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1 INTRODUCTION

This paper addresses the concept of a relatively new approach to economic development in
South African cities and towns. In particular, the focus is on local economic development and
its association with industrial strategy. The case study of the Port Elizabeth metropole® is
used to illustrate the question of industrial development as an effective local economic
development strategy.

Since the early 1980s, there have been changes in the local economic development (LED)
literature. The traditional neoclassical approach to LED appears to have given way to a new
concept of economic development in which "economic values and motivations are only part
of the story". The traditional "development from above" paradigm has been shelved in favour
of "development from below" and a new emphasis on the role of institutions, evolutionary
dynamics, and territorial specificity in the approach to both industrialisation and regional
development. The responsibility for economic development has shifted to the local or city
level in response to the inability of regions to respond to the global crisis prompted by global
restructuring. Although the international trend has been towards a reduced industrial sector
and a growth in services, it appears that "manufacturing still matters” in terms of the health
and wealth of a country's economy.

A number of LED models have emerged which provide guidance to cities that are interested
in taking the initiative in responding to the rise of the new flexible production order. In
responding to the objectives set in a localised industrial development strategy, it is useful to
consider three main options:- the attraction of new industries into the area, the strengthening
of the existing industrial base, and the promotion of new small business and/or the
agglomeration of interlinked small firms that serve specialised markets and react flexibly to
emerging market niches.

The main argument in this paper is that an effective® local industrial development strategy
that complements other economic activity in other sectors - and that is not solely based on
large-scale industry - needs to be designed for the Port Elizabeth metropole, and that the
new theories of LED provide some useful guidelines.

Section 2 presents a case study of the city of Port Elizabeth. The history of the economy and
manufacturing sector are described, and the opportunities for development are considered. In
Section 3 the role of the manufacturing sector in the economy and the objectives of industrial
strategy are discussed, followed by a review of the role of industrial development at a local

level. The new developments in the LED literature are presented, and existing industrial and
LED policy and its relation to the local level in South Africa is determined. Section 4 then

offers some suggestions as to how an effective local industrial strategy could be designed for
the city of Port Elizabeth. In the concluding part of this paper, Section 5 some important

guestions are posed with regard to what needs to be further investigated.

Important: The Port Elizabeth metropole includes the town of Uitenhage, which is located some forty
kilometres away.

Meaning that it meets the objectives of both local economic development and industrial development
strategy.



2 PORT ELIZABETH AS A CASE STUDY

2.1  Historical pattern of development

While in the 19" century the city of Port Elizabeth was a thriving centre of commercial activity
and primary production, this changed in the early 1920s as the local elite in the city actively
promoted local industrial growth, responding to a world-wide industrial boom. Commerce in
the 1800s and early 1900s centred mainly around the wool and mohair industry, largely due
to the city being able to traditionally draw on the agricultural hinterland for the raw products to
which it could add value. Besides being an important national centre for international trade
and finance, Port Elizabeth was also known for its trade in ostrich feathers, but diamonds
were the main product to be traded until the railroad from Cape Town to Kimberley was built.
As early as the 1920s the local elite in Port Elizabeth actively promoted local industrial
growth. This place entrepreneurialism, which was driven by the town’s merchants, led to
attempts to influence both local and colonial state policy as well as foreign and local banking
interests. The success of the merchants’ efforts, together with the productivity of the wool
regions in the hinterland led to Port Elizabeth exceeding Cape Town in trade and other
economic terms for much of the latter part of the nineteenth century (Robinson, 1990).

However, the town was plagued with certain disadvantages “which would forever plague the
full realization of its potential” (Adler, 1993:19), not least of which was the financial
backwardness and political weakness which continually prevented the elite’s efforts to
upgrade the inadequate harbour facilities, and to win the position of railway hub to the interior
after the discovery of diamonds in 1867 (Robinson, 1990 and Adler, 1993). The commercial
position of the town was eroded through the last quarter of the 19" century as the Rand
developed. In fact, at the turn of the century, the entire region slipped into decline. This was
largely due to the collapse of the diamond and ostrich feather markets in the 1880s, the fall in
the price of wool, and the failure of Port Elizabeth/s merchants to secure a significant share
of the Transvaal trade or improved port facilities (Adler, 1993).

With the investment of international firms, the importance of Port Elizabeth shifted from a raw
material export point and entrepét to a production site tied to the dynamics of the
international automobile industry, “the premier 20™ century manufacturing sector”. While in
the middle of the last century, Port Elizabeth became the “premier port” in the Cape Colony
earning it the name ‘Liverpool of the Cape’, it has been hailed by some as the ‘Detroit of
South Africa’ in more recent years (Adler, 1993). In the early 1920s a world-wide industrial
boom led to a turning point for South Africa in 1925. In this year the Pact government
introduced protective measures for industry which encouraged local manufacturing, or import
substitution. Major sectors influenced by this legislation included the motor assembly, and
later motor production sector, and the clothing and footwear industries. All of these became
important in Port Elizabeth from this time on. Together with this industrial protection, state
intervention in employment practices was introduced which attempted to deal with the high
unemployment rate amongst “poor whites”. In this context, the municipality became involved
in attracting industrial development to the area. Local industry and commerce also made
efforts to promote economic activity in the city by promoting themselves, the harbour and
railway development and encouraging cotton growing and processing in the region. On the
other hand, in order to attract investors the city council provided discounts on various
facilities such as electricity and gas, and engineered land availability. The faith in “modernism
and manufacturing” was evident in the proud claim that Port Elizabeth “looks like a bit of
Detroit in the North End” (Adler, 1993).

In the 1923-35 period, Port Elizabeth’s local council policy and ideology was dominated by
liberalism and aggressive place entrepreneurialism. In fact, the city was marketed as “The
Progressive City” by the local government. Although the city’s authorities were lenient in



terms of the pass laws and other apartheid laws, the reasons for this were to secure a pool of
labour for industry and to control the African people living in the town (Robinson, 1990). With
the growth and development of the motor industry in the area, this sector became
predominant. In 1923, the city managed to attract Ford Motor Company, General Motors (in
1926) and in the 1950s, Volkswagen South Africa (Adler, 1993). These large motor
manufacturers were particularly interested in the City because of its harbour facilities, its
railway network, and a large supply of labour. The result was that the automotive component
and allied industries (such as tyre, glass, textile) began to develop in the area (Robinson,
1990).

The emphasis of the first phase of manufacturing (beginning in 1924) was on the assembly of
parts made elsewhere and the production of basic consumer goods, while in the second
phase (beginning in the 1960s) there was a shift to consumer durables and capital goods,
fuelled by the growth in the automobile manufacturing industry under the local content
programme (Adler, 1993). Each of these two phases was preceded by a World War. After the
First World War, the tanning, footwear, and food industries were most predominant. The
second phase, after the Second World War, involved the expansion of the textiles and motor
and component industries (Department of Trade and Industry, 1996). Adler (1993) suggests a
third phase in which import substitution seems to have run its course, and has contributing to
a massive economic crisis in the auto industry and in the region.

After the first industrial phase in the city, which is characterised by the introduction of import
substitution, the scale of industry shifted dramatically, towards larger establishments, higher
capital to labour ratios, the growing importance of foreign capital investment, and the
increased application of mechanised, assembly-line labour processes. This transformed the
type of labour required and African and Coloured workers were increasingly drawn into the
semi-skilled operative employment in mass-producing industries. Such workers were in a
position to organise and shape production according to their own interests. This has had
important implications for labour as from the 1970s, the black semi-skilled workers began to
organise what would become the most powerful industrial union in the country (Adler, 1993).

As a result of the local content programme in the 1960s, the significance of imports of CKD
kits declined relative to locally-produced goods, and Port Elizabeth’s harbour became a far
less important factor in shaping the decisions of firms to operate there. “Port Elizabeth may
have had the sea, but the arid PWV had steel, capital, and the bulk of the market” (Adler,
1993:43). The transitions from import, to assembly, to manufacturing thus repeated a familiar
19" century pattern whereby Port Elizabeth’s growing, but not deeply rooted economy lost
out to the development of other centres in the country (Adler, 1993).

In 1980 the Port Elizabeth metropole was considered an industrial centre as it contributed
40% of GGP and employed almost 30% of the labour force. The most significant sub-sector
was that of automotive and components which had been central to the industry for many
years (Davies, 1990). In fact, in 1978 this sub-sector accounted for just over 50% of the value
of the area’s manufacturing industry production. It is evident that the city has been reliant on
the automotive and component sub-sector since the 1920s (Adler, 1993).

Although the Port Elizabeth metropole experienced a period of relative prosperity as did the
other metropolitan centres in the country in the 1950s and 1960s, industrial stagnation and
decline were evident in the 1970s and 1980s. Perhaps one of the most serious influences
was the vulnerability of an undiversified industrial sector to respond to periodic recessions
and inappropriate macroeconomic policies. In the second place, structural changes which
altered the international division of labour in the international economy may have contributed
to a change in the inter-regional division of labour in Southern Africa. Thirdly, certain
structural weaknesses arose from national government’s policy of tariff protection, limiting the
ability of local manufacturers to compete in the national and international markets. Fourthly,



the policy of import substitution, although initially introduced to protect final consumer goods,
was extended to include the protection of intermediate and eventually capital goods —
industries in Port Elizabeth faced the greatest disadvantage in competing with outside
producers due to the cost-cutting effect of the policy to protect material inputs. In the fifth
place, the policy of industrial decentralisation, perhaps the major reason for the relative shift
of manufacturing activity at both national and regional level, played an important part (Black
et al, 1987). Further, the manufacturing sector in the area displayed “a bias towards the
production of final consumer goods for the non-local South Africa market, using
manufactured inputs procured from non-local sources” (Wallis, 1986:88). Unfortunately this
kind of industry has a significant disadvantage when competing on a global level and
characterises local industry.

The decline in the area’s share of national motor vehicle production from nearly 60% in 1965
to around 30% in 1986 was largely due to the structural changes in the motor industry at
national level. This was largely due to the effects of the local content programme and the
inability of the industry to realise economies of scale in a relatively small domestic market
served by too many producers. The decline had a serious ripple effect in that it impacted on a
number of other component manufacturing industries (Davies, 1990), largely because the
textile, chemical, rubber products, metal products, machinery and electrical machinery
industries all sell a significant proportion of their output to the motor sector (Wallis, 1986:8).
The overall result was a long-term period of stagnation for the metropole during the 1970s
and a decline in the 1980s. Despite signs of export activity in later years, the industry is still
far behind its competitors and will face some major challenges. In particular, there has been
growth in the automotive component industry in the city in more recent times (Robinson,
1990). Adler (1993) suggests that it is impossible to predict whether some new industry will
arise “to supplant the motor industry, as it supplanted wool export, whether the automobile
industry can be turned around, or whether the industry will continue to decline”.

Besides the automotive and components industry, the other predominant industries in Port
Elizabeth are:- the chemical, metal, metal products, machinery and electrical machinery;
textile and clothing; and the food and beverages industries. Due to the industrial
development policies in existence at that time, their location was a significant disadvantage in
terms of distance from the main markets, limited export potential, and the close ties with the
motor industry. It is clear that the problems experienced by the Port Elizabeth area in the
1970s and 80s were the result of national economic forces, but also the particular
characteristics of the area’s own economic fragility (Davies, 1990). Despite the apparent lack
of dynamism in the other main manufacturing industries, certain industries that could be
considered “propulsive manufacturing industries” according to certain criteria® in the Eastern
Cape (the old “Region D”) were identified (Black et al, 1987). The exercise revealed that the
industrial “hubs” in the area had a particularly strong relative advantage in the production of
textiles, clothing, electrical cables and conductors, microelectronics and motor components,
and in the processing of food items like dairy products, meat, vegetables and fruit. In the Port
Elizabeth metropole, the links with the hinterland were considered to make it a potentially
profitable location for the processing of wool, mohair, skins and hides, depending on the
ability of the city to penetrate certain foreign markets.

The manufacturing sectors that had a comparative advantage in the Port Elizabeth area
included automotive component production for local and international markets, hides and

These include:- (1) market potential which refers to the actual and potential size of domestic and foreign
markets (2) linkage potential which refers to the scope for developing an integrated set of backward and
forward linkages within the sub-region and region (3) cost advantage which can be either an absolute
cost advantage or a comparative cost advantage relative to similar industries in other regions (4)
employment potential or labour intensity of the industry and (5) external economies which relates to the
ability to upgrade labour skills and develop a technological capability, and to the scope for transferring
such benefits to other industries in the region.



skins due to the existence of backward and forward linkages, electrical machinery due to its
multiplier effect on income and employment in the local economy, and the processing of
various food products such as canning, preserving and confectionery. However, at that time
there were certain constraints that needed to be overcome, such as the economic recession,
high cost of imported materials, several locational disadvantages, and various restriction on
the export of manufactured goods. It was recommended that a number of targeted
concessions and incentives should be given to those industries with a proven cost advantage
over the rest of Region D (Eastern Cape), and above all for an appropriate regional industrial
development strategy to be developed (Wallis, 1986). In fact, the local economy was
considered by some to be unlikely to recover without “a particular, localised economic
prescription” (Davies, 1990:210), and that it would need to be planned in the context of an
appropriate regional economic development policy (Davies, 1990; Black et al, 1987).

2.2 Overall economic trends

Port Elizabeth is the largest city in the Eastern Cape Province, which is the second largest
province in terms of surface area of the nine existing provinces in the country. The city
houses just over 1 million inhabitants, and this represents eighteen percent of the almost 6.5-
million people living in the province. In 1994, in the region of 360,000 inhabitants were part of
the labour force in the city, and the total labour force contributed almost 60% to the total GGP
output in the province (Pakes and Nel, 1997a; Institute for Development Planning and
Research, 1997).

The latest GGP figures available for Port Elizabeth indicate that the city had a growth rate of
2.0% in 1994, an increase over the lower figures during the early 1990s. The national
contribution to total output for the same period was 2.1%, suggesting that the performance of
the city of Port Elizabeth successfully remained on a par with the rest of the country.
Uitenhage, on the other hand, experienced a slightly lower growth rate over the same period
of 1.3%, but this was an improvement from the negative growth rates in the early 1990s
(Institute for Development Planning and Research, 1997).

The manufacturing sector is the largest in Port Elizabeth in terms of the size of its relative
contribution to the GGP, even though this contribution declined during the 1980s. In fact, the
percentage contribution of the manufacturing sector declined from 40% in 1968 to around
36% in 1991. More recent statistics (Central Statistical Service, 1995) suggest that by 1994
the relative size of the manufacturing sector in Port Elizabeth had fallen to one third of the
total contribution to GGP. The community and general government services sector
contributed almost 20% to total GGP for the city in 1991 and similar figures were reported for
1994, but has grown considerably from 1.6% in 1968. The trade and catering sector
contributed the third largest percentage to GGP in 1991 and in 1994. Although the
percentage contribution has not changed much since 1968, there has been an increasing
contribution from 13% in 1980 to in the region of 17% in 1994. Of these three sectors, which
contribute the largest percentage of GGP in comparison with the other sectors,
manufacturing has been in decline since 1980, while community and general government
services and the trade and catering sectors have been growing. Other than the financial and
real estate services sector, for which the GGP contribution has increased from around 11% in
1980 to just over 17% in 1994, the community and general government sector and the trade
and catering sector were the only two economic sectors to experience significant growth
during the 1980s and early 1990s (Central Statistical Services, 1993 and 1995).

In terms of employment figures, the total labour force in Port Elizabeth numbered almost
360,000 people in 1994. Of this figure, 160,000 were formally employed, just over 140,000
were unemployed, with the remaining number of just over 55,000 employed in the informal
sector. Between 1980 and 1994, the percentage of those that were formally employed



dropped from 80% to 44%. During this same period, unemployment escalated sharply from
16% to almost 40%, and employment in the informal sector increased from 3% to 16% (Black
and Saxby, in Pakes and Nel, 1997b). In 1991 approximately 32% of the formally employed
were engaged in the manufacturing sector, and there was a similar amount of people
employed in the community and general services sector. These two sectors accounted for the
highest percentage contribution of employment. Between 1980 and 1991, there was an
increase in formal employment in the following sectors:- community and general government
services, finance and real estate, trade and catering and construction (Central Statistical
Service, 1993). These statistics suggest that without major investment in the city,
manufacturing activity is unlikely to be a major source of employment growth in the future,
unless it occurs in sub-sectors that are expanding, such as components in the automotive
industry.

2.3 The nature of industrial development

After the election of the new government in 1994 many international firms became interested
in reinvesting in the country. Until then, the city of Port Elizabeth experienced many years of
isolation from the international economy. This had a significant influence on the nature of
industrial development in that it primarily focused on the satisfaction of domestic demand;
more recently, however, the export orientated stance promoted by national government has
challenged industry to respond to global markets.

The city of Port Elizabeth is traditionally known for its' automotive and components
agglomeration industry. This sector is well represented in the city, with three of the seven
assembly firms in the country including Volkswagen SA, Delta Motor Corporation, and
Samcor being located there. There are in the region of 300 component producers in the
country, of which around 120 are in Port Elizabeth. This industry is fairly concentrated in
South Africa with nearly 50% of total employment and an even greater percentage of output
being employed by fourteen large firms that employ over 1,000 workers (Black, 1994).
Largely due to the changing trade and industrial policy environment, and the introduction of
the Motor Industry Development Programme (MIDP), exports have risen sharply in the
country as a whole with an annual rate of increase of 47% from 1988 to 1996. In the 1994-96
period, the bulk of exports has been limited to a relatively small range of products with seat
parts and leather seat covers (31.1%) and catalytic converters (12%) being most dominant
(Department of Trade and Industry, 1997).

Although exports have risen sharply in the automotive components sector, the reduction of
protection has been difficult for the automotive and components industry. Despite a dip in
profits, as experienced in 1996, the sector seems to have risen to the challenges of reduced
protection, and is performing well. As the sector has become more integrated into the
international economy, the structure of the industry has changed rapidly. Firms have been
encouraged to become more competitive on global markets by lowering costs, and this has
led to market expansion and a growth in exports. There has also been an increase in
investment, particularly of foreign direct investment in both the assembly and component
sectors. The main challenge for the sector is rationalisation so that the high volumes that are
necessary to compete on global markets can be attained (Department of Trade and Industry,
1997:15). Unfortunately, there is a paucity of information available on a sub-sectoral level
about the other industries in the area. One study revealed that there seems to be export
potential in the textile, wool and mohair; leather and footwear; food processing and
automotive and components sectors — four of the potential cluster sectors in the Fish River
Spatial Development Initiative (Pakes, 1997c).

The manufacturing sector in the Port Elizabeth metropole employed a total of around 66,000
workers in 1993, and 69,000 in 1988 (a decrease of 4% in two years). The total number of



manufacturing establishments that were officially registered in 1993 was 698, and in 1988
there were 605 establishments recorded (Central Statistical Services, 1994 and 1998). In
1993, there were 1,267 manufacturing establishments officially recorded in the census in the
Eastern Cape Province, and a total of 105,126 people were employed to work in these
factories. The Eastern Cape figures fell in the two years since the 1991 Census, when the
number of establishments totaled 1,300 and the number of those formally employed in this
sector was in the region of 120,139 workers (Central Statistical Services, 1998).

The 1993 official statistics unfortunately do not reflect employment in the automotive sector.
The 1988 Census shows that the highest number of workers was employed in this sector
(18,319 workers). The other manufacturing sub-sectors to employ a large number of workers
included the textile (6,963 workers), rubber products (5,969 workers), food (5,937 workers)
and electrical machinery (4,571 workers) (Central Statistical Service, 1994). In 1993, the sub-
sector which accommodated the highest number of manufacturing concerns was the
fabricated metal products industry (n=76). The other industrial sub-sectors that dominated in
terms number of manufacturing concerns were the parts and accessories for motor vehicles
and their engines (n=57), machinery (except electrical) (n=64), furniture (n=47), other non-
metallic mineral products (n=44) industries. However, there are also a relatively large number
of establishments making machinery in the city (Central Statistical Service, 1998).

A survey of 430 manufacturing establishments in the city in 1993 found that 63 of the firms
had more than 200 employees. This means that approximately 15% fell into the category of
“large” business (Institute for Development Planning and Research, 1993). In the same year
official manufacturing statistics for the Eastern Cape suggest that the employment
breakdown was skewed towards the small and medium size of enterprise. In fact, in the
region of 85% of the industries fell into an employment size of less than 100 employees. In
view of the fact that 55% of the manufacturing establishments in the Eastern Cape (Central
Statistical Service, 1998) were located in the Port Elizabeth metropole, it is safe to assume
that a similar employment size pattern prevails in this metropole. An analysis of the main
input materials specified by these firms indicate that the most common input required was
steel in various forms — piping, tubing, sheet, stainless, mild etc. A total of 32% of all the firms
required this input. Some of the other inputs required by a relatively high percentage of firms
included:- other metals, especially aluminium, wood, chemicals, and textiles (Institute for
Development Planning and Research, 1993).

A survey of 160 formal manufacturing firms in the city shows that there are certain skills in
short supply. In particular, blue collar skills seem to be most lacking — artisan, technical,
supervisory, machine operating, basic literacy and spray-painting skills. The implications of
these findings are that, in terms of the relatively high level of skills shortages reported, there
are employment opportunities in the manufacturing sector that are not currently being
exploited. However, it remains to be determined whether this phenomenon is due to a lack of
information flow in the labour market or whether there is a shortage of these types of skills in
the area. It should be noted, however, that the main method of recruitment of the formal
manufacturing firms in the Port Elizabeth metropole is by “word-of-mouth”, and that firms are
more likely to recruit staff from inside the firm than from outside the firm. The apparent lack of
sufficient and effective linkages between local industry and local education and training
institutions constrains initiatives to plan for the needs of industry. There is a high level of
trade union presence in the Port Elizabeth manufacturing sector. Aimost 90% of the 160 firms
surveyed recorded that they experienced some kind of union presence. Just over forty
percent of the firms in the sample cited the National Union of Metalworkers South Africa
(NUMSA) as the main trade union to be officially recognised as representing workers. The
influence of this union nation-wide is significant. Thus, the strength of this union, and the high
degree of presence of unions among manufacturing firms in the area is likely to have various
labour market implications (Pakes, 1996a).
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The use of outsourcing as a more efficient and “flexible” method of production remains
relatively unexploited, with an average of only five percent of the respondents reporting that
their firms are engaged in production methods of this nature. However, outsourcing
opportunities were mentioned by almost 40% of the sample, the dominant kind of
opportunities being machining, cleaning, engineering and maintenance. A large number of
other outsourcing opportunities were mentioned by the firms, however (Pakes, 1996a).

From a spatial point of view, most industrial development in the city of Port Elizabeth has
occurred in a north-easterly and north-westerly direction. The eight main industrial areas are
clearly indicated on Map 1, just as the main 16 business nodes and all residential areas are
shown on Map 2. As can be seen from Map 3, the planned industrial development zone at
Coega is more than five times the size of the existing land allocated for industrial
development use. Further, it is clear that at this stage there is no existing or planned
industrial or commercial development along the south coast of the city.

As indicated by a number of academics in the 1980s and early 1990s, the lack of a particular
localised industrial development strategy for the city remains a problem. The limited detailed
information available about the manufacturing sub-sectors in the area constrains an effective
local industrial strategy from being initiated. What contribution has each sub-sector made to
total production output in recent years? In what sub-sectors has there been growth in exports
and/or in productivity? What plans have been made to match the demand for technical skills
in industry? When will industrial cluster initiatives begin in the city? Spatially, which industries
are located where in the city, and how large are they? What is the nature of the industrial
structure in the city?

2.4  Opportunities for industrial development

With the new state industrial policy reforms in place, South Africa is "in the throes of a
change to its industrial geography” with Port Elizabeth "gearing itself up to become the
country's export manufacturing capital” (Sussens-Messerer, 1998:1). The city finds itself as
one of the priority areas for industrial development as government plans to relocate industry
more strategically. One of the most significant changes to the economy is the shift in reliance
from gold to the increase in exports of beneficiated products, the result of which is a renewed
focus on industry needing to "become centred around ports and airports”. According to
Sussens-Messerer (1998:1), "Port Elizabeth is regarded as SA's most promising industrial
area. Not only is the whole ethos of the city industrial, but it is one of the most stable labour
regions in the country".

There are a number of reasons for this recent attention on the city as an "hub of industrial
renaissance" (Sussens-Messerer, 1998). Besides the stable labour factor, other advantages
include the relatively low crime rate, and the lack of political violence prevalent in other areas
of the country. The significant growth in motor component exports in the city, and a total of
80% of manufacturers making further investments and expressing positive sentiment about
future prospects are further advantages. The city has a port, located half-way between
eastern and western markets, which has experienced a steady growth in container traffic in
the last few years. There are other infrastructural advantages for the city, notably the plans to
upgrade the airport to international status within the next two years and a number of new
shopping centres and hotels that are being developed. These advantages, together with the
planned purpose-build deep-water industrial port at Coega, suggest that the status of the city
as an industrial centre will be enhanced (Sussens-Messerer).

The Coega IDZ and port, perhaps by virtue of the potential sheer enormity of the project, has
been called Port Elizabeth’s “lead” local economic development strategy (Hosking, 1998a).
This project has provided an interesting case study of many of the terms referred to in the
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local economic development literature:- private-public partnerships, local initiative,
comparative and competitive advantage, SMME development, international competitiveness
and export-orientation, social capital. This project has the support from many interest groups
in the city, and the "energetic and sophisticated growth coalitions" that have been necessary
to lobby for the development of infrastructure and the Billiton anchor plant provide a further
opportunity for mobilising the resources necessary for regenerating and attracting new
industrial development - as well as investment in other sectors such as agriculture and
tourism. As suggested by Bloch and Lewis (1997:23), "(t)he ground for growing local growth
coalitions in the region of the Fish River SDI is fertile". They emphasise the importance, in
"endogenising” the process of regional industrial regeneration, and of encouraging non-
governmental participation in the SDI process. In particular, the role of the local private sector
is important, considering the absence of a "developmental provincial or local state".

However, it has also been labelled a “top-down” local development strategy (Hosking,
1998a). There are a number of other problems that have been raised by Hosking (1998b)
about the industrial development and port planned for Coega. He questions the projected
employment and income generated in the Coega development, and suggests that this will be
less than that which could be effected by alternative private and public sector initiatives or
options. In his opinion, the income and employment figures of at least 25,000 during the
construction period as suggested are unlikely to be realised. He has a number of other
guestions:-

Are there any other "genuine anchor tenants" other than Billiton's zinc smelter?

What are the benefits to local government, despite its significant support for the project?

Will the city of Port Elizabeth end up cross-subsidising the Coega IDZ industries?

Why is there "overwhelming government support” at all levels, "even to the point of

becoming directly involved in its ongoing promotion” when there has been considerable
opposition by a number of interest groups?

What about the question of "conflict of interest” in the public-private partnership that has
been cultivated to promote this initiative?

What are the opportunity costs of alternative economic development options at Coega?

Can Portnet efficiently operate two harbours side-by-side in Port Elizabeth?

Will government get the return on a R1,5-billion investment in terms of the capital
requirements of the Coega harbour?

oopoo

oo O

In 1997 there were a number of business owners indicating that future prospects depended
on the Coega IDZ “going ahead”. This feeling was strong in the primary sector, while in the
manufacturing sector those in the engineering field, electrical machinery, metal products and
communication supported this viewpoint. The construction sector is also heavily dependent
on the development, and in the tertiary sector the following sub-sectors indicated a similar
attitude:- wholesale and retail, transport, insurance, property, rental of equipment, machinery,
plant and transport, and business services (Institute for Development Planning and
Research, 1997). Clearly, the Coega IDZ and port is perceived as a very important catalysing
project on which the future economic prospects of the city in large part depend.

According to a recent report “Coega is well placed to compete with other international
locations as a destination for large scale industrial operations, since it is able to meet most of
the criteria typically set by potential international investors” (GIBB Limited, 1997:312).
Amongst other advantages, the input costs in the city are competitive compared with other
South African industrial and commercial areas, there is underutilised transport and electricity
infrastructure, there is an agglomeration of industrial skills over “four generations” and
presence of relevant educational institutions, and a good quality of life is prevalent. Further,
the city has the capacity to accommodate a range of new large-scale development projects
due to “environmental capacity”. The potential port capacity that would be created with the
establishment of a new port, as well as the site-specific development potential and
operational advantages are further advantages (GIBB Limited, 1997).
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Five potential sources of investment in the Coega IDZ and port have been identified,
including:-
- the expansion of the existing local industrial base in the city;

relocation from other South African locations;

possible regional development initiatives aimed at regenerating industries with further

growth potential (such as wool, fruit processing, wood products and clothing and textiles);

industries that have potential “synergies with the industrial development projects which

have already shortlisted Coega as a proposed location”, and

foreign direct investment.
The sectors that have been identified to have the most investment potential include iron and
steel production, automotive and components, petroleum and petrochemicals, forestry
products, construction materials, food processing (particularly fruit and meat processing),
clothing and textiles, port-related investment, tourism development, and industrial support
industries (GIBB Limited, 1997). The particular sectors considered to be more specialised® in
the Eastern Cape than the country as a whole are (in order of specialisation):- basic metal
industry, paper and products of pulp and paper, non-metallic mineral products and fabricated
metal industry. The highest specialisation rating was recorded in the miscellaneous products
sector (IDC Regional Industrial Location Study, 1996, in Urban-Econ Development
Economists, 1997). In the Eastern Cape, considerable growth is expected in the automotive
and component; food and beverages proce