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1. Introduction  
 
1.1 The Private Preferential Procurement and Value Creation Project 
 
The Centre for Poverty, Employment and Growth (CPEG) at the HSRC has initiated a project 
focused on promoting employment and value creation through Private Preferential 
Procurement and Value Creation Project (the project). The project involves developing and 
disseminating a knowledge base of procurement strategies to achieve socio-economic 
objectives, by working with a reference group of partner large companies, the Tshwane 
Metropolitan Municipality and the National Business Initiative (NBI). Funding for the first two 
years of the project has been obtained from the Kelogg Foundation and the Tshwane 
Municipality.  
  
The project is being implemented in partnership with the NBI’s Enterprises Linkage Initiative 
(ELI), which is funded by USAID. The NBI is working together with the South African 
Business Linkages Programme (SAIBL) on the Supplier Diversity Initiative (SDI), as part of 
the ELI. The NBI initiative is similar to the HSRC project in that it also involves working with a 
reference group of large companies to develop and disseminate a knowledge base of 
procurement practices, but it has a particular emphasis on ‘supplier diversity’, whereas the 
scope of the HSRC project covers a broader range of socio-economic objectives.        
 
The HSRC project consists of two main components: 

1. Demonstration sites through company partnerships, and 
2. Knowledge sharing. 
 

The key project deliverables for the demonstration sites are: 
a) Form partnerships between the HSRC, dti, service delivery agents, financial 

institutions and select large corporations committed to experimenting with alternative 
procurement approaches   

b) Document current procurement practices and their impact for each corporate partner 
c) Compare current behaviour and impact with the stated goals of that corporate partner 
d) Produce initial benchmark report for each corporate partner 
e) Work on new strategies or innovations with each corporate partner in areas such as: 

• Product and service identification: what products and services should be targeted   

• Procurement management and the associated corporate philosophy 

• Beneficiary or supplier identification 

• Supplier development or business support and development services 
f) Produce annual reports, over the 2 years of the project, on learnings gained. 
 
 

The four key project deliverables for knowledge sharing are: 
a) Compile a collection of good practice case studies for South Africa. The key issues to 

be addressed in these studies are the assessment of the value-add of these 
procurement practices, from the larger macro-economic perspective, and the 
identification of good practice 

b) Desk-top review of local and global experiences, focusing on issues such as impact 
on economy, good practice cases, government involvement and support 

c) Round table discussions: regular discussion groups with stakeholders and interested 
parties will be convened to share findings and discuss case studies 

d) Put in place and manage a dedicated web- based information service.  
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1.2 This report 
 
This is the final project report. The results of the initial desk-top study are described in section 
two below. The results of the initial interviews and engagements with Tshwane Metropolitan 
Municipality, the National Business Initiative (NBI), and large corporations are provided in 
section three. The desk-top study and engagements give rise to a number of key issues and 
questions which are likely to arise during the next phase of the project, and these are 
identified and analysed in section four. Finally, a project plan for the next phase is provided in 
section five.    

 
 

2. Initial desk-top study 
 
2.1 Introduction 
There are a number of types of procurement approaches which aim to achieve socio-
economic objectives. These approaches include, amongst others: 

• preferential procurement (Republic of South Africa, 2000)  

• social procurement (Office of Government Commerce, 2008)  

• affirmative procurement (Republic of South Africa, 1997) 

• targeted procurement (Watermeyer, 1999)  

• socially responsible purchasing (Mont and Leire, 2008)  

• sustainable procurement (Office of Government Commerce, 2005)  

• strategic sourcing (Chapter 6 in Brown, Lamming, Bessant and Jones, 2005, UPS, 
2005)  

• supplier diversity (Commission for Racial Equality, 2007)  

• BBBEE (Department of Trade and Industry, 2007) 

• enterprise development (Department of Trade and Industry, 2007) 

• supplier development (Chapter 6 in Brown, Lamming, Bessant and Jones, 2005) 

• SME development (World Business Council for Sustainable Development, 2007). 
 
A brief review of the relevant legislative and policy framework in South Africa is provided in 
section 2.2. This review, coupled with other sources, sheds some light on the differences 
between these approaches and these are discussed in section 2.3.  

 
2.2 Legislative and policy framework   
 
2.2.1 Broad-Based Black Economic Empowerment (BBBEE) Act and Code of Good 

Practice 
The government published a strategy for BBBEE which set out the policy instruments that 
would be used to promote BBBEE. The strategy describes two categories of instruments: 
 

1. The use of various government tools to promote BEE, such as preferential 
procurement, regulation, financing, and institutional support  

2. Developing partnerships with the private sector, through sectoral charters coupled 
with a balanced scorecard approach for measuring success.  

 
The strategy notes that BEE will only be achieved when enterprises voluntarily develop, as 
part of their overall corporate strategy, clear plans to achieve BEE. It identifies the creation 
and development of new black-owned enterprises as an important element of such plans. 
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Prior to the introduction of the BBBEE Act and the Codes of Good Practice, BEE initiatives 
tended to have a narrow focus on empowerment deals aimed at deracialising business 
ownership and control. The BBBEE strategy, Act and Codes were aimed at broadening this 
focus to a more inclusive approach to empowerment. Accordingly, the BBBEE strategy 
defined BBBEE as “an integrated and coherent socio-economic process that directly 
contributes to the economic transformation of South Africa and brings about significant 
increases in the numbers of black people that manage, own and control the country’s 
economy, as well as significant decreases in income inequalities…. Thus BEE process will 
include elements of human resource development, employment equity, enterprise 
development, preferential procurement, as well as investment, ownership and control of 
enterprises and economic assets.” 
 
The strategy led to the promulgation of the BBBEE Act (No. 53 of 2003), and a Code of Good 
Practice was subsequently published under the Act in 2007. The Code outlines the content of 
the charters and provides a standard framework for the measurement of broad-based BEE 
across all sectors of the economy. The Code includes specific measurements codes and 
weightings for the following seven elements of BBBEE:  
 

1. the degree of ownership of enterprises by black people  
2. the degree of management control of enterprises by black people 
3. initiatives intended to achieve employment equity  
4. the extent to which employers carry out initiatives to develop the competencies of 

black people (skills development)  
5. the extent to which enterprises buy goods and services from BEE-compliant suppliers 

(preferential procurement)  
6. the extent to which enterprises carry out initiatives aimed at contributing to enterprise 

development (enterprise development)  
7. the extent to which enterprises carry out initiatives aimed at contributing to socio-

economic development and promoting access to the economy for black people 
(socio-economic development). 
 

To ease the administrative burden on SMEs of verifying their BBBEE status, the Codes 
provide for all entities with a turnover of less than R5 million per annum (called Exempted 
Micro Enterprises or EMEs) to be allocated a deemed BEE Status as Level Four 
Contributors. In the case where such entities are also more than 50% owned by black people 
or 50% owned by black women, their status is elevated to that of Level Three Contributors. 
The Codes also define a simpler scorecard for Qualifying Small Enterprises (QSE’s, with an 
annual total turnover of between R 5million and R35 million).  
 
The Code links the measurement and weighting of the BBBEE elements to a rating system of 
eight levels of contribution to BBBEE. Companies are allocated a particular BBBEE 
contribution level, depending on their balanced scorecard results. With some adjustments for 
small companies and majority black ownership, buyers can claim specified percentages of 
their procurement as recognised BBBEE procurement depending on the BBBEE contribution 
levels of their suppliers.  
 
2.2.2 Preferential Procurement Policy Framework Act 
According to the Preferential Procurement Policy Framework Act No. 5 of 2000 (PPPFA), a 
“preferential procurement policy" means a procurement policy contemplated in section 217 
(2) of the Constitution, which states that an organ of state or (public sector) institution may 
implement a procurement policy providing for: 

“(a) categories of preference in the allocation of contracts 
(b) the protection or advancement of persons, or categories of persons, disadvantaged by 

unfair discrimination.”  
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The Constitution also states that national legislation must prescribe a framework within which 
the procurement policy must be implemented. This has been done through the PPPFA, which 
provides a framework for a preference point system to be used in the adjudication of tenders 
issued by public sector institutions. The PPPFA stipulates that preference points may only be 
allocated for specific goals relating to: 

 “(i) contracting with persons, or categories of persons, historically disadvantaged by 
unfair discrimination on the basis of race, gender or disability; and 

(ii) implementing the programmes of the Reconstruction and Development Programme as 
published in Government Gazette No. 16085 dated 23 November 1994.” 

 
The Constitution and PPPFA therefore appear to define ‘preferential procurement’ as a 
procurement methodology which involves allocating preference points to certain groups in the 
adjudication stage of a procurement process. This has led to an understanding amongst 
many people that the meaning of the term ‘preferential procurement’ is limited to a process of 
allocating preference points in a tender adjudication process. However, the BBBEE Code of 
Good Practice describes ‘preferential procurement’ more broadly as an indicator of the extent 
to which enterprises buy goods and services from BBBEE-compliant suppliers.  
 
2.2.3 National Industrial Participation Policy and Competitive Supplier Development 

Policy 
The National Industrial Participation Policy (NIPP) is a Cabinet-approved offset policy which 
applies to all public sector bodies which make procurements with an import content greater 
than a certain rand value (see Department of Trade and Industry, undated). Potential bidders 
are required to enter into a contract with the Department of Trade and Industry (the dti), in 
terms of which they commit to making an offset investment in South Africa of a minimum rand 
value linked to the import content of the procurement, should they win the tender. If the 
successful bidder does not implement the offset investment they have to pay a penalty to the 
dti.  
 
The Competitive Supplier Development Policy (CSDP) is also approved by Cabinet, and 
provides state-owned enterprises with an alternative mechanism for achieving the NIPPP 
goal of leveraging large procurements for industrial development (Department of Public 
Enterprises, 2007). The CSDP is not an offset programme. Under the CSDP, there are no 
formulaic automatic investment obligations. SOE management decide when to include local 
industry development requirements in a procurement process, and local industry participation 
and development targets are written into the normal contracts between the SOE and their 
suppliers, with penalty clauses. The CSDP is also not a traditional import substitution 
programme. The objective of the programme is to build the competitiveness, capacity and 
capability of local supply industries, not to pursue local content at all costs. The CSDP does 
not include an explicit BBBEE objective; the intention is for it to be implemented in parallel 
with BBBEE.  
 
The CSDP is based on the notion that procurement is the key transmission mechanism that 
translates government and SOE expenditure into an attractive and sustainable investment 
climate. The CSDP is informed by the procurement theories of supplier development and 
strategic sourcing, which will be discussed in section 2.3 below.  
 
The CSDP consists of demand-side and supply-side measures. SOE are largely responsible 
for the demand-side measures, and industry and government are largely responsible for the 
supply-side measures. The primary demand-side measures are: 

a) the production by SOE of supplier development plans (SDPs) and 
b) the use of planning and procurement by SOE as an instrument to achieve the targets 

in the supplier development plans. 
Examples of supply-side measures include supplier benchmarking and supplier development.   
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The SDP provides a medium to long term vision of the local supplier industry to guide both 
SOE and industry in their decision making. It contains an expenditure analysis and a supply 
analysis, and it identifies focus areas, interventions and targets for supply industries. 
Transnet and Eskom have produced SDPs (Eskom, 2008 and Transnet, 2008) and are 
currently grappling with the complexities of implementation without compromising the 
Constitutional and Public Finance Management Act requirements for fair, equitable, and 
transparent procurement processes in the public sector.  
 
Although Eskom is in the public sector, it is a large corporation, and it would add value to this 
project to include Eskom as one of the corporate partners, particularly as it is implementing 
both BBBEE and CSDP initiatives. This would enable the CSDP to be compared to other 
approaches being used in the private sector. For example, Sasol has been engaged in a 
similar initiative in partnership with the Mpumalanga government, aimed at identifying 
opportunities for the involvement of local SMEs in the supply networks in the stainless steel 
and petrochemical industries (HSRC, 2003).    

 
2.3 Other approaches  
 
2.3.1 Affirmative procurement 
Internationally, the term ‘affirmative procurement’ has different meanings. For example, in the 
US the term is generally used to describe an organization's policy to purchase products made 
with recycled material or to purchase environmentally friendly products including those with 
reduced packaging (for example see http://www.ornl.gov/adm/ornlp2/p27.htm).  More recently 
this has also become known as ‘green procurement’.  
 
However in South African use the meaning of the term ‘affirmative procurement’ is similar to, 
but broader than preferential procurement. For example, the Green Paper on Public Sector 
Procurement Reform describes an affirmative procurement policy as being one which would 
make “the tendering process accessible to the target group…, increase the volume of work 
available to the poor and marginalised sectors of society, and provide employment and 
income generation opportunities for marginalised sectors of society” (Republic of South 
Africa, 1997: 76). With the passing of the PPPFA, the term ‘preferential procurement’ has 
largely replaced the term “affirmative procurement” in the public sector procurement and 
supply chain management discourse in South Africa.  
 
2.3.2 Supplier diversity 
Whilst widely used internationally, particularly in the US, the term ‘supplier diversity’ is not 
commonly used in South Africa. According to Wikipedia, ‘supplier diversity’ is “a business 
program that encourages the use of previously underutilized minority-owned vendors as 
suppliers. It is not directly correlated with ‘supply chain diversification’, although utilizing more 
vendors may enhance supply chain diversification.” Similarly, Supplier Diversity Europe1 
defines ‘supplier diversity’ as taking “creative and proactive steps toward ensuring equal 
opportunities for under-represented businesses, such as minority ethnic-owned, women-
owned and disabled people-owned businesses, to bid for business (contracts and 
procurement opportunities) with the public and private sectors. It is important to be aware that 
Supplier Diversity does not guarantee work; it only provides equal opportunities to compete to 
under-represented businesses”   
 
‘Supplier diversity’ is therefore similar to BBBEE.  

                                                
1
http://www.migpolgroup.com/infopages/3038.html 
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2.3.3 Social procurement 
The term ‘social procurement’ is used particularly by local governments in the UK (see Office 
of Government Commerce, 2008). It is broader than ‘supplier diversity’, and can also 
incorporate other social objectives such as employment creation and local economic 
development.  
 
2.3.4 Sustainable procurement 
According to Wikipedia, ‘sustainable procurement’ is “a spending and investment process 
typically associated with public policy, although it is equally applicable to the private sector. 
Organisations practicing sustainable procurement meet their needs for goods, services, 
utilities and works not on a private cost-benefit analysis, but with a view to maximising net 
benefits for themselves and the wider world. In doing so they must incorporate extrinsic cost 
considerations into decisions alongside the conventional procurement criteria of price and 
quality. These considerations are typically divided thus: environmental, economic and social 
(also known as the “triple baseline”).”  
 
‘Sustainable procurement’ is therefore broader than, but can include, BBBEE, preferential 
procurement and supplier diversity. An important difference between ‘sustainable 
procurement’ and other approaches is that sustainable procurement is based on the motive 
of commercial benefits based on holistic long-term cost-benefit analysis which also takes into 
account extrinsic costs, benefits and risks, whereas other approaches tend to be based on 
corporate social responsibility or legal compliance motives.   
 
2.3.5 Strategic sourcing 
 ‘Strategic sourcing’ is a methodology or approach to procurement which is an important 
element of modern procurement, supply chain management and operations management 
theory (see for example, Chapter 6 in Brown, Lamming, Bessant and Jones, 2005). Good 
practice modern corporate procurement is based on the principles of strategic sourcing. 
 
In a nutshell, strategic sourcing involves taking a contingency approach which involves 
varying procurement strategies for different items, depending on the risk-cost profile of the 
item. It also incorporates the 80:20 Pareto Rule (for example that procurement staff should 
spend most of their time on the 20% of items which make up 80% of expenditure). Similarly 
to sustainable procurement, in assessing the risk-cost profile, strategic sourcing emphasizes 
the importance of considering total life cycle costs and all major risks, including all factors 
which may have an impact on optimizing value for the buyer.  
 
When applied narrowly, strategic sourcing focuses on cost containment and achieving value 
for money in operational expenditure through analysing past expenditure. However, when 
additional value and risk factors such as security of supply, social and economic stability, 
responsiveness, and collaboration are taken into account and coupled with transparent long-
term demand planning, strategic sourcing should naturally result in procurement strategies 
which are designed to increase the competitiveness, capacity and capability of local supply 
industries which have comparative advantages and potential competitive advantages. 
Strategic sourcing should also result in an environment which is conducive for suppliers to 
investment in such local supply industries. 
 
When procurement managers focus on maximising value for money in a holistic manner, 
procurement becomes a key strategic tool for sustainable economic growth and 
development. Procurement practices focused on obtaining value for money are important for 
economic growth for two reasons. Firstly, the more efficiently and effectively a company 
procures, the less it has to charge for the goods and services it provides. Secondly, when 
buyers start focusing on obtaining value for money they start to change their behaviour in 
ways which encourage investment in local industry and the development of more competitive 
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suppliers, which in turn are foundations for economic growth and development.  Buyers start 
to realize that the quality and competitiveness of their supply industries are significantly 
influenced by the quality of their demand planning and product specification and the 
effectiveness of their procurement processes and supplier relationships.   
 
Value-seeking buyers find out about the cost structures and cost drivers of the various stages 
of the value chains of their supply industries. They think about issues such as the economies 
of scale and stability of demand required for investment in their supply industries, and start 
appreciating their potential power as buyers to influence investment decisions. They become 
aware of the potential impact of buyer practices such as standardisation of designs and 
specifications, long-term planning, and decisions regarding the size and duration of contracts 
on these cost structures and on the viability of investments.  
 
Value-seeking buyers also compare their suppliers’ prices against global benchmarks, and 
start thinking about possible procurement interventions which could result in increased 
competition and competitiveness in their supply base. For example, buyers may decide to 
unbundle contracts to enable increased access by smaller firms, or to negotiate with global 
suppliers to invest in local production capacity, or to engage in joint R&D with existing 
suppliers to improve their competitiveness, or to link improvements in competitiveness and 
reductions in prices to the renewal of contracts.  
 
2.3.6 Enterprise development 
Enterprise development is generally defined as the fostering and promotion of 
entrepreneurship, typically in the form of small businesses. The Code of Good Practice 
enables companies to claim points on the BBBEE scorecard for money spent on “the 
development, sustainability, financial and operational independence of enterprise 
development beneficiaries.”  
 
The Code defines two categories of ‘enterprise development beneficiaries’ – category A for 
QSE’s and EME’s, and category B for  companies of any size that are either 50% black 
owned or 25% black owned that also have a BBBEE contributions level of one to six. The 
Code sets a compliance target of expenditure of 3% of net profit after tax on enterprise 
development. The formula for calculating the points which can be claimed for enterprise 
development includes weightings which favour investment in category A companies over 
investment in category B companies, and which favour certain types of investments over 
other types.  
 
Anglo American’s Zimele programme is an example of an enterprise development 
programme in South Africa. According to its website, (http://www.anglozimele.co.za/) “Anglo 
Zimele – the Anglo American Group's enterprise development fund was established to 
empower black entrepreneurs through the creation and transformation of small and medium 
enterprises (SMEs). Since its inception 18 years ago, it has invested in numerous SMEs 
across a variety of industries, and provides loan and equity finance to support start-up or 
expanding businesses. Anglo Zimele’s incubator approach to enterprise development has 
been adopted by the World Bank and the United Nations Development Programme, and has 
been implemented by organisations including the IFC in Kazakhstan, Sasol, Mondi South 
Africa and Barloworld.” 
 
As indicated by Anglo American above, Sasol has a similar enterprise development incubator 
programme called ChemCity. According to its website2, since 2004, “85 enterprises/projects 
have been established/implemented with more than 1 470 jobs created.  

                                                
2
 http://www.chemcity.co.za/sasol_chemcity/ 
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2.3.7 Supplier development 
Similarly to strategic sourcing, ‘supplier development’ is also an established term in modern 
international procurement and operations management theory (again, see  Chapter 6 in 
Brown, Lamming, Bessant and Jones, 2005) Supplier development grew out of the process 
of globalization, and was used by many multinational corporations as they sought cheaper 
sources of supply in developing countries. It has also been utilized by multinationals in the 
process of redevelopment of countries, for example by Japanese television manufacturers in 
Wales in the 1990s (Brown, Lamming, Bessant and Jones, 2005: 247-248).  
 
As described by Brown et al, supplier development involves the buyer specifying its 
requirements, assessment of potential suppliers against these requirements, and the buyer 
then assisting promising suppliers to develop to meet the buyer’s requirements.  The Supplier 
Benchmarking and Supplier Development Programme which has recently been started in 
South Africa by the Departments of Public Enterprises, Trade and Industry, and Science and 
Technology, in partnership with the United Nations Development Organisation (UNIDO), is an 
example of a supplier development initiative (UNIDO, 2009). UNIDO is working with Eskom 
and Transnet to carry out supplier assessment, benchmarking and development related to 
the CSDP.  
 
Another example of supplier development in South Africa is the supplier benchmarking and 
supplier development work which multinational vehicle manufacturing companies have been 
doing with the South African Automotive Benchmarking Club and local component suppliers 
to facilitate access of local industry into the supply chains of global automobile manufacturers 
with plants in South Africa (see HSRC, 2005).  
 
2.3.8 SMME development 
The term ‘Small and Medium Enterprise (SME) development’ is widely used both 
internationally and in South Africa. It has a broader meaning than many of the other terms 
referred to above, which are more narrowly focused on procurement and supply chains.  
SME development generally involves initiatives aimed at creating a more conducive 
environment for small and medium sized companies to grow, and initiatives aimed at 
providing support to such companies. There is a large international literature on SME 
development.  

 
 

3. Engagements with project partners   
 
3.1 Engagements with Tshwane 
Three meetings were held with Tshwane Municipality over the period, to clarify the project 
with the key relevant official and to secure Tshwane’s participation and funding for the 
project. The key manager at Tshwane indicated that a workshop should be held between 
participating companies and SMME suppliers in Tshwane. This has been incorporated in the 
project plan for the next phase. 

 
3.2 Engagements with the NBI 
Three meetings were held with the NBI over the period, to discuss how the HSRC and NBI 
should work together on the project, and to secure introductions to companies which are 
members of the NBI’s ELI project. An MoU between the HSRC and NBI was drawn up and 
has been signed by both parties.  
 
An engagement was also held with the NBI regarding the benchmarking tool which they were 
proposing to use to carry out the initial benchmarking of companies’ preferential procurement 
practices, and comments were provided to the NBI on the tool. 
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To date, the NBI has signed up seven companies to participate in the Supplier Diversity 
Initiative, including De Beers, PPC, Barloworld, McCarthy, Sasol, and Murray and Roberts. 
Other corporations, including Anglos and Mercedes, Pick n Pay, Tiger Brands and 
Woolworths are close to signing up. The NBI is intending to carry out initial benchmarking of 
companies between 16 March and 27 March 2009. 

 
3.3 Engagements with companies   
An introductory powerpoint presentation was developed and introductory engagements were 
arranged (through the NBI) with the following 7 companies: 

• PPC 

• Barloworld 

• Sasol 

• De Beers 

• Mercedes Benz 

• VW South Africa 

• Pick and Pay 
 
In addition, the Director of the Centre for Poverty, Employment and Growth engaged with the 
Chairperson of the Board of Eskom regarding their possible involvement in the programme. 
Subsequently, GSD prepared a formal letter of invitation to the Chairperson for Eskom’s 
participation. 
 
All the representatives of the companies indicated that they are willing to participate in the 
project. Key issues which were raised during the engagements with the companies are 
discussed and analysed below.   
3.3.1 Specific issues raised during the company engagements 
Several of the representatives indicated that the signing of appropriate non-disclosure 
agreements (NDA) would be a precondition for their participation. The NBI have indicated 
that they will put in place an appropriate agreement. 
  
PPC, Barloworld and Sasol were asked for the following information: 

• audited financial results 

• procurement policy 

• preferential procurement policy 

• supply chain management structure 

• top management structure 

• commodity spend 

• spend analysis, by supplier, commodity and BBBEE 
However, no information was provided pending the signing of the NDA. 
 
One of the representatives indicated that a database of BBBEE SME suppliers would be 
useful. Another indicated that they have difficulty obtaining information on the BBBEE status 
of suppliers. This will be incorporated into the plan for the second phase, by linking with other 
organisations which maintain such databases. 
 

4 Key issues and questions arising from the stakeholder 
engagements and the desk-top review 

 
4.1 General issues arising from the company engagements  
 
4.1.1 Lack of mainstreaming 
In general, the companies allocated their new business development managers or BBBEE 
managers for the engagements. None of the companies allocated core-business 
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procurement managers to the engagements. This is an indication of a general approach to 
BBBEE and related procurement approaches which makes them peripheral to the core 
business, similar to corporate social responsibility. However, the full potential impact of 
BBBEE and related approaches will only be realized if they are incorporated into the 
mainstream procurement functions of the core business.  
 
The tendency to make these issues peripheral to the core business raises questions about 
the motives behind the corporations’ actions, which reinforces the need to include exploration 
of the motive forces in the next phase of the project. 
 
It is recommended that the approach should be to work with the allocated ‘business 
development managers’, but to encourage the companies to bring the core procurement 
people into the project over time. The issue was discussed during some of the engagements 
and the business development managers were not averse to linking with the core 
procurement people. 
 
4.1.2 Participation of corporations 
It took the NBI longer to arrange the engagements than was expected. This was not due to 
any lack of effort by the NBI; it was due to difficulties experienced in securing meetings with 
representatives of the companies. This is an indication that obtaining participation in practice 
in the next phase will be challenging. This was also borne out by a degree of skepticism 
about the potential value add of the project which was raised by some of company 
representatives. In addition, several representatives indicated that their companies have a 
shortage of resources (peoples’ time) to assist the HSRC with collection of information and to 
work with the HSRC on procurement approaches. 
 
Several of the company representatives also stressed that they would need to know what 
their companies are going to get out of the project, and that they would not want their 
companies to be embarrassed by the project. Part of the next phase should therefore be to 
work with the NBI to develop a clear value proposition to companies for participating in the 
project.  
 
During discussions on the possible benefits of the project for companies, it was 
recommended that the HSRC should establish a link with the dti, so that the results of the 
project might have some influence on BBBEE and SMME policy improvements. This will be 
incorporated into the project plan for the next phase. 
 
Several representatives indicated that they thought that their companies would benefit from 
the knowledge sharing forums or round-table discussions. The representative from 
Barloworld offered to share their case studies at these forums. As mentioned in the previous 
section, Barloworld has an initiative through which potential suppliers are funded and 
developed, similar to Anglo’s Zimisele programme. 
 
The difficulty with obtaining participation should be taken into account in the project plan for 
the next phase, by focusing on those companies which are most enthusiastic about 
participating, and then using the knowledge sharing forums to draw other companies into the 
project.  
 
On the basis of the engagements with corporations to date, partnerships with the following 
companies appear promising: 

• Barloworld – very enthusiastic, engaging in innovative activities 

• PPC – very enthusiastic, involved in Tshwane  

• Mercedes Benz – potential for import substitution of components, existing supplier 
development programmes in the industry, existence of automotive sector in Tshwane 
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• Eskom – enthusiastic, engaging in innovative actions, trying to implement the CSDP, 
huge spend programme. 

The NBI is also engaging with Ford to participate in the programme, which would also be an 
ideal partner given its involvement in the automotive sector in Tshwane.  

 
4.2 Partnership with the NBI 
Despite some differences in terminology, there are strong similarities in the underlying 
objectives and the approach of the HSRC project and the NBI’s SDI project. Similarly, to the 
HSRC project, the NBI is also planning to establish a web portal and to engage in round table 
discussions to disseminate the knowledge base built through its project.  
 
In the light of the difficulties of obtaining corporations’ participation described above, it is 
important that the HSRC and NBI work closely together and avoid duplication in their 
engagements with the corporations.  
 
Close integration with the NBI project has therefore been built into the plan for the next phase 
of the project.  

 
4.3 Issues arising from the desk-top review 
 
4.3.1 Corporate motives 
The BBBEE strategy eloquently describes motivations for BBBEE from a national 
perspective: “Our country requires an economy that can meet the needs of all our economic 
citizens – our people and their enterprises – in a sustainable manner. This will only be 
possible if our economy builds on the full potential of all persons and communities across the 
length and breadth of this country….Apartheid systematically and purposefully restricted the 
majority of South Africans from meaningful participation in the economy…entrenched 
inequalities continue to characterise the economy and act as a deterrent to growth, economic 
development, employment creation and poverty eradication… As a consequence, our 
economy continues to perform below its full potential….Societies characterised by 
entrenched gender inequality or racially or ethnically defined wealth disparities are not likely 
to be socially and politically stable, particularly as economic growth can easily exacerbate 
these inequalities…Accordingly, in South Africa, the socio-political and moral imperative to 
redress racial discrimination is also an imperative dictated by the need for sustainable 
growth…More than just an economic imperative, the deracialisation and engendering of our 
economy is a moral requirement in keeping with the values and principles of equity enshrined 
in our Constitution…. 
Economic growth, development and BEE are complementary and related processes.. No 
economy can grow by excluding any part of its people and an economy that is not growing 
cannot integrate all of its citizens in a meaningful way….Fostering the development and 
growth of SMMEs is a key issue in increasing employment opportunities and raising personal 
incomes. However, given the structure of the South African formal economy, which is 
dominated by large and well-established companies, barriers to entry for new SMMEs are 
significant….In order to grow our economy, more enterprises are needed to produce value-
added goods and services, to attract investment, to employ more of our people in productive 
activities. Thus, a core component of the BEE strategy is the creation and nurturing of new 
enterprises undertaking new forms of economic and value- adding activities. We seek in BEE 
a new vitality in our economy by facilitating new entrants to all aspects of the economy.” 
 
To what extent do the convincing motivations described above drive the procurement 
approaches of corporations? The desk-top review indicates that corporations could have a 
range of possible motives. One of these motives could be compliance with the BBBBE Act. 
The BBBEE Act provides a link between the two categories of BBBEE instruments described 
in the previous section (the use of various government tools to promote BEE and developing 
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partnerships with the private sector). It does this by requiring public sector institutions to take 
an entity’s BBBEE status into account when carrying out procurement (Section 10 of the Act). 
Companies which supply to the state therefore have an incentive to improve their BBBEE 
status. The measurement systems in the Code of Good Practice are such that companies 
which supply to the state also have an incentive to take BBBEE status into account in their 
own procurement practices. Their own BBBEE ratings will improve with their suppliers’ 
BBBEE ratings.  
 
The intention of the Act and the Codes is therefore to use the state’s procurement power in 
the economy to leverage BBBEE in the private sector. The theory is that, because the state is 
a major buyer in the economy, its BBBEE requirements are likely to cascade through supply 
chains broadly into the private sector. One of the objectives of this project should therefore be 
to assess the extent to which this is actually happening in practice, and one of the research 
questions should be whether the BBBEE Act and the Code of Good Practice are actually 
providing an effective motive force for corporations to change the way in which they procure 
and to engage in activities related to other BBBEE elements such as enterprise development.  
 
 
Other examples of possible corporate motives include: 

• lowering costs (achieved through approaches such as supplier development or 
strategic sourcing);  

• enlightened commercial interest (reached through pursuing approaches such as 
strategic sourcing or sustainable procurement which take into account a broader 
range of costs, benefits and risks);  

• securing supply for items for which there are global supply shortages (through 
approaches such as strategic sourcing or the CSDP); and 

• corporate social responsibility (through approaches such as enterprise development)  

• enhancing brand equity3 (through approaches such as supplier diversity).  
 
In practice corporations may be driven by hybrid of motives. One of the aims of the case 
studies should be to explore this issue of corporate motives, with the aim of developing 
perspectives on the relationship between what corporations do and the motive forces for their 
actions. Of particular interest from a sustainable development point of view would be the 
nexus between practices driven by commercial motives and practices driven by corporate 
social responsibility motives. The more socio-economic benefits and risks can be priced and 
built into commercial processes, the more likely that they will be mainstreamed and 
sustainable.   
 
4.3.2 Unintended consequences 
While well-intentioned, some corporate procurement practices aimed at furthering socio-
economic objectives may have unintended negative consequences. This may be particularly 
so given the broad range of objectives being pursued and the potential for conflicting 
objectives. The case studies should seek to identify unintended consequences and these 
should be included in the discussion forums and papers produced by the project, with the 
intention of influencing future policy and practice.   
 
4.3.3 Objectives and scope of the project 
An issue which arises immediately from the desk-top review is the need to clarify the 
objectives of the project. Although the title of the project refers to preferential procurement, 
the project is clearly not limited to ‘preferential procurement’, as defined in both the PPPFA 
and the BBBEE Code of Good Practice. Rather the objective of the project is to develop a 

                                                
3
 The marketing effects or outcomes that accrue to a product with its brand name compared with those 

that would accrue if the same product did not have the brand. 
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knowledge base of procurement approaches which promote key socio-economic objectives in 
the South African context.  
 
The scope of the project should be broad enough to include both procurement practices 
arising out of the compliance incentives created by the BBBEE Act and Code of Good 
Practice and mainstream procurement approaches arising out of purely commercial 
incentives, such as supplier development and strategic sourcing, where these also result in 
procurement practices which promote key socio-economic objectives. It should also include 
approaches which straddle the divide between commercial and compliance incentives, such 
as sustainable procurement and the CSDP.  
 
It is strange that employment creation does not feature prominently amongst the objectives of 
the various approaches described in the previous section, given that unemployment is one of 
the most important socio-economic challenges in South Africa.  For example, it is not one of 
the seven elements of BBBEE. This is an issue which should be explored during the project 
and included in the discussion forums.  
 
The complexity of the issues raised in the initial desk-top study and the difficulties with 
obtaining participation of corporations necessitate a refinement of the objectives of the 
project. As described in section 1 above, the project deliverables include working on new 
strategies or innovations with each corporate partner, in addition to documenting current 
behaviour and impacts. It is recommended that the main focus of the next phase should be 
on the latter deliverable. The project would have achieved a great deal if it can successfully 
hold up a mirror to what corporations are doing, and generate a coherent picture to enable 
discussion and debate. Working with any of the corporate partners on new strategies or 
innovations should be seen as a cherry on the cake.  
 

5. Project plan for the next phase of the project 
 
5.1 Revised objectives of the project 
The objective of the project is project is to develop and disseminate a knowledge base of 
procurement approaches which promote key socio-economic objectives in the South African 
context. This includes approaches arising out of the compliance incentives created by the 
BBBEE Act and Code of Good Practice and mainstream procurement approaches arising out 
of purely commercial incentives, such as supplier development and strategic sourcing, where 
these also result in procurement practices which promote key socio-economic objectives.  

 
5.2 Revised scope of the project 
 
5.2.1 Main components 
The project consists of two main components: 

1. Company partnerships, and 
2. Knowledge sharing. 

 
5.2.2 Deliverables 
The key project deliverables from the company partnerships are: 

a) Partnerships formed between the HSRC, NBI, dti, service delivery agents, financial 
institutions, professional procurement organisations, and select large corporations  

b) Current procurement practices documented and written up as initial case studies. 
 
The case studies should provide a coherent picture of what corporations are currently doing 
and should include (but not be limited to) the following:  

a) The procurement approaches being applied 
b) The motive forces of the approaches being applied  
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c) Product and service identification 
d) Beneficiary or supplier identification 
e) Where feasible, the impact of the procurement approaches  
f) Unintended consequences. 

 
Where possible, the HSRC will also work with corporate partners on new strategies or 
innovations and this work will be included in more detailed case studies. 
 
The key project deliverables relate to knowledge sharing are: 

a) Compile a collection of comparative case studies for South Africa 
b) More detailed desk-top review of local and global experiences, focusing on issues 

such as impact on economy, good practice cases, government involvement and 
support 

c) Round table discussions: regular discussion groups with stakeholders and interested 
parties will be convened to share findings and discuss case studies 

d) Put in place and manage a dedicated web- based information service.  
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5.2.3 Project plan for first year 
 

Item or Process Deliverable Estimated timeframe

M A M J J A S O N D J F

1. National Overview

1.1 Study on national economic impact of procurement Report

1.2 Status-quo report on policy and institutional lanscape 

for SA Report

2. Work with Tshwane

2.1 Report on Tshwane preferential procurement 

practices Report

2.2 Study to identify areas of potential SME growth in 

Tshwane Report

2.3 Workshop with SME in focus areas and other 

stakeholders Workshop `

2.4 Identify potential suppliers in Tshwane area for  a 

focus area of at least one buyers and provide info to 

buyer Report

3. Work with major buyers

3.1 Finalise non-disclosure agreement NDA

3.2 Participate in benchmarking process with NBI Reports

3.3 Carry out more detailed research with selected 

companies Case studies

4. Work with other partners

4.1 Form partnerships with other org's, eg dti, CIPS, IPSA, 

SASDA

4.2 Involve partners in work with companies

4. Establish knowledge base and knowledge network

4.1  Produce full or partial case studies on areas  of 

progress made with buyers and suppliers during the year Case studies

4.2 Local and international literature review Lit review

4.3 Hold first round-table discussion Report

5. Produce year-end report

 

 
Since April, the HSRC has been participating in arranging the supplier diversity 
benchmarking engagements which are being implemented by the NBI. Participation in these 
engagements has been very useful for the project. In the coming month the focus will be on 
completing the engagements and on engaging with short-listed companies for identifying 
focus products and services, strategies and innovations, and case studies, and working with 
Tshwane Municipality to identify opportunities for SMEs. To date, McCarthy, SA Breweries, 
Anglo American, PPC, Barloworld, and Mercedes Benz have been identified for possible 
case studies, and the service providers are currently engaging with these companies in this 
regard.  
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