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1. INTRODUCTION 

1.1 BACKGROUND 

Lacklustre economic growth and insufficient job creation in the 1990s led the South African 

government to consider innovative strategies to stimulate exports and attract foreign direct 

investments (FDI). The formation of Industrial Development Zones (IDZs) was one such 

instrument among an array of industrial policy initiatives to bolster manufacturing capacity, 

increase exports and foster employment.  

The IDZ or Special Economic Zone (SEZ) has been a mainstay in the development of numerous 

economies in the East Asia, especially China. For example, the Shenzen SEZ established in 

1980 transformed a poor fishing village into a modern developed city with 10 million people in 20 

years (Chitiga, Mabugu, and Kibambe, 2009:21). The South African government was hopeful 

that such success could be replicated in South Africa.    

The first IDZ in South Africa, Coega, was proclaimed in December 2001. Currently, four IDZs 

(Coega, East London, Richards Bay and OR Tambo) have been designated but only three are 

fully operational, namely, Coega, East London and Richards Bay. Since inception government 

has directly transferred R8.83 billion to these three IDZs between 2002/03 and 2012/13 (DTI, 

2013). Studies have been commissioned by the DTI to determine the efficiency and effectiveness 

of the IDZ. These studies have catalogued the successes of the IDZ, which inter alia include the 

creation of jobs (employment creation), FDI and export promotion. An Impact Analysis of the 

Industrial Zones reveals that the ELIDZ had attracted R611 million in investments and created 

931 jobs by 2007. The RBIDZ has created 1 010 jobs and secured R650 million in investment by 

2006 (Chitiga et al, 2009:50). 

Evaluations of the IDZs have also identified weaknesses which include fragile governance, lack 

of incentives, poor stakeholder co-ordination and a lack of integrated planning (DTI, 2013:3). 

These shortcomings hastened a review of the IDZ policy to tackle the limitations of the IDZ 

strategy as well as address the changing priorities of government as reflected in the National 

Development Plan (NDP), New Growth Path (NGP), National Industrial Policy Framework (NIPF) 

and Industrial Policy Action Plan (IPAP). The resultant SEZ policy is envisaged to not only 

address the shortcomings of the IDZ policy but also to stimulate industrialisation and export 

driven growth. 

The effectiveness and the efficiency of the current IDZ programme is therefore an important input 

into the design and funding of the future IDZs and SEZs. The lessons learnt will inform policy 

choices so that past errors can be avoided and successes duplicated. Accordingly, the National 

Treasury has commissioned an Expenditure Performance Review (EPR) of the IDZ programme 

to describe the structure and elements of the programme, identify the main cost drivers and 

assess how it contributes to government outcomes. It is envisaged that the EPR would provide 

useful insights into the operation of current IDZs and serve to guide and inform how future IDZs 

and SEZs may be funded and monitored. 

Specifically, the EPR will assist decision-makers to ascertain whether the IDZs are realising their 

stated objectives with regard to exports, investment and employment; and, the cost of realising 

these objectives.  
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1.2 METHODOLOGY 

The EPR was conducted in four distinctive stages. The inception phase provided an opportunity 

for the consultant to engage with all stakeholders, clarify expectations and the methodology, and 

obtain all available information. Stage 2 involved the identification of the programme elements 

and the subsequent construction of the logic model framework (LMF) to explain the chain of 

delivery (Stage 3).   Based on this framework a costing model was developed (Stage 4), and the 

use of results of this model are explained in detail in this report (Stage 5). 

The EPR has been done in consultation with and overseen by the Project Steering Committee 

(PSC) which comprises of representatives of the National Treasury, DTI, and the Project Shop 

(Contract Manager).  

This expenditure report provides the information emanating from engagements with the PSC as 

well as from discussions with representatives for the IDZs who were present at the programme 

element deliberations. Most of the financial information contained in the report was sourced from 

publicly available documents such as the annual reports and strategic plans of the IDZs. 

Regrettably, this information was at a high level of aggregation which made detailed expenditure 

analysis impossible. Additional information was received directly from the DTI. Together, this 

information underpins the costing model. The assumptions underpinning the model were not 

validated by the operators of the IDZ, although repeated attempts were made to do so. The report 

is accompanied by the expenditure breakdown and costing model in excel. 

The report is structured as follow: 

Section 2: Background and legislation 

Section 3: The Logic Model Framework 

Section 4: IDZ expenditure and cost drivers 

Section 5: The Costing Model 

Section 6: Conclusion 
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2. POLICY AND LEGISLATION 

There is no universal agreed definition of an IDZ. Rather, the IDZs are recognised as a special 

type of economic zone. Economic zones are geographic areas within a country where certain 

economic activities are promoted by a set of policy measures that are not generally applicable to 

the rest of the country (DTI, 2004: vi). These zones are used as a tool to circumvent obstacles 

that inhibit the development of a competitive export-oriented economy by creating a favourable 

environment for foreign investment through some form of artificial comparative advantage (i.e. 

policies and programmes affecting conditions for foreign investment) [ibid]. 

Internationally Special Economic Zones usually display the following characteristics: 

Geographically delimited area, usually physically secured (fenced-in)  

Single management/administration  

Eligible for benefits based upon physical location within the zone  

Separate customs area (duty-free benefits) and streamlined procedures (World Bank, 2008:9) 

SEZs operate in different guises such as export processing zones, free zones, free trading zones 

and foreign trade zones (Farole, 2011:17).The IDZs are meant to confer two types of benefit. 

These are:  

Static economic benefits (relatively short term) – As instruments of trade and investment policy. 

They are expected to contribute to employment creation, the generation of foreign exchange 

through exports, and the creation of economic value added. 

Dynamic economic benefits (long term) - Structural and developmental benefits that result from 

establishing the IDZs. These relate to the promotion of non-traditional economic activities, hard 

and soft technology transfers, facilitation of domestic entrepreneurialism, and the promotion of 

economic openness. Nationally, the IDZs stimulate the competitiveness of the country or a region 

(Farole, 2011:26). 

In South Africa these economic zones are currently referred to as IDZs. An IDZ is meant to be 

an industrial estate linked to an airport or sea port that leverages both domestic and foreign fixed 

direct investments in value-added and export-oriented manufacturing industries and services 

(DTI, 2013:2) Consequently, the IDZ programme was formulated to assist SA based 

manufacturing firms by offering efficient logistic services, through closer proximity to a port, and 

provide a single window facility (one-stop-shop) to investors (DTI, 2013:2). 

2.1 IDZS IN SOUTH AFRICA 

Cabinet ratified the IDZ programme in 2000. Consequently, IDZs were to be established in terms 

of the Manufacturing Development Act 63.of 1997. The aims of the IDZs, as stipulated by the 

Manufacturing Development Act, were among others to: 

Facilitate the creation of an industrial complex to have strategic economic advantage; 

Provide the location for the establishment of strategic investments; 

Enable the exploitation of resource-intensive industries; 

Take advantage of existing industrial capacity, promote integration with local industry; 
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Create employment and other economic and social benefits in the region in which it is located 

Although not explicitly stipulated in the Act, the IDZ programme was expected to facilitate links 

between industries in the IDZ and local entrepreneurs and transfer technological skills. Another 

advantage for the investor was the establishment of a Custom Controlled Area (CCA) which 

allowed for duty free imports and also provided for VAT exemption on exports. 

Presently, four IDZs (Coega, East London, Richards Bay and OR Tambo) have been approved 

by the DTI, but only three are fully functional (Coega, East London and Richards Bay). Saldanha 

Bay has been designated as an IDZ and was formally proclaimed by the Minister of Trade and 

Industry in November 2013. 

Historically, the IDZs have been directly funded by transfers from national (DTI) and provincial 

governments. The funding from the DTI was appropriated exclusively for capital expenditure 

whilst funding from the provincial government is intended for operational expenditure.  

The expectation was that the IDZs will attract sufficient investors to render them self-sustainable. 

A host of contributing factors has resulted in this imperative not being realised. According to the 

Coega Development Corporation (CDC) [CDC, 2013/14:23), the poor investment performance 

of South African IDZs can be attributed to numerous factors. These include the recent economic 

crisis, exchange rate volatility, small domestic markets and the large distance from other markets, 

rising labour costs, negative perceptions about South Africa and a lack of supporting industries, 

skills and infrastructure (Coega Development Corporation [CDC], 2013/14: 23) 

Other constraints identified by the DTI include weak governance, lack of proper incentives, 

deficient integrated planning as well as poor stakeholder co-ordination (DTI, 2013). The DTI 

initiated a policy review of the IDZs to address the shortcomings of the IDZ programme 

culminating in a revised SEZ policy.  

2.2 SEZS IN SOUTH AFRICA 

According to the DTI, SEZs are expected to foster economic growth and development by 

promoting domestic and regional demand, increase foreign direct investment, extend export 

promotion, strengthen the country’s industrial base and promote a labour-absorbing 

industrialisation path (Government Gazette No. 36203, 2013:13) 

Specifically, the purpose of establishing Special Economic Zones includes: 

Facilitating the creation of an industrial complex by providing strategic economic advantage for 

targeted investments and industries in the manufacturing sector and tradable services; 

Developing infrastructure required to support the development of targeted industrial activities; 

Attracting foreign and domestic direct investment; 

Providing the location for the establishment of targeted investments; 

Enabling the beneficiation of mineral and natural resources; 

Taking advantage of existing industrial and technological capacity, promoting integration with 

local industry and increasing value-added production; 

Promoting regional development; and 
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Creating decent work and other economic and social benefits in the region in which it is located 

and promoting skills and technology transfer (Government Gazette No. 36203, 2013:5) 

Among the proposed changes are the establishment of an SEZ fund which will supplant the 

current transfers to the IDZ. The SEZ Fund will finance capital expenditure (CAPEX) [bulk and 

general infrastructure] whereas the customised top structures will be funded by developers and 

investors. Operating expenditure (OPEX) is expected to the funded by the shareholders of the 

SEZ, usually the provincial government (DTI, 2013:2). Since 2013/14, current IDZs and 

prospective SEZs will be funded from the SEZ fund with no baseline allocation for individual IDZs 

over the next MTEF.  

Another distinction between the IDZs and the proposed SEZs is that an SEZ does not have to 

be located near a port or an airport. 

3. IDZ PROGRAMME DESIGN  

3.1 PROGRAMME ELEMENTS  

Information was collected from various sources to identify the relevant programme elements and 

construct a logical model framework (LMF) to ‘map’ out the IDZ programme as it is currently 

implemented. Although most programme elements are generic to all IDZs, there are some 

differences between the IDZs arising from their respective mandates and locations, the industries 

which they target, and the services which they provide. 

It is notable that all spheres of government are involved in the operations of all of the IDZs. For 

this reason it is important to demarcate the elements or outputs of these various stakeholders, 

namely, the national department, the provincial government, the local government, the operating 

entities and the South African Revenue Services (SARS).    

National department 

The Department of Trade and Industry is responsible for formulating and drafting the IDZ policy 

as well as the SEZ policy. The DTI has a dedicated unit that is responsible for all matters 

pertaining to IDZs, including, policy development, oversight, designation, monitoring and 

evaluation. The unit resides within Sub-programme: Infrastructure Support within Programme 6: 

Industrial Development: Incentive Administration.  

Other units within the DTI may contribute indirectly to the outcomes and outputs of the IDZ. 

Specifically, they provide services such as export promotion assistance and investment 

marketing services, which are not exclusive to the IDZ firms. These activities reside within the 

Sub-programme Export Development and Promotion within Programme 7: Trade and Investment 

South Africa. 

An important function of the DTI is to facilitate the designation of the IDZs. The prospective IDZ 

(promoter - e.g. province) registers an ‘intent’ with the DTI to establish an IDZ. A concept note is 

drafted and forwarded to the Minister of Trade and Industry. The Incentive Development and 

Administration Industry (IDAD) section within DTI evaluates the concept note to determine if the 

potential IDZ is, among others, aligned with government polices (NIPF, IPAP) and liaises with 

the other stakeholders such as municipalities. If the DTI is satisfied, the go-ahead is granted to 

conduct a business case and a subsequent feasibility study. 
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Once the business case is completed and submitted to the DTI, the IDZ unit undertakes a due 

diligence on the viability of the IDZ. If they are in agreement they inform the Manufacturing 

Development Board (MDB), which in turn recommends to the Minister to designate an IDZ and 

issue a permit.    

Provincial government 

The provincial governments are the custodians of the IDZs and provide operational funding. The 

IDZs are usually located within the economic department of the province and serves as an 

instrument to realise provincial objectives. These relate to developing infrastructure, promoting 

economic development and stimulating job creation.  

Local government 

The municipalities provide a host of vital services that are necessary for the optimal operation of 

the IDZs. Firstly, in some cases, the municipalities donate land for the establishment of the IDZ 

or offer it at a discounted rate. Secondly, municipalities provide adequate and appropriate utility 

services such as water and electricity which are sometimes also granted at lower rates. These 

preferential rates are negotiated on a case by case basis. Thirdly, municipalities are responsible 

for the construction, maintenance and upgrading of access roads to the IDZ. Fourthly 

municipalities provide specialist waste services. 

The CDC is within the jurisdiction of the Nelson Mandela Bay Municipality (NMBM), the ELIDZ is 

located within the Buffalo City Municipality and the RBIDZ falls within the uThungulu district 

municipality and in the uMhlathuze local municipality.   

South African Revenue Services 

The IDZs are expected to provide a Custom Controlled Area which in turn offers firms in these 

zones: 

Relief from customs duties for equipment (e.g. machinery) imported into a CCA. 

Simplified customs procedures (e.g. release of cargo). 

No import duties are payable on goods imported for use in the construction and maintenance of 

the infrastructure of a CCA. 

An exemption from Value-Added Tax on the importation of goods to be used in exporting. 

However, to date, no fully fledged CCAs have been established within an IDZ. Presently, factories 

within an IDZ apply and register with SARS and the factory is subsequently designated a CCA. 

This procedure is no different to that which is already available to firms outside the IDZs. 

Operating entities 

The operating entities are the institutions that run the IDZ. Whereas the Minister of Trade and 

Industry is the executive authority of the IDZ programme, individual IDZs are business 

enterprises owned by the provincial government.  

The Coega Development Co-operation is listed as schedule 3D provincial Government Business 

Enterprise and is under the provincial authority of the Eastern Cape Department of Economic 

Development and Tourism. The East London Industrial Development Zone has also been 

incorporated as a schedule 3D provincial Government Business Enterprise. The RBIDZ was 
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established as a 3D provincial public entity. The functions of the operating entities are multiple 

and can be summarised as follows:  

 The development and operation of an IDZ , including the provision and maintenance of all 

infrastructure, utilities, buildings, warehouses, factory shells and other facilities and 

improvements necessary for its operation.  

Assisting investors with regards to registration, business permits and licences, environmental 

permits, accessing incentives, custom clearances processes, tax matters and government 

liaisons. 

Marketing and brand development. 

The provision of specialised products and services such as training or incubation facilities. 

3.2 THE CHAIN OF DELIVERY 

The programme generates various outputs which collectively contribute to government’s main 

outcomes and subsequently impact on society. These outputs are derived via various activities 

which require specific inputs. The link between the outputs and the outcomes and impact of the 

IDZ programme is shown in the table below; and presented as a flow diagram in Appendix A.   

Table 1: Logical framework model (summary) 

 

Impact 

The IDZ programme is expected to contribute to an Accelerated sustainable growth and poverty 

reduction which is one of government’s main strategic objectives.  

Impact 

statement

Medium term 

(3 - 5 years)

Regulatory 

compliance 

and M&E

General 

economic 

infrastructure

General 

economic  

Infrastructure

Specialist 

infrastructure 

and 

technology

Shared 

infrastructure

Investment 

marketing 

services

Export 

promotion 

facilitation

Compliance 

support and 

aftercare 

Incubation 

programme

IDZ capital and operational 

plans

Export promotion schemes 

and assistance

Investment marketing 

services
Designation of IDZ

Reduction in trade 

facilitation costs

SARS

IDZ aligned with IDP
Provision of utilities and 

general Infrastructure

Local Government

Approved operational plans 

and budgets

IDZ/SEZ Governing policy 

and legislation

Provincial Government

Operating Entities

IMPACT

Accelerated sustainable growth and poverty reduction

OUTPUTS

National Government - DTI

Increased investment

Long term (> 

than 5 years)

OUTCOMES

Decent employment through inclusive growth (Outcome 4)

An efficient, competitive and responsive economic infrastructure network (Outcome 6)

Efficient, competitive and responsive 

industrial zones
Increased value added exports
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Outcomes 

The impact of the IDZ programme is dependent on both long term and medium term outcomes 

as denoted in Table 2 above. Specifically, the IDZ programme is aligned with Outcome 4: Decent 

employment through inclusive growth and Outcome 6: An efficient, competitive and responsive 

infrastructure network. These long-term outcomes are manifested through the realisation of the 

intermediate outcomes, namely, Increased investment, Increased value added export and 

Efficient, competitive and responsive industrial zones. 

Outputs, activities and inputs 

In terms of the logical framework model, the outputs are generated by the various programme 

elements or stakeholders. The outputs and the activities that contribute to these outputs as well 

as the inputs that are necessary to undertake the activities are described in detailed in the 

accompanying,  excel-based “expenditure log-frame” file. 

3.3 PERFORMANCE INDICATORS 

Presently, only some elements of the proposed logical framework model are monitored through 

appropriate performance indicators. Moreover, certain of the elements do not have performance 

indicators. For example, Regulatory compliance and M&E, which constitutes 50 per cent of the 

DTI workload and expenditure, does not have any associated performance indicators.  

As part of this study, all existing performance indicators were reviewed and an effort was made 

to identify performance indicators where none exist for critical elements of the chain of delivery. 

Performance indicators are not proposed for every feature of the IDZ/SEZ programme, but only 

for critical outputs. Besides being informed by the SMART1 principles, practical considerations 

were also contemplated. Specifically, data must be available for the indicators to be measured, 

and the indicators should be simple and useful for management purposes. 

Performances indicators relating to impact are already in place, are not specific to IDZs and do 

not need to be revised. Similarly, the outcomes of government are already measured through the 

respective service delivery agreements. The focus of this report is therefore on outputs and 

intermediate outcome indicators which relate directly to the IDZ programme. 

Performance indicators for intermediate outcomes 

Presently, the outcomes of the IDZ programmes are measured by the following indicators: 

Increased investment 

Number of signed investors 

Value of investment 

Number of new investment agreements 

Number of investment opportunities 

Increased value added exports 

Value of exports generated 

Generation of new exporters 
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Whereas all of these measures remain valid, they are not specifically attributable to the IDZ 

programme, and they do not serve to measure how efficiently the IDZs contribute to the reported 

increases in economic activity. For these reasons, a number of additional efficiency indicators 

are proposed. These can be observed in Table 3 below. 

 

 

Table 2: Performance indicators for intermediate outcomes 

 

The ‘Ratio of public capital investment to private investment’ provides an indication of whether 

public capital investment is attracting private investment into the IDZ. However, because 

Government currently covers most of the operational costs of the IDZs, it is also important to 

consider the ratio of total government spending (CAPEX plus OPEX) to the amount of private 

sector investment secured. 

Performance indicators for outputs 

The IDZ unit within the DTI is responsible for monitoring the outputs of the IDZ operating entities 

on a quarterly basis. Specific performance indicators are formulated in the strategic plans of the 

IDZs and targets specified in the Annual Performance Plans. In addition to the outcome 

measures listed above, a number of output level indicators are proposed for both the operating 

entities and the DTI IDZ unit, to ensure that they are complying with and reporting against 

reasonable performance standards.  Likewise, given the uncertain contribution of provincial 

government to the funding of IDZs, this too should be monitored. The proposed output level 

indicators are listed in Table 4 below. 

 

 

 

 

 

 

Performance 

Indicators

Frequency

Data Source

Performance 

Indicators

Frequency

Data Source

Performance 

Indicators

Frequency

Data Source

Annual Annual

Strategic Plan, Annual Performance 

Plan

Strategic Plan, Annual Performance 

Plan

Annual

Annual Report

Efficient, competitive and responsive industrial zones

Ratio of public capital investment to private 

investment

Increase investment Increased value added exports

Number of signed investors Value of exports generated as 

a percentage of input costs

Strategic Plan, Annual Performance 

Plan

Ratio of total government funding to private 

investment
Annual

Annual Report

Value of investment

Annual

Annual salary costs as a percentage of total operating 

costs 

Annual

Strategic Plan, Annual Performance Plan
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Table 3: Performance indicators for DTI, Provincial government and operating entities 

 

 

The logical framework model reveals a number of areas where existing performance indicators 

are missing or inappropriate. Specifically, given the amount of public funds that have been 

invested in the IDZs, insufficient attention has been given to measuring and reporting on the 

efficiency and effectiveness of individual zones.   

Potential efficiency indicators would include: 

Ratio of total public capital investment to private investment 

Ratio of total government funding (CAPEX and OPEX) to private investment 

Ratio of staff costs as a percentage of total operational costs 

Ratio of total operational cost to total operational income 

 

 

 

 

 

Performance 

Indicators

Frequency

Data Source

Performance 

Indicator

Frequency

Data Source

Performance 

Indicators
Percentage of 

annual  

maintenance 

plan completed 

Ratio of 

no. of 

targeted to 

signed 

investors

Value of 

investments 

signed

Number of direct 

jobs created

Ratio of total 

operational cost 

to total revenue

Frequency Annual Annual Annual Annual Annual

Data Source Annual Report, 

Strategic Plan, Master 

Plan

Annual 

Report, 

Strategic Plan, 

Master Plan

Annual Report Annual Report Annual Report

Annual

Annual Report, Strategic Plan, Master 

Plan

Percentage of approved IDZ 

capital investment projects 

completed

Number of Quarterly Reports evaluated within 

14 days after submission (as % of total required 

to be submitted)

Quarterly 

Quarterly Reports

Operating entities

Strategic Plan, Annual Performance Plan

   Provincial Government

Percentage of total operational budget funded by the province

Annual

Strategic Plan, Annual Performance Plan

DTI

Number of Annual Reports and Strategic Plans evaluated within 14 

days after submission (as % of total required to be submitted)

Annual
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4. IDZ EXPENDITURE AND COST DRIVERS 

4.1 OVERALL EXPENDITURE 

Presently the operating entities receive most of their funding from national and provincial 

government. The total transfer by government to the IDZ programme is shown in Table 5 below. 

By the end of the 2013/14 financial year, it is anticipated that a total of R10 billion would have 

been transferred from Government to the existing IDZ programme over a 13 year period, with 

R6.4 billion transferred from the DTI (primarily earmarked for CAPEX) and R3.6 billion transferred 

from provincial government (primarily earmarked for operational expenditure).  

From 2012/13 through to 2016/17, DTI funding is allocated through the new SEZ programme, 

with R5 billion made available over 5 years from national government alone. The contribution 

from the provinces to the SEZ programme is at this stage unknown, but it too can be expected 

to increase significantly to account for the increasing number of SEZs to be launched. 
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 Table 4: Total government funding to the IDZ programme 

 

 

National 
Funding 2001/02 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 Total 

  R 'million   

Coega   R 58 R 123 R 55 R 59 R 250 R 726 R 718 R 860 R 714 R 384 R 418 R 308    R 4 673 

ELIDZ   R 38 R 38 R 18 R 188 R 125 R 154 R 373 R 198 R 171 R 150 R 100    R 1 553 

RBIDZ         R 68 R 20 R 61 R 42 R 30    R 221 

IDZ Grant      R 58           R 58 

SEZs            R 160 R 750 R 750 R 1 650 R 1 737 R 5 047 

Total  R 58 R 161 R 93 R 77 R 496 R 851 R 872 R 1 302 R 932 R 616 R 770 R 1 188 R 750 R 1 650 R 1 737 R 11 552 

Provincial 
Funding 2001/02 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 Total 

 R 'million 

Coega  R 60 R 378 R 375 R 359 R 180  R 25  R 140        R 1 518 

ELIDZ R 1 R 50 R 99 R 120 R 105 R 224 R 192 R 120 R 128 R 135 R 142 R 149 R 157    R 1 622 

RBIDZ    R 18   R 45 R 50 R 54 R 57 R 60 R 63 R 66    R 412 

Total R 61 R 428 R 474 R 497 R 285 R 224 R 262 R 170 R 321 R 192 R 201 R 212 R 223    R 3 552 

 Total 
funding 2001/02 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 Total 

 R 'million 

Grand 
Total 

R 61 R 486 R 635 R 590 R 362 R 720 R 1 113 R 1 042 R 1 623 R 1 124 R 817 R 982 R 1 412 R 750 R 1 650 R 1 737 R 15 104 
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The IDZ’s report annually on their capital spending and plans, but there is no consolidated record 

of how the R6.4 billion in capital expenditure from national government has been spent. This 

funding was primarily spent on roads, bulk electricity, waste management and treatment and 

storm-water drainage.  More than 70 percent of this investment has been made into the Coega 

IDZ. Box 1 below provides an indication of what has been funded in this IDZ to date. 

 

More detail is available on the operational costs of the existing IDZs. The IDZs are also expected 

to generate operational revenue through the letting of commercial land.  

 

 

 

 

 

 

 

Box 1: Capital expenditure at Coega IDZ 

The COEGA IDZ was the first IDZ to be established in South Africa and is located close to the Nelson 

Mandela Bay Metropolitan Municipality. It was developed and managed by the Coega Development 

Corporation (CDC). The IDZ spans an area of 11 186 hectares of which 6 595 (59 per cent) is intended 

for lettable space. The lettable space is demarcated into 14 zones, 2 phases and a construction village. 

Between 2001 and 2012/13, R4.37 billion was transferred from DTI to Coega for CAPEX purposes, 

during which time 720 hectares has been developed. The infrastructure that has been constructed 

from this CAPEX is summarised in the table below. 

  
COEGA INFRASTRUCTURE DEVELOPMENT - COMPLETED 
SERVICES 

Roads  41.9 km 

Storm-water reticulation 37.2 km 

Sewerage 40.9 km 

Internal water 38.0 km 

Service ducts 178.3 km 

Electrical cable 184.8 km 

Streetlight poles 1 138 

Pump stations 8 

Sub-stations 83 

CDC Buildings 21 

Source: DTI 
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Table 5 compares the total operational costs of these IDZs against the revenue collected over 

the last five years. The table includes only rental income and excludes any other income that the 

operating entity might have received, though investments and non-core activities. For example, 

income earned by the CDC travel agency is specifically excluded. 

Table 5: Total operating costs and revenue 

  2008/09 2009/10 2010/11 2011/12 2012/2013 

  R' million 

RBIDZ           

Rental Income       

Operating Expenses R 8.3 R 10.1 R 21.3 R 30.1 R 39.1 

Net Operating Deficit -R 8.3 -R 10.1 -R 21.3 -R 30.1 -R 39.1 

            

ELIDZ           

Rental Income  R 10.5 R 13.2 R 19.6 R 32.6 R 33.6 

Operating Expenses R 83.6 R 91.3 R 114.0 R 134.6 R 170.2 

Net Operating Deficit -R 73.1 -R 78.1 -R 94.4 -R 102.1 -R 136.7 

            

COEGA           

Rental Income  R 50.7 R 70.6 R 124.7 R 223.1 R 306.4 

Operating Expenses R 308.3 R 436.5 R 400.2 R 395 R 531 

Net Operating Deficit -R 257.6 -R 365.9 -R 275.4 -R 171.9 -R 224.5 

Source: Annual Reports 

From this analysis it is clear that all three IDZs are far from generating an operational surplus. 

The RBIDZ has just one tenant, Tata Steel, and is currently not reporting any rental income from 

it. The ELIDZ has seen a strong increase in rental income over the last five years, but in absolute 

terms, its operating costs have increased at a much stronger rate. As a result, it operational deficit 

has double over this period. At Coega, rental income has kept pace with rising operating costs, 

and the net deficit has remained more or less constant. Moreover, across all three IDZs, 

operational costs have increased at a very strong rate over the last five years. At RBIDZ, 

operational costs have increased on average by 51 per cent a year since 2008/09; at ELIDZ by 

20 per cent; and at Coega, by 17 per cent.    

To better understand the drivers of these rapidly rising costs, it is necessary to break down these 

operating expenses into their main components. Whereas all three IDZ report on their 

expenditure in their annual reports, the level of detail provided differs markedly by IDZ. To enable 
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comparison, Table 6 provides a breakdown of the operational costs of the existing IDZ, by a 

number of consolidated and common categories. 

 

Table 6: Operational expenditure by major category 

 2008/09 2009/10 2010/11 2011/12 2012/2013 

RBIDZ           

Staff costs 46% 47% 59% 64% 51% 

Travel and accommodation 2% 0% 4% 6% 4% 

Marketing 2% 6% 2% 3% 3% 

Property rates 0% 7% 6% 5% 4% 

Professional fees (e.g. consultants) 5% 26% 9% 3% 21% 

Other operating expenses 44% 14% 19% 20% 16% 

Total 100% 100% 100% 100% 100% 

            

ELIDZ           

Staff costs 32% 35% 32% 32% 32% 

Travel and accommodation 5% 4% 3% 2% 2% 

Marketing 5% 3% 5% 5% 4% 

Property rates 3% 3% 2% 6% 2% 

Professional fees 12% 10% 12% 7% 10% 

Other operating expenses 44% 46% 45% 48% 49% 

Total 100% 100% 100% 100% 100% 

            

COEGA           

Staff costs 29% 22% 26% 36% 27% 

Travel and accommodation 3% 3% 3% 3% 3% 

Marketing 5% 5% 5% 5% 5% 

Property rates 2% 2% 2% 2% 2% 
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Professional fees 10% 10% 10% 10% 10% 

Other operating expenses 51% 58% 54% 44% 53% 

Total 100% 100% 100% 100% 100% 

Source: Annual reports. Own calculations 

In all three cases, the single largest cost driver of operating expenses is staff costs (the large 

‘Other operating expenditure’ category includes a wide range of items that could not be easily 

classified, such as advertising, stationery, and entertainment.). Looking more closely at the 

staffing of these IDZs: 

 In the RBIDZ, the number of staff employed prior to 2010/11 is not available, but the staff 

complement increased from 24 in 2010/11 to 29 in 2012/13. This translates into an 

average staff cost of R687 000 per employee in 2011/12. 

 In the ELIDZ, the staff complement grew from 49 to 56 between 2008/09 and 2011/12. 

This gives an average staff cost of R820 000 per employee in 2011/12. 

 In Coega, the total number of staff increased from 181 in 2009/10 to 305 in 2012/13. The 

average cost per employee amounted to R463 000 in 2012/13.  

 The average remuneration of an executive manager at RBIDZ, ELIDZ and Coega in 

2012/13 was R1.3 million, R1.9 million and R2.2 million respectively. 

It is important to note that COEGA does not report operating expenditure in any detail in its 

Annual Report. Although staff costs are reported, the other four cost categories have been 

derived based on the current operating expenditure patterns exhibited by the RBIDZ and the 

ELIDZ.  

4.2 EXPENDITURE BY OUTPUTS 

The above analysis provides an indication of the overall cost of the IDZ programme to national 

and provincial government. But it does not describe how this funding is allocated across the major 

outputs or activities of the existing IDZs, as described in the logic model framework. Moreover, 

the available information from the annual reports of the IDZ and the DTI does not provide 

sufficient detail for disaggregated analysis. Rather, a detailed set of assumptions have been 

derived and used to allocate actual expenditure data against this framework, as shown in Table 

7 below. The assumptions, as well as the data sources, are described in Appendix B. 

The main observation from this analysis is that the bulk of the expenditure on the IDZ programme 

goes to investment in infrastructure, and to a much lesser extent, the staffing of these operations.  

Very little expenditure goes to oversight from DTI or the various additional services or schemes 

offered by the IDZ. It follows that the performance of the programme must be measured in terms 

of the overall effectiveness and efficiency of the infrastructure that has been provided; and the 

cost of maintaining and supporting this infrastructure. 
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Table 7: Estimated expenditure by output (2009/10 and 2011/12) 

  

Investment 

marketing 

Services 

Compliance 

support 

and 

aftercare  

Export 

promotion 

schemes 

and 

assistance 

Reduction 

in trade 

costs1 

Incubation 

programme  

IDZ/SEZ 

Governing 

policy and 

legislation 

Designated 

IDZs 

Operations 

of IDZs 

Regulatory 

compliance 

and M&E 

TOTAL 

  R'000 

2009/10 R 55 601 R 51 657 R 30 347 - R 26 387 R 2 063 R 1 375 R 1 205 998 R 59 566 
R 1 432 

994 

2010/11 R 57 306 R 52 222 R 31 766 - R 29 060 R 3 186 R 0 R 1 097 707 R 57 525 
R 1 328 

774 

2011/12 R 58 632 R 53 091 R 32 551 - R 29 642 R 3 358 R 0 R 874 661 R 59 844 
R 1 111 

779 

 Total 

expenditure 
R 171 540 R 156 970 R 94 665 - R 85 090 R 8 607 R 1 375 R 3 178 366 R 176 935 

R 3 873 

547 

Percentage 

of total 

expenditure 

4% 4% 2% - 2% 0% 0% 82% 5% 100% 

                                                           
1 This output refers to the contribution made by SARS in providing improved customs clearance facilities within the IDZs.   No financial information was available as 
to the actual cost of these specific services to SARS. 
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4.3 EFFECTIVENESS AND EFFICIENCY 

Ultimately, the effectiveness of the IDZ programme will hinge on the number of investments that 

are attracted to these zones (and that would not otherwise have materialised), and the value of 

the jobs and the exports that they contribute to the South African economy. Whereas it is beyond 

the scope of this study to assess whether the investment projects that have been secured to date 

would have occurred in the absence of an IDZ, it is possible to evaluate the cost of attracting 

these investments, and to compare these to the recorded gains. 

Between 2002/03 and 2012/13, R9.3 billion was transferred to the three existing IDZs from both 

National and Provincial Government. In return, the private sector has invested a total of R3.2 

billion to date (of which one quarter is accounted for by Tata Steel at Richard’s Bay, that was 

established in 2006, prior to any substantial investment from Government). The distribution of 

this investment by government and the private sector is summarised in Figure 1 below.  

Figure 1: Government Investment vs Private investment in the IDZs 

 

It is notable that the government CAPEX comprises of the provision of infrastructure investment 

(roads, electricity, water) as well as the development of superstructure, including warehouses, 

factory shells and other facilities (e.g. canteens). The contribution to the development of these 

structures varies depending on the agreement between the IDZ and the private investor, but from 

data provided by the Coega Development Corporation (CDC) and summarised below, it is 

apparent that a high level of co-funding is offered (and may be required) to attract and retain 

investors within the IDZs. On average, it would seem that for every R1 million invested by private 

investors, the CDC contributes R1 million (over and above the general infrastructure that has 

been provided). And in some cases, the COEGA has invested in substantial infrastructure for 

very little return in the way of private investment. The repayment or leasing terms for this co-

funding were not requested nor made available for the purpose of this analysis. 
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Table 8: Co-funding by the CDC 

Name of project 
Private Investment 

Value 

CDC Investment 

Value 
Ratio 

  R' million   

Cape Concentrates R 90 R 48 1.9 

Cerebos (SA) R 60 R 41 1.5 

Dynamic Commodities (SA) R 50 R 56 0.9 

Coega Concrete Products (German) R 50    

AMP-T (previously SATI) (SA) R 50    

PE Cold Storage (SA) R 49    

Coega Dairy (SA) Milk & Butter Facility R 40 R 26 1.6 

Electrawinds  - Pilot (Belgium) R 40 R 0   

General Motors Pan African Distribution 

Centre (SCA/USA) 
R 15 R 161 0.1 

Discovery (SA) R 15 R 50 0.3 

Digistics (SA) R 5 R 17 0.3 

UIT Couriers (SA) R 3 R 21 0.1 

Total R 467 R 420 1.1 

Source: CDC 4th Quarterly Report 

In addition to attracting investment, employment creation is a priority of the IDZ programme. 

Table 10 summarises the total number of jobs that have been created in relation to government 

and private investment between 2002/03 and 2012/13. In total, 34 223 construction and indirect 

jobs and 5 031 direct jobs were generated during this period. Most of this employment has 

occurred in the construction of Coega. From the available information, it was not possible to 

derive what these construction jobs entail. That is, where they part-time, full-time, seasonal and 

more importantly, for how long (a week or a month or a year) were these individuals employed?  
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 Table 9: Number of jobs created 

  RBIDZ ELIDZ COEGA Total 

  R' million 

Total government investment  R 537 R 2 918 R 5 882 R 9 338 

Private investment R 800 R 1 083 R 1 284 R 3 166 

Direct Employment  180  1 179  3 672  5 031  

Construction and Indirect Jobs 250  5 414  28 559  34 223  

Total Employment  430  6 593  32 231  39 254  

          

Government cost per direct  job  R 2.98 R 2.48 R 1.60 R 1.86 

Private investment  per direct job R 4.44 R 0.92 R 0.35 R 0.63 

Source: DTI, National Treasury, Own Calculations 

Excluding the indirect jobs resulting from construction activities (which are temporary and would 

likely have been achieved had this expenditure been directed at alternative infrastructure), the 

average cost to government of every direct job that has been created to date is R1.9 million 

(ranging from R2.98 million in RBIDZ to R1.6 million in Coega). In contrast, the average cost per 

direct job from private sector investment is R630 000, ranging from R4.4 million in RBIDZ to R350 

000 in COEGA. 

5 COSTING MODEL  

The previous analysis highlights the high cost of establishing IDZ’s in South Africa; and the fact 

that none of the existing IDZ’s are near to achieving financial sustainability. Operational costs 

remain high and rental income is low; resulting in a large net shortfall that is currently funded by 

Government. This begs the question – how much additional investment will be required for these 

three IDZs to become sustainable, and if this is uncertain, what else can be done to reduce the 

net cost to the state? To address these questions, a generic costing model has been developed 

to assess the efficiency and effectiveness of any IDZ or SEZ under specific assumptions.   

In addition, for the specific purpose of evaluating the Coega, Richard’s Bay and East London 

IDZs, a scenario tool has been developed. This tool seeks to determine at what stage these IDZs 

will achieve operational breakeven (operational costs equal to rental income), under different 

investment and expenditure scenarios. The tool is designed so that the breakeven point can be 

achieved either though an increase in revenue or through reduction in OPEX.  

The construction and use of the generic costing model and the scenario tool are described in 

Appendix C. For the purposes of this paper, a number of specific scenarios have been run and 

the results are provided below. 
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5.1 SCENARIO ANALYSIS - KEY ASSUMPTIONS 

The scenario analysis tool provides an assessment of existing IDZs based on actual and forecast 

information. In the model. the years 1 - 5 show actual expenditure and revenue data based on 

information from the annual reports of the IDZs for the period 2008/9 to 2012/13, and includes 

the cumulative amount of all public and private investment acquired by the IDZ to date . Years 6 

- 20 provide a forecast based on a number of important assumptions: 

Rental income for all future investments is collected at R100/m2. 

No further bulk infrastructure is added to the IDZ. (i.e. the model only considers the initial package 

of land that has been prepared and is currently available for investment). 

3 direct jobs are created for every R1million in private sector investment. 

The IDZ operator continues to provide co-funding in the form of ‘superstructure’ investment in 

line with the historical data received from Coega.  

At year 5, 95 per cent of operational costs are assumed to be “fixed” – based on the size of the 

IDZ and the lettable area available.  

From year 6, 5 per cent of operational costs increase in line with the projected increase in private 

sector investment. 

The key parameters resulting from these assumptions are described in Table 11 below. 

 

Table 10: Scenario tool – key parameters 

  Coega IDZ EL IDZ RB IDZ 

Total designated area 11 186 hectares1 1 500 hectares1 1 370 hectares1 

Total lettable area 6 595 hectares2  138 hectares5 

Developed to date 720 hectares2 440 hectares3 74 hectares4 

Total area leased 

(12/13) 

20 hectares7 
14 hectares6  54 hectares6 

Per cent of total lettable 

area 

0.3% 
n/a 17.4% 

Per cent of developed to 

date 

2.8% 
3.2% 73% 

Area currently available 700 hectares 426 hectares 20 hectares 

Average level of co-

funding 
42% 38% 50% 

1 DTI (2004:18); 2 DTI spreadsheet: “IDZ and NMBKP Update”; 3 Correspondence from the DTI 

(29/10/2013); 4 Frontier Market Network; 5 RBIDZ Annual Report (12/13); 6D TI (2013:6); 7 

Derived – DNA Economics 
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5.2 SCENARIO ANALYSIS - RESULTS 

The tool enables the user to generate results from any specific investment scenario.  For the 

purpose of this paper, we consider three scenarios for each of the IDZs analysed: 

The IDZ attracts no further private investment (over and above what is already in place) during 

the next 15 years (Status Quo Scenario). 

The IDZ attracts sufficient private sector investment to fill all remaining lettable space over the 

next 15 years (Optimistic Scenario). 

The IDZ attracts sufficient private sector investment to fill 50 per cent of the remaining lettable 

space over the next 15 years (Pragmatic Scenario). 

In each of the above scenarios, we consider the change in operational expenditure or revenue 

that would be required for the IDZ to achieve financial breakeven by year 20. Critically, this 

breakeven point considers only the cost of operational expenditure and does not consider the 

amount of capital investment provided by Government.  We do however also provide the ratios 

of government investment to private sector investment in each case.  

Coega 

Coega has currently let out a very small proportion of its initial land release, and based on its 

historical track record, it would cost a substantial amount of government funding (both in terms 

of ongoing operations and in the way of co-funding) to fill this space. Moreover, even if it was to 

achieve 100 per cent occupancy, the total amount of private sector investment is projected to fall 

well below the overall cost to Government. Clearly, a significant change to the current modus 

operandi is required. This could involve a sizeable cut-back in co-funding (or incentives) to 

potential new investors, and/or an increase in the fees or rent charged to investors, and/or a 

reduction in operational costs. For example, the model suggests that to achieve operational 

break-even over a 20-year period, would require a cut back in operational costs of between 30 

per cent and 40 per cent by the end of this period.    

 

Table 11: Scenario analysis – Coega (20 years) 

Scenario  Status Quo Pragmatic Optimistic 

Total area leased  (year 

20 ) 

20 hectares 
370 hectares 720 hectares 

Public funding (over 20 year period)  

Total CAPEX investment 

(including investor co-

funding) 

R 4 364 685 000 R 8 114 685 000 R 11 864 685 000 

Operational funding 

(shortfall) 
R 6 180 993 000 R 7 097 685 000 R 8 014 377 000 

Total public funding R 10 545 678 000 R 15 212 370 000 R 19 879 062 000 
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Private investment received  

Private investment (total 

over 20 year period) 
R 1 283 750 000 R 6 533 750 000 R 11 783 750 000 

CAPEX (Rand of private 

investment per Rand 

public investment) 

R 0,29 R 0,81 R 0,99 

CAPEX and Operational 

(Rand of private 

investment per Rand 

public investment) 

R 0,12 R 0,43 R 0,59 

Job creation and operations  

Job creation (permanent 

direct jobs created by 

investors over 20 year 

period) 

3 854  19 604  35 354  

Average annual public 

cost per job created 

(average over 20 years) 

R 136 815 R 38 799 R 28 114 

Total public cost per job 

created (over 20 years) 
R 2 736 294 R 775 983 R 562 286 

 Adjustment needed to achieve operational breakeven  

Average increase in rental 

rate over the forecast 

period 

73% 52% 45% 

Reduction in operational 

costs by year 20 
42% 34% 31% 

 

East London 

The situation in the East London IDZ is similar. Currently, just 14 out of an initial 440 hectares 

have been let, and it could cost the government a substantial additional amount in both 

operational costs and co-funding to achieve full occupancy. On the other hand, because the total 

investment by Government in East London has been more modest, and because operational 

costs are well below that of Coega, the analysis suggests that East London could breakeven 

within the 20 year forecast period. 
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Table 12: Scenario analysis – East London 

Scenario  Status Quo Pragmatic Optimistic 

Total area leased  (year 

20 ) 

14 hectares 
227 hectares 440 hectares 

Public funding (over 20 year period)  

Total CAPEX investment 

(including investor 

cofunding) 

R 1 453 184 000 R 2 984 456 500 R 4 515 729 000 

Operational funding 

(shortfall) 
R 3 999 148 755 R 3 349 653 662 R 2 744 831 243 

Total public funding R 5 452 332 755 R 6 334 110 162 R 7 260 560 243 

Private investment received  

Private investment (total 

over 20 year period) 
R 1 082 700 000 R 3 613 972 500 R 6 145 245 000 

CAPEX (Rand of private 

investment per Rand 

public investment) 

R 0,75 R 1,21 R 1,36 

CAPEX and Operational 

(Rand of private 

investment per Rand 

public investment) 

R 0,20 R 0,57 R 0,85 

Job creation and operations  

Job creation (permanent 

direct jobs created by 

investors over 20 year 

period) 

2 500  10 094  17 688  

Average annual public 

cost per job created 

(average over 20 years) 

R 109 047 R 31 376 R 20 524 

Total public cost per job 

created (over 20 years) 
R 2 180 933 R 627 524 R 410 488 

 Adjustment needed to achieve operational breakeven  

Average increase in rental 

rate over the forecast 

period 

407% 22% 0 
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Reduction in operational 

costs by year 20 
80% 18% 0 

 

Richard’s Bay 

The situation in Richard’s Bay IDZ is markedly different, largely because it was constructed 

around an existing investment, which already occupies 73 per cent of the lettable space. It follows 

that it would cost much less to get this IDZ to full occupancy. Despite the existence of this anchor 

tenant, the projected cost to government, even in the status quo scenario, already exceeds the 

size of the investment made by Tata Steel. Moreover, because Tata Steel does not appear to be 

paying rental income to the operating entity (there is no reported income in the financial 

statements), a substantial reduction in costs (or increase in income) would be required to achieve 

operational breakeven in all three scenarios. 

 

Table 13: Scenario analysis – Richard’s Bay 

Scenario  Status Quo Pragmatic Optimistic 

Total area leased  (year 

20 ) 

54 hectares 
64 hectares 74 hectares 

Public funding (over 20 year period)  

Total CAPEX investment 

(including investor 

cofunding) 

R 191 123 000 R 641 123 000 R 1 091 123 000 

Operational funding 

(shortfall) 
R 1 040 790 361 R 963 684 135 R 886 577 909 

Total public funding R 1 231 913 361 R 1 604 807 135 R 1 977 700 909 

Private investment received  

Private investment (total 

over 20 year period) 
R 800 000 000 R 1 250 000 000 R 1 700 000 000 

CAPEX (Rand of private 

investment per Rand 

public investment) 

R 4,19 R 1,95 R 1,56 

CAPEX and Operational 

(Rand of private 

investment per Rand 

public investment) 

R 0,65 R 0,78 R 0,86 

Job creation and operations  
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Job creation (permanent 

direct jobs created by 

investors over 20 year 

period) 

180 1 530  2 880  

Average annual public 

cost per job created 

(average over 20 years) 

R 342 198 R 52 445 R 34 335 

Total public cost per job 

created (over 20 years) 
R 6 843 963 R 1 048 894 R 686 702 

 Adjustment needed to achieve operational breakeven  

Average increase in rental 

income over the forecast 

period 

- 288% 100% 

Reduction in operational 

costs by year 20 
100% 75% 50% 

 

The costing model and scenario analysis raise a number of critical questions about the long-term 

viability and effectiveness of the current IDZ model: 

 Based on historical spending patterns (net operational costs and co-funding), the cost to 

Government of securing sufficient investment and letting out all of the available and 

developed space within all three IDZs would amount to around R30 billion. This space 

amounts to a small proportion of the overall size of these IDZs. 

 Based on the number and size of the past investments secured by these IDZs, it is 

unlikely that the total contribution of the private sector will exceed the investment made 

by Government. 

 Based on current expenditure and rental income data, it seems unlikely that these IDZs 

will achieve operational breakeven over a 20-year period without a substantial reduction 

in costs or increase in revenues. 
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CONCLUSION 

The IDZ programme was launched in 2000 with the first IDZ at Coega established in 2001. 

Presently, there are three IDZs which are operational, that is Coega, ELIDZ and RBIDZ. Since 

inception, the government has directly transferred R8.8 billion (expected to reach R10 billion by 

the end of 2013/14) to these IDZs. The intention of these IDZs is to attract foreign direct 

investment, promote exports and foster job creation in these areas. But their performance to date 

has been disappointing. 

Evaluations commissioned by the DTI have revealed numerous shortcomings in the current IDZ 

programme. These can be categorised into to macro-economic (rising labour costs, volatile 

exchange rate, financial crises in Europe), regional (high crime rates, lack of supporting 

infrastructure), local (small consumer market, limited specialised skills) and IDZ specific (lack of 

incentives, limited resources) factors.  

These findings have led government to revise the programme and the resultant SEZ policy is 

expected to address the weaknesses of the IDZ policy but also to stimulate industrialisation and 

export driven growth in targeted locations. The effective and the efficiency of the current IDZ 

programme is therefore a critical input into the design and funding of future IDZs and SEZs. The 

lessons learnt and recommendations of this EPR should inform funding choices so that past 

errors can be avoided and successes duplicated.  

The EPR was conducted in four distinctive stages. The inception phase provided an opportunity 

for the consultants to engage with all stakeholders, clarify expectations and the methodology, 

and obtain all available information. Stage 2 involved the identification of the programme 

elements and the subsequent construction of the logic model framework (LMF) to explain the 

chain of delivery (Stage 3). Based on this framework a costing model was developed (Stage 4), 

and the use of results of this model are explained in detail in this report (Stage 5). 

The preliminary findings from this analysis are as follows: 

 A clear logic can be constructed to describe how the IDZ programme is expected to 

contribute to existing Government outcomes; and specifically, how it is intended to 

contribute to employment creation and infrastructure investment.    

 The indicators used to measure the contribution of the IDZ programme to these 

outcomes are insufficient and focus exclusively on the economic outcomes from the 

acquired investment.  Given the critical role played by the DTI in overseeing these 

projects, greater attention needs to be given to measuring and reporting on the efficiency 

and effectiveness of the IDZs themselves. 

 The IDZ operating entities receive most of their funding from national and provincial 

government. National government funding is directed at CAPEX and provincial 

government is expected to cover all operational costs. It is not clear that this is happening 

in practice and it would seem that national transfers are being used to cover operational 

shortfalls. There are also instances of provincial OPEX transfers being utilised for capital 

expenditure 

 More importantly, because most of the funding for the IDZ programmes takes place 

through a transfer from national government to provincial entities, the format and level of 

financial reporting by these entities differs significant and in most cases is insufficient for 
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the purpose of rigorous expenditure and performance analysis. Common reporting 

standards should be agreed and enforced. 

 On the basis of the information that has been provided, it would seem that all existing 

IDZs are far from achieving financial sustainability. The high level of ambition associated 

with these IDZs has led to substantial capital investment from Government, which has 

not been matched by a corresponding flow of new investment from private investors. 

Moreover, the operational costs of running these substantial IDZs cannot be covered by 

rental income. To do so would require either a significant increase in investment or rent; 

or a significant reduction in costs.   

 It follows, that at current levels of private sector investment, the existing IDZs are not 

providing value for money to Government in terms of the number of jobs or value of 

exports created. Unless these IDZs can quickly secure new and substantial investors, 

the overall efficiency and effectiveness of these interventions is questionable. Given the 

scale of these three IDZs, a number of large anchor tenants must soon be secured to 

justify the on-going cost of the existing programme. 

 The DTI is right to review the existing model and to develop an alternative framework. In 

doing so, and in rolling out the SEZ programme, rigorous analysis should be taken to 

assess the need for new industrial land in the proposed areas; to determine the amount 

of land that is actually demanded; and the rationale for government to provide this land 

directly.   

 Finally, given the experience of the existing IDZ Programme, great care should be taken 

to minimise the initial investment made by government in new SEZs and to ensure that 

capital and operational costs are proportional to the number of tenants in place. In other 

words, proposals that might lead to the unnecessary or excessive supply of industrial 

land should be strongly opposed, and any new SEZs should begin small and should only 

be scaled up to meet demand as and when it arises. 

The costing model and scenario tools developed through this project can assist the DTI and the 

National Treasury to assess new proposals and the on-going viability of existing IDZs based on 

a common and objective framework. Where the data or assumptions used are wrong, these can 

be easily adapted or updated 
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Appendix A: log-frame flow diagram 
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Appendix B: Expenditure analysis 

Data sources and assumptions for expenditure analysis 

For DTI and provincial government expenditure, data has been sourced from Basic Accounting 

System (BAS). Expenditure data for the operating entities and the local governments were 

sourced from their annual reports. Most of the documents lacked detailed information needed for 

disaggregated analysis. Moreover, there was no consistency in the reporting, especially of 

CAPEX between operating entities and between municipalities. For 2009/10 – 201112, there was 

often a disjuncture in reporting between the successive years in the annual report.  

Table 14: Expenditure on the IDZ programme between 2009/10 and 2011/12 

  2009/10 2010/11 2011/12 Total 

  R'000 

DTI R 7 865 R 8 972 R 9 721 R 26 558 

EC R 38 182 R 36 736 R 42 230 R 117 148 

KZN R 20 549 R 26 744 R 30 188 R 77 480 

Buffalo City R 30 307 R 40 060 R 41 000 R 111 367 

NMBM R 87 926 R 86 846 R 89 548 R 264 320 

uMhlathuze R 15 648 R 19 044 R 21 427 R 56 119 

Coega R 869 527 R 813 872 R 558 599 R 2 241 998 

ELIDZ R 352 858 R 275 221 R 288 982 R 917 061 

RBIDZ R 10 133 R 21 280 R 30 084 R 61 496 

Total R 1 432 994 R 1 328 774 R 1 111 779 R 3 873 547 

Source: DNA Economics 

It can be noticed in Table 15 above that R3.87 billion was spent on the IDZ programme between 

2009/10 and 2011/12. The apportioning expenditure was based on varying assumptions. A 

detailed analysis of the expenditure, the assumptions and the link between the expenditure and 

outputs can be found in the expenditure model. Below is a brief discussion on the model. 

National expenditure 

The transfers from national and provincial government are reflected as expenditure within the 

operating entities to avoid double counting. As noted earlier, the Programme: Industrial 

Development: Incentive Administration – Sub-programme: Infrastructures Development is 

entirely responsible for the oversight of the IDZ programme. It was noted in discussions with DTI 

representatives that 50 per cent of their efforts are spent on the output: Regulatory compliance 

and M&E. In contrast, the Export Development and Promotion Sub-programme within the 

Programme: Trade and Investment South Africa do not focus exclusively on IDZ firms. In fact, 

discussion with representatives from DTI revealed that not many IDZ firms take advantage of 
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these incentives. Therefore, only 1 per cent of their expenditure is apportioned to IDZ Export 

Promotion schemes and 2 per cent is set aside for Investment marketing services. The 

expenditure contribution for DTI (excluding the transfers) is R26.3 million between 2009/1- and 

2011/12.   

Provincial expenditure 

Besides the transfer for operational expenditure, the provincial department also provides 

oversight as well as the provision of general infrastructure. In the Eastern Cape, three 

departments are involved in IDZs: 

Economic Development, Environmental Affairs and Tourism,  

Provincial Planning and Treasury,  

Roads and Public Works 

In KZN, Economic Development and Tourism, Provincial Treasury, and Transport contribute 

expenditure to the IDZ. The total expenditure contributions for the provinces are R77.5 million 

and R117.12 million for the KZN and EC governments respectively.  

Local government 

There are three local municipalities where the IDZs are located and which contribute to two 

outputs, namely, Provision of utilities and general infrastructure and IDZ aligned with IDP. The 

apportioning of expenditure was based on the expenditure by the Nelson Mandela Bay 

Municipality (NMBM) infrastructure expenditure on Coega. In 2009/10 the municipality budgeted 

R10 million for Coega Low System from a budget of R670.6 million for major capital projects 

which represents 1.5 per cent of their capital budget (NMBM, 2009/10-2011/12:46).  

It is notable that the total infrastructure and engineering budget of the NMBM for 2009/10 was 

R1.83 billion with a realised  expenditure of R1.36 billion (75.5per cent). Consequently, the 

assumption is reduced to 1 per cent since it is assumed that not all of the budget will be spent. 

The estimated municipal expenditure for the 3 years is R264.3 million (NMBM), R111.4 million 

(Buffalo City) and R56.1 million (uMhlathuze Municipality). 

Operating entities 

The overall expenditure for the entities for the past three years can be observed in Table 5 above. 

The delineation of costing was estimated by DNA Economics on information provided in the 

various annual reports. Most expenditure on the IDZ programme was incurred by the operating 

entities.  
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Appendix C: IDZ Costing Model 

Inputs 

The IDZ costing can be utilised by policymakers to determine the cost and design of an IDZ as 

well as the consequence of the IDZ not realising its full potential. To do so, the costing model 

requires two sets of inputs: Design and setup of the IDZ and the IDZ occupancy and rental rates. 

In each case there are certain parameters with various assumptions built into the model which 

the user can change. The example below is employed to demonstrate the fundamentals of the 

model and the parameters that can be modified.  
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Figure 2: Costing Model 

 

What is the expected number of tenants in the IDZ?

No. of tenants

Average lettable 

size of tenant 

(sqm)

Anchor 8 Anchor Baseline 500 000 sqm

Medium 0 Medium Baseline 25 000 sqm

Small 0 Small Baseline 5 000 sqm

What is the estimated per sqm cost of bulk infrastructure?

Baseline 100 R/sqm

Has the land been donated or must the land be purchased?

Donated

If the land has been purchased, what is the purchase price? (Rands)

Low 100 R/sqm

Total initial IDZ investment (Rands) R 666 666 667

Total lettable area in IDZ (sqm) 4 000 000               

Total gross size of IDZ (sqm) 6 666 667               

How many tenants have actually been secured by the IDZ?

No. of tenants

Average lettable 

size of tenant 

(sqm)

Anchor 0 Anchor Baseline 500 000 sqm

Medium 2 Medium Baseline 25 000 sqm

Small 19 Small Baseline 5 000 sqm

What is the AVERAGE level of investment by the tenant and cofunding by the IDZ? (Rands)

Average 

investment by 

tenants

Average 

investment 

(cofunding) by IDZ

Anchor Baseline R 1 000 000 000 Anchor Baseline R 250 000 000

Medium 200 000 000        Medium Baseline R 50 000 000

Small 30 000 000           Small Baseline R 25 000 000

What is the AVERAGE Annual Rand value of incentives received by each tenant?

Average annual 

incentive per 

tenant

Anchor R 0

Medium R 0

Small R 0

What is the investment stream for the tenants?

Even

What is the expected AVERAGE rental income (R / sqm) for tenants?

Anchor Baseline 100 R/sqm

Medium Baseline 100 R/sqm

Small Baseline 100 R/sqm

Design and set up the IDZ

IDZ occupancy and rental rates
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Design and set up of the IDZ 

In designing the IDZ, the policymaker can determine the number of tenants that it plans to locate 

in the IDZ. The average lettable size of tenant is determined from information garnered from the 

current IDZs. However, the policymaker is not restricted to this baseline specification. It has been 

estimated that the cost of the bulk infrastructure is R100m2. This can also be amended if the bulk 

infrastructure costing differs. The model is also designed to make provision for the purchase or 

donation of land. The default land cost per IDZ is set at R100m2, but can be amended as land 

prices may vary in the country. These variables combine to calculate the Total initial IDZ 

Investment; Total lettable area as well as the Total gross size of the IDZ. It is notable that the 

lettable space differs from the gross size as provision has to be made for infrastructure that will 

not be directly utilised by the IDZ or its tenants. These inter alia include road, parks, parking etc.  

IDZ occupancy and rental rates 

While the IDZ may be designed for a specified number of tenants, the number of firms that 

actually invest differs significantly from the initial plan. The IDZ occupancy and rental rates 

component allow for the policymaker to evaluate what are the cost implications or what may 

happen if the policy intention is not fully realised. In the example selected, it can be noted that 

only 21 firms have located in the IDZ against a potential 210. The average lettable size of tenants 

that have invested remains the same, but can be changed if needed. The model also allows the 

user to specify the amount of co-funding or financial incentive received from Government. The 

DTI currently offers incentives in addition to infrastructure to firms located within the IDZ as well 

as prospective incentives (lower corporate tax rate, employee incentive and tax allowance) for 

companies that locate within the SEZs (DTI, 2013b). These parameters can also be adjusted.  

It is also important to specify the expected investment trajectory over the full 20 year period. In 

the model, an even flow investment implies that the investment is received consistently over a 

period of 15 years. Early investment indicates that all investment is received over the first 10 

years after the establishment of the IDZ, whilst later denotes that investment is received from 10 

years after the IDZ is established.   

There is great variance in the average rental income that tenants currently pay. It is assumed 

that the average rental is R100m2; though the model allows for this rate to be adjusted reflecting 

actuals. 

As noted above, numerous assumptions underpin the construction of the model. For example, 

the model assumes that the installation of the bulk infrastructure will occur in the first five years 

during which time there will be no tenants in the IDZs. It is further assumed that investors and 

tenants will only begin investing within the IDZ between year 6 and year 20. The full set of 

assumptions can be seen and adapted in the ‘assumption’ sheet within the excel file. 

Outputs 

Based on the example presented in Figure 3 the model produces the following results. 

Figure 3: Costing model output for selected example  
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Source: DNA Economics 

In this example the total CAPEX investment from government is R1.2 billion which comprises of 

set up costs of R0.67 billion and R0.58 billion co-funding for the investors, which is provided by 

the IDZ. No additional incentives are provided by government to attract investors into the IDZ. 

Finally, is assumed that the IDZ attracts R970 million in private investments over the 20 year 

period. The government and private sector investment inputs in this example are roughly in line 

with the current amount of investment into the ELIDZ. 

This investment performance translates into a Capital Leverage of 0.78. In other words, the 

private sector invests 78 cents for every R1 of public capital investment. If operational 

expenditure is included, this leverage ratio falls to 0.43. 

The R970 million in private investment is likely to result in 2 910 jobs being created. The total 

public cost per job is estimated at R767 000, or R38 347 per annum. A primary objective for the 

establishment of the IDZs was the promotion of exports. There is scant data available on the 

actual exports generated by the existing IDZs; but on the basis of the export/investment ratio 

reported by the CDC, the total amount of exports generated in this example is estimated to be 

R3.12 million.  

The operational costs incurred during the first five years will be borne entirely by the IDZ (i.e. the 

IDZ receives no rental income over the construction period). The operational expenditure will 

also increase once tenants begin to locate within the IDZ. This is represented graphically in 

Figure 4 below. In this case, the high level of operational costs relative to rental income leads to 

an operational shortfall (total operational costs over and above total income received) of R990 

million over the 20 year period.   

Figure 4: Costing model estimate of operational shortfall over 20 years 

Public funding (total over 20 years) Private investment

Total public CAPEX 

investment
R 1 241 666 667

Total private investment (over 20 years)
R 970 000 000

Set up costs (infrastructure) R 666 666 667

Capital Leverage (Rand private investment 

per Rand public investment)
0,78                     

Cofunding investors R 575 000 000

Capital and OPEX leveraga (Rand private 

investment per Rand public investment)
0,43                     

Incentives provided R 0

Operational shortfall R 990 148 641 Job creation

Permanent jobs created by tenants (direct) 

over 20 years
2 910                   

Total funding requirement R 2 231 815 308 Total public cost / job (Rands) over 20 years R 766 947

Average annual public cost / job (Rands) R 38 347

IDZ details

Total IDZ space (gross sqm) 6 666 667            Exports

Total lettable space (sqm) 4 000 000            Average annual exports generated (Rands) R 3 120 000

Total space leased (sqm) 145 000               
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Source: DNA Economics 

It is important to note that in the model, operational expenditure is broken down into a fixed cost 

component (i.e. costs that will be incurred regardless of the size or performance of the IDZ) and 

a variable cost component (i.e. costs increase as more tenants are secured). The breakdown of 

these operational costs by the main costs drivers is shown in Figure 5 below. The exact 

assumptions on the apportionment of fixed and variable operational costs can be seen and 

adjusted in the model assumptions sheet.  

 

Figure 5: Costing model estimates of main cost drivers 

 

Source: DNA Economics 
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The operational expenditure can also be separated by functional classification as indicated in 

Figure 6 below.  

Figure 6: Costing model estimate of expenditure by unit 

 

Source: DNA Economics 

 

Scenario analysis 

To further demonstrate how this costing model can be used to assess the viability and 

sustainability of different IDZs, a scenario tool has been developed for the purpose of evaluating 

the Coega, Richard’s Bay and East London IDZs. Specifically, this tool seeks to determine at 

what stage these IDZs will achieve operational breakeven (operational costs equal to rental 

income), under different investment and expenditure scenarios. Specifically, the tool is designed 

so that the breakeven point can be achieved either though an increase in revenue or through 

reduction in OPEX. This is demonstrated by utilising the costing model to determine the operation 

breakeven point for the ELIDZ. 
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Figure 7: Operational breakeven through increase in income - ELIDZ 

 

Source: DNA Economics 

From figure 7 above it can be seen that 440 hectares bulk infrastructure has been installed in the 

ELIDZ. However, to date, only 13.7hectares has been let to tenants. Moreover, in this case, it is 

assumed that 75 per cent of this lettable area (% of remaining lettable area leased by Year 20) 

Gross IDZ size 15 000 000 sqm

Total lettable area at year 5 4 400 000 sqm

Total area leased at year 5 137 491 sqm

Area available for leasing 4 262 509 sqm

% of remaining lettable area leased by Year 20 75%

Total area leased at year 20 3 334 373 sqm

Key assumptions for Years 6 - 20
Average level of cofunding by IDZ 38%

Jobs created per R1 million private investment 3                              

Baseline
Operational 

breakeven

Public funding (over 20 year period)

Total CAPEX investment (including investor 

cofunding)
R 3 750 092 750 R 3 750 092 750

Operational funding (shortfall) R 3 024 906 116 R 2 905 885 043

Total public funding R 6 774 998 866 R 6 655 977 793

Private investment (total over 20 year 

period)
R 4 879 608 750 R 4 879 608 750

Investment leverage

CAPEX (Rand of private investment per Rand 

public investment)
R 1.30 R 1.30

CAPEX and Operational (Rand of private 

investment per Rand public investment)
R 0.72 R 0.73

Job creation and operations

Job creation (permanent direct jobs created by 

investors over 20 year period)
13 891                      13 891                      

Average annual public cost per job created 

(average over 20 years)
R 24 387 R 23 958

Total public cost per job created (over 20 years) R 487 735 R 479 167

Average rental and service rate (R/sqm) for land 

leased from Year 5
100 R/sqm 105 R/sqm

Scenario

Select IDZ

Select the breakeven scenario Operational breakeven through increase in income

East London
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will be occupied by tenants by the end of the 20 year period. This assumption can be amended 

to model other probable scenarios. The resulting operational shortfall is calculated at R3 billion. 

Given current assumptions, the ELIDZ will only reach an operational breakeven point in year 20 

if this shortfall in funding is reduced to R2.9 billion. This can be achieved by either increasing 

income or decreasing OPEX. The scenario tool enables the user to explore both options as 

described below. 

Operational breakeven through increase in income  

The operational breakeven point for the ELIDZ can be attained by increasing annual rental and 

service income as illustrated in Figure 8.  

Figure 8: Breakeven through an increase in income 

Source: DNA Economics 

It can be observed from Figure 8 above that the annual rental and service income must exceed 

the current income received from year 6 in order to breakeven in year 20. The annual operating 

income required to breakeven is shown in Figure 9 below. 

Figure 9: Annual income required to breakeven 
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Source: DNA Economics 

Figure 9 illustrates the annual income that the IDZ needs to generate yearly to breakeven by year 

20, which rises to R368 million in year 20. To achieve this, rental costs would need to increase 

by 5 per cent above the baseline. 

Operational breakeven through the reduction in OPEX 

Alternatively, the ELIDZ may choose to decrease OPEX to achieve breakeven in year 20.  

Figure 10: Decrease in annual operating expenditure to breakeven 

Source: 

DNA Economics 

It can be observed in Figure 10 above that the ELIDZ needs to commence decreasing OPEX 

from year 6 so that it can breakeven in year 20. To achieve this, operational costs would need to 

be cut by 4 per cent below the baseline by year 20
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