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1. INTRODUCTION

The diversity of the South African economy continues to present opportunities for inward
investment due to various locational comparative and competitiveness advantages that the
country enjoys in abundance. The purpose
strategic and systematic approach to the investment promotion, attraction, facilitation and
retention function with the view to increase investment volumes in the City which would
have a direct impact on economic growth and development, as well as increase the
employment creation potential of the economy.

It is estimated that South Africa accounts for four-fifths of the total output in Southern Africa
and produces more than 67% oft he Sout hern Afri can D&SADL)
gross domestic product (GDP). According to the World Economic Forum report (2007),
South Africa, Algeria, Nigeriaand Egyptaccount s f or more t han
both nominal and purchasing power parity
total trade, foreign direct investment (FDI), and foreign reserves, whereas the remaining 49
African countriesaccounts for 45% of Africads GDP.

According to World Investment Report (WIR) for 2009, FDI is defined as an investment
involving a long-term relationship and reflecting a lasting interest and control by a resident
entity in one economy in an enterprise resident in an economy other than that of the foreign
direct investor. South Africa enjoys a key location-specific advantage for FDI which is its
superior infrastructure, whereas private capital inflows to Africa tend to be limited due to
weaknesses in the macroeconomic environment, underdeveloped financial systems, high
country risk profiles, and exchange rate misalignments.

SADC member countries have made noticeable progress towards adopting transparent
regulatory policies and effective laws to foster competition (SADC, 2008). The World Banké
Ease of Doing Business Report 2009 indicates that since 2005 the pace of reforms aimed
at simplifying business regulations, strengthening property rights, opening access to credit
and enforcing contracts has increased, hence these reforms have contributed to creating a
favourable business climate in the region.

According to the WIR (2009), FDI inflows into Africa increased to a record level of US$88
billion in 2008, thus increasing FDI stocks to $511 billion despite the global financial crisis.
Interestingly, cross-border mergers and acquisitions were a critical contributing factor to
such increases which were concentrated in Egypt and South Africa. The Southern Africa
region accounted for 31% of the inflows to Africa, thus making the region the leading
recipient.

It should be noted that although the inflows to South Africa increased, the distribution
remains skewed towards South Africa, Angola and Botswana. South Africa accounts for
over 62% of the FDI stock in the SADC region followed by Angola with approximately 14%
(World Investment Directory 2008). On the other hand, South Africa has over the past
decade emerged as a global economic powerhouse and the primary source of outward
investment into Africa with a particular focus on the services sector such as
communications, finance, electricity, trade, transport and storage.
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Graph 1: Foreign Direct Investment Inflows: (1990 1 2008)
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In 2008, South Africa received US$10 billion in investment (WDR, 2010). Although within
the SADC region, Angola, Tanzania, and Mozambique are also major recipients of FDI, but
a distinctive development has been the emergence of South Africa as a major investor in
the region.

2. PROBLEM STATEMENT

The lack of a favourable investment climate contributes to the low FDI trend in the rest of
the SADC region as the absence of adequate economic infrastructure such as
telecommunication, transport, power supply and skilled labour, have a direct impact on low
levels of foreign investment due to high transaction costs. Furthermore, weak law
enforcement and the lack of a credible mechanism to protect property rights has deterred
FDI inflows in the region as investors have shown a preference for countries with very good
legal and judicial systems to guarantee the security of their investments as foreign investors
regard Africa as a high-risk investment region (WIR, 2010).

It is argued that investment decisions are largely influenced by determinants such a political
and macroeconomic stability, but available literature has over time proved that a positive
investor perception, the motive for investment, the economic characteristics of a location,
the general policy environment of potential host countries have all played a more important
role than the presence of investment rules.

The World Development Report (2005) argued that L e a st Devel op &lC)
should focus their attention on improving their investment climate through enhancement of
the credibility of government investment policies, reducing international transaction costs
and ensuring security of property rights. The relationship between Southern Africa, China
and India has shifted the continent and the r e g i opoldical dghanucs because under
the Southi South partnership, China and India represents a break from the predictable and
skewed relations with traditional western development partners as the region continues to
attract new investors in order to revitalise deficient infrastructure and inject new sources of
capital.
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It is clear that both China and India have their vested national interests in Southern Africa,

while the region seeks to attract new investors to revitalise deficient infrastructure and inject

new sources of capital hence it would be dangerous to be oblivious to that reality. Local
governmentd snvolvement in investment attraction frequently includes a complex array of
accompanying arrangements and associations with other government agencies. Facilitation

is an effective expenditure of government fL
facilitation activity is primarily conducted through its Department of Economic Development

. Limited Understanding of Local Economic Development (LED)

LED refers to the approach a municipality and region may take to encourage investment by
big business, small local business development, tourist industries or large sector economy
management in mining, manufacturing or farming (Local Government Turnaround Strategy
(LGTAS 2009)). Until recently in South Africa, LED was limited to community income
generation projects thus its potential has not been fully exploited in order to assist local
government to activate their inherent economic potentials.

. Investment Promotion Agency Coordination

Trade and Investment South Africa (TISA), as a division within the Department of Trade
and Industry (DTI), is responsible for the implementation and management of the National
Investment policies of the country. TISA is thus responsible for increasing and retaining the
quality and quantum of foreign and domestic direct investment by undertaking effective
recruitment campaigns and supplying an efficient facilitation and information service in
order to retain and expand investment into South Africa. During 2008 TISA issued an
Investment Promotion and Facilitation Strategy (IFPS) which is geared to accelerating FDI
into South Africa.

It is apparent that the IFPS is explicitly aligned with the National Industrial Policy
Framework (NIPF) and effectively seeks to translate the NIPF into a strategy that can be
implemented. The strong linkage between the IFPS and the NIPF means that the prioritised

sectors derived from the NIPF represent an overarching organising and prioritising
mechanism for the IFPS. GEDA is the Gautengpr ovi nceds dedi cated i nv
agency with the specific mandate of investment and trade facilitation together with the
implementation of the economic development policies of the Gauteng Provincial
Government (GPG) with a focus on the economic growth elements.

Although government agencies where established at national and provincial level, these
agencies tended not to fully appreciate the role of local governments as the custodians of
location and comparative advantages in the investment promotion, attraction and facilitation
value-chain. This situation has prompted local governments to assume this function with the
intention to comprehensively profile and sell their location advantages and investment
opportunities to international investors.

. Skewed distribution of FDI and Economic Activity

Major private sector investments from 2000 to 2004 were concentrated in existing economic
activity areas. The bulk of private sector investment was focused in the areas showing the
highest Gross Value Added (GVA) growth, implying a likely cause-effect relationship
between private investment and the spatial concentration of economic growth in the
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province resulting in the continued development of the central part of the province where
economic activity is already concentrated. This has given rise to a trend where private
sector investment is largely channeled to those areas which already show significant levels
of economic activity. This resulted in continuing and intensifying fragmented and distorted
spatial patterns of settlement with the majority of the poor residing on the periphery of the
economic region and which has further lead to disintegrated planning in respect of the
economic and physical aspects of land development.

Graph 2: Economic Activity in
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This trend continues to persist as South Africa is used as a gateway into Africa such that
several multinational corporations have and continue to set up their headquarters in the
Johannesburg area thus limiting geographic spread across the province.
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In the period from 2000 to 2004, public investment has focused mostly on existing poverty
concentrations. Although this spending pattern can be argued by some to reinforce current
spatial disparities, it should also be viewed in the light of serious service and community
facility and amenity backlogs that had to be addressed in these areas.
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. Government Bureaucracy and Red-tape

South Africa is ranked 34™ overall (after Mauritius (17™)i n t he Wo ROlGEa® afn k 6 s
Doing Business Index. This dismal performance is informed by the poor performance in
Starting a Business (67™), Dealing with Construction Permits (52" and Registering
Property (90™ which are a microcosm of the bureaucracy and red-tape that is prevalent
across the three spheres of government. In 2008 most African governments, including
South Africa, demonstrated their commitment to introduce and maintain a business friendly
and responsive policy environment in order to attract stable and increased FDI inflows. As a
result, due to the disconnect that exists between the three spheres of government,
prospective investors are exposed to this lack of coordination such that they are often sent
from pillar to post to comply with the various investment conditionalities that exists which in
turn increases their transaction costs for setting up.

. Lack of Location Enabling Incentives

Incentives and disincentives; Municipalities have constitutional rights to exercise powers
and make decisions within their realm of operations. It would therefore be necessary to look
at how incentives and disincentives are used and built into our fiscal and support
frameworks to incentivize change and to attract/retain FDI.

. Slow pace in the Provision of Economic Infrastructure

Efficient infrastructure is a critical and essential driver towards competitiveness because
well developed infrastructure tends to reduce the effects of distance between regions. This
infrastructure is a prerequisite for entrepreneurs to move goods to market in a secure, cost
effective and timely manner (Africa Competitive Report, 2009). Clearly household access to
infrastructure in South Africa has improved fairly consistently since 1996. In fact, the
Infrastructure Index shows a 20.5% improvement in household access to infrastructure over
the period (1996 to 2008). Considering that the number of households in South Africa has
increased by over 41% over the same period, this could be considered a fair achievement
(Global Insight, 2010).

However, despite these remarkable achievements in the provision of social infrastructure,

the provision of economic infrastructure lagged behind across the board. According to
National Treasury, trends in Intergovernmental Finances in respect of aggregate
expenditure on the countryobés roads networKk
2000/01 to 2007/08, but the actual investment requirements were estimated to be about
R64 billion over 5 years, hence this underfunding should be addressed as a matter of
urgency (National Treasury, 2008).

. Lack of Specialised Technical Skills

In South Africa, until recently, there were formal educational programmes to prepare
officials in the handling of investors and the facilitation of investment. This, until recently,
has resulted therein that most municipalities have not had dedicated units to handle
investor requirements and resulted in investors being subjected to the same treatment and
levels of services that any citizen is accorded. There is critical need for municipalities to
take the investment facilitation function seriously hence a paradigm shift is necessary if the
country is to be responsive to the needs of the investor.
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In the case of the City of Tshwane, the near fatal experiences with, inter alia, South African
Breweries, Tata Motors, Ford Motor Corporation, Rainbow Junction Development and
Automotive Supplier Park development should serve as lesson not to be repeated.
Henceforth, the manner in which the Nestle cereal and noodle plant investment was
facilitated should serve as a turning p
investments and should serve as a selling tool in the attraction of future investments into
the city.

3. SITUATIONAL ANALYSIS

The City of Tshwane Metropolitan Municipality, which follows an executive mayoral
governance system, is the Capital City of the Republic of South Africa with a population of
2,4 million (2009). The City was created on 5" December 2000 via the amalgamation of 13
former city and town councils into an area currently of 2,198 square kilometres. The City of
Tshwane comprises 2578 existing townships whilst 26 new townships are presently under
construction. After the 2011 municipal elections, the area of jurisdiction of the City will be
extended to incorporate the impoverished Metsweding District Municipality.

South African municipalities face a daunting challenge of creating a sustainable living
environment for all their residents. This is especially true for those municipalities in the
hinterlands where more than 30% of South Africans reside. The lack of an economic base
and their low absorption capacity and poor levels of service delivery have rendered these
municipal areas dysfunctional due to backlogs in basic infrastructure provision in these
areas. It is also interesting to note that poor and underserviced communities are also still
found in metropolitan areas partly due to, inter alia, the high rural-urban migration and the
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Graph 4: Tshwane Population Density
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The City of Tshwane currently has five regions, each with its own characteristics:
0] The North-east region has a population of 373 752 (81,18% Black) with 145 658

people economically active and an unemployment rate of 31.4%;
(i) The North-west region has a population of 622 993 (96,97% Black) with 233 173
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people economically active and an unemployment rate of 43.5%;

(i)  The Central/Western region has a population of 327 853 (75% Black) with 130 981
people economically active and an unemployment rate of 13.4%

(iv)  The Southern region has a population of 354 918 (42,62% Black) with
169,601people economically active and an unemployment rate of 0,3%; and

(V) The Easter region has a population of 748 669 (63,06% Black) with 302 940 people
economically active and an unemployment rate of 9,8% (Tshwane Household
Survey 2008).

In view of the Gauteng City Region initiative, which seeks to position the Gauteng as a
competitive city region, priority has been focused on specific economic sectors such as
value-added manufacturing; competitive sports sector; creative industries; tourism; and, ICT
infrastructure and services that have the potential to accelerate economic growth and
create jobs.

3.1 ECONOMIC PERFORMANCE

If economic growth was the only primary measure of development in an economy, Tshwane
would, by far, outperform most other Metropolitan authorities in South Africa as the City
has, over the last decade, achieved growth rates that were above the national and
provincial averages. However, upon closer examination, it is clear that Tshwane0 s
developmental potential continues to be hamstrung by its unfortunate segregated history.
Despite the fact that the participation of previously disadvantaged individuals (PDI) in the
economy has increased, the level of human development index remains low compared to
that of whites which has increased during the same period and poverty levels, income
equalities and unemployment have increased over time.

Graph 5: Economic Performance Snapshot
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