


..1e opinion of local freight forwarders was also gathered in order to further
establish the need for extended transportation and logistical services witl 1 the
Vaal region. Lastly, an interview with one of 1e main role-players within the
Vaal region, i.e., Mittal Steel was conducted so as to gain an understanding of

the needs of the local industry cluster leader.

5.2 THE ECONOMIC IMPORT: \CE OF TRANSPORT
INFRASTRUCTURE

One of the main goals of a developing nation like South Africa is the
maintenance and improvement of the living sta lards of its citizens. According
to the Department of Transport (DoT, 1998:36) the achievement of this goal
depends on the nation’s ability to increz : capital investment, labour
productivity and the continuous improvement of those industries in which it

competes on a global scale.

As an economy that functions predominantly on primary and secondary
economic activities, South Africa is forced to employ various strategies at
focus on the inherent economic strengths of regions within the cour .
Jourdan (1998:718) emphasised the importance of these regional development
initiatives as a means of enhancing the economic potential of the re »>n
concerned (see Chapter 3, section 3.2). However, investment in a articular
industry or activity is not always the catalyst for economic growth and
exogenous influences, such as Blue 1Q initiatives, are often needed > provi

the push necessary for change to occur.

Infrastructure that is both efficient and productive is one of the key features of a
growing economy. According to the DoT (1998:35), investing in assets su' - as
road and rail networks would enable regions and localities to enhance levc  of
development within their borders and thereby, aid the creation of wealth and
economic opportunities through increased competitiveness. The development
of a logistical hub fits the requirements for a project that not only enhances
infrastructure, which is essential for economic growth, but also provides that

opportunity for competitive enhancement of a locality.
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e The United Nations (UN, 2002:22) h: identified that the efficiency of a
country’s logistic chain is vit: y important in enhancing the competitiveness
of important industries;

e The World Trade Organisation (WTO, 2004) the effective rate of protection
provided by transport costs is often high¢ than that provided by tariffs;

e Lakshmanan and Anderson (2002:3) have identified that an improveme! in
the productivity of the freight transport sector would cause an improvement
in the productivity of the economy as av ole; and

e Ravn and Mazzenga (2004:657) have determined that a decrease
transport costs from 20% to 15% of GDP is equivalent to an increase of

1.5% in domestic consumption.

The economic impact of transport infrastructure should be conside 1 as either
a direct or an indirect impact which takes place at the microeconomic or
macroeconomic level. These impacts are summarised in Table 5.1. Rodrigue

(1998) differentiates between direct and indirect impacts as the following:

e Direct impacts are related to a change in accessibility where transport
infrastructure enables larger markets to function at a lower cost due to
shortened supply chains, enhanced competition and agglomerati
economies; and

¢ Indirect impacts are related to the multiplier effects where either the prices of
goods and services declines or the variety of the product base increases

due to the enhanced transport infrastructure.

These direct or indirect impacts can then be interpreted from e er a

macroeconomic or microeconomic perspective (Rodrigue, 1998):

e At the macroeconomic level, transport infrastructure is essential for e
entire economy as it lends a level of mobility to the national economy.
Mobility is sees as one of the determining factors in development of a nation
as it links output to employment creation and income within a locality.
increased mobility means greater levels of development; and

e At the microeconomic level, transport infrastructure plays an essential role

f nin ric ¢ it the only me with which to link r 'me
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5.21 The role of transport infrastructure in economic development

Transport infrastructure has often been the catalyst for economic and social
transformation (Rodrigue, 1998). Bartolomeu Dias, Christopher Columbus,
Henry Ford and Wilbur and Orville Wright ushered in new eras of trade and
indirectly enhanced globalisation through the use and development of transport

infrastructure.

in developing nations, the lack of transport infrastructure has been cited as a
cause of higher transport costs and unreliable supply chains. As a counter to
this, the DoT (2005:37) envisions a transport sector that con butes to
sustainable economic growth and development. Investment in the transport
sector would link productive units and underutilised agglomeration econor 3s to
the international and domestic markets, thereby promoting competition and
enhancing productivity. Efficient and productive transport infrastructure is seen
as reducing logistics costs which would reduce the cost of living and production
through excess capacity. Transport should contribute to South Africa’s socio-
economic development in the most sustainable manner possible and n st

eradicate operational bottienecks in the country.

As part of the transport objectives of the Millennium Development Goals
(MDGs), the UN cited reduced cost and efficient transportation systems for
landlocked regions and countries as one of the targets that must be met by
2015. As such, the DoT (2005:36) outlines the role of the transport sector,
which holds true for freight transport, in achieving, amongst others, the MDGs

mentioned above. The roles are as follows:

e Transport infrastructure is a fundamental key in promoting economic grow
1 develo} . :nt within developing countries. Most developed nati
logistics s,_«¢  and this has provided the
concerned with the drive to achieve greater economic growth through
transport infrastructure investment;
e Transport infrastructure is a means to achieve the harmonisation of transport

systems throughout a particular region;
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o Freight logistics has contributed to the economic growth of regional trading
blocs and agreements such as SADC, New Partnership for Africa’s
Development (NEPAD), Mercado Comun del Sur (MERCOSUR) and e
African Growth and Opportunity Act (AGOA); and

e Reliable transport services are required to ensure the supply chain

competitiveness of domestically produced goods.

Gibb (2007) outlines the relationship between transportation and the economy.
Figure 5.3 illustrates this relationship and shows the interdependence and
influence of the different aspects involved. As transport infrastructure bec: 5
efficient and reaches higher levels of investment, benefits such as increased
capacity, efficiency and reliability will occur. These benefits, in turn, create
transport time and cost savings as well as the possibility of business expansion.
These productivity gains are then transferred to increased competitiveness

which will ultimately increase economic growth within a nation.
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o Create economies of scale within transport modes by increasing the
competitiveness of transport nodes and offering increased capacity v ere
economically sustainable; and

¢ Improve levels of competition by improving integration amongst the various
modes and building an industry platform that drives the process of

innovation and differentiation.

Table 5.3: Projected container volumes

1690000| 5363000| 8065000

Berths? 8 20 20 20

TEU' 609000 1933000 2742000 2742000

Berths? 4 6 6 6

"Twenty-foot equivalent (TEU) is a measure of capacity used in containerisation

“Berths refers to the specific location where a ship is berthed for the purpose of loadina or |
unioading goods.

Source: CSIR (2007:20)

The VLH would meet the requirements stipulated by the MSA (1998:11)
strategic actions mentioned above. The VLH would be connected to two of the
major freight corridors in South Africa, namely the Gauteng — Durban (running
along the N3 highway), and the Gauteng - Cape Town (running along the N1
highway) corridors. Several opportunities exist in these corridors, which the

VLH would utilise to the benefit of the region at large.
r~31 The Gautei - Durban (N3) corridor

According to the DoT’s National Freight Monitoring Framework (DoT, 2007:6)
the Durban to Gauteng line is the most important rail freight line in South Africa.
The transport of goods by road and rail in the corridor is mos 7 done through
containers. The DoT (2005:27) highlights certain strategic issues that are

facing the corridor:
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e MSA projected the capacity of the corridor to reach 57 million tons y 2020;

e As of 2004, the corridor was already close (53 million tons) to the 14-year
capacity projected by MSA and is expected to grow by 35% by 2020;

e The operational capacity of rail networks has been established at 2C and
is constrained by a lack of freight lines and trained personnel to handle the
backlog;

e Delays at marshalling yards (Durban port and City Deep) decrease e
competitiveness of rail;

e Asset age at terminals (such as City Deep) reduces the efficiency of rail; and

e Traffic is not evenly balanced along the route.

According to Pienaar (2005:263), the total number of containers transported
along the corridor was estimated at 1 603 924 (in 2004). Of these, 138 871 was
transported by rail and 1 465 053 was transported by road. In Figure 5.3, it is
clear that the predominant mode of transport is road as it is projected that road
freight transport will increase by 82% from 2004 until 2020. Seeing as though
e rail line between Durban and Gauteng is only utilised at 30% of its total

capacity, this severely constrains road networks along the corridor.

As seen in Table 5.3, the projected container volumes that will be moving . >ng
the corridor will reach absolute capacity by 2035 (no growth in 2050). A move
to intermodal transport and the increased utilisation of rail as a means of
transport is essential. The use of rail, being a more energy efficient means of
transport, would decrease transport costs along the corridor. This in turn would
increase efficiency and productivity. The VLH would be able to 1 ise the

excess capacity of the N3 corridor rail facilities.
2 2 The Gauteng — Cape Town (N1) corridor

The NFMF (DoT, 2005:10) has identified the Gauteng-Cape Town corridor as
being part of the North-South corridor which runs from Cape Town to Harare.
Containers are transported by both road and rail between the relevant ports and
Gauteng. However, major capacity constraints at City Deep have caused
bottlenecks in road freight transport. The DoT (2005:27) has identified the
fol ic ;ues facing the corridor:
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region of implementation. Infrastructure available to the ubs has also been
highlighted.

As seen in Table 5.4, all of the projects discussed have access to road, rail and
airport terminals. On average, all of the projects discussed in Table 5.4 would
create around 26 000 direct jobs. Direct employment opportunities are those
created directly to serve the operational needs of the hub concerned.
According to Els (2010), Tambo Springs, which has access to the same road

air transport networks as the VLH, would create anywhere between 37 000
and 57 000 jobs (depending on downstream activities that locate to the region).
Of these employment opportunities, 28 000 to 42 000 would be from logistics
operations alone, while 9 000 to 14 000 would result from related activ es
located in the VIDZ. During the first phase of the project, it is estimated thal 1

billion in investment will be generated within the region.

The effect of Tambo Springs on its locality would be mirrored by that of the VILH
on the Vaal economy. The same number of jobs can be generated by the \ H
and, given that the VLH is within close proximity to rail facilities, the effect of the
project would be further reaching than that of Tambo Springs. As indicated by
the DoT (2005:26), the major freight corridors are expected to grow by 38%
(Gauteng-Durban corridor) and 40% (Gauteng-Cape Town corridor)
respectively by 2020. With its large manufacturing base, the Vaal region would
be in a prime position to utilise this growth opportunity in order to reduce
transport costs, enhance competitiveness and expand local market access by
establishing the VLH.

LED was defined as any intervention that would address a socially and
economically unacc table situation in a locality (as seen in Chapter ¢ i |
Y Y (I A R ¥ will “in

region. This would go a long way to decreasing the 54% unemployment rate as
seen in Chapter 4, Section 4.4.2) recorded in the region. The manufacturing
sector is the predominant economic sector in the Vaal, with 49.1% backward

linkages (as seen in Chapter 4, Section 4.5.2.2.1).
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Any development project should be aimed at developing the major
manufacturing industries within the region. As discussed in the previous
chapter, an investment of R 1 million would not only increase employment in all
economic sectors of the Vaal but would also increase annual household income
and investment in the region as a whole. The VLH would clearly address oth
poverty (increasing household income) and unemployment in the Vaal, thereby

increasing LED.

541 Participation by local role-players: results of the industry

questionnaire

In order to further highlight the need for the VLH and to promote PPPs in the
Vaal region, a survey of industry role-players with regard to their levi of
participation within the VLH was conducted. For the purpose of the industry
questionnaire 194 respondents were surveyed from March 2006 to August 2006
using the simple random sampling method and structured interviews which
were conducted by fieldworkers. The respondents covered a wide range of
economic activities in the ELM, MLM and MMA, with a range of business sizes

and economic sectors being targeted.
5.41.1 Origin and destination of goods within the Vaal

The majority of products either imported or exported into the Vaal are from or
are being delivered to regions within South Africa. This can be seen in Figure
5.6 and Table 5.5 respectively. Of goods within the Vaal, 73.7% has South

Africa as their country of origin, while 29.9% has an international destination.

Of all goods produced within the Vaal region, 70.1% has South Africa as their
point of destination with 29.9% destir | for an international location. Figt 5

i n S p withintt  Vaal.

Africa are the major points of destination for goods produced wit

region with Africa accounting for 8.8% and Europe accounting for 7.5% of
goods destined for international locations. Of the goods produced in the Vaal,
only 0.5% is destined for the Middle East and 1.0% for Australasia (see Table
5.5).
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5.4.1.2 Modes of transportation used within the Vaal

Figure 5.9 depicts the mode of transport used to deliver goods and the mode of
transpo used to procure goods respectively. In both cases over half of the
goods were transported by road (53% for delivery and 56% for procurement).
Rail is the second most used mode of transportation for goods within the Va:

with 34% being delivered via rail and 24% being procured using rail.

Accordi j to the survey data (Viljoen, 2006a), of all the modes of transport, an
average of 42% of the volume of goods procured from the Vaal region are
shipped to their destination using containers, while an average of 47% of the
volume of goods procured by undertakings within the Vaal region arrive in
containers. In Table 5.7, the percentage of containerised goods per tran: ort
mode is given. Of the 56% and 24% of goods that are transported into the al
by road and rail respectively, 50% is shipped in containers. On the other hand,
40% and 35% of the volumes transported by road (40%) and rail (35%) »>

destination outside of the Vaal are shipped in containers.

Table 5.7: Containerisation of goods

Source: Viljoen (2006a)
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Figures 5.10 and 5.11 illustrate the economic classification and size of the
undertakings within the sample used as part of the industry survey. flore 1an
half (51.2%) of the economic activities within the Vaal are secondary in nature.
Primary sector activities only account for 3.6% of all respondents in the Vaal.
Of all the respondents, 68% indicated that they are a small business. Large
enterprises amount to 9.3% of the total respondents and 22.7% indicating that

they are a medium-sized enterprise.
5.4.1.4 Participant preference regarding the Vaal Logistical Hub

As part f the Industry Questionnaire respondents were asked to rate certain
statements according to an opinion scale of 1 to 7, where 1 represents “Agree
strongly” and 7 represents “Disagree strongly” (see Annexure B). Those that
indicated 4 on the opinion scale are considered neutral with regard to the

appropriate statement.

Figures 12, 5.13 and 5.14 illustrate the results of the Industry Questionnaire
w 1 regard to the scale mentioned above. The questions can be groi ed

according to the following categories:

e Business specific — includes topics such as increased access to markets,
increased productivity and sales and possible expansion due to increased
accessibility;

¢ Regional contribution/impact — includes topics such as job creation, wit ‘are,
etc,;

e Import/export — covers participant opinion regarding increased import and
export activity as a result of the VLH;

e Configuration — pertains to the structure of the VLH itself, namely, the VLH
shou contain all three proposed projects; and

e Support for the VLH — the extent of usage of the VLH by local role-players.

For the purpose of this study, the most important questions relate to the level of
usage of the proposed VLH and the possible implications for the business
concerned as a result of the project. By assessing whether the local industries

would be able to create jobs or expand production as a result of the VLH, one
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5.4.21 Size of the undertaking

In Figure 5.15, the relative size of the business activities of re onde ; is
analysed. Of the total number of respondents, 60% are medium-sized
enterprises, with 40% indicating that they are a large enterprise. Due to the fact
that the size of the undertaking was determined by weight of goods forwarded
and that the average weight of goods shipped in the last year for all
respondents was 8 482.7 tons, there are no small enterprises in the sample
(Viljoen, 2006b).

Figure 5.15: Size of the freight forwarder undertaking

viedium arge

Source: Viljoen (2006b)
5.4.2.2 The existence of problems at City Deep

This section was included in order to determine whether or not constraints €
in the industry, and if so, what are the causes of these constraints.
Respondents also had to indicate whether or not they believ | at t
v ild iting fFt p V™
competition would be City Deep and Tambo Springs.
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Figure 5.16: Do you experience any problems at City Deep?

Yes o

Source: Viljoen (2006b)

As illustrated in Figure 5.16, 90% of respondents believe that constraints do
exist in the industry. Most respondents named long waiting periods, capacity
and administrative constraints at City Deep as the causes of problems within
the industry. Equipment failure was also noted by 20% of the respondents as
the cause of the congestion at City Deep (Viljoen, 2006b). When asked if the
problems at City Deep were expected to continue, 70% of respondents

indicated yes. This is illustrated in Figure 5.17.
5.4.2.3 Preference of respondents

As part of the freight forwarder questionnaire, respondents were asked to state
their preference with regard to certain questions. Along with these questions,
the respondents had to indicate the volume of goods that they wot 1 channel
through the VICD.

1 el ~ » of the VICD

All respondents indicated that they would make use of the proposed VICD that
would be linked to an international cargo airport. On average, the respondents
are willing to channel 36% of their products through the VICD. This is illustrated
in Figure 5.18.
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of available rail trucks at the company's disposal. For this reason, e
warehouse must be in a state of constant export-readiness in order > fulfil
orders expediently. Often, Mittal would have to dispatch the order well

advance in order to meet the order delivery deadline.

Mittal Steel, despite its somewhat adverse stance to exportation of goods,
provides assistance to those customers that do export their products. Ane rt
rebate is offered to these undertakings, which is based on the vi 1e tt is
added to the steel through their production processes. The higher the added
value, the higher the rebate received. However, Fourie (2009) states that this
facility is often not utilised by local manufacturers within the Vaal area as it is far

too costly for these small undertakings to export to international destine »ns.

The Vaal Logistical Hub would be the perfect solution for the industry
constrai s mentioned above. The proposed project would be providing
downstream industries in the location of Mittal Steel’s main plant which in turn
negates the need for relocation in order to take advantage of the industrial
cluster. With a container depot so close to the main plant, Mittal can experience
cost savings with regard to storage and delivery of manufactured products. The
supply chain can be shortened which would alleviate the stress of meel g

orders well in advance.

The international cargo airport would provide a more efficient 10 of
transportation to African destinations and domestic destinations at would
otherwise take a few days for delivery. Being the leading undertaking wi

industry cluster, would afford Mittal the opportunity of packages tailored made to

suite their requirements.

By combining the export rebate offered to small industries and
prc  nity « a portal to international destinations, small businesses
Vaal region would flourish with the expanded market opportunities. A
partnership between the various local role-players would be a prudent

requirement when developing the proposed VLH.
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5.5 SUMMARY AND CONCLUSIONS

A nation’s ability to increase the welfare of its citizens is dependent on ; ability
to increase capital investment, labour productivity and the increased
competitiveness of its key industries. In order to this, the infrastructure
available to the economic participants of a nation must be efficient and

productive in order to enable sustainable growth within the region concerned.

Transport infrastructure, in particular, is seen as one of the most ir ortai

catalysts for growth and ensures regional, national and international integration.
An efficient transport system ensures enhanced market accessibility, enhanced
competitiveness, increased job creation and endogenous investment within e
region. In order to ensure these outcomes and the upliftment of its
impoverished citizens, South Africa must improve its underutilised and

inefficient transport networks.

The economic impacts of transport infrastructure should be considered as a
direct or indirect impact that takes place at the macro or microeconomic 3v
The direct 'impact relates to changes in accessibility whereas the indirect impa
relates to the multiplier effects that can be felt across various industries as a
result of the enhanced transport infrastructure. At the macroeconor : lewv
transport is essential for the mobility of the economy, while at the
microeconomic level; transport ensures that certain industries are md iile

enough to link with all consumers, producers and products in the value chain.

The transport system within a country supports the transition from a
manufa« Jring to a service-driven economy and contributes to the overall GL °
of a country. Road and rail (41.5%), as well as supporting land transport
activities (33.5%) form the Iérgest components of transport’s contribution to e
GDP of South Africa as of 2002. Logistics is also one of the largest cost
components for the primary and secondary sectors of the economy with 47%

and 58% being recorded in 2008 respectively.

The relationship between transport and economic development is crucial to a

country. As transport infrastructure becomes more efficient and reaches higher

A logistical hub as a local economic development initiative for the Vaal region 164






billion in investment would be created within the Vaal region as a result of the

project.

in order to further highlight the need for an LED project within the Vaal and to
promote the establishment of PPPs, an industry survey was conducted within
the Vaal region. Of the goods produced within the region, 73.7% has Sou |
Africa as point of origin, while 70.1% has South Africa as the final destination.
The Vaal region has the highest percentage as a destination for goods
produced within the region. Road is the mode of choice for good delivered to
(53%) and procured within (56%) the Vaal. An average of 42% of the goods

produced in the Vaal is containerised, which would ensure the use of the VICD.

Of those industries that took part in the survey, 51.2% take part in secondary
economic sector activities while only 3.6% are primary industries. The n  ority
(68%) of undertakings within the region are small undertakings, 22.7 are
medium-sized enterprises and 9.3% are small undertakings. The indu ‘es
most likely to make use of the VLH are those that are medium to arge
undertakings in the secondary sector. However, small industries cannot be
discounted as the majority of downstream activities that would relocate to the
VLH would be small in nature. This clearly indicates that there is a vii le

market for the establishment of the VLH.

The respondents that were surveyed indicated that they would participate in e
activities of the VLH and fully support its establishment in the Vaal region. = e
most positive responses from respondents were with regard to higher levels of
job cre: on, higher business confidence and industrial development that would
result from the establishment of the VLH. Respondents had indicated that the
VIDZ would bring about an increase in the diversification of production ac + s

respondents), while 85% indicated that the project would eventu y
increase the GGP of the Vaal region and 80% indicated a reduction in poverty
within the Vaal.

As industries within the region are not the only undertakings that would be
making use of the VLH, freight forwarders (who would make use of the VIA and

VIC ™) within the region were surveyed in order to determine current industry
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constraints and to test the feasibility of the VLH. Of the respondents, 90%
indicated that capacity constraints exist at City Deep. Administrative com| 1ints

and equ ment failure were cited as the most common causes of delays.

Of the respondents, 64% indicated that they would make use of the VI( ).
Should there be less administrative constraints, 44% indicated that they wc d
channel goods through the VICD, with 43% indicated that they woi 1 do the
same if a lower fee structure was in place. Of the respondents, 90% indicated
that they would still make use of the VICD even if there was not enough
origin/destination demand as the project would still not be operating under the

same constraints as City D¢ ).

An interview was conducted with Arcelor Mittal's logistical manager to
determine the feasibility of the VLH from the perspective of one of the lead firms
within the region. As indicated, the unit price for steel in South Africa is
amongst the highest globally due to the high cost of transporting the goods >
the international market. Should the VLH ensure a lower cost per unit t
would i ist the industry in becoming more internationally competitive. Mi

also offers an incentive to customers that do export their products. This export

rebate ensures the lower cost per unit needed by competitive firms.

Any storage facility would have to be in a constant state of export-reac ess as
Mittal often dispatches orders well in advance to meet delivery deadlines.
Storage space would also have to be available at a discount as the amount of
stock needed is determined by global demand, which may sla  off resulting in
lower inventory quantities needed. As the VLH would be able to offer these

facilities » Mittal Steel, there is a clear need for the establishment of the project.
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