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Executive summary 

Background  

A mandate was adopted in the January 2004 Cabinet Lekgotla to review ways that 
services could be leveraged for growth, employment and equity. Prominence was 
given to the services sector due to its importance in the economy, to employment and 
to the delivery of essential services. There is considerable evidence to show that the 
SA services sector is not achieving its potential contribution to government’s growth, 
employment and human development targets. The Micro-Economic Reform Strategy 
(MERS) drew together many of the critical elements required to underpin 
competitiveness and Government delivery. However, services continue to be handled 
in a fragmented way. This is serious in light of the scale of the services sector, its 
global growth, and the importance of achieving human capabilities for an inclusive 
growth and development process. Moreover, Government has a number of strong 
levers that can be better utilised to achieve its objectives. The mandate recognised that 
Government was not sufficiently focusing on levers available to it – especially in 
relation to procurement, regulation, direct service delivery and incentives/cluster co-
ordination.  

The services sector has been reviewed according to the policy levers available to 
Government. Hence, the sectors are categorised according to whether they are:  

 “Backbone infrastructure” – such as telecommunications and transport that 
fundamentally impact on economy-wide efficiency as all sectors depend on 
them. In these sectors, Government is an owner and/or regulator of 
enterprises (for example, ACSA, Telkom, Eskom or Transnet).  

 Mainly publicly provided – such as education or health, that are mainly 
delivered by Government, (or the majority of the population rely on public 
delivery) and  

 Mainly privately provided – such as finance or tourism, where the private 
sector is the owner of enterprises. In this realm, Government has more limited 
influence through incentives, skills development, market access arrangements 
or competition policy.  

The research considered interdependent policy arenas in its investigation. The first 
relates to levers available to directly expand domestic output and employment through the 
services sector. This work focused on global trade and on the role of government 
procurement in stimulating domestic industries. The second relates to levers available 
to enhance human capabilities – realising human potential is absolutely essential to social 
and economic inclusion and must underpin any broad-based growth strategy. The 
third relates to ensuring that the general environment is conducive to investment, 
livelihoods and social and economic inclusion. These three areas are mutually 
reinforcing.  

SA has considerable know-how in globally integrated high value social and 
commercial services. This is an important foundation from which to leverage growth, 
employment and equity. However, these services are largely oriented to high-income 
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users. Low-income users tend to have access to poor quality services. These services 
have less interaction with the global knowledge frontier and limited competition or 
accountability. The result is wide disparities in the distribution of resources and in the 
access to appropriate high quality services. A central objective of the services project 
must be to address ways of improving functionality and equity without undermining 
markets. A related objective will involve identifying ways of promoting improved 
integration of capability and resources in high value markets and the needs of low-
income households.  

Expanding trade in services  

International trade in services could be an important driver of growth and 
employment if SA could take advantage of the expanding opportunities. Yet, South 
Africa’s expansion into global markets has been slow relative to the successful services 
exporters. South Africa falls short in diversifying its services exports to the higher 
value, higher growth sectors. Countries like India have experienced annual growth 
rates in their services exports by up to 17%, while SA’s services exports have been 
growing by about 6% per annum. Developing countries have managed to increase 
their share of non-traditional sectors such as ICT, telecommunications and business 
services: on average about 40% of developing country trade is sourced from these 
sectors. These sectors account for only 20% of SA trade in services.  

This means that important opportunities to expand formal employment are being lost. 
Expanding formal employment is the single most important way of drawing 
households out of poverty. SA cannot afford to miss the available global 
opportunities. This report considers the constraints to that growth, emphasizing the 
role of core infrastructure and human capabilities.  

The following policy gaps and related recommendations to intensify SA’s efforts to 
promote trade in services were identified:  

 Support services are highly fragmented and poorly resourced. There are two 
essential support measures that require urgent attention. Firstly, Government 
needs to urgently strengthen its capability to engage in trade negotiations. This 
means that capability to engage in negotiations is required by all key 
Departments and stakeholders. Otherwise, such arrangements may 
unintentionally undermine SA’s social or commercial objectives. The second 
area is marketing: the marketing effort is fragmented across national, provincial 
and local sphere of government. This fragmentation results in confusing and 
contradictory messages which can undermine SA’s ability to attract new 
industries. It is essential that the dti develop an approach to aligning core 
messages of marketing agencies  

 The exchange rate is uncompetitive and volatile – the global evidence shows 
that a rapid expansion of labour intensive services exports will simply not take 
place until this problem is resolved. This issue is already in Government’s 
Programme of Action – and must be prioritised.  

 Four clusters deserve special attention:  

 Tourism, which already receives considerable attention;  

 ICT/finance/BPO;  
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 Construction/environmental services/capital equipment; and 

 Education and health – where balancing between commercial and 
social objectives proves a challenge.  

It is suggested that strategic engagements take place with key industry actors to 
explore their views on the kind of support needed from Government.  

 It is extremely difficult to draw meaningful time series data on services sectors 
from official sources. This either discourages Departments from monitoring 
policy or involves costly sector surveys. The official statistics on trade, 
employment and remuneration need urgent attention in cooperation with Stats 
SA and the SARB.  

 There are a range of market enablers such as human resource development, an 
ICT platform, systems of innovation and competitive infrastructure – these 
affect all social and economic sectors and are discussed separately below. It is 
worth mentioning, however, that slow infrastructure reforms have posed a 
major barrier to the expansion of trade in services.  

Stimulating employment through government procurement  

Government procurement holds another opportunity for stimulating employment. In 
particular, the state and state-owned enterprises procure approximately R260-billion 
worth of goods and services (2003). Government can deepen the employment effects 
of this expenditure and promote career paths for low skill black women especially by 
deepening appropriate services to poor households. Yet, Government is not 
optimising this opportunity. In particular:  

 Some social development services are currently designed to minimise 
employment, cost and administration. This is perhaps understandable as the 
sector is highly fragmented with weak capacity. However, the sector represents 
an important opportunity to expand employment and career paths to low skill 
black women, while also intensifying the provision of basic needs services. For 
example, this study found that the current approach to designing early child 
development services would generate about 70,000 jobs, while a labour 
intensive approach that delivers against appropriate ratios (# providers per 
recipient) would generate 340,000 jobs at an additional cost of R5.6-billion by 
2011.  

 Little is known about Government procurement – especially its employment 
impact. For example, we don’t know what percentage of purchases was 
imported. Government and state-owned enterprises procured about  
R260-billion worth of goods and services in 2003. A review should be done to 
explore the extent to which Government procurement could be levered for job 
creation, and depending on the findings introduce a review of procurement 
practices.  

The role of services in promoting human capabilities  

Achieving higher levels of human development is essential for growth, employment 
and equity. In turn, advancing human capabilities to enhance social and economic 
inclusion will rely on greater equity in access to essential services. In Phase 1, the 
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project focused on the education and health sectors, and will proceed to review 
municipal infrastructure and commuter transport in early 2005. The essential policy 
gaps, and related recommendations include:  

 Greater focus should be trained on ‘human outcomes’ and ‘human capabilities’ 
than on simply ‘sector outputs’. This requires an investigation into optimum 
policy combinations. For example, health outcomes do not necessarily rely on 
the health sector alone, but also depends on complementary services to prevent 
ill health, such as water, sanitation, education, or transport. Pilot programmes 
and pilot studies would assist in assessing optimal combinations and 
contributions to health and education outcomes in urban and rural areas. 
Already, this project has engaged with the Department of Health to explore this 
approach in relation to health outcomes.  

 A balance between qualitative and quantitative goals is required. This relates to 
expanding access to health care to low-income households, but also to 
improving the quality of that service so that it has the desired impact. 
Insufficient attention has been devoted to assessing efficiency and equity (e.g. 
through incidence analysis), or ways of generating savings in some quarters to 
enable redistribution to others. For example, a 2% efficiency savings in 
education could generate more than R1-billion for use in areas of greatest need.  

 The capacity of the various spheres of government to deliver education and 
health services with optimal outcomes requires review. It is unclear whether the 
current decentralisation model is conducive to rapid improvements in delivery. 
Related to this is the challenge of how to strengthen the effectiveness of 
municipalities in the delivery of infrastructure and basic services.  

 The integration between public and private sectors needs improvement. 
Considerable know-how and financial resources reside in the private sector, 
which administers primarily to higher income households. These sectors, such 
as health, education and infrastructure, engage on a global frontier, with all the 
potential associated benefits of technology, learning and investment. The public 
sector delivers to the majority of the population, but does not have the same 
interface – it is overburdened, relatively inflexible and does not play at the 
global frontier of know-how.  

 The development of human resources is critical in social services and within 
infrastructure industries. There are a number of dilemmas that have long 
dogged Government such as: whether pay scales should reflect scarcity, or the 
balance between short term solutions (e.g. importing math & science teachers) 
and longer term solutions (developing domestic capability). These problems are 
not all recent phenomena – for example, the 30% vacancy rate of doctors in 
the health sector is a problem that preceded the new democratic government. 
Some effort is being invested in developing human resource development plans 
– for example, the Department of Health recently commissioned such a study. 
However, far more urgency should be attached to rapidly addressing these 
issues. Each year that goes by without a result further erodes SA’s human 
capital.  

 Benchmarking must infiltrate national education and health policy much more 
than is currently the situation. Indicators are required to benchmark the 
performance of health and education sectors against other countries. A much 
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more ambitious and coordinated effort is required to develop reliable health 
and education information systems. 

Services underpin an enabling environment  

One of the fundamental roles of government is to ensure a competitive and efficient 
environment through the provision of backbone infrastructure and human resource 
development. Government has made commitments to addressing both policy areas, 
but progress has been slower than anticipated. This partly explains why SA struggles 
to achieve higher rates of job creating growth. With limited investment in civil works 
over the past decade, infrastructure remains oriented to capital intensive, resource-
based industries. The kinds of infrastructure that would enable labour intensive 
investments have not really received sufficient attention and remain uncompetitive 
from the perspective of price, quality and product offering – for example in 
telecommunications, rail, ports, or air travel. This appears set to change with the 
recent telecommunications deregulation and expanded investment in civil works by 
the state. Continued skills shortages, in a context of barriers to immigration for skilled 
personnel, create further disincentives to invest in higher value, labour intensive 
industries. The services sector is particularly constrained by these factors.  

These areas also affect human capabilities. For example, limited attention to 
commuter transport constrains labour market participation and access to services. The 
combination of a skills shortage with barriers to immigration constrain the ability of 
social services to offer quality services – due both to personnel shortages, but also to 
diminished opportunity to benefit from knowledge networks.  

A review of services that underpin competitiveness and social delivery offer the 
following recommendations:  

 Backbone infrastructure, such as telecommunications and transport, are now 
receiving more concrete attention with the telecoms deregulation and changes 
at Transnet. Efforts are strengthening to review policy toward integrated 
infrastructure and municipal planning, but this is still in very nascent stages. 
Commuter transport remains a serious problem, and a barrier to access to 
services and work. There is no transport regulator to oversee commercial 
and/or commuter transport, and this poses a danger to reform processes. The 
following gaps are identified through this scoping:  

 Much more emphasis on integrated planning and promotion of 
urban agglomerations is required.  

 It is essential that more resources be devoted to setting targets for 
telecoms and transport services that are benchmarked against 
competitor nations. Regular reviews are required to assess where 
these targets are not being met.  

 The approach to establishing a regulator for commercial and for 
commuter transport must be reviewed.  

 A centre of excellence and a knowledge network in regulation and 
infrastructure reform policy is required to enable cross – sector 
learning. Currently, there is little sharing of know-how, and very 
small pockets of sector expertise.  
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 An ICT platform is essential to promoting broad-based growth and equity. 
There is currently no integrated ICT strategy, and this causes fragmentation. 
Elements of such a strategy would involve: broad human resource 
development, broad access to computers and internet literacy, universal access, 
appropriate regulation that enables competition and investment, innovative 
approaches to investment in ICT infrastructure, an R&D culture and systems 
of innovation and full global integration.  

 Human resources still pose a serious constraint across both commercial and 
social services sectors. Addressing this will involve:  

 The easy flow of skilled professionals globally is absolutely essential 
for commercial industries that trade, and for social sectors that want 
to operate at a higher level of capability. This is not just a matter of 
addressing skills shortages. There is dynamic learning that arises from 
this global interaction. There is concern that immigration policy is 
still being handled from a regulatory standpoint and not sufficiently 
from the perspective of promoting dynamic and efficient social and 
commercial services. Human resource development domestically 
remains a challenge.  

 From a longer term perspective, this requires a ‘systems approach’ 
that traces human capacity development from early childhood 
through basic education through higher education and on-the job 
training. Currently, these spheres are poorly integrated, constraining 
easy flow particularly for the black population. From a shorter term 
perspective, improved communication between education 
institutions, employers and labour market entrants is required. For 
example, a ‘deadweight’ loss to society and the economy arises where 
there is an 8% graduate unemployment rate (approximately 180,000 
people) and a 4% vacancy rate in high skill and skilled occupations 
(about 90,700 positions). Much of this could be addressed through 
bridging programmes, stronger relations between employers and 
educators, improved labour market information and more 
appropriate human resource and recruitment behaviour in public and 
private sectors.  

Policy tracking  

Strategic alignment to 2014 targets  

Services will be an extremely important contributor to Government’s growth, 
employment and equity objectives. Much more forceful attention is required to 
strengthening policy complementarity. Policy is not yet aligned in such a way that 
Government is optimising the use of available levers to enable the services sector to 
effectively contribute to the 2014 targets. For example, preliminary work done in 
Phase 1 shows that the most ambitious policy stance currently being proposed will not 
sufficiently contribute to Government’s employment targets (see Appendix to this 
Overview paper).  

The Director-General’s Services Committee should establish a process to arrive at a 
consensus position on the Services Sector’s contribution to Government’s 2014 
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targets and set sub-objectives to 2008/9 that will ensure that SA is on track for its 
2014 targets. There is a need for benchmarks aimed at 2014 targets, with clear plans, 
either for meaningful institutional change, or interim solutions where necessary. Such 
a programme of work should ideally be aligned to policy processes. It will further 
ensure that appropriate milestones and benchmarks are identified. These specific 
milestones will be monitored on an annual basis. This work will be supported by the 
best available evidence and analysis.  

Benchmarking and monitoring & evaluation  

It is extremely difficult to draw meaningful time series data on commercial and social 
services sectors from official sources. This either discourages Departments from 
monitoring policy or involves costly sector surveys. This makes monitoring and 
evaluation difficult and expensive. A process to review ways of improving the quality 
of these statistics is urgently required.  

Critical minimum benchmarks should be set for human outcomes, infrastructure and 
service pricing and quality, and for economic targets (e.g. the rate of annual growth in 
exports).  

 

Objectives of this paper  

The following paper is a summary report on findings of Phase 1, which focused on 
scoping the policy environment. The stated intention of Phase 1 was to contribute to 
the preparation of a strategy for the services sector. This could twin with the 
Integrated Manufacturing Strategy (IMS) under the rubric of the MERS. It will also 
form the basis of follow on sector and cross-cutting strategy and policy 
implementation in Phase 2.  

We seek to inform the social and economic clusters of progress in the Services Project 
and obtain approval on the central directions recommended herein. This refers to 
recommendations for the direction of a services strategy and for Phase 2.  

The stakeholder processes have been limited to interaction with Government 
departments in Phase 1, and it is now time to engage with private stakeholders. The 
HSRC has provided an overview of ownership patterns. There will be merit in 
reviewing previous stakeholder interactions to strengthen the strategic character of 
future involvements.  
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1. Background and objectives of  this 
submission 

A mandate was adopted in the January 2004 Cabinet Lekgotla to review ways that 
services could be leveraged for growth, employment and equity. Prominence was 
given to the services sector due to its importance in the economy, to employment and 
to the delivery of essential services. There is considerable evidence to show that the 
SA services sector is not achieving its potential contribution to government’s growth, 
employment and human development targets. The MERS drew together many of the 
critical elements required to underpin competitiveness and Government delivery. 
However, services continue to be handled in a fragmented way. The mandate 
recognised that Government was not sufficiently focusing on levers available to it – 
especially in relation to procurement, regulation, direct service delivery and 
incentives/cluster coordination.  

The mandate focused on three main elements for a services strategy:  

 Promoting employment and growth through trade in services. 

 Promoting employment through government procurement. 

 Promoting equity by improving access to essential services. 

The HSRC was asked to support this process, reporting to 3 task teams, respectively 
headed by the DTI, the Department of Public Works and the Department of Health. 
The programme was to report to the Director-General’s economic and social clusters. 
The three committees agreed that the HSRC should assist in identifying ways to 
optimise the services sector’s contribution to Government’s 2014 targets of halving 
unemployment and poverty, and promoting growth.  

This was meant to be the first phase in a five-year programme of work:  

 Since services are poorly understood, Phase 1 was focused on framing the 
underlying thinking in preparation for strategy building. This entailed the 
preparation of a global contextualisation, a review of domestic thinking, a 
review of SA policy, and a policy gap analysis.  

 Phase 2 will launch into strategy building and deeper sector and policy design 
work, as well as stakeholder engagements.  

This is a summary report on findings of Phase 1, which focused on scoping the policy 
environment. The document will contribute to the preparation of a strategy for the 
services sector. This could twin with the IMS, under the rubric of the MERS. It will 
also form the basis of follow-on sector and cross-cutting strategy and policy 
implementation in Phase 2. 

We seek to inform the social and economic clusters of progress in the Services Project 
and obtain approval on the central directions recommended herein. This refers to 
recommendations for the direction of a services strategy and for Phase 2.  
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2. Structure and contribution of  the services  
sector  

Services will play a pivotal role in supporting Government’s growth, employment and 
poverty reduction targets. But, there is much evidence to show that their potential 
contribution is not being achieved.  

Government has greater leverage in services to achieve its 2014 objectives of halving 
poverty and unemployment than it does in other sectors (such as manufacturing, 
agriculture or mining). In particular, it has levers related to direct delivery, 
procurement, and regulation.  

Figure 1 – Overview of services 

 

The services sector has been reviewed according to the structure presented in Figure 
1. From a policy perspective, this distinguishes sectors by the levers available to 
Government. Hence, the sectors are categorised according to whether they are:   

 “Backbone infrastructure” – such as telecommunications and transport that 
fundamentally impact on economy-wide efficiency as all sectors depend on 
them. In these sectors, Government is an owner and/or regulator of 
enterprises (e.g. ACSA, Telkom, Eskom or Transnet).  

 Mainly publicly provided – such as education or health, that are mainly 
delivered by Government, (or the majority of the population rely on public 
delivery) and  
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 Mainly privately provided – such as finance or tourism, where the private 
sector is the owner of enterprises. In this realm, Government has more limited 
influence through incentives, skills development, market access arrangements 
or competition policy.  

Services contributed about 70% to total SA output and formal employment in 2003. 
The private sector accounts for 43% of services output and 45% of formal services 
employment. Publicly provided services and backbone infrastructure together amount 
to a massive 57% of services output and 55% of formal services employment1. The 
substantial role of government in this sector starkly illustrates the influence it can 
wield in fostering its expansion and labour-absorbing capacity.  

Figure 2 – Output, employment and growth trends in services  

 

 

The growth performance of the different services sub-sectors is illustrated in Figure 2. 
Transport and communications has been the most dynamic sub-sector, largely driven 
by the introduction and rapid expansion of cellular telephony. All the private services 
sub-sectors have grown robustly, while the growth of electricity and general 

                                                      

1 Government alone directly accounted for about 18% of total formal employment and 28% of total 
output. 
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government services has been substantially below economy-wide growth rates. The 
employment picture is, however, less encouraging: many of the fastest growing sectors 
(transport and communications and construction) have been shedding labour. 
Employment in public services has also contracted with the notable exception of 
health and education (which includes general government services). Employment 
creation has been driven by the private sector, particularly in the financial and 
business services and wholesale and retail sub-sectors.  

The ability to trade in services due to technological innovation, investment and 
globalisation has been a key driver of growth in many developing economies. These 
are some of the few labour intensive trade sectors where SA could generate 
employment. While Figure 3 illustrates that growth in South Africa’s services trade has 
been robust over the past decade, it lags behind the average for developing countries. 
The absence of an explicit policy framework and dedicated state resources to promote 
services trade has resulted in South Africa relying on traditional export sectors, while 
successful services exporting nations have diversified into non-traditional areas such 
as communications, finance and IT. It is imperative that measures are introduced to 
promote the capacity to of SA services sub-sectors to supply the global market.  

Figure 3 – Trends in services trade  

 

 

Services are the main activity found in the non-formal economy. More than two 
million people participate, primarily in retail, wholesale and personal services such as 
hairdressing, auto repair, shoeshine and domestic work. These sectors do not drive 
growth. They either offer a respite for unemployed workers, or alternatively feed off 
growth. But there is still a great importance in stimulating a positive dynamic between 
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the growth in the number of formal wage earners, and the demand for services from 
the non-formal economy.  

Human capability is a core contributor to growth and employment. It is impossible to 
reach rapid economic growth, without minimum standards of human development 
and broad-based access to economic opportunities – whether in business or work. 
Greater equity in the provision of essential services such as education or health is 
critical for the full realization of South Africa’s human potential. This will partly rely 
on greater equity in the determination of the outcomes from such provision. These 
pose formidable challenges to policymakers.  

Sustainable growth will depend on broader economic participation, which in turn 
depends fundamentally on success in enhancing human capabilities – appropriate 
education and skills attainment, access to transport, and so forth. This enables labour 
intensive industries to expand, thereby creating more formal sector jobs. It also forms 
a foundation for the expansion of small and micro enterprise.  

Social sector services such as education and health are traditionally provided by the 
public sector, and the majority of the population still depend on public provision. 
Increasingly, governments are looking to alternative delivery mechanisms including 
developing appropriate roles for the private business sector, NGOs and CBOs. 
Dilemmas in service delivery exist for the social sector in all countries, but particularly 
for SA with its massive backlogs. What are the optimum policy complementarities to 
achieve the desired human development outcomes? What is the appropriate balance 
between private and public provision, investment, or finance?  

SA has considerable know-how in globally integrated high value social and 
commercial services. This is an important foundation from which to leverage growth, 
employment and equity. However, these services are largely oriented to high-income 
users. Low-income users tend to have access to lower quality services. These services 
have less interaction with the global knowledge frontier and limited competition or 
accountability. The result is wide disparities in the distribution of resources and in the 
access to appropriate high quality services. A central objective of the services project 
must be to address ways of improving functionality and equity without undermining 
markets. A related objective will involve identifying ways of promoting improved 
integration of capability and resources in high value markets and the needs of low-
income households.  
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Figure 4 – Services biased to high-income markets 

 

Countries that succeed in trade often begin by delivering to domestic markets, and 
then launch into export markets. This is certainly true in many SA services sectors. 
However, the expansion into global markets has been slow relative to the successful 
services exporters. This means that important opportunities to expand formal 
employment are being lost. Expanding formal employment is the single most 
important way of drawing households out of poverty. SA cannot afford to miss the 
available global opportunities. This report considers the constraints to that growth, 
emphasizing the role of core infrastructure and human capabilities.  

SA has a strong fiscal system and this provides another opportunity for linking high 
value and low-income spheres. For example, the state and state-owned enterprises 
procure approximately R260-billion worth of goods and services (2003). Government 
can deepen the employment effects of this expenditure and promote career paths for 
low skill black women by deepening appropriate services to poor households.  
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3. Expanding demand for SA services  

Two sources of demand are considered here, as they could be important stimulators 
of growth and employment. The first is trade in services, with its potential impacts on 
expanding the demand for SA services, and also for its role in promoting technology 
adoption and global competitiveness. The second is Government procurement – this 
is an important source of domestic demand for both social and commercial services.  

3.1. Trade and competitiveness2 

3.1.1. Background  

Growing global trade is an essential part of a growth and employment strategy for a 
small open economy like South Africa. If well managed, trade can expand demand for 
goods and services, enable technology transfer, encourage competition and raise 
investment levels.  

Services are increasingly traded independently, with their own product and market 
dynamics. The trade in software or health services are examples. This trade has 
expanded dramatically over the past 20 years and offers important opportunities for 
SA.  

Services play a pivotal role in the global economy. They account for 20% of global 
trade and about two-thirds of global foreign direct investment. Developing countries 
account for 25% of global exports in services, mostly sourced from a handful of 
dynamic fast-growing Asian economies. The fastest growing services exporters 
include India, China, Korea, Malaysia, Turkey, Taiwan and Hong Kong3.  

Exports were an essential contributor to the success of recent high growth developing 
economies. Critical ingredients in their success stories were their ability to enhance 
competitiveness using the following policy levers:  

 The introduction of competition, credible and transparent regulation and 
private participation in key infrastructure sectors, particularly 
telecommunications as this sector is the foundation of an ICT platform.  

                                                      

2 Background papers prepared on the Trade in Services theme include: An Overview paper; the Global 
Context, International Case Studies; The Welfare Impact of Services Liberalisation; The Domestic Policy 
Context; two Domestic Case Studies (on construction and health), A Review of Trade Data Quality and 
Improvements Required, A Review of Employment Data, A Review of Trade Negotiations and A 
Review of Domestic Regulation. 

3 Trade in services has become an important growth sector, especially for countries like India, Korea, 
China or Turkey. Trade in services is particularly strategic where savings ratios are low (as the capital 
investment is less), and where there is already domestic capability, as in the case of South Africa.  
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 Substantial public investment in skill formation, research and development (to 
promote technological innovation) and ICT infrastructure.  

 Measures to promote the inflow of specific skills by removing bureaucratic red 
tape and actively attracting skilled personnel.  

 Fostering a knowledge economy and systems of innovation.  

 A competitive and stable exchange rate.  

 Measures to attract private investment, including fiscal incentives, dismantling 
regulatory obstacles to foreign investment and actively ‘wooing’ key global 
players in targeted industries.  

 Positioning targeted industries within global supply chains to better exploit 
growing global demand.  

 

Figure 5 – Drivers of services exports in developing economies  

 

 

SA trade in services has grown slowly, at only 6.3% per annum. This compares 
unfavourably with India, whose services exports have been growing by more than 
17% per annum, Malaysia and Korea’s by more than 12%, and Turkey by over 9%. In 
the five years from 1995 to 2000, India increased the proportion of services in its 
export profile from 22% to 42%. Currently, services contribute only 15% of SA’s 
exports. These provide some benchmarks that SA might aim for in a services trade 
strategy.  
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Services trade must be an important part of SA’s formal sector job creation strategy. 
While SA has been successful in diversifying its export base away from gold, it is now 
well known that this has not been a job creating success. It is essential that additional 
products and markets be identified to enable a greater alignment between SA’s growth 
trajectory and its employment targets.  

Policy toward trade in services is currently fragmented: Government has not yet put in 
place a co-ordinated policy framework to guide a meaningful services strategy.  

3.1.2.  Policy discussion  

There are three main areas of policy that require attention include: market access 
arrangements, enablers and sector-specific strategies. 

Market access arrangements  

Market access arrangements, that regulate both exports and imports, are an essential 
part of the trade promotion policy package. Services have only recently been included 
in the trade negotiating arena. However, SA has not developed the required 
institutional capacity to properly define South Africa’s defensive and offensive 
interests in the services domain. This raises two serious concerns: that SA will not 
effectively support its commercial interests, whether promoting exports or protecting 
local producers from unfair competition. More importantly, SA’s social imperatives 
will not be taken into account and could be unknowingly compromised in the trade 
negotiations4.  

Enablers  

There are a number of critical enablers that are absolutely essential to the promotion 
of trade in services. These are mostly discussed in section 5, as they are of a cross-
cutting nature. They include:  

 The availability of competitively priced and high quality backbone 
infrastructure – especially in transport and telecommunications.  

 An ICT platform. 

 Systems of innovation. 

 An effective supply of human resources, whether local or imported. 

 A stable and competitive exchange rate. 

 Supportive promotional efforts, especially in marketing.  

                                                      

4 Previously, trade in merchandise generally involved the dti and sometimes the Department of 
Agriculture. Trade in services covers a much wider set of departments. There is very limited expertise in 
these departments to actively engage in the regional trade negotiations. A difficulty arises if SA commits 
itself to some arrangement as part of a trade-off, only to find that it has contradicted the interests of 
national policy. This may bind SA into an arrangement, as it will be difficult to reverse under GATS. 
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Two of these enablers – exchange rates and promotional efforts – are worth 
mentioning here, as they are specific to the trade environment:  

 The exchange rate is not conducive to services trade expansion – the impact of the 
exchange rate on employment is not well understood. With the exception of 
2002/3, the Rand has been devaluing since the mid-1980s. However, there is a 
more serious problem in its volatility. This is primarily caused by variations in 
the gold price and by the vagaries of global portfolio management. The 
Economic Cluster’s Programme of Action does identify a stable and 
competitive Rand as an objective. However, it is unclear how Government 
could intervene to reduce this volatility. SA will not succeed in massively 
expanding its labour intensive exports, and particularly not its services exports, 
unless this problem is addressed, or, alternatively, that exporters are somehow 
buffered from the problem in the short run.  

 The promotional efforts are fragmented – the marketing agencies at local, provincial 
and national levels are fragmented and often work in competition with each 
other, thereby minimising impact. In some cases, the impact is actually 
negative, as investors receive confusing and sometimes contradictory 
information. The institutional capacity to drive initiatives to enhance the 
competitiveness and expansion of services sectors are either absent or 
inadequate including in the key department tasked with such activities: the dti. 
Clearly, the creation of such capacity is a priority and must be aligned to the 
prioritisation of sub-sector interventions and their sequencing.  

Figure 6 – Approach to the development of a services strategy  

 

Sector strategies  

South Africa falls short in diversifying its services exports to the higher value, higher 
growth sectors. Developing countries have managed to increase their share of non-
traditional sectors such as ICT, telecommunications and business services: on average 
about 40% of developing country trade is sourced from these sectors. These sectors 
account for just over 20% of SA trade in services.  
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The vast majority of resources and institutional support has been allocated to the 
development of tourism, with the logic that it will generate substantial numbers of 
jobs. Other industries that are the subject of future policy interventions include 
business process outsourcing, ICT, film and television, environmental and 
construction services and national Treasury’s proposal for a “Financial Centre for 
Africa” (FCA). There is also some consideration of construction and allied capital 
goods. The Departments of Health and Education have been exploring positions in 
respect of trade, but mostly from a defensive position, rather than from a promotional 
one. Services initiatives have tended to focus on lone “sectors” rather than “clusters”. 
This diminishes the impact of interventions, as recognised by the Integrated 
Manufacturing Strategy.  

Resources allocated to industry strategy and promotion are extremely thin and 
fragmented across different spheres of government, with little interdepartmental 
cooperation. Only tourism has a dedicated marketing institution, with a budget of 
more than R200-million per annum. There is no other SA industry that receives 
anything close to such substantial marketing (or research) support. Most other 
industries have at most a handful of national staff to work on marketing and industry 
promotion.  

In a context of constrained administrative and support mechanisms, it is essential that 
efforts be focused on arranging market access, ensuring the ‘enablers’ are in place and 
improving co-ordination amongst marketing agencies. Then effort could be applied to 
a small number of industry clusters. It is worth noting that successful developing 
countries have specialised in one or two services sectors, and often dominate 
developing country services exports5.  

3.1.3. Recommendations – trade in services  

Efforts to promote trade in services must be dramatically intensified: Expanding trade 
in services must become central to Government’s economic strategy to promote 
growth and employment. Over the past 10 years, economic growth and employment 
have been largely derived from the domestic market. Only a small number of jobs 
have been created through trade in manufacturing. Future formal sector job creation 
will increasingly have to be led by an expansion in international trade in services. 
Much more forceful and coordinated action is required in relation to both sector 
strategies and infrastructure reform.  

A substantial commitment is required from all government departments with 
mandates in the services sector. The current gaps in policy and institutional capacity 
severely hinder SA’s ability to take advantage of emerging global opportunities, 
consequently putting constraints on potential employment and growth.  

The most critical policy gaps include:  

                                                      

5 For example, construction is dominated by Turkey and China. Malaysia and Korea have strong ICT 
sectors and surprisingly, China is emerging, so that 10% of its exports are now in ICT services. Business 
services such as software are dominated by India and Singapore. 
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Market access: capacity must be urgently developed to negotiate market access through regional trade 
arrangements.  

This will require:   

 That all government departments with a mandate in services sectors must 
actively play a role in trade negotiations. It is essential that SA’s social 
imperatives be integrated into SA’s negotiating position.  

 The establishment of a coordinating structure to integrate the interests of the 
various government departments and other stakeholders into a coherent 
negotiating position for each trade agreement through a process of 
consultation. 

 Resources to procure and disseminate research to support the trade 
negotiations process.  

Co-ordination of policy development, industry development and marketing efforts across the three 
spheres of government must be improved.  

This especially includes:  

 Co-ordinated marketing amongst national, provincial and local agencies. 

 Co-ordination of services trade and investment activities amongst the 
metropolitan areas, where this activity is concentrated.  

 Co-ordinated policy development and investment strategies – investment is not 
growing sufficiently to support fragmented strategy building.  

A competitive and stable exchange rate regime is absolutely essential. Efforts to effect this must be 
prioritised.  

Key growth clusters: focus on a small number of ‘industry clusters’ and ‘value matrices’, rather than 
‘sectors’.  

Develop and monitor trade and industry strategies in respect of the following clusters:  

 ICT/finance/BPO.  

 Construction/environmental services/capital equipment. 

 Tourism.6 

 Wholesale and retail.7  

                                                      

6 Tourism has the strongest support institutions, particularly in SATOUR. This committee will need to 
leverage off this capability, not duplicating the substantial available work and capacity. 

7 This cluster needs to take cognisance of the positive and negative role that SA retail plays on the 
continent and review the optimal way that SA investors can promote diversification (versus 
displacement) in Africa. 
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 Education and Health should be treated separately in order to balance 
commercial intent with Government’s need to improve effective access to 
services.  

Incorporate critical components of industry strategy including: the promotion of backward linkages 
into merchandise trade, technology promotion to support competition on the basis of innovative product 
and processes, human resource development, stakeholder mapping and buffering exporters from 
structural disadvantages such as exchange rate volatility.  

Monitoring and evaluation: it is extremely difficult to track economic trends in the 
services sectors using official data sources. Improvements to employment, 
remuneration and international trade statistics to enable accurate tracking of services 
sectors should be implemented. This should be done in cooperation with Statistics 
South Africa and the South African Reserve Bank.  

Oversight: an interdepartmental committee was established as a result of the Services 
Project in 2004 and is convened by the dti. This committee should continue to meet, 
including the dti, National Treasury, the Department of Communication, the 
Department of Public Works, the Department of Science and Technology, the 
Department of Transport, the Department of Public Enterprises, the Department of 
Minerals and Energy, the Department of Environmental Affairs and Tourism, the 
Department of Health and the Department of Education. The emphasis of this work 
should shift away from a purely trade focus to one that considers trade and competitiveness. 

3.2. Intensifying employment through government 
procurement8 

3.2.1. Background  

In a context of high unemployment, all possible sources of job creation must be 
considered. Government has some important levers. It is firstly a major employer, 
accounting for about 18% of total formal employment. However, Government has 
been shedding jobs. While it does not appear that there is interest in using 
government employment as a lever, it is possible that public sector employment might 
grow by 1% to 2% over the next decade.  

                                                      

8 Background papers produced on this theme include: an Overview paper, A Review of SA Government 
Procurement Practices, The Global Context for Social Development Programmes, The SA Context for 
Social Development Programmes and A Review of the Employment Implications of Government Policy. 
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Figure 7 – Using procurement to generate employment 

 

But Government is also an important buyer of goods and services. It spends about 
R130-billion on goods and services, and State-Owned Enterprises a further  
R130-billion. This means it has considerable leverage to influence employment 
through that spending. The papers attached to this package review a number of 
considerations, particularly:  

 Potential employment that could be created through infrastructure and social 
development programmes.  

 The role procurement could play more generally in promoting employment.  

3.2.2.  Policy discussion  

Public procurement could act as an important lever to promoting domestic capability, 
and therefore employment. Government and SOE procurement, excluding 
infrastructure and social development services, amounts to about R185-billion. There 
does not appear to be information on the import content of publicly procured goods 
and services. Whilst not compromising quality inordinately, it is worth considering 
whether more could be done to buy locally, and invest more in supplier development.  

Government has already made substantial headway in improving the possible impact 
of infrastructure spending on growth, poverty and employment. For example, there 
have been improvements in the flow of infrastructure finance to municipalities, the 
expansion of low-income housing and procurement practices. More recently, 
infrastructure spending increased dramatically, and labour intensive methods were 
introduced as a policy commitment. Since a large portion of the new spending is on 
relatively capital-intensive projects, it offers more scope for expanding jobs through 
technology change. We estimate that, at a minimum the rise in spending and 
incremental introduction of labour intensive methods will result in the creation of 
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about 182,000 extra construction jobs by 2009. Construction employment would 
thereby expand by 50%.9  

Social development programmes offer one of the biggest opportunities to 
simultaneously create jobs and career paths for low skill workers and meet basic 
needs. The Social Cluster Programme of Action commits Government to introducing 
or expanding community health and early childhood services. Within these 
programmes there is a complement of para-professional and community-based 
services such as early childhood education, orphan care, community home based care, 
basic health care, food delivery and community development services. They serve to 
bolster social service programmes such as education, health or social grants. These 
programmes are financed through both the public and private sectors, and are 
generally managed by non-profit agencies. Currently, it is estimated that approximately 
150,000 to 200,000 work in social development programmes or home-based care. 
Generally, this sector is characterised by uneven quality, fragmentation, weak co-
ordination with social services and very unreliable financial flows.  

There are a number of mutually reinforcing reasons to expand social development 
services:  

 They can bolster social service delivery, thereby improving value for money in 
social spending.  

 They offer an important career path for low and semi skilled women – as such 
these programmes could act as an important link between first and second 
economies.  

Government spends about R1-billion to R2-billion on social development 
programmes. The programmes are running at a very small scale relative to the need. 
Some of the potentially larger programmes are designed to minimise employment 
creation, cost and administrative burden.  

There is clearly a trade-off between careful expenditure, and efficient but more costly 
and labour absorbing programmes. In total, we found that about 500,000 new jobs (at 
an extra cost that reaches R12-billion annually by 2011) could be created by 
intensifying labour use in construction and by delivering social development services 
in a way that meets basic needs.  

3.2.3. Recommendations – employment through procurement  

Government procurement should be more focused on job creation  

                                                      

9 Note that we are using relative estimates. If the successes of Gundo Lasho in Limpopo are achieved 
nationally, employment might expand by a further 100,000 jobs. It is worth remembering that although 
government infrastructure spending may not continue to expand, the norms related to heavy 
construction will be established and the capability to implement labour-intensive programmes will have 
been diffused widely through the industry. 
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Government procurement should be an important contributor to employment 
creation. It accounts for more than 10% of GDP, and the state has direct influence 
over it. Generating employment in this way will be critically important over the next 
five to 10 years, since job creation in the market will not be sufficient to feed the 
incremental declines in unemployment required. It is therefore recommended that 
procurement, be designed in a way that maximises jobs created within possible efficient delivery 
models.  

Increasing job creation through procurement will involve:  

The social development programmes will play an important role in improving access to 
essential services and promoting human development. These programmes can also 
offer substantial opportunities to generate employment: in particular, they can draw 
low and semi skilled women into career paths and offer a special link between first 
and second economies. The social development programmes should be designed to 
meet basic needs, and national development goals. Programmes should be designed to 
maximise employment creation while still adopting reasonably efficient methods. Constraints to roll 
out caused by limited public or private capacity must be urgently addressed. New 
strategies relying on strategic partnerships must be formulated to address capacity 
constraints. This will require some strategic decisions in respect of the appropriate balance between 
social services, welfare services and grants.  

Approximately R70-billion is allocated to capital spending by Government and state-
owned enterprises (SOEs). We estimate that intensifying labour use could create an 
additional 180,000 to 300,000 jobs. The Expanded Public Works Programme (EPWP) 
office in the DPW should intensify the diffusion of labour intensive methods through 
the spheres of Government.  

There must be a commitment to using Government procurement to promote domestic 
industry and capability. Approaches to intensifying employment creation that arise as 
a result of Government procurement must be identified, whilst not compromising its 
quality. This will require changes to both procurement and to supplier development 
services. To support this strategy:  

More needs to be known about the import content of government purchases.  

 Capacity must urgently be improved to enable procurement from smaller firms, 
and to offer capacity development.  

 The companies that receive the largest share of Government contracts should 
be drawn into a process that will ultimately require them to intensify labour 
absorption and domestic sourcing.  

 An interdepartmental committee on employment through procurement was 
established in 2004, and is convened by the DPW. This committee should 
continue to meet, with the primary aim of identifying potential sources of 
employment that Government can generate through its procurement of goods 
and services.  
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4. The role of  services in promoting human 
capabilities10  

4.1. Background  

Equity in access to essential services (such as education and health), and equity of 
outcomes in these services, represents a formidable challenge to policymakers. 
Greater equity in the provision of such essential services and in the determination of 
the outcomes from such provision is critical for the full realisation of SA’s human 
potential. An important component in this process of developing the country’s 
human capabilities is the degree of success attained in stimulating greater economic 
participation particularly through appropriate skills development and gainful 
employment, thus ensuring over time a greater and more meaningful contribution by 
a significantly greater proportion of the population in the enhancement of economic 
growth and broader social development.  

Expenditure on essential services as a percentage of GDP is already at a comparable 
level relative to other middle-income countries. However, it is apparent that SA has a 
greater backlog in its stock of human capital (education, health, nutrition status) than 
countries at a similar level of development – so squeezing more ‘quantity’ and ‘quality’ 
from expenditure will be absolutely essential to support a level of human development 
that accords with Government’s targets of halving unemployment and poverty as well 
as promoting far higher growth rates.  

4.2. Policy discussion  

For the preliminary work in Phase 1 of the ‘Leveraging Services’ Project, we reviewed 
policy gaps in education and health. Further work will be focused on commuter 
transport in 2005.  

An important feature of the work on essential services is the emphasis on the 
complementarity of service provision to ensure optimal outcomes. For example, 
optimal education and health outcomes are crucially dependent on complementarity in 
the provision of transport, nutrition and basic services such as water and sanitation.  

The initial research on access to services has focused on several key areas including 
the quantity of service provision; the quality of service provision; appropriate service 
delivery arrangements; financing; decentralization; accountability relationships; and 
benchmarking.  

With respect to ‘quantity’ in education high levels of school enrolment may suggest 
that that the quantitative side of the provision question has been addressed. However, 

                                                      

10 Background documents produced will include: an overview paper, a review of the Global Context, and 
a review of the SA context focusing on health and education. 
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there are still many issues that need to be addressed, including assessing rates of 
completion and wastage relative to enrolment at both primary and secondary levels, 
access to further education and training, and access to higher education especially for 
the poor. There are similar access questions that need to be addressed in the health 
sector, particularly with respect to the extent to which the poor actually have access to 
the primary health care facilities, particularly in rural areas. In particular, we need to 
know more about the rich-poor differentials in education and health outcomes. In 
addition, we know that infrastructure provision needed to improve education and 
health outcomes, such as water, sanitation, electricity, telephones, and commuter 
transport is characterized by serious lack of accessibility for a large proportion of the 
population in both urban and rural areas.  

Quality of education and health provision is the biggest social sector challenge in 
South Africa. While most of the population has access to school education and 
primary health care services, these services are often of low quality. Key issues relating 
to improved quality of health and education provision include better quality and more 
productive staff, improved provision of education and health material, reducing 
corruption, improving technical quality, and enhancing responsiveness to the diverse 
needs of clients.  

With respect to appropriate delivery mechanisms, a key question relates to the role/s 
the private business sector, NGOs and CBOs can play in improving the delivery of 
education and health services and the private sector specifically, in the provision of 
infrastructure.  

The performance of public expenditure in producing outcomes varies substantially 
across countries. There are large differences in achievements at similar levels of 
expenditures and similar achievements with very large differences in expenditure. 
Much more needs to be done with respect to assessing the efficiency and effectiveness 
of public expenditure in education and health.  

On benchmarking, while there has been substantial public sector investment in the 
provision of essential services, particularly education and health, we have yet to 
develop systems of benchmarking that enable us to effectively evaluate the 
achievement of policy objectives in education, health and other service sectors. Some 
national departments such as Education, Health and the National Treasury, have 
begun to grapple with the challenge of developing targets and indicators but these are 
at best, still in their formative stages of development.  

The education and health sectors have faced enormous institutional challenges. In 
particular, both sectors worked towards a new ethos and approach to delivery that 
entailed greater equity by race, gender, region, and disability, improved efficiency and 
more democratic governance. Most dramatic were the integration of the racially 
segregated services, to fall under the rubric of a single national and provincial 
department. In the case of education, institutional transformation took place in a 
context of falling real per capita expenditure. However, both sectors face serious 
capacity constraints. Deep inequities by region, race and class persist.  

Some basic indicators show this: for example, SA students have test scores for reading 
comprehension, maths and science that are below average relative to both other 
African and other middle-income countries The quality of learning varies dramatically 
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between formerly black and white schools. Access to higher education in previously 
advantaged universities appears to increasingly rely on socio-economic status. In 
health, per capita spending on primary health care varies between R389 and R42 
between the highest and lowest spending districts in the same province.  

4.3. Recommendations  

A number of approaches are needed to strengthen policy implementation for the 
enhanced development of human capabilities in South Africa.  

4.3.1. Human development outcomes  

There is a need to focus much more than is currently the case on “human 
development outcomes”, rather than simply on “sector outputs”. This emphasizes the 
best possible route to achieving optimal human development outcomes, rather than 
focusing only on specific sectors – for example, what is the best way of achieving 
improved health indicators? To what extent does it rely on improvements to 
preventative care? What are the elements of preventative care? – how much lies in the 
health sector, as opposed to other conditions, such as improved nutrition, and 
sanitation? Pilot programmes and monitoring and evaluation of different 
combinations of services in poor rural and urban areas would shed light on priority 
interventions.  

4.3.2. Addressing the quantity and quality questions  

Within the education and health sectors, a priority focus should put on to what is 
preventing the development of human capital necessary for growth and development. 
A particular emphasis should be placed on addressing the barriers to improving the 
quantitative expansion of education (particularly in post-secondary education) and 
health for poor people, and qualitative improvements in health and education that are, 
inter alia, hampering the development of the population in general, and constraining 
the production of medium- and high-level skills necessary both for moving more of 
the population out of the ‘second economy’ and for economic growth of a ‘higher 
order’ than is currently the case.  

4.3.3. Efficiency and equity of social sector expenditure  

There is an urgent need to intensify value for social spending. Approaches to 
improving the efficiency of expenditure should be investigated and promoted to 
enable sector participants to generate savings. Very little work has been undertaken in 
these sectors thus far in terms of the assessment of efficiency and equity (e.g. 
incidence analyses). For example, given the size of the expenditure in the social sector, 
a 2 per cent efficiency savings in the education, for example, could generate more than 
R1 billion rand for use in areas of greatest need.  

4.3.4. Decentralisation and delivery  

An assessment is required of whether the responsibilities given to and the associated 
capacities of the three spheres of Government are conducive to the optimal delivery 
of education and health services. Decentralization can be a powerful tool for moving 
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decision making closer to those affected by it and in this way strengthen the links and 
accountability between policy-makers and citizens. Key questions in South Africa 
relate to the following: Is the three-layered system of national government, provinces, 
and districts optimal for the effective provision of education and health services? 
What is needed to enhance the effectiveness of municipalities in the delivery of 
infrastructure and basic services? In general, is the decentralization model currently 
operating in SA conducive to the effective delivery of education and health outcomes?  

4.3.5. The public-private interface  

In the light of international experience, strategic approaches need to be developed 
with respect to the public-private interface, with appropriate models respectively for 
the education, health and infrastructure sectors.  

4.3.6. Human resources  

It is generally acknowledged that the quality of social service provision is determined 
by the quality of its human resources. The health, education and other social sectors 
are characterised to varying degrees by inadequate staffing, a lack of appropriately 
qualified staff, and an inequitable geographical distribution of such staff. The health 
sector for instance has a 30 per cent vacancy rate in the public sector and a serious 
maldistribution of health personnel in small towns and rural areas. The sector needs 
an integrated HRD strategy that builds on the incipient departmental strategies and 
integrates into the national and provincial HRD strategies. In addition, given the time 
taken to build human capital the sector needs to develop short-term (e.g. importing of 
necessary skills) and long-term strategies (to train and retain local talent).  

4.3.7. Improved benchmarking  

Benchmarking must infiltrate national education and health policy much more than is 
currently the situation. Indicators need to be developed to help the country 
benchmark the performance of the health care and education systems against other 
countries and to help government assess the performance of its health care and 
education systems at devolved levels of service delivery. A much greater and 
coordinated effort including the allocation of substantially more financial resources 
needs to be made in the development of reliable health and education information 
systems, a necessary, yet often unmet, condition to ensuring accurate collection of 
indicator data.  

4.3.8. Immediate actions  

In order to strengthen implementation in the education and health sectors and 
promote the attainment of optimal outcomes, consideration could be given to 
adopting the following recommendations. Two of these recommendations are “cross-
cutting” and two of them are sector-specific. These recommendations are advocated 
because they are considered initiatives necessary for the strengthening of policy 
implementation.  
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Recommendation 1: Cross-cutting – addressing policy complementarity  

Undertake pilot programmes in a sample of municipalities with control sites in both 
urban and rural areas to assess the determinants of optimal education and health 
outcomes, in the context of adequate provision of other infrastructure and basic 
services such as water, sanitation and nutrition.  

A particular objective of these pilot programmes should be to determine the optimal 
resource allocation needed to obtain the best outcomes in education and health. Often 
this may require a substantial financial investment to improve water and sanitation 
which would lead to better outcomes in health, rather than increasing the health 
budget per se. These pilot programmes, moreover, could build on the current 
Integrated Rural Development Strategy (ISRDS) and the Urban Renewal Programme 
(URP).  

It should be possible to test a number of interventions – related to implementation 
(eg the mix of grants and services), monitoring and evaluation techniques (such as 
flexible IT enabled reporting systems), and accountability measures (such as report 
cards).  

Recommendation 2: Cross-cutting – improving co-ordination between the 
spheres to enhance delivery  

Undertake a review (in a sample of two or three provinces) to determine how the 
scarce human resources distributed across three spheres of government and other 
sub-layers (e.g. education and health districts, district municipalities) could be utilized 
in the most efficient and effective manner. The key issues is to determine how the 
limited administrative capacity that is available in the public sector can be used to 
ensure the effective delivery of essential services (education, health, water, sanitation, 
roads) to the poorest of the poor.  

In practical terms, this would involve case studies of a sample of provincial 
government departments, education and health districts, and municipalities to 
determine what current human and other resources were available for implementing 
education and health policies, how these resources were being utilised currently, and 
identifying the major constraints to effective delivery of essential services.  

Recommendation 3: Health – benchmarking  

Develop and implement a national framework for benchmarking that links the various 
sub-sectors (primary health care, tertiary hospitals) and the various spheres (national, 
provincial –including health districts, and municipalities. Consideration needs to be 
given to, inter alia, the development of a policy-driven framework, resource 
requirements, the impact of decentralisation, problems of data availability and the 
development of meaningful indicators.  

The development of a benchmarking framework may require an independent 
investigation to identify current strengths and weaknesses, review the effectiveness of 
other models in similar economies worldwide, and recommend enhancements where 
necessary.  
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Recommendation 4: Education – assessing the equity and efficiency of public 
expenditure  

Three sets of actions are recommended here.  

 Internal efficiency: The Department of Education should develop a 
framework for benchmarking the performance of educational institutions 
including schools, FET and higher education institutions so that policy makers 
are able to get a better understanding of the internal efficiency of the education 
system. These measures should go beyond measuring wastage and repetition 
rates to establishing a set of consistent measures of cognitive skills (e.g. 
language and numeracy). 

 External efficiency: The Departments of Education and Labour should 
jointly undertake an initial assessment of the responsiveness of the labour 
market to Further Education and Training (FET), higher education and Sector 
Education and Training Authority (SETA) outcomes. Subsequently, all post-
secondary institutions should be encouraged and supported to undertake such 
assessments on a regular basis so that they are able to develop a better sense of 
changing labour market conditions, both regionally and nationally.  

 Incidence of education expenditure: As part of its benchmarking policy and 
in the interests of promoting equity, the DoE should undertake, on a regular 
basis, measurements of the incidence of public expenditure in schooling, FET 
and higher education.  

5. Services underpin an enabling environment  

5.1. Background  

One of the most fundamental roles of government is to ensure a competitive and 
efficient environment through the provision of infrastructure and human resource 
development. Government has made commitments to addressing both policy areas, 
but progress has been slower than anticipated. This partly explains why SA struggles 
to achieve higher rates of job creating growth. With limited investment in civil works 
over the past decade, infrastructure remains oriented to capital intensive, resource-
based industries. The kinds of infrastructure that would enable labour intensive 
investments have not really experienced sufficient attention and remain uncompetitive 
from the perspective of price, quality and product offering – for example in 
telecommunications, rail, ports, or air travel. This appears set to change with the 
recent telecommunications deregulation and expanded investment in civil works by 
the state. Continued skills shortages, in a context of barriers to immigration for skilled 
personnel, create further disincentives to invest in higher value, labour intensive 
industries. The services sector is particularly constrained by these factors.  

These areas also affect human capabilities. For example, limited attention to 
commuter transport constrains labour market participation and access to services. The 
combination of a skills shortage with barriers to immigration constrain the ability of 
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social services to offer quality services – due both to personnel shortages, but also to 
diminished opportunity to benefit from knowledge networks.  

5.2. Policy discussion  

Backbone infrastructure: a number of initiatives have been undertaken during the 
first decade of democracy to enhance the efficiency of backbone infrastructure in 
telecommunications, transport and energy. These include internal restructuring and 
transformation of state-owned enterprises, public investment, and initiatives to draw 
in public sector participation in the management and ownership of these sub-sectors. 
Despite these efforts, there is widespread consensus that inefficiencies in the 
telecommunications and transport sectors pose a formidable impediment to economy-
wide competitiveness. Three important policy announcements could begin to address 
these problems: first, the Minister of Communications announced plans to deregulate 
the telecommunications sector from February 2005. This is expected to have dramatic 
effects on pricing, competition, product range and quality. The second change was 
introduced with Government’s expansion of its infrastructure budget from 2003/4. 
The introduction of new management practices at Transnet, plus pressures on it to 
fast-track investment in rail and ports, should have some impact on its lumbering 
behaviour.  

Commuter transport is a critical gap with a serious need for coherent policy to address 
efficiency and safety concerns. There is no central transport regulator.  

The enhanced efficiency of these sectors are the central enablers of both services and 
goods competitiveness. All successful high growth services exporting economies 
centrally relied on competitively priced and efficient telecommunications and 
integrated multi-modal logistics platforms11. Moreover, areas such as commuter 
transport and telecoms have an important bearing on the economic participation of 
marginalised communities.  

While there is no optimal approach to regulation and to ownership models, there are 
still some institutional questions that require resolution. Government has recently 
announced that it will not privatise core state assets. The model for enhancing 
competitiveness or encouraging limited competition must still be identified. The 
regulators are still weak, and there is little national capacity outside of the parastatals 
to assess pricing models, and approaches to competitiveness. The TIPS study 
prepared for the Presidency in 2003 found that there was very limited cross-sector 
learning, with each regulatory area being treated independently.  

ICT platform: An ICT platform is critical to both GDP growth and to promoting 
equity. ICTs contribute to efficiency and productivity as they improve the functioning 
of markets and companies. They also reduce cross-economy costs directly (by 

                                                      

11 For example, successful BPO destinations like India and the Philippines were able to dramatically 
reduce their telecommunications costs down to competitive prices within a 4 year period, from rates that 
were exponentially higher than the US or Ireland. How can we ensure that telecommunications 
deregulation has this effect in SA? 
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reducing communications costs and improving supply chain management), and 
indirectly by enabling transactions and improving information to investors, buyers and 
suppliers.  

Unequal access to ICT capability amongst rich and poor can entrench income 
inequality – what is known as the digital divide. Here some sectors of society become 
more and more enabled, while poorer sections fall further behind. A certain minimum 
roll-out of national communications infrastructure and of human capability is required 
before ICTs give their full contribution to broad-based growth. The critical mass 
needed to influence economic growth is reached when telephone penetration reaches 
40 main telephone lines per 100 of the population, a level loosely associated with 
universal service. According to Alison Gillwald of the Wits Link Centre, SA is 
approaching these levels if both fixed-line and mobile networks are taken into 
account12.  

While this appears positive, SA is falling behind other nations. The International 
Telecommunications Union shows that SA has dropped more than any other country 
bar one, when comparing their 1998 survey to their 2003 Digital Access Index. “South 
Africa was placed 78th below Argentina, Poland, Hungary, Czech Republic, Brazil and 
Mexico. The telecommunications sector in South Africa continues to be characterised 
by relatively high retail prices, super profits, job losses, licensing delays and deadlocks 
and minimal new foreign investment in the sector” (Gillwald, 2004). 

The need for a strong ICT platform is well known and reference to it can be found in 
many policy and strategy documents. However, there is no integrated ICT policy 
framework. This leads to fragmentation and duplication. Some essential problems 
facing the sector have included: 

 Weak regulatory capacity and oversight, and slow implementation of strategies 
to reduce anti-competitive market structure. Lack of competition and 
investment resulting in some of the highest prices globally, and limited product 
choice. This may change as a result of the Feb 2005 changes in regulation.  

 Weak education delivery and infrastructure – this may change as a result of the 
proposed 50% discount on Internet connectivity for all public educational 
institutions. It is possible that well-resourced urban schools will mainly benefit, 
in a context where basic instruments such as books and facilities management 
are not even fully in place.  

 Slow roll-out of telecommunications to rural areas – although this has been 
partly addressed by mobile networks and Under-serviced Areas Licensees.  

Essential elements of an ICT platform will include:  

 More widespread human capital development and universal access  

 Wide diffusion of computers and internet literacy  

 A more supportive R&D environment and systems of innovation in general  

                                                      

12 See Alison Gillwald’s paper prepared for the PCAS project to review growth drivers, 2004. 
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 More active role for the state in promoting R&D institutions, technical training, 
standards setting and export promotion  

 Full global integration in terms of investment, technology, production networks 
and human resources  

 Innovative strategies are needed to encourage deeper investment in ICT 
infrastructure. Examples include: broadband metropolitan networks, powerline 
telecommunication networks, high-speed wireless rural networks and a national 
common carrier network.  

 Industrial subsidies and tax allowances, and Government backed venture 
capital funds are useful, but should not be the focus of attention. Government 
venture capital funds have mixed success and are generally more successful 
where the private sector is already capable of offering high-risk finance to small 
entrepreneurs.  

From a commercial perspective, the general measures to improve the environment are 
much more important than specific sector promotion strategies. As these industries 
are fast moving, it is difficult for the state to ‘pick winners’. More success will be had 
by establishing a competitive and enabling environment and seeing what emerges as 
‘revealed competitive advantage’.  

Human resources: the development of human resources occurs at different levels – 
from basic education, to industrial training, to higher education. Human resource 
development takes place in a range of venues – not only through formal institutions, 
which form the foundation for learning, but also through the firm and as a result of 
interpersonal interactions. The global flow of ideas is also essential, for all areas of 
services – from ICT to health.  

The rapid expansion of services trade will require the easy flow of skilled personnel 
across borders. Only the FCA proposal really mentions this. The social sectors are 
particularly sensitive for fear that trade in services may diminish domestic capability. 
The flow of personnel might benefit the social sectors in a range of ways – for 
example, by filling vacant health posts, or providing improved maths and science 
education in schools13. There may be broader reluctance should it reduce pressure to 
promote the professional development of black South Africans. In this vein, the 
Department of Labour requires that firms pay a skills levy on any foreign personnel.  

The institutional alignment between basic education, FET, Higher Education T and 
the SETAs is essential. More importantly, is the improved communication between 
education institutions and places of work to ensure appropriate curriculums, relevance 
of study, and workplace experience. A review of the NSDS took place in 2004, and it 
will be important to see that any improvement to the strategy involve improved 
institutional alignment.  

                                                      

13 Although the DoE did experiment in drawing large numbers of Cuban doctors, there does not seem to 
an equivalent action in other sectors, whether commercial or social. 
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Systems of innovation: the need for companies that are capable of developing new 
products and processes is virtually absent. Services industries increasingly have their 
own product dynamics. If SA cannot compete on cost (because it is not a low income 
country), then human and technological capability will surely underpin South Africa’s 
competitiveness. There is very little R&D policy aimed at innovation in services, with 
the exception of ICT. The cost drivers would differ from that in manufacturing, and 
requires specialised attention. This is the case for both commercial and social sectors. 

5.3. Recommendations  

A co-ordinated effort is required to ensure that the environment is enabling of 
investment and trade in services and supportive of efforts to enhance human 
capabilities. This will require:  

 Reducing the cost and improve the quality of telecommunications and 
transport infrastructure to an agreed set of benchmarked targets. This will 
involve both regulatory change, but also other interventions to hasten the 
impact of regulatory change such as regional incentives, promotion of 
competition and public investments. It will further require regular reviews to 
guide where policy is not having the desired impact.  

 Investigating an appropriate approach to establishing a transport regulator.  

 Benchmarking and monitoring their performance more closely to close the gap 
between their current performance and that of the most efficient global players.  

 Developing a central repository, or knowledge network, that would enable 
cross-sector learning. Strengthen national capacity on regulation and 
infrastructure reform.  

 More forcefully driving a deeper ICT platform; More attention to systems of 
innovation in the services clusters to be promoted.  

 Easing barriers and disincentives to the inflow of both capital and skills;  

 Improved alignment amongst the education and training institutions, and 
amongst education institutions and employers.  
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6. Conclusions and recommendations  

6.1. Summary  

Cabinet recognises the need for an integrated and explicit approach to promoting 
services. There is much evidence to show that services are not being optimised in 
terms of their potential contribution to growth, employment and equity. This is 
serious in light of the scale of the services sector, its global growth, and the 
importance of achieving human capabilities for an inclusive growth and development 
process. Moreover, Government has a number of strong levers that can be better 
utilised to achieve its objectives.  

Over the course of 2004/5 or Phase 1, the HSRC was asked to assess the critical 
elements of a services strategy, by scoping current policy and thinking within a global 
context. These are summarised in this document. Background documents discuss each 
policy area in more detail. This gap analysis was meant to support the framing of an 
integrated services strategy(ies) in Phase 2 and then lead to concrete ‘issue-based’ 
investigations and policy implementation. An overview of key policy gaps is 
summarised in Appendix A and B. Thus far, stakeholder consultation has primarily 
taken place within government, while the ideas were being framed. In Phase 2 it will 
be imperative to engage in both high-level stakeholder consultation in relation to the 
overarching principles, and then strategic stakeholder engagements around specific 
policy questions.  

It is anticipated that the framing and conclusion of a Services Strategy could take a 
year to conclude. In the meantime, there are critical policy areas that demand 
urgent attention. These could be pursued alongside stakeholder consultation without 
compromising that process. In fact, the process would be enhanced. Below, some 
critical ‘issue-based’ areas of work (entailing research, policy formulation and 
ultimately implementation) that should be fast-tracked are outlined.  

6.2. Cross-cutting issues  

6.2.1.  Infrastructure reform  

Government must be fully committed to improving efficiency and achieving 
competitive prices in utilities, as laid out in the Economic Cluster’s Programme of 
Action. Targets must be set for improvements in efficiency and pricing that will 
necessarily place SA in a competitive position. This means that benchmarks 
should be set in relation to key competitors on pricing, efficiency and product 
offering.  

It is recommended that a centre of excellence be formed to support co-ordinated 
policy support for infrastructure reform and regulation. There are a number of centres 
of excellence in regulation – such as the Link Centre on telecommunications or UCT 
on energy. There is no institution capable of drawing together central principles for 
review of regulatory practices and institutional design. A central knowledge 



employment growth and development initiative 

                                            HSRC 

40 

management and policy unit should be established to draw together common learning, 
and track implications for growth, employment, equity and benchmarking.  

6.2.2. Human resource flows  

There are processes in place to review policy in relation to the immigration of skilled 
personnel. But it focuses on regulatory issues and not sufficiently on appropriate 
approaches to promote a dynamic flow of skilled personnel in and out of SA. This is 
urgently required for both social and commercial sectors.  

Human resource development domestically remains a challenge. From a longer-term 
perspective, this requires a ‘systems approach’ that traces human capacity 
development from early childhood through basic education through higher education 
and on-the job training. Currently, these spheres are poorly integrated, constraining 
easy flow particularly for the black population. From a shorter-term perspective, 
improved communication between education institutions, employers and labour 
market entrants is required. For example, a ‘deadweight’ loss to society and the 
economy arises where there is an 8% graduate unemployment rate (approximately 
180,000 people) and a 4% vacancy rate in high skill and skilled occupations (about 
90,700 positions). Much of this could be addressed through bridging programmes, 
stronger relations between employers and educators, improved labour market 
information and more appropriate human resource and recruitment behaviour in 
public and private sectors.  

6.2.3. Market access arrangements  

The capability of affected Government departments to effectively engage in services 
trade negotiations must be urgently strengthened. The social and economic 
departments must be involved, otherwise SA runs the risk of agreeing to 
arrangements that unintentionally undermine domestic commercial and social 
interests. These arrangements are difficult to alter or unravel, so it is essential that this 
engagement with the dti begin urgently.  

6.2.4. Systems of innovation and the knowledge economy  

Science and technology policy must be given a sufficiently central position in South 
Africa’s effort to shift onto a higher growth path. As a middle-income economy, SA 
will have to compete on the basis of a package of competitive prices and competitive 
product and process technologies. DST should assess the specific needs of 
commercial services industries.  

The ICT platform must be strengthened to enable both commercial advancement and 
improved equity. This will require an integrated approach taking into account 
regulation, infrastructure, education, systems of innovation, and global integration.  

The role of science and technology will be equally important in social delivery – DST 
is building technology road-mapping capability – and this has been and can be applied 
in future to thinking about social sector outcomes. The DST and HSRC began a 
process to consider the promotion of innovation to create access for low-income 
users of essential services. This programme of work should be extended and deepened 
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in Phase 2, particularly in light of the availability of good global case studies that offer 
improved methodologies.  

6.3. Policy tracking  

6.3.1. Strategic alignment to 2014 targets  

Services will be an extremely important contributor to Government’s growth, 
employment and equity objectives. Much more forceful attention is required to 
strengthening policy complementarity. Policy is not yet aligned in such a way that 
Government is optimising the use of available levers to enable the services sector to 
effectively contribute to the 2014 targets. For example, preliminary work done in 
Phase 1 shows that the most ambitious policy stance currently being proposed will not 
sufficiently contribute to Government’s employment targets (see Appendix to this 
Overview paper).  

The DG’s Services Committee should establish a process to arrive at a consensus 
position on the Services Sector’s contribution to Government’s 2014 targets and set 
sub-objectives to 2008/9 that will ensure that SA is on track for its 2014 targets. 
There is a need for benchmarks aimed at 2014 targets, with clear plans, either for 
meaningful institutional change, or interim solutions where necessary. Such a 
programme of work should ideally be aligned to policy processes. It will further 
ensure that appropriate milestones and benchmarks are identified. These specific 
milestones will be monitored on an annual basis. This work will be supported by the 
best available evidence and analysis.  

6.3.2. Benchmarking and monitoring & evaluation  

It is extremely difficult to draw meaningful time series data on commercial and social 
services sectors from official sources. This either discourages Departments from 
monitoring policy or involves costly sector surveys. This makes monitoring and 
evaluation difficult and expensive. A process to review ways of improving the quality 
of these statistics is urgently required.  

Critical minimum benchmarks should be set for human outcomes, infrastructure and 
service pricing and quality, and for economic targets (eg rate of annual growth in 
exports).   

6.4. Issue-specific  

6.4.1. Deepening human capabilities  

The process of investigating key contributors and optimal policy complementarity to 
achieve desired human outcomes should be undertaken urgently. This could involve a 
series of case studies and regional pilots.  
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6.4.2. Promoting employment through government procurement  

Little is known about the employment impact of the R185-billion procured by 
Government and SOEs. Government should review possible approaches to 
intensifying impact on employment including: improved tracking of impact of 
procurement on employment (e.g. what is the import content) or by reviewing 
possible changes to procurement practices.  

This review found that the social development programmes, especially in ECD, are 
designed to minimise employment, cost and administration. The quality of the service 
is also compromised in the process. The social cluster and Treasury should assess the 
feasibility of recommendations to intensify labour absorption in the social 
development services programmes.  

6.4.3. Promoting trade in services  

The marketing agencies are highly fragmented and poorly resourced and may be 
undermining the effort to promote SA industry. The dti should lead a process to 
coordinate and unify marketing efforts amongst national, provincial and local spheres.  

The exchange rate acts as a disincentive to invest in services export industries. It is 
essential that Treasury fast-track efforts to investigate possible impact of exchange 
rates and identify policy options.  

This report recommends that four clusters be promoted, including tourism; 
ICT/finance/BPO, construction/environmental services/capital equipment and 
education/health. Tourism already has relatively deep support and strong institutions. 
the dti and respective departments could begin drawing together high-level meetings 
with stakeholder groups in the other four sectors to assess their views on support 
required from Government. For this purpose, the HSRC will prepare a report on 
ownership patterns and previous engagements between private stakeholder groupings 
in the services sector and Government.  



 Leveraging services for growth, employment and equity: Project overview 

 

43 

7. Stakeholder engagement  

The stakeholder processes have been limited to interaction with government 
departments in Phase 1. The HSRC has provided an overview ownership patterns. It 
is recommended that a strategic review of previous interactions be done to inform 
future initiatives. This will support the design of both high-level stakeholder 
interaction in relation to an overarching services strategy and also more concrete 
strategic issue-based interactions.  

 





Appendix A: areas requiring immediate attention  

Policy element  Strength  Policy Gap  Recommendation  Responsibility  

Cross cutting 

Human 
resources - 
global flow  

Have introduced new 
Immigration Act and 
Board. Experimented 
with health sector - 
cuban doctors. 
Arrangements with UK 
govt re: health & 
education professionals  

Unassertive approach to enabling freer 
flow of skilled personnel from and to 
SA.  

Policy toward enabling freer flow of 
skilled personnel from and to SA. Support 
for domestic capability  

Dept Home 
Affairs; dti; DoL  

Infra - Telecoms 
& transport  

Telecoms deregulation 
announced 

Uncompetititive pricing, product range 
and efficiency in telecoms, air, 
commuter transport  

Benchmark target prices and delivery 
against competitor countries; Identify 
critical path to achieving targets (NB not 
all related to regulation); M&E; investigate 
approach to establishing centre of 
excellence on regulation & infra reform; 
investigate approach to establishing 
transport regulator  

DoT, DoC, ICASA  

Market Access  Have established 
relationships & protocols 
in many of the main 
markets  

Capability for negotiations on trade 
arrangements still mainly resides in dti. 
The dti is not sufficiently equipped to 
review trade stance in its partners. 
Trade negotiations will not take into 
account SA’s social imperatives. Still 
need more forceful attention to 

Convene interdepartmental committee on 
services trade negotiations. Urgently 
upgrade capacity in respective Depts (eg 
Health, Educ, DoC, etc) to 
activelyparticipate in negotiationsCentre 
of excellence to support trade negotiation 
strategy  

ec & soc clusters  
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alternative markets in middle east and 
asia; Need approach to SADC  

Systems of 
Innovation & 
Knowledge 
Economy  

various ICT strategies; 
deregulation of telecoms; 
price reductions for 
schools  

No coherent ICT strategy for SA; weak 
education to support knowledge 
economy; Industry policy not 
recognising importance of product 
development and innovation in driving 
competitiveness; Limited awareness of 
innovation to improve access to low 
income markets  

Initiate process to develop strategy to 
promote systems of innovation in all key 
services clusters, both social and 
economic; fast track elements to support 
ICT platform  

DoC, DST with 
economic & social 
clusters  

Policy tracking 

M&E, statistics  Offical statistics on social indicators, 
trade and economic trends still very 
weak. This makes monitoring and 
evaluation extremely difficult and 
requires costly sector surveys by 
respective stakeholders (eg govt depts)  

Need to improve economic and social 
statistics on services sectors urgently  

Stats SA, 
Presidency, 
Treasury, SARB  

Benchmarking  Effort initiated by Depts 
and Presidency to 
identify policy indicators  

Insufficient benchmarking to guide 
policy.  

Identify critical minimum benchmarks for 
human outcomes, infrastructure/service 
delivery pricing & quality, and for 
economic targets. Benchmark against 
developing countries that have achieved 
high growth rates.  

ec & soc clusters  

2014 Modelling  Government has now set 
targets for employment 
& poverty reduction for 
2014.  

Policy toward services sectors need to 
be aligned to help meet those targets. 
Preliminary work done in Phase 1 
shows that best scenario proposals still 
do not sufficiently contribute to an 
employment path that would enable the 

Deepen analysis ofrole services can play in 
meeting 2014 targets to identify most 
critical policy interventions. This should 
extend to balance of commercial 
development, infra reforms and 
improvements in human capability. Track 

ec & soc clusters  
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reaching of these targets.  progress of contribution of services sector 
to 2014 targets.  

Specific to Human Capabilities 

Health & 
education 
outcomes  

low value for money 
from spending on health 
and education  

Investigate key contributors & optimal 
policy complementarity to achieve 
health & education outcomes  

social cluster  Health & education 
outcomes  

Specific to promoting employment through Government procurement 

Social development services  are currently designed to minimise 
employment, cost and admin. But this 
compromises employment and quality 
of delivery  

Review feasibility of intensifying 
employment in social development 
programmes  

social cluster  

Procurement & 
employment  

Procurement policies 
account for BEE and 
support of emerging 
entrepreneurs  

Do not know what impact government 
& SOE procurement has, or could 
have, on employment.  

Enhanced information management - 
information provision to institutions.  
Enhanced institutional coordination - 
drawing the largest suppliers into the 
process.  
Strengthening of procurement preferences 
and processes.  
Enhancing supplier development as per 
best practice 

Treasury  

Specific to Promoting Trade 

Industry promotion  Fragmented marketing undermines 
promotional efforts  

Coordinate and unify marketing efforts at 
three levels of government. Intensify 
resources for marketing. Dramatically 
upgrade capability  

dti, provinces, cities  

Industry 
promotion - 
Geographic 
dimension  

Sufficient critical mass in 
areas of agglomeration to 
support local policy 
initiatives  

Services trade mainly emanates from 
urban areas –but these areas work in 
competition and without coordination  

Coordinate effort via Cities Network to 
derive optimum balance and approach  

economic cluster  
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Exchange rates  Generally stable macro 
economic environment; 
volatility problem already 
identified in Programme 
of Action  

Services trade especially constrained by 
volatile and uncompetitive exchange 
rates  

Investigate impact of exchange rate 
regime on trade in services. Identify policy 
options  

Treasury, SARB  
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Appendix B – Overview of Policy Gaps and Recommendations from the Working 
Committees  

Trade in Services 

Policy element  Strength  Policy Gap  Recommendation  

Macroeconomic 
environment  

Stable macro economic 
environment  

Services trade especially constrained by volatile and 
uncompetitive exchange rates  

stable and competitive exchange rate must be 
addressed urgently  

Market Access  Have established 
relationships & protocols 
in many of the main 
markets  

Capability for negotiations on trade arrangements still 
mainly resides in dti. The dti is not sufficiently 
equipped to review trade stance in its partners. Trade 
negotiations will not take into account SA’s social 
imperatives. Still need more forceful attention to 
alternative markets in middle east and asia; Need 
approach to SADC  

Convene interdepartmental committee on 
services trade negotiations;Urgently upgrade 
capacity in respective Depts (eg Health, Educ, 
DoC, etc) to actively participate in 
negotiationsCentre of excellence to support 
trade negotiation strategy  

Backbone industry 
enablers  

Telecoms deregulation 
announced  

Uncompetititive pricing, product range and efficiency 
in telecoms, air, commuter transport  

Benchmark target prices and delivery against 
competitor countries; Identify critical path to 
achieving targets (NB not all related to 
regulation); M&E  

Geographic 
dimension  

Sufficient critical mass in 
areas of agglomeration to 
support local policy 
initiatives  

Services trade mainly emanates from urban areas – 
but these areas work in competition and without 
coordination  

Coordinated effort via Cities Network…..  

Human resources  Unassertive approach to enabling freer flow of skilled 
personnel from and to SA; Limited attention to 
encouraging skills in product development; Uneven 
quality of graduates and of labour brokering agencies; 

Policy toward enabling freer flow of skilled 
personnel from and to SA; Support for 
domestic capability 
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weak alignment of education institutions and 
employers 

Equity  BEE charters recently determined in ICT and soon to be done in Construction  

Innovation  ICT strategy  Industry policy not recognising importance of 
product development and innovation in driving 
competitiveness  

Develop strategies to promote systems of 
innovation in all  

Industry promotion 
Key growth sectors  

Initial work prepared for 
BPO, FCA and cultural 
industries  
Considerable work on 
Tourism  

Minimal strategy development in most sectors 
Fragmented marketing 
Incentives not strategically aligned  

Coordinate (and possibly collapse) marketing 
efforts at three levels of government. Intensify 
resources for marketing. 
Incentives……..  

Coordination  Too many industries, receiving minimal strategic or 
policy support. Current focus on ‘sectors’ not 
‘clusters’ or value matrices. Strategy formulation slow 
(eg. initial BPO study was conceived over period 1.5 
years. Many services industry decisions are made 
more rapidly than in manufacturing and requires rapid 
strategy formulation and action.  

Focus on 4 industry clusters; Reduce 
fragmentation across levels of government 
and between depts.  

Partnerships  Policy approach is responsive, rather than offering 
leadership  

Identify key industry-government partnerships 
to crowd in critical mass of investment  

 

 


