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Glossary and Definitions

1 Black Economic Empowerment{BEE)
o BEE is an tegrated and coherent socieconomic process that directly contributes to the
economic transformation of South Africa and brings about significant increases in the number
I £ Al AAE PAT PI A OEAO 1 AT ACAh 1T xT AT Aicakl 1 00T 1
decreases in income {aqualities.
1 Broad-BasedBlack Economic Empowermen{BBBEE)
o BBBEE is the economic empowerment of all black people, through diverse but integrated
socio-economic strategies, that include, but are not limited to:
A Increasing the nmber of black people that manage, own and control enterprises and
productive assets
A Facilitating ownership and management of enterprises and productive assets by
communities, workers, c@peratives and other collective enterprises
A Human resource and skilievelopment
A Achieving equitable representation in all occupational categories and levels in the
workforce
A Preferential procurement
A Investment in enterprises that are owned or managed by black people
1 Consumer Goods and Services
o0 Goods and services purchaséa personal, family or household use. Consumer goods and
services are purchased for direct use or consumption in contrast to industrial goods and
services that are purchased by manufacturers for producing other goods and services.
1 Economic Impact Assessmnt
o (Economic impact assessments provide a quantitative method to estimate the economic
benefits that a particular project or industry brings to the economand surrounding
communities where the specific project or industry is locaié@lumstead, 2012)
1 Economic Model
o A simplified representation of how the economy works.
1 Goods and Services
0 The products supplied by businesses to satisfy the demands of consumer and industrial
markets.
M Gross Domestic Product
0 The total market value of all final goods and sees produced in a national economy over a
given period, usually one year.
1 Labour Force Participation Rate
0 The proportion of the working age populatiowhich is economically active (the employed
and the unemployed).
9 Official Definition of Unemployment
o Theunemployed are those people within the economically active population who: (a) did not
work during the seven days prior to the day that unemployment was calculated, (b) want to
work and were available to start work within a week of the day that unemployinvess
calculated, and (c) had taken active steps to look for work or to start some form ef self
employment in the four weeks prior to the day that unemployment was calculated.
1 Production
o Production is defined as the process, in which labour and assetssarkto transform inputs
of goods and services into outputs of other goods and services

7|Page
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1 Social Accounting Matrix

(0]

Aneconomywide databasehat contains information about the flow of resources associated
with all transactions that take place between eamic agents in an economy duag a given
period (usually ongear).

1 Standard Industrial Classification

8|Page

(0]

The Standard Industrial Classification of All Economic Activities (SIC) consists of a coherent
and consistent classification structure of economic atiéd@ based on a set of agreed
concepts, definitions, principles and classification rules. It is derived fr@rinternational
Standard Industrial Classification (ISIC) Re butadjusted for South African conditions. It
provides a comprehensive framewomwithin, which economic data can be collected and
reported in a format that is designed fdine purpose of economic analysis, decisttaking

and policymaking. The classification structure represents a standard format to organise
detailed information abat the state of an economy according to economic principles and
perceptions (Stats SA, 2012)
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List of Abbreviations

AIDC Automotive Industry Development Centre (Pty) Ltd

AIS Automotive Investment Scheme

AMH Associate Motor Holdings

APDP Automotive Production and Development Programme

BBBEE Broad-BasedBlack Economic Empowerment

BEE

BIQ Blue IQ Investment Holdings (Pty) Ltd

CAGR Compounded Average Growth Rate

CAPEX Capital Expenditure

CEO Chief Executive Officer

CoT MM City of Tshwane Metropolitan Municipality
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GEDA Gauteng Economic Development Agency
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MTEF Medium TermExpenditure Framework
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NAAMSA National Association of Automobil®lanufacturers of South
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NSA Nissan South Africa
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Pl Production Incentives

PSG Product SpecialisGroup

R@nil Million Rand
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SA South Africa

SAM Social Accounting Matrix

SACU South African Customs Union
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SDD Supplier Development Department
SDT Skills Development and Training
SIC Standard Indugtial Classification
SMME Small, Medium and Micro Enterprises
TP Talent Pipeline

VAA Vehicle Assembly Allowance
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1. Introduction

Urban-Econ was appointed by theiDC$ AOAT T i AT O #A1 OOA j odbuq , OA j A£OT 1 E
to condud an Economic Impact Assessmenitthe Automotive Industry Development Centre (Pty) Ltd (AIDC)

for the financial year of 2013/1%he study pertaingo the economic assessment of the AIDC expenditure and

the effect of the expenditure on social and econonsignamics within the delineated study area$he

2013/2014 Annual Economic Impact Assessment will provide the first impact for the AIDC since the merger
between the AIDC and the Supplier Park Development Comg&mBDC)n 2013.

1.1. Background and Purpose

The automotive industry fundamentally consists of a wide range of companies or organisations that are

ET OT1 OAA ET OEA AAOGEcCi h AAOGAI T Pi AT Oh 1T AT OEAAOOOET ¢ Al
largest manufacturing sectors and is heavigliant on resource based industries such as iron and steel,

chemical, rubber and plastic related industries as well as petroleum based industries (Rosli, 2006). Therefore

the automotive industry requires an extensive variety of production systems thatitika range of industrial

organisations and technologies. For this reason the development of the automotive industry in a country has

far reaching opportunities for the emergence of SMMEad its huge backward and forward linkages with

various industrie and sectorthat would justify an argument that the automotive industry can be the backbone

of the economy.

The automotive industry isne ofthe leading manufacturing sectsiin the South African economyn the last

20 years, the South African autastive industry has experienced significant changes. It has since become the

third largest contributor to the national GDP (Gross Domestic Profit) after mining and financial sectors. The
AOAOACA AT 1 OOEAOGOEIT 1T &£ OEA EIT AO0GOIREn agpfoxin@tell 6.9%1 OT OOU
(Kaggwa, 2011)The industry comprises ogight passenger car assemblers (all of them subsidiaries of
multinational corporations),coupled with a number omedium and heavy commercial vehicle agsblers,

independent importers and over 270 firBer component suppliers and manufacturers.

The industryis a key employer, primarily in areas that the industry is most prominent such as Tshwane, Nelson
Mandela Bay, eThekwini and Buffalo Cifthe SouthAfrican automotive and components industry is growing
rapidly and is perfectly placed for investment opportunities. Vehicle manufacturers such as BMW, Ford,
Volkswagen, DaimleChrysler and Toyota have production plants in the courstng represent some fahe

most prominent global vehicle brand manufacture®ased on its contribution to national GDP, level of
employment, and its status as an expedriented manufacturing sector, the autootive industry in South
Africais of key importance to national delopment.

The AIDC focuses its automotiviedustry initiatives in the GautengProvince The organisation operates as a

subsidiary of the Gauteng Growth and Development Agency (GGDA), which is an entity owned by Gauteng

001 OET AEAT ' 1 OA Odf EcAriorfid Di2vedpinbnfDEM) MHe IAIDC aims to promote SA as an

automotive investment destination of choice and was established as a government support centre with the aim

I £ ET AOAAGETI ¢ OEA 11 AAl AOQOT i1 OEOGA Eldabéngavithed Ci 1T AA
automotive industry investment destination of choic&he organisation provides the management of the

Automotive Supplier ParkASP), which is an automotiviedustrialhub based in RosslyfRosslyrhouses four

of the eight OEMs based in SthuAfrica It is therefore important to quantify and measure the economic impact

of the AIDCand to define the role and contribution of the AIDC in the South African economy.

11|Page
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The AIDC began in 2000 with the SPIBUiplierPark Development Companyjorn out of the AIDC in 2002

but initially existed as two separate entitie®ased on ashareholder decision, a merger between the two

entitieswas commenced on®l! POE]T WYdXQ8 4EA | AOCAO siraefyforcondoldtd AO DA
its agenciesri order to support its development and growth objectives. Tdadlaborationbrought with it the

collective automotive experience anskills base of both entitiegnto one seamless matrixThe business

structure optimises service offerings as part of the@BaAT C6 0 $%$ AOEOA O ET AOAAOA
OOA1I OA POI PT OEOCEITT AT A ET OAOOI O AAOOET AGEI 1T | £ AEI EAZ

1.2. Scope of the Study

The focus of this sidy is to determine the socieconomic impact of theAIDCin the Gauteng provinceA

comparative analgis of previous economic years is undertaken to compare findmigjs current economic
impacts of the AIDCThe economic impact isneasured in terms of theontribution that the AIDC makes
toward sustainable increases in total productidBPP, employment fgures and skills development.

1.3. Interpretation of the Study

This study aims d undertake an assessment and evaluation of the company, activities, services and
programmesof the AIDC in ordeto identify the baseline data, implementation focus and outconfeéhe AIDC.

To be able to illustrate the contribution and impact of the company and its activities to its key stakeholders, an
appropriate measurement tool wadeveloped. This tool is populated with the appropriate data obtained from
existing sourcesind key stakeholders. Thereafter the model will be applied to determine the economic impact
and contribution of the AIDC.

For this purpose the study is interpreted to establish a masronomic impact framework to measure and
evaluate the cosand benefitsof the AIDC in a local, regionalnd national context. The framework will be used
for the following purposes:

A A review of the main services, programmesd activities of the AIDC
A A review of achievements and implementation performances
A An assessment foprogrammes and services in terms of policy and stratégygets and delivery
standards
A Determining the impact of programmes and services in terms of the cost and benefits of the outcomes
12|Page
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1.4. Methodological Approach

Figure 1lillustrates the methodologial approach taken by UrbaEcon in pursuit of the primary study goal of
the project.

Figurel-1: Methodological Approach

1. Project Orientation

2. Baseline Socio -Economic Profile

3. Project Dimensions

4. Socio-Economic Impact Assessment

5. Impact Evaluation

6. Conclusion and Recommendations

STEP1: PROJECTORIENTATION
The projectwas initiated with an orientation process. Project orientation entails developing ardepth
understanding of the project and all that it encompasses. The orientation phase is arguably one of the most
important phases of any project, as it ensures a common understanding betweerclient and service
provider. In addition, it enables the project team to develop a roadmap that will provide direction to the
successful completion of the project. For the purpose of this report, the most critical tasks to be completed
during this phasénclude:

A Identifyingthe study area
Obtaining required primary and secondary sog@oonomic data
Acquiring projectspecific data for the construction and operational phases
Understanding the detaild T A DOT COAOO T £ QEA 1 )$#80 DOIi COAI T AO

> > >

STEP2: BASELINESOCIGECONOMIAPROFILE
This step serves to develop a baselprefile of the delineated studgprea. The aim is to identify and &xine
the variables that arénfluenced by the developmerin the automotive industry facilitated by the AIDChis
information will then be used in later stages to assist in assessing the quantiiatppacts of the AIDCThe
profile will be developed by assessing the following factors:

A Population and Household Dynamics

A Economic Profile

A Labour Market

A Income and Expenditure

Thebaselne profile will emphase the current socieeconomic dynamics of the studyrea.

13|Page
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This step provides details of tHe) $#8 O OEOEIT 1 h [ EOOET 1T Al ariodshprojeil | EA A&l
dynamics forall projects undertaken in the 2011/12 financial ydgnanciakapital, human capital, as well as
physical factors are examined.

Step 4 entails thesocioeconomic assessment based on the Socialodeting Matrix (SAMjhat quantifies the
impacts of development in the automotive industryfhe socieeconomic impactassessment assesséise
direct, indirect and induced effects on th&é DR, production, employmentand workelincome and expenditure.

Step 5 is based on the baseline profile information to relate the impacts of the project to the economigistin w
they were experienced.Impacts thereby actually identify the broader ecan@ significance of the project
Impacts consdered the geographic extent, durationand magnitude of the impact. Once the evaluation
exercise has been completed, tipesitive and negativémplications ofthe potential macroeconomic impacts
are identified.

Step 6 provides a synopsis of the study findings and concludes thighquantitative and qualitative impacts
thatarose/EOT I OEA 1) $#60 ET £ Onk hufoiotiveinduidy if the\phiriedy] seebridakyi O T &£ (
and tertiary study areas
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1.5. The Study Araa

The primary study area, delineated as the City of Tshwane Metropolitan Municipality (CoT MM) refers to the
locality where the immediate economic effects of the proposed activity will be observedpilih®ry study
areainvolves the areashat will be afected directly by the activities of the AIDC. Among others, negative
impacts could result in the lack of local economic growth, increasing unemployment and poverty, while positive
impacts could mean job creation, investment in the primary study aasa mproved infrastructure provision.

The primary study area is located within the Gauteng provimdgch was delineated assecondary study area

For the delineation of the secondary study area, certain indirect impacts of the automotive industry
developrent was considered. The secondary study area is far greater than the primary study area. As the

AOGOiI i T GEOGA ET AOOGOOU 111U Ai1OOEAOOAOG DPAOOGEAIT U O
economic impact of automotive industrial developmentbnA OOAT ¢8O0 AAT T T 1T U 1 60606 AA AA
to determine its value to the province as a whole.

The third tier study area is theertiary study areaat national level,delineated as South Afric&rom an
economic impact perspective, it includes allpacts that have an influence on national level with regard to

national GDP, employment and populatipand household dynamics such as income and expenditure.

Figurel-2: Map of study areas

- SouthAfrlca

=
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Report Outline

The report is structured in chapters:

E

E

1.7.

Theintroductory chapter provides the background to the stugthe study areasand the project itself.

The second chapter delivers examination goals and objectives of the AJDi: context of the
automotive industry in which the AIDC finds itsetelevant national policy frameworksand the key
economic and soci@conomic characteristics of the study area that assist in interpreting and
evaluating macroeconomic impacts.

Thethird chapter provides insight to lte establishment andctivities of the AIDC projectsind the
economic impact analysis of how the projects influence key indicators and the automotive industry in

South Africa.

The fourth chapter gives an account of the qualita® impacts of the AIDC pjects, and how the
projects comply with provincial development initiatives.

The fifth chapter consists of a conclusion to the entire economic impact assessment given in this
report.

Sources of Information

The sources of information used in the corapion of this report include the following:

1

=A =4 =4 -4 -4 4 -8 -4 -4 A

AIDC Audited Annual Financial Statemefot the year ended 31 March 2014
CloseOut Reports2013/14

Project Charters

AIDC Strategic Business plan for 2013/2014

AIDC Quarterly Reportlanuary tdVlarch 2014

Memorandum to the Members of the Board of the AIDC Development Centre, March 2013
Quantec Easy Data

Stats SA

Social Accounting Matrix (SAM)

AIDC and SPDC Annual Economic Impact Assessments 20didP212/13
Publications
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2. The AIDC and the Developrant Context

2.1. Background and Establishment of the AIDC

The AIDC was initially established by Government as a support organisation to facilitate the upliftment,
improvement, and promotion of the South African automotive industfhe organisation now opetas as a
OOAOGEAEAOQOU 1T &£ OEA ' ' $!'h xEEAE EO Al AT OGEOU 1 x1T AA AU
Economic DevelopmentThe AIDC works in partnership withe City of Tshwane, AIDC Eastern CaBeuth

African Automotive Weekl((SAAW), Transnet NAAMSA the DBSA, MerSETAord SA, Nissa®A the DTI

and NAACAM as well as Siemens (a client of ESKOM)ese partnerships allow the AIRE provide world

class technical and developmental services across assemblers and all tiers of suppliers unothetiae

industry.

The organisatioralso coordinates anthanages the Automotive Supplier Park (AS#ter the merger between

the AIDC and the SPDC on th& April 20134 EA | AOCAO 1T OECET AGAA ET WwWooi AO
consolidate its agedies to support its development and growth objectives. This was required to improve

service delivery in the province. It was decided to retain the AIDC brand for the Supplier Park Development
Company SOC Ltd to take over the AIDC as a running busines®®@inc8 4EA 30%$# xAO OEOO OC
from the F' of April 2013. The geographic brand of the ASP was also retained to reprasemtitomotive

industrialhub based in Rosslymhich houses a numbef automotive component manufacturers, suppliers and

sewvice providers to OEMs including BMW, Nissan, Ford and Tda projectdriven organisation with a focus

on tecmical excellence and deliverthe AIDC provides accessible and affordable wanllass services in the

areas ofsupdy chain development, suypier development and skills development and traininghese three

DI ET OO Z£AlIl DPAOO T &£ OEA 1)3$#60 +AU &I AOO ! OAAOS

2.1.1. Vision

The AIDC supplies the need for an institution that can drive state support towards industrial growth and
development from which theautomotive sector can facilitate the absorption of labor EA 1) $#6 0O OEOF
concentrateson becomingthe preferred provider of strategic solutions a@bvernment projects to the South

African automotive industry.

2.1.2. Mission

1) $#EOOEI T xEAG OFAA OTACCMAG 001 OET AEAT ' 1 OAOT 1 AT 680 )
facilitating Government and industry strategic initiatives and implementing various projects. In order to achieve
this, the AIDC must have the following:

1 A dedicated and professital team

1 Government, industryand union support

1 Access to local and international partnering networks

2.1.3. Strategic Objectives

Through the collaboration of both the industry and government, along with the consultation of stakeholders,

the AIDC aligns its pgrammes and initiatives with the Governments national priorities and Provincial Growth

and Development strategies. The AIDC looks to address key challenges of the automotive industry through its

key focus departmentsThe objectives set out by the AIDGRar x AT 1 Al ECT AA O CEOA AZEAA
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and provide the required industrial development support services required by the Gauteng Province to
implement its Employment, Growth and Development Strategy (GEGDS), as wells as industrial, automotive
and green strategiesThe AIDC has set itself a number of specific institutional objectives:

Increasing the contribution of small enterprises to the automotive industry.

Significantly progressing BroaBased Black Economic Empowerment (BBBEE).

Increasiy market access opportunities for South African goods and services and the export thereof.
Contributing towards building skills, technology and infrastructure platforms from which enterprises
can benefit.

Enhancing the competitive capabilities of autome¢ suppliers.

1 Forging partnerships between the Government and the private sector in a combined vision for
economic growth.

=A =4 =4 =

=

2.1.4. AIDCKey Focus Departments for Industrial Development

The Key Focus Departments provide the facilitation stfategized programmes that look to aid the
development of the automotive industry locally through skills development and traiaimgindustrial support

2.1.4.1. Enterprise Development Department(EDD)

The AlDCestablishedthe Enterprise Development Department (EDD) wupport the development of
componentmanufacturerswithin the supply chain to conform to the international standards prescribed by the
automotive manufactiring industry. The department is in charge of providing various services that range from
acombination of effieency improvement projects related to productivity, quality assurance in accordance with
ISO9001standards includinghe implementation of ISO 14001 (Environmental) & OSHAS 18001 (Occupational
Health & Safety) Management Systems at the five Automotivebation Centre Companies and the AIDC IC
Management Officelean and clean productiono manufacturing concepts, logistics, clusteringnd SMME
development initiatives.

Projects facilitated by the EDD during the 2013/14 financial year include the fojow
1 1SO 14001
1 Supplier Efficiency Programme
1 Medium and heavy Commercial vehicldd&HC\)

2.1.4.2. Skills Development and Training(SD&T)

The SD&T Departmentvas establishedby the AIDC toidentify sectors with skills deficiencies, and then

facilitate anddevelop programmesdesigned tonurture and developindividuals to drive economic growth

across South Africand fill the prominent gap ispecialisedskills primarilywithin the automotive sectorlt is

imperative that the automotive industry possesse skilledworkforce, thereforethe 3 $ Q4 $ADPAOOI AT OB6
objectives are to:

E Addressscarce and criticadkills in the automotive sector

Z Enhancetrade and artisan development initiativesnd thus improving global competitiveness dn
improving local manufacturing

EZ Suppat talent pipeline strategies as adderto the automotive sector

¥ Providingmentoring and coaching, project management traininqychdeveloping learning material

E Securingfunding to support its training objectives
“-
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E Attract students to pursue technical ogers such as engineerechnicians and artisans

The SD&T Department haangagedwith merSETA to ensure quality training and development of scarce skills
through recognised training centres and hasmented relationships with established Higher wgation
Institutions. The SD&T Department strives to ensure that training and development prograsareeeffected
through its key training siteand programmes including:

E Gauteng Automotive Learning Centre

# Ford T6 Production and Production Simulator Facilities

Z BBBEE Automotive Incubation Centre

E WinterveldEnterprise Hub

2.1.4.3. Incubation Programmes Department {PD)

The AIDC Incubation Programmes Departmésitesponsible fothe launcho3 T OOE | A#OEAA8 O AEO0O0O
Incubation Centre at Ford Motor Company of SbE AOT | AFOEAAS8 O 3,k el @dthd D1 AT C
Automotive Winterveld Enterprise Hub in 2014. The AlD@iated the incubation concept within the local

automotive industryin orderto provide support to Blackowned enterprises by aiding the initigktup and

facilitation of the enterprises.

These statOD AOOET AOOAOG AAT AEZEO A&OI I OEA 1)$#80 DOI COAIIT A
facility, receive subsidised rental, are mentored and trained by professionals while receiving business
devAl 1T DI AT O AT A Z£ET AT AEAT OOPDPI OOh AiiTiTc 1T OEAOO8 4EA E

and develop sustainable SMMEs.

The AIDC provides shared services sucthasan resources, finance and payroll @atnominal fee to the
incubatees.Theincubationprogrammes facilitated in the 2013/14 financial year include:

F Ford Automotive Incubation Centre
F Nissan Automotive Incubation Centre

2.1.4.4. Government Incentives Schemes Programme (GISP)

4EA 1)$#60 ' 1 OAOT I AlDépartinéniditiatésE theAadmmidritidr dnd support of
government and automotive industry incentivéisat aredesigned to grow and develop the automotive sector.
This department is contracted to the Dfbm wherethey conduct company evaluations and ensure that they
are eligibleand comply with the requirements of thdIDP and PAA claims.

2.1.45. Special Programmes Department (SPD)

The SPD focusegrimarily on supply chain development aridgistics to develop specified tailored solutions
which canaddress the needs of the South Afiit automotive industryThe secondary focus is @irategic
infrastructurethat looks to support infrastructure that may enhance the supply chain and enhance operational
efficiency of existing infrastructure. Projecfgbgrammessupported by the SPD ovené 2013/14 financial year
included:

E The Call Centre
E The Tshwane Auto City (TAC)
Z The LPG Minibus Taxi Conversion project
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2.1.4.6. Business Development DepartmentBDD)

4EA 1)$#80 " OOET AOO $ A Oidsuréstailirk ith@ugh fraxdgio dpudandpmoijt to $ $ q
variousKey Focus Departments and Infrastructure Programmeéke aim of the BDIs to enhance, expand,
increase and deepen its services offerings to both Government and automotive industry clients. The BDD
supports the AIDC with project acquisiti and assists each department to source funding for future projects.

BDD provideswurturing to current relationships with clients as well dsliverthe opportunity to acquirenew

business projects and then maintaining these relationships. In doing®o, AET O O1 ET AOAAOA
independency ratio and drive the organisation to become-seitainable. The BDD currently links projects to

the AIDC that broaden the socieconomic impact within the automotive industrit.is in particular focusing on
devdoping value propositions for the expansion okthutomotive Supplier Park (A$) Rosslyn.

2.1.4.7. Automotive Supplier Park

The Automotive Supplier Park (ASP) is an automotive manufacturing cluster within the City of Tshwane
managed by the AIDO’he AIDC devebps factories to a tenai specificationgor leasingonalong-term basis,

with the additional offering of shared mini factories for smaller operations and offices for automotive service
providers.lt has the highest concentration of the automotive anohegponent manufacturers in theity as well

as in the country and is found in Rosslyn, in the navdstern corner of Tshwane. The ASP was essentially
developed to create an environment that benefited automotive component manufacturers and suppliers by
providing synergies and cost benefits through irategic location, shared infrastructure, services and
facilities, state of the art ICT infrastructura central logistics warehouse and services optimised for automotive
supply chain services.

The ASP is ithin 3km of Nissan SA and BMW SA and 30km from Ford SA, owing to its strategic location with
various suppliers servicing multiple OEMBupplier parks allow the potential to improve the production
environment and services, lower cosaad exploit the latst advances in machinery or technology and practices
in the automotive manufacturing chain (Nieuwoudt, 201Zje idea of a supplier park is closely linked to the
introduction of linking suppliers within the industry. Linking suppliers and various compomamufacturers
has enabled OEMs to:

1 Reduce complexity in the final assembly

1 Increase the speed for product innovation

1 Cope with escalating product variety

1 Reduce costs

rii117T¢c OEA 130680 1T £#EZAOET ¢cO AOAq4

U Customised turnkey production buildings and fulhgiees packagéor component manufacturers and
assemblers to the automotive industry

U A common logistics centre and optimised logistics infrastructure. Core to the development is an
integrated logistics concept with experienced logistics service providemexelopment partners

U A Central Hub incorporating offices and facilities such as conferencing and video conferencing, a
restaurant, retail centre and other facilities for use of tenants and external users

U The availability of advanced information and comnication technology infrastructure and services.

Below is a site map of the ASP that represents the tenants and variety of facilities offered on site.
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Figure2-1: ASP site map
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Source: AIDC (2014)

The ASP is managed as a separatmmmercial entity which contributes to the uniqueness of the ASP in
comparison to internationabpplications of the concept. It is managed without direct involvement by other
OEMs in other parks. This may in theory allow suppligithin the park to balance reduced demand volumes
from one manufacturer with the increased demand of another, due to their relational contracts not binding
them to one particular manufacturefTherefor tenants are not restricted and are able to perforotiaties
across the value chain.

The underlying theoretical principles behind the establishment of supplier parks are the following (Capitulo,
2010):

U Lean Production
In terms of ASPs, lean production is a logistic system driven by demand, and notgbimdul he idea behind
lean production is to match production with specific demand through managing elements such asxJliste
(JIT) deliveries and Jult-Sequence (JIS) components to OEMs, and to keep a low inventory, except for
emergencies. With leaproduction, designers work hanih-hand with production workers and suppliers. There
is a continuous tweway interchange. Snags can immediately be ironed out and machine tools adapted when
the need therefore arises.

U Clustering
Clustering is seen as theeggraphical concentration of related economic activities, in order to create
economies of scale that provide benefits such as access to shared resources, larger customer bases and other
suppliers, which might result in higher productivity and efficiencypo$iness activities.

U Modularisation

Modularisation is the development in supplier companies where suppliers do not only manufacture simple
separate parts, but now suassembled modules, which can be fitted in a vehicle without any further assembly
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of patts needed. The benefits of modularisation include the ability of OEMs to meet more customer demand,
speeding up the assembly time of output units and cost reduction.

U Outsourcing
OEMs outsource the manufacturing of components to suppliers in ASPs, irr tod@crease production in
shorter periods of time to supply in the increagidemand for automotive goodsn theory, supplier parks can
have different definitions that depend on the specific characteristics taf park and, which services are
deliveredat the park. The following characteristics are taken in account when defining ASPs (Capitulo, 2010):

U Number of Suppliers in the ASP
The number of suppliers in ASPs tend to differ depending on the type, size and design of the park. The principle
behind thenumber of suppliers in an ASP lies in the fact that a supplier park is where two or more suppliers are
clustered together closely located to automotive OEMs.

U Proximity to OEMs
A key aspect in defining the ASP is the proximity between the supplier aesvih the ASP and the final
assembly plant where the components manufactured by the supplier park are needed. It is generally accepted
that ASPs are in close proximity, or adjacent to assembly plants.

U Planning of an ASP
7EAO AEOOET ¢ OE OEridstridl Batks ddcluged id thelin@idiivie of the deliberate planning for
establishment of an ASP. Each ASP is planned with a specific objective in mind to supply in the needs of OEMs.
OEMs or government initiatives usually take care of the plan@ing development of ASPs.

U Physical Layout of the ASP
There are three different approaches to the physical layout of the ASP. The first approach sees the component
supplier and the OEM located on the same site under one roof. The second approach is wing@nent
suppliers are located on a site adjacent to the OEM with the final approach being where component suppliers
are located at a separate site in close proximity to the OEM, and the two facilities are connected through ground
or aerial conveyors thatransport goods between the facilities.

U The Provision of Logistic Services
The transport of goods can be handled by the ASP, the OEM or an outsourced service provider. The outsourced
service provider can work for specific suppliers or be the service mothdt handles all logistic services of
tenants in the park.

U Flow of information
The effective management of an ASP relies heavily on the proper functioning of information and
communication systems. OEMs and suppliers use integrated systems such asaimieintranet, servers, and
backup systems to store and facilitate the flow of information between them.
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2.2. Automotive Industry Overview

This section looks at the South African automotive manufacturing industry in a holistic view in order to
conceptualisODEA ET AOOOOUB8 O OAOET OO OAAOTI OO AO xAll AO OEA E
will provide an important overview of the development context in which the AIDC finds itself.

2.2.1. International Trends

The automotiveindustry in more recenyears has evolved into a much more complex industry with a multitude
of influencing factorsaffecting the production and sellingf cars. In order to compete internationally,
manufacturers have to focus on more than traditional economic factors and meseldp a multifaceted
strategy that is both responsive and resilient to the evolving mariéie global automotive sector is currently
characterised by a number of varying trendehese trends include the relocation of production centres to
developing ecoomies, increased production efficiency efforsnd fiscal consolidation. Arguably, the most
important trend facingthe SA automotive industryis that of the transition by the principal global automotive
manufacturers from production in developed coumtsi to production in developing countries. This strategic
pivot, in an effort to reduce production costs in order to remain globally relevant and competitive, podes bot
opportunities and threats for SA

There are a number dflobal factorsthat hamper the performance of the international automotive industry

such as environmental challenges, the weakening of the global economy in 2008 and 2009, continued
urbanisation and constant change otonsumer behaviour. As a result of these changes within the entire
automotive industry, especially the manufacturing sector such as OEMs and the automotive supply chain
stakeholders, global automotive manufacturers have had to adapt their approach to supplying output.
According to analysts at Nomura (a Japanese investirigank) (2011), the global demand for automotive
goods and services will most likely climb each year as it was predicted to climb during 2012 to 2013 by six
percent.

)yl OT AAUd O AT OGEOIT1 AT Oh OAEEAI AO E A échnoidchdlldnges dad AOAAOQE
societal concerns about energy, urban congestions, material usage in general the environmental
constraints. With all the factors affecting manufacturing of vehicles,bécomesnecessary toseek more

efficient and cost effectig methods of manufacturing Despite the increases in challenges, it is still expected

that international automotive production from 2012 will increase by 40% by 2017. Although the increase in
production is a major opportunity for OEMs and component suppli¢he demand for automotive goods and

services is not stable across global markets. For example, the North American and Asian markets are growing

while the European market is struggling. The growing demand in the Americas and Asia necessitates that
supplers get their capacity right in these locations to meet demand without overcompensating
(PricewaterhouseCoopers, 2011).

With the expected growth of automotive production, the demand for petroleum will rise simultaneously. This
leads to upward pressurenduel prices forcing vehicle manufacturers to develop more fuel efficient cars to limit
the negative consequences of increased fuel prices. This has led to a stronger focus on alternative propulsion
of cars, depending on the various needs of people ittipalar areas. An alternative powertrain and chassis
system appear to be the trend setting items on the list for new developments in the automotive industry,
especially in the automotive supply chain. Further, the emergence of green ideas in the semtothf use of

Liquid Natural Gas (LNG) to propel commercial vehidieshe use obattery-driven consumer vehicles.

With vehicles changing to adapt to new consumer preferences, more opportunities will arise in the market for
intelligent mobility servies. The usage of advanced technology in the interior and exterior design of cars
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making them safer, more efficienand more exciting to drive, could be the key for OEMs to achieving global
scale and competitiveness (PricewaterhouseCoopers, 2011).

Greata pressure is thus being placed on the global automotive sector to remain profitable in an era of high
economic uncertainty and low growth, while the environmental burden of sustainability and reduced carbon
emissions is leading to a fundamental overhauthie way the industry operates. The CoT, which is part of the
global supply chain of the automotive industry, is determined to adapt to the changing international trends.
Within the Growth and Development Strategy set out for 2055 for the city, the CaTréeognised key areas

of intervention, which will entrench the CoT automotive.

2.2.2. Emerging Markets

Emerging markets are what fuels the current exponential growth of the automotive industry. Globally, the
trend for the industry has been to shift autorhbibe production to these emerging markets. In part, some of this
shift is driven by the lower labour and production costs in developing countries, but it is mostly due to the rapid
growth of the automotive demand in the developing wokM/ang, et al., 2012FEmerging marketsprovidethe
automotive industrywith access tdarger and younger populationsapidly growing economies and relatively

low vehicleownership rateswhich compiled together, facilitate thengine for growth

Ememging markets can be defined as economies that have started off a l@wenomic base and are
experiencing periods of strong economic growth and developmevttich is allowing them to emerge from
under-development. This development entails higher leveleobnomic growth, higher average incomes and
higher personal and commercial vehicle ukarge emerging economies such as India, China and Brazil offer
large real and potential markets, and have a large surplus of low cost labour. These factors promete larg
foreign direct investment flows into these countries, ideally with the aim of supplying both the local market and
having the possibility of exporting back to developed countri@astrow, 2012)Large developing countries

like these offer manufacturers large and growing markets. This means it is then profitable to supply this market
by producing cars specifically for these market requirements, or to adapt existing models for use in these
markets.

The potential of cost savip for automotive manufacturing industries shifting their production centres to
emerging marketecessitates the need for OEMs shift production centres and facilities to such countries
While coststructures in developed regions are high, emerging nedslgenerally offedower input costg such

as labour and electricitywhichlowers overall cost structures and increase profit margins. Further, because the
automotive industry is a bulgaining industry, the transportation costs of conveying the finebguct to the
consumer can be significant. In an effort to reduce transportation costs, many automotive companies are
shifting their production centres nearer to end markets in emerging countries.

OEMs in mature markets also face increasing competitiamfrrapidly growing OEMs in emerging markets

who are fuelled by the growing demand for vehicles in the developing world (Alfaro et al., 2012). The South
African emerging market also presents opportunities to OEMs and supply chains to invest in, and ehift th
production bases to lower cost regions in SA. In order to serve these markets and remain a highly competitive
industry, automakers have to ensure that their products cater for consumers in mature and emerging markets.
This is done through using advartenanufacturing technologies at low cost, increased local production,
tailoring vehicles to the needs of local consumers, and essentially increase sales, market share, and profits in
these areagKoubal & Engel, 2006)
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2.2.3. Trends

In order to serve these markets in what has become a highly competitive industry, automakers have to ensure
that their products cater for consumers in mature and emerging markets. This is done through using advanced
manufacturing technologies at low cgsincreased local production, tailoring vehicles to the needs of local
consumers, and essentially increase sales, market share, and profits in these areas. This competitiveness leads
to a number of trends that may influence the global automotive markettbotirrently and in the future. These

trends are discussed in brief belloiwhe shift from traditional markets to the emerging markets has a huge
global impact on product development, investmenand marketing strategiesSimultaneously societal
concernscontinue to emergesuch as environmental impacli&e energy usageurban congestionand material

usage change the way vehicles are used and develgNedsif & Valsan, n.d.)

In the need to pursue new revenwpportunities andlower operating costs, manufacturers from various
corners of the globe create a network of sourcing, manufacturing, marketing, sales and researdth
development activitiesBecause the automotive industry is a bigkining industry, transport cost of thfinal
product to the consumer is significant, hence the shift by automakers to locate near the end market. OEMs in
mature markets also face increasing competition from rapidly growing OEMs in emerging markets who are
fuelled by the growing demand for véies in the developing world (Alfaro et al., 2012). The increased
importance of emerging markets such as China, India amtbhesia can be attributed to the plateau of car
sales and production ghature markets in thevest, primarilyNorth America and Wstern Europe.

An indicator of the extent to which the automotive industry is pivoting towards emerging markets is reflected
in the source of profits for international automotive companies. Figr& below illustrates how emerging
markets continue to acaant for a higher share of global passenger car sales since 2007.

Figure2-2: Number ofCar Sales
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Source: Urbaftcon estimations using OICA data, 2014.

From the figure above, there is a clear acceleraiimthe Asian, Oceania and Middle East passenger car sales
between the 2008 and 2009 period. Simultaneoyshere is a noticeable decrease in sales within America and
Europe.

The key reason underpinning the strategic pivot to emerging markets by thexrational automotive sector is

the growth opportunities in developing countries. Emerging economies such as China, India, Indonesia, Nigeria,
Mexica and Brazil represent vast and potentially lucrative consumer and commercial markets. Collectively,
they account for 3.3 billion people. To expand further, emerging markets offer high growth opportunities owing
to large populations and rapidly rising incomes, while developed economies growth opportunities are

25|Page
L]
UE

Levelopment Ecanomilsts



AIDC 2013/2014nnual Economic Impact Assessment 2015

considerably flat. In an effort to maintain and nease revenues and profits, global automotiate-players are
naturally turning their attention from the developed to developing world.

2.2.4. Trends Influenced by Environmental Concerns

The international automotive industry iargelyinfluenced by the risingnvironmentalchallenges, increasing
urbanisation and as a result changes in customer behaviour and demdféisient mass production of modern
vehicles might be among the most challenging manufacturing pursuits in business {@tagit Week: The
Global Authority on Credit Quality, 2013} requires enormous capital and the -codination of various
interdependent entities.

The rising fuel costs coupled with the trend towards government policy intervention on fuel efficien
standards will spur research and innovation on producing more-dffatient vehicles. It is predicted that by
2020, alternativepropulsion type vehiclesuch as hybrids, electric, and natural gas are predicted to constitute
approximately40% of marketshare(Wang, et al., 2012With the customer demand changing, the suppliers
must adapt to consumer habit®dlong withthe need to necessitatéuel-efficiencywithin current production
trends, technology is driving anothemajor automotive industry trend.Technology not only affects the
efficiency of a vehicle but thadvancement of technology affects both the interior and exterior design of cars,
making them safer,improving connectivity, ease of use andhe general outlook ofa vehicle.Purchase
decisionsby the consumer are more than ever effectegithenewO A E C E O A iwithik ehides |8atling to
newavenues for competitive marketing ardkvelopment byautomotive manufacturers(Mohr, et al., 13)

26|Page

Levelopment Ecanomilsts



AIDC 2013/2014nnual Economic Impact Assessment 2015

2.2.5. South African Perspective

This subsection will look at the performance of the automotive sector in South Africa by giving an overview of
the industry itself over 2013 he automotive industryhat includes manufacturingdistribution, servicingand
maintenance of motor vehiclem South Africaplays a vital role in the local economyhe latest quarterly
figures released in August 2014 by NAAMSA, indicated diaggregateindustry employmentfrom 30 June
2014 totalled 29381. Thishad reflected a decline of 465 jobs or 1.6% compared to the 29 8hustry head
count as at the end of the first quarter of 2014.

A study into employment in the South African taunotive manufacturing industrywhich wascommissioned
by the National Economic Developent and Labour Council (NEDLAQ)ad determined that the total
projected current employment for vehicle manufacturers and component manufactuterbe 141 595
positions. The projection for 2014 ihat approximately 32 20Qpersons are employed in the veltle
manufacturing industy while the balance of around 110 008mployeesare employed in the component
manufacturing sectorNAAMSA stated thathe historical employment total for the component manufacturing
industry turned out higher than previously aaifpated. The average monthipdustryemployment number for
2013 was 30 121 compared to 30 120 in 2012 and 29 180 in 2011.

The NAAMSA second quarter report indicated the utilisation of production capacity in cars, light commercial,
medium commercig andheavy commercial vehicles over the period from 2007 to the second quarter of 2014.

Table2-1: AverageVehicle Assembly Industry Capacity Utilisation Levyeds Yearfrom 2007 to 2014

20142
Quarter

2014 ®

2007 2008 2009 2010 2011 2012 2013
Quarter

67.7% 68.3% 59.4% 77.1% 68.0% 65.0% 52.6%
Light
. 82.7% 73.9% 56.5% 68.4% 73.5% 87.8% 75.3%
Commercial

Medium
. 91.7% 89.9% 64.6% 77.2% 88.4% 84.3% 59.8% 77.6% 77.3%
Commercial
Hea:
vy. 95.3% 87.6% 66.1% 77.5% 89.9% 86.9% 69.3%
Commercial

Source: NAARA, second quarter report, 2014

The percentage yieldsf the first two quarters of 2014 show similar results with medium and heavy commercial
vehicles, whié there was a onsiderable drop percentage of cars and light commercial vehicles. NAAMSA
explains that vith the exception of capacity utdation in the new car manufacturing segmemwhich was
affected by low capacityitilisation by one manufacturer as well as the sérik the metal and egineering
industry, the capacity utilgation in theremainingthree sectors held up relatively wel007 indicated the
highest percentage in capacity utilisation, since which there have been considerable fluctuations in percentages
due to a number of both locdhctors (such as production costs pressures and labour issmesinternational
factors (suchas the global recessioand logistical issuesfCurrent installed production capacity at the major

car and light commercial vetle producers is about 85000vehicles per annum.

General business conditions for the domestic automotive industry showithiéie second quartef 2014 new
car sale®f theaggregateindustry recordedl12 767 uniténdicatinga decline of 9.0% compared the 123 950
new cars sold during the correspdnd quarter of 2013. The aggregatedustrynew carsales during the second
quarter of 2014 recorded a decline of 4.484m the 53 575 units sold during the second quarter of 2013.
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.11 231830 1 OGouthiAficandaut@mot&ektor revea a domesticenvironment characterised by

relatively low economic growth, rising interest rates and above inflation reWicle price increasesvhichis

not conducive to growth in new vehicle sal&y the end of 2014the domestic market is expected to register

a decline of approximately 5% in volume terms, compared to the figures represented in\2@i@is concerns

areraDAA OEOI OCE .11-3180 OADPI OOh Ag@bi AET ET ¢ pash EAAOI ¢
year.The main impact is likely to be in the new car and light commercial vehicle sectors. Consumer sentiment

and business confidencare under pressure due toigfh household indebtedness andvalatile employment

environment whichcontinue to impat negatively on consumer demand@ihere are however positive outlooks

such asngoing recovery and fixed investment activity should support sales of commercial vetNA@gVISA

indicates thatOEA | AOCET A1 ET AOAAOA EIT O tathr pavikdéAeddhuragidgl EO8 1 A
stance

2.2.5.1. Composition of Automotive Sector in South Africa

Identifying the composition of the South African automotive sector provides an important look at which vehicle
segmentsshow strong growth in salegersus those whickhow a decline. Based on information provided by
NAAMSA, the following table provides a breakdown of the vehicle sales per main vehicle segment in South
Africa.

Figure2-3: Vehicle Sales per segment for 20and 2013

Total Vehicle Sales

Vehicle Segment

Passenger 439160 450296 -11136 -2.5%
LCV 173704 167996 5708 3.4%
MCV 11020 11584 -564 -4.%
HCV 5441 5474 -33 -0.6%
XHV 13841 12820 1021 8.0%
BUS 1253 1046 207 19.8%

TOTALS 644419 649216 -4797 -0.7%
Source: NAAMSA (2014)

Noticeably both the passenger and medium commercial vehicle (MCV) segment had a decline in sales between
2013 and 2014 oR.5% and-4.5% respectablyThe domnestic passenger vehicle salésced pressureduring

2014 due to interest rates and car price increases whighre above inflationwith the additional pressure
brought on by increasing fuel prices. Heavy commercial vehicles (HCV) also recorded a negafitre afr-

0.6% during 2014. Despite this all other segments recorded relatively strong positive growth. Light commercial
vehicles (LCV) grew 3.4% from 1986 vehicles sold in 2013 to I/fB! vehicles sold in 2014. Buses recorded the
strongest growth of 18% and extreme heavgommercialvehicles (XHV) gre®%.

The following table depicts the contribution of the transport manufacturing sector to the economy from a
provincial (Gauteng), national (South Africa) and local (CoT) perspective.
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Figure2-4: Contribution of transpat manufacturing to economy (@nstant 2005 pricels

% of Provincial % of National
Local Provincial National Automotive Automotive
Economy Economy Economy manufacturing Manufacturing

Sector Sector

Automotive
Manufacturing 3.34%
Sector

0.87% 0.31% 19.59%

Source: Urbaiitcon Calculations based on Quantec Data (2014)

As indicated in Table-2 above, the automotive manufacturing sector contributed 3.34% to the total CoT
economy in P13 (constant 2005 prices). Further, the automotive manufacturing sector accounted for 0.87% of
total economic activity in Gauteng in 2013, while it contributed 0.31% to the national economy. In terms of
sectoral analysis, the CoT automotive manufacturisgctor contributed 45% to the provincial automotive
sector, and 19.59% to the national automotive manufacturing sector.

2.2.6. The Shift from the Motor Industry Development Plan (MIDP) to the
Automotive Production Development Policy (APDP)

The South African aomotive industry has been drastically transformed over the past 20 years, mainly as a

OAOOI O T £ OEA -)3$080 ET AAT OEOAO8 4EA -)03$ xAO ET 001 AC

(Al D EIi DOI OA OEA AOOI i1 OEOA ET AOGOOOUBO ET OAOT AGET

1
1 Provde improved vehicle affordability in the domestic market

1 Encourage growth in vehicle and component manufacturing, particularly through exports
1 Stabilise employment levels in the industry

1 Create a better industry foreign exchange balance

A critical compoent of the MIDP was the introduction of an impegkport complementation scheme. This
required that firms gain competitive access into the small domestic market as they would need to export either
directly or indirectly, through their value chain. The pragime intended to guide small ineffective industries
integration into the global automotive environment (Lamprecht, 2009). It was successful in terms of
broadening the base and increasing the overall output of the domestic motor industry, both in terms of
automotive components and entirely built up vehicles.

, TTEET ¢ AAAE 11 OEA -)$0860 EEOOI OU EO EIi i OOAT O AO
development within the automotive industry. The MIDP was a voluntary incentive schemgrassto save
money for participants, by reducing import duties through the incentives facilitated by the MIDP. There were
three ways in which incentives could be utilised to reduce duties:

1 Duty Free Allowance (DFA)

1 Import Rebate Credit Certificates (IRQCs

1 Production Asset Allowance (PAA)

The MIDP essentially worked by subsidising the production of vehicles and OEM components for both the
domestic market and for export. The subsidy is in part paid by domestic consumers of vehicles in the form of
restricted choices and higher prices. Instead of paying lower prices for locally produced vehicles, the prices
would be increased in order to help subsidise the local automotive production industry (Flatters, 2005).
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The automotive industry faces challenges in atiag old procedures of the MIDP (Motor Industry
Development Plan) to meet the new, complex tax, customs liabilities, and incentives introduced by the new

APDP. It was necessary for the MIDP to change to the APDP as it was required for the South Afdozotisat

ET AOOOOU OI Al EGT xEOE OEA 77101 A 40AAA |/ OCAT EOAQEIT 8¢
OEA &£ AOO 1T £ 31 OOE ! £OEAAG O i-Hasedivednive MDP in@ntize)wGichA | | A £
is prohibited by the WTO, to production focused incentive (Lourie, 2013). With the compliance of the WTO

has been integrated into the development of the APDP, it may possibly adversely affect the success of the MIDP

in exports. In 2011 the automotive industry contributed approxima®l¢m 1 £ 317 OOE | £AOEAA3 O Ol

The APDP is a programme set up by national government in order to assist in reaching the goal of the South
African automotive industry of producing 1.2 million vehicles by 2020. This will aid in creating a betest suit
environment that will enable registered light motor vehicle manufacturers to significantly grow production
values and component manufacturers to significantly raise value addition, with the main objective of creating
new sustainable employment opportuties across the automotive value chain and enhancing the trade balance

of SA. The APDP consists of four strategic pillars that will guide the implementation of the programme:
(International Trade Administration Commission of SA, 2012)

1 Import duty:
Will provide stable and more moderate import tariffs. Import duties on vehicles and components will be frozen
at the 2012 level of 25% on light vehicles and 20% on components, which will persist through to 2020. A
preferential agreement will result in vehiclesparted from the EU only paying 18% duty.

1 Vehicle Assembly Allowance (VAA):

Will allow vehicle manufacturers with a plant volume of at least 50,000 units per annum to import a percentage
of their components duty free.

The VAA looks to provide more incemeés for vehicles built for the local market. Initially in the MIDP, OEMs
earned a smaller percentage on incentives for locally produced vehicles. The APDP, through the VAA, insures a
greater support for products developed for the local market and shoulavide more encouragement for

higher volume vehicle production. This is all in line with the production goal of the APDP.

1 Production Incentives (PI):

Will be in the form of an allowance for dufsee importation of vehicles or components. The Pl suppstarted
at 55% in 2013, reducing annually by 1% to 50% of value added. Certain vulnerable products will earn up to 80%
Pl in 2013and 2014, which will reduce annually by 5% thereafter to 50% in 2020.

The Production Incentiveaimto encourage more local ecoponent production. This will significantly lower the
incentives 