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1 Introduction

Services account for more than 70% of output and employment in the South African
economy. They are the fastest growing sectors, drive the dynamism of the economy
and Government has more levers to influence direction than in other areas.

There are many private and public initiatives in the services sector. A critical
component of this project involved reviewing existing and planned policies to identify
areas of strength and weakness. A comprehensive audit of policy initiatives and
research across all services sectors and relevant departments was therefore undertaken
to determine the current gaps in South Africa’s approach to promoting the trade and
competitiveness of the services sector.

Three main areas of activity were investigated: activities in the realm of regulation,
industry-level interventions to promote growth in specific sectors and trade
negotiations at the level of the WTO, regional groupings and specific countries. The
overarching finding of this policy scan is that efforts to promote the competitiveness
of services are fragmented across specific sectors and departments, with limited
interdepartmental cooperation. Critically, the institutional capacity to drive this sector
is either absent or inadequate including in the key department tasked with promoting
trade – the dti.

Section 2 provides more detail on the analytical frame utilised in the policy scan. In
sections 3, 4, and 5 initiatives in backbone infrastructure sectors, privately provided
services and publicly provided services are respectively reviewed. Section 6 identifies
the gaps in both institutional capacity and policy initiatives in three areas: sector-level
research and policy-initiatives, cross cutting themes and issues and institutional
capacity.

2 Categorising services sectors

Given the magnitude and diversity of the services sector it was deemed essential to
develop an analytical framework that was aligned to the specific character of the
South African economy. For that reason categorisations such as those used in GATS
(which categorises services sectors as producer and consumer services, which are then
further decomposed) were eschewed in favour of a more pragmatic classification.

Figure 1 provides a graphical depiction of the analytical frame that was utilised to
evaluate the impact of current policy initiatives. Services sectors were delineated in
terms of three categories: backbone infrastructure; mainly privately provided; and
mainly publicly provided. This classification contextualises the role of various service
activities in South Africa’s growth trajectory.

It also clearly distinguishes between various levers that government has at its disposal
to enhance the growth and competitiveness of the services sector. For example, most
of the backbone infrastructure sectors are both state-owned and subject to regulation,
while sectors that are dominated by the private sector require more indirect
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interventions such as incentives, skill development and market access to foster their
growth and competitiveness.

Figure 1: Overview of the Services Sector

Two sectors – construction and health - fall between the public and private
classification. In the case of construction this is the case because the public sector
accounts for a significant proportion of demand for civil construction, although these
services are provided only by the private sector. In the case of the health sector, while
the public sector provides these services to 80% of the population, the private sector
accounts for 50% of aggregate expenditure and 70% of personnel.

Table 1 provides a summary of government initiatives in the various sectors. It
demonstrates that there are broadly three generic forms of interventions: research to
develop a better understanding of the potential of specific sectors, regulation and the
reform of state-owned enterprises to enhance their efficiency. The latter forms of
intervention are focussed on ‘backbone infrastructure’ sectors.
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Table 1: Summary of Sector Level Policy Initiatives

Sectors - WTO
Classification Sub-sectors Departments Nature of Initiatives

Business Services
Business Process
Outsourcing

the dti
Research commissioned as input
to customised sector plan

Services allied to
capital goods

the dti Instruments to promote exports

Communication
Services

Telecommunicatio
ns

DoC Regulation

Audio-visual
services

DoC, the dti
Incentives to promote expansion
of film industry

Construction,
Engineering &
Related Services

Services allied to
capital goods

the dti Instruments to promote exports

Distribution
Services
Education Services Higher Education DoE, CHE Regulation
Environmental
Services

Environmental
goods & services

DEAT, the
dti

Research commissioned to assess
industry's potential to export

Financial Services
Financial Centre
for Africa

National
Treasury

Research completed, policy
process in place

Health & Related
Social Services

- - Unknown

Tourism
Entire
sector/cluster

DEAT,
SATOUR,
the dti

Global competitiveness study,
marketing, accommodation
grading, operator training,
development of routes , etc

Recreational &
Sport Services

- - -

Transport ports, rail, air
DoT, DPE,
the dti

Regulation & SOE reform

Although the list of policy initiatives appears impressive, there are substantial gaps
across sectors and cross-cutting issues, which are discussed in greater detail in section
6. Moreover, the initiatives are fragmented and none are aligned to GATS or the
myriad of trade negotiations currently underway to conclude regional trade
agreements.
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3 Backbone infrastructure sectors

The telecommunications, transport and energy sectors play a critical role in
determining South Africa’s competitiveness and future growth prospects. They are
not only intermediate inputs into almost every other economic sector; they also
facilitate trade and account for a significant proportion of exports and imports in
services.

The provision of efficient backbone infrastructure is widely seen as the minimum role
of the state, even by proponents of a minimalist state. In the South African context,
this responsibility of the state is accorded even greater weight because a central thrust
of government’s microeconomic reform strategy (MERS) is to reduce the cost of
doing business.

There is widespread consensus that while the energy sector is a competitive strength,
inefficiencies in the telecommunications and transport sectors represent a significant
impediment to competitiveness. The critical issue is therefore whether initiatives
currently underway to enhance their efficiency are likely to yield the desired outcomes.

3.1 Telecommunications

In the case of telecommunications, competitiveness has historically been inhibited by
both the sector’s market structure (i.e. Telkom’s monopoly) and a regulatory
framework that entrenched the incumbent’s monopoly position by prohibiting
competition in a number of activities within the telecommunications sector.

Although the initial objective of extending protection to the incumbent was to enable
roll-out to poor communities, the unintentional result may have been to compromise
this objective. By the end of Telkom’s five year exclusivity period, two million
subscribers had been disconnected, largely due to the high price of services. It would
have therefore also inhibited the expansion of internet usage, deepening the digital
divide. The market structure of this sub-sector, together with ineffective regulation
has acted as a brake on growth, particularly in sectors that rely on ICT as an essential
input. If SA is to develop an effective ICT platform from which to launch a services
trade strategy, this state of affairs will have to be addressed as a matter of urgency.

Regulatory reforms introduced in February 2005 should have an important impact on
the telecoms sector. These include:

 Telkom’s monopoly on fixed line services, value added network services and
public phones is to be abolished;

 The prohibition on the use of voice over internet is to be abolished;

 Trade in telecommunications facilities used for value added network services
will be permitted;
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 Private operators will be permitted to sell, cede or sublet spare capacity &
facilities.

These reforms remove significant regulatory obstacles to this sector’s competitiveness.
However, it is not clear whether this, in itself, will induce the required efficiency
improvements. The timeframe over which prices will be reduced as the market
becomes more contestable is also uncertain. This is partly due to uncertainty about
precisely how the reforms will be implemented, and also the extent to which
investment will be forthcoming. Currently, SA is not well placed on the global
telecommunications investment map: much will need to be done to draw investors in.

A further issue related to market structure and contestability is the entry of a second
national operator. It was scheduled to enter the market in 2003 but by late 2004 the
licence granted by the Minister of Communications was still not operational following
ownership and control dispute and the failure to attract an appropriate equity partner1.
In combination with the regulatory reforms that will become effective in February
2005, the SNO is likely to enhance the sector’s efficiency and reduce costs. The
central unpredictable issue is whether the SNO will collude with TELKOM, resulting
in an oligopolistic market structure, or whether it will act as a catalyst to genuine
competition and in this way enhance the quality of services and reduce their costs.

Finally, rapid technological change in this sector will reverberate throughout the
economy. The convergence of IT, computing, broadcasting and telecommunications
is the central technological innovation currently emerging in this sector. The DoC’s
Convergence Bill will facilitate such convergence.

3.2 Energy

In the case of the energy sector, the low cost of electricity has long been a source of
competitive strength in the South African economy and has underpinned investment
in a range of energy-intensive sectors. Cheap electricity was, however, the
consequence of ESKOM over investing in infrastructure in the 1970s and therefore
determining pricing on the basis of an amortised asset base. The need to introduce
additional generation capacity will therefore put upward pressure on prices in the next
decade. The price increases are, however, likely to be gradual because new capacity
will be introduced progressively and those higher marginal costs diluted by the
existing amortised asset base.

A key challenge is the management of the energy sector reform process. Perceptions
about the shift from a market model (which has been government’s preferred model
for the past 7 years) to a single buyer model following the 2004 elections will have to
be carefully managed from the perspective of the credibility of the reform process.
The initial objective of unbundling generation, transmission and distribution and

1 The SNO is 30% owned by parastatals Transtel and Esitel, with 26% shared between CommuniTel and Two
Consortium, 19% in the hands of black empowerment shareholder Nexus Connection and the unallocated 25%
“warehoused” by government
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allowing private ownership of all new generation capacity has undergone some
modifications.

Essentially, the horizontal and vertical unbundling of ESKOM that was initially
envisaged will no longer take place. Instead, power purchase agreements will apply to
new capacity and only 30% of such new capacity will be private. Consequently there is
no longer a market in electricity generation. Government will be required to provide
70% (R84 billion) of the R107 billion required to meet South Africa’s energy needs
over the 2004 – 2009 period. Moreover, transmission will no longer be unbundled
thereby inhibiting both imports and competition in this sector.

Although distribution will shift from ESKOM and municipalities to 6 regional
electricity distributors (REDS), this process is taking longer than initially anticipated.
Consequently, there is a risk of outages due to inadequate investment in distribution
infrastructure arising from the expectation that it would be the responsibility of the
REDS. Indeed, because electricity revenues are not ring-fenced at the municipal level,
they have been used to cross-subsidise other services.

Finally, a critical aspect of the energy reform process is the removal of investment
planning (the national integrated resource plan) from ESKOM and the establishment
of a National Energy Advisory Committee under the leadership of DME to undertake
future capacity planning in this area. Clearly, it is critical that this decision-making
body is adequately capacitated to undertake this important task.

Policy Scan And Gap Analysis: Government Initiatives To Promote Trade In Services
March 2005 8

3.3 Transport

The challenges confronting government in the transport sector are formidable. There
is widespread consensus that inefficiency and underinvestment in both Spoornet and
South African Port Operations (SAPO) are a substantial impediment to
competitiveness and trade. In addition, after five years of drafting, the National Port
Authority (NPA) Bill has not yet been ratified by parliament and its inclusion within
the Transnet stable remains controversial and stands in contradiction to international
practice.

From a regulatory perspective, the current institutional arrangements in the port
sector are unsatisfactory. Market failure arises from the monopolistic structure of
infrastructure and container handling. In addition, Transnet controls both the
infrastructure (NPA) and operations (SAPO), making to both both player and referee.

Until recently, government’s control over the price-setting and investment decisions
has been limited. There are, however, initiatives in place to ensure that the
shareholder plays a stronger and more pro-active role in monitoring and evaluating
Transnet. This is not, however a substitute for a permanent independent regulator
responsible for approving tariffs; regulating access; and ensuring sufficient investment
takes place in ports infrastructure. Indeed, it is imperative that such a regulator is put
in place as a matter of urgency.
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In the case of rail, there is no economic regulation in either the passenger or freight
rail sub-sectors. The sector is characterised by state ownership, cross-subsidies
(between freight entities and between freight and passenger entities), underinvestment
and gross inefficiencies. This acts as a brake on economic growth and
competitiveness.

In the case of commuter rail, Transnet appears to be decisive in setting Metrorail’s
tariffs. Storer & Teljeur (2003) argue that Transet’s power is not balanced by the
South African Rail Commuter Corporation (SARCC), the DOT, the DPE or the
Competition Commission. The tariffs of Shosholoza Meyl, Spoornet’s long-distance
passenger rail division, also remain unregulated and it is widely believed that they are
subsidised by its freight divisions. Manifestly, as Metrorail and Shosholoza Meyl are
monopoly providers of passenger rail services, they should both be subjected to
economic regulation.

In the case of Spoornet’s core business, freight transport, there is also no economic
regulation, despite the fact that for certain categories of cargo and particular routes, it
is a monopoly provider of these services. The well-documented inadequacies in rail
transport have resulted in a shift of freight from rail to road, which is in itself
controversial as it imposes significant costs on the state and other road users through
the externalities generated by the pollution, congestion, accidents and road damage
caused by heavy vehicles. There are, however, many categories of freight that remain
reliant on rail. The lack of economic regulation not only results in cross-subsidisation
(for example, between high and low-density lines) but also in under-investment. This
state of affairs requires urgent redress.

The inadequate service provided by Spoornet and SAPO is widely attributed to the
fact that they are “publicly owned, yet unregulated monopolies, acting as private
monopolies” (Teljeur et al, 2003:21). The DPE aims to redress their poor
performance through the following initiatives:

 Measures to increase investment in these entities in order to redress backlogs.
This is to be done off Transnet’s balance sheet, to the tune of R37 billion over
the next 5 years. The planned investment is decomposed into that which
maintains and operates the system at reasonable efficiency levels and
investment that would expand the port and rail infrastructure in a manner that
would lead growth and not follow it.

 Improving operating efficiencies of Spoornet and SAPO. This is to be done
through shareholder compacts and strengthening

 Facilitating private sector participation by transforming the market structure of
the two sectors. There remains some uncertainty on the precise manner in
which such private participation will be introduced.

 Restructuring Transnet. All Transnet’s non-core entities, as well as SAA, are to
be hived off. It will be left with only Spoornet, SAPO, NPA and Petronet. It is
believed that this will improve their management as the holding company’s
efforts will be focussed on the core enterprises.

Given the immense constraint to growth posed by the inadequacies of these two
backbone infrastructure sectors, it is imperative that the efficacy of these policy
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instruments is evaluated at regular intervals. In terms of the introduction of private
sector participation, it remains unclear how private capital is to be attracted in a
context where container facilities will remain a state monopoly and where there is no
clear vision of which aspects of the rail network will be open to private participation.

In the air transport sector, the role of SAA is less controversial as it is relatively
efficiently operated and globally competitive. The decision to move SAA out of
Transnet will unshackle the entity from the constraints imposed by the holding
company. From the perspective of regulation, the extent to which bilateral air
agreements constrain the volume of foreigners visiting South Africa requires some
investigation, as it is perceived to be a constraint to the expansion of the tourist
sector. In particular, volumes on the Johannesburg International – Heathrow route as
well as many flights to African countries are constrained by bilateral agreements. In
the case of the former, an option may be to purchase slots at Heathrow, as these are
traded on a secondary market. This will require close cooperation between SATOUR,
SAA, DOT and DPE.

As regards constraints on African route’s, the Minister of Transport’s initiative to
revive the Yamoussoukro Declaration of 1988 by hosting a meeting of African
transport Ministers in the first quarter of 2005 may well catapult SAA and other
entities and institutions associated with the aviation sector into a greatly expanded role
on the African continent. This is because the objective of the Yamoussoukro
Declaration is to create an open skies environment for Africa as an alternative to the
myriad of complex bilateral agreements that currently regulate (and often constrain)
air transport on the continent. A decision with respect to whether to drive the
initiative or dismantle it will emerge from the Ministerial meeting. If the former
materialises, it will open significant opportunities for ACSA and SAA which could act
as a catalyst to their expansion.

As regards ACSA, the pressing issue that must be addressed is its inability to develop
adequate cargo facilities. The central question is why the DoT - which owns 80% of
ACSA - cannot use its influence as the majority shareholder to ensure that the
appropriate level of cargo capacity is developed, even if it is not perceived by
management to be a profitable endeavour. Given the imminent construction of King
Shaka International Airport in Durban, the developmental role of airport
infrastructure and the extent to which ACSA fosters development requires urgent
interrogation.

A clear gap in these backbone infrastructure sectors is the fact that the involved
Departments, such as the Department of Transport or Public Enterprises, are
unmindful of the fact that these services are traded. Such trade is therefore not
monitored and no initiatives are in place to promote its expansion. Their (the relevant
Departments and parastatals) incentive structures are also such that affected
Departments, such as that of Trade and Industry or Environmental Affairs and
Tourism, do not have sufficient sway over strategy and action.
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4 Privately provided services

There is currently international trade in a number of privately provided services,
Including construction services, environmental services, financial services, health
services, mobile telephony, tourism and wholesale & retail trade. Policy initiatives are
focussed on the sectors illustrated in figure 2.

Figure 2: Summary of Policy Initiatives to Promote Growth in Private
Services

Consequently, a number of sectors in which trade is buoyant (including construction
services, wholesale and retail, cellular telephony, health services, financial services and
energy services) are neglected from the perspective of both monitoring trade flows
and developing initiatives to foster the expansion of such trade. The areas in which
measures are in place to promote sector-level growth are discussed in some detail
below.

4.1 Tourism

Tourism is one of the few sectors prioritised in the MERS that has experienced
growth in both output and employment over the last 5 years. Its prominence in the
domestic economy and its relative labour-intensity suggests that it has significant
potential to contribute to growth and employment.

There is some discrepancy in views about the contribution of tourism to employment
and output. This is partly because tourism is more of an agglomeration of activities,
than a single industry.
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Industry analysts look at the contribution of tourism to the economy, to gain a full
understanding of its breadth. A recent study2 commissioned by DEAT estimates that
‘tourism economy’ accounts for 7 – 8% of GDP, and about 1.1 million direct and
indirect jobs. The WTTC estimates that approximately 500,000 people work directly
in tourism with an estimated growth of 4.9% per annum. SATOUR uses the WTTC
figures as a guide – calculated on the basis of the number of jobs created per tourist
arrival. In this case, it is estimated that every 12 visitors creates one job. With 6.5
million tourist arrivals in 2003, this amounts to 540,000 direct jobs.

The official data tells a different story. According to it, tourism (here defined as all
travel related activity accounted for by the SA Reserve Bank) accounts for about 2.5%
of GDP or about R 32 billion. About 60% of these receipts are sourced from
domestic travellers (HSRC 2001). According to the official figures, the sector is
growing by about 2.5% per annum. The September 2003 Labour Force Survey puts
tourism employment at about 240,000 which was about 3% of formal employment,
growing on average by 3.2% per annum. A study by Grant Thornton for the THETA
found that there were about 300,000 formal workers in the tourism sector, including
all possible categories of activity. The WTTC figures may be possible if there were
about 200,000 people in the informal sector. This is possible and could be the subject
of further investigation. Clearly, the estimation of employment in the tourism sector
must be revisited and more thoroughly interrogated in order to arrive at a more
accurate indication of the current and future employment potential of this sector3.

The tourism sector is unique in that there is a dedicated institution – SA Tourism -
tasked with its promotion, together with DEAT and the dti. The delineation of the
mandates of the 3 institutions is such that SA Tourism is responsible for marketing
and branding SA as a tourist destination, DEAT is responsible for sector development
and the dti for incentives and specific aspects of export and investment promotion.

The tourism competitiveness study revealed that tourist arrivals have grown
considerably during the 1998 – 2003 period from 5.7 million to 6.5 million, recently
dampened by the exchange rate appreciation. Notably, two-thirds of these arrivals are
from African countries. This has a profound influence on the sector’s impact on
employment and growth as African tourists predominantly visit South Africa to shop
and therefore spend less than other tourists on tourism facilities, although they
purchase more domestically produced goods.

The study identified a number of factors that will inhibit the sector’s future growth
and labour-absorption prospects:

 Benchmarked against other countries, labour absorption is low: 12 tourist
arrivals are required to create one job, compared to 2 tourist arrivals per job for
Brazil and 4.5 for Kenya;

2 Global Competitiveness Study. Phase 1 was undertaken by MONITOR and completed in July 2004

3 The problem that arises is that the specific sector studies do not correspond to our knowledge about total GDP, and so this
makes it difficult to incorporate tourism accounting into cross-economy analysis and therefore creates confusion.
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 A high level of fragmentation in the industry, which hampers its expansion in
areas of high demand;

 Marketing & branding activities must focus on enhancing the awareness of
targeted markets on SA as a tourist destination as well as influencing their
perceptions (particularly around security) and targeting the key influencers of
decisions with respect to holiday destinations;

 More effort needs to be made in the area of product development, (including
domestic, cultural, adventure, family and value-for-money products) to
promote the industry’s development and expansion;

 Access to capital is a key constraint to the entry and expansion of the vast
number of SMMEs that operate in this sector;

 Skills development is deficient in the sector;

 More effective policy instruments (at present the only incentive available to this
sector is the small and medium enterprise development programme) are
required to promote the industry’s expansion.

Phase 2 of the study, which is currently underway, is focussed on the identification of
concrete mechanisms to address these barriers to sector growth. The issues it will
address are summarised in Figure 3.

From the perspective of sector prioritisation, the tourism sector clearly has the
potential to be a key driver of output and employment growth. Studies show that SA
has considerable potential, regionally and globally. While it is possible that current
employment and output may not be as great as some believe, this certainly does not
detract from tourism’s potential growth. Some critical policy questions must however
be resolved, relating to exchange rate policy, transport, and the intensity of
promotional activity (charters, tours, products, and marketing) to really make SA a
more important destination4.

4 From a policy perspective, it is also worth noting that the proposed job creation per arrival may be even lower than the
WTTC estimate. Some portion of tourism employment is generated purely from domestic activity – both business and leisure.
If the number of jobs created per arrival is so much higher in other countries than in SA, it may indicate that there is also
substantial potential to create more jobs if more activity could be crowded in domestically.
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Figure 3: Policy Interventions required expanding the tourism sector

4.2 Financial Services

The sector comprising finance, real estate and business services is substantial and
growing: it accounted for about 17% of GDP and 15% of formal employment in
2003. Output is about evenly divided between financial services and business services
and real estate. The financial sector employs approximately 355,000, while business
services and real estate employs a further 860,000. So, by 2004, about 1,200 people
worked in these sectors, up from about 840,000 in 2004. This section offers a brief
review of financial services, and section 4.3 reviews business process outsourcing,
which is a subset of the business services sector.

There is currently substantial trade in financial services by SA financial institutions,
particularly the export of investment and retail banking services to Africa. Aside from
support from trade arrangements, these initiatives are largely private sector led.

There is one main public sector initiative in relation to financial services trade: Cabinet
has endorsed the objective of establishing South Africa as an international financial
centre with a particular focus on serving Africa. To that end, a draft strategy paper has
been prepared, which maps out a plan for the Financial Centre for Africa (FCA)
project.

The National Treasury has led a process of cooperation and consultation with the
financial sector regulators and the financial services industry in order to identify
strategies to implement the FCA. Key elements of a strategy include:

 Opening up of South Africa’s capital markets to African and global issuers;
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 Enhancing the competitiveness of South Africa’s capital markets in the areas of
trading costs and trading risk;

 Achieving highest global standards in investor protection;

 Creating an enabling environment for the development of new markets; and

 Promoting South Africa as an international centre for business process
outsourcing (BPO).

An essential element of the strategy is measures to increase the JSE’s trade volumes.
This will not only meet the objectives of the FCA project, it will also enhance the
attractiveness of the JSE for portfolio investors. The strategy to increase trade
volumes (and hence liquidity) is multi-pronged, including:

 Directly lowering transaction costs. This can be accomplished through a
combination of competition in the provision of exchange services (provided
for in the Securities Services Bill) and possibly looking at regulatory and tax
costs.

 Introducing new products (such as the recent opening up of the JSE to shares
of foreign companies) in order to increase the amount of trade and spread the
fixed costs of the exchange, thereby reducing transaction costs.

 Improving regulation in order to reduce the risk of trade. This is because the
risk of trade is perceived as a "cost' of trading by investors.

The impact of these three interventions will be reinforced by a feedback effect:
lowering explicit transaction costs results in higher liquidity which, in turn, results in
lower implicit transaction costs (i.e. the impact of a trade on the price of a security).
This creates a virtuous cycle of lower costs and higher liquidity.

National Treasury leads this effort, and will emphasize partnering with industry
stakeholders. The key challenge is to get the industry stakeholders to commit to firm
timelines for the implementation of new products and markets.

The FCA project was initiated in 2002 and implementation commenced in 2004. A
critical gap identified by National Treasury is the need for an analysis of the impact of
regulatory reform in the finance and telecommunications sector. Given its role in
facilitating the development of the African continent by facilitating investment, the
FCA is likely to be accorded a high priority. The direct impact of the FCA proposals
on the SA economy is unclear and should be properly assessed.

Beyond the FCA initiative, National Treasury has identified the following research
priorities in the area of financial services trade:

 The identification of key sub-sectors within financial services that afford
comparative and competitive advantages to South Africa and the likely global
competition drivers in those areas.
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 An analysis of developments within financial services negotiations under the
WTO’s General Agreement of Trade in Services and how South Africa can
safeguard its interests in sub-sectors in which it enjoys a competitive advantage.

 Policy Scan And Gap Analysis: Government Initiatives To Promote Trade In
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 A cost-benefit analysis of incentives for the BPO sector.

4.3 Business Process Outsourcing and Offshoring (BPO&O)

The initiative to promote the expansion of this sector is currently being driven by the
dti and the City of Johannesburg. BPO covers a considerable number of business
activities, excluding pure IT functions such as programming and the management of
hardware. It is basically any non-core business function, from data capture, to
managing the payroll, to logistics and accounting. Every year, new business processes
become candidates for outsourcing, as the market develops and matures. The global
BPO market is estimated to grow from US$ 127 billion in 2001 to US$ 234 billion in
2005 and US$ 310 billion in 2008.

It is essential that any discussion about BPO recognise the distinction between call
centres and data processing. The contact centre industry is much more coordinated,
focused and visible than the broader BPO market, and the result is that contact centre
research and industry representatives have dominated the BPO discussion.

The main reason why it is important to differentiate between contact centres and data
processing is that many of the key business drivers are fundamentally different, and
this has important implications for policy and strategic decision-making. They are
different due to:

 Labour absorption rates. This is particularly relevant in the area of high-value
data processing services (where South Africa is positioning itself) versus
contact centres. Whereas a contact centre will employ additional people as its
business volumes grow, the relationship between business volumes and
employment in data processing can be far less linear, due to the impact of
automation technology.

 The relevance of labour costs. For the same reasons, comparative labour costs
are often not as important in determining pricing in many data processing
sectors as they are for contact centres.

 Big versus small business. As a general rule, small companies are not
competitive in many data processing sectors, whereas smaller contact centres
can be.

 The business drivers behind the outsourcing decision. A company that decides
to outsource its contact centre and one that decides to outsource it retail asset
management administration are taking very different risk considerations into
account. Generally, the risk associated with outsourcing data processing and
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storage is considerably higher than that associated with outsourcing customer
contact. The result is that a company that outsources data processing will apply
very different selection criteria to both a country and a company than a contact
centre services buyer. This goes a long way to explaining why foreign trade in
contact centres has grown, but not in data processing.

A further confusion arises in understanding the respective impact of:

 local outsourcing (which mainly involves the diversion of business processes);

 global outsourcing (where international business processes are subcontracted to
a provider in SA); and

 global off shoring (where international business sets up business processes in
SA directly).

The majority of outsourced call centre activity in SA is locally sourced: the industry
appears to have created approximately 80,000 jobs. The extent to which these are new
or existing jobs is unknown, although some industry experts believe that they mostly
new technology enabled jobs. Either way, the domestic industry can build a
foundation to ultimately attract global business, which should create a substantial
numbers of jobs. Already offshore business accounts for about 10 – 15% of industry
income, and is projected to grow to 60% by 2008.

The sophistication on the data process outsourcing industry is limited by the
behaviour of the large financial institutions that have retained services in-house. The
industry may be slow to expand since: there is little cost pressure on companies to
seriously consider outsourcing; and the lack of depth in the supplier market means
that there are no competitive alternatives to an in-house function. This implies that
the main source of growth (income and employment) will have to be foreign trade.

A recent study commissioned by the dti and Johannesburg Metro5 on South Africa’s
potential to expand this sector finds that to date South Africa has not been able to
attract large BPO projects. Initiatives aimed at attracting European and US
multinationals have been fragmented and largely unsuccessful. Nevertheless, the study
finds that South Africa is in a good starting position to benefit from the rapid
expansion in demand for BPO projected to emerge over the next 5 years. This is
because there is a large and growing domestic BPO market, and strong capabilities in
the highest growth sectors, namely financial services and insurance.

The demand driver is the massive global growth in the English-speaking (US and UK)
market, coinciding with increasing supply constraints on the part of the major
incumbents such as India and China. The magnitude of the growth in demand is such
that the global traditional BPO&O market is expected to grow from approximately
$10bn today, to between $50bn and $60bn by 2008, driven by increasing levels of off
shoring among early movers, as well as an increase in the number of companies
willing to offshore processes in the next 3-4 years. This dramatic market growth will
create an additional 3 million direct jobs worldwide by 2008. According to the study,
between 40% and 50% of the opportunity will be in the financial services and
insurance verticals, where South Africa has developed considerable expertise.
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South Africa would need to position itself as a ‘tier 2’ destination as it is not in a
position to compete with the tier 1 countries that currently dominate this industry –
India, the Philippines and China. Given that Thailand, Dubai, Singapore and
Mauritius have signalled their intention to position themselves as ‘tier 2’ countries, the
competition for the growing demand for BPO services is likely to be stiff.

Critically, the study finds that the following pose obstacles to South Africa’s ability to
expand its BPO industry by attracting a portion of growing global demand:

 Lack of cost competitiveness vis-à-vis preferred locations such as India and
China. For example, costs are currently double that of India and the
Philippines, due to higher labour and telecommunications costs.

 Skill shortages at both managerial and agent level. This is expected to become a
real growth barrier in 2-3 years.

 Perceptions of an unfavourable labour regulatory framework, including risk of
union resistance. For example, the potential de-legitimisation of the
outsourcing industry in reports regarding atypical forms of employment and
labour constraints in relation to the need to keep BPO activity going 24 hours a
day, 7 days a week.

 Industry fragmentation and the lack of a strong industry body to partner with
government.

 Lack of distinctive support to prospective investors, such as transparent and
accessible financial and non-financial incentives, and ease of set-up.

 Ineffective marketing efforts, including lack of target marketing activities at
appropriate scale and sophistication, and failure to address negative foreign
perceptions around personal security risk, crime and HIV.

If South Africa is to have any hope of expanding this industry in a context of fierce
global competition, government will have to mobilise significant resources to redress
these obstacles. The McKinsey study (2004) identifies the following as critical
interventions:

1. Government Championship: Leadership and support from government at the
highest level, manifested through recognition of BPO&O as a priority sector. Within
this, the following commitments will be critical:

 Ensuring effective supply of appropriately skilled labour, offering competitive
unit labour costs.

 Ensuring the successful reform of telecommunications infrastructure. This is
deemed essential not only to reduce the cost of telecommunications as a key
input to BPO, but also to signal the credibility of the reform process, which is
being closely monitored by the international investment community.
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 Creating an attractive and supportive environment for investors through
commitment to ensuring ease of set-up and providing incentives that are at
least commensurate with those offered in competitor countries.

2. Industry leadership and collaboration: A high performing, credible and
representative industry body is a pre-requisite for rapid mobilization within the
industry. This means that:

 Industry must take the lead in developing the sector, ensuring that government
and industry shares the same vision, speaks with one voice to the outside
world, and ought to draw on and involve government on critical initiatives.

 For such initiatives, the establishment of effective public-private partnerships
with government around key initiatives (e.g. enhancing the pool of skilled
labour) will be critical.

3. Effective marketing strategy: A coherent and consistent message, targeted at and
tailored to priority audiences and backed up by an ability to deliver on promises made
are the essential elements of effective marketing. Lessons learnt suggest the following:

 Develop a powerful message that distinguishes SA from other tier 2 players on
the basis of; for example, focus industry themes (e.g. financial services and
insurance). Position SA as the ‘supplier of choice’ for services across the value
chain within these industries.

 Prioritise 3-4 MNCs and 3-4 top global third party vendors, and attract them to
South Africa through tailored incentive and support packages – these high
profile players act as powerful champions of the industry.

 Capitalise on existing relationships, such as multi-nationals with strong
presence in the country and on the African continent, who have decentralized
back-office operations.

Successfully implementing these interventions will require the mobilisation of
substantial financial and human resources by government. The dti-CoJ study on BPO
in data processing shows that SA could create 76,000 new jobs by 2008, (up from
approximately 6,000). To reach this target, operating costs would need to be reduced
by at least 12%. If growth continues, it is possible that 244,000 jobs could be created
by 2014. In addition, call centres already employ approximately 50,000 to 80,000
workers, with an estimated growth of 14% per annum in recent years. If this growth
were to continue at a rate of 10% per annum, there might be 148,000 call centre jobs
by 2014. However this would only be possible if SA is able to attract global
investment. This growth is only likely to be forthcoming if telecommunications costs
are substantially reduced, marketing efforts aligned and human resources guaranteed.

4.4 Television and Film Production

In pursuance of its mandate to promote cultural industries, the dti has recently
developed a customised sector programme for the film and television industry, which
is categorised as the “audiovisual” sub-sector within the broader GATS GNS category
“personal, cultural and recreational services”.
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Although information about the significance of this sector in terms of its contribution
to output and employment is currently unavailable, the dti has prioritised it as
“cultural industries” were identified as a priority sector in both the MERS and IMS.

A recent survey of the industry conducted by the HSRC (2004) found that with the
notable exception of the SABC, the industry is dominated by SMMEs, with 80% of
respondents reporting annual turnover of less than R10 million and more than half
reporting less than 5 full-time employees. By extrapolating from the realised survey
returns, the HSRC estimates the total permanent staff in the industry to be 6,469
people and the corresponding estimated total temporary or freelance personnel to be
27,266. The industry is therefore clearly a very small contributor to aggregate output
and employment.

The dti’s customised sector programme comprises two elements:

 An incentive package in the form of a production rebate. The rebate is in
the form of a cash grant and applies only to expenditure on domestic goods
and services. To qualify, expenditure on any particular production must be at
least R25 million. For SA productions and co-productions, 25% of expenditure
is rebated. For productions by foreign film or television companies, 15% of
local production expenditure is rebated.

 A skills development initiative in cooperation with the National Film and
Video Foundation (NFVF) and MAPSETA. This is a supply-side intervention
to identify skills needs within the sector and develop such skills in order to
facilitate the expansion of the industry.

Incentives provided in Australia, New Zealand and Canada were used as a benchmark
in the development of the production rebate. South Africa’s offering was designed to
compete with these countries and is one of the most generous incentives currently
offered by the dti. The key criterion is that enterprises must produce films locally,
whether or not they are destined for export markets. It therefore does not explicitly
target the export of film and television services.

The problems encountered in implementing this sector programme are illustrative of
the complexity associated with expanding the dti’s incentives to the services sector
within the current institutional framework. Although the programme was launched in
June 2004 and 12 applications have been received – 4 of which were recommended
for approval by a panel of experts – the dti’s Manufacturing Development Board has
approved none, as it wants the applications to comply with those that are submitted
for manufacturing enterprises.

A key gap in relation to this initiative is that although an incentive has been
implemented to foster its expansion, there is no industry strategy in place. There is
therefore a limited understanding of the magnitude and composition of global
demand in this sector and how to position SA to attract a portion of it. Moreover, this
industry’s backward and forward linkages are not well understood. This constrains a
fuller assessment of its potential contribution to employment and growth. It is
therefore essential that the growth and employment potential of this sector is
subjected to a more comprehensive scrutiny if its developmental impact is to be
properly understood against the resources allocated to promoting its expansion.



Policy scan and gap analysis: Government initiatives to promote trade in services

23

4.5 Environmental Services

Environmental services are defined by the WTO as sewage, refuse disposal, sanitation
& ‘other’ (which typically includes cleaning exhaust gases, noise abatement, and nature
& landscape protection). This definition is widely viewed as inadequate as climate-
related and other ecosystem services have yet to be considered as environmental
services.

Although there are currently no concrete initiatives in place to promote either trade in
this sector or its domestic expansion, it has been identified as an industry with high
potential by both DEAT and the dti. Indeed, the dti has recently commissioned an
Environmental Goods and Services (EGS) study, in order to:

 Ascertain whether a sound business case exists for promoting the EGS sector
as a significant economic sector, and to formulate such case in clear terms;

 Position the sector in the SA economy as a 'new growth industry';

 Identify factors constraining the industry’s ability to grow and to trade
internationally;

 Identify the interventions required to facilitate the growth of the sector.

The findings of this study will determine whether initiatives will be put in place to
foster the expansion of this sector and encourage it to export its services. Notably,
during the process of eliciting information from industries that are currently exporting
services in order to formulate requests in terms of the GATS process, the dti
unexpectedly found that environmental services are currently being provided by South
African construction and engineering companies to countries on the sub-continent. It
is therefore one of the 6 sectors in which requests were formulated.

DEAT plays a central role in this industry, through implementation of the following:

 National Environmental Management Act (NEMA) (Act 107 of 1998);

 Environmental Conservation Act, the National Environmental Management:
Biodiversity Act (NEMBA)(Act 10 of 2004);

 White paper on conservation and sustainable use of biological resources;

 White paper on integrated pollution and waste management;

 25 international conventions;

 Multilateral environmental agreements (MEAs), about 10% of which have trade
implications.

DEAT has identified a threefold role the environmental goods and services (EGS)
sector In the South African economy:

 In the first instance world-class environmental services and technology add
competitive advantage to industry sectors. International best practice and
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innovative Cleaner Production solutions would be required to comply with
environmental requirements for trade5. In terms of the dti’s Integrated
Manufacturing Strategy, value-added beneficiation inter alia depends on
knowledge intensity and strategic services that would propel industry into high-
value beneficiation by improving eco-efficiencies, reducing resource wastage
and optimising water and energy usages. EGS is instrumental to industry’s
efforts to meet pollution and efficiency challenges by means of innovation to
increase productivity and minimise costs.

 It plays an advocacy role in that it facilitates feasible industry environmental
legal compliance and due diligence by means of Cleaner Production measures
that make business sense.

 The EGS sector contributes to economic growth by creating new domestic and
export business opportunities.

Given that South Africa is already trading in this area and that global demand for
EGS is estimated to be in the region of R500 billion per annum and growing at an
annual rate of 5%, there is a strong case for prioritising this sector. This is reinforced
by the fact that the demand for these services is likely to expand as increasing pressure
is mounted to utilise cleaner technologies.

If the findings of the study commissioned by the dti support the prioritisation of this
sector, capacity within both the dti and DEAT will have to be substantially expanded.
DEAT has no centralised unit that deals with matters on trade and environment,
except for a sub directorate: Trade and Regulation in the Biodiversity and
Conservation directorate, which administers the Convention of international trade in
endangered species (CITES). In addition, the Research and Policy sub-directorate in
the Sustainable

Development Coordination directorate has capacity in the area of trade, environment
and sustainable development in relation to monitoring the outcomes of the WSSD. In
the case of the DTI, the environmental desk forms part of the Technical
Infrastructure unit at the Enterprise and Industry Development Division (EIDD).

4.6 Services Allied to Capital Goods

This sector appears to offer potential for growth because in order to export capital
goods, it is necessary to provide the services that are integral to capital investment.
These include:

 Pre-feasibility studies;

 Feasibility studies;

5 For example, in relation to the SA-EU Free Trade Area (FTA) and the Africa Growth and Opportunities Act
(AGOA) that provides preferential access to the US.



Policy scan and gap analysis: Government initiatives to promote trade in services

25

 Project Finance;

 Construction; and

 Maintenance.

In addition to the capital goods industry, the mining, agriculture, civil construction,
utilities, finance and manufacturing industries have a role to play in the provision of
these services. The following generic services are required to undertake the various
aspects of the project cycle outlined above:

 Materials handling;

 Environmental control;

 Refining/ manufacturing process;

 Drilling, digging and cutting;

 Design and Project Management;

 Construction;

 Project Finance.

As illustrated in figure 4, services account for a substantial proportion of Greenfield
projects: 87% in the case of infrastructure projects and 42% in the case of processing
projects. Notably, the building and construction service itself requires capital
equipment.

The critical point is that if South African companies are not involved in Greenfield
projects from the inception phase – which is generally the feasibility or pre-feasibility
study – the capital goods sector is unlikely to supply capital equipment to either civil
construction or manufacturing projects.

For this reason, the sub-directorate within TISA responsible for capital goods and
allied services, as well as the capital goods export council have been identifying ways
in which to enhance the capacity of South African firms to provide these services as a
means of promoting the export of capital goods.

Two key bottlenecks were identified. First, SA firms are unable to compete in the
provision of services during the pre-feasibility and feasibility phases of Greenfield
projects because these studies are generally funded by donor funding that is tied to
utilising technical experts from the country providing the funding. Second, the SA
cluster does not cooperate effectively and therefore lacks an institutional mechanism
for drawing together the appropriate mix of expertise to effectively tender for such
projects.

Figure 4: Contribution of Services to Typical Greenfield Projects
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In order to remedy the former, TISA has established funds both within the IFC (for
private projects) and the World Bank (for publicly funded projects) that is tied to the
use of SA technical experts. Unfortunately the SA capital goods and allied services
has, to date, not utilised these funds. In order to address the cluster’s inability to
cooperate in tendering for large offshore projects, TISA has proposed that a structure
– South African Projects International (SAPI) – is established as an interface between
international tenders and the SA cluster. Its mandate would be to access all
international tenders and bring together consortia comprising the relevant expertise to
respond to them. The structure has not yet been established.

This brief analysis suggests that there is merit in undertaking a more detailed analysis
of this cluster, not only because it has potential to grow in its own right, but also
because it is inextricably linked to the export performance of the capital goods
industry. Synergies with the construction sector should also be investigated.
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5 Publicly provided services

This category of services comprises education and health. In the case of education,
government provides the vast majority of these services, from early childhood
development to higher education. In contrast, while the public health system covers
80% of the population, the private health sector accounts for approximately 50% of
aggregate health expenditure.

Although neither of these services is prominent in the international literature – in fact,
they are barely mentioned – they have been traded through mode 3 since time
immemorial. Students have been studying at universities and schools in other
countries and people with complex illnesses have been going abroad to seek expert
advice and treatment for centuries. However, because these services are seen to be
within the domain of government, they are perceived to be ‘sensitive’ from the
perspective of trade. Indeed, South Africa has excluded both the health and education
sectors from its GATS offer. Ironically, however, South Africa’s offer in the
‘professional services’ sector includes medical professionals.

As trade in both health and education services is predominantly provided through
modes 3 (consumption abroad) and 4 (temporary movement of natural persons), it
has profound implications for human resource development and the retention (or
attraction) of appropriately skilled personnel.

5.1 Education

The framework for analysing this sector is the Department of Education’s view that
education services play a key social role and should not be “commodified” or viewed
from a narrow economic perspective. Cognisance should also be taken of the tensions
and trade-offs between the social and economic elements of education.

The Department prefers to view the trade of education services from the perspective
of the internationalisation of education, rather than the exchange of a service for
profit. For example, the SADC Protocol on Education – which was adopted in 1999
and has been ratified by parliament – is not premised on enhancing the tradability of
education, but on supporting the development of the region. Hence a specified
proportion of places at Higher Education institutions in South Africa are reserved for
SADC nationals, who pay the same fees as South African students, effectively
benefiting from a subsidy.

DoE’s stance on the GATS process is succinctly captured in the Accra Declaration on
GATS and the Internationalisation of Higher Education in Africa, to which SA is a
signatory. The declaration (dated 29 April 2004) states that its signatories: “caution
against the reduction of higher education, under the GATS regime, to a tradable
commodity subject primarily to international trade rules and negotiations, and the loss
of authority of national governments to regulate higher education according to
national needs and priorities”.

The declaration goes on to commit its signatories to “[Continued support for multiple
forms of internationalisation in higher education which bring identifiable mutual
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benefits to African countries as much as to their co-operating partners in other
countries and regions:. We therefore re-affirm our commitment to reducing obstacles
to international co-operation in respect of knowledge creation, exchange and
application, to the enhancement of access to higher education and to increasing
academic mobility within Africa itself.]”

Notably, although education was excluded from SA’s GATS offer, it was one of the
six sectors in which requests were tabled in the offer-and-request round of GATS.
Four countries made requests: Kenya; New Zealand; Norway; and the US. Partly as a
result of South Africa’s stance on trade in education services, Norway formally
withdrew its GATS request on education to South Africa on 6 October 2003. Tables
2 and 3 respectively summarise the requests received from the US and Kenya.

Table 2: US Request to South Africa on Education Services

Higher education and training services, adult education, and other education services
South Africa to:
 Make full commitments in higher education & training services, adult

education, and other education services (all Modes).
 Remove burdensome requirements, including non-transparent needs tests,

applicable to foreign universities operating, or seeking to operate, in South
Africa.

Table 3: Kenya’s Request to South Africa on Education Services

Secondary and higher education services
 South Africa to make full commitments in secondary and higher education

services (all Modes).

These requests are difficult to assess. For example, the request from the US to remove
burdensome requirements for foreign universities operating in South Africa can be
interpreted in two ways. If the requirements are aimed at controlling the quality of the
education provided then they can hardly be described as burdensome. However, if
regulation simply makes it difficult to operate in South Africa in order to protect local
universities then the request has a measure of legitimacy.

Table 4 provides a summary of the status quo in terms of trade in education services,
which is currently taking place in all 4 modes, although cross-border provision,
through the Internet, is very limited. While tertiary education is the focus of such
trade, the school level is increasingly playing a role.
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Table 4: Summary of Trade in Education Services

Mode Level Exports Imports
1: Cross –
border (internet)

Tertiary Negligible Negligible
School Negligible Negligible

2: Consumption
Abroad

Tertiary Foreign students (mostly
from Africa & especially
SADC) enrolled at SA
universities

SA students enrolled at
universities abroad,
especially in the UK &
US

School Negligible Pupils from Africa & the
UK enrolled in SA
private schools

3: Commercial
Presence

Tertiary UNISA has satellite
branches in other African
countries

Foreign higher education
institutions in SA

School Private schools such as
Crawford are expanding
into Africa

Negligible

4: Temporary
movement of
natural persons

Tertiary SA lecturers working at
universities abroad

Foreign lecturers working
at SA universities

School SA teachers working at
schools abroad

Negligible

Although is has not been quantified, consumption abroad appears to be the dominant
mode in which education services are currently traded. Critically, for the Department
of Education, the significance of this internationalisation of education does not lie in
the commercial benefits it may hold in the form of employment and revenue, but in
its contribution to enhancing the quality of education on the African continent. The
rationale underpinning any efforts to enhance such internationalisation would
therefore be developmental.

For example, within the SADC context, universities are designated as “centres of
excellence” within the region, rather than being viewed as competitors in the
provision of a commodity. The DoE argues that such an approach must be extended
to all forms of internationalisation at all levels of the education system.

In terms of policy gaps, a particular concern to the DoE is the brain drain from the
rest of Africa into SA as a consequence of the inflow of university lecturers and the
fact that students who enrol at SA universities frequently remain in the country after
graduating. A gap in the current level of knowledge, that may be a subject for further
research, is the extent to which this impacts adversely on home countries.

In the case of teachers at the school level, it is viewed as less of a problem by DOE,
because they argue that there is no shortage of domestic teachers and hence their
entry is not encouraged. It will, however, increasingly come within the DoE’s purview
as highly qualified teachers (for example in the subjects of maths and science) from
countries such as Zimbabwe seek employment opportunities in South Africa.
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Although much is made in the media of SA teachers going abroad, the DoE is of the
view that the numbers are inconsequential and most return to SA armed with teaching
experience from elsewhere. A recent media report6, however, estimates that there are
1,500 SA teachers in the UK alone. Research on the migration of SA teachers to other
countries is an area where the DoE would benefit from research to gain insights into
the drivers, choice of country, duration of stay and the relevance of the experience
gained in the SA context. Presumably, a review of international trends and practices in
this area would also be valuable.

The expansion of SA schools and higher education institutions to the rest of Africa
poses a key issue in terms of what frames the engagement. In particular, it is the view
of the DoE that it should not represent an attempt to make a profit through the
provision of education that is inferior to what is offered in SA.

While foreign institutions are permitted to establish a commercial presence in SA, they
are subject to regulations established by the DoE. This report would be incomplete
without a brief account of the controversy that has recently surrounded the provision
of MBA degrees by foreign universities. In essence, following the rapid establishment
of a number of foreign institutions offering MBA degrees in SA, several were forced
to close down after the Council on Higher Education (CHE) established a set of
criteria with which they failed to comply.

Theoretically, the purpose of such regulation is to protect consumers in a context of
asymmetrical information – i.e. those registering for MBA degrees do not have the
information to make a judgement about the quality of the education they are receiving
from a particular institution. This is remedied by ensuring compliance with specific
standards. In the case of the MBA accreditation, however, a number of commentators
are of the view that the CHE’s intervention was protectionist insofar as it sought to
protect SA universities from foreign competition.

Indeed, Blackmur (2004) argues that the criteria established by the CHE, is not to
safeguard to quality of the MBA degree, but to impose one particular MBA model on
all institutions providing this degree. He further argues that in terms of the criteria set
out by the CHE, the best MBA programmes in the world would not qualify to teach
this degree in SA.

The controversy that this form of regulation has sparked suggests that as the
internationalisation of education gains momentum, a number of complex and
sensitive issues will arise. Clearly, the DoE will be better placed to deal with them if it
adopts a proactive stance.

6 Sunday Times, 31 October, 2004: p.17
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5.2 Health

For an analysis of current trends in trade in this sector, the reader is referred to
appendix D7. The background to the discussion of policy initiatives by the
Department of Health is that this is a highly globalised sector, with substantial trade
taking place through modes 3 and 4 – i.e. the movement of patients to health
professionals in other countries, or the movement of health professionals to the
country of the patients (WHO, 2002).

It should be noted, at the outset, that although South Africa did not make any
Uruguay Round commitments in the category “health and related social services”,
there are no limitations to trade in the following services (which are listed under
“professional business services”):

 Medical and dental services;

 Veterinary services; and

 Services provided by midwives, nurses, physiotherapists and paramedical
personnel.

In practical terms, this means that these health professionals are entitled to provide
their services in South Africa, subject to the fulfilment of standard technical
requirements. This is clearly the result of a technical error, as SA’s intention was to
exclude this sector completely from its GATS offer. It is worthwhile investigating
whether this binding can be removed.

Although DoH has not explicitly considered the issue of trade in health services, it
would appear to have significant implications for the efficient functioning of the
public health system, including HRD strategies and innovation. Indeed, DoH
imported health services when it brought Cuban doctors into the country. A major
preoccupation is the emigration of SA doctors. It is therefore recommended that this
sector be subjected to further analysis.

Crucially, both the health and education sectors would benefit dramatically in the
short term from a more forceful approach to attracting foreign professionals to SA in
order to meet skills shortages.

7 As the paper is based on the author’s doctoral thesis, which has not yet been awarded, copyright consideration prohibits a
summary of its findings here
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6 Trade negotiations

As illustrated in some detail in Appendix B, the WTO is not the arena in which trade
liberalisation will advance, principally because member states fear losing the ability to
regulate services sectors into perpetuity once they are scheduled in terms of the
GATS. The dti must, however, continue to develop its capacity to engage in the
multilateral arena as it is the terrain in which issues surrounding, for example, mode 4
(temporary movement of natural persons) will be fought out between developed and
developing countries. It is also an arena in which trade-offs will be made across
sectors and issues. For example, developed countries may request access in services
sectors in exchange for reducing protection on agricultural goods. It is therefore
essential that SA not only effectively participates in the GATS negotiations, but also
disseminates information about the key issues, alliances and debates from Geneva to
Pretoria.

Notwithstanding the prominence accorded to the GATS process, it is the regional
trade agreements, primarily in the form of Free Trade Agreements (FTAS) that will
provide the impetus for South Africa to dismantle barriers to services imports and
negotiate market access to other countries. Regional trade arrangements represent an
important modality for the gradual liberalisation of the services sector as they provide
exposure to competition with a single country or group of countries, thereby
providing greater ease of understanding and anticipating the impact of liberalisation.
In contrast, there are high information costs and risks associated with liberalising a
particular sector within the context of GATS, as it is almost impossible to anticipate
the impact, given the large number of countries involved.

There are 6 trade agreements that are currently on the dti’s negotiations agenda, where
services sectors will be prominent. The SADC FTA and SA-EU FTA are to be
expanded to incorporate services sectors. Negotiations are currently underway with
the US and the set of European countries that are not EU members (Iceland,
Liechtenstein, Norway and Switzerland) to conclude FTAs. The negotiations with the
US are particularly important, as it is well known that its policy is to extract as much
market access as possible in the area of services in exchange for access to its market
for goods. This is a deliberate strategy to redress the slow pace of liberalisation under
the auspices of GATS.

Finally, negotiations for FTAs with India and China are scheduled to commence in
2005. They are particularly significant as these two countries are the fastest growing in
the world and have among the largest markets in the developing world. Moreover,
there is potential not only for conventional trade in goods and services, but also for
exploring collaboration from the perspective of supply chains in a variety of goods
and services.

The critical issue is that the institutional framework for engaging in negotiations to
conclude regional trade agreements is currently inadequate. Firstly, ITED has a
professional staff complement of 7 people, 2 of whom are dedicated to services
sectors in relation to both the GATS process and the 6 FTAs in various stages of
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negotiation. ITED’s capacity in this area is therefore patently inadequate and must be
augmented as a matter of urgency.

Secondly, negotiating trade in services requires a more sophisticated set of
relationships between government departments than is the case with merchandise
trade (which requires collaboration only between the dti and the department of
agriculture). Indeed, all the departments that are responsible for services sectors as
well as all the regulatory bodies should be involved in the trade negotiations. Thirdly,
other stakeholders particularly organised labour and business must be provided with
an avenue to influence the negotiating process in a way that supports their interests.

Such a framework should systematically address offensive and defensive interests in
each of the six countries or regions in which the FTAs are being negotiated. This
requires substantially more capacity than currently exists either within the dti or any of
the other government departments. Unfortunately, a recent initiative by the dti to
establish a Permanent Trade Forum, which would comprise an institutional home for
intergovernmental cooperation on trade issues, was not ratified by Cabinet.

This policy scan found that there is very limited capacity within line departments to
engage in trade issues, including the formulation of positions vis-à-vis the different
FTAs. Clearly, any intergovernmental structure will not be effective until this capacity
constraint is remedied. It is at this level that stakeholder views should be elicited as
solid relationships are already in place and officials within the line departments will
have a deeper understanding of the industry-specific issues that must be brought to
the negotiating table.

Critically, unless the capacity constraints are addressed and an effective
interdepartmental forum established, the negotiations will not yield economic benefits
as they will be based on a very flimsy understanding of the offensive and defensive
interests of various services industries. Moreover, unless the dti addresses capacity
constraints in the area of research, the negotiating team will not be equipped to
effectively negotiate, as this requires an understanding of the economic structure of
each country, its trade arrangements with other countries and the competitiveness and
global positioning of its services industries.
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7 Gap analysis

The audit of government initiatives in the area of trade in services has revealed that
there are significant gaps, both in terms of the limited number of services sectors in
which there are initiatives and in the nature of the initiatives themselves. Given that
the services sector is complex and diverse and that there are hypothetically numerous
potential interventions that would foster the expansion of specific industries, the gap
analysis has been framed by aligning the strategy for services to the economic
priorities set by government.

Figure 5 illustrates the key elements of a strategy to enhance growth and foster
competitiveness in services sub-sectors. The gaps in policy and supporting research
are identified on the basis of this approach. Gaps are identified in terms of policy
initiatives on the demand and supply sides, including:

 Market access through trade negotiations

 Enablers of services sector competitiveness and trade that cut across sub-
sectors; and

 Targeting clusters of sectors and formulating strategies to promote their
expansion.

Figure 5: Proposed Framework for a Trade in Services Strategy

Clearly, each of these initiatives must be underpinned by capacity to formulate policies
and to effectively implement them. This will require a number of overlapping
processes to be put in place, which bring together the relevant government
departments and stakeholders. Overall coordination of these processes is imperative
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to avoid duplication and ensure that all the key players are party to decisions. Clearly,
research is required to support these processes.

7.1 Enablers: Cross-cutting Themes and Issues

A crucial gap in relation to a trade in services strategy is that a number of key enablers
are simply not in place in SA. These enablers cut across the different services sub-
sectors, although they may be of more importance to some industries than to others.

It is recommended that as one element of a services strategy, the following issues are
placed on the policy agenda:

 Enhancing the efficiency of backbone infrastructure;

 Establishing an ICT platform to drive services trade;

 A strategy to create and attract skilled labour, both through HRD strategies and
immigration;

 Measures to attract foreign direct investment in services industries, including
marketing and incentives;

 Policy Scan And Gap Analysis: Government Initiatives To Promote Trade In
Services March 2005 30 o o

 Measures to address the competitiveness and volatility of the exchange rate;

 Measures to mobilise public investment to support the expansion of services
sub-sectors; and

 Research and development (i.e. a technology policy) to support innovation and
product development in the services sector.

As outlined in the discussion of backbone infrastructure, inefficiencies in the
telecommunications, ports and rail sectors are a significant impediment to growth in
SA. It is therefore imperative that these inefficiencies are addressed. It is
recommended that alongside other initiatives to improve the efficiency and
capacity of these infrastructure sectors, that their performance is monitored
and evaluated against pre-determined benchmarks. After a decade of
interventions that have not yielded the desired results, this is an important step in
systematically addressing pricing and capacity issues.

A central finding of the review of international literature, is that the development of
an ICT platform is an essential condition for expanding services trade. There is
currently no integrated ICT strategy, and this causes fragmentation. Elements of such
a strategy would involve: human resource development, 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.



employment growth and development initiative

HSRC

36

The expansion of targeted sub-sectors relies on a supply of appropriately skilled
people. Moreover, measures to address skill shortages in order to enhance the capacity
to supply services such as health and construction in the domestic economy is also a
policy priority. It is therefore recommended that a policy process is put in place to
address both targeted human resource development strategies as a supply-side support
to the expansion of targeted industries, alongside strategies to attract skilled
professionals to SA. 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. The Department of Home Affairs should play a central role in
this initiative as it is tasked with regulating both immigration and emigration.

It is recommended that mode 4 trade (i.e. temporary movement of people) receives
focussed attention and that two distinct areas are explored:

 The extent to which SA’s immigration legislation constrains the expansion of a
number of services industries due to skill shortages. Notably, the research has
revealed that in the financial services, business process outsourcing, health and
construction sectors, it is the inflow of skills that will foster the expansion of
these sectors.

 The identification of the barriers to the movement of SA nationals providing
services in other countries. This analysis should focus on the countries in which
SA firms are currently trading and those with which we are negotiating FTAs.

In terms of attracting foreign direct investment, government needs to formulate an
approach to both marketing SA and developing targeted incentives to attract foreign
direct investment and foster domestic investment in targeted services sectors. This
requires an understanding of international best practice in these areas. It spans a range
of policies, including targeting clusters as well as multinationals, the introduction of
private participation in backbone infrastructure, the alignment of marketing agencies
at different tiers of government and the creation of incentives that are customised for
services sectors. It would be a grave error to simply append a services strategy to
existing initiatives (currently focussed on manufacturing) as the services sector has a
number of unique features that require a customised approach.

In more specific terms, the policy scan revealed that TISA needs to re-orientate its
approach to incentives in order to effectively address the needs of services industries.
Other support measures, such as an equivalent of the export councils, government
support in marketing and branding SA as an exporter (a la SA Tourism) and structures
such as the proposed SAPI for the capital goods and allied services sector. The global
review suggests that most developing countries provide substantial support to targeted
industries and that such support is a key determinant of their expansion and ability to
penetrate global markets.

At present, SA’s exchange rate is not conducive to services trade expansion. 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
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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.

In the realm of research and development, a key issue is that firms that are capable of
developing new products and processes are 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. It is therefore recommended that a process is put in
place to address this issue.

Measures to mobilise the enablers identified here could either be tackled one at a time,
or a number of parallel processes could be put in place. Given their importance, the
latter approach is preferred. If pushed to address these enablers in order of their
priority, it is recommended that the ICT platform, inadequacies in
telecommunications, rail and ports infrastructure and the supply of skilled labour are
addressed as a matter of urgency.

7.2 Sector and Cluster-Level Initiatives

There are two priorities in relation to cluster and sector level initiatives: first, current
trade must be monitored at the industry level. Second, policy measures must be
formulated and applied to foster the expansion of targeted clusters.

With the notable exception of tourism and business process outsourcing (BPO), not
only are there no pro-active initiatives in services sectors that are currently traded, but
in most cases, the relevant departments are not even aware that the service is being
traded, much less being in a position to monitor it. It is therefore imperative that
current trade is more closely monitored. This also requires the relevant government
departments to build relationships with stakeholders in order to develop an
understanding of factors that act as constraints to trade in specific markets so that this
can be fed into the trade negotiations.

Table 5 provides a summary of the sectors that are currently trading, together with the
government departments that should commence with the monitoring of such trade.
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Table 5: Services Sub-sectors Currently Trading

Sub-sector Department/ institution
Transport DoT
Energy DME
Health DoH
Education DoE/ CHE
Construction DPW/ CIDB
Financial NT
Wholesale & Retail the dti
Tourism DEAT/ the dti/ SA Tourism
Environmental DEAT/ DPW/ CIDB
Mobile telecommunications DoC

Unfortunately, it is not possible to prioritise sectors in which trade is currently
occurring in terms of the volume of trade, because the services trade data collected by
the SARB is too highly aggregated. Tourism is an obvious priority as it accounted for
65% of exports in 2003. Transport accounted for 45% of exports and should
therefore also be more closely monitored by the DoT. Once relationships are forged
with the industries that are trading, it will be possible to monitor trade and rank it in
terms of magnitude. Construction is an obvious priority sector as it is estimated that
50% of professional services revenues are earned abroad. Very little is really known
about financial and business services trade8.

It is critical that the monitoring of trade in these sub-sectors includes an assessment of
the impact of trade on domestic employment and growth. This is important because
exports in modes 3 (commercial presence) and 4 (temporary movement of natural
persons) often diminish output and employment growth in the domestic economy if it
amounts to an outflow of capital and skill. In contrast, importing services through this
mode enhances growth and labour absorption.

The larger issue, however, is the imperative of targeting specific clusters and
promoting their growth and expansion through both demand and supply-side
measures. Figure 5 identifies five clusters that appear to have potential to expand into
international markets. Given the overlap with the ICT platform as a cross-cutting
theme, together with initiatives in the financial services and business processing
industries, it is recommended that the ICT/finance/BPO sub-sectors are clustered
and subjected to a customised plan to promote their expansion.

Other high potential clusters that could be tackled at a later stage include
construction/ environmental/ services allied to capital goods and transport/ logistics.
The tourism sector is already the focus of government efforts and resources in terms
of measures to promote trade and expansion. As the capacity to monitor trade and
engage with stakeholders is developed, other clusters and industries are likely to be
identifies.

8 Note that a study will be issued in the first quarter of 2005, a cooperation between the HSRC and the Presidency, to
validate trends in services trade, insofar as that is possible
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Any policy initiative should take into account that there may be links between services
trade and manufacturing. Historically, services trade had expanded on the back of
manufacturing, especially in transport services. However, increasingly services are
traded independently. Their penetration into new markets could be used to leverage
demand for SA manufactures. Some examples include: engineering services in relation
to capital equipment; wholesale and retail into consumer goods; IT services into
equipment and parts, and so forth. This should be the subject of further sector-based
research.

7.3 Market Access: Trade Negotiations

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 actively
play a role in trade negotiations. This requires the development of capacity in
all relevant departments.

 The establishment of modalities for integrating the views of the various
government departments and broader stakeholders into a coherent negotiating
position within the framework of the Permanent Trade Forum. The large
number of players and complexity of services sectors suggests that the
establishment of effective modalities will require resources, cooperation and
time.

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

The research support for trade negotiations should tackle both the specific countries
and regions with which SA is negotiating market access and the specific sectors of
interest within those markets. In many instances, these would be cross-cutting: for
example, environmental services could be the subject of research in relation to SADC
and China (on the basis of potential to supply these markets), but not for other
regions. In other cases it may be important to have a thorough understanding of the
trade arrangements that a particular country has with other countries or regions.

Critically, negotiators cannot be empowered to concede to requests for access to
domestic services sub-sectors unless they have a comprehensive understanding of
barriers to entry in the form of domestic regulations. It is therefore imperative that
these are documented and analysed as a matter of urgency. The requests made by
other countries should also be subjected to an analysis of their impact on domestic
industries so that trade negotiators know exactly what the trade-offs are.

It is crucial that the Permanent Trade Forum prioritises and sequences its research
requirements. It also requires resources to procure research. The incorporation of the
research findings into SA’s negotiating position also requires skilful management.
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7.4 Framework for Implementation

Government is committed to finalising an Integrated Services Strategy by January
2006. Trade in services is central to such a strategy. In order to formulate an effective
trade in services strategy, it is imperative that the capacity of the government
departments with a mandate in the various services sectors is enhanced alongside the
recommended research activities. In addition, modalities must be established to drive
the coordination of the vast and varied activities required to formulate an integrated
services strategy.

Figure 6 provides an overview of the processes that need to be undertaken to arrive at
an integrated services strategy in January 2006. The crucial activities are capacity
building within government departments, the development of benchmarks and
monitoring and evaluation systems, stakeholder consultation and a communications
strategy. The latter is critical to build support for an integrated services strategy, not
only among stakeholders, but also the wider SA society.

Figure 6: Implementation Framework

Given the size and diversity of the services sector, stakeholder engagement poses a
particular challenge. Appendix H maps the stakeholders in the key services sub-
sectors in order to assist government in identifying the key players with which it
wishes to engage.

It is suggested that given the wide range of activities that need to be undertaken, that
they are coordinated within the framework of four thematic areas: trade, enablers,
infrastructure and cluster strategies. Coordinating each of these areas of work should
become the responsibility of specific government departments.

In order to avoid duplication of research, policy processes and stakeholder
engagement, reporting of the activities associated with this initiative is imperative.
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This trajectory of work also needs to feed in to the broader integrated services
strategy.

Finally, it is critical that research priorities are defined and aligned to specific policy
processes. It is also essential to define the relationship between the researchers and
the policy processes and to manage the dissemination of research findings so that they
support the development of policy and implementation mechanisms.

8 Way forward

The interdepartmental committee established to oversee the initial phase of the
Services Project in 2004, under the leadership of the dti should manage and
coordinate phase 2 of this process. It is imperative that departments that did not
actively participate in the committee (including DoT, DPE, DoC and DHA) are
drawn in before phase 2 commences. As the work of the committee extends beyond a
purely trade focus, to issues of competitiveness, consideration should be given to
changing its name to more accurately reflect this.

The committee needs to consider the recommendations made in this report and to
determine where the priorities lie. This will provide the framework and agenda for the
research and policy processed that need to unfold over the next 10 months in order to
table an integrated services strategy to the January 2006 Cabinet lekgotla.

Critically, if the research is to be useful to the various government departments it
must be firmly embedded in their processes and priorities. Moreover, it must be
packaged and disseminated in a way that makes it easy to integrate in the day-to-day
activities of government departments.
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