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Annexure C:
The CSDP Obligations Plan

SOCIO-ECONOMIC DEVELOPMENT OBJECTIVES
SOUTH AFRICA’S COMPETITIVE SUPPLIER DEVELOPMENT PROGRAMME (CSDP)
The Competitive Supplier Development Programme (CSDP) established by the South African Department of Public Enterprises (DPE) involves “procuring in such a way as to increase the competitiveness, capacity and capability of the local supply base, where there are comparative advantages and potential competitive advantages of local supply” (DPE draft Practice Note on CSDP, December 2007). The latest supplier development plan can be obtained from the Rail and Harbour Supply Chain Association website. (www.rhsupplychain.com)

1 Transnet’s CSDP objective

Transnet’s long-term objective in applying CSDP is to increase both shareholder and societal value through sustainable localisation of its supply chain by using its expenditure to promote South Africa as an off-shore site of choice for multinationals and multi-national procurement personnel.

1.1 CSDP and the triple bottom line

Transnet is the largest and most crucial part of the freight logistics chain that delivers goods to each and every South African. It is fully owned by the South African government but operates as a corporate entity that strives always to operate efficiently and profitably whilst developing the South African industry. While being a cost-effective and efficient transport service provider is at the core of Transnet’s way of doing business, Transnet is very aware of its social responsibilities in the context of the challenges faced by our country. As such when Transnet conducts business it analyses the impact of its investments, not only to determine the impact on the company but to understand the opportunities that arise from its investment decisions which can positively impact on the people of South Africa and the environment. 

CSDP is therefore a vehicle through which suppliers can participate in both Transnet’s commercial and social goals. In short, CSDP speaks to the triple bottom line business model. A triple bottom line (3BL) model takes into account, not only the financial bottom line, but also the social (people) and environmental (planet) impacts. 3BL focuses on people, prosperity and planet as it is based on the fundamental assertion that firms cannot be successful (sustainable) if they constantly disregard the interest of their key stakeholders (people and planet). While CSDP is ultimately a 3BL strategy, the emphasis of CSDP lies with people and prosperity, thereby addressing both the skills shortages and high unemployment rate in South Africa. 

As Figure 1 below illustrates, CSDP is the intersection between business interest and stakeholder interest by addressing job creation, poverty reduction, increased national value add and security of supply. However, the magnitude of the socio-economic value that is created is dependent on the types of CSDP initiatives that are pursued.
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Figure 1: The triple bottom line

1.2 The socio-economic impact will depend on the type of CSDP initiative that is pursued. 

Given Transnet’s long-term demand for capital and operational goods and services, a range of CSDP opportunities will present itself. Each opportunity will be analysed on a case by case basis and a large range of factors will be taken into consideration to determine the best CSDP initiative. Ultimately the evaluation of CSDP initiatives will be assessed on the socio-economic impact they will produce.

Socio-economic impact will largely be measured on factors that directly and indirectly impact on National Value Add (NVA). Transnet has recognised four main opportunities that have arisen through CSDP and their estimated impact on NVA, which is illustrated in Figure 2. 
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Figure 2: CSDP opportunities

The four CSDP opportunities in Figure 2 are:

a) Targeted skills: This refers to skill sets that our CSDP partners can provide, particularly in relation to the improvement of our day-to-day operational requirements, and including the skills upgrade of Transnet and other South African manufacturers.

b) Maintenance and repair capabilities: In addition to the day-to-day operational skills, Transnet will require the skills to maintain its capital assets associated with its investment programme (e.g. port equipment maintenance). It will also need to develop the appropriate skill sets and capabilities to maintain its current locomotive fleet.

c) Component manufacture/upgrade capabilities: This refers to either local suppliers or Transnet Rail Engineering working with multinationals to develop the necessary capabilities for the local manufacture or upgrade of component parts on behalf of multinationals, thus enabling South African products ultimately to become a part of the multinational’s global supply chain and/or to supply other international customers. 

d) System/sub-system manufacture: This refers specifically to the design and development of systems and sub-systems. Whilst Transnet itself will not engage in design, it recognises that other local suppliers might wish to do so and Transnet will support these initiatives.

Each of the opportunities listed above will have a direct or indirect effect on the value it creates for South Africa. To maximise the socio-economic impact, a CSDP initiative may focus on a combination of opportunities depending on the maturity or otherwise of the local industry. Therefore a successful CSDP initiative is one that is designed to take into account both the current business environment (i.e. Transnet’s needs and local industry capabilities) and the impact it will have on capital leakage and economic development.

1.3 Different types of CSDP initiatives exist. 

Transnet has identified three types of CSDP initiatives (or a combination thereof) that might arise:

a) Local Expansion: This type of opportunity will occur when a supplier, based on increased Transnet spend, is able to expand its current capability, not only to meet Transnet’s additional requirement, but also to allow it to take on other customers.  This would typically involve a foreign company partnering and investing with a local (preferably empowerment status) entity. These types of interventions are mainly focused on maintenance and repair capabilities but they should ideally also include component manufacture/upgrade for the local market, supported by targeted skills development for both Transnet and the local industry.

b) Increased Export Capacity: In this instance, a local manufacturer or foreign entity expands capacity to provide Transnet requirements and overseas demand. This would normally be done at the company’s own expense and risk.  Our award allows the supplier to project demand, but also provides a stable economic platform for foreign investment. These types of opportunities generally focus on component manufacture/upgrade and system/sub-system manufacture, but will also require a component of targeted skills training for either Transnet or the local industry. 

c) Multinational Manufacturing: This opportunity is specifically aimed at promoting South African businesses as offshore suppliers of choice for multinational companies.  Transnet would facilitate the opportunity for foreign suppliers to partner with local manufacturers who are capable of competitively manufacturing capital equipment components under licence, thus ensuring local source of supply for such component parts and increasing South Africa’s export base. These types of opportunities generally focus on component manufacture/upgrade and system/sub-system manufacture but would require targeted skills training to ensure that capabilities are developed for the local industry. 

CSDP initiatives should be designed to maximise local industry development but will intrinsically be dependant on the capability and capacity, the responsiveness and competitiveness of our local supplier industries (business environment). 

2 Understanding the industrial complexity of CSDP opportunities

To help unlock the value associated with Transnet’s expenditure categories Transnet together with other agencies will rank items to give the supplier an understanding of the complexity, suitability and resources required by multinationals to localise parts of their supply chain. Each localisation opportunity can be evaluated in terms of its ability to be a CSDP opportunity.  
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Figure 3: Industrial complexity

· Shallow complexity: The sources of supply are already based locally and require minimal to moderate capacity expansion.

· Intermediate complexity: The existing sources of supply are international firms who own the design but recognise that there is a potential for manufacture and/or for design opportunities in South Africa.   Switching the source of supply from elsewhere to the South African market on such items would be subject to certain barriers to entry. Such barriers should be overcome by the private sector investing in capacity and capability upgrades so as to become part of a multinational’s off-shore supply chain. In these cases, and subject always to Transnet’s procurement policies, Transnet will execute its procurement programme in such a way so as to potentially underwrite (indirectly) a supplier’s investment by concluding a contractual commitment with the overseas multinational which would contain localisation obligations, including investment in capacity and capability upgrades. 

· Advanced complexity: (i.e. the local manufacture of tug boats, manufacture of diesel engines or establishing a multinational for locomotives):   The localisation of complex, sophisticated commodities and technology will require long-term support from the public sector and long-term investment to overcome barriers to entry, but has potential for sustainability if adequate support is received. Investment in these commodities is categorised as a high risk and therefore only a selected few (if any) would be supported by Transnet.

· Globally leading complexity: These are items that require extended learning curves in terms of technology and manufacture, and which would require significant government intervention and support. These opportunities, therefore, will not be pursued by Transnet. 

The latest industrial complexity index can be obtained from Transnet’s Supplier Development Plan on the www.rhsupplychain.com website.
Other reference websites include:
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