success in the treatment of
disorders, and the longevity and quality of life of the

population.

The Ministry of Health is embarking on massive
reform, covering health systems, personnel and
financing, among others. The proposals presented
here are in line with many of the strategies that are
under consideration in the Ministry of Health. Inthe
view of the National Planning Commission, South
Africa is on the right path, after a period of some

difficulty.

The Commission invites all South Africans to think
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differently about their health and to work with
government and each other to create a healthy
nation. Health stakeholders are called on to
collaborate with each other and with government,
to be open to new ways of doing things, and to put

patients first.

This chapter:

O Setsoutthe 2030 vision for health

O Discusses current challenges

O Puts forward a set of goals, indicators and
actions

O Putsforward aset of priorities.

VISION 2030

A health system that works for everyone and

produces positive health outcomes is not out of

reach. Itis possible to:

O Raise the life expectancy of South Africans to at
least 70 years

O Ensure that the generation of under-20s is
largely free of HIV

O Significantly reduce the burden of disease

O Achieve an infant mortality rate of less than 20
deaths per thousand live births, including an
under-5 mortality rate of less than 30 per

thousand.

In countries that have succeeded in reforming their
health systems, committed leadership in all layers of

the health system has been key.

CURRENT CHALLENGES

The South African health system is underpinned by
the principles of primary health care and the district
health system.

Primary health care emphasises globally endorsed
values, such as universal access, equity, participation
and an integrated approach. Critical elements of
primary health care include prevention and the use

of appropriate technology. Other components



include better access to and use of first-contact care,
a patient-focused (rather than a disease-focused)
approach, a long-term perspective,

comprehensive and timely services, and

home-based care when necessary.

The district health system embodies a
decentralised, area-based, people-centred
approach to health care. The World Health
Organisation identifies six
important elements of the
system:

O Service delivery

O Thehealth workforce
O  Healthinformation

O Medical

products,

vaccines and technologies

o

Sound health financing
O Good leadership and

governance.

Each of these is important for achieving
equity and quality, responsiveness, social
cohesion, financial risk protection and better

efficiency in health care.

Demographics and health trends

The health challenges facing South Africa are

well documented. The country faces a quadruple

burden of disease:

O HIV/AIDS and related diseases such as
tuberculosis (TB), and sexually transmitted
infections (STI)

O Maternal and child morbidity and mortality

O Non-communicable diseases (mainly related
to lifestyle)

O Violence, injuries and trauma.

HIV/AIDS has been a leading cause of death,
followed by interpersonal violence, TB, road traffic
injuries and diarrhoeal diseases. The leading

risk factors are unsafe sex, followed by

interpersonal violence, alcohol abuse, tobacco

smoking and excess body-weight.

Death notifications doubled between 1998
and 2008 to 700 000 per year. The
increase is mostly in deaths of infants
(children up to four years old) and young
women (between 30 and 34 years old), which
trebled to nearly 60 000 per year, mostly due
to HIV. HIV has also
contributed to the
mortality of men,
particularly between the
ages of 35 and 39. There has
also been a sustained increase
in deaths of young men due to
injury. Communicable diseases
such as TB escalated, imitating the
HIV epidemic: up to six times more
young women are affected and up to
four times more young men. There was a
similar rise in non-communicable
disorders, such as cardiovascular disease,
and predisposing factors such as obesity,
ypercholesterolemia (abnormally high levels

of blood cholesterol) and diabetes mellitus.

The health system

The performance of South Africa’s health system
since 1994 has been poor, despite good policy and
relatively high spending as a proportion of GDP
Services are fragmented between the public and
private sectors. The public sector serves 83 percent
(41.7 million) of the population and the private
sector |7 percent (8.3 million). Imbalances in
spending between the public and private sectors
