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1 Introduction  

Domestic regulation is central to trade in services, the competitiveness of services 
sub-sectors, and to achieving social aims. The background documents on the global 
context, multilateral liberalisation and the welfare impacts of liberalising services 
(Appendices B, D and E respectively) highlight the role of domestic regulation as a 
barrier to trade and as a policy instrument for addressing market failure in the form of 
monopoly, asymmetric information and externalities. Regulation also plays a pivotal 
role in ensuring that the poor are able to access essential services.  

An exhaustive analysis of regulation across all services sub-sectors is an essential 
underpinning of initiatives to promote the competitiveness and expansion of this 
sector. In the realm of services trade it is domestic regulation (rather than tariffs) that 
constitute barriers to trade. In addition, regulation is the key lever to enhance the 
competitiveness of backbone infrastructure and promote access to essential services 
for the poor.  

This paper offers an overview of available knowledge on domestic regulation in South 
Africa. Drawing together this information from across all sectors, enables 
policymakers to come to cross-cutting insights. Too often, regulation is determined 
and managed on a sector-by-sector basis, rather than with an eye to cross-sector 
implications and learning. This paper therefore identifies cross-cutting and sector gaps 
in both research and policy in order to guide the work of the interdepartmental task 
teams on Leveraging Services for Growth, Employment and Equity.  

The literature on regulation in services sub-sectors emanates from three main sources: 
Trade and Industry Policies and Strategies (TIPS), the Department of Public 
Enterprises and National Treasury. Within the framework of the sub-sector 
delineation utilised in this project, table 1 illustrates the sub-sectors covered by this 
literature.  

Table 1: Services Sub-sectors Subject to Regulatory Analysis  

 
Backbone 
Infrastructure  

Mainly Public 
Provision  

Mainly Private Provision  

Analysis of 
Regulation  

 Energy  

 Telecommu- 
nications 

 Transport  

 Water  

 Health  

 Education  

 Finance  

 Wholesale & retail 
(i.e. distribution 
services)  

 
GAPS –  
no analysis  

 

 Gas  

 

 Social 
services 

 

 Tourism  

 Business Services  

 Construction & 
engineering  

 Environmental  

 Personal services  
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Section 2 outlines the economic rationale for regulation in services industries. Section 
3 reviews the key findings for each sector. Section 4 identifies the key gaps and 
proposes a research agenda for phase 2 of this project.  

2 The pivotal role of  regulation in the services 
sector  

Economic regulation plays a pivotal role in a number of services sub-sectors. This is 
because all the backbone infrastructure sectors (i.e. telecommunications, transport and 
energy) are natural monopolies. It is therefore necessary to regulate them in order to 
mitigate the negative impact of monopoly pricing. Moreover, in both backbone 
infrastructure and health and education services government has a strong interest in 
promoting universal access in order to promote equity.  

 

Figure 1: Overview of Regulation in SA, Rationale & Sectors  

 

Government intervention and regulation is generally justified on the grounds of 
“market failure”, “information asymmetries” and/or equity considerations. Equity is a 
rationale for intervention in all sectors reviewed in this paper. Market failure 
underpins regulation in backbone infrastructure sectors, while asymmetrical 
information between consumers and suppliers of services constitutes the rationale for 
regulatory interventions in the health, education and financial services sectors. These 
are explained below.  
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Market failure arises when competition is either not feasible or does not produce 
results that are compatible with the public interest. Economic regulation is then 
implemented by government to influence both consumers and suppliers by 
encouraging or restraining certain forms of behaviour. For Storer and Teljeur (2003) 
economic regulation becomes imperative when market failures prevent effective 
competition. The objective is to mimic competitive conditions to steer prices towards 
efficient levels. For example, the grid network that is integral to backbone 
infrastructure industries in itself constitutes a market failure as it cannot be duplicated 
in an economically viable manner.  

Economic regulation aimed at counteracting market failure usually takes two forms:  

 Regulation of structure and conduct. Competition is promoted through the 
creation of rules that govern market entry and the structure of entities 
competing in the market. Such regulation may also dictate price and quality 
outcomes in monopoly markets, and possibly govern some key inputs.  

 Introduction of competition. This is usually achieved by:  

o reducing the strong market position of an incumbent operator and 
facilitating market entry for new operators, or  

o isolating a monopoly network via vertical unbundling and promotion of 
upstream and downstream competition (through horizontal unbundling 
or new entry), or  

o where this does not encourage wastefulness, the construction of new 
networks could be promoted, and their interconnection with existing 
networks encouraged.  

In SA, measures to reform backbone infrastructure industries in the post-1994 period 
have combined both forms of economic regulation. Endeavours to introduce 
competition have, however, largely been unsuccessful and initiatives to introduce 
significant private sector participation in these industries have recently been shelved. 
Where the state is the majority shareholder of such industries (as in the case of Eskom 
and Transnet), efficiency can also be encouraged through shareholder compacts that 
set specific targets for such state-owned enterprises.  

Information asymmetries are another form of market failure that provides a 
rationale for intervention in the form of regulation. They arise when some parties to 
economic transactions have more information than others. It is typically consumers of 
services that have less information than providers of services and it would be costly –
and often impossible – for the latter to obtain and interpret the information necessary 
to make informed decisions. A typical example is health services, where consumers 
are not in a position to know whether a health professional is appropriately qualified 
to cure their specific illness. Insurance is another example, as individuals are unable to 
ascertain whether an individual firm meets the required standards of prudence. In 
such cases, regulation is used to mitigate the consumer’s lack of information. For 
example, medical professionals require appropriate certification and insurance 
companies are required to meet pre-specified prudential standards before they can 
offer their services to the public.  
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The need to achieve equity in the provision of services finds expression in regulations 
that enhance the ability of poor people to access such services through the reduction 
of prices. This is often accomplished through direct subsidisation by the state, or 
through cross-subsidisation from wealthier to poorer segments of the market. From a 
regulatory perspective, the key issue is the efficacy of such regulations in enhancing 
access to the service. A related issue is the extent to which such regulation 
compromises other objectives, such as efficiency.  

3 An overview of  regulation in South Africa  

There available literature on regulation in SA emanates from three main sources:  

 National Treasury, which commissioned a study on administered prices in 2003 
that included analyses of the impact of regulation on price-setting in the 
telecommunications, transport, energy, water, health and education sub-sectors. 
The study did not attempt to assess the efficiency of the absolute price levels. 
Rather, the objective was to assess whether the current regulatory processes are 
likely to result in efficient pricing.  

 Department of Public Enterprises, which through funding provided by DFID, 
in 2002 commissioned a study on regulation in the telecommunications, 
transport and energy sectors. There is substantial overlap between the findings 
of sub-sector analyses undertaken in this study and the administered prices 
study commissioned by National Treasury, including that the same sector 
experts undertook both studies.  

 Trade and Industry Policies and Strategies (TIPS), which commissioned a 
number of industry-level studies aimed at identifying regulations constraining 
and promoting efficiency and trade. Only the findings of the studies on 
financial services and distribution services are reviewed in this paper as the 
studies on health services, energy and telecommunications have largely been 
superseded by the research commissioned by the DPE and National Treasury.  

While the impact of regulation on the efficiency of backbone infrastructure has been 
exhaustively researched, there is a glaring gap in the understanding of regulations that 
pose an obstacle to trading in specific services sub-sectors. In addition, a more 
detailed understanding of the pricing of education and health services is required, 
particularly in relation to the quality of these services and related outcomes. This issue 
is examined in some detail in the research trajectory on Equity and Access to Essential 
Services, which forms part of the broader Leveraging Services project.  

The work on administered prices – which constitutes the core of research and policy 
initiatives in the area of regulation - is critical to the development of a services sector 
strategy because the sectors under consideration share two common features (Storer 
& Teljeur, 2003):  

 They are all activities which have a key bearing on the achievement of key 
government policy objectives in terms of South Africa’s economic and social 
development;  
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 They are all activities where, for one reason or another, market failure is likely 
to lead to price and service outcomes that will not fully support the promotion 
of these key policy objectives unless there is government intervention.  

The objective of the study was both to ascertain the extent to which administered 
prices contribute to inflation and to assess whether government is effectively using 
regulation as a lever to meet the central objective of the microeconomic reform 
strategy: lowering the cost of doing business. A related area is the extent to which 
regulation facilitates access by the poor to these services.  

The key findings for each of the sub-sectors are summarised below. The sub-sectors 
are grouped in terms of the delineation of services sub-sectors utilised for analytical 
purposes in the broader Leveraging Services project: backbone infrastructure 
(telecommunications, transport, energy and water), mainly publicly provided (health 
and education) and mainly privately provided (financial and distribution services).  

There is a wide divergence in approach to regulatory frameworks “as illustrated by the 
different policy choices regarding market structure, price determining methodology, 
social objectives and regulatory design” (Storer & Teljeur, 2003:36). Nevertheless a 
common feature across sub-sectors is that price determination is cost-driven, with a 
paucity of efficiency or outcomes monitoring.  

3.1 Backbone Infrastructure  

Backbone infrastructure services are intermediate inputs (or in WTO parlance, 
‘producer services’) into the vast majority of economic activities and therefore have a 
significant impact on economy-wide competitiveness. Telecommunications and 
transport services also facilitate trade. Their efficiency is therefore a central 
determinant of SA’s capacity to trade.  

In contrast to services whose provision lies in the private domain, government plays a 
very influential role in these sub-sectors, both as owner of the entities that provide 
these services and as regulator. From the perspective of regulation, the central issue is 
that “the particular characteristics that result in market failure – strong economies of 
scale and consequent natural monopoly tendencies in key components of their overall 
activity chains – mean that ‘second best’ pricing structures will often be necessary” 
(Storer & Teljeur, 2003: 36). In other words, regulation is essential to address market 
failure in a context where a competitive market structure is not viable.  

For Storer and Teljeur (2003) economic regulation should lead to efficient prices, 
both in terms of the overall level at which prices are set and the relative structure of 
prices for different services or volumes of usage. The critical determinant is the 
manner in which regulation is implemented.  

3.1.1 Telecommunications  

While South Africa’s telecommunications sector has undergone substantial reform in 
the post-1994 period, its inefficiencies pose a considerable constraint to economy-
wide competitiveness. This is because the fixed line operator remains a monopoly, 
while the cellular telephony industry is widely believed to be oligopolistic. This results 
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in telecommunications prices that are significantly higher than comparable middle-
income developing economies. Major regulatory reform, to be implemented in 
February 2005, is likely to bring about changes in the industry.  

The industry is characterised by “relatively high retail prices, super profits, job losses, 
licensing delays and deadlocks and minimal new foreign investment” (Gillwald, 
2004:2). Local call prices have nearly doubled since the privatisation of Telkom, 
despite significant efficiency gains. The extent to which these inefficiencies act as a 
brake on economic development is evidenced by the fact that between 1998 and 2003, 
South Africa has dropped more than any other country bar one in the International 
Telecommunication Unions Digital Access Index.  

Moreover, the tapering off of internet penetration in South Africa coincides with the 
dramatic increase in tariffs in 2000. The fairly short time spent online relative to 
countries with similar penetrations is attributed to the relatively high Internet access 
charges (Nielsen Ratings, 2001). Of the total basket of costs that a consumer pays for 
Internet access, around 78% of the costs go directly to Telkom in the form of dial-up 
access call charges. This figure increases to 84% when line rental is included (Gillwald 
& Esselaar, 2004). For Gillwald (2004) the effective doubling of the local-call price by 
Telkom since privatisation has had a huge impact on the cost of Internet services. The 
evidence suggests that as long as dial-up costs remain this high, internet penetration 
will be stunted.  

For Teljeur et al. (2003b) the central regulatory challenge is that the market is 
structured around a vertically integrated national company from whom firms with 
which the integrated company competes downstream are statutorily required to 
acquire their facilities. In addition, other networks have to interconnect for their 
customers to access the historically larger number of subscribers on the incumbent’s 
network. Monopoly pricing therefore contaminates the entire ICT sector, from 
mobile telephony to value-added network services.  

This structure creates anti-competitive incentives for the incumbent to either deny or 
delay rival firms access to its network and to adopt pricing strategies that exploit its 
monopoly power in the market to the disadvantage of its wholesale and retail 
customers. Indeed, Telkom’s profitability and market dominance are widely viewed as 
the cause of high tariffs1. Gillwald (2004) argues that it has been the cause of the 
plethora of anti-competitive complaints against Telkom that have clogged the 
regulator, ICASA, the Competition Commission and the courts.  

The Independent Communications Authority of South Africa (ICASA) regulates the 
telecommunications sector. It derives its legislative mandate from four separate 
statutes: the ICASA Act of 2000, The Independent Broadcasting Act of 1993, The 
Broadcasting Act of 1999 and The Telecommunications Act No. 103 of 1996 (as 
amended). The 1996 Telecommunications Act substantially overhauled the previous 

                                                      

1 Investor’s Cheers Silence Consumers and Competitors. Financial Mail, 11 June 2004. It is 
reported that whilst phone tariffs should have fallen by 10 per cent in 2003 and 15 per cent in 2004, 
Telkom’s tariff increase has been on average 27 per cent per annum, and the cost of a local call in 
2002 was five times the cost in 1996 
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regulatory regime, which located traditional regulatory powers with Telkom and the 
Minister.  

The core functions of the regulator include:  

 Making regulations and policies that govern broadcasting and 
telecommunications;  

 Issuing licences to providers of telecommunication services and broadcasters;  

 Monitoring the environment and enforcing compliance with rules, regulations 
and policies;  

 Hearing and deciding on disputes and complaints brought by industry or 
members of the public against licensees;  

 Planning, controlling and managing the frequency spectrum; and  

 Protecting consumers from unfair business practices, poor quality services and 
harmful or inferior products.  

Teljeur et al. (2003b) observe that ICASA’s independence is compromised because of 
the provisions of the Act which couple the Minister and ICASA in the performance 
of two primary regulatory functions: awarding major licences and making regulations. 
It is argued that the main challenge facing ICASA is the attraction and retention of 
sufficiently skilled decision-makers and staff. Furthermore, both access to improved 
financial resources and independence is seen to be important to improve ICASA’s 
effectiveness in carrying out its functions.  

Even if it was better resourced and guaranteed independence, the core regulatory 
issue is that the incumbent operator will generally benefit from information 
asymmetries that disadvantage the regulator because of its better knowledge of its 
own costs. This places a heavy burden on the regulator. Indeed, Teljeur et al (2003) 
argue that countries with far more experience in regulation and with far greater skills 
and financial resources available than South Africa find it extremely onerous to 
implement access regulation successfully.  

For Gillwald (2004), the regulatory framework did not recognise the limitations that 
South Africa faced as a developing country with no experience of autonomous public 
interest regulation. The structural flaws in the policy were compounded by the paucity 
of specialised skills, not only in ICASA, but also in the public sector, from the 
Department of Communications to the decision-making parliamentary committee, 
not just within the regulator.  

In a context where the market structure entrenches monopoly pricing and the 
regulator is weak, how has cellular telephony affected pricing and access? It has clearly 
enhanced access, as evidenced by the fact that in 2004 there were 19 million cell 
phone subscribers, compared to 4.8 million fixed line subscribers. However, Storer & 
Teljeur (2003:12) argue that “[W]hile real unit rates have decreased in SA, this has 
been significantly less than has been the case in some other markets internationally”. 
While the initial rate regime for mobile operators was stipulated in their licences, the 
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technical details of the tariff basket make it is extremely easy for them to evade this 
control. Moreover, ICASA has never reviewed the tariffs of the mobile cellular sector. 
Critically, it is widely believed that there is collusion rather than competition in this 
market segement.  

Plainly, there is consensus among telecommunications sector experts that South 
Africa’s telecommunications sector is inefficient and that regulation has therefore 
failed. The key issue is: what is to be done?  

Recent Reforms  

The Minister of Communications announced the following reforms to the 
telecommunications sector, to be introduced in February 2005:  

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

 The current 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;  

 Private operators will be permitted to sell, cede or sublet spare capacity & 
facilities.  

While these reforms remove legal obstacles to the sector’s competitiveness, it is not 
clear whether this, in itself, will induce the required efficiency improvements, 
particularly as it is questionable whether the network can be viably duplicated. The 
timeframe over which prices will be reduced as the market becomes more contestable 
is also uncertain. This may inhibit investment in a number of sectors in which 
telecommunications is an important intermediate input, such as business process 
outsourcing.  

Gillwald (2004) argues that these reforms are likely to provide the impetus for 
considerable growth in the telecommunications industry. In particular, they are likely 
to impact positively on Internet Service Providers, who should be able to reduce their 
facilities costs which they have hitherto been forced to acquire from Telkom and 
which make up around 78% of ISP total costs.  

Critically, however, “the duplication of certain aspects of the network appears simply 
not financially viable and a fair access regime to these needs to be ensured” (Gillwald, 
2004:18). Given that the regulatory changes do not alter Telkom’s monopoly position 
with respect to its ownership of fixed line infrastructure, it is essential that 
policymakers apply their minds to restructuring the market in a way that is conducive 
to fair competition and affordable delivery.  

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 
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licence granted by the Minister of Communications was still not operational following 
ownership and control disputes and the failure to attract an appropriate equity 
partner2. In combination with the regulatory reforms that became effective in 
February 2005, it is believed that the SNO is likely to enhance the sector’s efficiency 
and reduce costs. However, Telkom’s dominance in the market will require special 
regulatory attention to ensure the benefits of competition are realised.  

Finally, the issue of access and equity looms large in this sub-sector. It is common 
cause that measures to roll out backbone and services to underserviced areas has not 
been successful, as evidenced by the fact that fixed line teledensity has declined since 
1996 and that by the end of Telkom’s five year exclusivity period two million 
subscribers had been disconnected largely due to high price of services (Teljeur et al, 
2003; Gillwald, 2004).  

The central strategy for achieving universal service was the partial privatisation of the 
fixed line incumbent in order to capitalise the extension and modernisation of the 
network As this on its own would not ensure access for the poor to 
telecommunications services, the Universal Service Fund was established from a levy 
on operators’ turnover to subsides the extension of networks in uneconomic areas 
and usage by ‘needy people’. This Fund was to be administered by the Universal 
Service Agency.  

For Teljeur et al (2003), while the purpose was to establish a dedicated agency that 
would focus on achieving universality in telecommunications, the effect was to 
remove the universal access mandate from the core of the regulator, although it 
continued to have some enforcement functions in that regard. The declining network 
is a result of the failure in the licence to require not only that Telkom rollout a specific 
number of lines, but that these be taken up and retained by subscribers.  

The critical issue is what measures are in place to ensure that backbone and services 
are rolled out to under serviced areas in future? The expansion of mobile telephony 
(19 million mobile, compared to 4.8 million fixed line subscribers in 2004) has 
compensated for the Telkom’s failure to roll out fixed line services to the poor. 
However, mobile telephony excludes access to the Internet, a key marker of 
development and bridging the ‘digital divide’. Indeed, for Gillwald (2004: 19), unless 
this is addressed “another potentially more significant divide between those with 
access to the enhanced services necessary to participate effective in the economy and 
society, such as Internet, and those who do not, will emerge”. The current policy 
framework to promote access to fixed lines includes the USAL/SMME strategy to 
incentivise market entry into underserviced areas.  

The reform of the telecommunications sector is central to SA’s growth and 
development prospects. Slow movement to reducing costs, improving quality and 

                                                      

2 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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ensuring universal access is an important explanation for limited structural 
transformation in the SA economy.  

3.1.2 Transport  

This sub-sector includes several modes of transport: rail, road, aviation and maritime 
transport. The high cost and poor quality of the rail and ports sub-sectors, both of 
which are state-owned monopolies, poses a substantial impediment to economy-wide 
competitiveness and to the expansion of merchandise trade. 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).  

Regulatory frameworks in the transport sector differ markedly from those prevalent in 
other network industries such as telecommunications and electricity. Indeed Teljeur et 
al (2003) note that there is a strong emphasis on safety and standard regulation and a 
remarkable lack of economic regulation, such as price or revenue regulation and other 
controls commonly used in economic regulation.  

The sector is further characterised by state-ownership, in the form of the parastatal 
Transnet, which acts as a holding company and comprises nine divisions and several 
business units that span the gamut of transport services, as well as related businesses, 
as illustrated in table 2. In the aviation sector, Airports Company of South Africa 
(ACSA) is a state-owned monopoly provider of aviation infrastructure services.  

A key feature of Transnet’s restructuring, unveiled by the Minister of Public 
Enterprises in 2004, is that it is to retain only SAPO, NPA, Spoornet and Petronet. 
SAA is to become a stand-alone entity and the remaining business units are to be 
hived off, presumably to the private sector. This will ensure that Transnet focuses on 
the core transport infrastructure that falls within the domain of the state: rail, ports 
and petrol pipelines.  

South Africa’s transport sector is characterised by limited private sector participation 
(outside of road transport (passenger and freight) and bulk and break-bulk in the 
ports sector) and the absence of independent regulators. The most advanced form of 
economic regulation is found in the aviation sector where a dedicated, albeit part-time, 
regulatory body exists. A transitional regulatory entity is also envisaged in the ports 
sub-sector. However, after five years of drafting and consultation, the National Port 
Authority (NPA) Bill has not yet been ratified by parliament.  

Table 2: Transnet’s Divisions and Business Units  

Transnet Unit  Core Business  

Spoornet  Rail transportation of freight, containers and mainline 
passengers  

Metrorail  Provision of commuter rail transport services  
National Ports Authority  Port infrastructure and marine-related services 

provision, management of port activities in a landlord 
capacity and regulation of port systems  

SA Port Operations  Port terminal and cargo operations in commercially 
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viable business units  
Petronet  Transportation of petroleum products and gas through 

a long-distance pipeline network  
Freight dynamics  Road freight business, with a national network of 

operations, focusing on containerised goods, general 
and refrigerated cargo  

Transtel  Telecommunications unit of Transnet, operating the 
largest private telecommunications network in Africa  

Transwerk  Engineering unit that is the leading manufacturer and 
refurbisher of railway rolling stock  

Propnet  Real estate unit, managing Transnet’s property 
portfolio and commercial property development  

Source: Teljeur et al. (2003 78)  

Notes:  1. The National Ports Authority and SA Port Operations previously existed as Portnet.  

2. It is envisaged that a gas regulator, which will probably be incorporated into the 
National Electricity Regulator (NER), shall economically regulate pipelines.  

For Teljeur et al. (2003b), the reform process in the post-1994 period was 
characterised by the establishment of numerous commercial transport agencies such 
as the South African Rail and Commuter Corporation (SARCC), Airports Company 
of South Africa (ACSA), Air Transport and Navigation Services (ATNS), and the 
National Roads Agency (NRA). However, this commercialisation drive was not 
accompanied by the establishment of independent regulators or formalised reporting 
procedures to ensure policy implementation by these agencies.  

The Department of Transport (DOT) has a limited mandate in economic regulation. 
Although it is responsible for policy it has limited direct control over policy 
implementation. The Department of Public Enterprises (DPE) monitors Transnet in 
its capacity as shareholder.  

Policy approaches are fragmented with mode-specific strategies and a proliferation of 
single-modal implementation agencies, each with their own unique mandate and 
institutional relationship to a government department. There is consequently no 
overarching structure to coordinate the various agencies involved in transport 
infrastructure, leading to lack of alignment in terms of provincial spending on 
transport infrastructure;  

For Teljeur et al. (2003b) the regulatory framework for each transport mode includes 
a complex web of overlapping and at times conflicting institutional roles without 
independent regulators or formalised monitoring. Presumably retaining government 
ownership was expected to suffice to ensure desirable conduct by these agencies. 
However, it is the government monopolies that lie at the heart of the inefficiencies 
that compromise SA’s economic growth. This is highlighted in the brief overview of 
regulatory issues in the different transport sub-sectors.  

 

 



employment growth & development initiative 

                                           HSRC 

16 

Aviation  

This is the only sector that is subject to formal economic regulation. The regulation of 
infrastructure services pricing is the responsibility of the Regulating Committee (RC). 
As ACSA and ATNS both have exclusive control over the national aviation 
infrastructure, their charges are regulated to prevent abuse of dominance.  

However, Teljeur et al (2003) find that regulation in this sector is highly idiosyncratic 
as evidenced by the following:  

 The Minister of Transport is responsible for appointing the RC and approving 
its decisions, whilst at the same time acting as the majority shareholder for the 
very entities that the RC regulates;  

 The RC is not formally independent, as its decisions require ministerial 
approval; and  

 The co-jurisdiction with the competition authorities requires at least an 
unambiguous and enforceable cooperation agreement between the two 
authorities, which does not exist.  

A further cause for concern is that the RC’s mandate provides potential for conflict. 
The regulator is not only tasked with balancing commercial revenues (i.e. the 
incumbent’s interests) with the potential for monopoly rents (i.e. the 
users/consumers’ interests); it is also responsible for the financial viability of the 
regulated entity.  

Although it appears to fall outside of the realm of regulation, a central issue in the 
aviation sector is that while passengers are adequately serviced by ACSA, there is 
inadequate capacity to handle cargo at SA’s airports. This constrains exports of a 
range of time-sensitive goods. In a context where the DoT is the majority shareholder 
of ACSA, it is rather difficult to understand why this situation persists. Given the 
substantial profits declared by ACSA by virtue of its monopoly over airport 
infrastructure, it is imperative that this issue is more forcefully addressed, possibly by 
the intergovernmental task team on services.  

Ports  

The structure of SA’s ports sector is such that ports infrastructure is a state-owned 
monopoly in the form of the National Port Authority (NPA). In terms of operations, 
approximately 50% of bulk and break-bulk cargoes are handled by the private sector, 
with South African Port Operations (SAPO) handling the balance. The key issue in 
operations is that SAPO handles all container cargoes and is therefore in a monopoly 
position. Despite market failure in both port infrastructure and container handling 
there is no economic regulation in this sector.  

The only form of regulation that may be said to exist is the monitoring of the 
performance of these entities by its shareholder, the Department of Public 
Enterprises (DPE). The  
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DPE approves Transnet’s business plans and monitors its performance, through a 
shareholders compact. This does not, however, involve formal approval of tariffs for 
the individual business units of Transnet. In the case of ports, port tariffs are 
determined by the Transnet board, which evaluates the tariffs in context of the overall 
profitability of Transnet. Although the ports are highly profitable, port infrastructure 
suffers from investment backlogs, and port delays are a well-known problem. The 
port profits are used to make up losses in other units, most notably rail services, 
resulting in extensive inter-modal cross subsidisation.  

It is common cause that from a regulatory perspective, the current institutional 
arrangements in the port sector are unsatisfactory. In addition to market failures 
arising from the monopolistic structure of infrastructure and container handling, as 
Transnet controls both the infrastructure (NPA) and operations (SAPO), it is 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.  

Rail  

As with ports, 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.  
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Clearly, both the reform of Transnet and the introduction of economic regulation in 
the rail and ports sectors are imperative if the impediment that these sectors pose to 
SA’s competitiveness is to be addressed. A central issue raised by Teljeur et al. (2003b) 
is whether - in the context of an alarming proliferation of regulatory bodies budgetary 
constraints and lack of human capital - the option of a cross-modal transport 
regulator deserves further investigation.  

3.1.3 Electricity  

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. It is, however, the consequence of Eskom over 
investing in infrastructure in the 1980s 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, unlikely to be dramatic because new capacity will be introduced gradually 
and those higher marginal costs diluted by the existing amortised asset base.  

A further challenge is the regulation of this sector in a context where it is undergoing 
significant reform. According to Teljeur and Storer (2003), the South African 
Electricity Supply Industry (ESI) is still organised along the lines of the traditional 
public monopoly model. Eskom produces 96 per cent of power generated in South 
Africa, while large municipalities generate 1.3 per cent, and a small number of private 
power producers generate 3.1 per cent.  

Eskom also plays a dominant role in the transmission and distribution of electricity. It 
owns and operates the national high voltage transmission grid, which conveys 
electricity from Eskom power stations (many of which are concentrated in the 
Mpumalanga Highveld) to the main load centres across the country. Eskom also 
accounts for 55 per cent of the distribution and retail market, while Municipalities 
supply the remaining 45 per cent of energy.  

The National Electricity Regulator (NER) was established in 1995 and is tasked with 
economic regulation in this sector. It licences and regulates all significant generation, 
transmission, distribution and retail activities. The competition commission has 
concurrent jurisdiction over these activities. The two parties have entered into a 
memorandum of understanding to delineate their roles and responsibilities.  

The NER’s role has hitherto been uncontroversial because Eskom’s average price 
levels were declining in real terms since its regulatory mandate came into effect in 
1995. Consequently, the review of Eskom’s annual price adjustment application has 
been a formality. The regulation of municipal prices by the NER has been confined to 
rationalising tariff structures and reducing the disparities in price levels across local 
authorities. This limited role is the consequence of the large number of local 
authorities (400 in 1995, recently reduced to 177) and the limited resources of the 
NER.  

The key issue for the NER is that as the reform of the electricity sector unfolds and 
Eskom’s prices start increasing to finance new generation capacity, it will have to 
enhance its capacity to investigate the basis for such price increases and make a ruling 
on their appropriateness. The lack of capacity to do this is evidenced by the fact that 
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the NER has hitherto “not conducted an independent review of Eskom’s cost items 
or of the asset valuation used to determine these indicators (Storer & Teljeur, 2003:6).  

A related issue is the role of the Minister of Public Enterprises in price regulation. It is 
argued that statements by the Minister to the effect that Eskom would not be 
permitted to increase price levels above inflation in 2004, “creates significant political 
uncertainty about the government’s respect for the role of independent regulatory 
processes” (Storer & Teljeur, 2003: 7).  

The central challenge for pricing is, however, the fact that the policy context within 
which the NER operates has been undergoing constant change since it was 
established. At least three policy initiatives have a direct bearing on the NER’s role 
and operation: the rationalisation of the distribution industry, the changing framework 
within which the entry of the private sector into the supply industry is to occur and 
the recent decision not to unbundle supply and transmission.  

As regards the distribution industry, in 2001 government decided to separate 
electricity distribution from Eskom and municipalities and to merge this function into 
six regional electricity distributors (REDs) wholly owned by municipalities. 
Restructuring of the electricity distribution industry (EDI) directly affects the finances 
of larger local authorities that typically make significant surpluses (either by means of 
profit or cost sharing) from electricity distribution. The process of establishing the 6 
REDS is, however, 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.  

As regards electricity generation, 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, poses challenges for the NER as it reduces the extent to which 
market structure will introduce competitive pressures.  

The initial objective of unbundling generation, transmission and distribution and 
allowing private ownership of all new generation capacity has also been shelved. 
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.  

In summary, over the past decade and a half the energy sector has been an important 
source of competitiveness for the South African economy due to low electricity 
prices. Restructuring of the industry, however, poses formidable challenges for the 
regulation of this sector. This needs to be closely monitored to ensure that electricity 
prices do not compromise future competitiveness.  
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3.1.4 Water  

There are a plethora of players in the provision of water and sanitation services in SA, 
as illustrated in table 3. This sub-sector is characterised by the absence of formal 
regulation of water tariffs throughout the water cost chain. In addition, no formal 
economic regulatory function exists in any part of the water sub-sector. In many 
cases, the same institution both sets and regulates the tariff level.  

Table 3: Institutions Responsible for the Provision of Water in SA  

Institution  Role  

Department of Water 
Affairs and Forestry 
(DWAF)  

Custodian of water resources and overall policy maker 
and regulator (there is no  
independent regulator)  

 Oversees the activities of all water sector 
institutions  

 Responsible for national/international resource 
planning and allocation  

 Licenses water use and discharges and collects 
abstraction and discharge fees  

 Managers water resources infrastructure (for 
example, dams) and also some water services 
infrastructure  

Catchment Management 
Agencies (CMAs)  

Water resource planning and management at the 
catchment level (where CMAs are  
not established, DWAF fulfils these functions)  

Water Services Authorities 
(WSAs)  

 Provision of water services within there 
appointed areas. Includes metropolitan 
municipalities, many district municipalities and 
authorised local municipalities.  
May contract out service provision to external 
water services providers  

Water Services Providers 
(WSPs)  

 Operational water provision and/or sanitation 
services (as a bulk or retail service)  

Water Boards (WBs)  Regional or bulk water services providers (sell water to, 
or accept wastewater from,other water services 
providers). As WSPs, the Boards are accountable to 
WSAs; as organs of state, the Boards are owned, 
controlled and regulated by DWAF and National 
Treasury (NT) under the terms of the Water Services 
Act, 1998 and the Public Finance Management Act, 
1999.  

Source: Storer & Teljeur (2003:21-22)  

The final charges paid by water service end-users incorporate a number of different 
elements that are themselves regulated in different ways and by different entities. 
Critically, Storer & Teljeur (2003) argue that as a consequence, it is extremely unlikely 
that the end charges bear any systematic relationship either to costs or to the 
achievement of wider social objectives that are of key importance in setting water 
charges.  
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Indeed, the evidence suggests that water charges vary widely across SA and are not 
reflective of underlying costs. The low prices that are the result of political pressures 
to limit retail water tariffs are inefficient as they lead to insufficient investment and 
inadequate maintenance. This raises serious concerns about the sustainability of the 
water sub-sector. Storer and Teljeur (2003) therefore recommend that given that 
regulatory incentives for efficient prices are weak at all levels of the activity chain, 
consideration should be given to the establishment of an independent regulator,  

3.2 Mainly Publicly Provided Services  

The determination of prices for health and education services was included in the 
study on administered prices because they “typically suffer from market failures [and] 
also have a large impact on disposable income and inflation” (Storer & Teljeur, 
2003:3). An equally compelling reason for regulating (or, at the very least, monitoring) 
these prices is that they underpin human resource development, an essential 
dimension of economic development.  

Indeed, a central theme of the Leveraging Services project is that health and education 
services are an essential determinant of human resource development and therefore of 
SA’s growth prospects. SA’s expenditure on health and education services as a 
percentage of GDP is already at a reasonable level relative to other middle-income 
developing countries. However, it is apparent that SA has a greater backlog than other 
countries given its level of development. Squeezing more ‘quantity’ and ‘quality’ from 
expenditure is therefore absolutely essential to support a level of human development 
that accords with Government’s targets of halving unemployment and poverty as well 
as promoting far higher growth rates. To accomplish this, the starting point is to put 
in place capacity to monitor the pricing and quality of these services against pre-
determined benchmarks.  

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

The findings on pricing in the health and education sectors must be seen against the 
significant transformation the two sectors have undergone in the post-1994 period 
and the formidable challenges that they face in the next decade.  

3.2.1 Health  

The study on pricing in the health sector focussed exclusively on the private 
healthcare sector. The rationale for interventions in health services relate principally to 
asymmetric information between patients (buyers) and health professionals (sellers). 
The fundamental cause of price increases is that health insurance provides an 
incentive for providers and consumers of health services to over consume these 
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services. Storer and Teljeur (2003) therefore argue that the normal rules of 
competition do not work because incentives throughout the market are skewed.  

They find that real cost increases within South Africa’s private health market have 
been both persistent and dramatic over the past twenty years. An acceleration in cost 
occurred during a period of deregulation from 1989 to 1999, largely as the 
consequence of increased membership of open medical schemes. Such schemes have 
fewer incentives to control medical costs and substantially higher non-medical costs.  

The demand-side cost drivers that require regulatory interventions therefore relate to 
a variety of factors within the health insurance industry, including the fact that 
employers are price-takers and there are no incentives for any of the players 
(members, employers and brokers) to reduce costs.  

On the supply-side, the cost drivers relate to the incentives facing doctors. At present, 
it appears to be to their benefit to increase both prices and the volume of services 
provided. Storer & Teljeur (2003) argue that as it is difficult to deal with such 
behaviour among medical professionals through regulation, overall cost containment 
is best achieved through market-related interventions that permit the group 
purchasing of health care services.  

Clearly, regulatory interventions are required to contain the overprovision and 
excessive pricing of privately provided health services. This is imperative not only 
because it is a waste of resources, but also because of the spillover effect on public 
health care provision. This is because overprovision in private markets bids up the 
costs of resources to the public health sector and shifts key resources from the public 
to the private sector. Indeed, Cleary and Thomas (2003) find that the annual real 
growth in expenditure per medical scheme beneficiary was as high as 10 per cent 
between 1996/97 and 1998/99, compared to 1 per cent in the public sector over the 
same period.  

An obvious (and rather glaring) gap in the analysis of this sub-sector is that pricing 
and quality of public health services was omitted. Given that the public health system 
services 80% of SA’s population, it is important that its efficiency is subjected to 
greater scrutiny than is currently the case.  

3.2.2  Education  

Within the framework of the study of administered prices, education proved to be the 
most difficult sector to examine. This is largely because little is known about the costs 
of education in SA outside government’s planned expenditure, which is a poor 
indicator as it evaluates absolute expenditure and not opportunity costs.  

Teljeur and Storer (2003) categorise the private, i.e. household costs of education, as 
being textbooks and stationery, uniforms, infrastructure, transport, and school fees. 
School fees are the largest single contributor to rising education costs for high-income 
households  

While government’s commitment to equity in the public funding of education has led 
to a dramatic redistribution of public funds away from previously advantaged to 
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formerly disadvantaged schools, previously advantaged schools have witnessed a 
substantial increase in tuition fees to make up for the deficit in public funding.  

For formerly disadvantaged schools, the substantial increase in public funding post-
1994 has still not been able to address all the costs of education provision, largely 
because of the enormous apartheid-inherited backlogs, This has meant that even for 
the poorer segments of society, there continues to be substantial private costs relating 
particularly to uniforms, transport and books.  

Teljeur and Storer (2003) find that the increasing cost of uniforms constitutes a 
financial burden, especially for poor households. While research on this issue has not 
been adequate, crude estimates indicate that school uniforms are twice as costly as 
they would be if the market worked well, and if schools did not specify unnecessarily 
elaborate uniforms.  

Furthermore, in some instances, the need for households to fund infrastructure has 
exacerbated the private cost of education. Some evidence from the Department of 
Education’s media survey suggests substantial parental contributions to infrastructure 
provision in the absence of government provision. The priority is to reduce transport 
costs in rural areas as part of the government’s strategy to improve the quality of 
schooling.  

Ultimately, a much more strategic approach is required to the evaluation of the cost of 
education. In particular, much greater emphasis has to be placed on cost-effective 
analyses of education, particularly with respect to measuring the quality of this service 
from the perspective of outcomes.  

3.3 Mainly Privately Provided Services  

Although a plethora of regulations are in place that influence the provision of the 
whole range of services provided by private actors, this section reviews only those that 
have been subjected to research in the recent period. TIPS commissioned research on 
the regulations in place in the financial and distribution services sub-sectors. The key 
findings are reported here in order to provide a comprehensive overview of the 
analyses that has hitherto been undertaken on services industries.  

3.3.1 Financial Services  

The banking sector in South Africa is currently made up of 22 operating commercial 
banks (17 locally controlled), 15 local branches of foreign banks, two mutual banks, 
47 representative offices of foreign banks, but no building societies (Falkena et al., 
2004). As illustrated in table 4, the “Big Five”, which collectively account for 86 per 
cent of all deposits, are ABSA, First National Bank, Investec, Nedbank and Standard 
Bank.  
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Table 4: Overview of the Banking Industry in South Africa as at end 
2003  

Category  Members (with PASA membership)  

Big 4  ABSA, FirstRand, Nedcor, Standard Bank  
Big 5  ABSA, FirstRand, Nedcor, Standard Bank, Investec  
Locally 
Controlled Banks  

Big 4 (whose throughput ratio accounts for 99.7 per cent of the 
payment system, together with:  
African Bank, Mercantile Bank, Capitec Bank Ltd, Gensec Bank, 
Imperial Bank, Investec Bank Ltd, Marriott Merchant Bank, 
MEEG Bank, MLS Bank, Peoples Bank Ltd, Rennies Bank Ltd, 
Sasfin Bank Ltd, Teba Bank Ltd  

Branches of 
Foreign Banks  

ABN Amro Bank, Bank of Baroda, Bank of China, Bank of 
Taiwan, Barclays Bank, China Construction Bank, Citibank NA, 
Commerzbank Aktiengesellschaft, Credit Agricole Indosuez, 
Deutsche Bank AG, HSBC Bank plc, Morgan Chase Bank, 
Societe General, Standard Chartered Bank, Bank of India  

Banks with 
Membership of all 
Payment Clearing 
Houses (PCHs)  

ABSA, FirstRand, Nedcor, Standard Bank (with ABSA and 
Standard Bank having added functionality with Nupay)  

Foreign 
Controlled Banks  

Albaraka Bank, Habib Overseas Bank, HBZ Bank Ltd, 
Mercantile Bank Ltd, South African Bank of Athens  

Source: Falkena et al. (2004)  

Market access to the financial services sector was liberalised just before South Africa’s 
democratisation in 1994 (Hawkins, 2002). This enabled foreign entities in the banking 
and insurance industries to obtain licenses. The securities industry was liberalised in 
1995 when foreign nationals were permitted to register brokerage firms for the first 
time. While foreign firms can establish bank branches, they are not permitted to 
establish insurance branches.  

Alongside the greater openness of the sector, emerged a greater commitment to 
international standards, as evidenced by each of the local regulators becoming 
affiliated to the relevant international industry bodies. In the securities industry, the 
application of international norms resulted in dematerialisation of shares to allow for 
electronic trading; the adoption of the STRATE system to allow for smoother 
settlement of trades and the adoption of the electronic trading system of the London 
Stock Exchange.  

Pressure for higher prudential standards arose primarily from the standards associated 
with the International Monetary Fund’s Financial Sector Assessment Programme 
(FSAP), with its 25 core principles, as well as the Second Basel Accord (Basel II). 
These standards led to changes in the Banks Act and amended regulations relating to 
banks in terms of prudential compliance in 2000 (Hawkins, 2002). The trend towards 
the adoption of international norms has also lead to a higher degree of regulation in 
the areas of market conduct and consumer protection, particularly in the banking and 
insurance industries.  
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The Long and Short Term Insurance Acts of 1998 and the Financial Advisory and 
Intermediary Services Act of 2001 have set down minimum standards for training and 
accreditation and disclosure to clients. These measures are to be welcomed insofar as 
they aim to reduce consumer exploitation.  

The impact of liberalisation is that new entrants have eroded market share in the 
banking, insurance and securities industries. There is, however, still a high degree of 
concentration of assets. This appears to be in keeping with other emerging market 
countries.  

The central issue is how has liberalisation impacted on pricing and efficiency? 
Critically, there is still considerable concentration in the sector, with a handful of 
dominant firms in each industry (Hawkins, 2003) as evidenced by the fact that while 
the domestic banking groups have always purported to be competitive, the market is 
perceived by outsiders to be oligopolistic, with the Big 4 banks in particular having 
similar pricing structures3.  

Despite this oligopolistic market structure, some market segments are fiercely 
contested, resulting in price competition. In particular, the public and corporate 
sectors and high-net value individuals are actively solicited with competing bids from 
foreign and domestic firms.  

The benefits of liberalisation are, however, unevenly distributed across income 
groups. Hawkins (2003) finds that highly contested segments of the market enjoy 
lower interest rates and unsolicited offers of credit, while lower income segments 
remain disadvantaged. There is also a high level of opaqueness as regards the 
conditions offered to high-worth clientele and those offered to lower income 
individuals. This is partly due to the lack of foreign participation in the low-income 
market.  

Consequently, this sector is widely viewed as a developed financial enclave 
surrounded by large areas of financial under-provision (Hawkins, 2002). The 
developed banking sector has largely served the needs of the public sector, the 
sophisticated business sector and well-off (predominantly white) individuals. The 
insurance and securities markets have also largely remained the preserve of the 
wealthy.  

There is widespread agreement that a large sector of the South African population is 
financially excluded from banking services. However, as there is no data in the public 
domain on the degree of service provision to different population groups, either by 
the four dominant banking groups or by the Reserve Bank, the extent of financial 
exclusion remains unknown.  

The term “unbanked” refers to the segment of the population that enjoys little or no 
access to financial services. It is estimated that this applies to approximately 50 per 
cent of South Africans, who do not enjoy access to any form of financial service, be it 

                                                      

3 Competition, At Last? Financial Mail, October 1, 2004 
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in the form of transmission, saving, credit or insurance. The unbanked are further 
categorised as follows:  

 Those who are eligible: typically individuals whose earnings are in the low 
middle-income categories, who are eligible for, but may or may not make use of 
these financial services;  

 Those who are ineligible: largely on account of their lack of personal resources, 
who are unemployed, informally employed or sporadically employed.  

According to Hawkins (2003), individuals with mortgageable property are able to 
leverage access to credit at the lowest cost, while those without security or regular 
formal income pay the most for credit. Furthermore, the outreach of the Big 4 banks 
to previously excluded consumers has not always been successful, with most attempts 
being largely supply driven, which does little to meet the needs of the poor. In 
particular, access to saving services has been neglected: the cost of maintaining a 
savings account is high, with fees accruing for both deposits and withdrawals. Where 
small amounts are saved regularly, these fees can erode not only the modest interest 
earned, but the capital as well.  

The lack of provision by banks to low income consumers arises partially from 
regulatory inflexibility. This imposes significant barriers to entry and high fees, which 
may mean that this segment of the population cannot be serviced on a sustainable 
basis. However, Hawkins (2003) finds that since 1994 both the large and small 
domestic banks have begun to compete in the low-income credit market, together 
with informal micro traders, who have the advantage in lower costs and better local 
knowledge. Some niche banks (for example, African Bank) have been targeting low 
income, formally employed, individuals previously excluded from financial provision.  

To provide for those excluded from formal finance, new affiliates have been 
established to meet the needs of lower income groups. South African banks have also 
developed new methodologies by which to categorise clients. South Africa’s history of 
denying the vast majority of the population ownership rights has meant that financial 
provision based on fixed collateral has automatically led to financial exclusion of this 
majority. It is only since the formal banking sector has shifted its creditworthiness 
criterion to formal employment, that some of the excluded have been re-categorised 
as potential borrowers. The criterion of formal employment allows for repayment by 
means of payroll deductions. Pension funds, rather than fixed property, are used as 
collateral. While the entry of commercial banks into the low-income market provides 
more choice for the formally employed, there is little improvement in the options 
available to those in informal employment.  

Recent developments in the banking sector have seen the introduction of a bank 
account specifically tailored for low income earners – dubbed the “Mzansi” account, 
this initiative involves the Big 4 banks, and aims to bring the low-income bulk of 
South Africa’s population into the mainstream of financial services. While it is too 
early to gauge just how efficient the Mzansi account will be in achieving its intended 
objectives, there are already observations that while from a banker’s point of view, 
this “bare bones” account is cheap compared to mainstream banking services, there is 
a notable disparity in terms of pricing transactions within the various banks, and that 
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furthermore, the minimum amount of R20 required to open such an account may still 
be unaffordable to the vast majority of the unbanked4.  

3.3.2 Distribution Services  

An analysis of South Africa’s distribution services sector found that it is characterised 
by many producers operating in a competitive manner (Achterberg and Hartzenberg, 
2002). This is because the low capital and skill requirements, as well as the large, 
spatially distributed market, make this a SME friendly sector.  

This industry comprises four distinct sub-sectors:  

 Commission agents – who trade on behalf of others by selling products that are 
supplied and usually owned by others to retailers, wholesalers or other 
individuals.  

 Wholesale trade services – these consist of merchandise sales to retailers, 
industrial, commercial, institutional or other professional business users, or to 
other wholesalers.  

 Retailers – they sell goods for personal or household consumption.  

 Franchisers - who sell specific rights and privileges, for instance, the right to 
use a particular retail format or a trademark.  

The distribution services industry is usually characterised by relatively low wages, and 
employs a large number of relatively low skilled workers. While the structure of the 
industries varies with a country’s level of development, generally the bulk of retail 
enterprises consist of a single shop, and are sole proprietorships. A large part of the 
sector is engaged in food retailing both in terms of the number of enterprises and 
retail turnover. Other important sales categories include textiles, clothing and 
footwear, household equipment and motor trade.  

International trends in this sector have been towards higher levels of concentration 
and a reduction in the role of traditional wholesalers. South Africa has followed these 
trends as evidenced by the emergence of a few large dominant firms in many of the 
retail and wholesale sub-sectors. A further change that is in keeping with global trends 
is a reduction in the role of the traditional wholesalers, with a large number of retailers 
and manufacturers in certain sub-sectors seeking to take control of distribution and 
squeezing out the traditional wholesalers. This is a consequence of the manufacturers’ 
wish to control distribution themselves and the large retailers’ practice of upstream 
extension.  

Achterberg and Hartzenberg (2002) argue that regulatory changes are unlikely to alter 
this industry’s market structure as these firms operate in markets where either there 
are significant economies of scale or where the size of the local market restricts the 
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profitability of more entrants. Issues that are pertinent to the distribution of 
pharmaceuticals and food are elaborated upon below.  

Pharmaceuticals  

. A key issue for the health sector is the retailing of pharmaceuticals. Almost all private 
sector sales are conducted through four primary outlets, namely, retail pharmacies, 
dispensing doctors, private hospitals and supermarkets (non pharmacy retail), with 
retail pharmacies accounting for the majority of purchases. Achterberg and 
Hartzenberg (2002) identify the monopoly position of International Healthcare 
Distributors (IHD), the main distribution channel for medicines as an area of concern 
in the supply-chain that determines the pricing of medicines. This is because end-
dispensers (doctors, clinics and pharmacists) are faced with a single distribution 
channel and cannot source these products from elsewhere.  

IHD is jointly owned by a group of multinational pharmaceutical firms. It firm holds 
the manufacturers inventory, but does not own it in the strict sense of wholesaling. As 
a distributor, IHD is not party to pricing issues and has no involvement in the setting 
of prices and trading policies. Thus IHD can be viewed as an extension of the 
manufacturers and, by dealing with the distributor; the retailer is effectively trading 
directly with the manufacturer.  

Food  

In the case of food distribution, South Africa’s retail and wholesale chains are highly 
competitive, as evidenced by high sales volumes and low margins. In contrast to the 
traditional pattern of distribution, the major retail chains directly distribute to the 
consumer, and in most instances have their own distribution networks, which 
eliminate the role usually played by wholesalers.  

According to Achterberg and Hartzenberg (2002) concentration in wholesale and 
retail has increased due to a spate of consolidations between retail and wholesale 
chains. A further trend is the emergence of retail franchises that require the 
franchisees to purchase their products directly through their franchisers. This is likely 
to further extend the buying power and role of retail chains.  

From the perspective of regulation, food distribution appears to require little 
intervention despite increasing concentration in the industry. In addition to high 
volumes and low profit margins, price increases are contained because retailers have 
significant leverage over manufacturers in relation to price increases. They require 
manufacturers to substantiate proposed price increases with reference to a variety of 
costs and are usually able to pit one manufacturer against another, for instance by 
threatening to de-list products or refusing to list new ones.  

In summary, the review of research in the realm of the regulation of privately 
provided services reveals that the literature in this area is important to understand 
issues of both equity and efficiency in the industries under consideration. It is 
therefore important that analytical work is extended to the sub-sectors that have 
hitherto been neglected.  
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4 Gap analysis  

The review of research on regulation in services sub-sectors in SA has revealed that 
there are significant gaps, both in terms of additional research required in the 
industries subjected to analysis and those that have hitherto not come within the 
ambit of such research. There are also substantial gaps in the policy arena, in relation 
to both sectors that are currently the subject of interventions and those that are not.  

As illustrated in figure 2, the discussion of gaps in the research is therefore grouped 
into three areas: sub-sectors where additional research and policy interventions are 
required to enhance existing government initiatives, sub-sectors that have hitherto 
been neglected and the identification of regulatory issues that impact on trade 
negotiations.  

 

 

 

Figure 2: Further Work on Regulation  
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4.1 Gaps in Current Policies 

The study on administered prices concludes that “administered price setting in SA 
cannot, by and large, be expected to lead to efficient prices” (Storer & Teljeur, 
2003:2). This suggests that additional policy initiatives are required in the sub-sectors 
reviewed in the study if efficient regulation is to be achieved. In particular, the absence 
of formal economic regulation in the water and transport sectors requires urgent 
redress.  

As it is imperative that the backbone infrastructure sectors become more efficient, the 
starting point is to enhance government’s capacity to evaluate their performance and 
monitor improvements against pre-determined benchmarks. This requires both 
determining benchmarks against which to evaluate these sub-sectors and 
putting in place the capacity to effectively monitor the performance of these 
sub-sectors.  

The structure of these markets, as well as the institutions that regulate them should 
also be subjected to further scrutiny, as they largely determine the poor performance 
of the telecommunications and transport sectors.  

It is recommended that health and education are included in the proposed monitoring 
and evaluation exercise as there is currently no mechanism in place to monitor 
outcomes the case of the public provision of these services.  

4.2 New Sub-sectors  

A number of service industries have not been subjected to any systematic analysis of 
impact of regulation on efficiency and equity.   It is therefore recommended that the 
following sub-sectors become the subject of such an analysis:  

 Social Services; 

 Public Health Services;  

 Tourism;  

 Business Services; 

 Construction and Engineering; 

 Environmental; 

 Personal services;  

It is recommended that an initial scoping exercise is undertaken. This will identify 
industries in which regulation is a key issue that requires further research and those 
where research or policy processes are unnecessary because regulation has a limited 
impact on the sector’s competitiveness. Ultimately, issues of regulation must be 
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integrated with the sector and cluster studies and policy initiatives proposed in the 
synthesis report 

4.3 Support for Trade Negotiations  

A glaring gap is the absence of a comprehensive analysis of regulations that constitute 
barriers to trade in services. This is a particularly significant omission in light of the 
commencement of trade negotiations with a range of countries and regional groupings 
(including SADC, EU, US, India and China) that will include the services sector for 
the first time.  

It is imperative that resources are allocated to research to support the negotiations for 
market access to services sectors, both at the WTO and in negotiations for free trade 
greements (FTAs) with the US, India and China, as well as the renegotiation of the 
FTAs with the EU and SADC to include the services sector.  

If SA’s trade negotiators are to effectively negotiate access to global markets, while at 
the same time protecting domestic industry against foreign competition, it is 
imperative at they have access to complete information about the regulations that 
constitute barriers to trade across all service sub-sectors in SA.. 

The next step is to undertake research on the barriers to exporting services in the 
countries and regions with which SA is negotiating. Given the cost and complexity 
associated with such an exercise, it is recommended that sectors that are of interest - 
from either an offensive or defensive perspective – are identified and that they are 
subjected to a comprehensive analysis of trade barriers in the form of domestic 
regulations.  

 

It is recommended that the mobilisation of resources as well as the prioritisation and 
sequencing of such research is coordinated by the Permanent Trade Forum, an 
interdepartmental structure that has recently been established to oversee trade 
negotiations and coordinate the interests of various departments in the realm of 
services trade.  
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5 Conclusion  

This paper has reviewed the secondary literature on regulation in South Africa. It has 
found that there is a rich body of research in this area, particularly for the backbone 
infrastructure sectors. There are, however, substantial gaps in the realm of both policy 
and research. In particular, the review of administered prices found that there is not a 
single regulatory framework or institution that effectively regulates prices. Moreover, 
there is no formal economic regulation for either the water or transport sectors. 

From a policy perspective, the most immediate need is to establish the capacity to 
evaluate the performance of service industries over which government has leverage. 
These include energy, telecommunications, transport, water, health and education. 
Such evaluation should be undertaken against pre-determined benchmarks, which 
must be established as the starting point of this initiative.  

In the realm of trade negotiations, the priority is to identify all the domestic 
regulations that may be construed as barriers to trade. In addition, where such, it is 
necessary to entify such regulatory barriers in the markets that SA is seeking to access. 
This is essential if trade negotiators are to effectively secure market access to global 
markets.  
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