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Introduction

At the 7th European Union-South Africa (EU-SA) Summit held in November 2018,
both parties recognised the EU as “a significant and long-term investor in South Africa”. The EU remains South Africa’s most important trading and investment partner,
accounting for 25% of South Africa’s trade and 75% of its foreign direct investments
(FDI). According to a study conducted by the Black Management Forum (BMF) in
collaboration with the Department of Trade, Industry and Competition (DTIC) and the
European Union on the ‘Contribution of EU Investments to Inclusive Growth in South
Africa,’ it was found that direct jobs dependent on this economic relationship are well
in excess of 500 000.
As the most advanced, broad-based economy on the continent, South Africa offers
EU investors a diverse economy with a mature financial sector and highly developed
transport infrastructure. The bedrock of the trade and thus business and investment
relationship between South Africa and the European Union is the EU Southern African Development Community (SADC) Economic Partnership Agreement (EPA),
which came into effect in October 2016, liberalising over 98% of all tariff lines. South
African companies enjoy preferential access to EU export markets and to the SADC
EPA member states. Given the country’s competitive advantages the African Continental Free Trade Area will open new opportunities for both EU and SA Business.
President Ramaphosa has repeatedly stressed the need to improve the conditions
for domestic and foreign investors, in particular since the Investment Summit that
took place in November last year. EU business acknowledges the progress made by
South Africa, in particular with the advancement in addressing governance issues
in critical State-Owned Enterprises (SOE) and government institutions as well as the
recent publication of the revised IRP Update plan, but still remains concerned with
regard to the investment climate.
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Objective

This paper was prepared for the Southern Africa Europe CEO Dialogue 2019 (Ambrosetti Forum) and the South Africa Investment Conference 2019. The paper analyses the status of the investment climate and conditions of doing business from the
angle of EU companies operating in South Africa as well as prospective investors.
The paper draws on secondary information, available from existing business climate
reports, and considers the latest South African policy initiatives or statements in
these areas.
In order to provide a picture of the practical issues hampering business/trade/FDI
in South Africa, a business survey (hereinafter referred to as the “Business Survey
2019”) was undertaken, requesting feedback from EU business, including members
of EU bilateral chambers of commerce. This data is analysed in light of government
policies around a set of key business climate factors perceived as central to investor
interests. This survey is a follow-up exercise to similar surveys undertaken by the EU
Chamber in 2012 and 2016 respectively.
Key Policy Recommendations
This paper identifies five key investment climate issues where strategic policy
recommendations are proposed:
• South Africa could dramatically improve investor confidence through a set of
measures enhancing investment protection.
• A re-shaping of certain B-BBEE requirements would trigger increased FDI
flows; especially from smaller EU companies and at the same time promote
skills and technological transfers into SA.
• A re-calibration of procurement policies should be considered to achieve the
intended policy goals related to transformation without hurting productivity
and South Africa’s competitiveness. If EU businesses have a level playing field
they can boost local manufacturing capabilities all along the value chain.
• Skills constraints can be tackled through a combination of short-term solutions such as the easing of immigration regulations and long-term reforms
in education.
• South Africa should remove regulatory hurdles for the benefit of Independent Power Producers (IPPs) and Public Private Partnerships (PPPs) to resolve
infrastructure constraints.
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Investment climate
in South Africa

The wave of optimism after Ramaphosa became president is fading due to the slow
advances in the economic reforms and policy promises made by the new executive.
The Rand Merchant Bank / Bureau for Economic Research (RMB/BER) Business
Confidence Index (BCI) provides an indication of the prevailing view of businesses
located in South Africa. In the third quarter of 2019, it plunged to a 20-year low of 21.
This prompted the BER to note, “not even during the height of the global financial
crisis in 2009 have executives been this downbeat.” It is noteworthy that confidence
collapsed in four of the five sectors making up the BCI, underlining a broad-based
anxiety amongst the business community in South Africa. The BER observed that the
only sector that had shown an improvement had been the motor trade, but even so,
the index was still low.
According to the World’s Bank Rankings & Ease of Doing Business Score, South
Africa ranks 82 out of 190 countries, hardly reflecting the advanced nature of its economy. This is due to its very low scoring in Starting a business (134), Getting electricity
(109) and Dealing with Construction permits (96).
On a more macroeconomic level, The World Economic Forum’s1 Global Competitiveness 2019 Report states that SA has “regained momentum after the recent political
landscape shift and climbs seven places to rank 60 out of 141 countries”. Overall,
South Africa’s ranking is depressed by its low scoring on various economic and human development indicators, such as the high rate of homicides (rank 135 out of 141),
the low ICT adoption rate (rank 89 out of 141) and the skills gaps (rank 101 out of 141),
just to name a few. The WEF Report also highlights that South Africa is one of the
most unequal countries in the world. “Wealth inequality is high and has been rising
over time. A polarised labour market results in high wage inequality.”
The National Treasury has recently published a discussion paper “Economic Transformation, inclusive growth, and competitiveness” that outlines a number of interventions to raise economic growth and address rising unemployment. The paper
focuses on many of the areas of concern highlighted by EU business: slow economic
growth, inadequate skills, and weakened state institutions. The adoption and implementation of the proposed reforms would go a long way to improving the overall
climate for investment and employment creation in South Africa.

1 The World Economic Forum, based in Cologny-Geneva, Switzerland, is an NGO, founded in 1971,
with a membership of 1,000 multinationals corporations, on whose behalf it lobbies, primarily for
deregulation
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However, there are a number of other policy areas that demand further consideration
and attention. These include:
•
•
•
•

Publication of the long-awaited Public Procurement Bill.
Gazetting the Policy Direction on High Demand Spectrum Allocation.
Finding a lasting solution on the ongoing dispute on the Mining Charter.
Publication of amendments on the Mineral Petroleum Resources Development Act.
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Business outlook
and expectations

The recent EU Business Survey 20192 provides an additional perspective based on
the views of EU business located in South Africa.
Almost all firms report having invested in the country over the last three years. These
investment patterns are not driven by any company-specific variables, but seem uniform across the respondents. This positive trend seems likely to continue considering that around 60% of the firms plan to increase their workforce over the next three
years (see Figure 1 and 2 of Annex 2).
However, despite this positive performance, the survey reveals that firms have to face
an overall challenging business environment. In line with the findings of the World
Economic Forum (WEF), the macro-economic environment hampers economic performance with insufficient aggregate demand and the declining value and volatility of
the Rand highlighted as particularly problematic. These circumstances are unlikely to
change soon, with economic forecasts from the South African Reserve Bank and the
World Bank now predicting growth of less than 1% this year.
Turning to firm level constraints, high levels of crime and persistent corruption in the
public and private sector impose significant costs on EU companies. Moreover, the
South African labour market remains an area of concern. Not only are productivity
levels low relative to wage rates, but the lack of suitable skilled labour continues to
constrain the growth of companies.
In comparison to the 2016 Business Survey, the 2019 business outlook for South Africa
as an investment destination has largely remained negative. EU companies still do
not expect the situation to change. In comparison to the 2016 and 2012 surveys, the
specific challenges have not changed at all. (see Figure 3 to 5 of Annex 2).
2 See Annex 1
7

Below some of the priority areas are discussed in more detail, highlighting some
of the changes from the perspective of EU business that are needed in order to
enhance private sector contributions to the growth and development of the South
African economy.
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Key investment
climate factors

5.1 Investment Protection in South Africa
The unilateral termination of Bilateral Investment Treaties (BITs) by South Africa since
2012 has caused fears that European investors will not enjoy sufficient protection in
South Africa, notwithstanding the advent of the Protection of Investment Act (PIA) in
2015. These fears are compounded by the ongoing policy debate around land redistribution without compensation.
The PIA poses a number of problems relating to provisions subject to pending legislation, e.g. Land Expropriation and the Valuation Bill or outdated legislation, e.g. Arbitration Act of 1965. The resultant effect of these policy gaps is a rise in multilateral
Risk Insurance costs for foreign investors. There is a need to move swiftly to close
these gaps in order to bring about certainty of investment protection in South Africa.
The World Bank’s subnational report of 2018 ranks South Africa low on the efficiency
of dispute settlement mechanisms and court efficiency relating to land disputes and
law enforcement in general.
This is mirrored in the sentiments of the responding firms. While they are relatively
unaffected by the dispute settlement procedures that govern the protection of their
investments, the debates and uncertainty around land expropriation without compensation are clearly of concern to EU investors, with close to 60% of the interviewed
firms reporting to be negatively affected by the debate (see Figure 6 of Annex 2).
South Africa could dramatically improve investor confidence through an enhanced
regulatory framework on investment protection including improved dispute settlement mechanisms and increased judicial efficiency.
5.2 B-BBEE Ownership Policy
The National Treasury has noted in its Discussion Paper, “business faces significant
amount of uncertainty related to the timing and content of government policy changes as well as the potential impact that these policies will have on firm profitability.”
The protracted conclusion of the Mining Charter is one such example. Its effect on
EU investors has been to either wait out and/or altogether cancel investment decisions related to mining and related sectors. The 2018 Mining Charter included a
8
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number of key changes to mining laws, including the extension of a period within
which companies must ensure that 30% of their operations be owned by black South
Africans (between one and five years). Besides, the principle of ‘once empowered,
always empowered’ has been dropped, which is problematic in the case of the sale
of equity by black shareholders.
In September 2019, the Department of Mineral Resources and Energy (DMRE) announced that they are considering the revival of a ‘Free Carry’ on Oil and Gas projects in the framework of the Petroleum Resource development Bill which is currently being developed. This would give the government a free stake in all new
oil and gas ventures (a policy decision that was abandoned in 2015). The mooted
20% free-carry would add to the existing 26% B-BBEE Ownership already set in the
Mining Charter.
In addition, the EU has argued for some time now that there are serious implementation challenges with respect to:
• Transfer and/or sale of equity ownership of EU SMMEs as these businesses tend to be unlisted family-owned businesses that are averse to equity dilution. It has been particularly difficult for greenfield investors (family-owned) European companies as well as multinationals, who are often reluctant to dilute
their control of equity assets. Subsequent proposals (both at the level of Sector Codes or the latest amendments to the B-BBEE Codes of Good Practice
gazetted on 29 March 2018) maintain increasing ownership requirements.
• Limitations of the current Equity Equivalent Programme as an alternative to
BEE Equity Ownership. At this moment, there is a very low up-take (less than
a dozen) of EU companies on this programme. The equivalent of 25% of the
value or 4% of the revenue of their South African operations is economically
non-viable for many companies, especially new investors and SMEs. In addition, the process under the existing Equity Equivalent Investment Programme
remains highly discretionary and its outcomes are difficult to predict, notably
for FDI investors.
The impact of the South African transformation legislation becomes apparent in the
responses of the surveyed firms (see Figure 9 of Annex 2). They experience compliance with B-BBEE legislation and ownership restructuring to accommodate black
ownership as an additional cost with negative effects on firm performance. This might
also explain why only 30% of firms in the survey report to have B-BBEE shareholders.
Despite clearly contributing to skills development and employment creation in South
Africa, EU business is of the opinion that the B-BBEE system could be better tailored to
attract investors, thus ensuring a more level playing field for investors and building an
environment for increased job creation and FDI (see Figure 7 of Annex 2).
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The following measures on B-BBEE could be considered:
• Relax Black Equity Ownership requirements (by reducing the percentage required) for greenfield foreign investors and tie companies to immediate job
creation commitments and an agreed B-BBEE plan effective after a certain
period of a company’s operation on South Africa, e.g. 3 - 5 years.
• Reduce the weighting of the Black Equity Ownership pillar and shift B-BBEE
points to favour a revised and expanded job creation pillar (i.e. YES Initiative).
• Revise the Equity Equivalent Investment Programme to make it simpler, more
predictable and accessible for multinational investors and, in particular, for
greenfield investors.
5.3 Public Procurement Policies
South Africa has a strong albeit unusual overlap of laws governing procurement –
the Preferential Procurement Policy Framework Act (PPPFA) and the Public Finance
Management Act (PFMA) – which together with the latest iteration on PPPFA Regulations have led to fragmentation of the public procurement system. As a result, the
cost of compliance for international investors interested in participating in South Africa’s infrastructure projects is unduly high. The absence of built-in dispute settlement
mechanisms on any of the current laws governing procurement often means that
investors have to resort to the courts, adding to cost of compliance.
South Africa’s local content policies remain a bone of contention for EU investors,
which share the legitimate idea it pursues but advocate for an alternative means of
achievement. EU Business believes that FDI has the ability to boost local manufacturing capabilities along the whole value chain, if properly incentivised and regulated.
The Industrial Policy Action Plan (IPAP) identifies local content as a strategic policy
instrument, aimed among other issues to address market failures and to foster infant
industries. Research, e.g. by TIPS has shown that local content policies have not led
to a substantial increase in procurement from local suppliers. In recent years, local
content policies have led to a reduction in the international finance of infrastructure
projects, e.g. by EU DFIs.
As shown in Figure 8, firms confirm that the current procurement practices have a
predominantly negative effect on them.

In order to align South Africa to international standards, the following policy measures could be considered:
• Harmonisation of Public Procurement in South Africa should result in alignment of existing legislation and practices with international practices. Such
alignment should avoid discriminatory practices.
• Localisation requirements should not be broad-based but sector and context
specific, taking into account the availability of skills within the sector and the
potential for achieving market scale, all the while underpinned by strong government support to prioritise the development of the industry.
• Local content requirements should always be aligned with the supplier’s line
of business to enable effective skills and technology transfer. This is particularly important in the case of the National Industrial Procurement Programme
(NIPP) where the DTIC has been experiencing that investments were localised in areas totally disconnected from the contractor’s core business.
• Incentives should be designed and sustained for the long term. Current uncertainties around existing schemes (such as the Automotive Production Development Programme) should be resolved without affecting the sustainability
of existing investments.
• In projects that involve financing from the European DFIs, mandatory localisation requirements should be limited to a reasonable ceiling in light of
project viability.
• A ‘sun-set clause’ on Local Content requirements should apply after a certain
period in which local firms must have established firm competitive capabilities.
5.4 Labour Regime and Work Permits
The National Development Plan aims to balance labour regulation with an economic
policy that stimulates growth and promotes an education and skills development system that empowers job seekers to participate in a changing labour market. At present
50% of young people are excluded from the labour market, also due to deficiencies in
the education system. In response to this burning issue President Ramaphosa has introduced the Youth Employment Service Programme (YES Initiative). This programme
is undertaken by business in collaboration with government labour and civil society.
Several EU companies are contributing towards the YES initiative through the creation of one-year paid positions for youth aged between 18 and 35.
According to the 2019 World Economic Forum Report, South Africa ranks 112 out of
138 countries in the availability of engineers and scientists. According to the National
Treasury paper, high value-added sectors such as manufacturing, not only promote
productivity growth, but are also an important contributor to the country’s skills base.
EU companies have greatly contributed to the realisation of these policy objectives,
notably through intra-company vocational training programmes.
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The need for skills enhancement also features high on the agenda of the 4th Industrial revolution. The EU Chamber working group on 4IR/Industry 4.0 is interested in a
close cooperation with the Presidential Commission on 4IR to define enabling factors,
especially on skills development.
Firms report that they are struggling to find the required skills in the local labour
market (see Figure 9 of Annex 2). This is partially due to stringent labour legislation
regulating hiring practices, including the Employment Equity Act. Labour legislation
is also one of the key constraints identified by the World Economic Forum’s competitiveness report, with specific reference to the difficulty of hiring foreign labour.
Beyond that, labour market reforms, as proposed by the Treasury, should also be
urgently considered.
These difficulties in finding skilled staff are compounded by problems in obtaining
permits for foreign nationals. An issue of great concern to EU business is the cumbersome process. As indicated in Figure 10, firms still report significant difficulties in
obtaining visas for their workers (85% of the firms consider the application process for
visas and work permits as difficult or very difficult). Moreover, this process is prone to
delays and frequent changes to the list of skills categories, which leads to confusion
and arbitrary exclusions.
The recent proposal by the National Treasury on the relaxation of regulations for individuals with tertiary qualifications from accredited institutions would be an important step in the right direction. Detailed clarification on what the proposed relaxation
would entail, and how the process will work in practice, is required.
In brief, EU business concurs with the recommendation in the National Treasury paper
to address the skills constraint “through a combination of short-term solutions such as
the easing of immigration regulations and long-term educational reforms”.
5.5 Infrastructure
With respect to electricity, the World Bank 2019 Doing Business Report lists a number
of problems affecting business: procedures, time and cost to get connected to the
electrical grid, as well as the reliability of the power supply and finally the transparency of tariffs. Another issue relates to the absence of regulations governing feed-in of
power from embedded power generation.
The cost of communication is excessively high in South Africa and the quality of
broadband is poor. South Africa ranks 119th globally in terms of download speed
(National Treasury, August 2019). The World Economic Forum Report 2019 notes the
low rate of internet users (50% of the adult population).

The National Treasury paper contains a number of policy recommendations to resolve infrastructure bottlenecks. One key recommendation is to leverage private-sector expertise, e.g. in broadband rollout, rather than relying exclusively on SOEs. As for
electricity and water, the paper suggests making the regulatory and policy environment more conducive for Independent Power Producers (IPPs) and investments in
Public Private Partnerships (PPP).
5.6 National Regulator for Compulsory Specifications
The EU Chamber would like to acknowledge the improvements achieved by the
South African Government in addressing investment barriers raised by the European
Union Delegation to South Africa in 2018. In particular, this concerns the improvement of turnaround times in receiving Letters of Authority from the National Regulator
for Compulsory Specifications (NRCS) for electro technical equipment. Much effort
has been put into addressing this important issue by the Department of Trade, Industry and Competition, which has seen a definite improvement of turnaround times from
its peak of between 240 and 500 days in 2015/16 to currently around 75 days.
Whilst this is a clear improvement, the EU Chamber would encourage the Department
to continue in this vein to improve the times even further in the interest of meeting the
internationally accepted 30-day turnaround for issuing certificates and migrating from
the current manual system to a risk-based digital system.

6

Conclusion

In this paper we have addressed the key issues faced by EU business in South Africa.
It should be noted that the SADC EU Economic Partnership Agreement (EPA) offers
enormous opportunities for trade with the European Union as well as for Foreign
Direct Investment from the EU. The EU business community is firmly anchored in the
country. There is potential to further enhance capital inflows especially from smaller
EU companies, thereby contributing to know-how transfer and the widening of the
skills base of South Africans. At the same time, the EPA offers opportunities for South
African entrepreneurs to reach out to half a billion consumers. EU business acknowledges the improvements achieved so far and remains ready to work together with the
South African Government to find solutions to the challenges identified in this paper.

These figures are mirrored by the Business Survey 2019 (see Figure 11 of Annex 2).
EU businesses face real challenges related to service delivery disruptions; escalation
of tariffs and the lack of reliable and cost-effective ICT services and a public transport
system, all of which hamper productivity and consequently investment decisions.
12

Investment Climate in South Africa

13

Annex 2 – Graphs related to
the 2019 Business Survey

Annex 1 – Methodology
This discussion paper reviews the current investment and policy climate in South
Africa, focusing on issues that are of relevance, or concern, to EU investors. The analysis relies on several sources: The World Bank Doing Business Report 2019 looks
at business regulations and their enforcement in key areas such as electricity and
corporate governance. The World Economic Forum Global Competitiveness Report
2019 ranks countries on a broader set of indicators including basic institutional requirements and social development, but also business sophistication and innovation.
The EU Chamber has also taken into consideration the Investment Paper prepared
by the EU Delegation for the SA Investment Conference 2018 and the Discussion
Paper recently published by the National Treasury.

Figure 1
Investment in SA over the last 3 years
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Worth particular mention is that this information is supplemented by a recent (September 2019) survey of EU businesses in South Africa carried out under the EU-funded project “EU-SA Partners for Growth”. The survey was distributed electronically and
by telephone to the members of all EU bilateral Chambers of Commerce and Industry
as well as several bilateral Trade Commissions and companies known to EU member state embassies. Out of the total number of approx. 1,000 firms, 117 completed
responses were received and analysed. These firms represent companies across
17 different countries, though the highest number of responses were received from
firms domiciled in Germany, Belgium and Austria. Most of these firms are engaged
in services activities, with just under a 30% of the respondents involved in the manufacturing sector. Around 70% of the respondents are located in Gauteng, but these
firms generally operate across the country. About half of the sample consisted of
relatively small firms (less than 50 employees) though 15% of the firms employ more
than 500 people.
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Planning to increase the number of employees in the next 3 years
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Figure 3
Macroeconomic framework

Figure 5
Quality and availability of SA workforce
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Figure 4
Impact of corruption and crime
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Figure 6
Impact of investment protection on company performance
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Figure 7
B-BBEE and ownership

Figure 9
Ease of finding skilled labour in the local labour market
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Ease of securing visas and work permits needed to fill positions of skills not
available locally
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Figure 8
Public procurement policies
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Figure 11
Impact of quality and availability of basic infrastructure on company
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