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Strategic objectives defined by South Africa’s Presidency include:

coordination, monitoring and communication of government policies and programmes;

fostering nation building;

enhancing an integrated approach to governance for accelerated service delivery and supporting and consolidating
initiatives for building a better Africa and a better world;

bringing government closer to the people; and

facilitating a Developmental State through accelerating economic growth, interventions in the second economy,
elimination of poverty and fostering nation building.
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In line with these objectives, the Accelerated and Shared Growth Initiative for SA (AsgiSA) was launched in July 2005.
The initiative falls under the responsibilities of the Presidency and particularly the Deputy President Baleka Mbete.

The aim of the initiative is to guide and improve South Africa’s economic growth so as to achieve growth rates of 4.5%
over the period 2005 to 2009, rising to an average 6% between 2010 and 2014, with the aim of halving 2004 levels of
poverty and unemployment by 2014.

Initiatives being undertaken by AsgiSA fall into six broad categories; a massive investment in infrastructure, targeting
economic sectors with good growth potential, developing the skills of South Africans and harnessing the skills already
there, building up small businesses to bridge the gap between the formal and informal economies, bolstering public
administration and creating a macroeconomic environment more conducive to economic growth.

For more information on The Presidency and AsgiSA, go to www.thepresidency.gov.za
-
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BUSIMESS TRUST
The Business Trust Togrettur, we mahe & dillreroe.

The Business Trust combines the resources of business and government in areas of common interest to accelerate
the achievement of national objectives. It focuses on creating jobs, building capacity and combating poverty.

The partnerships of the Business Trust are structured through:

© The corporate partners who fund the Business Trust. Over 140 of South Africa’s leading companies have
committed over R1billion to the Business Trust since 1999.

© The board of the organisation, made up of cabinet ministers and the heads of the major corporations who
support the Business Trust.

© Sector specific partnership committees made up of business and government leaders, who oversee project
implementation.

A series of implementing partnerships with the agencies that implement Business Trust programmes. Current
programmes include:

a partnership with the Department of Public Works for the expansion of the public works programme;

a partnership with the Department of Provincial and Local Government for the development of South Africa’s
poverty nodes;

a partnership with the Presidency (in association with the Department of Provincial and Local Government and
National Treasury) to accelerate infrastructure development;

a partnership with the Presidency to finance the secretariat of the Joint Initiative on Priority Skills Acquisition;
a partnership with the Department of Environmental Affairs and Tourism to develop enterprises in the tourism
sector; and

a partnership with the Department of Trade and Industry to develop the Business Process Outsourcing sector
as a job creator for young unemployed South Africans.
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The Support Programme for Accelerated Infrastructure Development (SPAID) was established by the Business Trust
at the request of the President’s Big Business Working Group in order to develop innovative ways of combining
the resources of Business and Government to accelerate the achievement of the Government’s infrastructure
development targets.

For more information go to www.btrust.org.za




Support Programme for Accelerated Infrastructure Development

The Support Programme for Accelerated Infrastructure Development (SPAID)

The Support Programme for Accelerated Infrastructure Development (SPAID) is a partnership between the Business Trust
and the Presidency of the South African Government. SPAID works to combine the resources of business and government
to accelerate the achievement of the Government’s infrastructure development targets.

SPAID comprises four programmes:

© AProject Preparation Fund to provide funded technical support to Municipalities in order to initiate and structure
infrastructure projects to the point where they apply for and are granted funding.

© A Municipal Project Expediting System to provide planning and management support to Municipalities so as to enable
them to more effectively eradicate water and sanitation backlogs.

O ATechnical Assignment Programme to provide funding for short to medium-term strategic and technical interventions,
in order to mobilize increased private sector contributions towards meeting the AsgiSA infrastructure targets.

O AsStakeholder Communications Programme to provide effective and regular communication and information sharing
between senior government representatives and private sector stakeholders in the infrastructure sector.

Please visit website for more information: www.spaid.co.za
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The Corporate Strategy and Industrial Development Research Programme (CSID)

The Infrastructure Inputs Monitoring Project 2008 Report was produced by the Corporate Strategy and Industrial
Development Research Programme(CSID), School of Economic and Business Sciences, University of the Witwatersrand,
Johannesburg

The CSID was established by the School of Economic and Business Sciences (SEBS) at the University of the
Witwatersrand, Johannesburg, in 2001.

The objectives of the CSID are:

O To publish high quality research;

© To develop a knowledge base around corporate strategy and decision-making from the perspective of industrial
development.

© To develop research capabilities and opportunities for students to participate in applied research projects,
especially those from historically disadvantaged groups.

© To provide input into economic policy debates in a practical and applied manner, and support the development
of public institutions.

The CSID project’s main research themes are:

O Industrial development and manufacturing sector/value chain studies

O Local and regional economic development

(O Competition policy and regulation

O Global financialization, corporate change, and the South African Economy

© Macroeconomic environment, economic structure and industrial development

For more information go to http://uamp.wits.ac.za/sebs/csid/

/ Disclaimer \

This Research Report for the Infrastructure Inputs Monitoring Project has been prepared using market, referenced
and proprietary information of the National Departments of the Government of South Africa and Industry participants.
The market views expressed in this Research Report are not necessarily the views of SPAID, the Presidency, the
Business Trust or the CSID and the University of the Witwatersrand.

SPAID, the Presidency, Business Trust, the CSID and the University of the Witwatersrand cannot be held responsible
for the historical accuracy of the data, facts and statements collated and represented in this Research Report for
the Infrastructure Inputs Monitoring Project at the time of concluding the Research Report and for any subsequent

\ changes and/or market. j




Table of Contents

n Abbreviations and Definitions

Foreword

m Introduction

Methodology
Macroeconomic overview

n Infrastructure investment projects
6.1 Eskom
6.2 Transnet
6.3 Gautrain
6.4 2010 FIFA World Cup
6.5 National roads infrastructure
6.6 Expanded provision of housing
6.7 Airports Company of South Africa (ACSA)
6.8 National Departments - Department of Water Affairs and Forestry
6.9 Provincial and Municipal Infrastructures

Infrastructure inputs

7.1 Steel

7.2 Aluminium

7.3 Cement

7.4 Concrete products
7.5 Ready-mix Concrete
7.6 Clay Bricks

7.7 Timber

7.8 Float Glass

7.9 Plastic pipes

7.10 Aggregate and Sand
7.11 Bitumen

7.12 Capital Equipment

Conclusions

m References
m Acknowledgements

12

13

16
16
17
18
18
19
19
19
20
20

21
21
21
22
22

22
22
23
23
23
24
24

25

26

27




Abbreviations & Definitions

AEA Aluminium Extruders Association

ACMP Association of Cement Manufacturing Producers

ACSA Airports Company South Africa

ADT Articulated dump truck (capital equipment)

AFSA Aluminium Federation of South Africa

Aggregate Any hard, inert materials (sand, gravel or stone) used for mixing with cementitious materials to
form mortar or concrete

AsgiSA Accelerated and Shared Growth Initiative for South Africa

ASPASA Aggregate and Sand Producers Association of South Africa

BEQ Imperial brick equivalent unit

Bitumen Is a mixture of organic liquids that are highly viscous, black, sticky, entirely soluble in carbon
disulfide, and composed primarily of highly condensed polycyclic aromatic hydrocarbons. Bitumen
is the residual (bottom) fraction obtained by fractional distillation of crude oil. It is the heaviest
fraction and the one with the highest boiling point.

C&Cl Cement and Concrete Institute

CBA Clay Brick Association

CCGT Combined Cycle Gas Turbine

Cement Fine powdered materials which, when mixed with water, sets and binds together to form a hard,
solid material. It is used as a component of mortar and concrete

CETA Construction Education and Training Authority

cidb Construction Industry Development Board

CMA Concrete Manufacturers Association

Concrete A mixture of sand, stone, cement and water that sets and hardens

CsID Corporate Strategy and Industrial Development Research Programme, School of Economic and
Management Sciences, University of the Witwatersrand, Johannesburg

DEAT Department of Environmental Affairs and Tourism

DHA Department of Home Affairs

DME Department of Minerals and Energy

DoT Department of Transpzort

DPW Department of Public Works

DTI Department of Trade and Industry

DWAF Department of Water Affairs and Forestry

EBEPTT Engineers, built environment professionals, technologists and technicians

ECSA Engineering Council of South Africa

EIA Environmental impact assessment

FBU Fully built-up units (capital equipment)

FEL Front end loader (capital equipment)

FSA Forestry South Africa

GDP Gross domestic product

GFCF Gross fixed capital formation

Government Government of the Republic of South Africa

HDPE High-density polyethylene is a polyethylene thermoplastic made from petroleum. It takes 1.75 kg
of petroleum, in terms of energy and raw materials to make 1kg of HDPE

JIPSA Joint initiative for priority skills acquisition

kt Kilo ton

kt/y Kilo ton per year

m Meter

m2 or sq mt Square meter

m3 or cub mt Cubic meter

MOU Memorandum of understanding

mt Mega ton

mt/y Mega ton per year

OH&S Occupation, Health and Safety

PPI Producer price index

PPP Public private partnership Project Proposal for the Infrastructure Inputs Sector Strategy

PVC Polyvinyl Chloride is a widely used thermoplastic polymer in the construction industry

Sabita South African Bitumen Association

SAISI South African Iron and Steel Institute

SACEEC South African Capital Equipment Export Council

SAGGA South African Glass and Glazing Association

SANRAL South African National Roads Agency Limited

SAPPMA South African Plastic Pipe Manufacturers Association

SARB South African Reserve Bank

SARCC South African Rail Commuter Corporation

SARMA South African Ready Mix Association

SARS South African Revenue Services

SEIFSA Steel and Engineering Industry Federation of South Africa

SOE State owned enterprises

StatsSA Statistics South Africa

TLB Tractor-loader-backhoe (capital equipment)
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Foreword
Purpose of the Infrastructure Inputs Sector Strategy Process

The purpose of this study is to assess the increase in public sector demand and trends in supply for key
infrastructure inputs. The study reports the projected demand for inputs of the key public sector infrastructure
projects and the planned flow of supply from suppliers of key inputs into the infrastructure projects. The
report also identifies areas of concern and highlights years of peak demand as well as risks associated with
imbalances between supply and demand for the key inputs into the infrastructure investment projects.

The report follows the same format and methodology as the 2007 Research Report for the Infrastructure Inputs
Strategy produced by the Presidency and SUDEO International Business Consultants. The same reporting style
and approach has been used to provide easy comparison between the 2007 report and this 2008 report. The
2008 report presents data on key inputs collected from the infrastructure projects and suppliers. The same
key inputs reported in the 2007 report are investigated as these still remain of concern in 2008. They include
steel, aluminium, cement, concrete products, ready-mix products, clay bricks, timber, float glass, plastic
pipes, aggregate sand, bitumen and capital equipment.

In most cases, at the time of undertaking this research, the providers of the data had not as yet updated their
plans to take into account the impact of the global financial crisis on their activities. For example, the data
presented on the steel industry includes projected supply numbers based on plans to substantially expand
production of steel in South Africa. This data was acquired before one of the major steel producers in the
country announced that it would reduce supply by as much as 35 percent. Therefore, the numbers presented
in this report should be approached with the due caution required assessing trends in a context where the
global economy is in turmoil and the future filled with uncertainty.

Key findings

Most infrastructure projects were found to be on schedule and no serious obstacles to completion of projects
were reported. Many had faced large levels of price escalation to keep their projects on schedule because
of the shortage of key inputs and skills during the 2006 and 2007 period. It is too early to predict the effect
of the global economic downturn on costs of inputs and the availability of skills, even though there are strong
indications that these have already negatively affected global demand for the key infrastructure inputs and
skilled labour. Some of the infrastructure projects may face challenges because they are so dependent on
imported inputs and skills but the scale of the effect will depend on how much adjustment South Africa requires
to manage its balance of payments. The projects that are scheduled for completion in 2010 and 2011 face
less risk than those that continue beyond 2011.

The projected growth of the housing programme appears ambitious and the actual number of units built or
in production in a year may not increase to as much as 500,000 per year. Nevertheless, the housing programme
remains an important socio-economic project that could very well have a large stimulatory impact on the
economy over the next few years when it will be most needed.




No significant obstacles to the infrastructure projects from the supply side were indicated, even before
factoring in the effect of the global economic slowdown. Most suppliers of key infrastructure inputs, such as
steel and cement, had plans to increase capacity because of large increased demand during 2004 to 2007.
Today there are large inventories and declining prices for many inputs. Many suppliers are considering or
confirming cuts in production. Therefore, in the short-term, supply problems are not expected. It is too early
to assess how possible production cuts will affect the infrastructure projects.

Conclusions
The South African economy and its major infrastructure projects face many challenges over the next few years.

South Africa’s capital stock as a percentage of GDP has declined over the past two decades. There has been
significant erosion of key infrastructure and reductions in the capacity of key utilities that have negatively
affected business and real economic activity. Therefore, the current infrastructure investment programme
is vital for the future economic performance and sustainability of the South African economy. Further, in the
short-term, the infrastructure investments will provide an important stimulus to the economy and support
for business during a very challenging time.

However, the uncertainty and risk of the global financial crisis and the global economic slowdown are not to
be underestimated. The infrastructure projects face a larger threat from the global economic slowdown and
domestic economic contraction than from supply constraints for key infrastructure inputs.

Unlike the 2007 report, which noted concerns about limited supply and rising prices, the key concern today
is now the likelihood of declining order books, large inventories and of shrinking outputs by suppliers.

At the time of researching this report, most of the state owned enterprises had not released plans to reschedule
or cut back their infrastructure investment projects. Nor had the suppliers of key inputs reported any plans
to reduce output. However, suppliers in the steel industry have subsequently publicly announced large reductions
in output. Similarly, the cement industry has told the media that it is reassessing its current levels of output.
Other suppliers of inputs may well follow suit.




Introduction

The Government of South Africa has embarked on a massive infrastructure investment drive within
the Accelerated and Shared Growth Initiative of South Africa (AsgiSA). The overall aim of AsgiSA
is to support the government’s drive to halve unemployment and poverty by 2014 and to create
conditions in South Africa that will support economic activity, including reduced logistical costs,
for South African business.

Table : Matching demand and supply for key inputs for infrastructure projects

Steel Peak demand: 360- 2008 cumulative None
400 kt in 2010. projected domestic . Current .
output for steel sheet, reports
Demand to be around structural section and indicate huge
150-170 kt through bar is over 800 kt. drops in global .
2014/15 if the Supply is projected to demand
housing programme double by 2018 . .
increases to 500,000 according to SAISI
per year in Sep. 2008
Aluminium Peak of around 65 kt in Flat: 195kt (2008) to . None ‘
2013 due to Eskom's 270kt (2013) and Currently
distribution projects Extruded: 50.3kt operating
(2008) to 64.3ktin . below capacity .
(2013), according to
AFSA in Oct. 2008 . .
Cement Peak in 2009 with Envisaged growth in None
cumulative demand from | capacity from 15.5 mt . Significant new .
Eskom, Gautrain, (2008) to 25.4 mt capacity has
EAN RAL,ACSA andthe | (2012) based on data . been added in ‘
ousing programme. obtained from CMA in the past three
If the housing programme October 2008. . years. ‘
increase to 500,000 units Declinin
per year then demand demand%rom
peaks at 2.3 mt — if not, it residential
could be around 1.5 mt. construction
may lead to cuts
in production
Aggregate | Peak years: 2008 and Projected increased None .
mix 2009. Demand of about capacity from 106.4 mt Current
5.5 mt from Sanral, in 2006 to 130.2 mtin production up &
Gautrain and ACSA. 2012 according to demand has ‘
Housing programme ASPSA in Oct. 2008 eased.
should have peak demand
of 4 mt per annum from . ‘
2009 if they build 500,000
units per annum.




Bitumen Peak years 2009 and SAis a net exporter. None
2010. Demand driven Production is expected . Current .
by SANRAL with only to increase to over 400 production is
Eskom adding kt in 2009 according to at 80% of
significantly to demand SABITA in Oct. 2008 capacity. .
for 2009 only. Peak
demand is around 65 kt. . .
Plastic Pipe | Peak years 2009/2010 Domestic availability of . None .
driven by Eskom and PVC pipe is expected Increased
ACSA. Additional toincrease from 114kt investmentin
demand from 2009/10to | in 2008 to 168kt in ® pﬁoﬁgc“on ®
2014/15 ifthe projected | 2016. ‘;Vr']tnu;’lrgfgﬁh
housing delivery occurs. in supply of
® o ®
Float Glass | Peak years 2009/2010 Domestic availability to None
driven by ACSA. increase from 215kt in . Forecast annual ‘
Additional demand from | 2008 to 353kt in 2018 growth in output
2009/10 to 2014/15 if the | General opinion is that . of 5.1% ‘
projected housing delivery | thereis enough supply.
occurs. . ‘
Timber Potential significant Timber availability is set . Significant ‘
demand from 2009/10to | to increase from 3.8 mil continued
2014/15 if the projected m3 (2007) to 5.2 mil m3 reliance on
housing delivery occurs. | (2016), however there . imports ‘
will be a consistent
shortfall between supply
and projected demand ' ’
from 38% (2007) to 25%
(2016) which will need to
be imported.
Clay Bricks | Potential significant Capacity is projected to . None .
demand from 2009/10 to | increase from 7.784 Continued
2014/15 if the projected million m3 (2006) to investmentin
housing delivery occurs. (1210‘112; million m3 . capacity .
The industry is
operating at 80% of its . .
Ready-Mix | Peak 2009/10t02014/15 | Capacity is projected to ‘ None ’
Concrete | of4mtper annumifthe | increase from Significant new
projected housing 9.3 million m3in 2008 investmentin
delivery occurs. to 11.4 million m3 in . capacity ‘
- ® ®
Concrete Potential significant Project increases . None .
Products demand from 2009/10 to g%;igcity from 2006 to ljnr;jeurgttri)rllg "
2014/15 if the projected 3
housing delive?y (J)CCUI'S. . Ew?l\lflc?r?mlzlfs 0130 . 80% output .
- Retaining Blocks: 0.4
to 0.6 mﬁllion m2 . .
- Masonry: 36.0 to 33.2
million BEQ’s
- Roof Tiles: 175.0 to
177.8 million
- Floor slabs: 0.8t01.0
millions m2
- Concrete Pipes and
Culverts: 0.4 0.7
(million tons)
- Infr. Products: 0.5 to
0.5 million tons

Source: CSID estimates
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Table 1 shows that there are no envisaged supply shortages for steel, aluminium cement, aggregate mix
and bitumen. Projected expansion of the housing programme will drive demand for infrastructure inputs
such as plastic pipes, glass, timber, clay bricks and concrete products. There are no envisaged shortages
of these products from any of the other infrastructure projects, with the exception of timber which will
remain reliant on imports to meet demand. Eskom and ACSA’s projects will impact on demand for these
products, especially during the period 2009 to 2011. However, compared to the demand from the housing
programme, the demand from Eskom and ACSA will be relatively small. There are ambitious plans to
build 500,000 houses per year from 2009710 to 2014/15. One can expect that demand for these inputs
will steadily increase until 2009/10 and then stabilize until 2014/15 due to increased demand from the
housing programme. The actual amounts demanded will depend on the success of this programme.

The global economy is drastically different to when the Research Report for the Infrastructure Inputs
Strategy was published in June 2007. There was a tone of optimism in the 2007 report because the global
economy had just experienced a period of relatively high economic growth. It was believed that South
Africa was en route to economic growth rates of 6 percent per annum. Government argued that it had
achieved high economic growth and macroeconomic stability that opened space for large investments
to support and stimulate the economy. Today this optimism is being reassessed. Further, macroeconomic
stability will be very difficult to maintain for a relatively open economy caught in the midst of the
financial crisis caused by the bursting of the global liquidity bubble.

During the period of optimism there was relatively rapid global economic growth and a domestic boom
in residential and commercial construction and asset markets, including property and financial assets.

As aresult, there was increased global and domestic demand for key inputs for the infrastructure projects.
The 2007 Report voiced much concern about shortages of key inputs and cost escalation as a result of

these shortages. In fact, many of the infrastructure projects experienced huge price escalation between
2006 and 2007. Today the main threat to the infrastructure projects are as a result of the global economic
slowdown and domestic economic contraction, not supply constraints for the key infrastructure inputs.

The effects of the global financial crisis are already unmistakably present in non-financial sectors of
economies. Global demand for key inputs has collapsed in a very short period of time. Inventories are
high. Many suppliers are reporting cuts in production in response to the decline in demand. South Africa’s
infrastructure projects may consequently have access to more and cheaper inputs in the near future.
However, reduced outputs and large government stimulus packages in some countries could slow the
decline in inputs prices. Further, it is hard to predict economic developments and future price levels
within the current climate of economic uncertainty, when most countries are still scrambling to put
together their responses to the crisis. Further, many markets for key inputs into the infrastructure
projects are concentrated globally and/or domestically. Cuts in production by large suppliers with large
market share could keep the prices of inputs high even in an economic downtum.

However, it is not only the unpredictability of input prices that may be a problem for the infrastructure
projects. The high current account deficit, declining exports and lower levels of foreign capital inflows
pose a very real challenge to current infrastructure investment plans. South Africa may be forced to
lower imports to avoid balance of payments problems. This adjustment could be very painful for the
economy. It could lead to further declines in economic growth and poses very real threats to the
infrastructure projects, especially those most reliant on imported inputs.

At the same time it is important to recognise that the stimulus to South African aggregate demand from
the infrastructure projects may be vital for the economy over the next few years, given slowing global
demand and the high possibility of a global recession. Many countries will be resorting to similar types
of stimulus packages to deal with their own economic downturns. For example, China recently announced
a huge stimulus package that includes large commitments for expanding infrastructure and the US
government is reported to be considering how to increase household consumption.




The importance of the national housing infrastructure programme is not adequately recognised. While
the Eskom and Transnet investments are important and provide much needed infrastructure for business,
the national housing programme seems to have the highest multipliers, especially given the global
financial crisis and economic slowdown. Building houses requires less imported content and potentially
will employ more people than most of the other infrastructure projects.

The housing programme, which reports ambitious plans to build 500,000 houses each year until 2014/2015,
will provide relatively long-term and stable demand for key inputs produced domestically, such as steel,
cement, plastic pipes, glass etc. The housing programme has faced numerous challenges and has been
unable to meet its targets in the past. Given the large budgetary and capacity requirements and other
enormous challenges there is a substantial risk that the programme is unlikely to meet its targets.
Therefore, government and business should make a concerted effort to coordinate efforts and to improve
capacity to meet these ambitious low income housing targets.

Further, the socio-economic benefits of the large-scale housing programme are not to be ignored. The
programme will provide housing for the poorest South Africans. Most of the poorest members of our
population do not have debt. A benefit of the economic downturn for the poor is that this should result
in price deflation. The reduction in the oil price and less speculation in futures markets for grain should
reduce the costs of basic foods. Poor households may have more money to spend on non-food consumption.
Those with incomes will invest in their homes and so stimulate domestic demand. We have also witnessed
increased consumption in the poorest communities as a result of larger government grants. There is a
chance that increased consumption demand by the poor and the stimulus of the national housing
programme could be important contributors to future economic growth.

Further, access to housing will provide a large section of the South African population with more certainty
and security. Households will invest more time and money to maintain more permanent formal housing,
instead of on relatively precarious informal dwellings. Houses are not only homes but are places where
household members can engage in economic activities and learning.

:;....f:':";. - L .:__:f ] 11




Methodology

The research is based on the benchmark study Research Report for the Infrastructure Inputs Sector
Strategy, completed in June 2007, as well as research and interaction with the key private and public
sector entities.

The research is divided into quantitative and qualitative aspects to promote an understanding of critical
challenges and success factors that will influence the demand for and supply of infrastructure inputs.

© From the demand perspective, Government, parastatals and agencies of Government, including
Eskom, Transnet, the Department of Housing, the Gauteng Provincial Government (Gautrain), Coega
Development Corporation, Airports Company SA (ACSA), SA National Roads Agency (SANRAL) et al.,
were requested to provide quantitative annual expected demand capacity profiles for infrastructure
inputs (consolidated for specific project categories). They were also asked for assumptions and
prioritisations made for these high level projections. They were also requested to indicate areas of
potential supply sensitivities and/or dependencies that are anticipated for specific infrastructure
inputs.

© From the supply perspective, industry bodies, institutions and associations representing the relevant
infrastructure input producers (and suppliers) of steel, cement and cement products, clay bricks,
timber, float glass, plastic pipes, aggregate, concrete, bitumen, transportation services and capital
equipment were requested to provide quantitative annual expected supply capacity profiles for
infrastructure inputs (consolidated for specific product categories). They were also asked for
assumptions and prioritisations made for the high level projections. Furthermore, they were asked
to indicate infrastructure inputs supply challenges, sensitivities and dependencies, including potential
solutions to identified supply challenges. Finally, they were aksed for an assessment of the impact
of current and future infrastructure input imports and an overview of critical considerations impacting
on investment in infrastructure input capacity expansion.

The data collection process involved the development and submission of data collection questionnaires
as well as face-to-face and telephonic interviews with key inputs suppliers, industry associations,
government departments, regulatory bodies, State Owned Enterprises (SOEs), academic institutions and
other research entities. The project also reviewed existing project and other data within government
and its agencies as well as published StatsSA statistics. The specific approach to this project was as
follows:

A desktop analysis of existing statistical and project data, relevant literature and internet sources.
Collection of information from the suppliers of the key inputs to the infrastructure projects involving:
Design of a questionnaire for interviews

A pilot study to test the questionnaire with two industry associations

Circulation of the questionnaire to industry associations

Follow-up face to face and telephonic interviews

Engagement with individual supplier firms where required

Collection of demand-side information involving:

Design of a questionnaire for interviews

Face to face interviews with developers of infrastructure projects in the public sector

Ongoing engagement with key players including Transnet and Eskom.

00000000000
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Macroeconomic overview

Contributions to GDP growth rate (percentages)
6%
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Figure: GDP growth rates and sector contributions to growth (percentage change)

The 2007 Research Report for the Infrastructure Inputs Strategy reported relatively high real economic
growth rates for 2005 and 2006 of over 5 percent per annum. The 2007 real economic growth rate was
around 5 percent (see figure 1). The expectation by government and the South African Reserve Bank at
the time of the 2007 report was that the economy would continue to grow at over 5 percent per annum.
Both the National Treasury and the South African Reserve Bank now predict poorer economic growth
performance for the South African economy for 2008 and 2009. The 2007 report reflected the mood of
optimism present in both government and business. By contrast, there will be huge challenges from a
macroeconomic perspective facing the infrastructure investment projects and the economy during the
next few years.

In addition, there has been significant debt creation in the South African economy, which has largely
been used to increase consumption instead of contributing to increased levels of productive investment.

The main contributors to GDP over the past few years have been household consumption and gross capital
formation. The growing contribution of household consumption to GDP over the past few years is associated
with a sharp increase in household levels of debt and lower saving levels. The trade deficit increased
during the same period, which indicates a linkage between the increased trade deficit and the higher
levels of debt-driven consumption.
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Private and General Government & Public Corporations capital stock as
percentages of GDP, Real 2000 prices, Source: SARB
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Source: Own calculations using SARB
Figure: GDP: Capital stock of private and public sectors as percentages

There has been a relatively impressive increase in investment levels in the economy but this may have
been too late. Levels of investment in the economy during the 1990s and 2000s have not been adequate
to keep the level of capital stock stable. South Africa has had declining capital stock, which may indicate
declining capacity to undertake production and economic expansion. Of particular concern is the huge
decline in government and public corporation capital stock as a percentage of GDP (see figure 2). The

decline in this public sector capital stock as a percentage of GDP from 2000 to 2007 was about 20 percent.
The decline in private sector capital stock as a percentage of GDP for the same period was 7 percent.

2006 Top 10 sectors by investment (as a % of total investment)

A 12181: Motor vehicles, parts and
accessories [381-383], 3%

A 12131: Coke and refined
petroleum products [331-333], 3%

A 1332:Business services [83-88], 14%
A1221: Electricity, gas and steam [41], 4%

A 1123: Other mining [22/24/25/29], 4%

A1311: Wholesale and retail trade [61-63], 7% A 1343; General government

services [99], 12%

A 1322: Communication [75], 8%

A1321: Transport and storage [71-74], 8% A1331: Fnance and insurance [81-82], 11%

Source: Own calculations using Quantec data

Figure: Top ten sectors by investment in 2006
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Further, most recent investment seems to have been driven by growth in credit markets and increased
household consumption. The top 6 sectors by investment in 2006 were all services sectors. The non-
services sector investment in the top 10 in 2006 were related to Platinum mining, Eskom expansion, Sasol
and the automobile industry (see figure 3) . In other words, the largest part of investment in the country
has been into services associated with credit expansion by the financial sector and household debt and
consumption. Investment in manufacturing and other industrial sectors was a relatively small proportion
of investment in the country. Tighter credit market conditions and less credit available for household
consumption has already affected the retail sector. Weaker economic growth is expected as consumers
and businesses adapt to tighter credit markets.

At the same time, not enough has been invested recently to build the capital stock of the manufacturing
sector. Manufacturing is expected to respond positively to a weaker currency. However, SARB does not
seem poised to significantly lower interest rates (an action chosen in many other countries). South African
interest rates may remain high because of the inflationary pressure associated with higher costs of
imports due to the weaker rand. Manufacturing firms that may want to take advantage of the weaker
currency to export and expand production are faced with many challenges. There is a huge amount of
uncertainty in the domestic and global economy. There is less trust between businesses as many suppliers
are unsure about the ability of their customers to pay their bills. They now have lower levels of capital
stock, higher interest rates for new investment and tighter credit markets that affect access to working
capital. Many have higher wage bills because workers have demanded higher wages to offset high inflation
rates. At the same time, reduced demand in countries such as the US has led to large inventories and
downward pressure on prices for manufactured goods.

One of the largest challenges facing the South African economy is the ability to maintain our balance
of payments stability. The sudden decline in demand for minerals commodities will affect export levels,
which could further worsen the trade deficit. The global financial crisis has led to very tight global credit
market conditions. South Africa, and other emerging markets with trade deficits, will face much harsher
conditions with regard to foreign capital inflows in the future. As a result, South Africa may be forced
to adjust its economy to rely on lower levels of imports. The high current account deficit, declining
exports and lower levels of foreign capital inflows pose a very real challenge to current infrastructure
investment plans. However, the stimulus to South African aggregate demand from the infrastructure
projects seem vital for the economy over the next few years given slowing global demand and the high
possibility of a global recession.
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Infrastructure investment projects

6.1 Eskom

Eskom plans to spend R342.9 billion over the next five year period. In terms of their revised plan R249.8
billion will be spent on generation (including New Build Projects), R43.5 billion on transmission, R36.9

billion on distribution and R12.7 billion on corporate expenditure. Notwithstanding the global financial
crisis and the increased likelihood of a large downturn in the South African economy, Eskom is still under
pressure to expedite its expansion plans to ensure supply reliability from the country’s national electricity
grid. Government has recently reported that there may be supply problems again in early 2009 because
of scheduled maintenance.

Generation projects will include: A new nuclear project called Nuclear 1, Arnot capacity increase; Ingula
pumped storage; completion of return to service projects at Grootvlei, Camden and Komati; new coal
base station projects, Medupi and Kusile. Eskom plans to erect 11.493kms of transmission lines between
2008 and 2013. There is also talk of renewable energy projects in the southern African region.

Overall peak demand for major infrastructure inputs for transmission and generation projects are expected
to occur in 2010 and 2011. Steel (excluding roof sheet steel) demand is expected to peak in 2010 when
331kt will be required, including demand from the Medupi power station, Kusile and the construction
of transmission lines. Total steel (excluding roof sheet steel) demand between 2007 and 2015 is expected
to reach almost 1.3mt. Eskom has already reported a huge decline in estimated steel demand since the
2007 report. Almost all the estimated decrease in the demand for steel is from the new coal fired power
stations. The numbers reported by Eskom recently show that they estimate using about 2mt less steel
than previously reported.

Eskom’s projects will require substantial quantities of roof sheet steel, primarily for its Medupi and Kusile
power stations. From Eskom project input projections, it is estimated that approximately 780,000 sgM
(square meters) of roof sheet steel will be required between 2007 and 2014, with peak demand of 289,000
sgM in 2011. The substantial increase again comes from the new coal power stations.

Total cement demand from 2007 to 2015 is expected to be 807 kt, with peak demand for cement occurring
in 2009 (246 kt). Peak demand for cement in 2008 will be driven primarily through demand from the
Medupi (210 kt) and Kusile (210 kt) power stations.

Aluminium demand will peak in 2013 when 65 kt will be required mainly for Various transmission related
projects. The total demand for aluminium is expected to reach 189 kt between 2007 and 2015, with the
highest demand occurring between 2011 and 2013 (31 kt in 2011, 47 kt in 2012 and 2013).

Consistent demand of 46,892 cubic meters annually of clay bricks is expected between 2008 and 2010,
resulting from the construction of the Medupi and Kusile power stations. All the other projects will
require quantities of clay bricks with a projected total of 416 tons between 2007 and 2013.

Bitumen demand will be greatest in 2009 (106 kt) and 2007 (28 kt) resulting from demand from the Ingula
pumped storage scheme. Total bitumen demand is expected to be 143 kt between 2007 and 2014.

Nuclear 1’s inputs will mainly be concrete, steel and cable. Construction will startin 2011 and will be
complete in 2015. The exact usage of materials per annum was not provided by Eskom.?!

The peak demand year for 488 General and Project Managers will be 2010. 2009 will be the peak year
for 315 Specialist Engineers and Plant Designers, 77 Quantity Surveyors and 62 Planners. Peak demand
for Construction Managers and related Technologists is expected in 2010 when approximately 510
Construction Managers/supervisors and 305 Technologists will be required. The most prominent artisanal
skills requirements are for electricians, boilermakers, fitters and welders.

L when meetings took place with Eskom Enterprises on 21 October 2009,
the nuclear power stations were still part of their plans. Statements by
members of the Department of Minerals and Energy Affairs during mid-
November have given the impression that the nuclear projects will not
go ahead.




When interviewed for the 2007 Report, Eskom raised serious concerns about materials availability
(especially steel and cement); specialist engineering suppliers; imported equipment delivery; project
management, engineering and contractor skills availability and artisan skills. These concerns are still
present at Eskom today but there is the impression that there has been much effort made to address
these problems since the previous report. As a result, it appears that the supply of materials and skills
is less of a concern for Eskom than a year or two ago. Itis also possible that the decline in global demand
for inputs and skills will further ease these concerns.

6.2 Transnet

Officially, Transnet have recognised an expenditure over the next four years of at least R76 billion.
However, some estimates place it as high as R94 billion. The Transnet capex programme is focused on
addressing the backlog in maintenance, upgrading and expanding of the Group’s asset base to meet the
capacity demands of its customers.

The capex programme commenced in 2006. It consists of expansion and replacement projects in the core
business areas of ports, rail, pipeline and support services to be implemented over the next 4 years.
The largest spend will be on rail operations and rail infrastructure. The next largest single spend will
be on port infrastructure followed by port operations, pipelines and rail engineering. The smallest spend
will be on fuel, engineering and corporate services.

Transnet’s spending on inputs will consist of: structural steel; steel for wagons, rails, and tanks; bitumen;
concrete and concrete piping; rock; ballast; brick walls; pre-cast sleepers and piping. In addition to the
materials, the Group will procure equipment such as conveyer systems, locomotives, wagons, ship-to-
shore cranes, containers, stackers/reclaimers, tugs and RTGs. Furthermore the Group will procure
services such as moving of earth, dredging, reinforcing of steel, removal of rocks and concrete.

The major projects (and equipment purchases) are listed below:

Rolling Stock: Fleet upgrade plan includes
Upgrade of 100 GM diesel locomotives
Upgrade of 100 GE Electric Locomotives
400 new locomotives

7000 new wagons

Replacement of On-Trac machines.

00000

Infrastructure

Coal Line expansion to 86 million ton per annum
Ore Line expansion

Eskom - Majuba coal supply

Coega Line

Substation upgrades.

00000

Port Equipment

Straddle carriers

Rubber Tyred Gantries (RTGs) and cranes
Ship to Shore (STS) Cranes

Reclaim / reach / mobile stackers

Rail siding cranes

Haulers and trailers

Forklifts

Tug Boats

Dredgers.

000000000

Pipeline
© New Multi-Purpose Pipeline (NMPP) from Durban to Johannesburg to replace current line.

17




General Construction

Construction of the Port of Ngqura

Harbour improvements in Durban and Cape Town (including widening and deepening, quay refurbishment,
increased terminal capacity)

Car port in Durban

Improved Durban Container Terminal (DCT) trucking access and throughput

Richards Bay Dry Dock Terminal Upgrade

Saldanha Bay upgrades.

0000000

Quantities of major equipment Transnet planned to procure during 2006-2011were: 400 Locomotives (Line
& Shunting); 7000 Wagons; 12 STS (Ship to Shore) Cranes; 30 RTG’s; 6 Reach Stackers (containers); 1
Stacker / Reclaimer (Ore); 3 Tugs; and 1 Iron Ore Stockyard Conveyor System.

6.3 Gautrain

Gautrain is a R25 billion project involving the construction of a rapid and sophisticated railway line on
which trains will circulate at an average speed of 160km/hour. In total, there will be ten stations and
80km of rail between the three main stations which are Johannesburg Park Station, O.R. Tambo International
Airport, and Pretoria.

It is expected that the highest demand for inputs will be needed between 2008 and 2009 as phase one
of the project has to be completed by mid 2010. The highest levels of inputs such as steel (30,000 tons),
cement (98,000 tons), aggregate stone and sand (310,000 and 261,000 tons respectively), as well as diesel
(about 10 million litres), will be consumed in 2008, which is the peak year for input consumption.

At inception in 2002, Gautrain was planned to cost R21.3 billion but its total cost currently stands at about
R25 billion. Inflation and the fact that it becomes more expensive to import components as the rand
weakens are the biggest contributors to this cost escalation. In order to mitigate this problem, Gautrain
bought forward cover at the beginning of the project although it cannot completely cover the extra costs.

Concrecte 1 Q033 000 m3
Stleel Relnforeling 18 000 Tons
Rock 835 000 m3
Brick Walls 28 000 m2
Structural Steel 8 Q00 Tons
Dredging 14 219 DOU m3
Earth Moving b 084 4DO m3
Rock/Concrecte Removal 354 000 m3
Pre-carl Sleepers 300 000 Unils
NMPP Pips* 126 000 Tans
Ballast 241 000 m3
Bitumen 94 090 Tons
Farm Work 128 000 m2
Sieel - Rall Wagons 139 000 Tans
Steel - Ralls 20 000 Tans
Steel - Plate (Tanks) 20 D00 Tans
Concrele Plping 14 GO0 M

*(trunk/net/terminals)

6.4 2010 FIFAWorld Cup

The stadium projects for the 2010 FIFA World Cup are well advanced and on schedule. The Nelson Mandela
Bay Stadium is on course to becoming the first new stadium to be completed, with over 90% of that
stadium’s work already complete in October 2008. However, some major complications were noted at
Soccer City, including additional work on the original structure which could not have been foreseen during
the design. Additional piles and columns for the roof had to be added to the design. Another challenge
to overcome was transporting the roof structure, which had been manufactured in Italy. The roof is now
halfway to completion, progress applauded by FIFA secretary-general during his recent visit.

Feedback from host cities did not highlight any new challenges. However, it was reported that all stadiums’

works had been affected by rising construction costs in the past year, with steel input costs alone
increasing by 70%.
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The dynamics of construction vary from host city to host city. The challenges noted in 2007 related to
supply of certain inputs seem to have been adequately addressed. Given the efforts to ensure supply
of materials by each of the host cities at the projects’ inception, and declining global demand for these
inputs, major new input problems are not envisaged.

6.5 National roads infrastructure

The South African Road Agency Limited (SANRAL) finances, improves, manages and maintains the national
road network which stretches over 16,150km with an asset value of R 6.5 billion. It has expanded vastly
over the last few years. The reasons for this include a higher than anticipated increase in traffic volumes,
particularly in Gauteng, investment related to the 2010 FIFA World Cup, and the need for continuous
maintenance and improvement of the road network.

Most of the projects listed in 2006 are still ongoing, with costs usually unchanged except for the substantial
drop, estimated to be around R5 billion, in the cost of the Gauteng Toll Road Scheme. New major projects
include the Nelspruit ring road (valued at R800 million for all three phases), the last section of the
Eastern ring road around Polokwane (valued at R600 million), and the N17 East upgrading from Springs
to Omerall (valued at R1.5 billion and consisting of six stages). SANRAL expects the peak of inputs usage
for road construction to be between 2009 and 2010 as most projects will be gaining momentum then in
order to be completed in time for the 2010 FIFA World Cup.

The issue of skills shortage at SANRAL is very severe and is not anticipated to improve in the near future.
It is expected that 20% of engineers will retire by the end of 2011 and it is evident that they will not
all be replaced given the current rate at which new engineers are being trained. The problem is further
compounded by the fact that a lot of experienced engineers and graduates are moving abroad due to
the better salaries offered overseas. At the moment, there are only two qualified engineers in the
Department of Transport. The demand for skills is expected to peak in 2009, as experts in every stage
of road construction will be most needed, with the exception of project managers and specialist engineers.

6.6 Expanded provision of housing

Infrastructure inputs demand projections for 3.5 million houses are based on the strategy designed by
the Department of Housing to provide 500,000 low-cost housing units annually from 2009/2010 to
2014/2015. In 2006/2007 the Department of Housing delivered 271,219 houses, falling slightly to 248,850
houses in 2007/2008.

Housing-based demand for material inputs is expected to peak from 2009/2010 to 2014/2015 at 150,000
tons of steel, 1,675,000 tons of cement, 20 million square metres of roof sheet steel, 2,250,000 square
metres of glass, and 10 million metres of plastic pipes of various sizes.

Likewise demand for skills will peak from 2009/2010 to 2014/2015 with the need for 5,000 construction
managers, 1,500 general and project managers and 25,000 artisan bricklayers. The demand for labourers
is expected to be 75,000 during the peak period. In total, housing employment between 2009/2010 and
201472015 inclusive is expected to be 111,250.

The importance of the national housing infrastructure programme is not adequately recognised. The
national housing programme may very well have higher multipliers than many of the other infrastructure
projects because of the global financial crisis and economic slowdown. Building houses requires less
imported content and potentially will employ more people than most of the other infrastructure projects.
The housing programme, which targets the building of 500,000 houses each year until 201472015 will
provide relatively long-term and stable demand for key inputs (produced domestically) such as steel,
cement, plastic pipes, glass etc. Further, the downstream socio-economic benefits of the large-scale
housing programme are not to be ignored.

6.7 Airports Company of South Africa (ACSA)

The Airports Company of South Africa (ACSA) operates South Africa's ten principal airports, which include
the three major international airports at O.R. Tambo, Cape Town, and Durban, and seven domestic
airports at Bloemfontein, Port Elizabeth, East London, George, Kimberley, Upington and Pilanesberg.
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The growth of the South African economy has resulted in planned expansions of ACSA’s buildings and
facilities throughout the country. The expansions include substantial investments in passenger terminals,
parking, aprons, taxiways, and access and service roads. Maintenance and rehabilitation of existing
runways at the airports in South Africa are also part of the comprehensive infrastructure upgrade
package.

The inputs use is expected to peak in 2008. Strong demand is also expected in 2009. The Midfield
Developments Project was delayed by two years and will therefore commence in 2012. In 2008 the
demand for the key inputs will be as follows: steel (28,683 tons), aluminium (263 tons), cement (51,579
tons), clay bricks (30,701 tons), timber (739 cubic metres), glass (23,596 square metres), ceramic
fittings (44.8 tons), ceramic tiles (105,831 square metres), plastic pipes (150.8 tons), roof sheet steel
(88,431 square metres), aggregate stone mix (515,795 tons), ready mix concrete (335,909 tons), and
bitumen (21,151 tons).

The demand for construction managers and specialist engineers will peak in 2008 at 152 and 68
respectively. In 2009, 56 Architects, 28 quantity surveyors and 19 project managers will be required
in preparation for the rollout of significant expansionary development and related projects.

ACSA’s infrastructure rollout and expansion plans for buildings and facilities should be sensitive to the
costs of, and to some extent availability of, certain critical input materials including steel, cement,
clay bricks, glass, ceramic tiles, roof sheet steel, aggregate stone mix and bitumen, given the large
demand volumes during the 2008 peak. Therefore any shortages could potentially result in project
delays to ACSA’s critical path infrastructure rollout plan.

6.8 National Departments - Department of Water Affairs and Forestry
The highlighted projects by the Department of Water Affairs and Forestry (DWAF) are mainly large scale
infrastructure investment projects related to dams (either construction or raising).

DWAF has nine major projects planned for the period of 2008/2009 to 2014/2015. The combined value of
current and future projects, where the value has been ascertained, will range between R20 billion and
R30 billion. The peak years for six of these projects are the financial years 2009/2010 and 2010/2011. The
largest demand for the above mentioned projects will be for cement, aggregate and reinforcing steel.

6.9 Provincial and Municipal Infrastructures
Provincial and municipal infrastructure projects are presented here to provide an overview of areas
of significant government expenditure in the medium term.

At the provincial level the projects covered include education, health and road construction and
maintenance.

Education projects over the period of 2008/2009 to 2010/2011 are projected to be valued at R880.4
million with a peak in 2008/2009 of R448.1 million. The province with the highest expenditure on
education projects is the Eastern Cape (R619.9 million), followed by Gauteng (R219 million), with
spending concentrated on youth centres, repairs and maintenance, building of new schools and
maintaining existing schools. Education expenditure in Gauteng and the Eastern Cape far outpaced
those of the other provinces.

Health projects over the period of 2008/2009 to 2011/2012 are projected to be valued at R5.1 billion
with a peak in 2008/2009 of R2.2 billion. The province with the highest expenditure on health projects
is Gauteng (R3.3 billion), with spending concentrated on refurbishing existing facilities and maintenance.
Spending on large health projects in Gauteng is projected to be over three times the spending in any
other province.

Projects related to the construction of roads are primarily designed to improve access to hospitals and
other local facilities. National expenditure has focused on maintenance of existing roads, and the
reinforcing and construction of new roads. The value of the 20 largest roadworks projects over the
period of 2008/2009 to 2010/2011 is estimated to be R5.52 billion, with a peak in 2008/2009 of R2.75
billion. The vast majority of the value of large road construction projects is concentrated in KwaZulu
Natal, where spending on new roads and upgrading is projected to be nearly R11 billion.

The key demands from provincial and municipal infrastructure projects will be for steel, cement,
aggregate mix, ready mix and bitumen.
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Infrastructure inputs

7.1 Steel

The overall PPl increase for the steel industry was 19.1% and the increase for basic iron and steel between
August 2007 and August 2008 was 72.7%. Steel PPl increases between 2007 and 2008 were: reinforcing
steel (90.1%), mild steel plates (30.8%), stainless steel products - flat rolled (-10.8%), structural steel
products (77%), structural steel - unworked (59.2%), galvanised sheet (34.0%), and uncoated sheet (17.6%).

Indications from the analysis show that there was optimism in the steel industry about increase in the
demand for carbon and alloy steel in the future. This trend was expected to be driven by the strong
demand from the construction and building sectors.

The financial turmoil caused by the global recession is beginning to have some impact on the steel
industry. It is difficult to ascertain the full impact on the industry at the present moment but indications
show that the impact could be felt for some time.

The increased demand for steel in the local industry led to an expectation of a rise in imports. The level
of exports has declined over the past year or so because of increased demand locally. Plans to increase
capacity have been announced by many of the players, all in an effort to accommodate the burgeoning
demand. However, the drastic decline in demand in the global economy may lead to reduced imports
and lower domestic levels of supply.

Projected demand for the carbon steel long products and carbon steel flat products was expected to
increase over the period 2007 to 2018 in terms of domestic availability. For example, for long products,
the heavy structural section was expected to increase from 157 kilo tons in 2008 to 313 kilo tons in 2018,
and wire rods were expected to increase from 650 kilo tons in 2007 to 850 kilo tons in 2018. Demand
for reinforcing bar was expected to rise from 223 kilo tons in 2008 to 513 kilo tons in 2018. For carbon
steel flat products, an increase in hot-dip galvanised sheet demand was anticipated, from 443 kilo tons
in 2008 to 851 kilo tons in 2018.

Stainless steel projected domestic availability was also expected to escalate from 19 kilo tons in 2007
to 120 kilo tons in 2016 for hot rolled sheet and coil and from 125 kilo tons in 2007 to 320 kilo tons in
2016 for cold rolled sheet and coil.

Overall, the rapid change in demand for steel internationally and the possible impact of the global
financial crisis on South Africa has caused huge uncertainty in domestic steel markets. The expectations
reported here were based on figures reported by the industry before they started reducing supply in
response to the downturn caused by the global financial crisis.

7.2 Aluminium

The local demand for extruded products has increased over the last five years by about 14% due to the
growing middle class. This growth has been similar for both the private and public sectors. This explains
the growth in the output of extruded products which is mostly for local consumption as only 2.8% of
extruded products are being exported.

In general terms, South Africa is seen as self-sufficient in the supply of aluminium products. Only very
few types are imported for the production of special components or specific dimensions that cannot be
produced locally. The fact that about 71% of South Africa’s total output is currently being exported means
that local demand is nowhere near the output being generated.

It is expected that the capacity of aluminium production may increase significantly in the near future.
Flat products producers expect to increase the capacity of existing plants by about 10000 tons and
construct new plants which will be able to produce a further 80000 tons. Extruders also expect that
capacity of existing plants will increase to 2000 tons while new plants will be built to increase capacity
by about 6000 tons. It is puzzling that extruders are planning to increase capacity while they are only
operating at 62% of current capacity.
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7.3 Cement

Since 2006, when demand for cement rose by 6.6%, accelerated economic growth and rising expenditure
on infrastructure in the country have put pressure on the cement industry. All of South Africa’s major
cement producers have begun importing cement to meet the increasing demand because of a local
shortage of production capacity.

The actual annual capacity of cement production is 15.5 mega tons and the industry is operating at full
capacity according to the Association of Cementitious Material Producers (ACMP). Over the past five
years, the industry expanded the capacity of existing plants in terms of annual volume produced to an
additional 2.3 mega tons/year. The industry is anticipating investment in new plant capacity of 3.9 mega
tons/year for the next five years.

Cement demand is forecasted to increase from about 11.5 mega tons in 2007 to 24 mega tons in 2014.
The industry has identified multiple challenges, including skills and electricity shortages and rising input
and transportation costs.

7.4 Concrete products
Concrete products are currently experiencing high levels of demand, with construction stimulated by
an economic growth rate of 6 percent, the 2010 FIFA World Cup preparation, the Gautrain project and
housing developments.

The Concrete Manufacturers Association (CMA) predicts progressive growth from 5% to 10% in concrete
products production between 2009 and 2011, followed by a decline.

A major challenge to the industry is the availability of raw materials, namely cement and aggregates.

7.5 Ready-mix Concrete

In the past five years, the ready-mix concrete industry has achieved unprecedented growth, averaging
17% annually. In 2006, an estimated five new ready-mix companies entered the market and the existing
companies introduced an additional thirty new plants.

Annual average growth of 6.2% is expected in the ready-mix industry between 2007 and 2011 and 7.6%
between 2012 and 2016.

The industry identifies access to raw materials, including cement, as a major challenge. A second problem
is congested roads and general transportation-related inefficiencies.

7.6 Clay Bricks
Annual production of clay bricks amounts to 5,420 Million Bricks Equivalent (MBQ) and the industry is
operating at 80% of its full capacity.

In the past five years, the industry directed 50% of its investment into establishing new plants compared
with 15% into expanding existing plants. The private sector increased demand by 86% while the public
sector decreased demand by 5%. In total, demand grew by 65% while exports remained negligible.

The industry identifies the cost of raw materials and transportation as major challenges. Over the past
five years raw materials costs escalated from 20% to 40% and transport costs rose by 40% to 60%.

7.7 Timber
The PPI for timber (forestry) increased by 10.4% 2 from 2006 to 2007. South Africa had a total area of
677,079 hectares under softwood plantation as of 2007.

The 2033 estimate for demand for sawlogs is estimated to rise to 10,038 m3 sawlogs per annum. The
estimated annual shortage because of the increasing demand for sawlogs will be 38% per annum until 2033.

2 .
According to Stats SA
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The shortage of sawlogs is mainly attributed to the ever increasing demand for timber, especially from
the construction industry. One can also attribute the shortage to sub-optimal and reduced sawlog
plantations due to State Forest Restructuring. Attempts at reducing shortages include measures such as
increased mill recoveries. However, these measures are likely to have limited impact on addressing the
current and projected shortages.

The marked discrepancy between the supply and demand of sawlogs means that there is a need for more
afforestation. Estimates show that 622,000 hectares of pine sawlogs need to be planted if the industry
is to meet the estimated demand of 10,038 m3 in 2033. Having highlighted the challenges faced by
prospective timber growers, for example land availability, competitive constraints, finance and access
to suitable incentives, it seems unlikely that afforestation of this size will be achieved.

The shortages are likely to drive the prices of available sawlogs up in the future. The current scenario
of escalation in input costs to the construction industry further confirms this. The shortage has meant
that the industry is constrained and will therefore be forced to import more. If the current scenario

remains unchanged, South Africa will remain a net importer rather than a net exporter of sawn timber.

7.8 Float Glass

PFG is the main manufacturer of float glass in South Africa. With two manufacturing lines in Springs,
Ekurhuleni that operate around the clock, PFG produces 260,000 tons of float glass per year of varying
sizes, ranging from 1.8 millimetres to 12 millimetres in thickness and an area of 3600 millimetre by 2440
millimetre.

Float glass output has increased steadily over the years, encouraged by a buoyant economy in which the
construction of houses and also the demand for automobiles increased tremendously. Additionally, the
variety in product range increased as more complex structures were constructed and more sophisticated
materials were demanded for security and solar energy operations.

Some of the problems plaguing the industry include the increasing availability of cheap and low quality
products from China, which make it difficult for the local producer to compete, and the availability and
cost of energy.

7.9 Plastic pipes

The PVC Plastic Pipes’ PPl between August 2007 and August 2008 rose by 11.9%, compared to 19.1% for
overall PPl over the same period. Indications from the South African Plastic Pipe Manufacturers Association
(SAPPMA) show that the industry is not likely to face major difficulties in the foreseeable future with
regard to the domestic availability of plastic pipe products to support the construction industry. A
continued increase in capacity expansion, together with line process improvements, will lead to further
increases in plastic pipe domestic availability.

The projection made shows that domestic availability of PVC pipe is expected to increase from 114 kilo
tons in 2008 to 168 kilo tons in 2016, representing an average annual increase of 3.9%. HDPE pipe
availability is expected to rise from 38 kilo tons in 2006 to 57.6 kilo tons in 2016, representing an average
annual increase of 5.32%.

The previous report was very optimistic about the continued increase in the demand for plastic pipes.
Developments which have occurred recently, however, would indicate caution in concluding that the
demand for plastic pipes will increase for a significant amount of time.

7.10 Aggregate and Sand

Market growth for aggregate and sand is expected to be, on average, 1.75% per annum between 2008
and 2010. The growth will slow after 2010 but pick up again in a few years, rising to 3.16% by 2016.
Domestic availability is expected to increase from 1.6 mega tons in 2006 to 2.3 mega tons in 2010 to
3.2 mega tons by 2016. Rapid growth has been the result of increased investment in infrastructure.
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The poor regulation of the industry makes it difficult to have accurate statistics and limits the understanding
of real challenges faced by the industry. Illegal operations in the industry hinder precise reporting on
market statistics of aggregate and sand as it is estimated that only 55% of actual sales are reported. The
Aggregate and Sand Producers of Southern Africa Association (ASPSA) indicated that there is no shortage
of permitted reserves in South Africa but there are too many quarries that are not properly regulated.

7.11 Bitumen

The government accounts for almost all of the demand for bitumen as it consumes up to 95% of local
supply. Although bitumen consumption has increased steadily in recent years, South Africa remains a net
exporter and capacity is generally seen as substantial enough to cater for any sustained increase in
demand in the near future.

Local production of bitumen is currently at 80% of capacity, further supporting claims that there is
capacity to produce more bitumen if there is a need to increase output beyond current levels.

It is therefore surprising that the price of bitumen has been increasing in recent years. SANRAL believes
that, in the last year alone, the price went up by about 70% and it is by far the road construction input
that has increased the most in price. The price of bitumen has gone up by more than 100% in the last
five years.

7.12 Capital Equipment

The PPI for Civil Engineering Plant (capital equipment) increased by 15.3% in the period August 2007 to
August 2008, compared with the overall PPl increase of 19.1%. The growth and infrastructure development
in India and China continue to drive the growth in demand for yellow metal equipment globally. The
supply challenges which continue to affect the local industry include shortages of material inputs, skills
inputs and access to competitive EXIM and pre-shipment financial products.

Domestic production and creation of jobs locally are threatened by the increase in imports. The country’s
investment potential is high but dependent on economies of scale which lead to low cost production.

The projected domestic availability is based on the assumption that the demand for yellow metal
equipment is sustainable in the long run. Domestic availability in all categories analysed shows that there
will be an initial rise in the amount of equipment domestically available, followed by a flattening off.

Products like ADTs (articulated dump trucks), draglines /buckets, concrete mixers and plate compactors
will be biased toward local production, whereas TLBs (tractor-loader-backhoes), FELs (front end loaders)
and dumpers will continue to depend mainly on imports.

The production of capital equipment is an important domestic manufacturing sector with a strong domestic
production and technology base. It has many international ties with global producers and exports original
equipment designed and manufactured in South Africa. Government support for this sector similar to
support given to the automobiles sector would go a long way to helping increase competitiveness of the
South African economy. Further, the competitiveness of South Africa’s capital equipment exporters to
compete in managing and implementing relatively large, long-term infrastructure projects elsewhere
in Africa and globally, could be increased.




Conclusions

South Africa’s capital stock as a percentage of GDP has declined over the past two decades. There has been erosion
of key infrastructure and reduction in capacity of key utilities that has negatively affected business and real economic
activity. Therefore, the current infrastructure investment programme is vital for the future economic performance
and sustainability of the South African economy. Further, in the short-term, the infrastructure investments will provide
an important stimulus to the economy and support for business during a very challenging time. The global financial
crisis is affecting global aggregate demand and is leading to economic downturns and even recessions in the largest,
developed economies. The importance of the national housing programme’s infrastructure investments has been
specifically highlighted. This programme should be supported because of the macroeconomic and socio-economic
advantages it can potentially achieve, especially during a time when the global economy is moving toward recession.

There will be significant macroeconomic challenges to the smooth implementation of infrastructure investments over
the next few years. South Africa may be forced to adjust its economy to improve its balance of payments position,
nominal interest rates may stay high and there may be pressure to reduce government and public sector spending.
Further, raising capital in global markets will be a challenge given very tight global credit market conditions.

At the time of researching this report, most of the state owned enterprises had not released plans to reschedule or
cut back their infrastructure investment projects. Nor had the suppliers of key inputs reported any plans to reduce
output. However, suppliers in the steel industry have subsequently publicly announced large reductions in output.
Similarly, the cement industry has told the media that they are reassessing their current levels of output. Other
suppliers of inputs may well follow suit.

The current economic climate is one of uncertainty. The 2007 Report presented concerns about limited supply and
rising prices. Today there is increasing likelihood of declining order books, large inventories and of shrinking outputs
by suppliers.

Government and business should discuss the problems associated with the current crisis and the resultant uncertainty
facing the economy and the infrastructure projects. Coordination between the different parties could create opportunities
for all parties out of the challenges that are present today. Further, the private and public financial institutions, the
state owned enterprises and private sector contactors should be working together and meeting regularly to find solutions
to potential financing and foreign exchange constraints that may affect the infrastructure projects.

On the whole, the infrastructure investments are on track.

The 2010 stadiums, the airport expansions and the Gautrain are all expected to be completed according to schedule.
At inception, these projects faced supply shortages, higher input prices, skills shortages and higher wages. These
problems seem to have been successfully addressed, sometimes at a significantly higher price. However, the advantage
of being close to completion is that these projects are less likely to face risks associated with the global economic
downturn. ACSA has postponed plans for new airports but this delay will not affect 2010 preparation. SANRAL has also
planned to complete a number of their road maintenance and new road projects before the 2010 FIFA World Cup.
These projects are on schedule. However, SANRAL’s maintenance and road building is an ongoing process and future
projects may be affected by the global economic downturn.

The infrastructure projects by Eskom and Transnet are reported to be on schedule. They have not commented on the
impact of the global economic downturn on their projects. Given lower global demand for minerals commodities one
would expect pressure on their existing infrastructure to ease somewhat. It may be possible to save money by delaying
certain projects and waiting to take advantage of possibly lower input and financing costs. However, given the delay
in building new transport and electricity capacity over nearly two decades, the current strain on the infrastructure
may be too acute to further delay these projects.

There are no envisaged supply shortages for key steel, aluminium cement, aggregate mix and bitumen infrastructure
inputs. Neither is it envisaged that there will be shortages for plastic pipes, glass, timber, clay bricks and concrete
products. If the housing programme achieves its target of building 500,000 houses per annum then it will be a key
driver of demand for infrastructure inputs such as steel cement, plastic pipes, glass, timber, clay bricks and concrete
products. The demand from the housing programme may put pressure on certain inputs such as clay bricks. However,
the decline in residential construction may ease demand pressures for the building industry inputs.

Eskom and ACSA’s projects will also impact on demand for building industry inputs, such as plastic pipes, glass, timber,
clay bricks and concrete products, especially during the period 2009 to 2011. However, compared to the demand from
the housing programme the demand from Eskom and ACSA is relatively small.

Many of the challenges listed in the 2007 report are still present. In particular the skills shortages and the nature of
the vertically integrated structure of the construction industry remain problems. Market control by a few firms for
key infrastructure inputs remains problematic. The length of time to get environmental impact assessments passed
also remains a problem. These are issues that government and business have to address together.
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