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1. Introduction

S
ince the eArLY 1990S, the SA automotive industry has been through a rapid process 

of adjustment as protection has been reduced. the globalisation of the industry has 

received much attention.1 Much of the focus has been on the rapid increase in automo-

tive exports, and the Motor industry development Programme (MidP) – introduced in 

1995 – is generally credited with having played a very significant role in promoting competitiveness 

and export expansion. imports constitute the other side of the adjustment coin and have received 

much less attention. in assessing the impact of globalisation, the supply response of firms to the 

realignment of incentives towards global rather than domestic markets is a fundamental determi-

nant.  in any process of liberalisation, import expansion would be anticipated but successful adjust-

ment may require new investment and growing efficiencies to at least partly offset the impact of 

declining protection.

�	 See	for	example,	�arnes	and	Kaplinsky	(�000);	�lack	(�00�);	and	�arnes,	Kaplinsky	&	Morris	(�00�).

this paper examines the impact of globalisation 

and automotive policy on imports of automotive 

products since the early 1990s. A series of 

important policy interventions, Phase vi of the 

local content programme (1989) and the Motor 

industry development Programme (1995), have 

liberalised imports and encouraged exports. 

the industry is now structurally stronger and 

more competitive. investment and exports have 

increased but vulnerabilities remain. imports 

have grown rapidly and the industry has still not 

achieved a sufficient volume of production to 

realise full economies of scale. Another constraint 

is South Africa’s location, remote from major 

automotive markets. After a long period of heavy 

protection followed by liberalisation and export 

support, it is now time for the sector to move 

towards a balanced growth path on the basis of 

policies which impose a more neutral incentive 

structure. this would involve some ongoing 

protection and assistance for production at low 

to moderate levels. under such a scenario, both 

the domestic market and exports could provide 

the basis for sustained future growth.  
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the overall picture in the SA automotive sector is that exports have in-

creased very rapidly but imports have expanded rapidly as well. the 

growth of vehicle imports is clearly visible on our roads. consumers have 

benefited from a rapidly expanding range of makes and models, many of 

which are imported. Less visible and more difficult to measure is what 

lies beneath the bonnets of the half million vehicles being assembled an-

nually in SA. each vehicle contains some 10,000 components, which re-

ally constitute the heart of the industry. A significant percentage of these 

components are imported. 

total automotive imports increased from r18.0bn in 1996 to r7�.�bn 

in 2005, while exports increased from r5.6bn to r45.6bn over the same 

period. the value of imported vehicles has increased even more sharply; 

from only r2.8bn in 1996 to r28.�bn in 2005, accounting for nearly 40% 

of the domestic market. however, imports of components are consider-

ably larger, although the growth rate has been less dramatic because they 

started from a higher base. imports of original equipment and aftermarket 

components rose from r15.2bn in 1996 to r45.0bn in 2005. Automotive 

products therefore constitute a large and growing segment of SA’s total 

imports (see figure 1). vehicle ownership is highly income elastic and with 

GdP growth in excess of 4%, further rapid increases in vehicle sales are 

likely. this means that automotive imports are likely to remain an impor-

tant component of the current account.   

the objective of this paper is to analyse the import side of the globalisa-

tion equation. there are a number of factors at play here. clearly imports 

are a function of factors such as the growth in the internal market and the 

exchange rate. our focus is primarily on determinants which are more spe-

cific to the automotive industry.  these include the position of the industry 

in relation to global trends in the location of automotive production, the 

policy regime (tariff reductions and the ability to rebate import duties by 

exporting), the strategies of vehicle manufacturers, changes in the struc-

ture of production, economies of scale and the role of foreign ownership. 

Section two of the paper briefly considers key global trends and their 

implications for the SA industry. early automotive policy developments 

and their impact are discussed in section three. Section four outlines the 

parameters and objectives of the MidP, while section five assesses the 

link between the policy regime and the expansion of automotive imports.  

the paper argues that the rapid expansion of automotive imports has 

important implications for policy, which are discussed in the concluding 

section.  

2.  Global trends and their 
impact on the SA automotive 
industry

internationally, global integration is occurring very rapidly in the automo-

tive industry, driven by lower trade barriers, including the formation and 

extension of regional trading blocs2  as well as by the global strategies of 

major international firms. Global trade in automotive products grew by an 

average annual rate of over 8% from 1980 to reach uS$914bn by 2005, 

accounting for 9% of total merchandise trade and 12.5% of total trade 

in manufactures.  

table 1 indicates the most important global importers of automotive prod-

ucts for the period 1980 to 2005. the bulk of world trade takes place 

within the eu and nAftA, and the importance of the regional dimension 

to global automotive trade has led some to argue that this is a more 

important force than globalisation.�  SA’s share of global automotive im-

ports, while small, had been growing very rapidly.

the share of developing countries in global production and exports has 

also increased very rapidly, driven by rapidly expanding markets in these 

countries but also by global automotive firms’ desire to seek out cheaper 

locations. Automotive exports from the 20 major developing country ex-

porters increased to uS$1�7.4bn in 2005 from uS$12.�bn in 1980, rep-

resenting an increase from �.9% of global automotive exports to 15%. 

in this fast-changing milieu, the outcome of liberalisation is not prede-

termined. rapid liberalisation in the automotive industry has had very 

different outcomes in, say chile and new Zealand, compared to Mexico 

and Poland. in considering the prospects for the growth of the automotive 

industry in the developing world, four types of industry locations can be 

identified.4  Big emerging markets (BeMs) such as china and india have 

clear advantages in that they constitute large existing markets with huge 

potential. A second category includes countries which are part of regional 

trading blocs, which collectively can constitute viable ‘automotive spaces’. 

these countries include Brazil and Argentina (in Mercosur) and thailand 

and Malaysia (in ASeAn). neither grouping is yet fully effective and Brazil, 

of course, on its own constitutes a large market. 

�	 NAFTA	and	the	enlarged	EU	have	been	of	particular	importance.	Other	regional	forma-
tions	such	as	Mercosur	(Laplane	&	Sarti,	�00�)	and	ASEAN	(Shimokawa,	�00�)	have	
been	much	less	significant,	although	this	could	change.

�	 See,	for	example,	Van	Tulder	and	Audet	(�00�).
�	 We	draw	here	on	the	typologies	used	by	Sturgeon	&	Florida	(�999)	and	�umphrey	&	

Oeter	(�000).
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countries on the periphery of large emerging markets (PLeMAs) consti-

tute a third category.5 this group includes countries such as Mexico and 

also new members of the eu such as the czech republic and Poland. 

these countries are attracting very large-scale inward investment in pro-

duction capacity to supply the large adjacent market area. Mexico and the 

new eu member states have the advantages of much lower labour costs 

than the uS and western europe respectively, high productivity in modern 

plants and close proximity to major markets. the fourth category includes 

countries with independent strategies such as Korea. 

SA manifestly lacks the attributes of a big emerging market, is not part 

of a significant trading bloc6  and is not on the periphery of a major mar-

ket. it also does not have home-grown firms or governmental strategy 

capable of driving a successful, Korean-style independent strategy. these 

attributes, or rather the lack of them, have implications for how SA is 

perceived by the major global decision-makers and how they choose to 

position SA within their global networks. As we shall see, this affects the 

orientation of international firms to the SA market and the types of invest-

ments that have been undertaken, which in turn impacts on SA’s trade 

profile and development prospects. 

�	 This	is	a	term	used	by	Sturgeon	and	Florida	(�999).
6	 As	far	as	the	automotive	industry	is	concerned,	SADC	is	insignificant,	although	this	may	

well	change	in	the	long	term	(�lack	&	Murad�ikwa,	�00�).
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Figure 1: AutoMotive iMPortS AS A ShAre of totAL iMPortS

Source: tiPS data

3.  Early policy developments

3.1.  Tariffs and the local content programme

in promoting the development of the automotive industry, SA initially 

followed a programme of import substitution similar to that adopted in 

other developing countries, especially in Latin America. high tariffs were 

placed on built-up vehicles which, when combined with a rapidly growing 

market, acted as a magnet to a large number of (initially foreign) compa-

nies which established assembly plants in the country. these operations, 

although in many cases highly profitable, were very small in international 

terms, with correspondingly high unit costs. Production was aimed solely 

at the domestic market and the SA assembly plants were kept isolated 

from the global production networks of the parent companies, except as 

markets for completely knocked down (cKd) packs.

ford and General Motors were the first to establish a production presence 

in SA. they were granted protection and established assembly plants in 

Port elizabeth in the 1920s. the domestic market expanded rapidly in the 

post-war period, reaching 120,000 vehicles in 1960, and a large number 

of assembly plants were established. the level of local content at this 

stage was only 20%. the adverse impact on the balance of payments 

led to increasing government support for greater usage of domestically 

produced components. As a result, the first in a series of local content 

programmes was introduced in 1961.  domestic sourcing of 11 periph-

eral items such as tyres, batteries and trim was required and higher local 
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Table 1:  LeAdinG iMPorterS of AutoMotive ProductS, 1980 - 2005

       Value (US$bn) Share in world imports (%) Annual % change

 2005 1��0 1��0 2000 2005 2000-05

Importers

european union (25) 407.54 - - 41.9 44.1 11

     extra-eu (25) imports 54.91 - - 5.5 5.9 11

uS 205.45 20.� 24.7 28.9 22.2 4

canada d 57.61 8.7 7.7 7.9 6.2 4

Mexico a, d 25.14 1.8 1.6 �.4 2.7 5

Australia d 15.19 1.� 1.2 1.5 1.6 12

china a 1�.55 0.6 0.6 0.6 1.5 29

Japan 1�.17 0.5 2.� 1.7 1.4 6

russian federation b         12.90 - - 0.4 1.4 40

turkey 11.96 ... 0.4 1.0 1.� 15

Saudi Arabia b 11.64 2.7 0.9 0.6 1.� 25

South Africa d 9.27 ... ... 0.4 1.0 �1

Switzerland 8.52 1.8 1.9 1.1 0.9 6

uAe  b, c 6.05 0.4 0.� 0.5 0.7 ...

norway 5.25 0.6 0.4 0.4 0.6 15

Brazil 4.51 0.� 0.2 0.7 0.5 1

Above 15 807.72 - - 90.7 87.5

Notes: a  includes significant shipments through processing zones     b includes Secretariat estimates      c  2004 instead of 2005     d  imports are valued free on Board (f.o.b.)

Source: Wto World trade Statistics

content levels were rewarded with additional import permits (duncan, 

1991). net local content rose rapidly, reaching approximately 52% by 

mass by 1971, which marked the end of Phase ii of the programme. rapid 

growth was  accompanied by a proliferation of assemblers and also by the 

development of a low-volume components industry oriented towards the 

production of heavier components such as body pressings (due to local 

content being measured on a mass basis).

under Phase iii, local content (on a mass basis) was to reach 66% by 

1977 in the case of ‘manufactured’ vehicles. Phase iv was a consolidation 

period with no additional requirements and Phase v, which was intro-

duced in 1980, applied a local content requirement of 50% to light com-

mercial vehicles, rising to 66% in 1982. 

the automotive industry has always been import intensive and in all these 

developments the main motivating factor for increasing local content 

was the desire to save foreign exchange. the import penetration ratio in 

1965 was �7.1%. After two decades of prohibitive protection on built-up 

vehicles, combined with moderate local content requirements, this had 

reduced to �0% by 1985, still the highest of any industrial sector but 

machinery (Kahn, 1987:248).  

3.2. The Phase VI Programme 

the problems inherent in the above approach to the promotion of local 

content were aggravated by the severe slump which followed the gold 

boom of the early 1980s. By late 1986, there were seven assemblers 

producing over 20 basic model variants for a market of 172,000 pas-

senger cars. these low volumes meant that the industry was uncompeti-

tive. exports were minimal, and with the increased introduction of highly 

sophisticated components, it had become increasingly easy to meet mass-

based local content requirements while increasing the value of imported 

components.

According to the Board of trade and industry (Bti) (1988), the local con-

tent programme up to and including Phase v had two main deficiencies. 

it led to:

“a tendency to produce low-cost, low-technology components 

which were unremunerative to export and were produced in 

uneconomic volumes, so locking the industry into a low-

volume, high-cost production structure; and...  
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a very high import bill as source companies tended to load the 

price of components they supplied to local producers. As they 

were supplying largely high-technology components which the 

local industry did not produce, this too tended to raise prices, 

as there was no incentive to produce low-mass, high-cost 

components locally”.

the new Phase vi local content programme, introduced in 1989, was 

therefore aimed at promoting investment, improving productivity, mini-

mising price increases and maintaining competition (Bti, 1989). it marked 

a significant change in direction. Local content was to be measured by 

value rather than mass. Most importantly, local content was to be meas-

ured not just by the value of domestically produced components fitted to 

locally assembled vehicles but on a net foreign exchange usage basis. in 

other words, exports by an assembler counted as local content and ena-

bled it to reduce actual local content in domestically produced vehicles.

the system operated through the imposition of an excise duty of �7.5% 

on all locally assembled vehicles. however, this duty was rebatable to the 

extent of 50% of the local content value, so that if the local content target 

(75%) was achieved, no duty was payable. A minimum average level of 

50% actual local content (i.e. irrespective of exports) had to be main-

tained across the model range but local content was defined very broadly 

as the ex-works price less foreign exchange used. it therefore included 

profit margins and overheads.

in addition to the protection added by the local content programme, the 

industry also received tariff protection on sub-sectors which fell outside 

the ambit of Phase vi, such as completely built up (cBu) vehicles, spare 

parts and accessories. Built-up vehicles received tariff protection of 100% 

and were subject to a 15% surcharge. As a result, imports were minimal. 

the calculation of the effective rate of protection on built-up vehicles is 

complicated by local content arrangements, but because of reduced pro-

tection on components, it increased sharply under Phase vi.

exports under Phase vi received a substantial effective subsidy in the form 

of a rebate of excise duty of 50 cents in the rand. All exports were chan-

neled via vehicle producers and component exporters had to negotiate 

the extent of the ‘subsidy’ that they received. component producers usu-

ally received 60% to 70% of the rebate or �0 cents to �5 cents per rand 

(of local content value) of exports. however, there was pressure to reduce 

this as assemblers approached their required local content levels. 

The impact of Phase VI

under Phase vi, exports grew rapidly from negligible volumes in the mid-

1980s to approximately r2,245m in 1994. Many component suppliers 

and all the assemblers instituted significant export drives. Assemblers de-

veloped international marketing channels, frequently via their overseas 

principals, and identified the types of components where local producers 

had a competitive advantage. the position of assemblers in the auto in-

dustry’s producer-driven value chain proved critical. As we will show with 

regard to the response to the MidP, this has been a key factor in explain-

ing the strong supply response to the changes to the incentive regime. 

the assembly industry remained highly protected. As a result of prohibitive 

tariffs, vehicle imports remained at minimal levels, consisting mainly of 

exotic vehicles which were not being assembled domestically. 

the main impact as far as imports were concerned was on the component 

sector. rapidly rising exports gave assemblers considerably greater flex-

ibility in their sourcing arrangements. By the end of Phase v, local content 

in terms of mass (which was the measurement used) had reached 66%, 

but was lower in value terms. under Phase vi, actual local content needed 

only be a minimum of 50% averaged across the model range, as long 

as the rest of the total 75% ‘local content’ requirement was made up 

through exports. it is clear, therefore, that with the growth in exports, 

vehicle producers were able to reduce the local content in domestically 

assembled vehicles significantly. 

imported components were mainly brought into the country in the form 

of cKd packs. if a vehicle producer opted to use a local component, the 

foreign supplier would remove this from the pack and subtract a ‘de-

letion allowance’ from the cost of the pack. deletion allowances were 

widely held to be below competitive international prices. the result was 

that a domestic component manufacturer was competing not with ‘com-

petitive’ international prices, but with a lower deletion allowance. While 

the component industry was previously excessively protected compared 

to the other intermediate goods sectors, under Phase vi this situation had 

changed dramatically.

THE SHORT-TERM IMPACT OF PHASE vI On THE DOMESTIC COMPOnEnT 

InDUSTRy WAS FELT In THREE MAIn AREAS:

1. the switch from mass to value had a highly differentiated effect on the com-

ponent sector. vehicle producers began looking at ways of increasing local 

content by value rather than mass. heavy components such as body pressings 

were no longer required and came under increasing pressure. Because of high 

tooling costs and short production runs, this was one of the most vulnerable 
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sectors, especially as it had enjoyed exceptionally high protection in terms of 

the mass-based scheme. 

2. components which formed part of sub-assemblies also came under threat 

because it became cheaper to import these in a semi-assembled form thus 

simplifying assembly and limiting the problems of local re-engineering, quality 

and supply complexities.

�. components with high tooling costs in relation to the cost of the component 

were also vulnerable (for example, plastic moulded components). Again, low-

volume production for the domestic market made these uneconomic. 

however, for models introduced under Phase v, manufacturers tended to 

maintain their sourcing arrangements due to sunk investment in tooling 

and contractual obligations. Also, it took time to build up large export 

volumes. thus the increased flexibility to source additional components 

abroad was most apparent with new model introductions and started to 

have a major impact from 1992. estimating the impact of Phase vi is com-

plicated by the difficulties of disaggregating the impact of recession from 

reduced domestic sourcing. Also, reduced domestic sourcing was to some 

extent compensated for by exports, although much of this was in ‘non-tra-

ditional’ components such as catalytic converters. there was, however, a 

significant fall in employment in the component industry in the first three 

years following the introduction of Phase vi. 

As explained above, the growth in exports greatly increased the flex-

ibility of component sourcing, allowing assemblers to take advantage of 

cheaper foreign components. this led to a substantial reduction in costs, 

especially as new models were introduced. component suppliers, who 

were used to prices being determined on a ‘cost plus’ basis, were forced 

to become more efficient and reduce their margins as they faced ultima-

tums to reduce prices in real terms or lose contracts.

A major defect of Phase vi is that it did not address the major factor 

impacting on the scale of production in the components sector – prolifera-

tion of makes and models in the domestic market. increased flexibility in 

component sourcing increased the effective rate of protection on built-up 

vehicles, and the predictable result was an increase in the variety of mod-

els and makes being assembled locally.

the series of local content programmes introduced in SA was seriously 

flawed. they were directly responsible for the development of a fragment-

ed and non-competitive industry. Phase vi was an attempt to address this 

situation. it encouraged exports but at the same time drastically reduced 

protection of the components sector while doing nothing to reduce pro-

liferation of models being assembled domestically, which was one of the 

major reasons for the component sector being uncompetitive. A further 

problem was that Phase vi was introduced at a time of great political 

and economic uncertainty and a generalised lack of investor confidence. 

this provided an inappropriate environment for a programme of struc-

tural adjustment, the success of which is contingent on a positive supply 

response.

4.  The MIDP

4.1. The introduction of the MIDP

Phase vi came in for heavy criticism, with frequent changes adding to 

the atmosphere of uncertainty. in particular, there was pressure from the 

component producer federation, nAAcAM, and in late 1992 the Motor 

industry task Group (MitG) was appointed to re-examine the programme 

and advise government on a future development policy for the industry. 

the MitG was a tripartite forum representing industry, trade unions and 

government. Government made it clear that tariffs had to be reduced in 

line with its obligations to the World trade organisation (Wto). 

the eventual outcome was the MidP, which was introduced in 1995. the 

recommendations of the MitG were only partly accepted. Most notably, 

the contentious proposal to encourage higher model volumes and force a 

degree of rationalisation was not accepted, as a result of strong opposi-

tion from the vehicle producers federation, nAAMSA. the MidP continued 

the direction taken by Phase vi and entrenched the principle of import- 

export complementation. however, it went a step further by abolishing lo-

cal content requirements and introducing a tariff phase-down at a steeper 

rate than required by the terms of SA’s offer to the Wto. 

THE MAIn ELEMEnTS OF THE MIDP WERE THE FOLLOWInG:

a) the excise duty-based local content system was changed to a tariff-driven pro-

gramme. 

b) there was no minimum local content requirement.

c) tariffs were to be phased down to 40% for light vehicles and �0% for compo-

nents by 2002. 

d) Manufacturers of light vehicles were entitled to a duty-free allowance in terms 

of which components to the value of 27% of the wholesale price of the vehicle 

could be imported duty free.

e) import duties on components and vehicles could be offset by import rebate 

credits derived from the export of vehicles and components.

f) Provision was made for a Small vehicle incentive (Svi) in the form of a higher 

duty-free allowance for low-cost vehicles. 

While nominal duties on imported vehicles were set to remain high, even 

until 2002, the ability to rebate import duties by exporting enabled im-

porters to bring in vehicles at lower effective rates of duty. import-export 

complementation also enabled assemblers to use import credits to source 
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components at close to international prices. thus declining nominal pro-

tection on vehicles was to some extent being offset by reduced protection 

for components. 

4.2. Mid-term review and 2003 review

in response to the need to assess the impact of the MidP as well as to 

provide long-term policy certainty to the industry, the department of trade 

and industry (the dti) conducted a Mid-term review in 1998, the results 

of which were published in 1999.7 A further review was conducted in 

2002/200�. Both policy reviews extended the MidP with minor adjust-

ments and with a continued gradual decline in assistance to the industry 

(see table 2).

in the Mid-term review, the MidP was extended to 2007. one significant 

adjustment was that while import-export complementation provisions 

were extended, this was on a phasing down basis. the qualifying value 

of eligible export performance was scheduled to decline from 200� (see 

table 2). this meant that while exports of components (or vehicles) with 

a local content value of r100 would allow the exporter to import r100 

of components (or vehicles) on a duty-free basis in 2002, from 200� a 

gradually declining value of components could be imported duty free.  

Again, extensive discussions regarding the imposition of direct industrial 

policy measures to rationalise the industry took place, but these were not 

adopted. An important late change introduced into this process as a result 

of concerted pressure on government by vehicle manufacturers who were 

planning major export programmes, was the introduction of a Productive 

Asset Allowance (PAA). in terms of the PAA, firms making qualifying in-

vestments receive import duty credits equal to 20% of the value of these 

investments, spread over five years.   

A third review was held in 2002 to provide clarity on policy until 2012. 

the brief was to maintain the basic architecture of the MidP. tariffs were 

set to decline to 25% and 20% for built-up vehicles and components 

respectively and there were other minor adjustments.8 

4.3. The objectives of the MIDP

the orthodox rationale for tariff reductions is to realign relative prices, 

reduce input costs and correct anti-export bias. the expected result would 

be a shrinking of the sector concerned, with benefits being felt in other 

sectors of the economy. 

7	 See	Republic	of	SA	(�999)	for	further	detail	on	the	proposals.
8	 For	the	policy	recommendations,	see	�arnes	&	�lack	(�00�).		

the initial objectives of the MidP were to provide high-quality, affordable 

vehicles, provide sustainable employment and through increased produc-

tion contribute to economic growth (the dti, 1997). these, of course, are 

generic objectives, which are important to all sectors. More specifically, 

the MidP was devised as a trade facilitating measure with very particular 

industry policy objectives. As a result of protection, the industry structure 

had historically been very fragmented and the resultant failure to achieve 

economies of scale not only made the assembly industry inefficient, but 

imposed major negative externalities on the component sector. With the 

proliferation of makes and models being produced in low volumes in SA, 

component firms were in turn required to produce at way below minimum 

efficient scale. An objective of the MidP was therefore to increase the 

volume and scale of production though a greater level of specialisation in 

terms of both vehicle models and components. 

essentially what was required was a transition from cKd assembly, which 

typically has been characteristic of vehicle production in protected devel-

oping country markets through a transition stage to full manufacturing 

(see table �). cKd assembly involves relatively light investments, in spite 

of the fact that the need for precision welding and advanced painting 

processes in modern cKd plants increasingly require larger capital outlays 

(Sturgeon & florida, 1999). under cKd assembly, production costs are 

usually quite high, especially if a high level of localisation is stipulated by 

government policy. 

high local content requirements would necessarily require much higher 

levels of investment and would tend to encourage rationalisation. in the 

cKd assembly stage, quality is likely to be below international standards 

and assemblers would be likely to introduce their own adaptations, usu-

ally with the purpose of extending model life. As a result, in many pro-

tected, emerging economy markets, models have continued in production 

long after they have been phased out in advanced country markets. in SA, 

the vW citigolf and toyota tazz are examples of this.  

in the transition and full manufacturing stages where exports may be-

come substantial, both quality standards and the number of derivatives 

offered need to be in line with international practice. volumes per model 

also increase in the transition stage, and under full manufacturing would 

approach world scale. Because firms are exporting, they would need ac-

cess to components at world prices, so in spite of higher volumes in the 

transition stage, local content levels may not increase. in the full manufac-

turing stage, much higher volumes would normally be attained, allowing 

vehicle makers to localise components on an economic basis.
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the main instruments of the MidP have been falling nominal duties com-

bined with export assistance derived from the ability to offset import du-

ties. While nominal duties on imported vehicles have remained fairly high, 

at least in the early stages of the MidP, the ability to rebate import duties 

by exporting has enabled importers to bring in vehicles at lower effective 

rates of duty. import-export complementation has also enabled assem-

blers to use import credits to source components at close to international 

prices, so declining nominal protection on vehicles has to some extent 

been offset by reduced protection for components. this has meant that 

there has still been a significant incentive to assemble locally. 

the MidP seeks to provide support for the automotive industry on a grad-

ually declining basis. this requires that it meet a number of objectives, 

including: 

Some protection of assembly;

Some protection for the component sector; and

Some export support.







Table 2: the MidP AS AMended in the Mid terM-revieW And the 200� revieW
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1999 50.5% �7.5% 100% 90% 100:75 100:100

2000 47% �5% 100% 80% 100:70 100:100

2001 4�.5% �2.5% 100% 60% 100:70 100:100

2002 40% �0% 100% 50% 100:65 100:100

200� �8% 20% 94% 40% 100:60 100:100

2004 �6% 28% 90% 40% 100:60 100:100

2005 �4% 27% 86% 40% 100:60 100:100

2006 �0% 26% 82% 40% 100:60 100:100

2007 �0% 25% 78% 40% 100:60 100:100

2008 29% 24% 74% 40% 100:60 100:100

2009 28% 2�% 70% 40% 100:60 100:100

2010 27% 22% 70% 40% 100:60 100:100

2011 26% 21% 70% 40% 100:60 100:100

2012 25% 20% 70% 40% 100:60 100:100

Notes: the duty free Allowance of 27% remained unchanged during this period.      the Productive Asset Allowance (PAA) was put in place until 2007, to be reviewed later.       
              * PGM: Platinum Group Metal 

Source: Adapted from Black & Barnes (200�) and nAAMSA (2005)

 

the support mechanism is principally via rebates on import duties which 

can be gained by exporting.9 the various components of the system are 

therefore interdependent. if credits can be generated too ‘easily’, import 

protection is effectively removed, while if it is too difficult to earn these 

credits, the industry becomes more protected. the latter outcome would 

lead to rising car prices and higher vehicle production costs. So the vol-

ume of credits being generated is a key policy issue, as it affects the ‘bal-

ance’ of the programme. 

5. The impact of the MIDP
international competition in the SA automotive industry has increased 

substantially as a result of the MidP. vehicle manufacturers faced the 

prospect of the domestic market being eroded by imports, as tariffs were 

reduced from prohibitive levels. the component sector, which had only just 

9	 Since	�00�,	firms	undertaking	‘�ualifying	investments’	could	earn	duty	rebates	under	the	
Productive	Asset	Allowance,	but	the	level	of	this	is	relatively	low.
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begun the transition from low-volume, flexible production faced further 

restructuring and consolidation. 

the impact of the changes was awaited with a degree of trepidation by 

policy-makers, the industry and unions. clearly, the outcome of this shift 

towards more open markets depended not only on the level of import 

penetration, but also on the supply response in terms of investment and 

export expansion. A survey of component firms undertaken in 1995 just 

before the introduction of the MidP showed that firms were well aware 

of the changes that would have to be made in response to the new pro-

gramme (Black, 1995). 

 in spite of the fact that two-thirds of firms expected competition in their 

product line to increase dramatically as opposed to one-third who expect-

ed the increase in competition to be slight or negligible, firms were gener-

ally adopting a positive approach. firms planned to upgrade productivity 

by improving production efficiencies, expanding exports and increasing in-

vestment. there was much greater emphasis on a positive supply response 

(expanding exports and new investment) than on reducing employment, 

curtailing operations or sourcing sub-components internationally.

the restructuring process, therefore, looked likely to be centered around 

efforts to improve in-house productivity, including work organisation, by 

attempts to expand production volumes in a more focused range of prod-

ucts through exporting and to upgrade plant and equipment, including 

increased use of automation. it should be recognised, however, that the 

Table 3: StAGeS in the deveLoPMent of vehicLe Production in SA

CKD assembly Transition Full manufacturing

Target market Domestic Domestic and export Domestic and export 

Level of integration with parent  
company 

Low; import of cKd packs Medium high 

Model line up Many models one or two one or two

derivatives Limited to reduce costs full range to supply export market full range to supply export market

Local content 
Generally low but may be quite high as a 
result of local content requirement

Moderate, based primarily on cost factors Medium to high

Quality Below source plant equal to source plant equal to source plant

Production cost high 
Medium; penalties incurred by high 
logistics costs

Low 

domestic design Local adaptations none 
none - may do worldwide r&d in 
niche areas

Source: interviews

industry was experiencing boom conditions at the time of the survey, with 

sales growing rapidly and this is likely to have influenced expectations 

about the outlook for investment and employment.

the respondents also proved to be remarkably accurate in forecasting 

the impact of the MidP on exports, investment and employment. firms 

anticipated a massive increase in exports, moderate increases in invest-

ment and roughly stable employment, with two clear categories of firms 

emerging - those who were linked into export markets and expected to 

increase employment and another group of more traditional component 

suppliers who expected employment to decline. 

5.1.  Imports, the trade balance and 
automotive policy 

Since the introduction of the MidP, automotive imports have grown rap-

idly in absolute terms. even more striking has been the growth of auto-

motive imports as a share of manufactured imports, which increased from 

a low point of 12% in 1998 to 2�% in 2005 (see figure 2). 

As a result of growing component and vehicle imports, the overall auto-

motive trade deficit widened dramatically from under r5.1bn in 1992 (a 

year of weak demand) to r14.1bn in 1996 before declining as a result 

of falling domestic vehicle production (requiring fewer imported compo-

nents) and growing exports. in 1999, it had declined to only r8.0bn as 

imports increased moderately while exports continued to grow rapidly. 
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the rand value of imports has since grown rapidly, initially as a result of 

the weaker rand in 2001/2002. Since then the rand has strengthened, but 

booming domestic demand for imported vehicles as well as components 

to supply the increase in domestic assembly has led to a further rapid 

increase in automotive imports and a negative automotive trade balance 

of r18.8bn in 2004 and r27.7bn in 2005.

A number of factors have a bearing on imports. these factors include mar-

ket demand, the exchange rate and the policy provisions of the MidP. our 

focus is on the impact of automotive policy, including tariffs, the duty free 

Allowance (dfA), import-export complementation and the PAA. 

As tariffs are reduced, imports can be expected to gain a larger share of 

the domestic market and rapid import expansion can threaten the viability 

of local producers by eroding their domestic market share. nominal tariffs 

are declining gradually and do not on their own explain the rapid increase 

in automotive imports. 

A key strategy of the car-makers operating in SA is to expand market 

share.  they seek to achieve this via a combination of local production 

and vehicle imports.  importing vehicles and components incurs import 

duties and much of the strategic behaviour of firms is therefore directed 

at optimising their duty position.  

Minimising duty payments can be achieved in a number of ways. first, 

firms can limit vehicle imports. Secondly, local content in domestically 

produced vehicles can be adjusted. thirdly, vehicle producers can expand 

exports of either vehicles or components. As exports have increased, so 

has the ability to import automotive products without paying duty. inde-

pendent importers, such as renault and hyundai, which do not produce 

vehicles in SA are also trying to expand market share and are able to 

offset import duties by facilitating exports into their global networks. in 

addition, car-makers undertaking specified investments which qualify un-

der the PAA also receive import credits. these are currently at a low level 

compared to the credits earned via exporting. 

these considerations have had a decisive effect on the strategic choices 

made by vehicle producers. the structure of the MidP has been such that 

it clearly has been easier to generate exports than develop high local con-

tent in domestically assembled vehicles. in the early stages of the MidP, 

the strategy adopted by vehicle manufacturers was to develop component 

exports. As figure 4 indicates, component exports increased rapidly until 

2002 but a large share was taken by just two types of components – au-

tomotive leather and catalytic converters. these types of ‘peripheral’ com-

ponents offered the opportunity of generating large export volumes with 

limited investment. Global demand for catalytic converters was expand-

ing rapidly due to environmental legislation. Also, due to their platinum 

content, catalytic converters are high-value products. Automotive leather 

is a labour-intensive and footloose industry. this kind of strategy contrib-

uted little to the overall development of the industry, as it co-existed with 

low-volume cKd assembly and did not contribute to reducing the cost of 

domestic vehicle production by reducing the cost of components being 

supplied to the domestic industry or by bringing down assembly costs. 

from the late 1990s, vehicle exports expanded rapidly. this required 

much greater investment by vehicle manufacturers and assisted in raising 

volumes – which at least helped component suppliers to become com-

petitive. exports, initially of components but later including vehicles, were 

therefore the main strategic choice adopted to minimise duty payments in 

the face of increasing imports. 

the key to understanding the impact of exports on the ability to import 

is the value of import rebate credit certificates (irccs) (see figure 5). 

exports grew rapidly until 2002. the certificate value has, however, grown 

less rapidly over the period because of lower local content in total exports 

as a result of the growth in the relative importance of vehicle exports, 

which have much lower local content than components. Additional fac-

tors are the phasing down in the qualifying percentage of platinum in 

catalytic converter exports from 1999 and the phased reduction in the 

qualifying percentage of all exports from 200�. in spite of the phasing 

down of export assistance, the incentive structure continues to encourage 

export growth. 

5.2. Vehicle imports

until the early 1990s, prohibitive tariff levels resulted in negligible imports 

of vehicles into SA. vehicle prices were significantly above international 

levels. the opening up of the economy and the phasing down of tariffs 

have led to an increased level of light vehicle imports   from under 2% 

of the market in 1990 to 1�.9%10 in 1997 and nearly 40% in 2005. until 

the surge in imports during 2004 to 2005, increases were roughly in line 

with the expectations of policy-makers, and as indicated in figure 6, the 

numbers of vehicles exported in some years exceeded imports.  

domestic vehicle producers, especially those firms which have already es-

tablished large-scale vehicle export projects, account for the major share 

of vehicle imports. in interviews conducted in 2002, all assemblers were 

planning to expand imports of models which they did not produce locally. 

�0	 This	includes	imports	of	semi-knocked	down	vehicles	imported	under	a	temporary	concession.
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Figure 2: AutoMotive iMPortS AS A ShAre of MAnufActured iMPortS, 1996 - 2005 

Source: tiPS data

Passenger vehicle imports / manufacturing imports

this was clearly related to plans to rationalise production in the domestic 

market to a reduced number of platforms, raise production per model and 

export part of the expanded output. this strategy generally required an 

export allocation by the parent company, which in turn was seeking to 

expand market share (including the sale of imported models) in SA. in-

dependent importers have also increased their market share significantly 

since 1995. 

the rise in vehicle imports has been due to four main factors. first, declin-

ing tariffs have played a role (see figure 7). import duties have declined 

steadily from the 65% level at the start of the MidP in 1995. neverthe-

less, the normal import duty on light vehicles, at �4%, remained quite 

high in 2005. the second important factor has been the ability to rebate 

import duties by exporting. figure 8 shows the close relationship at the 

firm level between vehicle exports and imports. in 1996, no firm exported 

significant numbers of vehicles and imports were minimal. By 2001, three 
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Figure 3: AutoMotive  trAde BALAnce, 1996 - 2005 (rBn, conStAnt 2000 PriceS)

Source: compiled from the dti data
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Figure 4: eXPortS of cAtALYtic converterS, AutoMotive LeAther And other coMPonentS, 1995 - 2004

Source: compiled from the dti data
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firms, all German-based, had implemented vehicle export strategies and 

were generating nearly 50% of their irccs from vehicle exports, which 

enabled them to make a greater contribution to the overall group by rais-

ing market share in SA. during this period, other car-makers such as ford 

and nissan continued to pursue multi-model strategies (in some cases 

with low local content levels). they were able to do this by generating 

large-scale exports of components, which allowed them to offset com-

ponent imports. this option was not sustainable in the medium to long 

term, and by 2005, both toyota and ford had started to implement export 

programmes, with the other vehicle producers announcing plans as well. 

high-volume vehicle exports have allowed vehicle manufacturers to im-

port significant volumes of both vehicles and components duty free. 
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By 2001, vehicle exports accounted for over �0% of the irccs being 

generated, up from only 10% in 1996, and this percentage has continued 

to increase. independent importers have also been able to offset duties 

on vehicle imports by facilitating component exports into their global net-

works but have less capacity to do this compared to the vehicle producers 

with established facilities in SA. 

A third factor which has had an impact since 200� has been the recovery 

of the rand from very depressed levels. While this reduced costs for local 

assemblers by lowering the costs of imported components, the impact on 

imported vehicles was correspondingly greater. 

fourthly, the boom in the domestic market, spurred by the stronger cur-

rency, has contributed to growing imports since 2004. to some extent this 

has been due to capacity constraints among local assemblers, which has 

encouraged more aggressive marketing of imported vehicles. 

5.3. Components and local content  

A key policy issue in the development of the automotive sector, both in 

SA and other developing countries, has been the level of local content 

in domestically assembled vehicles. All too frequently vehicle assembly 

has been characterised by low volumes, which has led to low levels of 

domestic content.  

figure 9 shows that, in real terms, the value of components imported per 

vehicle assembled domestically has increased significantly.  Measuring the 

volume and value of vehicle and component imports is simple enough, 

but the level of local content in the SA industry remains a major issue of 

debate between government and the various industry federations.

Local content is notoriously difficult to measure. As table 4 indicates, it 

can be defined in a number of ways and there are significant differences 

between the various measures. each definition is also subject to measure-

ment difficulties and to the vagaries of the exchange rate. 

for example, the ‘official’ definition of local content as vehicle wholesale 

price (value of production) less import content (Measure d) leaves much 

room for changes in vehicle prices, assembly costs and profit margins. 

With no change in the actual sourcing of components, higher prices and 

profits would mean a ‘higher’ level of local content. in fact, this is what 

happened recently in SA. According to Measure d, local content has 

ranged between 50% and 60% and shows a slight upward trend (see 

table 4). But this reflects a stronger rand from 200�, as well as rising 

assembly industry profitability. the latter dimension is reflected in the as-

sembly contribution and hence higher ‘local content’. the data based on 

other definitions show a stable or declining position, which may in fact 

indicate that ‘actual local content’, based on the number of domestically 

produced parts incorporated in locally assembled vehicles, is declining.  

250,000

200,000

150,000

100,000

50,000

0

Figure 6: nuMBerS of vehicLeS eXPorted And iMPorted, 1996 - 2005

Source: nAAMSA, the dti
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What is also evident is the low level of local content (between �2% and 

26%) in total component purchases (Measure B). if one considers local 

content in component purchases as a percentage of total vehicle revenue 

(Measure c), this dropped to as low as 16% in 2004, a year in which both 

the rand and assembly industry profitability were strong. 

Explaining changes in local content

the introduction of a series of local content programmes from 1961 led to 

increased levels of local content in SA assembled vehicles. With the intro-

duction of Phase vi, the component sector came under increasing pressure 

from imports. this continued under the MidP, with annual price increases 

significantly below inflation levels, especially in the early stages. 

under the MidP, protection of the component sector has been reduced. 

Local content requirements were abolished and duties have continued to 

decline, albeit gradually. conventional trade theory would predict a de-

cline in local content.  Apart from declining protection, there are, however, 

a number of further considerations. one of the policy objectives has been 

to increase model volumes, which could be expected to impact on local 

content levels. changes in local content usually take place when new 

models are introduced and it would therefore be important to be able 

to measure whether new models have significantly lower levels of local 

content than the vehicles they are replacing. there has also been signifi-

cant foreign investment by first-tier suppliers and a further question is 

whether these firms are mainly engaged in assembly of imported parts or 

draw on the domestic supply base of second-tier firms. 

it is clear that there has been some decline in local content but this has 

not been dramatic. of major concern in the first few years following the 

introduction of the MidP was the tendency to introduce new models 

with low local content levels. As table 5 shows, the local content level in 

some new models introduced was very low, especially as the measure-

ment of local content in this table includes assembly and profit margins 

apart from actual local content.11 on this measure, a local content level of 

under 40% is very low in terms of actual local components and translates 

into less than �0% of components fitted being locally sourced. these 

would comprise mainly peripheral components such as wheels, exhausts, 

certain trim components, body panels, batteries and glass. 

 Given the fundamental objective of the MidP, government has been 

anxious to see higher levels of localisation.  in the course of interviews 

conducted in 2002, assemblers voiced their concerns regarding the do-

��	 Some	caution	should	be	exercised	in	the	interpretation	of	the	data.	The	data	on	new	model	
local	content	levels	are	not	weighted	according	to	volume.	Lower	local	content	models	
would	tend	to	be	lower	volume	vehicles.
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Figure 8: LiGht vehicLe iMPortS And eXPortS BY firM, 1996 - 2005

Source: compiled from nAAMSA data
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mestic components industry. they argued that in many cases it did not 

have the required technology to supply components for the advanced ve-

hicles being exported. A particular problem related to the fact that insuffi-

cient investment had occurred to upgrade the technology in this sector. to 

deal with this constraint would require large-scale investment, including a 

substantial expansion in foreign investment. 

Achieving higher levels of local content is not easy. Given the very large 

investments involved, even model volumes of 40,000 to 50,000 units per 

annum do not justify the investments required to raise local content much 

above a level of about 60%12 one solution would be for component firms 

which supply domestic car-makers to achieve minimum efficient scale by 

exporting, say, half of their output. the presence in SA of the three major 

German car firms, all with significant vehicle export activities, should be 

attractive to German component firms. indeed, the German-based car-

makers have co-operated to attract investments by first-tier suppliers. to 

some extent they have been successful, but real constraints remain. As an 

integral part of the global production capacity of the parent companies, 

SA-based assemblers would normally be expected to use exactly the same 

supplier as the parent company, a practice known as lead sourcing. these 

suppliers may be different for vW, BMW and daimlerchrysler. increas-

��	 		As	explained	above,	the	definition	of	local	content	is	problematic.	�ere	we	are	using	the	
‘official’	definition	of	wholesale	value	less	forex	(Measure	D	in	Table	�).	This	therefore	
includes	local	assembly.	Under	narrower	definitions	(excluding	assembly)	the	local	content	
value	would	clearly	be	significantly	lower.
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Figure 9: Motor vehicLe Production And oriGinAL eQuiPMent coMPonent iMPortS (conStAnt 2000 PriceS) 

Source: compiled from nAAMSA data
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ing output by supplementing production in order to reduce unit costs is 

constrained by the fact that this might make inroads into the established 

capacity of existing foreign suppliers. 

Part of the trend indicated above reflects changes in the level of local con-

tent of components themselves.  While there has been investment, mainly 

by foreign firms (or joint ventures) in high technology, first-tier compo-

nents to supply large-volume vehicle projects, in many instances these 

firms operate as just-in-time sub-assemblers of imported components us-

ing technologically advanced assembly jigs and testing equipment. they 

are not, however, responsible for any materials conversion processes and 

as such cannot be considered true manufacturers. the advanced materials 

conversion (and the associated tooling and technology investment) takes 

place outside of SA and local content and local value adding, even on 

large-scale vehicle export projects, has remained low (Barnes & Black, 

200�). the latter characteristic was clearly borne out in the course of the 

2002 interviews with vehicle producers (Barnes & Black, 200�). it is fur-

ther supported by recent data drawn from the 70 firms which belong to 

the SA Automotive Benchmarking club, which shows striking differences 

in the purchasing patterns of local and foreign owned component firms 

(see figure 10). 

the reliance on foreign inputs partly reflects the assembly or ‘system in-

tegrator’ character of many foreign-owned supplier operations, and is in 
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Table 4: the PercentAGe LeveL of LocAL content (Lc) AccordinG to vAriouS definitionS 

     Local content measure 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

A. component purchases by oeMs �9 �8 40 4� �4 �5 �8 40 na na

B. component purchases less all imports na na na na �2 27 27 26 27 �1

c. component purchases less all imports as % of revenue na na na na 21 19 20 16 16 20

d. Average value of production less average forex 56 58 56 52 51 52 50 56 60 59

e. Lc in exported passenger cars na 50 49 na 42 �8 �9 �5 �6 �7

f. Lc in exported light commercial vehicles na 51 50 na na na na �9 �6 �5

G. Lc in exported medium commercial vehicles na 45 50 na na na na 42 �9 �9

Notes: A. Local component purchases by vehicle producers based on the dti survey data     B. Local component purchases less all import content as % of all component purchases.

c. Local component purchases less all import content as % of vehicle revenue.     d. Average value of production less average forex (from oeM aggregate data).

e, f, G.  f.o.b. export value less forex.

Sources: ircc data, MidP customs Account and survey data supplied by the dti, nAAMSA and nAAcAM

.

part a global trend.1� this lack of embeddedness may partly result from 

the limited time that these firms have been operating in SA. But it also 

reflects the fact that vehicles are being produced in volumes of 50,000 

units per annum or less, which does not justify heavy investment in com-

ponent production. 

this is further demonstrated by the fact that component exporters tend 

to have higher levels of local content than domestic market suppliers. 

exports are mainly of less complex components and tend to be in high 

volumes, with concomitant high levels of local content (see table 6).

��	 See,	for	instance,	�umphrey	&	Salerno	(�000).		

An interesting development noted by certain vehicle producers and a 

number of component producers, was that some suppliers had become 

reluctant to supply assemblers, even where volumes were fairly large. 

this was seen to be because of demanding price and quality certification 

requirements on the one hand and the fact that some component sup-

pliers had access to more lucrative opportunities in international markets, 

especially the less technologically demanding and price sensitive after-

market.14 

��	 Interviews.

Table 5: LocAL content LeveL of neW ModeLS introduced froM SePteMBer 1995 - 1998

New model Local content (%)

A 61

B 60

c 58

d 51

e 41

f �9

G �7

Average (new models - unweighted) 49.6

Weighted average for the industry 57.5

Note: Local content measured by ex-works price less foreign content.

Source: the dti, unpublished data. 
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Figure 10: LocAL content in coMPonentS Produced BY vAriouS cAteGorieS of coMPonent firMS   

Source: derived from data supplied by B&M Analysts
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Table 6: LocAL content in MAJor coMPonent eXPortS (%)

Component type 2003 2004 2005

 catalytic converters (including PGM reduction) 81 82 na

 Seats and components (including leather covers) 77 78 79

 engines and engine parts 82 65 72

 tyres and tubes 67 65 68

  Wheels, brakes and parts 89 89 87

  Body parts 79 72 76

  electrical equipment 62 57 62

  other parts 72 72 80

  Silencers & exhaust systems 84 84 79

  Glass 75 78 89

  Suspension parts 84 79 70

  radiators 82 86 85

  tooling 84 78 71

  Gearboxes, clutches & parts 7� 74 75

  Axles: drive & non-drive 69 74 71

Source: international trade Administration commission (itAc)
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The case of Toyota’s suppliers

the implications of the changing nature of the supplier system for local 

content and domestically owned firms are illustrated by the case of toy-

ota South Africa (tSA).15 having previously been a licensed operation, 

the company is now a subsidiary of toyota Motor corporation (tMc) 

and has been converted into a global production hub.  it is the only 

SA assembler which has attained world-scale volumes, and production 

is set to increase to 220,000 units by 2008. this includes two high- 

volume models, the corolla and international Multipurpose vehicle 

(iMv). furthermore, according to a recent poll of suppliers, toyota is 

the firm which is regarded as most supportive of building the supply 

network. 

According to tSA president Johan van Zyl, 

“unless you have a strong supplier base, there is no reason 

for your existence... it’s in everyone’s interest for us to go to 

our suppliers and help them with quality and logistics, and 

link them into our system”.16 

But at the same time, the number of domestic suppliers has been sharply 

reduced. in 2002, toyota had seven platforms with 160 local suppliers 

(see table 7). By early 2007, there were only two primary platforms 

and 75 suppliers. While local content was hardly changed, the posi-

tion of suppliers had been transformed. for the corolla model that was 

launched in 2002, 41% of locally produced parts (by value) were from 

global suppliers.17 for the model being launched in 2007, this figure was 

82%, the large majority of which were foreign owned. 

in line with global practice, toyota no longer issued drawings request-

ing quotations from suppliers. Suppliers in the global design centres in 

europe, Japan and America were involved from the concept stage. this 

meant that access to the design centres was crucial for local suppliers, 

and from 2002, toyota SA had spent much effort trying to partner local 

firms with major foreign suppliers. for example, toyota had helped to 

facilitate two joint ventures by firms within the large local Metair Group 

and a third was in the pipeline. 

��	 This	section	is	based	on	interviews	conducted	in	early	�007.	‘
�6	 ‘Fortuner	favours	the	brave’	(Financial	Mail	Special	Report:	The	Motor	Industry,		

��	September	�006).
�7	 ‘Global	supplier’	in	this	context	refers	to	a	foreign-owned	firm	or	joint	venture	operating	

in	SA	or	a	domestically	owned	firm	with	a	technical	agreement	with	a	global	supplier.

toyota’s preference was to deal with foreign-owned suppliers or joint 

ventures. even a 25% foreign-owned joint venture would effectively be 

run by the foreign firm and in most cases the foreign partner would in-

crease its stake over time. for this reason, local firms were frequently not 

supportive of this initiative as they were reluctant to cede control. Many 

asked toyota to help them to set up technical agreements, but while 

this route remained a possibility, it was not toyota’s favoured option, as 

licence payments were cost raising. in dealing with locally owned firms 

reluctant to relinquish control, tSA cited itself as an example of a firm 

which had only been able to survive and expand because the previous 

owners, the Wessels family, had seen the necessity of the tMc taking a 

controlling stake. 

According to tSA, the parent company strategy was to localise in the 

country of assembly and it was also important to achieve certain levels 

of local content in order to meet eu rules of origin for duty-free market 

access. in spite of the high volumes being achieved and the fact that 

toyota was keen to increase local content, this had not materialised but 

remained at about 40% for both the corolla and the iMv. to move to 

60% local content would require a locally produced engine and there 

were no plans to do this.  engines for the iMv are built in thailand, the 

global hub of the project, while transmissions are produced in indonesia. 

Previously, a large number of components had been produced by in-

house firms such as toyota Automotive components (tAc) and the 

toyota Stamping division (tSd). Soft trim and plastic parts, wheel and 

tyre assembly and small stampings have now been outsourced. Plastic 

painting, regarded as a core competence, has been brought in-house. 

tSd continues to produce major stampings.  

the position of local suppliers excluded from this network was extremely 

precarious. this group consisted of a multitude of smaller firms with 

capabilities in areas such as tooling and press parts. however, without 

close links to the design and technology of global suppliers they were 

likely to be marginalised. ironically, while the low model volumes in the 

SA assembly industry has always been a major complaint of the com-

ponent industry, these smaller firms now found it difficult to cope with 

model volumes in excess of 100,000 units per year that toyota was 

producing. 

the second tier of suppliers was also regarded as weak, with limited skill 

levels, and toyota was pessimistic about their prospects. While toyota 

encouraged the new global suppliers to expand their own local content, 

these firms were importing from countries such as china and local firms 
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could not compete. even large raw material suppliers appeared to be los-

ing ground. only �0% of the steel used in the new corolla was to be 

locally produced, compared to 90% in the previous model.   

Supplier development depended on the cycle of new model introduc-

tions. following the launch of the iMv project in April, 2005, toyota had 

identified 17 high-risk suppliers and appointed a team of mainly retired 

technical staff, dubbed ‘grey berets’, to work with these firms in areas 

ranging from kaizen plans to press loading and hr development. these 

firms had been assisted through to late 2006. At the time of the inter-

views in January 2007, production preparation was in progress for the 

new corolla launch in mid-2007. After this, product development staff 

would again be deployed to assist 15 key suppliers to the corolla and 

iMv. these firms were smaller, domestically and foreign-owned suppliers. 

the larger foreign-owned suppliers received back-up from their parent 

 6. Conclusions: the implications 
for policy

the automotive industry is widely regarded as a major success story of 

post-1994 SA, mainly on account of the well-documented expansion in 

exports. Since the introduction of the MidP in 1995, rapidly increasing 

volumes of components – and more recently of vehicles – have been 

supplied, mainly to first-world markets. Although export expansion has 

been accompanied by greater efficiencies and a more rational industry 

structure, key vulnerabilities remain. 

this paper has focused on the rapid rise in imports, which have risen par-

ticularly sharply in recent years in line with the boom in domestic vehicle 

sales. But the behaviour of many firms is revealing about their long-term 

strategy. the investment in export capacity has been driven to a large 

extent by the objective of earning import rebate credits. firms have been 

exporting in order to import. this is an important conclusion because it 

Table 7: chAnGeS At toYotA froM 2002 - 2007 

2002 2007

no of platforms 7 2

no of suppliers 160 75

Percentage local content  (component purchases only) 40-45 40-45

Old Corolla (2002 model) new Corolla (2007 model)

% of local components produced by global suppliers (corolla) 41 82   
(46%: global firms, non-Japanese; 2�%: Japanese firms; 

1�%: technical agreements with global company)  

Source: interviews

companies. however, foreign ownership did not necessarily signify parent 

company support and toyota regarded some foreign-owned suppliers as 

being quite weak in some respects.  

toyota’s evolving relationship with its suppliers is fairly typical of assem-

bler-supplier relations in the context of globalisation. the supplier base 

had been consolidated and the level of foreign ownership much increased. 

toyota now dealt with global follow-source firms which had either estab-

lished operations in SA through wholly owned firms or joint ventures. 

Much effort had gone into facilitating these arrangements. toyota con-

tinued to work with local suppliers, but the number of these was much 

reduced. Some domestic firms which were not part of this new supply 

chain would become second-tier suppliers to the new global first tier and 

others would seek out opportunities in the after-market. the remainder 

faced very bleak prospects.

provides pointers as to how firms would respond to a more open trade 

environment and must be of concern to policy-makers. if the real target is 

the domestic market, where does this leave the industry when assistance 

is phased down still further? 

this is where critics of industrial policy may argue that what policy has 

done is to simply create an unsustainable export edifice in the same way 

that the import substitution phase created an inefficient, inward-look-

ing industry. While it is undoubtedly true that the automotive industry 

has been subject to excessive government support – first high protection 

and then overly generous export support – the counter to this is that the 

structure of the industry is much sounder than it was. investments have 

taken place in reasonably high-volume production and achieved signifi-

cant economies of scale. the industry is operating under a far less protec-

tive regime than was previously the case. Although nominal tariffs remain 

quite significant, the ability to rebate import duties effectively reduces 

protection. With the sharp decline in export support since 1995, the in-

centive structure is also tending towards a more neutral stance.   
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With quite high rates of growth in vehicle sales likely to be sustained as 

vehicle ownership increases, automotive imports are likely to loom large 

as a major policy issue. Already in 2005, vehicle imports accounted for 

nearly 40% of the market in unit terms, and given the large number of 

luxury vehicles being imported, the proportion is higher in value terms. it 

is also significantly higher than expected at the time of the 200� review. 

While the strong rand, boom in domestic sales and related capacity con-

straints have contributed to growing imports, policy-makers will be look-

ing at the policy parameters of the MidP itself to assess whether the pace 

of liberalisation is appropriate.  

the hoped-for increases in local content have not fully materialised be-

cause the bulk of the industry is still stuck in a ‘transition phase’ (see table 

�) and, with the possible exception of toyota, is not yet advancing to the 

full manufacturing stage with sufficient volume to justify high local con-

tent levels. But as the case of toyota illustrates, even high volumes do not 

guarantee higher local content in a situation where the domestic supply 

base is weak. tariffs are continuing to decline, but as we have indicated 

above, it is also the ability to rebate import duties which has had a major 

liberalising impact. With export growth leveling off, the result has been a 

huge increase in the trade deficit in the sector to a record r27bn in 2005.

two questions emerge. the first is whether the growth path of the past 

10 years can be maintained. if we take this to mean an export-led growth 

path, the answer is probably not. the export base is now very large and 

growth has already slowed. expansion could continue but at a much slow-

er pace than the exponential growth which has occurred since 1995. 

the second question is whether automotive policy should proceed to fully 

liberalise the domestic market. the reality is that, as we indicated ear-

lier, SA is not part of a viable ‘automotive space’. But there are good 

reasons to believe that it could become one. the domestic market could 

easily reach one million units by 2015. Assuming that economic recovery 

continues in the Southern African development community (SAdc), the 

combined region will begin to constitute a significant regional market. 

the conclusion, therefore, is that further substantive liberalisation now 

would be premature.

So from a strategic point of view, where does this leave the industry and 

automotive policy? the industry has been through a period of heavy pro-

tection and then of large-scale export support and export expansion. the 

incentive regime still favours exports but to a much lesser extent and 

protection is effectively quite low, which has led to rapid import growth. it 

is now time for the industry to move to a more balanced growth path on 

the basis of policy which imposes a more neutral incentive structure. this 

would involve some ongoing protection and assistance for production at 

low to moderate levels.  under such a scenario, both the domestic market 

and exports could provide the basis for sustained future growth. 

References
Barnes, J. and Black, A. (200�) Motor industry development Programme: 

review report, department of trade and industry. 

Barnes, J. and Kaplinsky, r. (2000) Globalisation and trade policy reform: 

Whither the automobile components sector in South Africa, competition 

and change, vol. 4, pp. 211-24�. 

Barnes, J., Kaplinsky, r. and Morris, M. (2004) industrial policy in devel-

oping economies: developing dynamic comparative advantage in the 

South African automobile sector, competition and change. vol. 8, no. 2,  

pp. 15�-172. 

Black, A. (1995) reducing protection in the motor industry: Likely impact 

on the component sector, trade Monitor, vol. 11, december.

Black, A. (2001) Globalisation and restructuring in the South African 

automotive industry, Journal of international development, vol. 1�, pp. 

779-796.

Black, A. and Muradzikwa, S. (2004) the limits to regionalism: the au-

tomotive industry in the Southern African development community. in 

carrillo, J., Lung, Y., and van tulder, r. (eds.) cars, carriers of regionalism? 

hampshire: Palgrave Macmillan.

Board of trade and industry  (1988)  investigation into the industry Manu-

facturing Passenger cars and Light commercial vehicles, report no. 2627.  

Pretoria, Government Printer.

Board of trade and industry (1989) investigation into a Structural Adjust-

ment Programme for the industries Manufacturing Motor vehicles and 

Automotive components: Phase vi of the Local content Programme, re-

port no. 2767.  Pretoria, Government Printer.

department of trade and industry (1997) current developments in the 

Automotive industry, Pretoria, department of trade and industry.

duncan, d. (1997) We are Motor Men, Scotland: Whittles Publishing.

humphrey, J., and oeter, A. (2000) Motor industry policies in emerging 

markets: Globalisation and the promotion of domestic industry. in hum-



152

Tr
a

d
e

 &
 I

n
d

u
st

ry
 M

o
n

it
o

r
Sector Strategies

phrey, J., Lecler, Y. and Salerno, M. (eds.) Global strategies and local reali-

ties: the auto industry in emerging markets, London: MacMillan. 

humphrey, J. and M. Salerno (2000) Globalisation and Assember-Supplier 

relations: Brazil and india. . in humphrey, J., Lecler, Y. and M. Salerno 

(eds.) Global strategies and local realities: the auto industry in emerging 

markets, London, MacMillan. 

Kahn, S.B. (1987) import penetration and import demands in the South 

African economy, South African Journal of economics, vol. 55, no. ��, pp 

2�8-248.

Laplane, M. and Sarti, f. (2004) Mercosur: interaction between govern-

ments and producers and the sustainability of the regional automotive 

industry. in carrillo, J., Lung, Y. and van tulder, r. (eds.) cars, carriers of 

regionalism? hampshire: Palgrave Macmillan.

nAAMSA (2005) Annual report 2005. Pretoria: national Association of 

Automobile Manufacturers of South Africa.  

republic of South Africa (1999) Board on tariffs and trade: Mid term re-

view proposals for the Motor industry development Programme, Govern-

ment Gazette, Pretoria; 19 March.

Shimokawa, K. (2004) ASeAn: developing a division of labour in a devel-

oping region. in carrillo, J., Lung, Y. and r. van tulder (eds.) cars, carriers 

of regionalism? hampshire: Palgrave Macmillan.

South African Automotive Benchmarking club (2006) does ownership 

matter in the SA auto components industry: SA vs Mnc-owned firm per-

formance levels, South African Benchmarking club newsletter, vol. 9, no. 2. 

Sturgeon, t. and florida, r. (1999) the World that changed the Machine: 

Globalization and Jobs in the Automotive industry, final report to the Al-

fred P. Sloan foundation, international Motor vehicle Program, Massachu-

setts institute of technology.

van tulder, r. and Audet, d. (2004) the faster lane of regionalism. in car-

rillo, J., Lung, Y. and van tulder, r. (eds.) cars, carriers of regionalism? 

hampshire: Palgrave Macmillan.


